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Moody’s to DFA: Take Money from Members’ Milk Checks
by Pete Hardin

Already under the glare of a nationwide Anti-

trust investigation, Dairy Farmers of America (DFA)

now faces perhaps an even more terrible, swifter

sword: a worried investment community.

DFA’s members should prepare for deducts

against their milk checks.

Diversion of members’ milk payments is needed

to protect the heavily indebted cooperative’s lend-

ers, according to a major financial ratings firm.

DFA’s financial condition is drawing serious

concern and scrutiny in the financial community.

During 2004, DFA’s financial performance was im-

paired by:

• Losses from reduced inventory values of volatile

dairy commodities.

• Very poor returns from joint ventures.

• Failure to assess members’ milk checks, in order to

maintain DFA’s lenders’ mandated liquidity levels.

Moody’s Investors Services, Inc. (Moody’s)

announced on December 16, 2004 that it is review-

ing several of DFA’s debt offerings for a possible

downgrade. Moody’s is a leading firm that evaluates

borrowers’ credit worthiness.  Statements by Moody’s

during the second half of December expressed con-

cerns that DFA’s failure to dock members’ milk

checks comprised a failure of its covenants to lend-

ers to maintain certain liquidity levels.

(The Milkweed quotes from Moody’s docu-

ments with permission from the firm.)

Five times in four paragraphs of the December

16 release that announced the financial review,

Moody’s referred to the need for DFA to reduce mem-

bers’ payments for milk.

And the December 21 Moody’s release regard-

ing a “Credit Opinion of DFA” questioned DFA’s

failure to deduct money from members’ milk checks.

(See quoted material in box, this page.)

(Note: What New York City financial experts

label “a relatively small payment reduction” could

look like an awfully big deduct to DFA members.

The Milkweed estimates that a $.50/cwt. deduction

against all DFA member milk for four months would

generate about $100 million—no doubt peanuts to

“rich” dairy farmers.)

Moody’s cites DFA’s leverage as “high” in view

of the co-op’s debt load and great volatility of its earn-

ings and cash flow during the past several years.

Moody’s notes that DFA’s far-flung joint ventures had

netted only about $5 million during the first nine

months of 2004. That poor performance—primarily

from impaired fluid milk processing businesses in

which DFA jointly partners—was seriously harmed

during 2004 by dramatically high consumer prices,

Moody’s analyzes.

As of September 30, 2004, Moody’s estimated

that DFA’s debt, including Trust Preferred Securities,

topped $840 million.

During 2003, DFA reported sales of $6.9 bil-

lion.  In 2003, DFA sold 56.5 billion lbs. of member

milk—about one-third of the total U.S. milk supply.

Through subsidiaries and joint ventures, DFA also

markets significant volumes of non-member milk.

DFA’s chickens coming home to roost …

Here’s how Moody’s analyzed DFA’s financial

predicament in its December 21 release:

“The cooperative’s ratings also incorporate the

commodity nature, volatility and relatively low mar-

gins of the fluid milk industry.  DFA’s earnings were

hurt over the past year as highly volatile dairy prices

negatively impacted several parts of its business. For

example, DFA suffered losses during 2004 after it

acquired large quantities of cheese during periods of

short supply and very high prices, only to see those

values erode when prices fell precipitously. Addition-

ally, earnings from DFA’s affiliate network suffered

this past year when high prices compressed margins

for certain products sold to retailers at fixed prices,

and as high prices resulted in reduced consumer de-

mand for fluid milk.”

“In a stress situation, DFA’s Board could
theoretically elect to restrict payments to mem-
bers in order to conserve cash for debt service.
In fact, the cooperative’s bylaws dictate that
payments to third party creditors, including debt
service, have seniority over payments to mem-
bers for milk.  And given the large volume of milk
and member payments that flow through the
organization weekly, a relatively small payment
reduction could quickly generate a significant
amount of cash.  But although the ability of DFA’s

Board to reduce member payments for milk has
long been a critical rating factor, it has not ap-
peared to have helped the cooperative sustain its
debt protection during this difficult period. Moody’s
believes that internal political pressures limit DFA’s
ability to make more than a limited or temporary
reduction, even under a stress situation. This calls
into question how robust this element is – in
practice – in enhancing DFA’s financial flexibility.”
— Moody’s Investors Services, Inc., Dec. 21,
2004 release: “Credit Opinion of DFA”

Continued on Page 2

December’s federal order Class III (cheese

milk) price was placed at $16.14/cwt., up $1.25 from

November.

