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Setting up the forms

Issues vital to the future of the
nation’s producer-owned cooperatives
were closely examined during a hearing
conducted by the House Ag Commit-
tee on Oct. 16 (see page 9). While no
firm answers or course of action was
decided upon, it was obvious that the
state of the co-op sector is front and
center on the agenda of the House
Ag Committee. As Rep. Charles
Stenholm said, this was not a day
for pouring concrete, but for set-
ting up the forms.

How those forms are filled dur-
ing coming months may well
determine the future of the
nation’s farmer cooperatives. All
those with a vested interest in
cooperatives should monitor this
process and be prepared to provide
their input.

Ultimately, the question appears
to be not whether change is need-
ed, but how much change. Some
feel a minor tune-up will suffice,
while others say an engine overhaul is
closer to the target. As you can read in
our coverage of the hearing, there is
some strong feeling that the new state
co-op laws in Minnesota and Wyoming
go too far in broadening the co-op
model, while others feel those are the
type of changes needed to keep co-ops
alive and well in the 21st century.

Much of the testimony related to
how a number of new generation coop-
eratives—whose leaders are committed
to the concept of producer ownership
and control—have converted their
business structure to LLCs in order to
secure tax benefits and outside equity
to invest in value-added efforts. Others
warned that this outside equity comes
with strings attached—strings that
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could potentially lead to some loss of
producer control to outside interests.
Similar differences of opinion exist
over whether the closely related issue
of CoBank’s charter should be expand-
ed so that it can finance a broader array
of cooperatives, and even continue to
lend for a period of five years to some

How to help

producers get needed

capital while still
keeping the

operations under

the control of farmers

is the bottom line.

non-cooperatives that convert to other
business structures.

Clearly, Congress and the co-op
community have their work cut out for
them. The stakes are high: cooperatives
typically account for around $100 bil-
lion in farm sales and they are often the
most important source of jobs and tax
revenue in rural towns where every job
and tax dollar is desperately needed.
They provide quality, affordable sup-
plies and services in rural areas where
they otherwise might not be available.
Even those farmers who do not belong
to a cooperative benefit from their abil-
ity to favorably impact prices and terms
of delivery and through their market
expansion efforts.

Most of the testimony underscored
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that successful ag marketing co-ops
in the future will increasingly be
involved in some stage of value-added
processing of their members’ crops
and livestock. But turning wheat into
pizza is a much more expensive
undertaking than storing it and ship-
ping out of town in railcars, as Keith

Kisling, a wheat farmer from

Oklahoma, testified. How to help

producers get that needed capital

while still keeping the operations
under the control of farmers is the
bottom line.

A number of questions were
raised about whether existing finan-
cial assistance programs at USDA
could be better used by co-ops if
changes were made. Related sug-
gestion ranged from upping the
limits on USDA’s B&I loan guaran-
tees to making changes that will
increase use of our Co-op Stock
Purchase Program. As Rural Devel-
opment Under Secretary Thomas

Dorr pointed out, a major co-op pro-
gram review is being launched to eval-
uate these programs, which hopefully
will lead to improvements.

Regardless of where you stand on
this debate, we should all be encour-
aged to see the strong interest of
Congress in cooperatives and to
know that Congressional leaders real-
ize the crucial role co-ops play in the
nation’s rural economy. One thing
everyone seemed to agree on: if we
take steps to strengthen producer-
owned cooperatives, we also
strengthen the nation.

FJames Haskell,
Acting Deputy Administrator
USDA Rural Business-Cooperative Service



Rural COOPERATIVES (1088-8845) is published
bimonthly by Rural Business—Cooperative Service,
U.S. Department of Agriculture, 1400 Independence
Ave. SW, Stop 0705, Washington, DC. 20250-0705.
The Secretary of Agriculture has determined that
publication of this periodical is necessary in the
transaction of public business required by law of
the Department. Periodicals postage paid at
Washington, DC. and additional mailing offices.
Copies may be obtained from the Superintendent of
Documents, Government Printing Office, Washington,
DC, 20402, at $21 per year. Postmaster: send address
change to: Rural Cooperatives, USDA/RBS, Stop
3255, Wash., DC 20250-3255.

Mention in Rural COOPERATIVES of company and
brand names does not signify endorsement over
other companies’ products and services.

Unless otherwise stated, contents of this publication
are not copyrighted and may be reprinted freely. For
noncopyrighted articles, mention of source will be
appreciated but is not required.

The United States Department of Agriculture (USDA)
prohibits discrimination in all its programs and
activities on the basis of race, color, national origin,
sex, religion, age, disability, political beliefs, sexual
orientation, and marital or family status. (Not all
prohibited bases apply to all programs). Persons
with disabilities who require alternative means for
communication of program information (braille, large
print, audiotape, etc.) should contact USDA's TARGET
Center at (202) 720-2600 (voice and TDD).

To file a complaint of discrimination, write USDA,
Director, Office of Civil Rights, Room 326-W, Whitten
Building, 14th and Independence Avenue, SW,
Washington, D.C. 20250-9410, or call (202) 720-5964
(voice or TDD). USDA is an equal opportunity
provider and employer.

Ann Veneman, Secretary of Agriculture

Thomas C. Dorr, Under Secretary, USDA Rural
Development

John Rosso, Administrator, Rural Business-
Cooperative Service

James Haskell, Acting Deputy Administrator,
USDA Rural Business-Cooperative Service

Dan Campbell, Editor

Vision Integrated Marketing/KOTA, Design
Have a cooperative-related question?
Call (202) 720-6483, or

Fax (202) 720-4641, Information Director,

This publication was printed with vegetable oil-based ink.

USDA
| United States Department of Agriculture

November/December 2003 Volume 70 Number 6

FEATURTES

4 New days, new ways
Co-ops, producers find mamny ways to prepare for the future

By Robert Heuer

9 Congressional bearing focuses on possible need
for more flexible co-op business model
By Dan Campbell

14 Dismantling of Farmland continues; Smithfield
buying pork business
By Patrick Duffey

16 Survey results: public shows strong preference
for doing business with cooperatives
By Patrick Duffey

17 Revenue, margins trend downward for nation’s
top 100 ag cooperatives
By David Chesnick

21 Co-ops follow more than one path for
nominating board candidates
By Bruce J. Reynolds

25 Seeking the best

Director leadership: what does it take?
By Jim Wadsworth

26 Cooperative exports decline in 2001; bulk sales
fall but continue to dominate sector
By Tracey L. Kennedy

DEPARTMENTS

2  COMMENTARY

20 VALUE-ADDED CORNER
28 NEWSLINE

34 2003 ARTICLE INDEX

On the Cover:

Grain rolls in at Western lowa Cooperative’s 600,000-bushel elevator, from
where much of it will be shipped to California livestock operations. Learn

more about how it and other cooperatives have restructured for success.
Photo by Larry Laszlo

Rural Cooperatives / November/December 2003 3



New days, new ways

Co-ops, producers find many ways to prepare for the future

By Robert Heuer

tephen Longval knew his
grandfather’s grain busi-
ness was struggling
upstream in a changing
farm economy, and he was
determined to prevent it from dying. But
the Iowa farmer knew Sloan Coopera-
tive couldn’t survive with a business plan
devised in the 1930s. So Longval led the
effort a few years ago to merge several
local cooperatives, which then built a
railroad facility that allowed members to
sell grain to distant markets.

