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Nationwide Antitrust Probe Launched Against DFA

Class III Off Another $2.83;
Rise to Start in September

USDA announced the July federal order Class

III (cheese milk) price at $14.85/cwt., down $2.83

from June, and off $5.73 from May’s record high.

The July decline reflects almost all of the 84 cents-

plus/lb. decline in cash Cheddar price quotes regis-

tered between late April and early July at the Chi-

cago Mercantile Exchange.

CME cash prices have risen sharply since early

July.  However, because the USDA-NASS price sur-

veys that determine the federal Class III value lag

CME moves by a couple of weeks, the August Class

III price will come in slightly lower than July’s price.

It won’t be until September milk deliveries that the

federal Class III value starts rising again.

USDA announced the July federal order Class

IV (butter-powder) value at $13.31/cwt., down 41

cents from June, reflecting continuing stagnation/

weakness in butter markets.

The federal order Class I base price for July is

$17.95/cwt., and the August Class I base will drop to

$14.62.

by Pete Hardin

FINALLY!

The Antitrust Division of the U.S. Department

of Justice, in tandem with attorneys general offices

in several state, has commenced a national investi-

gation against Dairy Farmers of America (DFA).

The investigation follows almost a decade of

predatory behavior by DFA and its predecessor co-

op against competing milk marketers and non-mem-

ber producers. For years, federal Antitrust investiga-

tors have received complaints about DFA’s anti-com-

petitive actions.  Federal Antitrust Division employ-

ees have spent much time during the last six years

interviewing industry persons about DFA’s alleged

violations. DFA was formed in late 1997 by merger

of four dairy cooperatives.

Subpoenas have gone out to a several re-

gional super pools and Florida dairy producers.

Why have DFA’s misbehaviors finally gained

scrutiny of federal and state legal officials?  Perhaps

DFA’s brazen, anti-competitive actions have become

too blatant to ignore.

• For nearly a decade, The Milkweed has exposed the

misdeeds of DFA and its predecessor cooperative,

Mid-America Dairymen.  This publication has repeat-

edly documented DFA’s anti-competitive actions and

clear violations of a binding Consent Decree still in

effect with federal Antitrust officials.

• Great credit for establishing the federal/state task

force investigating DFA must go to the members,

board and management of Southeast Milk, Inc.

(SMI—the dairy co-op based in Florida).  In Febru-

ary 2003, SMI members unanimously agreed to check

off a couple cents per cwt. on their milk to fund legal

costs involved in protecting SMI from DFA’s preda-

tions. During the past year, SMI’s leadership—par-

ticularly president Joe Wright and CEO Calvin

Covington—have spent great time and energy alert-

ing state and federal officials, as well as legislators,

to DFA’s apparent illegal actions.

• On April 1, 2004, New York dairy farmer/writer

John Bunting assembled a national conference in

Syracuse, New York that focused on market abuses

by DFA and Dean Foods (the nation’s largest fluid

milk processor). This conference provided a national

focus to widespread, anti-competitive violations by

DFA. New York State Attorney General Eliot Spitzer

attended.  Spitzer’s office is participating in the fed-

eral/state Antitrust probe.  (The National Family Farm

Coalition did huge work organizing the April 1 con-

ference.)

Louisiana: good place to start

No better locale could exist to start public hear-

ings about DFA’s market abuses than in the dairy

parishes of eastern Louisiana.  DFA (and before it,

Mid-Am) have tried to hog-tie and gut dairy farmers

in the Deep South. (See The Milkweed’s web site,

www.themilkweed.com for the May 2004 “article of

the month”—a speech by former Louisiana dairy

farmer Carole Knight about how DFA persecuted

Knight’s family.)

On August 5, lawyers and economists from the

federal Antitrust Division, as well as representatives

from the state Attorneys General offices, met near

Franklinton, Louisiana to hear farmers’ testimony

about abuses by Mid-Am and DFA.

In the mid-1990s, Mid-Am commenced with a

series of moves that gobbled up virtually all the local

milk markets and access to milk plants in this sur-

prisingly dairy farm-rich corner of the Deep South.

In short order, through acquisitions and deals, Mid-

Am controlled over 98% of all milk produced in Loui-

siana.  Mid-Am then started deducting unexplained

“marketing costs”—sometimes more than $1.00/cwt.

from those producers. Without competition, Mid-Am

… and then DFA … literally stole from its members’

milk checks. DFA continues to use its control over

the Southeast dairy industry to drain revenue from

producers’ milk checks.

