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EDERAL REGULATORS are in
F vestigating allegations that
the nation’s largest dairy co-
operative, Dairy Farmers of Amer-
ica, has mampulated milk and
cheese prices, and are separately
" reviewing a secret transfer of cash
toafonnerdn'ectorofﬂleorgamza
tion.

The farmer-owned coopera-
tive, which controls a third of the
U.S. milk supply, also faces anti-
trust lawsuits by farmers and re-
ta.ilersa]legi.nglt conspiredtosup-
press prices it paid for raw milk in
the Southeast, while raising prices
to the region’s retailers,

The allegations and the re-
spective government inguiries
follow six years of rapid consoli-
dation in the dairy industry, one
of the reasons milk prices have
risen sharply in recent years. But

: _Z it Is dlﬂ’icult to &eterm.ine gllow
B if it took place, nlight Have af--

On;

fected consumer and farm-lével
prices because so many other fac-
tors heip to determine them,
Dairy prices fluctuate in re-
sponse to supply and demand,

drought and more recently, fast«=

rising feed and energy prices.
Since the start of 2004, govern-

ment data show consumer milk
prices have risen about 32%, com-.

pared with a 15% increase for food
prices in general,

DFA, which is based in Kansas
City, Mo,, picks up raw milk from
its more than 18,000 member
dajryfarmsacrossthenatlon, pro-

cesses it and sells it for bottling, -

or making cheese, butter and
other products, at its own plants

-or atether dairy companies.

In the price-manipulation in-
quiry, the Commodlty Futures
Trading Commission is looking
into whether DFA sought to drive
up thé price of milk through its

trading of cheese contractsatthe

Chicago Mercantile Exchange.

Cheese prices at the exchange af-
.fect milk futures and also area

: keif component of thy ol

formula used by the U8, Depa.rt-
ment of Agriculture to set the
minimumprices dairy farmersre-
cefve for their raw milk,

The agency is preparing to

-bring charges against DFA fo-

cused on an alleged coordinated
effort to boost prices in 2004,

-said industry executives and law-

yers close to the case. DFA,
which is under new manage-
ment, has said the co-op didn’t vi-

olate the law and that it has been .

cooperating with CFTC,

. In a separate inquiry, the US-
'DA’s inspector general found that
other dairy companies misre-
ported prices for powdered milk,
anotherkey component of the fed-
eral milk-pricing formula. The -
agency said the misreporting,
which ended in April 2007, had

. the effect of reducing the price

paid to farmers for raw milk, in-
vestigators found,

“Whathas most riled dajry farm-
ers, though, is the co-op's disclo-
sure toits members May 7 of a se-

cret $1 miillion payment to a

former board memper. In an ex-
trao_rdmarylettertomembers and

plex -

'a subsequent conference call with

dairy tradé publications, DFA’s
new chief executive, Richard P.
Srnith, said the former chiefexecu-
twe, Gary Hanman, arranged an
improper and “unauthorized
transfer of money,” concealed

. through a DFA affiliate in 2001.

Mr. Hanman, who retired in
2006 at age 71, helped drive the
consolidation of the dairy indus-
try, leading the merger of four
large co-ops to create DFA in 1998,

The letter said that DFA’s

"pastdﬁdmesent board mem-

" bers were not involved in this

wrongdoing, and the current
board and management teamn
only recently became aware
of it.” The co-op said it re- -

* tained a law firm to conduct

an independent probe of the .
incident, and determine -
whether other payments ware
made, It offered no reason for
the payment, but said that the
money had recently been re--
paid to PFA, with interest,

In an interview, Mr. Smith
said, “We don’t have all the _
facts, and we want to know if
there was anything else. This
was a severe breach of trust,
and we are not going to cover
it up”

The Justice Department
was briefed on the incident
last week, and is preparing to
start its own probe, people
¢lose to the matter said. _

DFA officials confirm that
they contacted the Justice De-
partment about the payment,
and say they will cooperate
with any further investiga
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| tiom. Theysay the payment was discov-
- ered recently when the co-op consoli-
«hated its books with an affiliate, Na-
tipnal Dairy Holdings, a bigmilk bottler.
Mr. Hanrhan didn't returi calls to
his home in Platte City, Mo. The-Wash-
:in@nnlawy&rwimshstedasreprmnt

ing him in civil lawsuits in Tennessee’

aiso couldn’t be reached.
..Mz, Smith, who has béen DFA’s chief
" executive for two years, said he is deter-
1. mined to change the culture of the orga-
nization to make it more transparent
and responsive t¢ members. For years,
" he said, DFA has focused on rapid na-
tionwide growth and a string of acquisi-
tions. Now, he said, “we need to become
more focused on our members’ needs,”
" In March, DFA reported that revenue
in2007had grown sharply, but the organi-
zation posted a net loss after one-time
charges. “Driven by record-high milk
priges,” DFA s4id, revenue grew to $11.1bil-
‘iont in 2007, up $3.6 biltion from 2006.
" The netloss for the year was $109 million,
after $145 million in one-time chargesre-
lated to plant closures “and the revalua-
tion of DFA’s past investments.” But the
co-op said that it enjoyed strong operat-
Ing profits in most businesses,

Mr. Smith said the co-op would con-
tinue to fight the civil antitrust suits,
‘which were consolidated before a sin-
fle judge in U.S. District Court in

reeneville, Tenn. In the suits, farmers
and retailers, including the grocery
chain Food Lion Inc., allege that DFA
and its affiliates, aloug with Dean
Foods Co., the nation’s largest bottler
of ‘milked, have abused their market
power in the southeastern states. Dean
and DFA have denied the claims and

asked the court to dismiss the cases; -
the judge has said he’ll rule shortly on
whether to let the Jawsuits go forward.

One of the suits, filed by DFA mem-
berslastJuhz,aIlegesﬂ:atﬁneco—opcon—
-spired with Dean and others to keep
prices paid to farmers lower than they
wmuld be inacompetitive market. In addi-
tion to this antitrast conspiracy, the suit
says, “DFA management also diverted
millions of dollars {and] assets that law-
fully belonged to DFA dairy farmer mem-

mmm a pattern of inappropriate

transactions” with affilistes. A related
suit, filed by independent dairy farmers,
alleges that DFA and Dean kept indepen-
dents from competing.

The suit filed last year by
and other retailers alleges that
fixed prices and drove out competitors
throughout the Southeast, resulting in-
higher consumer prices.

The lawsuits and separate govern-
ment investigations have in common
an increasingly concentrated market
for dairy products. The Bush adminis-
tration cleared the largest merger in
the sector, between Dean and Suiza
Foods, another big bottler, in 2001,

The Justice Department required
the two merging firms to sell 11bottling
plants to prevent them from dominat-
ing certain markets, mostly in the
Sowtheast. But the plants were all sold
o DFA, which aiready had close ties to
Dean through exclusive supply con-
tracts in many of its operating regions.

The Justice Department has moni-
tored the industry since then and opened
angther antitrust probe two years ago,
buthasn’t filed a case. n 2005, it did chal-
lenge DFA’s plans to invest ina small Ken-

- tucky bottler, Southern Belle Dairy.
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