“Somebody has to do this business,
the 59-year-old Longval says. “Farm-
ers are best positioned to do it for
themselves.”

»

Leading the way to change

A decade ago, Longval was elected
chairman of the 200-member Sloan
Cooperative. For decades, the co-op
operated an elevator that served a six-
square-mile area along Iowa’s western
edge. Member-owners hauled shelled
corn and soybeans to town where the
crops were sent to regional markets.

In the 1970s, the membership voted
to replace the 40-year-old elevator with
a new one that they thought would
meet their needs for years to come.
However, as farms got bigger, individ-
ual farmers invested in huge combines,
storage bins and semi-trailers. Eventu-
ally, members were going to bypass the
co-op, choosing instead to pocket the
nickel-per-bushel premium for hauling
corn to an Omaha terminal and beans
to a Sioux City area processor.

By the mid 1980s, the co-op was on
the verge of becoming an unneeded mid-

A fast-changing competi-
tive landscape is forcing
cooperatives large and
small to reinvent them-
selves. The farmer-owned
business model, created 75
years ago by the U.S.
Congress, appears alive
and well, but may be in
need of updating. Some
cooperative leaders say
policies regulating gover-
nance, capital formation
and structure need added
flexibility to keep co-ops in
step with a changing farm-
business environment. In
recent months, 60 federal
legislators bave joined the
Congressional Cooperative
Caucus, which plans to
explore legislative actions
that can belp farm co-ops

evolve with the times.

dleman. “We spent several years figuring
out what the cooperative could do for
farmers that farmers can’t do for them-
selves,” board chairman Longval recalls.
Knowing their business was in jeop-
ardy, the board faced a tough decision.
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Many members were retired or near-
ing retirement and interested in see-
ing the co-op’s assets sold so that they
could get their share of the proceeds.
But Longval and others on the board
felt that the majority wanted to keep
the business going.

In 1995, Sloan saw an opportunity
to market the co-op’s Iowa grain to
California livestock operations. This
could be accomplished by tapping
into the Union Pacific Railroad main
line that ran through town. But with
only $15 million a year in annual sales,
the co-op couldn’t afford the $6 mil-
lion cost for a high-speed grain eleva-
tor and track linking the elevator to
the Union Pacific line. Nor could it
hope to generate the grain volume to
justify such an investment. All of the
area’s local co-ops were facing similar
limitations. Ultimately, they merged
to form Western lowa Cooperative.

CoBank, which finances coopera-
tives nationwide, loaned Western Iowa
$6 million—a sum representing 80 per-
cent of the 1,200 members’ local equi-
ty. The co-op built a $6 million agro-
industrial complex that includes a
100-car rail-spur and a 600,000-bushel
elevator to load unit trains.

In 2002, the co-op generated $70
million in sales, providing members a
10- tol5-cent per bushel premium for
shipping corn to the West Coast. With
plans in the works to sell soybeans to
Mexico, Longval says, “We should sur-
vive for awhile.”

A state of flux

Western Iowa Cooperative is far
from alone in having to deal with such
challenging issues. Cooperatives




S

Jack Cronin (right), manager of Western lowa Cooperative, and co-op member Stephen Longval
check out the co-op’s new, $6 million agro-industrial complex, which includes a 100-car-rail spur.
Longval led the effort to merge several local co-ops to make the new facility possible. Photo by Larry
Laszlo. Inset: Stephen Longval’s grandfather, Ulric, and father, Harry, on the family’s lowa farm, circa
1930s. All three generations of the family have been co-op members. Photo courtesy Longval family

nationwide are looking for better ways
to serve their grower-owners. Mergers
are on the rise. Successful businesses
realize their “customers” include both
farmers and consumers at faraway gro-
cery stores, as well as stakeholders
throughout the supply chain. To sur-
vive, co-ops must find a niche in a
global agri-food sector that links pro-
ducers to suppliers, processors, distrib-
utors and retailers.

Such realities were unimaginable in
the 1920s and 1930s, when Congress
enacted legislation to promote the
formation of farmer-owned coopera-
tives. The regulatory framework that
governs the U.S. cooperative system
today continues to cater to the small,
diversified farms that populated the
countryside 80 years ago.

Lawmakers exempted producer asso-
ciations from anti-trust regulations so
members could pool marketing activi-
ties and, as a result, get better prices
when buying and selling goods and ser-
vices. To help ensure farmer control
and equal influence for all members,
lawmakers required cooperatives to
generate the lion’s share of capital
internally (from their members).

Neighboring farmers formed small
cooperatives. They, in turn, banded
together to form regional cooperatives
that provided greater purchasing and
marketing power.

Throughout the industrialization
era, most farmers and ranchers have
specialized in producing high-volume,
low-value commodities while other
businesses focused on processing and
marketing. But increasing numbers of
cooperatives are developing methods to
capture a larger share of the consumer’s
food dollar.

Co-op leaders say that collective
action offers the means for farmers and
ranchers to capitalize on the forces that
are merging production, processing
and marketing functions. Questions are
arising about how to provide coopera-
tives with the latitude to stake their
claim in the new food delivery system.

Producer control

Several decades ago, North Dakotan
Mike Warner and fellow Red River
Valley sugar beet growers were tired of
selling their commodities to a proces-
sor whose out-of-state owners refused
to upgrade the plant. So they formed a

cooperative and bought the company.
Designed to turn member-owners’
commodities into food products, the
American Crystal Sugar Cooperative
(ACSC) became what some say was the
first “new generation co-op.”

Unlike a traditional co-op that
serves an unlimited number of mem-
bers, ACSC is a closed co-op that sells
a limited number of shares. Each share
represents an obligation to deliver a
unit of production to the co-op. By
pooling resources to process and mar-
ket products, farmers turned a strug-
gling beet factory into the United
States’ leading beet processor.

“Farmers are still the guys at the
throttle,” Warner contends. “Slowly
but surely, I think farmers are going to
gain further control over the process-
ing of food. Over time, the demand
from end users for quality and value
will drive food processing into the
hands of raw commodity owners.”

Nowadays, Warner spends less time
raising crops and more time raising
awareness about the marketing clout of
closed co-ops. His 1996 speech made a
keen impression on Kansas rancher
Steve Irsik.
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“I’m not a rah-rah co-op guy,” says
Irsik, whose family-owned enterprise
includes wheat fields, a cattle-and-dairy
herd and a cattle-feeding operation.
“Yet, for years I produced genetically
superior products and got paid com-
modity prices. So, I'm intrigued by the
cooperative concept of developing a
delivery system that allows customers
to know where the product is coming
from—whether it’s identity preserved,
genetically engineered or organic.”

