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All Vital Signs Bad for Dairy Farmers of America

A massive swarm of negative financial events in late 2008 threatens the
financial condition of Dairy Farmers of America (DFA). How can the nation’s
largest dairy producers cooperative continue business as usual???

* CFTC hits DFA with $12 million penalty for Cheddar
price manipulations at CME.

On December 16, the federal Commodities Futures Trading Commission
(CFTC) finalized a $12 million penalty against DFA for manipulation of Ched-
dar cheese cash markets at the Chicago Mercantile Exchange (CME).  That
penalty was a limp slap on the wrist for DFA’s involvement in a narrow time-
frame of CME cash market distortions during spring 2004.  (See related article,
pages 1 and 2 of this issue).

In a press release, DFA President/CEO Rick (alias “Tricky Rick”) Smith
mumbled about agreeing to the $12 million penalty assessed by CFTC in order
to stop the co-op’s mounting legal costs related to the investigation. Smith opti-
mistically concluded that DFA’s leaders could now focus on the co-op’s bright
future: “We are looking beyond past problems and forward to our bright future.”

“Tricky Rick” – a lawyer by training – should have foreseen the next
moves: numerous lawsuits filed against DFA by wide variety of financial vic-
tims of DFA’s Cheddar price manipulations at CME.

* Follow-up lawsuits against DFA explode.
Nothing inspires the piranha-like attributes of this nation’s legal commu-

nity like a price-fixing settlement with the federal government involving a major
commodity.  Within two weeks of the CFTC price-fixing case settlement, DFA
was hit with a legal broadside – numerous class-action lawsuits alleging finan-
cial losses to a variety of plaintiffs. These legal complaints seek class-action sta-
tus.  Those complaints, if sanctioned by the federal courts, would expose DFA
to endless litigation and legal costs … regardless of the final outcome. 

DFA’s overt Cheddar price manipulations at CME during spring 2004
drove up Cheddar prices to $2.20 per pound, an all-time price peak. Those sky-
high Cheddar prices caused harm to many, many parties in the extended dairy
industry. That’s because CME Cheddar prices – along with prices for other com-
modities like nonfat dry milk and Grade AA butter – are used, directly and indi-
rectly, by state and federal agencies to set farm milk prices.  Further, a range of
dairy-based futures and options contracts are traded at CME.  Settlement of
those contracts is based – directly and indirectly – on events in the CME cash
trading.  Parties included in these class action complaints filed against DFA
include: a cheese processor, a futures/options speculator, a fluid milk processing
firm that operates a chain of dairy stores, etc., etc. 

The legal costs, and related time/expenses, for DFA’s defense against a
half-dozen (at last count) lawsuits will be massive.  (See page 10)

* Year-end dairy commodity price collapse deeply wounds
DFA’s already-shaky financial underpinnings.

Collapse of dairy commodity markets in the final days and weeks of 2008
has saddled DFA with additional serious problems.  At year’s end, all three
major dairy commodities’ prices are at, or within a few pennies, of USDA’s
dairy support prices.  Those support prices translate into farm milk prices of
around $10 per cwt. for manufacturing grade farm milk.

The dairy commodity collapse contains at least three severe financial hits
for DFA:

— Erosion of DFA members’ monthly milk sales volume, used by the
co-op as collateral for DFA’s debts.

The approximately 80 cents per pound decline of CME Cheddar prices
since early October 2008 sets the table for a $7.00 per cwt. (or more) reduction
in farm milk prices, by the time the pain filters through the dairy pricing system
back to the farm.  Trouble is: DFA uses money not yet paid to members for their
milk sales to the co-op as collateral for DFA’s debts.  

(It’s impossible to for outsiders to get a full handle on DFA’s full package
of debts and obligations.  But The Milkweed estimates DFA’s debts and obliga-
tions to total in the range of $1.2 to $1.5 billion – roughly $120,000 to $150,000
per member farm shipping milk to DFA.  DFA added $300 million to its indebt-
edness during 2008.)

