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August 28, 2007

Mr. Jay Johnson

Regional Supervisor

GIPSA

United States Department of Agriculture
210 Walnut Street, Suite 317

Des Moines, Iowa 50309

Dear Mr. Johnson:

This letter is written to express concern over the improper maniputation of the hog market by integrated hog producers.

These integrated hog producers are artificially inflating the reported hog market by only bidding prices to a few select producers who
are similarly integrated. The prices bid to these integrated producers are considerably higher than those prices bid to non-integrated
producers. The variation in these bid prices is not related to the quality of the hogs being sold.

This improper and harmful manipulation ertificially inflates the weighted average and other price disclosure mechanisms reported by
the USDA. Most non-integrated packers use these reported numbers to establish their pricing in purchase contracts. Therefore, this

improper manipulation forces costs to be unnaturally higher resulting in 2 non-competitive economic environ{nent, a chilling effect on
the free-market, significant damage to non-integrated packers, and unnecessary higher prices for consumers.

uch. we are formally requesting that GIPSA investigate the hog procurement practices and market price reporting procedures of
| (b)4) | We also request that GIPSA immediately force the cessation of these, or any other, improper

and harmful practices.

If you have any questions or would like to discuss with further depth please contact me at | (X7 ]

Sincerely,

(b)7)c

I (b)7)c ]
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(b)(7)c

September 6, 2007

Mr. Jay Johnson

Dear Mr. Johnson:

This etter is written to follow up our initial letter regarding the improper manipulation of the hog market by integrated hog producers
dated August 28, 2007. The purpose of this letter is to provide a general estimate of the impact of this improper behavior to our

operations.

We generally estimate that | (b)4) has been negatively impacted by this improper pricing behavior by an amount in
the range of { o4 |since March (3, 2006. We also expect our research will indicate that the majority of these damages have been
primarily incurred since January 1, 2007.

We are currently allocating resources to perform a thorough analysis of our procurement history to more accurately calculate the
quantity of our damages. We will follow up in the future with this detailed account of our estimated damages and the methodology

utilized-to calculate the same.

If you have any questions or would like to discuss with further depth please contact me at b))

Sincerely,

(b)7)c

(b)7)e
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Through this conduct, the participating companies intentionally and artificially drive
the WCB Negotiated Prices higher, increasing costs to competing packers, which use
these prices in their contract formulas. This artificial inflation in the prices of hogs paid
by packers, in turn, harms all consumers when the affected packers are forced to pass
the higher costs on and when the participating packers take advantage of these higher

consumer prices.

The artificial nature of the WCB Negotiated Purchase prices is clear. In 2007, we have
seen lower exports and higher hog numbers than a year ago. Neither packing capacities
nor demand have materially increased. By all economic analyses, WCB Negotiated
Purchase hog prices should be lower, yet these prices are significantly higher than Jast
year.

We estimate that the inflation of the Western Cornbelt Price since 2004 caused by this
conduct has resulted in an artificial increase in our hog contract costs that is at least

(034) | We appreciate AMS's interest in this matter and

request that you conduct an investigation and take the steps necessary to end this
conduct. |

We are happy to cooperate in your investigation. Please do not hesitate to contact us if
vou have questions or would like further information.

(b)7)d

(b)7)d










210 Walnut St., Room 317

USD A United States Grain Inspection,

— Degartment of Pack'er"s anq Stockyards Des Moines, [A 50309-2110

‘ Agricuiture Administration
March 7, 2006
To: File
From: (b)) Flconomist

o |Legal Specialist
Subject: Follow-up Interview with (b)X7)c
| i |
X7

On February 28, 2006, the investigative team met with

b)Y to follow up on the complamtprrexpressed in the December 16,
2005, meeting with | KT & b)) lasked woax o describe the
contact they had with AMS regarding the purchase type classification of th (b)4)

hogs sold tq (b)) packers.| ®me

xplained that after the purchase Type

classification was established with mandatory price reporting, |

(b)(4)

(b)(4)

[. Atthetime,| oo |

questioned AMS regarding the classification of |

(b)4)

|hogssoldto[__m@  |as

“Negotiated Purchases.” The AMS response was that because the State of Iowa considered

(b)4) d company | b 4

| then the|

@
(b)4) |hogs were

classified as negotiated purchases. More recently, [ wax_|reported raising the issue on October 3,

2005, when| X7

with Jim Epstem, Bastern Area Supervisor for AMS.

et with Undersecretary Chuck Connors and on October 26, 2005,

®me  hsked to explain any updates or modifications to the complaint since the

December 16, 2005, meeting.| ®omc  pxplained that |

(b)4)

(b)4)

e~iterated public statements made by

it reinforcesmadpuspicion that is using|

(b)4) l stated that this behavior is unusual for a
producer that sells open market hogs every day, to not solicit bids from all major buyers, and that

(b)(4)

|hogs in its strategic interest.

(b)(4)

officers

claiming] (b)4) benefits

(b)7)c

from high hog prices. [ wmc has instructed

to keep a log of when | o)4) |employees,|

(b)7)e

| contacts them to offer hogs.