Irsik is a founding member of the
21st Century Alliance, an umbrella
organization that has helped farmers
launch six value-added co-ops in the last
five years. As a production network,
such enterprises can control both a size-
able amount of land and raw product.
This gives end users something that a
General Mills or ConAgra cannot: a
verifiable connection to specific farmers.

Alliance officials estimate that 300
to 500 producer networks are forming
nationwide to pursue value-added
opportunities. Nearly all are under-
capitalized and unlikely to acquire
necessary funding through traditional
cooperative financing mechanisms.
Irsik figures most of these businesses
will be hybrids—in part, closed coop-
eratives structured as LLCs and
pitched to prospective investors with
a plan to sell to private or publicly
traded companies.

Irsik is one of 375 Kansas, Oklahoma
and "Texas farmers who own the 21st
Century Grain Processing Cooperative.
He sees capital access issues hindering
the growth of a business that supplies
tortilla and bread manufacturers in the
southwestern United States. “Too many
small investments by too many people
becomes cumbersome,” he says. “The
greater the ownership stake, the greater
the commitment to success.”

Restructuring needs

"Texas farmer Jimmy Dodson doesn’t
have much experience with value-
added businesses, but he’s got an opin-
ion on the future of cooperatives. Dod-
son is a Gulf Coast cotton and milo
grower, and a board member of Farm

Credit Bank of Texas. The bank is a

More than 1,200 members deliver their
grain to Western lowa Co-op.
Photo by Larry Laszlo

member of the $111 billion Farm
Credit System, a nationwide network
of lending institutions owned by more
than a half million farmers, ranchers
and their cooperatives.

“Well-run cooperatives will contin-
ue to thrive,” Dodson says, referring to
co-ops that offer value to customers
through competitive pricing of prod-
ucts and services. “Cooperatives need
to be sensitive to market forces as they
affect customers of all sizes.

“There’s no question that co-ops
should be structured a little differently,”
Dodson says. “As farming operations
become larger, co-ops need to be more
flexible in their policies and governance
practices to provide competitive ser-
vices for all sizes of operations. Large
operations already qualify for discounts
and special services from manufacturers
and distributors, so co-ops must offer
these producers advantages like quanti-
ty discounts, bulk packaging and board
positions. Keeping large operators
under the co-op tent will enable smaller
producers to continue to benefit from
their cooperatives’ economies of scale.”

This is, of course, a hot topic with
many cooperatives, especially in the
area of governance. Some say provid-
ing proportional voting based on the
business volume a member generates
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goes against the one-member, one-vote
tenant at the heart of cooperative prin-
ciples. But others, like Dodson, say
such a change has to be made if the co-
op business system wants to keep large
producers on board in an era of consol-
idating farm operations.

At a crossroad

Nationwide, many co-op boards and
managers are grappling with such diffi-
cult ownership and structure questions.
Some are asking whether these enter-
prises must lose cooperative status to
remain competitive? Or, as an Illinois
Institute for Rural Affairs report asks,
“Will agriculture be integrated by and
for the farmer, or for the benefit of the
suppliers, processors and distributors at
the expense of the farmer?”

These are two of the questions the
newly created Congressional Coopera-
tive Caucus will consider under the
leadership of Rep. Sam Graves of Mis-
souri, Rep. Earl Pomeroy of North
Dakota, Senator Larry Craig of Idaho
and Senator Blanche Lambert Lincoln
of Arkansas. This forum was created at
the behest of the National Council of
Farmer Cooperatives (NCFC) to mod-
ernize laws governing cooperatives.

"Terry Barr, who was recently named
interim CEO of NCFC, says farmer
cooperatives are, in essence, partner-
ships formed because producers think
they can either make a dollar or save a
dollar through the pooling of resources.
“That need is as great today as ever,
possibly even more so now that the
food and agriculture industry consoli-
dation and globalization has fiercely
increased competition and the demand
for capital,” Barr says.

Doug Sims, vice chairman of NCFC
and in line to become chairman in Jan-
uary, grew up on a western Illinois
farm. He recalls that co-ops provided
the best price for the seed, feed, petro-
leum and tractors that the family
bought, as well as for the hogs and
grain that they sold. The same is true a
half-century later now that his cousin
runs the farm and Sims is chief execu-
tive officer of CoBank. As the only
nationally chartered institution in the



Farm Credit System, CoBank provides
financing for 1,500 agricultural cooper-
atives across the United States.

“What the founders of co-ops were
looking for years ago is very different
from what members want and expect
today,” Sims observes. “ Today, capital
needs often exceed members’ ability to
pay. Yet, the co-op model remains a
dynamic economic tool for producers
who realize they can accomplish much
more as a group than they can alone.
Our customers want to remain cooper-
atives, but they also need the freedom
to adapt to new circumstances.”

Some co-ops are finding that the pur-
suit of new opportunities could mean
losing their cooperative status and their
borrowing relationship with CoBank.
The Farm Credit System is seeking leg-
islation to modify the Farm Credit Act,
allowing CoBank to finance all farmer-
owned cooperatives, including new gen-
eration co-ops. The bank wants to
finance entities that have both a produc-
er and investor class of membership,
provided that the producer class holds at
least 50 percent of the voting control
and operates on a cooperative basis.

South Dakota Soybean Processors
(SDSP) is one such cooperative that
both wants to tap new opportunities
and remain a CoBank customer. SDSP
was formed in 1993 by farmers tired of
exporting soybeans to a distant proces-
sor and then paying freight on soybean
meal shipped back and fed to livestock.
The processing co-op has begun sup-
plying a manufacturer that turns oil
resins into industrial products.

With demand for products exceeding
members’ supply capability, SDSP will
generate significant new sources of non-
patronage income. To avoid double tax-
ation—for the cooperative at the entity
level and members paying on their share
of the proceeds—SDSP has converted
to a limited liability corporation (LLC).

SDSP remains true to cooperative
principles, such as the one-member,
one-vote policy, CEO Rodney Chris-
tianson says. “Who we are is not neces-
sarily determined by the business struc-
ture that we use for tax purposes. The
farmers’ task of capturing a greater

share of the food dollar is a difficult
one. Government regulations should
not tie their hands to only one accept-
able business structure.”

Many other cooperative leaders
nationwide are reaching this same con-
clusion. Cooperative principles have
the best chance of enduring if the busi-
ness structures are able to adapt to new
opportunities, Christianson says.

The power of numbers

“Co-ops provide a layer of strength
for producers through added buying
and selling power and marketing strate-
gy,” Wisconsin dairy farmer Scott Maier
says. “If a lot of private companies had
their way, they’d flush out the co-ops
and dictate the price that we get for our
product. The co-op gives you a little
more control. If the co-op makes a prof-
it, you either get a dividend or manage-
ment invests the money into
expansion with the goal of
providing additional benefits
to members in the future.”

