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Moody’s Says DFA ‘Weak,’ Lowers Credit Ratings

The April federal order Class III (cheese milk) 
price was placed at $14.61/cwt., up 53 cents from 
March.  

USDA’s latest Class III value for the federal 
milk marketing orders reflects the continued weird-
ness at the Chicago Mercantile Exchange, where cash 
Cheddar values have risen and fallen on monthly 
cycles thoughout 2005. USDA’s Class III price is 
not directly tied to CME, but the market does greatly 
affect values. Given the seemingly nonsensical price 
cycles, it is difficult to forecast Class III values very 
accurately over a period of even a month or two, let 
alone for the rest of 2005.

USDA said the April federal order Class IV 
(butter-powder) price had been placed at $12.61/cwt., 
up 5 cents from the March Class IV.

April Class III at $14.61; 
CME Moves Still Strange

On May 9, 2005, Moody’s Investors Service 
(Moody’s) issued revised, downgraded ratings for 
various types of borrowings by Dairy Farmers of 
America (DFA).  Four separate times in the text of 
Moody’s announcement, the financial ratings firm 
referred to various aspects of DFA’s finances and 
management as “weak.”

DFA’s financial instruments are now rated as 
“junk” by Moody’s.

The Moody’s review came almost five months 
after Moody’s announced a 90-day review of DFA’s 
financial condition on December 21, 2004. No doubt, 
Moody’s found the sludge at the bottom of DFA’s 
financial pot a lot thicker than originally believed.

Moody’s downgraded DFA’s senior unsecured 
rating from Baa1 to Baa2 and downgraded ratings 
on trust preferred securities of guaranteed subsidiar-
ies from Baa2 to Baa3.  DFA’s preferred stock was 
downgraded from Ba1 to Baa3.

In summary …
Moody’s updated May 9 analysis found:

• Debts exceeding $950 million.  DFA’s borrowings 
have risen $195 million in the past two fiscal years.

• Low cash flow relative to debt load.

• Failure to take enough money from members’ milk 
checks to protect lenders.

• “Earnings” from equity affiliates that dramatically 
overstated actual cash received.

• Weak management.

Read it yourself!
Perhaps most telling is the tough language used 

by Moody’s in detailing its revised ratings for DFA.  
The Milkweed quotes some passages from Moody’s 
May 9, 2005 analysis of DFA:

“The downgrade of DFA’s ratings reflects (1) 
DFA’s higher debt levels as it assumes financing 

for affiliates which previously financed themselves 
independently; (2) continuing weak debt protection 
measures for a Baa1 rated credit; (3) the increased 
business risk profile of the cooperative as branded 
dairy food and the handling of non-member milk 
become a larger component of sales and earnings; 
(4) and the cooperative’s unwillingness to scale back 
member payments of the past year to make up for 
poor fundamental operating performance.

“DFA’s leverage is high in light of its debt load, 
and the greater volatility of its earnings and cash flow 
witnessed over the past several years.  As a result, the 
company remains weakly positioned within its new 
rating category.  DFA’s debt and debt-like instruments 
have increased steadily over the past few years, ris-
ing approximately $195 million between year ends 
2002 and 2004.  The 2005 consolidation and refi-
nancing of an affiliate—Mid-Am Capital, LLC—as 
well as the acquisition of Kellers Creamery will add 
incremental debt to DFA’s balance sheet (above and 
beyond Mid-Am debt previously issued under a sup-
port agreement and included in Moody’s leveraged 
calculations.)  Additionally, Moody’s views as 100% 
debt-like DFA’s $375 (million) and in trust preferred 
securities and $150 million in preferred stock due 
to provisions in these agreements which reduce 
the equity-like features of these instruments.  As a 
result, DFA’s pro-forma and debt-like instruments 
exceeds (sic) $950 million.  We note, however, that 
increased dividends from affiliates or redemption of 
investments in affiliates in 2005 could bring this debt 
number down somewhat.  Regardless, DFA’s cash 
flow is low in relation to this debt load.  The coop-
erative regularly pays out the majority of its cash to 
members in exchange for their milk with the goal of 
payout at the highest possible price.  Additionally, the 
earnings DFA reports from affiliates greatly exceed 
the amount actually received as cash dividends.  As a 
result of these factors, retained cash flow (excluding 
extraordinary gains from asset sales) represents less 
than 7% of debt and debt-like instruments—which is 

very weak for a Baa2-ratedcredit in a volatile busi-
ness.  DFA will need to stabilize its operations and 
reduced its debt load in the near term if it is to sustain 
its Baa2 rating.   