Too early for many details

It’s too early in the process to have clear details

about where the federal/state antitrust investigation

against DFA is headed.  But The Milkweed can make

a few obvious guesses:

• Possible violations of the 1977 Consent Decree

forged between federal Antitrust officials and Mid-

America Dairymen.  Some parts of the 27-year old

document are still in effect.

• Abuses of DFA’s ownership of fluid milk process-

ing businesses, as well as exclusive milk supply deals

with fluid processors involving DFA and a joint ven-

ture, Dairy Marketing Services.

• Extortionate threats against Southeast Milk, Inc.

Proceedings of an investigation of this nature

are not a public process. Herculean efforts have been

required to get an Antitrust investigation in the first

place.

U.S. Attorney General John Ashcroft and DFA

CEO Gary Hanman are reported to be close personal

friends. Including state attorneys general in the in-

vestigation provides a healthier structure for the

probe.

A nation-wide Antitrust investigation is believed

to be without precedent in the U.S. dairy industry.

DFA, amid tightening milk supplies east of the Mis-

sissippi … and huge levels of indebtedness and other

obligations … faces a huge challenge immediately

ahead.

Those welcome words cheered three dozen

dairy farm men and women who gathered on August

5 at a dairy farm near Franklinton, Louisiana.  Three

representatives of the U.S. Department of Justice

(DOJ) Antitrust Division met with the producers.

Jerome Walker, Franklinton area dairy farmer, coor-

dinated the event.

In the first of what was promised as a series of

meetings, Allee Ramadahn, a 32-year veteran of trade

and Antitrust issues with the federal government, told

the invitation-only gathering that DOJ is formally

investigating DFA’s behavior in the area. Ramadahn,

a senior DOJ trial attorney headquartered in Wash-

ington, D.C., described the investigation as “a full

task force, state and federal, aimed at getting the facts

that may support an enforcement action.”

“Our job as lawyers at Antitrust is to police the

economic landscape.” Ramadahn said. “We have had

an interest in DFA over the years, but in the broader

context of mergers and large scale activities. This

investigation has changed that. It is now about spe-

cific DFA behaviors.” The trigger event that attracted

DOJ’s interest, Ramadahn said, was the takeover last

winter of Dairy Fresh of Hattiesburg (Mississippi)

by National Dairy Holdings (NDH—a company af-

filiated with DFA).

Accompanying Ramadahn to the Louisiana

meeting were DOJ economist Dr. Ari Gerstle and at-

torney Mitch Glende. Representatives of the Florida

and Louisiana Attorneys General also attended.

As explained by the DOJ team, the current

theory of potential violation of Antitrust statutes by

DFA falls into two categories.  The first appears to

be a violation of the basic Antitrust act; the other re-

lates to types of coercion.

An important factor is the role of the federal

Capper-Volstead Act, Dr. Gerstle explained. That Act

allows farmers to gather together, with immunity and

protection from Antitrust considerations, to set prices

and policy.  “This makes an Antitrust action more

DOJ Antitrust Lawyer Explains DFA Investigation
“On its face it doesn’t appear that the pro-

ducers joined (DFA) because they can do better

in DFA rather than out.  It is usually after the loss,

or threatened loss, of their markets and ability to

market their milk, and the choice is to be able to

market their milk or not.”

“We need to follow the money and we need

your help about where to look.”

Continued on Page 2

— Allee Ramadahn, senior trial attorney, United

States Department of Justice Antitrust Division
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Kraft, Dean Foods Blame Milk Prices for Lower Earnings

Earnings at two of the biggies in dairy were

down for April-June 2004. No surprise that both Kraft

Foods and Dean Foods blamed high raw milk and

dairy commodity costs for their reduced profits

Kraft’s Q2:  More cheese sales, higher prices

Kraft Foods reported earnings declined 26% for

2004’s second quarter ending June 30. Roger

Deromedi, Chief Executive Officer of Kraft Foods,

stated: “Significantly higher costs for our key com-

modities, especially dairy, drove both the earnings

decline in the quarter and the need to revise our 2004

full year earnings guidance.”  Other factors reducing

Kraft Foods’ profits were higher marketing costs and

pummeling of products like Oreo cookies by the low-

carbohydrate diet trend.

