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DAIRY INDUSTRY - AD HOC COMMITTEE October 16, 2006
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..... going and Chad here is setting up
e, Good morning. Hope everybody had a good

complexities as to e of the issues that we’re facing.

Today, we're/going to start off with a presentation by Chad Padgett, from
USDA Farm Services Agency. And he’s going to talk a little bit about federal
loans, some of the fiscal components. After that, Candy Easley from our staff is
going to be talking about state loans and the state’s role in funding. And then at
10:30 we're going to have some testimony from some of Alaska’s dairy farmers.
And then lunch again will be on your own. And after lunch, Joe’s going to talk
about Mat Maid privatization. And then Ray Nix at 10:30 and then | think
Rachael will come back, but | may not be able to spend much more time here
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after that. So I'll try and make myself available for the — for next week’s meeting
S0 — any other opening comments? Rex.

Rex Shattuck: | just wanted to thank the staff that worked so diligently in
putting information up on the Web site. With the exception of one report, it was
pretty easily accessible and | appreciate it.

Director DeVilbiss: What was the one that wasn't accessible?

Rex Shattuck: The Ferguson reports.

Unidentified Speaker: It's big.

Unidentified Speaker: (Indiscernible). | tried about fgur times, but | think
it was the.....

Unidentified Speaker: It's a huge file. Like 74

Unidentified Speaker: Thank you.

Acting Deputy Director Commissioner Fo
information, yeah, Larry’s staff have been worki ce the last
meeting to get together all the information th i st meeting
that would help. So that will be handed o
appropriate times. And Lora, you have s
meeting also? Or is....

abytes or something.

even have it done yet.
Acting Deputy Director Cor
go and (indiscernible) finish it off. OKg ary from the last
meeting together as soon as possible. i ion to summarize so it
took a fair bit of work, sg — okay. Well, a few minutes to warm

what | - ized. 3 WeII good morning. | know pretty much
everyb he,PowerPoint here in a second. For those that

USDA ] i . as appointed to the position by the Bush
Admlnlstr in 2001. And we - ever since that time we’'ve had a number
of issues and“thi k through in my agency.

going to talk about today is kind of a culmination of
some of the things | found when | came into the agency and a lot of what
we’ve had to go thrgugh as an agency to get to where we're at now. Probably
going to start with — and probably one of the things | know is on some minds in
the room, we've had a lot of talk the last two weeks about — | see just walking in -
about Mr. Beu with Windsong Farms. So | might as well just start with that
because | know there’s a lot of talk about it.

What | will tell you, we’ve tried to do everything that we can. I'm not going
to get into the particulars on what the financials are. That's all covered under the
Privacy Act. Excuse me. However, what | will say is we've been through every
option that we know of for the last four years to work with Mr. Beu. However,
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we’'ve exhausted all those and I'm under a statutory requirement | can’t do
anything about, so we have to move forward.

Something else I'm going to say is we can’'t make — | know that there’s also
a thought that we can make a decision to put things off. It doesn't work that way.
That has been done in the past. USDA in the past in my agency has gone around
the rules. It's illegal. It's unauthorized. We're not going to do it. That's something
when | took over that was very clear in our administration that we were going to
conduct ourselves in a businesslike manner, take the politics out of lending. So
we’'ve made a number of changes to do that.

Something that we used to have in our agency — we
county committees. Those are committees that are act
And they used to make loan decisions back in the ‘8

till do - is our
elected by farmers.
| think even

committees would review a file and they would
Our administration and a couple admi

decided that instead of having our count
would be the ones to make decisions on our |
loan approval authority. So the loan approval a

e state diréctor having
ity is mine. And | basically
ending upon their level
ue,they can approve or
anybody’s got any

t to begin with. | think

e have. But within those options, there are

e have to explore to make sure that any given
at we do offer them.

at settlement. We've offered homestead protection.

c available to us. There’s nothing more | can do about it.
So | just wanted togmiake sure that was clear upfront this morning. And if there’s
any questions, I'll take those before | begin my PowerPoint. Okay.

Basically, what | have to start with — and hopefully | can make this thing
work. | wanted to give a little idea of how we are established and set up. And if |
get in anybody’s way, let me know. We - this is how we are set up within USDA.
There’s essentially three partner agencies under USDA. We have the Secretary of
Agriculture, of course, the Natural Resources Conservation Service or NRCS, the
Farm Service Agency and Rural Development.

The primary goals of these three agencies are to work with not only
individual farmers, but communities to establish a good farming community.

alsoad
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Excuse me. Natural Resources Conservation Service is charged with the technical
aspects of that — of working with producers to identify soil types, help with
watershed projects, those types of things. That is typically done on the farm.

The Farm Service Agency is charged with the support of the individual
small farm, small family farm through price support, conservation — excuse me —
and farm loans. Rural Development is charged with the community. Basically,
they build the community, and infrastructure and small business to support the
agricultural community. That's typical across the country.

Here things work just a little bit differently than that
have a large agricultural community. So we can find a lot
Development is more working with villages, trying to h
projects. Excuse me. But that's the basic set up.

The state director for Rural Development, m
Agency, are both appointed by the administrati

cause we don't
times that Rural
hem with different

lateral — we're basically lateral across the
together in what's called the Food and A
to identify any problems that we see in agricu
the secretary for formulation of policy. That's th
This somewhat explains w j . We - again, FSA, we
provide a safety net. How we do tha i : n't know how many
people have ever heard of the Com . adi . But basically what

A little while ag : tee system. What that does
is it gives me a twg i ithin my agency. On the county
committee side, & Mittees are funded through the
Commodity Credit Ca those folks are part of a federal
agency, the ployees even though the check comes

tually appropriated by Congress to come to us.
t, our conservation, any of our other programs, those
all come through odity Credit Corporation. So we are dependent on

different projects. Vhen we talk about our price support in any given
commodity, we arejtalking about World Trade Organization negotiations. | don’t
know how many in the room have ever heard about the negotiations that are
going on right now with the 2007 farm bill. But there is a cap, there is a funding
cap that we cannot exceed because of those negotiations. Otherwise, we violate
World Trade Organization rules. So Congress, the secretary, all of us are bound
by those caps. So we cannot exceed those.

| forget now what our actual figures are for support under the 2002 farm
bill, but | would say we're somewhere around 19 billion dollars. The other thing
to understand about USDA is we have the second largest budget in the entire
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country as far as federal agencies. We are secondary only to defense. So a lot of
dollars come through our three agencies for this type of support. We work — do
work a little bit differently. I'm fairly restricted in what | can and cannot do
mainly because Congress gives us a program. We have to stay within the bounds
of those programs and most of them are based on oh, 12 or 13 different
commodities, most of which are not grown in Alaska. Those commodities include
things like oil seeds, feed grains, soy beans, corn, the big commodities you
typically hear about.