“Moody’s believes that DFA’s business risk 
has increased over the past few years, and that 
management’s ability to adapt to these changing 
risks has been weak.  Historically, DFA’s price risk 
was limited as it served simply as a conduit through 
which members’ milk was aggregated and delivered 
to processing plants, with member dairy farmers 
absorbing price fluctuations.  However, as DFA’s 
investments in bottling affiliates has (sic) increased 
and its branded dairy foods business has increased, 
its earnings have become more sensitive to the over-
all pressures impacting the dairy foods and bottling 
businesses. For example, over the past year, DFA’s 
earnings from bottling affiliates was negatively 
impacted by a sharp run-up in milk prices which 
resulted in reduced consumption and lower bottler 

by Pete Hardin

Continued on Page 3

The United States Department of Justice (DOJ) 
is in an early phase of reviewing cash Cheddar trading 
at the Chicago Mercantile Exchange (CME).  

A lawyer in DOJ’s new case division confirmed 
that the department, on a preliminary basis, is re-
viewing complaints concerning alleged irregulari-
ties in CME cash Cheddar trading. This information 
was conveyed in a telephone conversation with the 
Washington-based National Family Farm Coalition 
(NFFC)—an activist group that represents the inter-
ests of farmers. NFFC has repeatedly sought federal 
review of CME dairy cash markets.

This acknowledgement means that two federal 
agencies are currently looking at CME cheese pricing. 
In mid-April, amid some confusion on the issue, the 
federal Commodities Futures Trading Commission 
(CFTC) confirmed it was reviewing CME Cheddar 
cash market actions.  (See page 2.)

CFTC first denied on April 18 that it had re-
quested information from the CME.  But on April 19, 
CFTC acknowledged that it was investigating CME 
Cheddar trading. That same day—April 19—CME 
officials denied they had received a request for docu-

ments from CFTC.  Confusing.
CFTC’s mission is to “protect market users 

and the public from fraud, manipulation, and abu-
sive practices related to the sale of commodity and 
financial futures and options, and to foster open, 
competitive and financially sound futures and op-
tions markets.”

Dairy activists also met with staff the Illinois 
Attorney General’s office on April 18 during a visit 
to Chicago to picket at CME.

NFFC has repeatedly sought federal interven-
tion to investigate CME Cheddar pricing. In early 
fall 2004, the Senate Judiciary Committee was asked 
by NFFC to investigate CME cash Cheddar markets.   
To date, no action has been taken. 

In early 2005, the Federal Trade Commission 
(FTC) was asked by NFFC to investigate. After 
review, the FTC turned over the request to DOJ.  
DOJ’s Antitrust division is neck-deep in a major 
dairy antitrust investigation, but has not, until now, 
looked at the CME.

Just maybe … the can of rotten worms known 
as CME Cheddar trading will get its lid pried off.

U.S. Justice Department Looking at CME Trading
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Moody’s Downgrades DFA’s Credit Rating 
Continued from page 1

earnings—and hence lower core earnings at DFA.  
Additionally, as branded dairy food manufacturing 
has become a larger business at DFA, the cooperative 
must respond to its market to protect its market share.  
When certain dairy products appeared in short supply 
in early 2004, DFA entered the market and acquired 
large quantities of raw dairy materials so as not to 
run short and disappoint customers.  When prices for 
those materials fell precipitously, DFA incurred large 
inventory losses.  This event not only highlighted the 
increased price risk that DFA’s business now faces, 
but also the cooperative’s poor risk management and 
hedging ability.  While DFA has made changes to its 
risk management practices which it hopes will prevent 
a recurrence of such an event.  Moody’s continues 
to view this increased business risk and the greater 
earnings volatility it has created as a concern....