December’s gain reflects higher cheese prices

at the Chicago Mercantile Exchange registered one

month earlier. However, a sharp decline in the fed-

eral order Class III price will occur for January, re-

flecting big declines in Cheddar prices at CME dur-

ing the first half of December. USDA/NASS cheese

price surveys that are used to figure the federal Class

III price lag CME moves by several weeks.

USDA said the December federal order Class

IV (butter-powder) price had been placed at $13.42/

cwt., up 8 cents from theNovember Class IV.

December Class III $16.14;
January to Decline

Not so fast!

USDA has no proposed rules for allowing

Canadian dairy animals to enter this country for

milk production purposes.  Some analysts errone-

ously reported that a slug of Canadian dairy heifers

could enter the United States as early as March 7,

2005, thus creating a false impression that a decline

in U.S. farm milk prices could occur due to Cana-

dian dairy heifers adding to the U.S. milk supply.

Penn State dairy dimwit Dr. Ken Bailey is one such

mistaken analyst.

Yes, USDA has proposed opening up the Cana-

dian border to imports of cattle.  But the border would

be crossed only by beef cattle destined for slaughter.

No provision for allowing Canadian dairy ani-

mals to enter the U.S. for milk production is men-

tioned in USDA’s final rule that was printed in the

Federal Register on January 4, 2005.

Because of several controversial elements in

USDA’s move to let in Canadian beef animals for

slaughter, the decision promises to generate a lot of

controversy over the potential for spread of brain-

degenerating diseases from infected Canadian cattle

to U.S. consumers.

Canada has failed to take certain steps to limit

spread of BSE. Canada has continued to allow feed-

ing of cow blood proteins to calves, failed to test

enough animals to gain statistical surety for being

declared a “minimum-risk” nation (according to in-

ternational animal health rules), and continued to feed

beef tallow as a cow feed supplement.  A recent sam-

pling of Canadian cattle feeds that supposedly con-

tained zero animal products found that, in fact, some

59% of those samples did contain unidentified ani-

mal materials.

See pages 6-7 of this issue for an exhaustive

analysis of USDA’s plan to reopen the border.  The

Milkweed’s analysis: USDA is protecting meat

packer’s profits instead of public health.

Recent confirmation of two more BSE–infected

cows in Canada (december 30 and January 11) will

add fuel to this growing controversy.

No Rules for Importing Canadian Dairy Cattle



2 -- January 2005

The Milkweed is published monthly for $40 per year by
The Milkweed, Inc., W717 Amidon Rd., Brooklyn, WI
53521. Periodical postage paid at Brooklyn, WI, and ad-
ditional mailing offices. POSTMASTER: Send address
changes to The Milkweed, P.O. Box 10, Brooklyn, WI
53521-0010.

The Milkweed
The Milkweed is a monthly dairy market-

ing report for dairy farmers and other people
with an interest in the dairy industry. The Milk-
weed is owned by The Milkweed, Inc. Peter Louis
Hardin is the editor and publisher

All material is copyrighted 2005 by The
Milkweed, Inc. Written permission is required
before articles can be reprinted.

Subscription prices: $40 for one year; $75
for two years. Single issues: $2.50.

Mailing address is: Box 10, Brooklyn, WI
53521. Telephone: 608-455-2400.

ISSN: 1533-6026

Strong Dairy Prices Look Likely for the Coming Year

Ironically, DFA had helped drive up cash Ched-

dar prices at the Chicago Mercantile Exchange, ear-

lier in 2004, and then bought hundreds of loads of

cheese in mid and late spring to try to hold the CME

block Cheddar price at $1.80/lb. before the market

collapsed in late June.

Meanwhile, DFA has invested about $500 mil-

lion in fluid milk processing joint ventures whose

returns soured during 2004.