Kraft’s second quarter was a period of high

cheese prices. Yet, according to Kraft’s SEC filing

for that quarter, “Cheese posted a strong quarter with

increased overall volume, and share gains in all key

segments, including Process Slices (+3.4 pts.),

Naturals (+2.5 pts.), and Cream Cheese (+2.5 pts.).”

Meanwhile, the Consumer Price Index (from

the federal Bureau of Labor Statistics) for “Cheese

and Related Products” for the second quarter of 2004

was 181.6. That’s a gain of 11.5% for consumer prices

compared to April-June in 2003. Since Kraft is the

industry leader in retail cheese, it’s obvious that dur-

ing 2004’s second quarter, Kraft both sold more

cheese and did so at higher prices.

Ironically, as the major seller of Cheddar at the

Chicago Mercantile Exchange (either directly or else

through minions), Kraft was in a position to crash

cheese prices beginning with the trading on June 23.

Higher milk prices impact Dean Foods’ sales

Turning to Dean Foods’ report on 2004’s sec-

ond quarter, we learn: “Volumes of the company’s

strategic brands grew 16%.” The picture for profit is

not that rosy, though. Dean reported: “Dairy Group

segment operating income in the second quarter de-

clined $18.7 million to $154.4 million and operating

margins declined 273 basis points to 6.81% of sales,

due to the negative impact of higher raw milk and

butterfat prices and the sale of the pre-whipped top-

ping business in the third quarter of last year, and

segment operating income margins declined 374 ba-

sis points to 11.4% due to high commodity, packag-

ing and transportation costs, as well as lower vol-

umes in the segment’s nutritional drinks business.”

Sounds rough.

Higher volumes in strategic brands and lower

volumes in nutritional drinks is not what the bright

future was supposed be. Nearly every dairy expert

has been boosting future opportunities for nutritional

drinks. But given higher costs (and reduced avail-

ability) of imported Milk Protein Concentrates, the

cost efficiencies of dairy-based nutritional drinks are

by John Bunting in decline. Dean Foods’ high-calcium nutritional

drinks are poor tasting and expensive.

Dean Foods blames its disappointing second-

quarter results on dairy farmers. “The second quarter

Class I mover averaged $18.14 per hundred-weight

in the second quarter of 2004, an 87% increase ver-

sus last year.  Class II butterfat costs averaged $2.38

per pound in the second quarter, an increase of 105%

over last year,” the company stated.

An investment publication, The Motley Fool,

has some profound thoughts about Dean Foods.  A

recent article by Rich Duprey concludes, “The in-

dustry is still in the midst of heavy consolidation and

Dean Foods is a leader at it, snapping up Horizon

Organic during the quarter. That’s on top of its ac-

quisition of Ross-Swiss Dairies earlier this year and

Kohler Specialties last year. And it still might be in-

terested in picking off some of the troubled Parmalat’s

dairy assets.”  In conclusion, Duprey wrote: “Given

enough consolidation, Dean Foods might end up as

the ‘last man standing’ in the industry, but as an in-

vestment it seems about as tasty as sour milk.”

Kraft Foods (cheese) and Dean Foods (fluid

milk) are industry leaders in their respective seg-

ments. Both suffered a big “ouch” from high raw milk

costs during 2004’s second quarter. Yet another ma-

jor player—Dairy Farmers of America, the nation’s

biggest dairy cooperative—has clearly helped raise

raw milk costs. Funny thing:  both Kraft Foods and

Dean Foods pushed their farm milk supplies to DFA.

difficult in an agricultural action than in a non-agri-

cultural situation,” he said. “Cooperatives can argue

that certain otherwise unavailable actions are being

done for the farmers’ best interests.”

A question that Ramadahn returned to several

times during the meeting was, “Why is DFA not a

farmer owned and controlled organization?” This

question is the basis for DFA’s Capper-Volstead ex-

emption, and Ramadhan was seeking answers from

farmers because, he said, the answer is not obvious

to outsiders.

There is a long history of people complaining

about DFA’s behavior, Ramadahn said, and he pro-

ceeded to explain a familiar DFA pattern for acquir-

ing new members that DOJ has observed.  “They

acquire processors and execute an exclusive milk

supply contract.  Then they deny access to other co-

operatives and independents unless they affiliate with

DFA. Is that conduct a violation?”