“DFA’s ratings gained some support from 
the financial flexibility afforded by its cooperative 
structure.  In a stress situation, DFA’s Board could 
elect to restrict payments to members in order to 
conserve cash for debt service.  Its bylaws dictate 
that payments to third party creditors, including debt 
service, have seniority over payments to members 
for milk.  Accordingly, the pool of funds available 
to service obligations is theoretically large.  Given 
the large volume of milk and member payments that 
flow through the organization weekly, a relatively 
small reduction could quickly generate a significant 
amount of cash.  Still, Moody’s believes that competi-
tive markets and internal political pressures would 
limit DFA’s ability to make more than a limited or 
temporary payment reduction, even under a stress 
situation. This was highlighted over the past year, 
when DFA experienced weak fundamental operating 
performance, but chose not to scale back on member 

payments sufficiently top make up for the shortfall 
from its base business.  For this reason, Moody’s no 
longer views DFA’s cooperative structure and ability 
to reduce member payments as significant a credit 
positive as it did in prior years.  In general, Moody’s 
now believes that under normal circumstances, DFA 
is unlikely to reduce member payments by more than 
1%.  It is Moody’s practice in evaluating agricultural 
cooperatives to adjust credit metrics to reflect the 
ability and willingness to reduce member payments.  
In DFA’s case, we will add back no more than 1% of 
member payments to reflect this benefit.”

Chickens coming home to roost
In conclusion, Moody’s contradictorily lists 

DFA’s new credit ratings as “stable.”  But Moody’s 
leaves the door open for further downgrades if the 
co-op experiences weak financial performance, or 
leverage increases due to high member payouts or 
continued equity payouts that exceed new equity paid 
by members.  Moody’s also seemingly warns against 
new investments by DFA or its equity affiliates.

No wonder DFA CEO/President Gary Hanman 
has been in a foul mood lately

Standard & Poor’s: ‘DFA Taking More 
Each Month From the Farmer’s Milk Check’

“Dairy Farmers of America’s (DFA) busi-
ness and financial strategies are expected to 
help maintain credit measures commensu-
rate with the current ratings. In 2004, mem-
bers/owners benefited from very high raw 
milk prices but this has squeezed margins in 
DFA’s further processing operations, re-
sulted in cheese inventory write-downs, and 
affected operating profits.  The cooperative 
took steps (curtailed capital expenditures).  
However, management did takes steps from 
mid-year through the present because of the 
high milk prices in cutting expenses such as 
curtailing capital expenditures AND TAK-
ING MORE EACH MONTH FROM THE 
FARMER’S MILK CHECK.  Standard & 
Poor’s expectations is (sic) that milk prices 
should be at more normalized levels in 
2005.”

— Standard & Poor’s, April 21, 2005. (Capitals 
added for emphasis.)

by Pete Hardin

Don’t worry about DFA’s finances. DFA is “tak-
ing more each month from the farmer’s milk check,” 
according to a recent report by a leading financial 
analysis firm.  

Standard & Poor’s, a firm that rates the credit-
worthiness of borrowers, issued on April 25 an up-
dated financial analysis for Dairy Farmers of America. 
Standard & Poor’s discussed the challenges facing 
DFA’s profits, due to higher milk prices … and DFA’s 
“solution” (dock members’ milk checks).  

Ironically, there’s only one source from which 
Standard & Poor’s could have confirmed that DFA 
was deducting more money from DFA member milk 
checks—DFA’s senior management!  

Standard & Poor’s analysis of DFA’s financial 
condition is one paragraph—far less verbiage than 
what Moody’s Investors Service reported in De-
cember 2004. In two separate, critical reports about 
DFA’s financial condition, Moody’s noted that in 
order to stabilize risks for DFA’s creditors, the co-op 
had to deduct money from members’ monthly milk 

USAMilk ‘Prison Break’ Still 
Being Developed In Southeast

Efforts to set up a new network representing 
the interests of dairy farmers in the Southeastern 
U.S. are progressing slower than originally antici-
pated.  The timetable for “USAMilk” may be set 
back a couple months, until the second half of the 
year.  

Class I (fluid) milk sales are disappointing 
throughout the region and the nation—which leads 
to further problems in “balancing” non-fluid sup-
plies. In early summer, the Southeast regularly 
becomes a “deficit” milk supply region, requiring 
import of farm milk from other regions.  Once the 
supply balance shifts in the region in early summer, 
chances improve for a successful “prison break” by 
producers who are tired of being abused by Dairy 
Farmers of America, Dairy Marketing Service … 
and other related firms. 