One other element to what we do is disaster assistan
understanding what's happened here in the state. | saw —
little bit of time on our disaster programs. We have twag

. And this a key to
ing to spend a
es to any given

What happens when we have an agric overnor will
typically declare that as an emergency. Th h,and find

national office to the secretary and then it's d
president or the secretary will make a disaster ation. If that does happen,
then it does authorize us to imple .

One of the things that's key i ow that on your farm

still need to show that you had an im at disaSter. | think it was in
1998, probably most of you will recall the avalanches here,

especially between A :
avalanches. | thinkf8 : g@and Anchorage — or Girdwood. Excuse
me.

conventional loan® at’s pretty important to understand. We're working with
folks that have lesg'than desirable credit. So the whole intent of that program is
to build folks up under a supervised credit approach where we help them with
their business practices to a certain extent. We look at everything. Some of the
folks right here in the room can tell you what we do look at it. It's everything from
your grocery bill, to your electric bill, to your entire farming operation. Because
we have to look at a number of things.

Do you have a decent farm and home plan, a farm business plan. Do you
have a ability to pay back what you are being lent. That's kind of a key issue. In a
number of cases here in Alaska basically between 1996 and 2000 there were
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some loans that were given. Most folks were told if you can’t pay it back, don'’t
worry because we can write it down under the authority of the Commodity Credit
Corporation. It's an incorrect statement. You have to understand that to
understand where we’re at with our lending program. We - excuse me. I'm
losing my place. It’s still a little bit early and | didn’t get that cup of coffee yet

Rex Shattuck: Chad?
Chad Padgett: Yes.
Rex Shattuck: Would you - if we have some questio
to hold them to the end of your presentation or.....
Chad Padgett: Either way. | don’t mind. If you
hate just standing up here yakking my head off.
Rex Shattuck: Okay. Before you move on t
Chad Padgett: Sure.
Rex Shattuck: The emergency declar 0 agriculture.
Chad Padgett: Right.
Rex Shattuck: The state’s seen s

, would you like us

t to jump in because |

e very light discussions
demic flu, just to be

BSE, that's one avenU drked with the governor’s office to get
a disaster dg ion i < Vlainly — not that we had BSE here, but

horrend@ are if — have you guys seen any disasters out
there?

potato guys. Paul peak to that. But as far as the forages go, | know at Point
MacKenzie, for exaynple, there are four farms that have oats in the field that the
ground is way too soft to get them out. It's been (indiscernible) months. Things
like that. But | have no knowledge of any governor declaration of any magnitude
or any loss big enough to dictate that there would be a disaster.

Chad Padgett: So that’s the first step, the governor has to make that
declaration and then forward it on back.

Rex Shattuck: Does it have to be brought up to the governor?

Chad Padgett: Oh, yeah, absolutely. The process for that is many things.
Typically, producers will bring it to the attention of the governor. We do. We work
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with a state — the other part is the state agricultural entity. There’s a number of
ways that it can happen. And it — the governor’s declaration does not have to be
solely for agriculture. If you get a blanket declaration and then a presidential
comes on top of that, you don’t have to have it specific to agriculture. That's
probably something else that's important to understand. So | think there’s
already been a declaration made.

Gail Phillips: The governor is just making a universal statewide
declaration because of the flooding in Southcentral. Would the agriculture fall
under that?

Chad Padgett: It does, yes. So here’s what - beca
involved, the other part that has to happen there, it h
process in Washington after the governor makes th
things we haven't forwarded up for an agricultural

he time frames
go through a whole
tion. So one of the

run after that.
Here real recently, the drought this

crop disaster monitor. It runs straight down t
drought in many different states. With those —
to actually pass a law for emerge
going to 15 states, just to give you &

at drought, Congress had
. And 50 million dollars is

the two things that
Non-insureg Y| have to pay a $100.00 fee. You can’t

. The week | was appointed to my position, | walked
before that there was a pretty big file on my desk on
\ juist happened prior to me coming on. Looking through
that, it identified a these issues. So my first charge the day | walked in the
office was to start gnoving through the process of looking at these loans and
figuring out a way to help clean them up. So all of this is going to play into what
we're looking at in dairies and dairy loans and why we’ve made some of the
decisions that we have along the way.

This is a really good way of saying what | just said, probably a little bit
more eloqguently. Some credit decisions were made that may not have been what
was best for the producer. And that's a true statement. Although the producer
signed on the bottom line, and they agree to pay back that money, they were also
told don’t worry about it; we will write it down. It's extremely important to
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understand. In another case | know of, the producer had even written a letter
and said | don’t want any more money and the agency used what's called a
protected advance. The producer didn't want the money. When we see - typically
what happens if we do a foreclosure or we take an action to take a property back,
we will use what's called a protected advance. We actually lend more money to
the producer to pay our expenses for looking after animals, looking after the
farm, things like that. So that is applied back to their account. So money is
actually tacked on the back of their loan. They don’t have to ask for it; we
automatically do it.

But it's only in the case of a foreclosure. In this ca
beginning of a loan. It was again, an illegal and unaut
loan. It could not be done. The problem with that is
said they didn’'t want it, they wrote, we still gave it

s actually at the
ed purpose for that
ugh the producer

So there was no way for us to correct th ithout derogatorily
affecting the producer. Typically in unauthorize istance you immediately call
that loan even though we took th inion | don’t think it's

) ere when you know

to see if we could’r :
affect possible. We've 9ee ifF'some cases and we haven't in
others. Maig

e specCifics as well as if — and again, if anybody has any
questions a rupt me. Again, | talked about this earlier this
morning. In somebody become delinquent or is distressed, we
make our deter iop” If they're even distressed, not that they’ve become
delinquent yet, the e have a number of things that we can do.

The opportupities of rescheduling, deferrals, homestead protection, write-
downs and debt settlement. Those are kind of the big ones. Now a lot of people
will liken a write-down to a write-off. It's not the case. A write-down is a process
that we go through. You have to show a repayment ability. | have the authority
up to $300,000.00 that I can write down. You have to be secured on that loan.
Okay, so if your loan security is less than the loan amount -- hopefully
everybody’s following me because | skip around on this. But if your loan security
is less than your full loan amount, | can write-down up to $300,000.00 to
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equalize that. Basically, it's for a non-secured loan or a loan that doesn’t have no
security.