Maier, 38, and his wife,
Daun, are NCFC’s 2002-
2003 Young Ambassadors.
The Maier family partership
belongs to seven cooperatives,
including dairy manufacturer
and marketing cooperative
Foremost Farms USA. Last
winter, they expanded from
275 to 450 cows. “With cattle
and milk prices down, we
hope to catch the up-trend in
prices,” Scott explains.
“Belonging to cooperatives
gives us a little more stability.
Cooperatives give our indus-
try a much stronger voice to
the people who make policy.
We’re not going to be left out
in the cold.”

And neither is Doug Carstens, who
chairs the board of Farmers Coopera-
tive Company (FC). His co-op is help-
ing to position central lowa grain pro-
ducers for the future. For decades, FC
was a typical small-scale supply and
service cooperative catering to farmers
near Farnhamville, Iowa.

In the last decade, FC bought or

merged with eight local co-ops or pri-
vate companies. Today, FC is modern-
izing a dozen grain elevators along
main rail lines. Representing a mem-
bership base of 1.2 million acres, FC
can deal directly with national suppliers
and buyers.

Clearly, consolidation is shaking up
the traditional cooperative structure.
“A decade ago, a big regional co-op
would take a grain buyer’s plan under
its arm and approach 10 locals,”
Carstens says. “Today, we can do for
ourselves what we needed the regionals
to do just a few years ago.”

Ronnie Mohr serves on the board of
directors of Land O’Lakes. The Arden
Hills, Minn.-based company provides
1,300 member cooperatives with feed,
seed, plant food and crop protection
products. Mohr sees “merging local
cooperatives taking on the role of

“Cooperatives give our industry a much stronger voice
to the people who make policy,” say Scott and Daun
Maier, Foremost Farms members. Photo by Laura Mihm,
courtesy Foremost Farms

regionals, and the regionals becoming
more national in scope.”

This 54-year-old Indiana hog and
grain farmer recalls, “When I was in
high school, 28 families made a living
on the 3,600 acres of land that my
brother and two sons now farm.
Nobody’s more aggressive in mergers
and acquisitions than American farm-
ers, and technology has let us do it.

Rural Cooperatives / November/December 2003 1



Big, full-time farmers are increasing,
mid-sized full-time farmers are
decreasing and part-time farmers are
increasing. "To succeed, you have to be
aligned with other people.”

Land O’Lakes operates plants from
California to Pennsylvania, supplying
dairy products to national grocery
chains such as Wal-Mart Stores Inc.
Through Agriliance—a partnership of
three regional farm supply marketing
cooperatives—two of its owners, Land
O’Lakes and CHS Inc., continue to
negotiate savings for their members.

For example, it recently bought 20
percent of the Monsanto’s Roundup
herbicide. With such market share,
Mohr says Agriliance can add value just
as Wal-Mart does through purchasing.

Creating new advantages

Clearly, purchasing power, eco-
nomies of scale and owner equity give
some co-ops a marketplace advantage.
For others, their branded products set
them apart. That’s the story for Mark
Dufty, who is among the 1,400 New
England and New York dairy
farmer/owners of Agri-Mark. Agri-
Mark sells a full line of Cabot-brand
foods that have been a century in the
making. The Cabot name commands a
premium price for members of the co-
op, which also sells fluid milk.

“We can’t be the low-cost producer
of milk in the Northeast,” Dufty says.
“As a co-op, we need to take advantage
of other opportunities. All of our
advertising focuses on farmer owner-
ship and the places where the products
come from. We benefit from the fact
that an enormous number of con-
sumers respect what we do.”

Protecting a brand name at times
requires a co-op to make tough deci-
sions. Ken Kaplan, who grows 100
acres of plums in California and mar-
kets them through Sunsweet Growers
Inc., knows this firsthand. He’s seen
Sunsweet, the world’s leading producer
of prunes, shift from a production-dri-
ven to a market-driven business.

Formed in 1917 when the average
prune farm was 10 acres, the Yuba
City, Calif.-based co-op’s 650 members

now grow an average of 80 acres of
plums. For many years, Sunsweet
treated small growers the same as big;
whether a member delivered product
by the truckload or one box at a time
made no difference. In 1997, with the
industry facing overproduction, the
co-op imposed limitations on a long-
standing practice of advancing pay-
ments to owners of unsold plum crops.

“All of our advertising focuses on farmer
ownership and the places where the prod-
ucts come from,” says Agri-Mark dairyman
Mark Duffy. Photo courtesy Agri-Mark

“The reality of the market was that
small growers needed the cash flow, but
we couldn’t borrow money against an
inventory declining in value,” explains
Kaplan, a Sunsweet board member.

“The viable farmer would be hurt
less short-term,” Kaplan continues.
“But a lot of growers weren’t viable
over the long run. If we were purely a
processing business, nobody would
have listened to the complaints. We’d
have sold product at the best price we
could. In a co-op, we had to listen, but
we also had to make the conscious
decision to stop subsidizing small
groves at the expense of efficiency.”

Meanwhile, Sunsweet has had to
accommodate the demands of grocery
chains seeking “category managers”
who supply all needs in a specific food
category. The prune co-op keeps its
position on the grocery shelf by
adding products such as apricots,
apples and juices bought from non-
members.
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Stepping outside the box

“Change itself is the biggest chal-
lenge facing co-ops,” South Dakota
Wheat Growers Association (SDW-
GA) chairman Jake Boomsma says.
Helping SDWGA's 3,300 farmer-
investors become more profitable, he
says, will inevitably mean stepping out-
side “the cooperative box.”

In 2002, the 80-year-old SDWGA
business hired its first CEO from out-
side the cooperative system. The board
was open to expanding across state lines,
doing business with private companies,
and offered equity stakes to outside
sources to finance expansion. In recent
years, the SDWGA has used traditional
funding mechanisms to invest over $40
million in two ethanol plants, a feedmill
and four train-loading elevator facilities.

SDWGA is now selling some eleva-
tors to farmers who want to expand off-
rail storage systems. “We get static from
rural leaders because closing down an
elevator takes business out of the com-
munity,” Boomsma says. “But for our
business to survive, we need to make
tough economic decisions that provide
the best returns to our members.”

Conflicts of interest pose unique chal-
lenges for co-ops because their members
are also part of the community. Indiana
grain and livestock farmer Myron Moyer
is also pushing for grower groups to gain
the opportunity to attract outside
investors so they can compete with cor-
porate-owned businesses.

“I hope the federal government will
allow us to be able to partner with non-
co-op businesses without losing coop-
erative status,” says Moyer, who is on
the board of Harvest Land Coopera-
tive. “We are for anything that will
help producers compete.” m

Editor’s note: Heuer frequently writes
on agricultural policy and rural develop-
ment issues for a number of publications,
including Aglender, AgriFinance, Farm
Journal, American Bankers Association’s
Journal of Agricultural Lending and
Independent Banker. This article is
printed courtesy of CoBank. It does not
necessarily reflect the views or policy of
USDA or its employees.



Congressional hearing focuses on possible

need for more

By Dan Campbell, editor

re structural changes
needed in the coopera-
tive business model to
help co-ops remain a
vital cog in the engine of
America’s rural economy? That was the
central question addressed during a
five-hour hearing held by the House
Agriculture Committeeon Oct. 16 in
Washington, D.C.