Most DFA members do not understand that their co-op uses as collateral the
funds from their as-yet unpaid milk deliveries.  At any time, the co-op has nearly one
month’s worth of members’ milk sales for which the farmers have not yet been paid.  

How did DFA get authority to use milk money due members as collateral
to partially cover the co-op’s massive debts?  Most DFA members’ contracts
specify that the members will adhere to the co-op’s by-laws and articles of
incorporation.  Those documents specify that members’ milk obligations are
subordinate to the debts of the co-op.  In other words: DFA’s creditors get paid
first, members last.  Anybody doubting the accuracy of this charge need only
review statements made by Moody’s Investors Service on September 16, 2008.
Moody’s review of DFA’s financial condition noted, in part:

“The cooperative structure provides important financial flexibility
that, in a stress scenario, and on an infrequent basis, would allow DFA to
quickly raise a significant amount of cash through a reduction in the bi-
monthly member milk payment.”

DFA’s total indebtedness is almost impossible for outsiders to determine
from the co-op’s hard-to-find financial audits.  DFA’s December 31, 2007 finan-
cial audit listed a total of $538.5 million “due members and milk haulers.”  In

the estimate of The Milkweed, close to $500 million of that amount was milk
money due DFA members.

The December 2008 “all milk price” calculated by USDA was $15.90
per cwt. That compares with the December 2007 all milk price of $21.50 per
cwt. The fourth-quarter 2008 dairy commodity price collapse will shave about
$5.00 per cwt. off farm milk prices for December 2008’s all-milk price (com-
pared to December 2007).  That decline, projected on DFA’s members’ year-end
unpaid milk checks will shave about $150-200 million off the amount DFA used
as collateral for its borrowings at the end of 2007.

DFA’s other major “assets” are bookkeeping fictions. The co-op’s Decem-
ber 31, 2007 financial audit listed a combined total of $500 million as “good-
will” and “intangibles.”  Bogus.  

— Year-end fiasco: massive inventory value declines
On December 31, 2008, all major dairy commodities’ cash prices at the

CME had declined to just above USDA’s dairy support prices. Block Cheddar
stood at $1.25 per pound, Grade AA butter was $1.13 per pound, and Grade
A nonfat dry milk was $.85 per pound. These prices represent a massive
decline in value over the final several months of 2008.

As a major processor of cheese and butter, DFA holds many tens millions
of dollars worth of dairy commodity inventories and finished products.  DFA’s
December 31, 2007 financial statement listed $219.6 million in inventories.
Closing the books on 2008 will force DFA to write down tens of millions of dol-
lars in inventory values from its scarce pile of tangible assets.

— Astronomical legal fees to defend against many lawsuits
DFA’s plight in the courtroom – facing so many newly-spawned, complex

lawsuits – might inspire some sympathy, except for that fact that DFA’s brazen,
long-term dairy commodity market manipulations have caused so much devas-
tation in the dairy industry to date.  Legal costs to defend against so many law-
suits will be staggering for the cash-flow strapped cooperative. 

These are difficult times in the U.S. economy, particularly for firms with
inadequate assets and operating problems.  DFA has many past ghosts coming
back to haunt the cooperative.  The most gruesome of those ghosts: DFA’s asset
base that’s built upon intangible assets and members’ unpaid milk deliveries.  

At what point do these deteriorated assets and the growing pile of major
lawsuits levied against the cooperative cause a loss of confidence … in creditors
and members. Admitting the depth of these problems seems beyond the capa-
bility of DFA’s management and directors.  The “bright future” that “Tricky
Rick” Smith spoke of, remains to be defined.
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By any measure, 2008 was the worst in the eleven year history of Dairy
Farmers of America (DFA) … so far.

