925 L STREET
SUITE 750
SACRAMENTO 958
(916) 445-0255

California Legislature

Poivd Vegisltive Audit Comumitter
GOVERNMENT CODE SECTION 10500 et al

14

Office of the Auditor General

Letter Report 920.2

March 31, 1980

Honorable S. Floyd Mori
Chairman, and Members of the

Joint Legislative Audit Committee
Room 4168, State Capitol
Sacramento, California 95814

Dear Mr. Chairman:

In response to a resolution of the Joint Legislative Audit
Committee, we have reviewed milk procurement practices in
California school districts and private schools. This review
was conducted under the authority vested in the Auditor General
under Section 10527 of the Government Code.

Background

Federal regulations require that milk be served with meals
provided as part of the National School Lunch Program and the
School Breakfast Program. Another federal program, the Special
Milk Program, provides supplemental milk to children in schools
and in nonprofit child care institutions. Records of the State
Department of Education (SDE) indicate that approximately 551
million half pints of milk were served during fiscal year
1978-79 in these programs in California.

Federal and state Taws detail food procurement guidelines under
which public school districts and private schools must operate.
However, school districts and private schools generally
contract directly with milk vendors. Each vendor sets his own
price for milk.
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Prior to 1977, wholesale and retail milk prices were controlled
by California's Department of Food and Agriculture.
Chapter 402 of the Statutes of 1977 repealed minimum wholesale
and retail prices for milk. The Department of Food and
Agriculture, however, still sets minimum prices for milk at the
producer level.

Scope of Review

We visited 16 school districts and six private schools.
(Throughout the report, these entities will be referred to as
school districts.) We also contacted an additional 15 school
districts by phone. The schools included in our survey
represented approximately 27 percent of school enrollment
statewide for the 1979-80 school year. We selected our sample
to include districts and private schools which reported paying
extreme high and Tow and mid-range prices for milk as depicted
in SDE's computer listing of milk prices (BCN E305) dated
September 12, 1979.

We interviewed directors of school food services, purchasing
department staff, and representatives from dairies. We also
contacted staff from California's Department of Food and
Agriculture. We analyzed pertinent federal and state
regulations and reviewed school districts' compliance with milk
procurement and competitive bidding regulations. Our review of
milk prices also included a comparison of local grocery stores'
milk prices in locations corresponding to the school districts
selected for our sample.

Study Results

Our review of school districts' milk procurement practices
disclosed this information:

- Although the prices school districts pay for
milk vary, the greatest volume of milk is
purchased at a relatively uniform price;

- SDE's computer data on milk prices does not
provide an accurate basis for comparison of milk
prices because of variations in reporting;

- School districts could improve their milk
procurement practices  through  competitive
bidding.
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Prices School Districts
Pay for Milk Vary

We found variations in the prices school districts pay for
milk. The price for whole milk at the districts we contacted
ranged from $0.1009 to $0.20 per half pint. Yet statewide,
school districts purchase the greatest volume of milk at a
relatively uniform price. A number of factors affect the price
which districts pay for milk, including student enrollment,
container size, location of schools, and others.

The table on page 4 of this report arrays milk prices paid by
the school districts we contacted.

A major factor affecting milk prices is student enrollment. In
our sample, all but one of the districts with student
enrollments exceeding 3,650 paid between $0.1102 and $0.1175
per half pint of whole milk. This range indicates that school
districts purchase the greatest volume of milk at a relatively
uniform price. The smaller school districts generally paid the
higher prices. For example, four of the districts in our
sample paid over $0.1360. Each of these districts had student
enrollments of 300 or less. The median price paid by school
districts in our sample was $0.1172 per half pint of whole
milk.*

Also, the size of the container milk is sold in affects milk
prices. Two of the school districts in our sample which paid
the Towest prices for whole milk purchased the milk in Tlarger
containers. Specifically, Private School F paid $0.1009 for
whole milk, purchasing it by the half gallon. District 12
which purchased milk by the third quart paid $0.1102. Five of
the seven districts which purchased milk in larger containers
paid less than $0.1172, the median price in our sample.
Although milk may cost less when purchased by the third quart
rather than by the half pint, some schools purchase the half
pint because that is as much or more than younger students will
drink.

* The median refers to the midpoint in the range of prices.