Thus, inventory losses on collapsing commod-

ity Cheddar prices … in tandem with losses in fluid

milk processing due to high costs … became a self-

induced, “double-whammy” for DFA’s 2004 finan-

cial performance. In previous years, DFA’s joint ven-

tures have consistently returned between $40 and $60

million dollars, in the analysis of The Milkweed.

Failure of DFA’s joint ventures to infuse the

cooperative with profits is doubly painful, because

for many years DFA (and its predecessor, Mid-

America Dairymen) used joint venture profits to off-

set annual operating losses of the co-op’s core busi-

nesses selling raw milk and manufacturing cheese.

Between a rock and a hard place

Sadly, Moody’s criticism of DFA’s board of di-

rectors to “reblend” members’ milk checks to build

liquidity for the debt-ridden cooperative ignores the

fact that DFA has, in the analysis of The Milkweed,

been consistently ripping-off members’ milk incomes

through a variety of schemes. That siphoning of mem-

bers’ milk income has, in great part, inspired the cur-

rent joint federal/state Antitrust investigation that’s

hounding DFA.

On one hand, Moody’s is warning DFA to take

money from members’ milk checks. But on the other

hand, Antitrust investigators are focusing on DFA

because so much money has already disappeared from

Maybe the end of one year and the beginning

of a new year prompts folks to wonder what’s ahead.

An increasingly common theme in recent phone con-

versations with folks from all aspects of dairy (farm-

ers, processors, marketers, milk haulers) focuses on

what’s ahead in 2005.

The past year, in particular, was so volatile,

price-wise, that many folks are fishing for some solid

clues as to what lies ahead in 2005 … and beyond.

Here are some of my best thoughts … with a

“warning label” attached that must note that anyone

pretending to have a clear future vision in dairy and

agriculture is probably full of beans.

2005 looks like a good year to make all the milk

you can.

Continued strong dairy commodity and farm

milk prices. 2004’s overall strength in dairy com-

modity prices was made confusing by volatile price

peaks and valleys. Overall, for 2005, I see average

cash prices for Cheddar and Grade AA butter prices

at the Chicago Mercantile Exchange to average within

a nickel or a dime, one side or the other, of 2004’s

average prices.

That means farm milk prices will remain close

to 2004’s overall average. I see less price volatility

this year, as marketers admit it’s a new world of dairy

supply/demand and pricing.

Tight U.S. milk supplies.  Milk production will

be surprisingly tight during the first half of 2005, with

no great increases forthcoming in the second half of

the year. In many parts of the country, dairy-quality

forage supplies are limited and expensive.

Modest gains in consumer demand.  Con-

sumer demand for cheese in 2004 seems to have been

fairly strong. Looking ahead, we don’t see quite the

same vigorous demand in 2005. Many wage earners

are struggling to meet a wide range of higher prices.

Available credit is mostly tapped out for many. Cash

purchases like food, and restaurant meals, will suffer

a bit, thus constraining overall dairy product demand

growth below 2004’s figure.

Tight replacement heifer supplies, strong

prices. Dairy replacement animals are scarce, rela-

tive to demand. Western mega-dairies have strong

demand for replacement heifers, due to expansions

and slots to fill in their feed lots. With generally cheap

grain prices currently available, and a forecast for

strong milk prices, look for continued strengthening

in demand and value for dairy heifers and calves.  The

Milkweed projects that this year we’ll see $2000/head

(at least) become the price for “average” springing

heifers in western states.

USDA currently has no working plans to re-

open the Canadian border for dairy heifer imports.

Relatively inexpensive grain costs … for now.

An unduly warm, dry September boosted the nation’s

2004 grain harvest. For now, U.S. grain prices are

reasonable. However, world grain stocks are still at

low levels.  With the U.S. dollar so weak (relative to

other major currencies), it is possible that a stronger

than normal draw down of U.S. grain reserves could

occur later in 2005, due to grain shortages elsewhere

in the world.

  Restricted availability of dairy imports en-

tering U.S.  Growth of dairy imports has masked the

fact that in recent years, the United States has de-

volved into a deficit milk-producing nation. In truth,

the U.S. is “short” several percentage points of dairy

production, relative to demand.

Several factors are coming together to dramati-

cally constrict the flow of foreign dairy products into

this country, including:

• Declined value of the U.S. dollar. Foreign investors

are worried the U.S. faces pain pulling out of our

federal budget deficit mess and oil-induced balance

of trade problems.  The U.S. dollar is in the tank.