In order to do that, we're going to take 150 percent security on the back
end and re-write that loan. It's a pretty involved process. We actually have a
computer program called Dollars that takes the decision-making completely out
of it. We plug the numbers into the program. There’'s no human input into it at
all. You plug those numbers in and it spits out how much | can write-down or
not write-down. It's as simple as that but we have to have the numbers in order
to do it. And we have to make sure that those numbers are accurate. Because
one of the things that you have to make sure of is that o aff level, your
staff are inputting the right numbers.

Another inherent problem to our lending up h e past has been that
figures were much inflated when the loans were given. Gi an example of
st say a cow. If

Chad Padgett: Four hundre

Unidentified Speaker: Yep.

Chad Padgett: Okay. Now youg I cy. So when you're
lending on that cow, shg C 4
be lending on 2,000 for the
e should be look at 400. So what we
have directed wi
value of a cow becau
market to sg

5 basically a cull price.
hey’ve never been worth that they've
't been the market. So those are some of the

an figres that were realistic to Alaska. That wasn't just
ssumptions made on everything from grain production
g@S. It didn’t account for our weather patterns. This year’s
can happen in our weather. So those things were never
accounted for on ont end of our loan.

Unidentified’Speaker: Just for frame of reference, when you're talking
about that cow, what are you talking — what is that cow? Is it just beginning, is it
a calf?

Unidentified Speaker: (Indiscernible) Holstein heifer. (Indiscernible).

Unidentified Speaker: So about how old is it?

Unidentified Speaker: Two years old.

Unidentified Speaker: Two years old. Okay.

Chad Padgett: And you're going to milk it how long?

Wayne Brost: Four or five years maybe.

a perfect examp
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Chad Padgett: So another problem that we have is when we do any kind
of foreclosure or we actually end up taking that loan back, we got to look at our
security. Because another thing I'm charged with, which is really important to
me, is taxpayer fiduciary responsibility. | have to look at the taxpayer interest. So
you not only are supposed to do that when you make the loan, but you're
supposed to do it when you service the loan as well.

So we need to get the maximum dollar back that we can. It's not always
going to be possible. That's when you get into some of the debt settlement. That's
when we basically take a look at our security, we take a look at all the assets that
any given producer has and we offer them a settlement b that. Because
we know there’s only so much we can squeeze out of a #ifnip. You're not going to
get anything more than that. So that's how we basic to look at things.

n servicing is a

three — about a four inch three-ring binder. Th
it up and down, it takes forever.
So like | said before, we went throu i i t can we
do. So this is another important part of t i
ght need to
000.00 over a five year
period for dairy production and p he State of Alaska. The
language was very general.
As we went through this, the but they were never
appropriated and that’s critical to unde they weren’t

the state in order to g i . traight from Senator
Stevens’ office. Thg 2 do to support the dairy industry, how
do we deliver thi§.
Well, one of the e lookediat and something that | think is very
important, | ing ' iIndustry with federal or state dollars,

unt a number of things. We had a series of meetings
tailed my state emergency board made up of myself,
Rural Develop Nattiral Resources Conservation Service, Dr. Lewis and from
that arm is Coope e Extension, the Division of Agriculture and Joe, | think
you were invited tg/a couple of those meetings. Excuse me. I'm losing my voice.
Five million a year for five years.

So we got on with it. We did get all these groups together. And did a lot of
what we're talking about right here. We took a look at what do we need to do. So
there’s a number of things that came out of that. The industry and the producers
could not agree on how to use it. It's as simple as that. We did the best that we
could to come up with a couple of things. But | can’t tell you if they were right,
wrong or indifferent. So we walked through how do we solidify the production

on this. Theseg
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base and how does that relate to processing and how does that go further to the
consumer. We took a look at all of those elements.

The first thing that we thought that we had to do was solidify that
production phase. So we came up with both a short-term and a long-term plan.
On a short-term basis one of the things that we identified that was absolutely
critical for the dairy industry was that we had high debt loads. For many, many
reasons we had debt loads. I'm not going to stand up here and say that anybody
was a bad producer or anybody did anything wrong on the production side of it. |
think everybody was working pretty hard to get things done,So what we looked
at is the situation that they were in at that time. You can’ in cows. We
have very little security position because we’re not goi be able to sell these
cows. They're going to end up a bear pile or culled o eded to look at how
do we even get more cows in.

One of the ways that you could solve so brought in
some cows. Unfortunately, at that time, the at became a
moot point unless you had a lot more mon i this with
the least amount of money that we coul
with all these folks, the entire congressional i d sat dowrnand we
hashed out the short-term plan for debt loads.

of this. The state share was 500,00 the short-term
atter whether you
, everybody was going

were an FSA borrower or a state borra
i with that and see where

to get a piece of that pie

it took us

The other t re coming @along with that and something that |
worked fairly hard™@ axcost of production allowance. It was
another element that At | i ure in Alaska, figure out how better

ou down south my agency puts outa

ay, how do they get grains, and how is that

at it down there, everything is — has been or is

've got @'dairy farm and I've got a neighbor growing grain, you
tty assured he’s probably get our price support, which is a
marketing assista oan, loan deficiency payment, he’s probably getting some
direct and counterz€yclical payments, he’s probably getting a little bit of CRP for
something, conservation reserve. And those are production oriented programs
with the exception of CRP.

So my neighbor and even myself could be being supported in my feed for
that production. And | bring it over to the farm so it's at a less cost. Here, we
don’t have that luxury because we got something in the way, the ocean and
Canada. So we don't quite have that luxury. Other things that we found that
folks didn’t have was a labor force, a cheap labor force. You don’t have — excuse
me — access to many of the things that you would down south like what Milan

subS|d|ze. od if you Ic
subsidized. S¢
can pretty — be B
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talked about with veterinary services. You don’t have fertilizer close. Even if
you're going to get fertilizer from Agrium, that's a great support, but it still has to
be transported.

So taking all those things into account, we talked about coming up with
this cost of production allowance, and in addition to that transportation credits.
The whole idea is this wouldn’t be for any one industry. If it was Alaska grown
and it was considered Alaska grown, it got a 25 percent production cost based on
the receipts by the producer. They had to be verified. So if | were to go out, even if
| were clearing land - if | bought a parcel of land and had to go out there and
clear, | would get 25 percent of those costs back.