Joint Legislative Audit Committee

March 31, 1980

Members of the
Page 4

*jLtWw 970[000yd JRJUOU PUR 3R} MO| SBPN|IU]xx

auoyda|aj Aq pe3oelU0D S| 00YdS 93eALAd PUR SIOLUISLQx

Gesy” *1eb g/1 681T" - == 8yitl” <9 I LO0YdS 33eALUd
0s8y° uid 2/1 €661" - - 000¢* el ¥8¢ PLLIsLQ
OcLy® "1eb €480° - == 0s1T” 0ct ¥H 100YdS 93eALdd
Gesp” jud 2/1 2060° == == 004T° 0€¢ L ILAISLQ
§/9p° uLd 2/1 - - - 00ST* 134 ¥9 |00YdS 93eALdd
0S.p* “1eb z/1 == - - 600T" L€2 4 100Y3S 8jeAldd
SL9y° uid 2/1 Gb6T1” ¥90¢2° -- 2681° 00€ 3 LO0YdS 93eALud
L9Ly” jutd g/1 66¢1° - 0§¢eT” 00€T" 1A% 9¢ 12L43sLQ
SL9p° jutd 2/1 vevt” - - 00eT” 4743 0 L00YydS d3eALad
TAA jutd z/1 LG2T1° - - 06eT” 89¢ *) L00YdS 33eALdd
€eay” jud z/1 £601° - 091T1" == €14 G¢ PLasLg
L9Gy° quid 2/1 et 00€T" 0¢et” - 056 g Looyds ejeALud
L9L%° utd 2/1 S.0T1° SEVT® - €81T” 660°T ¢ PLA3sig
Y/N ud g/1 TevT” 0991" - 09€T” 668°T xE¢ PLAsLg
V/N *3b ¢/1 0691° 00ST" - 8edT” 100°¢ x¢¢ PLAISLQ
(78 jud g/1 941T1" Gecr” 080T" GeIt” 089°€ T¢ 30L43sig
0s8p° *3b g/1 ottt” - €ETT” eelr” 009°§ 0c¢ 32t43sLa
00vt* quid 2/1 912T1” 7621° €611" - 009°G 6T I2L43SLQ
geay” qutd /1 0€sT” - 091T1* SLTT” Geece 81 3oL43sLQ
0cLy” witd g/1 £90T" G80T" 980T1" CETT” 00021 LT 32L435LQ
S.9p° d 2/1 §411" v6et1” == 8¢’ 00021 9T 12t43siq
00€y” wid /1 0cetl” - - 0221" 806°21 ST 32L43sLg
0SLp° jutd /1 641T" == == j7ARS 000°41 PT 30L43SLQ
L9GY° utd 2/1 ¢61T” 00¢T* 00¢T* -- 00081 €1 32LA3SLQ
G/9%° ab ¢/1 60¢T” 00c¢T” 880T" 201T” 00512 ¢l 30L43siq
(74 jutd 2/1 - §480T1° -- ¢t1l” 006°€2 Y L00Yds o3eALd
00EY~ jutd /1 9T1T1" - ottt - §92°/2 TT 32L43sig
geay” "1b €/1 €91T1" -- - SLTT° £65°9€ «0T LAISLg
¥/N uid 2/1 911" 1eer” - 21 §/2°0 x6 I2L43ISLQ
¥/N jutd 2/1 841T” 11e1° ¢60T° LIt y10°ey x8 32L435LQ
Y/N id 2/1 001T" €90T1" 980T1" oett” 68L 2 L 32L3sLQ
v/N qutd /1 9660° ¢vot” 6860° - 0€6°Lv *¥9 IL43SLa
Y/N juid 2/1 A == €501° - E11°18 *§ IL43sLq
L96p° wid 2/1 9It” - Ge1t” - 000°2S v 39t43sig
v/N jutd 2/1 v8I1IT” €eetl” €1eT” - LE0°99 € PL43sLa
S/9y° juid 2/1 SO1T” CETT” 901" - £82°811 ¢ PL4ISLQ
0cely” wd 2/1 6601" == == ETA0 000°8§ T 32L43sLQ
84035 Aus2049 |BI0] paseyduny 30S Aq ¥x93810204) o4 MO 91 0UM Juau] 10Ul S100YdS/S3aL43SLQ
3B Ll @1oyn 9ZLs pajJoday juspnis
14end/adLud 43ULBRUO) 9Ly ALLW Jutd 3LBH 434 39144

(31JVINOJ SLOIYLISIA TO0HIS Ad QIVd SIIIY¥d WIW



Members of the
Joint Legislative Audit Committee

March 31, 1980
Page 5

Geographical location of the school district also affects milk
prices. District 28, a small, rural district, paid the highest
price in our sample for whole milk--$0.20. Since there is no
dairy or milk vendor within 30 miles of this district, it
purchases milk at the local grocery store. Another small,
rural district we visited paid $0.17 per half pint of whole
milk. School officials told us that only one dairy delivers to
the town.