That means imports of foreign goods, including food

products, are much more expensive than they were a

year or two ago.

• Increased food demand by Asia.  China’s demand

for food imports has been growing very fast.  New

Zealanders see dramatic increased opportunities sell-

ing dairy products (especially whole milk powder)

to China. Global dairy production is down. Demand

is strong. Very seriously, a global shortage of human-

grade, quality dietary protein is evolving.

It is impossible to gauge, at this time, the im-

pact upon global dairy demand/production from the

tragic earthquakes and tidal waves in Southeast Asia.

Suffice it to say, dairy proteins will be a key element

in global food relief efforts.  Those proteins can be

transported dry to needy nations.  Many who sur-

vived the massive tidal waves were fishing commu-

nities that have lost their livelihoods and social struc-

tures.  They’ll need food relief for a long time.

In summary: global dairy products will be far

more expensive and less available to the U.S. in 2005

than in prior years.  A great portion of our dairy pro-

tein imports have come from Oceania—which is now

uniquely poised to supply food products to tsunami-

devastated portions of that side of the world.

Tight butter, nonfat dry milk supplies.  Ac-

cording to CME, weekly butter inventories slipped

below 10 million lbs. in December.  That’s darn near

zero. The first quarter of a calendar year is when the

butter trade rebuilds inventories. However, demand

for milk fat continues strong and import volumes will

probably be reduced, compared to 2004.

Meanwhile, nonfat dry milk supplies will

tighten dramatically. USDA is projecting that by the

end of the year, the Commodity Credit Corporation

will have about 100 million lbs. of “surplus” nonfat

dry milk in storage. That’s nothing, compared to re-

cent years’ holdings. USDA has purchased zero sur-

plus nonfat dry milk in the past month-plus, and cash

prices for nonfat have started strengthening at CME.

Higher energy costs.  Costs for energy—die-

sel fuel, electricity, gasoline, natural gas, etc.—will

keep on rising. Because dairy is so dependent upon

energy, rising costs for energy must be factored into

all presumptions about dairy in 2005.

Rising interest costs.  The cost of borrowed

money is going UP. The federal government’s bud-

get deficit continues to gobble up available capital.

Also, foreign investors are increasingly skeptical of

investing in the U.S., due to uncertainty about the

value of the dollar and other problems.

Co-op financial problems unravel.  Many pres-

sures will combine to challenge the structures of two of

dairy’s major cooperatives—Dairy Farmers of America

and Land O’Lakes.  These two highly indebted, poor

performers will have to jump through narrower hoops

to make their sources of credit happy in 2005.  DFA is

in a particularly tough place, as creditors ask more ques-

tions and Antitrust investigators plug away.

Continued from page 1 certain members’ milk checks … among many other

alleged misdeeds by the cooperative.

Moody’s  prescription:  milk check assessments

The December 21 statement from Moody’s lists

actions that DFA must take to improve its financial

condition, including:

1) Stabilize operating performance

2) Strengthen risk management procedures and re-

duce price volatility

3) Establish a credible, near-term leverage program,

and

4) Bolster debt protection measures “through reduced

member payments when necessary.”

DFA is over-indebted, under-performing … and

under intense scrutiny from both Antitrust investiga-

tors and the financial community. The true returns of

DFA’s mistaken misadventures are going to become

apparent in 2005 … more quickly than many believe

possible.  Members and the entire dairy industry

should closely watch communications from DFA to

its members about the co-op’s financial conditions.

The party’s over.  Where has all the money gone.

by Pete Hardin

Moody’s: DFA Should Pay Members Less

Continuing on its surprising buying spree (in

light of concerns about the co-op’s financial condi-

tion), Dairy Farmers of America announced in early

January that it had acquired full interest in the Keller’s

Creamery, LP joint venture. Keller’s is reportedly the

second biggest U.S. producer of butter for retail,

foodservice and industrial purposes.

This purchase, along with other recent acquisi-

tions, sees DFA in a “buy mode” at a time when the

financial community is increasingly concerned about

DFA’s poor financial performance during 2004.  (See

article, page 1.)

DFA Buys Keller’s Creamery