The tag on that for a dollar amount was $15,000
Now in 2003, | believe it was, that language went all
committee in Congress. Language was developed.
Unfortunately, on the day that it reached the co

0.00 to begin with.
through conference

out and open up the floodgates and let e j I ands so
it got held back.
So the very next opportunity we had for s
farm bill. Sorry, I'm kind of — I'm e i
PowerPoint’s not (indiscernible). Sc
process. The 2007 farm bill was the i knew that we could
get something in there. So a decision 2 ort-term thing, again

ing like this is the 2007
y PowerPoint. The

back to the million and : Share (indiscernible)
solution we could cog i

So in 2005 g Stevens did appropriate $1,000,000.00
for the dairies was too generalized. Basically,

our folks in Washingtamdi pow how t@'deal with that language. We didn't
know how \ anguage had to be changed yet again.

So we split that million dollars up between our
uld have been nice to see that spread across
dn't happen that way. It was a lot of wrangling with
our attorneys backi ashington and they weren’t going to do anything unless
that's the way it
Gail Phillipsg Chad Chad.
Chad Padgett: Yes.
Gail Phillips: Was that 1,000,000 considered a portion of the original
25,000,000?
Chad Padgett: Yes.
Gail Phillips: Or was that supplemental?
Chad Padgett: That was a portion of this 25,000,000. Thank you.
Mac Carter: And was this in response to the Canadian shutdown of
borders or was it.....
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Chad Padgett: In part, yes. Again, this is something we’d identified, BSE
being part of it. But we never had anything to mitigate the BSE problem and the
border closures. So | guess it was a part of it, yes.

Mac Carter: So this was really kind of a disaster, you know, attempt to -
because this is a disaster, | mean.....

Chad Padgett: Right.

Mac Carter: ..... you're cutting off your connection here to.....

Chad Padgett: Right. And well, we considered it was an economic
disaster. And under our state emergency board there’s another regulation called

DR 1800. That regulation is what governs that board. It's revised now with
Homeland Security and a few other things. But essenti

everything from a technological disaster, an economi er, boy, you name it.
There’s broad authorities. And we even had a meet Secretary Ann

And we all sat down and talked about i i E issue and
how to mitigate it. But at that time, the se

's why some of this
close and pretty had to get
it done. It hasn’t been an easy ta

Joe Van Treeck: Chad?

Chad Padgett: Yes.

Joe Van Treeck: Do you reme
closure, not the first one but the one
and that was like in i

Chad Padge ovember or December.

Joe Van € —jit was months before the governor
declared a disaster.

e from the border
ways, between that -

ad meetings in January and | think
April and then this meeting - | talked with - |

C t? So what appeared with that?

Chad Padge m sorry, what was that?

Unidentified’Speaker: | know Joe’s question was related to the beginning
of the timeline, which would have been in, what, 2000.....

Unidentified Speaker: Well, it was in 2004, wasn't it? Wasn't it 2004
when we shut the border down both ways?

Unidentified Speaker: Three. Three. 2003.

Unidentified Speaker: Right at the end of the (indiscernible).

Chad Padgett: Yeah, it was closed | think — the border was actually closed
in December or January. Because | think it was right between 2003 and 2004.
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We were just rolling over. Okay, here’s the short-term and long-term that | was
talking about earlier.

I've pretty much concentrated so far on the short-term, which was debt
relief and the cost of production, those were the two things that we were really
trying to work out. And the other thing | think you need to understand too is that
it wasn't just dairy. We had to figure out everything from feed to infrastructure to
transportation. So this wasn'’t just centered around dairy. That's why this cost of
production thing was a pretty big deal. And we asked for a lot of input that | will
tell you we didn’'t get. We put it out in many public meetings, It was talked about

a little bit with the Farm Bureau, but they never really pi up.

It's real funny. This was something we thought d help producer, but
folks just didn’t seem to be too interested in looking we had to offer. So
whatever reason, we couldn’t get it through in 200 e're continuing on
to look at 2007. That's our best and only oppor five years to do
it.

I will tell you the 2007 farm bill we'r i . At
this point the talk is and | think it will al

November elections, it mayjust stay as it is. | e sase, we have very little
to offer Alaska producers in my agency.
Gail Phillips: | have a que
year loan for 25,000,000; 1,000,00 already. Does the entire
24,000,000 still stay in existence or s the years passing by?
Chad Padgett: It's come out. | i i i

has gone. That's important to understa E think there’s.....
Gail Phillips: . e years?
Chad Padge
Gail Phillip

$5,000,000.00 opportunity left?

e appropriations are already done for
2007

sn’'t the loan.

't a loan. Well, it was loans and grants.

er: Money is available for loans and grants.

t. So the reason it's gone, even though we haven't hit

debated in Congre 50 it's important to understand in order to get the last year
of the appropriatioff; something needed to be done last April. So - and I've had
many discussions with many people in the room about that. So has Senator
Stevens’ office.

In fact, there — to be honest, they're a little bit upset that this keeps coming
back up that there’s money available because there isn’t. It's already passed.
We’'re waiting on our budget right now. So that's done.

Joe Van Treeck: Chad, did everybody realize that they were losing
5,000,000 a year?
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Chad Padgett: Yes. | mean, | don't know how many times | said it,
Senator Stevens’ office told folks. It's just not there, but it keeps coming up in
this. So yeah, everybody should know. There’s no reason anybody shouldn’t
know that it's gone.

Joe Van Treeck: But from the beginning they knew that, you know if they

Chad Padgett: Correct. Yeah. It's something | think also that a lot of
people get confused over the appropriations process. Because when you
authorize something like this was authorized over a five yeagperiod, you're only
| you the climate

So — and | can tell you from firsthand ex uffered a lot of
what's gone on in the federal budget. | closed i last year in
the last year. Took quite a bit of heat for t
nationwide basis and many other agenci
There isn’'t a whole lot of room for us to play
on a long-term - sorry.

Rhonda Boyles: Chad, | nge ifying what you just said.
25,000,000, 5,000,000 a year, we’ weve used 1,000,000.

ey like we @ised to. So

Chad Padgett: No. Zero.

Rhonda Boyles: d your com
years ago.....
Chad Padge

5 many things you can say about the

think you've got it from many different sides. As
term solution, we couldn’t get an agreement between
cers. That's one. Then things broke down after that
even further. Lil id'Wwe with worked with the division pretty hard on this
stuff. And I'll be hanEst, once John Torgerson left, we didn’t hear anything more.
So | don’t think it was a lack of effort. | think everybody was trying. There was a
lot of idiosyncrasies in here that prevented it.