Late March: DFA announced a $109 million dollar loss for calendar/fiscal
2007.  That was the biggest, one-year loss ever reported by a dairy cooperative in
the U.S.  DFA’s already bad 2007 was complicated by the fact that National Dairy
Holdings (NDH) – previously a 50%-owned joint venture – defaulted on a $25
million loan payback in September 2007.  DFA had to infuse money into NDH
and that caused DFA to become more than a 50% owner.  And that fact caused
NDH’s financial performance to be listed on DFA’s corporate books for the fourth
quarter of 2007.  NDH lost an astronomical total of $63.5 million during October-
December 2007, a horrid final quarter that merely capped a horrid year.  NDH lost
a whopping $134 million for all of 2007.

April: With great embarrassment, DFA officials announced that an illegal,
$1 million secret payment to former board chairman Herman Brubaker had been
authorized by former CEO/President Gary Hanman in 2001.  The funds were paid
out from a subsidiary – National Dairy Holdings.  DFA’s statements on this mat-
ter implied that the co-op had uncovered the illegal, $1 million payment to
Brubaker.  In fact, the matter was discovered during a continuing probe of the co-
op’s finances by the Internal Revenue Service – an investigation that has contin-
ued for nearly four years!

Brubaker is incapacitated, living in a nursing home.  Hanman reportedly
paid off much of the money, plus interest.

September: Moody’s Investors Service announces that the financial ratings
firm has upgraded DFA’s credit rating!  Trouble is – Moody’s also noted that DFA
had added $300 million more debt during 2008.  Moody’s accompanying analy-
sis made zero reference to performance by National Dairy Holdings during 2008.

October: DFA uncovered another director pay-off scheme.  Buckey Jones –
a long-time co-op official from Mississippi – was found receiving monthly pay-
ments of $3500 per month through an outside company.  That payola was (again)
engineered by former CEO/President Gary Hanman.  As with the Herman
Brubaker payola, Hanman reportedly paid off DFA for the $185,500 in question,
although it’s not known that Hanman actually paid out the funds or whether DFA
was reimbursed by Hanman through “future consulting fees.”  

December (a very long month): On December 16, the CFTC finalized
penalties of $12 million against DFA, Hanman and former DFA chief financial
officer Gerald Bos, in a settlement of price manipulation charges and futures rules
violations.  

Once the CFTC settlement was announced, the lawsuits started flying.  By
the end of December, DFA was facing nearly half a dozen private lawsuits from
plaintiffs alleging they’d been harmed by DFA’s dairy commodity price manipu-
lations at CME.

Also in December 2008, prices for Cheddar cheese and butter at CME col-
lapsed to near-support price levels.  By December 31, 2008, both block Cheddar
and Grade AA butter cash prices at CME were $1.13 per pound – disastrous for
DFA!  Why?  DFA lost tens of millions of dollars in inventory values (stored
cheese, butter) at the end of its calendar/fiscal year. Also, by the time these disas-
trously low dairy commodity prices filter through the dairy pricing system, DFA
will see an erosion of $150-200 million in monthly value of milk it markets for
members – compared to early in 2008’s fourth quarter.  DFA uses the value of
(unpaid) members’ milk as collateral for its massive indebtedness.   The Milkweed
estimates that these rock-bottom dairy commodity prices at year’s end mean DFA
has lost about $200-250 million dollars in combined inventory values and receiv-
ables, compared to those prices for October 2008.

That’s why we categorize 2008 as DFA’s worst year … and these events set
the stage for some tumultuous events in 2009.

2008: DFA’s Worst Year (So Far)

Will DFA’s Pending Financial Fiasco Hit Dairy Marketing Services?

What is the financial linkage between Dairy Farmers of America and its
clone, Dairy Marketing Services (DMS)? Will DFA’s financial woes be terminal
for DMS?  DMS was formed in mid-1999 by DFA and Dairylea Co-op to jointly
market milk in the Northeast.  Since that time, DMS has evolved coast-to-coast,
from Maine to California.  DMS now markets the farm milk from many hundreds
of so-called, “independent” producers who do not belong to a cooperative.  