Throwing off the shackles used by DFA/DMS 
in the Southeast is no easy task, and not one to be 
entered into lightly. Humorously, the pipeline from 
anti-DFA factions to the Antitrust Division of the 
United States Department of Justice is very direct. 
Antitrust overseers know DFA’s dirty tricks almost 
as soon as they are pulled.

Stay tuned. 

“Dairy farmers in the South are hop-
pin’ mad at DFA.”  That’s the summary from 
a farmer who attended a membership meeting 
held by Dairy Farmers of America (DFA) April 
25 at Harrisonburg, Virginia.  

DFA held the meeting to try to calm a 
brewing revolt in the Southeast, but attendees 
say that DFA personnel “didn’t have much to 
say.”  Producers wanted answers as to how DFA 
was going to stop losses and reblends from the 
grossly mismanaged regional superpool, South-
ern Marketing Agency (SMA).  

Producers in the Southeast are preparing 
to leave DFA and the milk marketers it controls. 
Failure to give answers at the Harrisonburg 
meeting just made the attending farmers mad-
der.  About 125 dairy farms were represented.

Jim Hahn, who took over DFA’s operations 
in the Southeast in early 2005, shows no signs 
of having a handle on the mess he inherited 
from long-time DFA henchman John Collins. 
Hahn terminated the April 25 meeting abruptly 
after repeated failures to satisfactorily answer a 
wide range of questions from the audience. One 
particularly vexing question ran something like 
this:  “Why is it that just about everything The 
Milkweed reports about DFA turns out to be 
true?”

Years of losses by SMA and reblends 
against Southeast producers’ milk checks leave 
the producers “hoppin’ mad.”  Producers in the 
region are no longer going to accept having 
those losses taken from their milk checks.

Great anger is focused against mega-dair-
ies in the Midwest whose milk is pooled in 
the Southeast and which gain huge premiums.  
Pooling milk from outside the Southeast has 
caused a decline in Class I (fluid) utilization 
from about 80% to 60% — an estimated loss of 
$.60/cwt. 

Angry Members Disrupt 
DFA Meeting in VA

Three U.S. senators have introduced legislation 
that attempts to halt efforts by big cheese processors 
and the federal Food and Drug Administration to 
redefine “milk” used for cheese-making.

Senate Bill 827, the “Quality Cheese Act of 
2005,” was introduced by Wisconsin Senator Rus-
sell Feingold and New York’s Charles Schumer and 
Hillary Clinton. All three are Democrats. 

S.B. 827 would “prohibit products that contain 
dry ultra-filtered milk products, milk protein concen-
trate, or casein from being labeled as domestic natural 
cheese, and for other purposes.”

In a press release, Feingold stated, that he “has 
pressed both the FDA and USDA to maintain the ban 
on foreign imitation cheese ingredients like dry ultra-
filtered milk, casein—a modified protein extracted 
from milk—or milk protein concentrate (MPC), as 
substitutes for domestically produced milk, in the 
making of cheese.”

Opposing S.B. 827 is the “U.S. Coalition for 
Nutritional Ingredients,” which is described by the 
International Dairy Foods Association (IDFA) as 
“more than 50 small, medium and large businesses, 
taxpayer groups, and trade associations including 
companies that purchase and utilize milk protein 
concentrates, casein and caseinates.” About a third of 
the membership of this “U.S.” coalition are foreign 
firms, including sellers of these dry dairy proteins.

IDFA and its members—primarily Kraft 
Foods—want to change the definition of milk for 
cheese making to include imported, dry dairy protein 
powders. However, no studies of safety or nutritional 
values have been submitted to prove that dry, im-
ported dairy proteins are in fact “the same” as milk. 
It is commonly known that substitution of casein 
and caseinates for milk in the manufacture of cheese 
yields an inferior-tasting product.

The  bill focuses on that definition change, and 
prohibits government funds from being used for that 
purpose. S.B. 827 states: “The Commissioner may 

not use any Federal funds to amend section 133.3 of 
title 21, Code of federal Regulations (or any corre-
sponding similar regulation or ruling, to include dry 
ultra-filtered milk, milk protein concentrate, or casein 
in the definition of the term ‘milk’ or ‘nonfat milk’, 
as specified in the standards of identity for cheese 
and cheese products published as part 133 of title 21, 
Code of Federal regulations (or any corresponding 
similar regulation or ruling).”

Senate Bill Aims to Stop Change in Milk’s Definition