Another reason why location affects milk prices is that the
price of milk at the producer 1level 1is set based on
geographical considerations. The Department of Food and
Agriculture controls the price of milk at the producer level in
eight areas throughout the State. The minimum rates are set
based on local costs of production and are adjusted at least
every two months.

School district officials and dairy representatives told us
that milk prices were also affected by escalation clauses, the
size of milk orders, the distance between the dairy and the
delivery location, and the time milk is delivered.

Milk prices may be affected by escalation clauses which tie the
price charged districts to related producer costs. One dairy's
contracts to supply milk to school districts statewide include
an escalation clause that ties the milk price to the minimum
producer price set by the Department of Food and Agriculture.
Since the producer price is adjusted every two months, this
dairy's prices change also. An escalation clause in another
dairy's contract allowed a change in milk price only if
production costs increased or decreased by more than 5 percent.
Since production costs for this dairy had not changed by more
than 5 percent, the price charged the district had not changed.

In addition, the distance between the dairy and the delivery
location as well as the time of delivery and order size affect
the milk price. Because of high 1labor costs, deliveries
requiring the least time for transportation will usually cost
less. Time of delivery is another factor which influences milk
pricing. Dairies may allow discounts for early morning or
night deliveries since at these times dairies are better able
to utilize their equipment. Also, a dairy may offer a lower
price if the size of the order placed by a school district is
large enough to allow maximum efficiency of the dairy's
equipment. Other factors affecting milk prices include number
of delivery 1locations, frequency of delivery, and type of
delivery services, such as placing the milk in refrigerators.
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SDE's Milk Price List Does Not
Provide an Accurate Basis for
Comparison of Milk Prices

Each month school districts are required to report to the State
Department of Education the total number of half pints of milk
purchased and the total price paid. The department uses this
information to compute an average price paid by each district.
Then, from this data, the department compiles a computer
listing of these prices. The United States Department of
Agriculture uses this information in determining reimbursement
rates for child nutrition programs. We found, however, that
SDE's price 1listing does not provide an accurate basis of
comparison for milk prices because (1) the listing does not
reflect actual prices paid for the milk, (2) the listing does
not reflect comparable months of participation, and (3) school
districts do not report the data in a consistent manner.

The milk price data on SDE's computer listing do not reflect
comparable prices because school districts report a total price
for all types of milk purchased and are not required to
indicate the types of milk the reported price is based on.
When reporting the total price, school districts include whole
milk, low fat milk, chocolate milk, skim milk, buttermilk, or
bulk milk. Some schools serve only one type of milk while
others serve a combination. The price of milk varied depending
on the type of milk school districts served. In our sample,
the median price for low fat chocolate milk was $0.1224 per
half pint; the median price for whole milk was $0.1172; and the
median price for low fat milk was $0.1118. Therefore, if one
school ordered a larger proportion of chocolate milk than did
another, the average price of milk on SDE's listing would be
higher for that school.

Another reason the milk prices on the computer listing are not
comparable 1is that the 1listing shows year-to-date average
prices. These figures may be misleading because the listing
does not necessarily reflect the data from each participating
school district based on similar months of participation. For
example, three private schools we contacted have been
participating in the school milk program since September 1979,
yet the milk price data for these institutions had not yet
appeared on SDE's January 1980 price listing.
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If a school district reports its milk prices Tlater than
required, the cost data reflected by SDE's 1listing do not cover
the same time period for that district as for the others.
Further, since some school districts reported as many as three
price increases since September, this timing difference in
reporting may show average price variations that do not exist.

Finally, SDE's milk price listing is unreliable for comparison
because school districts are not reporting in a uniform manner.
SDE has instructed districts reporting their monthly claims to
convert the total volume of milk purchased during the month to
half pints. The districts are then instructed to report the
total cost paid to the vendor after discounts, if any. SDE
then divides the total cost by the number of half pints
purchased to determine the average purchase price per half pint
of milk.