So we've talked and we've talked and we’'ve talked about this stuff and
most - | think Rob and the producers over here, all these guys will tell you I've
had meetings in my office where I've brought everybody in. I've the congressional
delegation there, either there or on the phone. People didn't show up to the
meetings. That's one part of the problem because you don’t have all the players
that need to be there. They were invited, but didn’t show.
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We've — | honestly can’t tell you. I'm so - probably a lot of what I'm talking
about today comes through because I'm pretty frustrated. | feel like I've tried to
do everything possible to get this stuff out there, to get a solution, but we can't
get anybody out there. There’s a lot of in-fighting, there’s a lot of backbiting. I've
letters that have gone back on me to Senator Stevens’ office that cite his staff and
myself as being in cahoots just to give a bunch of welfare farmers more money.
Basically, that's what the letters have said. They’re anonymous in most cases. |
don’t know where they come from; don’t really care because | blow things like
that off. But those are the types of things that happen constantly all the time
when you talk about dairies or any other industry. Some ight get a little bit

get anything. And that's how | would sum it up.
Rhonda Boyles: What about the $650,000. rently we have
now?
Chad Padgett: Okay, the 650 - than i ecause |
almost forgot about it. $650,000.00, what

appropriators just rolled over that million aga e hext year. They thought
they were helping everybody out so they just rol over. The reason it's

Stevens’ office didn’t even know it had looking through
there. Usually, I'll pull them up when Rill pasSes to see what'’s in
there. And so we talked about it and said @ o we do. So the decision
was and something w i -term solution. We need to

get to a processing essing end. We've somewhat gotten
e benefit. So we need to put a

to, priva has been the number 1 topic. And I've got it in
here | agree with is that you got to privatize. Take
polig nment entities out of it; it's probably going to
work a

5 that happened with the 650,000 was again nobody
ad meetings with production side. That was — okay, if
is, the idea was let's go small. Another thing that we've
seen time and time a@gain are these great big projects, lots of money, lots of
dollars go out and fhen nothing ever happens. So the idea was you go small. You
put some seed money out there, you privatize this thing, you get something small
and let it build over time instead of going the other way.

So that was the basic idea. So with the 650,000 it was — the discussion
came down to which agency is best equipped to handle that. Well, because we
weren’t doing it on a FSA debt basis like we did with the $1,000,000.00 what we
decided to do was go through Rural Development because they have business
and industry programs. Basically, they have small business programs. They

we’re going to p
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seem to be the logical agency to handle the $650,000.00. So that was done back
in April or May when that money was actually sent down through the channels.

At first, they were going to send it through us again, but if it would have
gone through us, then | have to give it to a producer or a small family farm, |
can’'t — | don’t have options to give it anywhere else. So that money has been with
Rural Development at least since June. And they've talked with a few people that
| know of, myself included on how best to handle that money. And I'll be honest,
they know it's a landmine. Nobody really wants to touch this stuff anymore. |
mean, just be plain and simple about it. So it's been held. It’s been held up. And |
don’t think they’re going to take any action on it until the t a business plan.
They’re not going to move it through.

At first, they were looking at putting it in their

s and industry
just held up.
Rhonda Boyles: Can | go back and ask all privatization

idea, whose idea was that, what happened tod

things down. You're probably going to sell it. It s like the market is going to
pay — | mean, they already did get ink is a higher end

product. So with the amount of mi
right here in Southcentral and proba i . And | don’t think
it's going to compete with anything e
Rhonda Boyles:

e producers. Basically, we couldn’t keep enough
to agree to even form a co-op. And | guess

he producers are in. We're clearing land, we're hauling
g cows and now you want a — you know, do we want to
My old lady wants a divorce when | talk about things
at right now. That's where we’'re at. We didn’t finish it.
We've looked long ard because there’s been a lot of microprocessors like
somebody said befgre in this country. And we looked at Wilman’s (ph) just as an
ideal model in this state.

Chad Padgett: Well, and I'll tell you that nationwide that's where things
have been going, at least from the folks that we deal with down south.
Nationwide, the trend is to go to this higher end, whether it's organic or not, the
higher end of what people feel are more on-the-farm type product. So those are
some of the things that we looked at and made sense to do. Instead of trying to go
big and large, downsize it a bit and run it a little cheaper and more efficient. And
it was mainly looking at from a business perspective what could be done.

bite off a pro
like that. | can
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Gail Phillips: Am | clear that you were looking at using federal funds to
establish a new small sector private business to compete with an already
government.....

Chad Padgett: No. No.

Gail Phillips: ..... funded entity in Alaska? That's what it sounds to me.

Chad Padgett: No. That was not — no. That was not decided. Okay. That
has to be understood. What we tried to do is get everybody at the table to agree
on where it needed to go and there had to be a transition plan. And this goes
back three or four years at least. Okay, just this part of it. It,goes back three or
four years. It was how do we transition out of our situatiq into going
towards a completely private plant. It was a transition that was long-term
plan that we worked out. So it wasn't anybody com ith anybody else. It

the market.

Gail Phillips: But with a new entity.

Chad Padgett: Correct, yes. Well, i
doesn’t have to be.

Rex Shattuck: We're not calling Mat emment-funded facility —
business. Mat Maid generates its own revenues uns it although the state is
the major shareholder in it. It's in nd | think Joe, you know,
articulated the position that the di re in the economic, you
know, economic generated - yeah.
Unidentified Speaker: Equat
Chad Padgett: Sure. But here’

hings like that. And because of a lot of this in-fighting
e you going to put these dollars. If anybody gets it, it's
te nightmare if anybody does anything.

$1,000,000.00 t S0 if you don’'t have — and | think this was a question on
Mat Maid, if you hgVe — what are they there for? Are they for support of the dairy
industry? It's a fundamental question, are they or not? It is a state — the state
has owned - it's — the state is a 100 percent shareholder, the state has a charge
for support of the industry, therefore, through that avenue — and | don't know
this — I'm just telling you what we looked at. Do they have a charge to support the
producer?

Don Lintelman: | got a question. On that same line there, | think it's just
like for us, we have so much of a market and we need to bring a product in in
order to keep the door open. Otherwise, if we don’t keep the door open, it's shut
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on us and they tell us we cannot no longer provide. So they abolish you all
together on as far as a shelf life, or on the shelf. And | think that’'s where Joe is
really coming from by bringing — having to bring products in from Outside.

Chad Padgett: Sure.

Don Lintelman: It isn’t that we're discriminating against agriculture in
this area at all for dairy. Like for myself, we had five people up there doing it. And
there’s only two of us left. Part of this is goes way back in the ‘70s when
Hammond had this administration going through for agriculture. When Sheffield
took over, it died completely. | mean, it died completely. Theghing was too,

during this period of time, the university switched over fr iculture to oil. In
other words, you couldn’t get nothing done in agricult

talked to Edsel Carlson (ph) on this deal for doing so minary stuff for barn
building and this sort of thing, what will work in A contacted him
and within a few weeks when the oil thing cam nger talked to
us at all. We couldn’t get him on the phone,

So this is part of the whole program indi i hen, way

Quebec now for crying out loud.

n take Northrup King or
any of those other places will grab i

it in here and try to

work with this here (indiscernible) tf alfalfa here.