DMS took a devious route to gaining control of independent producers’
milk. Many of these independent producers chose not to join a dairy co-op. In
the Northeast, for example, numerous fluid processors have turned over a por-
tion or all of their entire farm milk supplies to DMS.  A list of those handlers
includes: Farmland Dairies, H. P. Hood, Cumberland Farms, Garelick’s, Tuscan-
Lehigh, Friendship Dairies, Marcus Dairies, and many other processors.  In
early 2003, Dean Foods – the nation’s largest fluid milk processor – dumped all
of its 2,500 (or so) independent dairy farmers over to DMS.

DMS and DFA are joined from the hips to the lips.  DMS personnel are
paid by DFA’s payroll department.  DMS personnel get their health insurance
and retirement programs through DFA.  DFA-owned laboratories test DMS’ raw
milk samples for quality and components.  DMS personnel are trained to deny
their employer’s DFA ties.  A few years ago, a DMS field person denied she
worked for DFA and an angry farmer demanded to see the registration of her
company-owned vehicle.  Sure enough … the truck was registered to DFA!

In February 2003, The Milkweed reproduced two milk checks – one issued
to a DFA member by DFA, the other paid to an “independent” producer ship-
ping to Garelick’s – both checks were issued from the same bank account!
Sorry folks, but when the creditors come to seize funds in bank accounts, they
won’t give a bleep whether DMS funds are in those same accounts.

DFA’s dire financial predicament means that dairy farmers and milk
haulers doing business with DMS must ask some tough financial questions and
demand clear-cut answers.  

Those questions include:

* Does DMS operate independently from DFA?
* Does DMS have a separate financial audit?
* What is the end of DMS’ financial year?
* Please provide copies of the two most recent years’ DMS financial

audits.
* Are the funds paid for my milk/hauling services coming from separate

bank accounts, or are those funds issued from a DFA bank account? (Note:
answers to this question may vary from region to region.)

The FINAL WORD!
In summer 2001, DMS took over marketing of milk from Garelick Farms’

producers in New England and eastern New York.  New Hampshire’s then-Agri-
culture Commissioner Steven Taylor sought answers from DMS that related to
the state’s milk producer payment security program.  New Hampshire requires
farm milk buyers to post security to cover any losses to producers in the event
of a handler’s financial failure.  

It had been publicly announced that DMS – not DFA – would take over
marketing milk for the “independent” Garelick producers in New England.
DMS applied for the milk producer security application.  But when the payment
check came into the NH ag department, the check was from DFA!  Commision-
er Taylor wanted to know why.  After protracted delays, DMS official Brad
Keating wrote Taylor on November 7, 2001:

“In terms of the Garelick independents, from a technical/legal standpoint,
Dairy Farmers of America is purchasing the milk from Garelick independent
farms.  That is why we had the bond furnished by Dairy Farmers of America.”

DMS and DFA:  joined from the hips to the lips … for better or worse.

See The Milkweed’s Web site for:
4/08 Stories About DFA’s 2007 Financial Audit

The Milkweed’s April 2008 issue contained more than two full pages ana-
lyzing the financial condition of Dairy Farmers of America, based on informa-
tion gleaned from the co-op’s financial audit for the disastrous 2007 fiscal year.
In 2007, DFA lost $109 million.

If anything, DFA’s financial condition is now dramatically worse, at the
end of 2008, compared to one year ago, in the analysis of The Milkweed.

Concerned persons can go to this publication’s Web site to review those
articles.  Reprinting all those details in the current issue is a duplication of effort
and space, when that material is otherwise available online.

To dig out our April 2008 analysis of DFA’s most recent financial state-
ment, go to: 

www.themilkweed.com

Click on the red headline, “April 2008 DFA Financial Stories”) near the
top of the home page.   

Is NMPF at War with USDA Over Dairy Programs???

Oh, no.  Looks like USDA dairy bureaucrats and National Milk Producers
Federation (the dairy co-op lobby) bozos are at war with each other.  That’s not
good for dairy farmers.