A wide array of co-op leaders, gov-
ernment officials, lenders, academics
and others testified. A common theme
was that the fate of U.S. agriculture,
the nation’s farmer-owned coopera-
tives, rural lenders and the rest of rural
America is inextricably linked, and that
for each of them to thrive, they must
all be strong and prepared to work
together to adapt to change.

But a wide diversity of opinion was
expressed as to exactly what changes
should be made and how far to go in
altering the co-op business model.

New state co-op laws
at center of debate

Throughout the day, numerous ref-
erences—pro and con—were made to
the new Minnesota and Wyoming
cooperative incorporation laws. Some
said those laws go too far in expanding
the co-op model and that co-ops orga-
nized under those statutes are vulnera-
ble to takeovers by outside investors
who may have little real interest in the
fate of producers or rural communities.
Further, they said if the nation winds
up with 50 different definitions of what
a cooperative is, it will lead to chaos.

“When is a cooperative no longer a

flexible co-op husiness model

cooperative?” was asked several times.
One committee member noted that
under the new Minnesota law, 99 per-
cent of the equity and 85 percent of the
profits of a co-op could be controlled
by non-producers.

But others said that these new state
laws are at least a step in the right
direction, and that without changes
such as they encourage, producers will
be locked in a downward spiral. They
will continue to lose the control in ag
industries that they and their predeces-
sors fought so hard to establish during
the past century. They predicted that
increasing numbers of co-ops will
reluctantly have to change their busi-
ness structure to Limited Liability
Corporations (LLC), or some type of
hybrid LLC-co-op.

The announced purpose of the hear-
ing was to focus the attention of Con-
gress and the nation on trends being seen
among new-generation cooperatives—
particularly regarding why some of them
are finding it more advantageous to
change their business structure to LLCs.
In reality, the focus of the hearing was
broader than that, breaking down into
three primary areas: 1) Should coopera-
tive law be modified to allow for greater
flexibility in business and governance
structure—particularly in ways that will
allow co-ops to raise more equity capital?;
2) Should the charter of CoBank be
modified so that it can finance a broader
array of farmer-owned enterprises than is
currently permitted?; and 3) What is the
status and future of USDA’s cooperative
programs?

In his opening remarks, Committee
Chairman Bob Goodlatte of Virginia
noted that “The real subject of our

hearing today may just as well be how
we can assist the financing of U.S. agri-
culture.” He said producers are
increasingly looking “to attract outside,
passive investors who may have an
interest in the community where the
operation is located, but who otherwise
are looking for a reasonable return on
that investment. That calls for new
business structures that may abandon
the traditional cooperative model.”

Goodlatte noted that the House Ag
Committee last conducted a thorough
examination of the Farm Credit Act
during the farm recession of the
1980s—a crisis period for farmers and
ranchers. Changes enacted in the Farm
Credit System at that time have proven
successful, Goodlatte said, but the time
may be right for a more deliberative
review process “now that the system is
adequately capitalized and relatively
prosperous.”

High stakes

“Today, we are laying the foundation
for the future of agriculture,” said Rep.
Charles Stenholm of Texas, the ranking
minority member on the Ag Commit-
tee. “We’re not pouring the concrete
yet—just putting up the forms; we’ll
pour the concrete later.”

He spoke of the importance of farmer
and utility cooperatives in the West
"Texas district he represents and to his
own family. Stenholm noted that he and
his son are members of the Plains Cot-
ton Cooperative Association (PCCA) in
Lubbock, and that he once managed a
rural utility cooperative in Texas.

“PCCA is an excellent example of
how things have changed, and also why
there is a need to review and modern-
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ize federal cooperative law,” Stenholm
said. To make his point, he noted that
in the 1970s, PCCA built a $25-million
plant that spins cotton into denim.
“Since 1976, PCCA’s denim mill alone
has provided its members with $300
million in added-value for their cotton.
However, building that same mill today
would cost between $100 million and
$150 million.” With rural economies
starved for capital and far fewer pro-
ducers than 30 years ago, he said it is
unlikely PCCA could construct the
same denim mill.

Stenholm said efforts such as
USDA’s new Value-Added Producer
Grant program and the new Agricul-
tural Innovation Centers established in
10 states are steps in the right direc-
tion. But he said “there is much more
work for this committee and USDA to
do to ensure that farmer and rancher
cooperatives have the means to com-
pete in an area of rapid consolidation
and technological innovation.”

Rep. Collin Peterson of Minnesota
expressed concerns about the new co-
op law in his state, and said it could
allow non-farmer equity owners to
take over co-ops, which he said has
already occurred. Peterson said co-ops
are getting into industries “controlled
by just 3-4 entities, and they can
squash you like a bug in these com-
modity areas. When they (large corpo-
rations) control so much, they can run
down prices and force you to sell out.”
Peterson said that perhaps co-ops
would find more success pursuing
niche markets, and that care has to be
taken not to lure farmers into com-
modity areas where they have little real
chance of making money.

Changing rural landscape

Thomas Dorr, under secretary for
USDA Rural Development, which
houses the Cooperative Services pro-
gram, painted a picture of a rapidly
changing rural landscape in which
farmers must find new ways to invest in
modern, value-added processing facili-
ties. Otherwise, they face the risk of
becoming ever more marginalized as
producers of basic commodities in a

A panel, which includes Roger Ginder of lowa State University (far left), testifies at the
House Ag Committee hearing on new generation cooperatives. USDA photos by Dan Campbell

world economy where other nations
have huge advantages in low-cost labor
and land.

“Farmers and ranchers still retain
a high level of confidence in coopera-
tives and this business model is still
one of the most trusted tools of busi-
ness development in rural America,”
Dorr said. “While many producers
have substantial assets that are mini-
mally leveraged, their numbers are
declining. The amount of funds
needed to finance a potentially lucra-
tive agriculture-related business may
be more than potential member-
patrons can, or should, prudently
invest in. Steps should be taken to
make investing in a cooperative
attractive to local non-producers,
and, when advantageous to the pro-
ducers and the community, non-pro-
ducer outside investing interests.”

Dorr said that impediments to
attracting non-producer equity to co-
ops can be found in federal and state
laws enacted several decades ago. “If
non-producer outsiders are to invest in
a cooperative, they may well expect to
have a voice in its affairs and the
opportunity to earn a return on their
investment commensurate with the
success of the cooperative,” Dorr said.
“Good governance and increased trans-
parency could also help improve the
cooperative model.”
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Tax issues key

There are numerous examples of
value-added cooperatives that have
converted to LLCs or formed LLC
joint ventures with other co-ops or
investor-owned corporations, said
Doug Flory, chairman of the Farm
Credit System Insurance Corpora-
tion, who testified on behalf of Farm
Credit Administration Chariman
Michael Reyna. Flory said LLCs
offer advantages in their ability to
attract outside investors by giving
them a say in management and a pro-
portional return on their investment.
They also may do “a significant
amount of business with farmers who
are not willing, or able, to acquire an
ownership interest in the enterprise,”
Flory said.