And you mentioned oil seeds - g this off. But it just — |
couldn’t take it no more, Oil seeds can' : d we can do it. The
technology’s here. O s here, federal grants? Some

of them, no. They’ < get them here because we don’'t qualify
for these grants.#O . an use the byproducts off of there

both ways, not only f0 product itself for feeding back to
livestock. ThH i rom bringing products in, make the
dairy b

and got soybean meal. We cannot afford to buy
it a6 p700.00 a ton. We pay 200 out there and it
sure dor to get’it here. And then we have — we're starting so that

we have ba e're going out with the back haul, coming back in

don’t disagree with anything you just said, Don.
> This is what we’re trying to do and it can be done. Oh, it
certainly can be dgfe. But we have to have the university to do these plant
material things, to do this thing off — we need the whole program. The Lower 48’s
got it. We don’t have it. That's the reason why because it's cut way off.

Chad Padgett: That's exactly what | — you're right. And that's exactly what
| was talking (indiscernible).....

Don Lintelman: And that's why you’re in the situation you're in.

Chad Padgett: Right. And there are grant — | want to let you know there
are grants for oil seeds, but there are grants. Rural Development has those.

Paul Huppert: For Alaska?
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Chad Padgett: Oh, sure.

Don Lintelman: That's what I'm saying.

Chad Padgett: (Indiscernible).

Don Lintelman: We have to (indiscernible).

Paul Huppert: You know, I'd like to comment. You were talking about
these decisions. You know, | was chairman at the dairy board at that time. And
at no time was | ever invited to any of those, and neither to my knowledge was
Joe at those times.

Unidentified Speaker: One.

Paul Huppert: But Matanuska Maid.....

Chad Padgett: That's not true, first of all, beca
invites personally.

Paul Huppert: To me?

Chad Padgett: They were sent to the divi .

Paul Huppert: Well, they never did getgthrough to.....

Chad Padgett: Howewer the divisio

Paul Huppert: John Torgerson n
question.

Chad Padgett:

Paul Huppert:

Chad Padgett: Okay.
Paul Huppert: Matanuska Maid™V as being preserved

we did - | sent the

and I co ) ell you that bringing in milk from
ad it still has a market. And as local production
n. And the fact of the matter, it's been an

if you think that you can start a processing plant and
ent day market, | think everybody better go back to two
cows per dairy.

Chad Padgegt: Well, let me put it this way. Nobody’s disagreeing with
what you're saying. I'm not saying bringing in Outside milk is bad. Okay. I'm not
saying that's a bad thing.

Rex Shattuck: That's to hold the market, that's all it’s for.

Chad Padgett: Okay, that's fine.

Rex Shattuck: And we're doing the same thing.

Chad Padgett: That's fine. But number 1, everybody was invited to the
table.

Paul Huppert: No. To this table.
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Chad Padgett: No, to that table as well.

Paul Huppert: | was not invited.

Chad Padgett: Well, what | mean by that, the state Division of
Agriculture, which should have given you the invite — I'm sorry it didn’t happen. |
don’t know how things were running at the time. But anyway, we did invite
everybody including Joe to the table then and we’ve continued to do that. So |
want to make that clear. We've been — we've talked a lot about this stuff. And |
don’t disagree with anything you guys just said about bringing in outside milk.
That's what I'm driving at. What I'm trying to get at is what we needed was a —
some sort of an agreement on how do we transition and privatized

situation.

And the reason we look at that is because | lo own agency.
Because of the political makeup and the appointm have — remember
| also have a state committee. | didn’t talk abou so political
appointees. The only two | have on right now m North Pole
and Bill Ward from Delta Junction. So tha of
people that we bring in. Those are the p i ur

farmer elected county committees.
So we do put a lot of people at the table o stuff. And what you were

) eed to solidify the feed
base as well. And that’s critical to a

dairies or dairy processing and excl pens all the way from

at | understand the conversation we
it seems we've kind of gone off in
some different directi@ Iderstood you to have said was that
one of the mittee, if you will, was that

privatizat flom facilities was a good thing.

had towards thes€r

t.

act, Matanuska Maid is evidence of that because itis a
albeit its shares are owned by the State of Alaska.
awful lot of the difficulties in understanding the

private prod
That in of itself'¢

process.....
Chad Padgeft: Correct.
Rex Shattuck: ..... | think in the conservations that | hear. You know,

here you have a private enterprise whose shares are owned by the State of
Alaska.

Chad Padgett: Right.

Rex Shattuck: Is there anyplace else that you can think of in the country
that that occurs?

Chad Padgett: No.
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Rex Shattuck: Okay. So we're an enigma in that way. That 650,000 as |
understood was to be — and | - it would be really interesting to know how it
dropped from a million as | think | heard said to 650,000. Quite a depreciation in
terms of.....

Chad Padgett: It was a formula on the federal budget.

Rex Shattuck: Okay. Wow. Who got all that — who got all the other.....

Chad Padgett: Pretty much it's been on the war effort.

Rex Shattuck: Okay, okay. But the thought was going to Rural
Development, an area where here you have the ability to look at business as
business, not necessarily just as agriculture.

Chad Padgett: Right.

Rex Shattuck: And see is there the potential

an opportunity, not

— it doesn’t sound to me like in competition with M id, but also a
supplement to that production of dairy product I the public
sector. And the thought was — we heard the f d some
discussion, but task saturation has preve i bite into

that and do anything in terms of a co-op
Chad Padgett: Right.

on that and understand why we go

Chad Padgett: Yeah. You su » ere, Rex. What --
and that's all we were looking at is pr at ferm or fashion that fell
under. We didn’'t know and that g everybody to provide as a
business model for th i get there. I'm not going to
stand up here and now what\®on or Joe’s got to deal with as far as a
marketing end o e needed everybody at the table to
do it.

this is the other part with the federal
monies : point. The other conflict with that is how
are yQ funds for this, how are those federal funds
going ) al industry and the producer? Okay. A
couple O 2ned that have shown the state’s not interested in

money that's ne
new price?

Joe Van Treeck: That's — yeah, it floats every month, so that's what it is
about this month. Uh-huh (affirmative).