Somebody in a top-level post at USDA had it in for NMPF, somebody who
knows exactly which levers to pull to shaft dairy.   Perhaps Deputy Under Sec-
retary Floyd Gaibler fits that description.  Certainly, somebody at USDA doesn’t
like the specter of massive purchases of surplus dairy commodities and is throw-
ing monkey wrenches into the machinery of normal government programs.

Maybe USDA is smarting because NMPF filed a lawsuit in early Decem-
ber, seeking to block USDA’s practice of selling off surplus nonfat dry milk by
commissioning a private firm to auction off 20 million pounds of government-
held surplus nonfat dry milk.  NMPF gained a temporary legal delay to USDA’s
scheme.  NMPF lawyers argued that such policies would undermine rules in the
2008 federal farm law about disposing of surplus government dairy inventories.
This matter is scheduled for a deeper judicial review in late January 2009.

Is USDA angry at NMPF?  In early January, USDA took two more actions
that smacked at the status quo of federal dairy programming.  First, USDA
finally issued a decision denying NMPF’s requests at a national hearing for
numerous changes to various classified prices for milk under the federal milk
order program.  In truth, USDA should probably not have bothered with even
holding a hearing for such irrelevancies as NMPF proposed.

More seriously, on January 5, 2009, without advance notice, USDA ceased
buying certain dairy products under the Dairy Product Price Support Program
(DPPSP).  Those products include: instantized and vitamin-fortified nonfat dry
milk, processed American cheese, and butter prints.  NMPF cried foul in a January
8, 2009 letter to outgoing USDA Secretary Ed Schafer.  NMPF’s letter noted: 

“Their inclusion in the DPPSP made it much easier for USDA to use the
purchased products in feeding programs, a goal that should be of critical impor-
tance as many families now struggle with high prices and declining wages.”

No doubt Secretary of Agriculture-Designate Tom Vilsack – President-
elect Barack Obama’s nominee – will be besieged by NMPF after January 20
with requests involving federal dairy programs.  Vilsack’s appointments to
high-level policy posts at USDA will be very important.  

DFA Mum to Members on $12 Mil. CFTC Penalty 
DFA has sent no letter to members explaining the $12 million settlement

with CFTC.  Earlier, lesser indiscretions merited special letters: Herman
Brubaker’s $1 million secret payments and Buckey Jones’ $185,500 secret pay-
ments – both uncovered in 2008 – merited special letters from DFA to members.

But a $12 million fine?  Silence.
Also silent: how much money DFA will actually assess former Presi-

dent/CEO Gary Hanman for his role in the Cheddar price manipulations at the
Chicago Mercantile Exchange.  Strangely, the Commodities Futures Trading
Commission’s report did not detail the amount Hanman (and ex-DFA chief
financial officer Gerald Bos) would pay.  But in separate charges, CFTC detailed
amounts of financial penalties against two small fry.

CCC Purchases Nearly 126 Mil. Lbs. of Surplus Powder

To date, as of January 8, 2009 the USDA  Commodity Credit Corporation
(CCC) has purchased a total of 125,982,912 pounds of nonfat dry milk
(NFDM).

Additionally, in the period from January 5, 2008 through January 8, 2008,
the CCC also purchased 121,694 pounds of butter from California Dairies Inc.

Same reporting period, CCC purchased a total of 11,418,470 pounds of
NFDM, mostly from DairyAmerica.  However, a total of 1,228,425 pounds
were purchased from Clofine Dairy Products.

Interestingly, in the Federal Register / Vol. 73, No. 234 / Thursday,
December 4, 2008 on page 73765, USDA gave notice of a new rule which
seems to apply immediately.  The rule stated: “CCC will only purchase dairy
products from the manufacturer of the product.

“CCC will no longer purchase eligible dairy products from nonmanufac-
turers, as the program is not intended to provide a speculative market for third
parties.”

Obviously, Clofine Dairy Products is a third-party.  DairyAmerica is a mar-
keting agency in common, in other words a broker and not a manufacturer.  Clear-
ly though, the duly published rule is being ignored by both the sellers and USDA.

by Pete Hardin
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