While some large, well-established
co-ops have been successful in raising
outside equity capital, most outside
investors are not farmers and thus can-
not be members nor vote in a co-op’s
elections or share in patronage pay-
ments, he said. The Wyoming and
Minnesota laws attempt to address this
situation by allowing the creation of a
hybrid between a traditional coopera-
tive and an LLC, with separate mem-
bership classes for farmer-patrons and
investors.

Flory said these state co-op laws each
require that farmers have at least 50 per-



cent voting control, and that Minnesota
requires that 60 percent of financial
returns go to farmers, unless they vote
as a block to accept a lesser amount, but
never less than 15 percent. Both laws
are too new to determine whether many
traditional co-ops will convert to the
new hybrid co-op businesses, Flory said,
adding that other states are considering
similar legislation.

“The success of hybrid cooperatives
will depend on whether farmers and
investors can work together. Potential-
ly the two groups have different objec-
tives,” which, he stressed, “could be a
source of conflict.” Whether the
hybrids are successful “ultimately
depends on their ability to reconcile
potential conflict between farmers and
investors.”

CoBank seeks changes

Doug Sims, CEO of CoBank, part of
the cooperatively owned Farm Credit
Bank system, said provisions of the
Farm Credit Act make it “increasingly
difficult for a new generation of farmer-
owned cooperatives...to obtain financ-
ing from CoBank.” Farmer coopera-
tives are increasingly turning to
value-added activities to bolster their
members’ farming operations, and

many are turning to new business mod-
els to raise equity capital from non-pro-
ducers, to minimize tax liabilities and

gain added operational flexibility, Sims
said. “These new structures will often
make the cooperative ineligible for
financing by CoBank,” which provides
about 80 percent of all credit extended
to farmer cooperatives.

Sims cited the role of co-ops in the
rapidly expanding ethanol industry as
an example of this situation. CoBank
has loaned $200 million to finance 20
farmer-owned ethanol plants in the
Midwest and Great Plains states. To
date, return on equity has been a highly
favorable 10 to 15 percent annually.
But some of these co-ops are turning to
outside investors to build plants.

Tall Corn Ethanol in Coon Rapids,
Towa, recently altered its corporate
structure to an LLC to attract more
equity from outside investors, Sims
said. Even though farmers still control
the business, it is no longer eligible for
financing from CoBank. The same
scenario holds true for South Dakota
Soybean Processors, which had been a
CoBank customer since its inception
in 1996 but recently converted to an
LLC for tax and equity reasons.

“This current situation is putting
the farmer-owners of cooperatives in a
very difficult position—by choosing
the most advantageous corporate
structure, the cooperative may be
forced to forgo access to the lender
created specifically to meet the needs
of farmer-owned coopera-
tives,” Sims testified.

CoBank is requesting legis-
lation that would change its
charter to:

m Allow it to continue
lending to producer associa-
tions with both a producer

“Farmers and ranchers still retain
a high level of confidence in coop-
eratives, and this business model
is still one of the most trusted
tools of business development in

rural America,” USDA Under
Secretary for Rural Development
Thomas Dorr testified. To his left is
Doug Flory, who testified on behalf
of the Farm Credit Administration.

and investor class, provided that the
producer class holds at least 50 percent
of the voting control and that it oper-
ates on a cooperative basis;

m Permit ag co-ops organized con-
sistent with state cooperative laws to be
eligible for CoBank financing;

m Allow co-op customers adopting
new business structures to continue to
be eligible for CoBank financing, as
long as the customer maintains at least
50 percent farmer control or continues
to operate under co-op state law;

m Provide that co-ops that are
CoBank customers but restructure as
non-co-ops would remain eligible for
CoBank financing for a five-year tran-
sition period.

“Without this action, CoBank will
not be able to meet its mission of serv-
ing farmer-owned cooperatives,” Sims
warned. He noted that the proposal has
received the endorsement of the
National Council of Farmer Coopera-
tives (INCFC), the American Farm
Bureau Federation, the Farm Credit
Council and dozens of other farm
organizations.

Community banking groups
oppose CoBank proposal

Weighing in against the CoBank
proposal were two banking industry
trade groups, which testified that those
changes would violate the very reason
CoBank was formed while creating
unfair competition for locally owned,
community banks. As a government
sponsored entity, CoBank has access to
lower cost funds than do most commu-
nity banks. They also raised numerous
questions about the Wyoming and
Minnesota state co-op laws, saying
these statutes could have the opposite
effect they were intended for, and
could actually hasten the loss of pro-
ducer control.

James Caspary, representing the
Independent Community Bankers of
America (ICBA), said those state laws
would create a business model under
which “outside investors could form
LLCs labeled ‘farmer-owned coopera-
tives,” even when farmers don’t have
majority ownership or voting control,

Rural Cooperatives / November/December 2003 11



Equity, tax issues prompt beef co-op to ponder switch

U.S. Premium Beef (USPB) recently completed a buy-
out of its former partner—Farmland Industries—in
National Beef, the nation’s fourth largest beef packer. But
its co-op structure threw up barriers to raising the need-
ed investment capital, co-op CEO Steve Hunt testified in
October at the House Ag Committee hearing on new gen-
eration co-ops. The co-op is now weighing whether to
convert its business structure to an LLC or reincorporate
under the new Minnesota or Wyoming state co-op laws.

The main reasons would be to capture “the benefits of
a pass-through tax structure,” he said, and because this
change would allow “unlimited earnings diversification
and provide for recruitment of outside capital, while still
maintaining control in the hands of the producer.”

But even if the co-op converts its business structure,
it faces hurdles, he said. Co-op members could be
charged substantial taxes on the gain in their co-op stock
value, which has risen sharply. As a new generation co-
op, USPB members purchase stock in the co-op which
creates a right and requirement to deliver cattle to the
co-op. Those shares can be sold to other producers.

Leaving the ranks of co-ops would also mean losing
its relationship with CoBank, Hunt testified.

He proposed a number of changes to the tax code which

would provide relief for co-ops in such situations, including
a one-time conversion tax exemption for cooperatives that
convert to an LLC but still maintain producer control.

“Today, as we witness an acceleration of concentra-
tion among food industry participants, the need to
achieve size, scale and market leverage is hecoming
paramount to their success,” Hunt said. “These changes
require vast amounts of capital.”

“Under today’s rules,” he continued, “cooperatives have
only to look to cash-strapped producers to secure equity.
The alternative is to leverage their business through debt, a
strategy that has resulted in numerous public failures.”

Hunt said that when Farmland Industries filed for bank-
ruptcy last spring, USPB was able to buy its interest in
National Beef. That kept the beef operation under producer
control, unlike Farmland’s pork business, which was
snapped up by Smithfield. Hunt said USPB was forced to
form a venture outside of the cooperative and seek outside
investors as partners in order to buy out Farmland’s share
in the partnership. “Had USPB been able to attract alterna-
tive sources of capital within the co-op, we would have
owned a larger percentage of the beef business and
increased our odds of maintaining producer control into an
uncertain and very competitive future,” Hunt said. “Addi-

and be eligible for cooperative bene-
fits.” ICBA, 75 percent of whose mem-
bers are community banks located in
towns of 10,000 or less, “opposes any
fundamental rewrite of CoBank’s lend-
ing charter because it would allow it to
make loans to corporations that may
have no farmer involvement and that
may be unrelated to agriculture,” Cas-
pary testified.