School districts, however, are not uniformly reporting the
volume of milk purchased. For instance, four of the districts
we contacted purchased milk in third quarts. Two of these
districts simply reported the number of third quarts purchased
rather than converting the total volume to half pints.
Consequently, the prices on the SDE 1listing are inaccurate.
For one of these districts, the listed price was $0.1690; we
computed the actual cost per half pint of whole milk to be
$0.1238. Another district was listed as paying $0.1209; the
actual cost was $0.1102 per half pint of whole milk.

School Districts'
Milk Procurement Practices
Could Be Improved

The milk procurement procedures school districts use could be
jmproved.  Specifically, districts should avoid sole source
purchasing and adopt competitive bidding when possible. Eight
districts in our sample purchased milk from a single source
without contacting other vendors. Also, 12 of the agencies
contacted did not have written vendor specifications or
procurement procedures for purchasing milk. Because of these
practices, school districts may not be purchasing milk at
minimum costs.
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The U. S. Department of Agriculture recommends that school
districts place greater emphasis on competitive bidding and use
less sole source purchasing. In its publication, "Food
Purchasing Pointers for School Food Service," USDA emphasizes
that "regardless of the [procurement)} method used, two or more
vendors should be contacted when making most food purchases to
insure competitive bidding."

According to California state law, however, schools are not
required to use competitive bidding for perishable goods or
seasonal commodities. An SDE official told us that although
milk is considered a perishable commodity for state purposes,
it is not a perishable item according to federal regulations.
The Department of Education requested an opinion from USDA
resolving this conflict. SDE has not yet received a formal
response. However, the USDA regional office, in an informal
ruling, stated that until the formal decision is announced, the
state interpretation will take precedence. Therefore, in
California, milk is considered perishable and school districts
are not required to use competitive bidding.

Since school districts in California are not required to
purchase milk competitively, they may establish their own
policies and procedures for purchasing milk. 0f the 37
districts we contacted, only 21 used competitive bidding or
quotations in purchasing milk. Others used a single supplier
or divided their orders among several local dairies.

Some of the school districts we contacted which did not use
competitive bidding offered several reasons for their
purchasing procedures. In some rural areas, only one dairy is
available to deliver milk. The school in one district we
contacted purchased milk from the grocery store because no
dairy delivered in the area. Other districts have used the
same vendor for years and continue with that vendor because
they are pleased with the service provided. Another agency we
contacted had actually requested multiple bids, but no vendor
responded. One large school district split its contracts for
milk among 19 dairies because no single dairy could supply the
amount of milk needed. Each of these 19 dairies delivers milk
at the same price.
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School districts also lack written guidelines for purchasing
milk. Twelve of the 37 school districts we contacted did not
use written vendor specifications or procurement procedures for
purchasing milk.

Sections 54202 and 54204 of the California Government Code
address the necessity of school districts having written
procurement policies:

Every local agency shall adopt policies and
procedures, including bidding regulations,
governing purchases of supplies and
equipment by the local agency....

If the local agency is other than a city,
county, or city and county, the policies
provided for in Section 54202 shall be
adopted by means of a written rule or
requlation, copies of which shall be
available for public distribution.

The State Department of Education has established few
guidelines regarding food procurement. Section 39873 of the
Education Code states:

Perishable  foodstuffs and seasonable
commodities needed in the operation of
cafeterias may be purchased by the school
district in accordance with rules and
regulations for such purchase adopted by
the governing board of said district
notwithstanding any provisions of this code
in  conflict with such rules and
reqgulations.

Without written vendor specifications and milk procurement
procedures, school districts are not assured of receiving milk
at minimum costs.
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Conclusion

The prices school districts pay for milk vary. We found that
the prices districts paid ranged from $0.1009 to $0.20 per half
pint of whole milk. However, school districts purchased the
greatest volume of milk at a relatively uniform price. Some of
the factors influencing milk prices, such as school location
and number of dairies in the area, are beyond the control of
school districts. Also, due to the manner in which milk prices
are reported on SDE's computer Tlisting, the Tisting does not
provide an accurate basis for comparison of prices school
districts pay for milk. We also found that school districts
could improve their milk procurement procedures through
competitive bidding and use of written vendor specifications.

Respectfully submitted,

Q%w«/msé%c/

THOMAS W. HAYES
Auditor General

Staff: Robert E. Christophel, Audit Manager
Melanie M. Kee
Sylvia L. Hensley
Michael A. Edmonds
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RESPONSE TO THE AUDITOR GENERAL'S REPORT

Under Joint Legislative Audit Committee rules,
agencies are allowed to respond in writing to draft reports of
the Auditor General. We providéd the Department of Education a
copy of this report; however, the department chose not to

respond.