[ mme_stated that P&SP could have access to the log if it was necessary in the future.

o _lreiterated the original complaint that

(b)4)

is using its| (b))

0 “make a market” for hogs, and thaf[ e | has largely been behind the recent
volatility in the market. The price volatility in the Western Combelt has continued. load has

observed that since December, the spread between the Eastern and Western Commbelt markets has

narrowed. podprimarily credited

(b)4)

plant for increasing its presence

in Eastern Illinois and Indiana. pof also said that |
hogs is the primary source ooncem. bap acknowledged, however, that reclassifying the

(b)4)

[being classified as negotiated
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| (®)4) |hogs would not resolve the issue of] L) lcollecting price
information from competitors and forwarding the information to

= procurement officers. [ 2 7c Istated that the classification of these hogs is going to be a larger
i issue as the| o)) [comes on line. The consortium of owners of thj o4 __|plant
is also comprised of large hog producers, such as (b)4)

uggested these producers will continue selling hogs to | (b)4) [plants and was
unsure whether these hogs should be considered negotiated or packer owned.

asked [ wme_fo explain the large lot sizes apparent in the AMS data, and the

potential impact of these large lots on the weighted average price reported that day by AMS.

wme | responded that these lots typically represent a single transaction from a large producer,
such as ®)4) |that sends multiple truckloads to the plantagreed that the

large lofs potentially ¢ a disproportionate influence on the weighted average price for a given
day.[ ome |also askej @@ o address the mechanism by which[__ex | drives the prices
| can raise prices by simply bidding an artificially high

up or down. [ mme |agreed that|  ox
price, and speculated that the sharp price drops are corrections to the price increases.

reiterated piodsuspicion tha e ould be using higher prices to benefit their futures
position, and alluded to the price drop that occurred the day after the February contract expired

as support forpt suspicion. [ _mae Jalso explained that it is not unusual for hogs to sell at prices -
§5-86 higher than break-even price. bt added thatbkis certain that there are no plants in
the industry that are that much more efficient thaplants. @ said there is no rational
justification for a packer to pay that much for hogs.

asked whether| ®omec pelieved that (b)) were getting a right of first
5 refusal for | (b)) lhogs.[ ome [unequivocally responded that they were indeed
J etting a right of first refusal, and speculated that the bids obtained from - and other
| (b)4)

competitors are likely forwarded tq ©XDe
had no evidence, however_fo supnortfexndasseriion that the price mformation was being passed

from (bX4) to] ®&  [corporate officers.

=
74
!

ome |reiterated ®@ |objective to maintain a presence in the cash market that is proportional
to their share of slaughter in the industry.| wme [questioned why Lo Jdoes not move to a

different pricing mechanism or become a [arger player in the negotiated market. (b)7)e

responded | (b)4)

(b)4)
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United States Grain Inspection, 210 Wainut St., Rcom 317

USDA

e Department of Packers and Stockyards Des Moines, 1A 50309-2110
R Agriculture Administration
March 23, 2006
TO: File
FROM: (bXT)e Economist
| b7 | Legal Specialist
SUBJECT: | ©X7 |Meeting with| oae [Representatives
On March 17, Jay Johuson, | ;5 b)) |met with | (BX7)(D) & (b)(4)
representatives | b)7)d |
I - S b 7d |
(b)7)d b. [_oma | began by emphasizing the sensitive nature of the meeting.
(b)4)
| (b)4) Consequent]vimo s ojrequested that any mformation it provides is
4 q Y p

preceded by a formal written request by P&SP, following procedures that will not compromise
the information’s confidentiality o0 & oyafwas assured that P&SP would make every effort to
keep the information confidential, but that under certain circumstances, such as litigation, certain
information could be disclosed but thatwmo & mepvould be made aware of such circumstances.

[oma_Jexplained [mmoamwlkoncern regarding| (OX7XD) & (0)4) | alleged practice of
purchasing | (X7)D) & (b)4) ) hogs throughl ___©)n0) 8 b)) } at inflated prices and _

reporting the transactions to AMS as negotiated purchases. [omo s wxepelieves this practice has
raised the hog prices reported by AMS to artificially high levels. To support the allegation,
presented a set of graphs comparing the wholesale pork cutout price to the Western
Cornbelt hog prices in the four years leading up to mandatory price reporting, and the five years
since mandatory price reporting was enacted. The graphs were intended to illustrate two related
trends: 1) the spread between wholesale cutout and Western cornbelt hog prices has narrowed in
the last two years; and 2) the frequency that hog prices exceeded the wholesale cutout increased
dramatically in the last two years. [_bnd_Jidentified early April 2004 as the transition point
when these trends began. | onOE e — |

oy

[ 2 b7D&b 4 |
| ©X7)D) & ()4) | Since the April 2004 transition, however, the Western Cornbelt
negotiated price averaged 95%-105% of the wholesale pork cutout. Furthermore, the time
interval between April 2001 and April 2004 revealed just two days when the hog price exceeded
the cutout. In the time period between April 2004 and the present, there are over 86 days where
the hog price exceeded the cutout.