“We do feel it is appropriate to
explore ways to enhance the accumu-
lation of equity capital within
farmer-owned cooperatives and in
rural America—but this should be
done in a way that doesn’t potentially
lead to the loss of legitimate farmer
control of their cooperatives or in
ways that drastically depart from the
bedrock principles of what makes a
cooperative a cooperative.”

Policies should not be enacted that
would spur consolidation in agricul-
ture and cooperatives “just for the

sake of growth for some at the
expense of survival for others,” Cas-
pary said. He presented the commit-
tee with a list of criticisms of the
Wyoming state law, including a provi-
sion under which “one or more out-
side investors with two-thirds voting
control can merge or consolidate the
entity into another entity, or liquidate
it without any support from the pro-
ducer-patron members.”

Caspary said Congress has recently
adopted or updated several programs
which could aid farmers and coopera-
tives pursuing new ventures. “Unfortu-
nately several of these USDA authori-
ties sit either idle today or have yet to
be fully implemented.”

Roger Monson, representing the
American Bankers Association, offered
similar testimony. He said the
Wyoming and Minnesota co-op laws
“will allow businesses to continue to be
defined as farmer-owned cooperatives
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when...(they) are neither owned by a
majority of farmers or controlled by
farmers.”

Farmers Union urges careful study
Congress must take the lead in re-
examining cooperative business struc-
ture, “rather than allowing events or
other institutions to define a new
cooperative model that may sacrifice
the characteristics of cooperatives that
distinguish it from other business
structures,” Doug Peterson testified
on behalf of the 300,000-member
National Farmers Union (NFU).
Peterson, president of NFU’s Min-
nesota state chapter, said that despite
problems confronting farmers and
their cooperatives, “we believe that a
level of restraint must be exercised to
provide the opportunity for a full dis-
cussion of potential alternatives and
outcomes before engaging in a signifi-
cant modification of the cooperative



tionally, in order to achieve a majority position, since equity
capital was limited, we were forced to rely more heavily on
riskier debt equity, thereby leveraging the company.”

Wheat-to-pizza co-op recounts equity challenge

Keith Kisling, an Oklahoma wheat and cattle producer
and former director of the Burlington Cooperative Associa-
tion, recounted a similar challenge in raising equity capital in
1996 for Value Added Products, a new-generation coopera-
tive in Alva, Okla. The 850-producer co-op processes 642,000
bushels of wheat annually into $20 million worth of pizza
crusts. After just four years in operation, it is the largest pre-
proofed and frozen dough plant in the nation, Kisling said.

“Our biggest challenge,” he testified before the Ag
Committee, “was collecting up-front capital to convince
our lenders to buy into the deal.” Some 40 producer meet-
ings were held with the goal of raising $10 million of the
$18 million needed. The most useful financial incentive the
co-op had in attracting producer-members, Kisling said,
was Oklahoma's 30-percent state credit, which can be
used for seven years by new value-added ventures. “l was
asked consistently in those 40 meetings if there was a sim-
ilar federal tax credit, and my response had to be “no.”

The co-op raised the additional capital needed with
the help of a Business and Industry Guaranteed Loan and
a Value-Added Producer Grant, both of which are pro-

As a result, the co-op “now sells pizza crust to the
world instead of railroad cars of wheat. More jobs are
available for young people and more sales tax revenue is
going into our community to provide basic infrastructure
and technology.”

Kisling said more programs are needed to encourage
and promote these types of farmer-owned value-added
efforts. He urged that USDA's Value-Added Producer
Grant program be funded at no less than $40 million, and
called for Congress to “expedite the implementation” of
the Rural Business Investment Program (RBIP). He said
RBIP was designed to encourage investments in rural
enterprises through rural business investment companies
created to raise capital, provide operational assistance
to small businesses and participate in a government
guaranteed debenture program.

The RBIP, coupled with other co-op development pro-
grams, “offers an important opportunity for smaller rural
cooperatives to access the resources that are vital to their
success,” Kisling said. But Congress should review techni-
cal requirements of the enabling legislation to determine if
they are too restrictive, he continued. He said the entire co-
op development process also needs to be streamlined,
including shifting some guaranteed loan programs for farm-
ers to USDA's Farm Service Agency, which he said isin a
better position to encourage more farmer participation. m

grams of USDA Rural Development.

model.” New state co-op laws may
have worthy intentions, but “we are
concerned about the longer term
effects of these proposals on basic
cooperative principles.

“In addition, schemes that blur the
lines between cooperatives and other
organizational structures may put at
risk existing preferential public policy
treatment for all cooperatives, includ-
ing, but not limited to, the issues of
partial anti-trust exemption and tax
considerations.”

“The old adage, ‘he who pays the
piper calls the tune,’ could certainly
apply to outside investors, who may in
fact be able to qualify as farmers under
the current definition,” Peterson
warned. These investors could per-
suade the co-op board to change tradi-
tional allocations of earnings away
from patronage to return on invest-
ment. “They might also exert substan-
tial influence on merger, consolida-

tion, liquidation or other critical busi-
ness decisions.”

If Congress ultimately decides to
allow more outside investors in co-ops,
“it should establish strict guidelines
and limitations on the level of influ-
ence these investors may exert over any
cooperative business structure,” he
said. “At minimum, these rules should
require diversification among investors,
particularly those with interests in
competing businesses....”

In its testimony, the National
Council of Farmer Cooperatives
(NCFC) urged that “the highest pri-
ority be given to strengthening USDA
cooperative programs, including the
re-establishment of a separate co-op
agency within USDA. NCFC also said
the Federal Farm Credit Act should
be modernized to ensure farmers have
access to a competitive source of cred-
it capital for their cooperatives—
including new generation coopera-

—By Dan Campbell

tives. It also called for the elimination
of the so-called “triple tax” on farmer
cooperative dividends.

John Henry Smith, board chairman
of Southern States Cooperative
(§SC), and CoBank CEO Douglas
Sims both testified that their organi-
zations “strongly support” NCFC’s
position on strengthening USDA’s
cooperative program. Smith said it
needs to have resources not only to
carry out existing programs, but new
ones as well. He also asked that the
loan guarantee limit on USDA’s Busi-
ness and Industry Guaranteed Loan
program be boosted from $40 million
to $100 million.

Rep. Stenholm urged that rural
banks find a way to work together with
CoBank and the rest of the Farm Cred-
it System, noting that “the rural Amer-
ica we know is dying...We must bring
in capital and jobs in non-traditional
ways. That’s what this is all about.” m
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Dismantling of Farmland continues;
Smithfield buying pork business

By Patrick Duffey, writer-editor
USDA Rural Development

ike a cat unraveling a
big ball of yarn inch by
inch, once mighty
Farmland Industries
Inc., at Kansas City,
Mo., is being unraveled and disman-
tled. Its operations are being sold to
satisfy an overwhelming debt load
that drove the agricultural supply and
meat-processing cooperative into
bankruptcy May 31, 2002. Although
it filed for Chapter 11 bankruptcy, or
corporate reorganization, the case
has been handled from the early
stages as a virtual Chapter 7, or asset

liquidation bankruptcy.