Chad Padgett: Okay. At $16.94 there’s no way I’'m going to lend money to
anybody in dairy. So forget about anybody new coming in. The financials don’'t
work.

won’t happen. You're at what, 16.94, Joe, is that the

David Wight: Clarify that, would you? Anybody new, existing people?

Chad Padgett: We're not lending money existing either. We're servicing
debt.

David Wight: But that’s a different story.
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Chad Padgett: What?

David Wight: You've got a higher price.

Chad Padgett: Right.

David Wight: It's not the price issue for existing dairy operators.

Chad Padgett: No. Well, it is to a certain extent. The only thing is you've
got $500,000.00 that was stuck out there to augment and solidify the dairy
production. When that runs out, it goes back down. The price that they’re going
to get is going back down.

David Wight: | understand.

Chad Padgett: So | will tell you this - this is anot
to talk about this. Within the next year, as far as FSA
farmer in FSA that will have FSA debt. Within a year,

Paul Huppert: You mean in Alaska?

Chad Padgett: In Alaska.

Paul Huppert: How about Outside?

Chad Padgett: Oh, I'm sure, yeah,
numbers are down there. | mean, I'm ju
that's going to have an FSA debt in dairy as t

Mac Carter: | guess I'm missing somethi
quite sound right.

Unidentified Speaker: Ther
telling you.

Chad Padgett: Yeah, what do

Mac Carter: Oh, i : i e's not going to be any

on it's important
ors, | don’'t see a dairy

tands rig
that and something doesn’'t

ka, that's what he’s

Gail Phillip \ planning eithepforeclosure on anybody that has
an FSA loan at this t pissuance offany new FSA loans.

an’'t survive it.
are there with FSA debt?
pretty ea 0’s got what so | avoid that. | would tell you what I —
for violating privacy just because the numbers are so

lFa question, how is it done Outside? Are they doing the
same thing at thi tin time?

Chad Padgeft: They have a different situation. | have no idea.

Mac Carter: Well, what.....

Chad Padgett: | mean, what the trend is, is that what you're.....

Mac Carter: Yeah, what's the trend?

Chad Padgett: Actually, our loan portfolio nationwide is at a pretty well
stabilized trend. It's not going up or down. It's pretty much stabilized right now.
Now how that relates to dairies, | don’t know. | hate to venture a guess.

Paul Huppert: Don’t they base it on the price of milk out there?

Chad Padgett: Sure.
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Paul Huppert: They do it here. You know that’s the market force.

Chad Padgett: Wait a minute though. What you got to understand what
I’'m getting at when ours were done we're at $21.00 a hundred weight, that's the
price that was used with the ones that we've already got. So and that was a
stabilized price. So because of all this flux — | mean, we're in a different situation
here where you've got a stabilized price; that's how the loans were made. And
long-term loans, 30 years.

So if you think about that, you had a stabilized price at that time. Okay.
That's when they were made. Now the situation’s changing. Xeah.

Rhonda Boyles: Chad, I'm confused. That's not hafé;"®But this is Monday
morning. What | just heard you say is the loans were e at a stabilized price.

Chad Padgett: Correct.

Rhonda Boyles: But are the producers receiing le
they are existing?

Chad Padgett: No. They're receiving ings have
happened. Look at your production costs,
production costs — and remember what | I IS i atitis

an that now if

When now those production costs ha
that's as simple as | can make it. So
weight, these guys will te

at $21.00 a hundred
make it.
is issue without numbers?

estify, you can.
ot that much money. It's with — and it

phis. Do we do it for — or not just our portfolio, but
2re you get down to that equitable issue. But if you're
fference between state and federal loans. | don’t know
what we've got. Okay. So that’s one question that's

talking - I'm
what the state |
raised.

For us, it cap'be easily resolved with oh, roughly $2,000,000.00 done. And
it's — that's actually pocket change on the federal budget. So that’'s why this has
been so puzzling.

Rhonda Boyles: So 2,000,000 will pay off their loans, 2,000,000 to get
them to a level where it's livable?

Chad Padgett: Two million pays it off.

Paul Huppert: You know, something | don’t understand is you just said a
stabilized price. And yet if that market trend goes down, then you think the
processors should subsidize that price up to the stabilized price.
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Chad Padgett: No, | don’t think that.

Paul Huppert: Well, that — to keep a stabilized price, somebody has to
subsidize.

Chad Padgett: Well, that's what we were talking about. And that was how
do you do that.

Paul Huppert: Well, what I'm getting at is that processor whether they
privatize it or it's Matanuska Maid, when that competitive price goes down that
affects your ability to market the product.

Chad Padgett: Sure.

Paul Huppert: And if you can’t put it on that shelf
it. In fact, | think it's very obvious today that they’re pri

Chad Padgett: Right. And | don't —I'm not di
saying is how do you solidify that production base”
processor, do you do it through the feds, do yo
what we’ve done up to this point is through t
this whole question keeps coming back ar nybody -
any of us expect Joe to take it out of his
what we’re asking.

Paul Huppert: Well | think that if we'd h
working on this, we’'d of understoge i there would have been a
better chance of that 25,000,000 be i

Chad Padgett: Well, there wa
it's too late. | mean, that -- that's off
issue keeps coming up because that's

David Wight: ) <
things that resonat . i | heard you right, all of the loans

e not going to sell
too high.

with that. All I'm

it through the

on’'t know why this
just a moot point.

rating costs. And it’s.....
t's not loans, all this stuff, it's operating costs.

: ¥ou have a mixed bag. In some - in fact | just talked to a
dairy that doesn’t > debts with us and they told me the same thing. The
production costs
$2.00 a hundred weight raise comes off, they don’t think they’re going to be able
to afford to milk any more either. So it's everything from fuel costs to
transportation of equipment. You know, you got to keep up your equipment. A lot
of guys will have to fly in mechanics to keep up. You don’t have that type of
infrastructure here that’s localized down south. And that's really important. So
it's that as well as the debt loads. Both state and federal, the debt loads are high.
So you've got a mixed bag.
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Rex Shattuck: While we were talking about operating costs, that's — the
equipment that you have, there are not significant outlets in the Valley or in
Fairbanks that can service your equipment?

Wayne Brost: You're on your own (indiscernible).

Rex Shattuck: Rappe (ph) or any of those that.....

Wayne Brost: You're on your own, period. There’s no DeLaval, there’s no
Surge, there’s no none of these, nobody. You're on your own. There’'s no
infrastructure.