Observin behavior and communication with producers led pmo & (bx4}o believe that| (BXTID) & (b))
is using its unique relationship witinp géeintentionally manipulate hog prices. [ oo |
explained that ] (bY7)D) & (b)(4) = I
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L (bXTYD) & (b)) | On days when| (bX7)D) & (b)4)
| b)(7)(D) & (b)(4) |

| ©XTID) & (b)4) | o1 & o [puyers have been documenting thojo s asking price
and ¢ [presented a graphical comparison of those prices to the daily high price reported by

AMS. The data shows thaifo s|asking prices were very close to the upper range of daily reported
prices. In further support osuspicion that] (bx7)(0)&<bx4)i is artificially increasing hog
prices,[_oma_|stated that[oxmoa mxabuyers frequently hear rumors of buyers and/or
officers boasting that they are keeping prices high.

According to[ _mme _Jquality differences do not explain the relatively high prices demanded by
ofnosol) ®me |explained that the average lean percentage of thelo alhgs are slightly lower than the

average hog processed by Furthermore, the daksorting is relatively poor. [ omosowa |
- - r * = —1 The primary advantage

| b7D&DA
expressed byl (BXT)D) & (b)4) |
(bX7)D) & (b)4) |

[ o7 bointed to the mid February 2006 hog price patterns as an example of the market
running counter to logical supply and demand fundamentals. [wao s e|plants, along with the
other slaughter plants in the industry, were operating at a considerable loss during this time.
Supplies were heavy and cutout values were sagging. A typical industry response to this
situation is for the packing sector to cut back production in an attempt to boost margins. While
the negotiated market during this period, | (bYX7)D) & (b)4) |increased
production, even operating on Saturdays. Hog prices increased by $12 in the span of a few days,
[ 76 kontended this behavior defied economic rationale, and a run-up in hog prices at this
time suggested some type of market interference. [ox] questioned whether widespread losses in
the packing sector was itself a sign of a market irregularity. { ®9_|responded that industry
losses without market irregularities do occur periodically. However, this circumstance was
unusual in that | (BXT)O) & (b)4) | were increasing production while everyone else was
decreasing. Al the same time hog prices increased substantially without a corresponding rise in

cutout values.

The harm inflicted oother competitors is that these artificially high prices are
raising procurement costs. stated that[®moe e Jof hogs| BXTXD) & (b)) |

| (BXTYD) & (b)X4) | L ome |
acknowledged that reclassifying thepndhogs from “Negotiated” to “Packer Owned” in the AMS
reports will help rectify the situation. Johnson explained that P&SP had “done some heavy

lifting”” on this issue, but suggested it would be| (b)(5) Predecisional and Deliberative |
J (b)(5) Predecisional and Deliberative | :

Johnson asked[ b 74 ]to discusossib le motives to artificially inflate the hog
market, and whether they consider this a predatory behavior. [_ome ]replied that they consider

this a case of “raising rival’s cost”. | ®)X7)d | pointed to industry press and public
comments made by| (bXT)(D) & (b)4) | expressing interest in | (BY7)(D) & (b)4) | Adding
plausibility to this theory, | b7d Ipointed to the agreement between| oo & ox |

| (bX7)D) & (b)(4) |120 show that the additional proceeds generated by higher
prices paid o (BXT)D) & (b)4) | suggesﬁng| oo & o) |as a whole is not as adversely impacted

by higher hog prices as their major competitors. Furthermore, | (BX7)D) & (b)) |
procurement contracts with outside producers specify a $40 floor price, consequently, | omozow |
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buyers have reportedly heard boast that if they have to pay that price, other packers

will as well. Another possible motive offered byu[wxm&(bxl)isl b7D&ba4 ]
| (bX7)D) & (b)(4) [ [ (bXT)D) & (b)(4) |supplies hogs to this plant,

and |omo & e [had long expressed interest in | (bXT)D) & (b)4) I
The contract price for between| _____ 0o oxe |is a formula based on the

Towa/Minnesota reported price. [ (bX7)d [ooth stated that a further possible motive is

retaliation for the consent agresment reached betweenpmora odind the state of Towa. |__onoa o
had incurred the resources to negotiate their agreement and did not want the concessions offered

to competitors.

offered to provide any information P&SP needed to assist in this investigation. Johnson
responded that initially, P&SP would limit the request to the data used to build the graphs
presented in the meeting, but that in the future, P&SP may requesweekly profit and

[ (b)(5) Predecisional and Deliberative |
| (b5) Predecisional and Deliberative | Johnson also asked onsider
whether the unusual price patterns in the hog market are consistent with__®o@d |attempting to
benefit a futures position. Johnson informed[ wma |that P&SP had acquired futures trading

data, but suggested [ b5 Predecisional and Defiberafive _ [ e responded
that possibility had not occurred to butpmpvould consider it.
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