Observers note that Farmland’s
demise resulted from borrowing too
heavily to compete in too many capi-
tal-intensive businesses, expanding
too aggressively, building too many
projects and depending too heavily on
the fertilizer business when the fertil-
izer industry was depressed. Thou-
sands of farmers are expected to lose
more than $700 million in equity or
investments.

Robert Terry, Farmland’s chief exec-
utive officer, said that if the coopera-
tive’s reorganization plan is approved
by U.S. Bankruptcy Court Judge Jerry
Venters, Farmland could begin paying
claims by year’s end. Additional pay-

Farmland Industries had hoped to restructure the cooperative around its successful beef

and pork processing businesses, but virtually all of its assets have now been sold. Smithfield
has purchased the pork operation, while the beef operation will remain under producer con-
trol. Photo courtesy Farmland Industries.
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ments would occur as the cooperative
sells more assets.

Bids have been offered in recent
months for Farmland’s primary fertil-
izer, petroleum and meat-processing
facilities.

Cargill, Smithfield bid
for Farmland pork division

Competition developed between
Cargill and Smithfield Foods for the
pork division of Farmland Foods. Bid-
ding peaked in October and went to a
bankruptcy court auction. Smithfield
emerged as the winner.

Smithfield’ initial bid was $363.5
million, which triggered a hearing
before the Senate Judiciary Committee
due to concerns about concentration in
the meat-packing industry. But the deal
eventually was approved by the
antitrust division of the U.S. Justice
Department.

Cargill, which owns Excell Corpo-
ration, a major pork processor in Illi-
nois and Towa, entered the bidding
with a pre-auction cash offer of $385
million. Smithfield countered at the
auction, increased its cash bid to
$367.4 million for most of the assets,
agreed to honor Farmland’s pork-pro-
ducer contracts and assumed Farm-
land’s $90-million pension plan oblig-
ation, effectively boosting its offer to
$457.4 million.

Prior to the fall auction, Smithfield
sold its Canadian pork business to
Maple Leaf. It expected to net $200
million from the deal.

With the Farmland purchase,
Smithfield could become a $10-bil-
lion food company that processes
nearly 30 percent of the nation’s pork



U.S. Premium Beef seals purchase of Farmland National Beef

Farmland National Beef has been purchased by U.S.
Premium Beef (USPB), which had been Farmland
Industries’ partner in the operation and is a producer-
owned cooperative of 1,850 cattle producers in 37
states. The purchase, valued at $232 million, was
approved by the federal bankruptcy court in St. Louis
on July 15, and the sale was completed Aug. 6.

and marketing high-quality beef products worldwide.”

The sale includes Farmland National Beef packing
plants in Liberal and Dodge City Kan., as well as further-
processing facilities in Hummels Wharf, Pa., Moultrie,
Ga., and the Kansas City Steak Co., Kansas City, Kan.
National Beef also owns National Carriers, a 700-unit
refrigerated trucking operation.

USPB is now majority
owner of Farmland Nation-
al Beef, which will be
renamed National Beef

“Having NBP’s manage-
ment group as minority

Packing Co. LLC (NBP). Itis

B e -
2X National Beef. --:-»
e ™ commitment to making

A LS Premium Beef Convpary

NBP the industry leader in

the nation’s fourth largest
beef packer, with about 10 percent of the national beef
market. It processes about 3.2 million head of cattle
annually.

Minority investors are an NBP management group and
NBP Co. Holdings LLC, a South Dakota company man-
aged by Beef Products Inc. (BPI).

“This is an excellent opportunity for additional growth
in the market for USPB stockholders and members,” says
USPB Chief Executive Officer Steve Hunt. “Increasing the
synergies that already exist between our companies will
enable NBP to become even more efficient in processing

well as plant operating efficiency,” Hunt said. “Likewise,
IBP, as the world’s leading manufacturer of boneless lean

beef, has a long history of dedication to quality, food safety

and operational efficiency.”

USPB member cattle are marketed under the U.S. Pre-

mium beef brand and numerous NBP product lines,

including Farmland Black Angus Beef, Farmland Certified

Premium Beef, Black Canyon Agnus Beef and Certified

Angus Beef. Member cattle are also marketed direct to
consumers through Kansas City Steak Co, NBP’s quality
steak mail-order business. m

terms of product quality as

supply. Farmland Foods, which
ranked as the 6th largest pork proces-
sor, has packaging and processing
plants in Iowa, Kansas, Nebraska, Illi-
nois and Massachusetts. The coopera-
tive processed more than 7 million
hogs per year and accumulated sales
of $1.8 billion last year.

The sale could become effective in
early November. The combination of
Tyson, Smithfield, Cargill and Swift
now dominate the meat processing
business.

Farmland’s beef processing opera-
tion, Farmland National Beef, will
remain under producer control, as it
has been purchased by its former part-
ner in the operation, U.S. premium
Beef, a cooperative (see related story).

Fertilizer assets sold

Meanwhile, J.R. Simplot of Boise,
Idaho, has agreed to buy Farmland’s
interest in SF Phosphates, a Utah-

based joint venture of the two compa-
nies. Simplot will pay $64.5 million
plus the value of Farmland’s share of
cash and working capital. The assets
include a fertilizer plant at Rock
Springs, Wyo., a phosphate mine at
Vernal, Utah, and a 96-mile pipeline
connecting the two.

The deal is expected to close quickly
once it gets court approval, which was
anticipated in early November. The
assets were not included in Farmland’s
Chapter 11 restructuring.

Pegasus Partners II, a Greenwich,
Conn., investment firm, has offered
to buy Farmland’s petroleum refinery
and adjacent fertilizer plant at Cof-
teyville, Kan. The deal would also
cover an old oil terminal at Phillips-
burg, Kan., and a three-state crude
oil gathering system and related
inventories required to operate the
facilities. The deal was valued at $281
million. The Coffeyville refinery sale

would be contingent on about $134
million being committed to bring the
plant into federal environmental
compliance.

Even after it disposes of these
assets, Farmland still has other hold-
ings, chief among them its grain joint
venture with Archer Daniels Midland.
In partnership with other coopera-
tives, it also has interest in a pair of
joint ventures: Agrilliance LLC, an
agronomy marketing and sales affiliate
owned with CHS Inc. and Land
O’Lakes. The other venture is Land
O’Lakes/Farmland Feed.

In May, Farmland closed and sold
its catfish processing operation at
Eudora, Ark., for $200,000 to a group
of 60 farmers associated with Seacat.
No delivery rights were involved.
Farmland acquired the operation in
1998 when it purchased SF Services,
the Arkansas regional farm supply
coope