Ramadahn recognized that one of the issues that

arose with the acquisition of Dairy Fresh last winter

was exactly that fear by the producers who gathered

for the meeting with DOJ.  The vast majority of them

are independent producers who escaped from DFA

and now are shipping to Dairy Fresh.

Ramadahn said that the Antitrust problem starts

when there is no economic, quality or service advan-

tage to the arrangement.  “When we see that situa-

tion, we ask is there advantage to this change. On its

face it doesn’t appear that the producers joined (DFA)

because they can do better in DFA rather than out.  It

is usually after the loss, or threatened loss, of their

markets and ability to market their milk, and the

choice is to be able to market their milk or not.”

Ramadahn noted that the scenario has played

out in the past. DOJ understands Louisiana dairy

farmers’ fears that DFA “may be waiting to see what

we do before doing anything about the Dairy Fresh

independents,” such as forcing them to join DFA.

 Ramadahn’s explanations to the group revealed

a thorough grasp of the issues farmers have about

their relationships with DFA, either as members or

independents.  He outlined the “cozy” relationship

that DFA had with executives of the Dean-owned

handler in their market (Brown’s Velvet), as well as

NDH.  “These people started out as executives with

DFA and have long relationships with DFA. What

part of their decisions grew out of this history?  What

rewards may be in place for cooperation that are not

obvious or known? We want to make sure that thee

are independent agencies.”

He asked dairy farmers at the meeting to think

about ways that money could be skimmed from their

proceeds. He also asked them how the system might

be manipulated or abused to the advantage of han-

dlers or the cooperative.  “We need to follow the

money and we need your help about where to look.

Too much money is involved here,” he explained.

“Benefits are flowing to someone, but you may

not see it.  In this country we have recently had a

number of very large corporations who got into

trouble financially. And they were overseen by a num-

ber of agencies, such as the SEC and others. They

were still able to abuse the system and lose a lot of

money.  This cooperative has more money than those

companies and I am not sure who is looking at the

cooperatives,” Ramadahn explained.

Ramadahn cautioned against assuming that

DOJ has any conclusions.  “We are not saying they

(DFA) has done anything wrong.  But harm may be

flowing from some of those issues and we are inter-

ested in looking at the facts.  We encourage you and

your associates to give us names and situations that

may yield those facts.”

“We are here to do the best we can to under-

stand your specific problem,” Ramadahn said, “and

to help to tell your story to the people who will make

decisions about what is going to be done.”

He explained that representatives from the At-

torneys General offices of Florida and Louisiana were

present.  Thomas Gray, senior assistant of the Florida

Attorney General’s Office and an antitrust attorney,

explained that Florida’s investigation has been un-

derway for six months and they are coordinating with

DOJ. Jane Johnson, a representative of the Louisi-

ana Attorney General’s Office in the public prosecu-

tion division, was non-committal about that state’s

current involvement, but expressed strong interest.

Many attendees expressed their concerns about

DFA’s actions at the meeting.  The Milkweed chooses

not to disclose their identities or their comments, to

protect them from possible recrimination by DFA.

Continued from page 1

DOJ Official Asks Producers to Help with DFA Investigation

Abused by DFA?
How to Contact DOJ!

Concerned dairy farmers ands industry
personnel who have important information
about DFA’s misbehaviors to pass along to
federal Antitrust investigators may contact:

Allee Ramadhan, senior trial attorney,
U.S. Department of Justice
1404 H. Street, NW, Room 4800
Washington, D.C. 20530

Phone: 202-307-1857
Fax: 202-307-5802
E-mail: allee.ramadahnm@usdoj.gov

An aged, sheep’s milk cheese produced by Carr

Valley Cheese of La Valle, Wisconsin won top hon-

ors at the recent American Cheese Society annual

meeting in Milwaukee.

Sid Cook, owner of Carr Valley (and a fourth-

generation cheese maker), produced the cheese,

which had been marinated in olive oil for three years.

Carr Valley Cheese won 18 different awards in the

ACS competition.

The ACS celebrated its 21st annual meeting at

Milwaukee. A total of 726 cheeses were entered in

its contest from over 100 producers in North America.

The ACS focuses on upscale, innovative cheeses. The

organization’s growth mirrors the burgeoning devel-

opment of specialty and artisan cheeses.

Carr Valley Cheese Wins ASC Title