Rhonda Boyles: Are we done there? | didn’'t want to |
done? I just chatted with Chad. His water’s almost gone
break. And even though he has a little bit more on his
any questions, think about them while you have a c

terrupt Rex. We're
ave to give him a
sentation, if you have
ee. And then we’ll

Chad Padgett: Sounds good.
Rhonda Boyles: Okay. Thank you.
(Tape change #2)

Rhonda Boyles: Chad is willing to ans itional questions you
may have before Candy comes up and talks to y little bit about the same
subject from the state’s perspecti additional questions?

Ernie Hall: Yes. | — during i n trying to follow the

logic of this $2,000.00 cow that's on don’t understand the
depreciated value of that cow.

subject to put your g 2 a while. Basically, when
you’ i

market. Now this time before the border closures.
So I'm just using this mple. But iffyou had to go down and buy a cow
and that's goi d then you bring it up. I'm not sure
what th i ; ould have been at that time. But most of our

COWS g ashi ate,or Canada somewhere.

wvhen you're making that loan to begin with,
to consideration to begin with because that's a
end of that, okay, if the government, if we have to go
say we foreclose on somebody and we got to take those

south, you would a market for that cow. Say it's still a milking cow, you’re
going to be able to_gell that at the market price, which is going to be much more
than the cull price. So you can transfer that cow out and still get a security value
out of it. Here, you don’t have that option.

You don’'t have folks buying and selling cows at auction like you do down
south. Okay, so that's one element to it. Does that make a little more sense?

Ernie Hall: So - but you're considering the value under a default
circumstance.

Chad Padgett: Correct.

Unidentified Speaker: Yeah, because it's based on the Lower 48 price.
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Chad Padgett: Yeah.

Wayne Brost: Could | speak to that a second, Chad?

Chad Padgett: Do we have time? Okay.

Wayne Brost: Not even default. Like right now, if you can find somebody
that wants to 225 dairy cattle, bring them to me immediately. There is no market.
And | am still not in default. And now with this tier 2 system, you have devalued
my dairy even farther. When the board of directors and Joe Van Treeck put in the
tier 2 system and that second - which I'll speak to later to testify as a producer.
But the thing about you don’t have to be in default; you stillcan't sell your cattle
up here. There’'s no market.

Chad Padgett: Yeah, so —and what - | think w
the other thing that we’ll do is we’ll ask people to liqud

ayne’s referring to,
eir cows. That's

liguidation value.

So you can't solely base our decisi
been the whole trend. So we'’ve got to bring so
so that when we’re making loans, we've got a m

two things
alistic Alaska value placed

A8 1 ke a little more sense?
Ernie Hall: Well, | understa 3 ing. It doesn’t really

Chad Padgett: Yeah. I'll apolog — the’part of the other issue
here is understanding hgw we work th¥e Believe me, I've been there
six years and it's toug o fi 1t how our regs actually
operate.

Gail Phillip D in Nome with no knowledge of the
value of a price of a c@ a cow that has been in the dairy market for
four or five e that cow, wouldn’t that cow have the

same va ' ere because it's no longer able to be a
dairy gOw? So the p ow,after its effective life use is over should not

, it déesn’t — what you’'re talking about is once you've
le. What we’re talking about | cows that haven't - |
earlier. Cows that haven't completed that lifecycle yet.
So that's where y hard when you’re making that decision on the loan.
And they were solelyased on a Lower 48 inflated price when they were made. So
that's why we’re having such a problem servicing these. And when you look at it
on the back end for security purposes, what should have been taken into
account was that security value. So when we were making the loan that's what
should have been considered was that security value. So that's what they do do
down south in our agency is they take that as a security value, or they secure it
with something else. Maybe I've got other assets that can be secured. So maybe |
didn’t clarify this enough.

We didn’'t have a good security value to begin with in a number of our
loans. So we're not going to be able to save as much as we could have been had
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the loans been done properly and somebody defaulted. We're not going to be able
to protect the taxpayers’ interests as well as we would have had they been done
on a security basis. Is that a little bit better?

David Wight: Yeah, as | hear you it's — if you've got 200 head of cattle
whether in the middle of their cycle in the Lower 48, you might get $2,000.00 or
somewhat less than that.

Chad Padgett: Right.

David Wight: Up here, you're going to get four or $600.00.....

Chad Padgett: Right.

David Wight: ..... which is the cull price and that's 4

Chad Padgett: Right.

David Wight: Because there is no other mar

Chad Padgett: Right.

David Wight: And then what | also hear hat with the two
tier price system it says that no new person
current producer wants to get out of the
there is no market for the cows.....

Chad Padgett: Right.

David Wight: ..... other than at a cull pri

Chad Padgett: Right.

David Wright: | think | hea :

Chad Padgett: And back to tRe g€ here somebody
asked about the stable price. You kna , it does fluctuate. And
somebody has asked about that stabil ice he Well, when you add not

earlier

into account. So if you're relying
ting for that security value on the

ething we have to do for programs like CRP, we
ate in our Conservation Reserve Program. We set that
excuse me -- $35.00 an acre. And it varies between 35
and 50. Now if @ing to go out and buy land - | forget. Larry, what was

Unidentified"Speaker: On Tract 17.

Chad Padgett: Seventeen hundred an acre?

Ray Nix: 1.45 million for the land the improvements and it was a 612 acre
tract.

Chad Padgett: Okay. So if you take that type of price, typically what
you're finding in the Lower 48 is they put an agricultural value on that. So even
though we haven’t reached a fee simple value in our ag lands, if you're looking at
it for what is currently grown and what the economic value - for instance, grass
hay at Point MacKenzie, you're looking at very soil type, a very low economic
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value in agriculture for that hay if you really boiled down the numbers. We figure
it's somewhere around 150 to $300.00 an acre.

So when you get into these - into the loans on the front end, it's such a
high value that there’s no way you can service that debt, especially when things
change. So another message | intended to bring here is that barring anything
changing, it would be a big stretch for us to make any kind of loans in the dairy
industry because of — now the change in the pricing and even though that’s going
to fluctuate some, the high cost of production. Now we’re taking into account all
the infrastructure needs. The feeds, the implements you would need, all of those
things that should have been taken into account by FSA in with, we are

now doing.

The other thing I think you need to understan we’ve completely —
most people know how hard it is to — or at least ha ssion it's pretty
difficult to fire federal employees or remove the I 've gone

that the way these were done before, that’
that's why | say within the year, we're goi

Chad Padgett: What we're te oe,can explain it better
than | can, but the new - right now i . undred weight, what
are they getting, 20, 217

Wes Eckert: Wel
the add-ons that the

Chad Padge — if a new producer comes in they're

iefr ew permit, that's what we were

where I'm puzzled. So you talk about the change in
hanged for the parties you're talking about in terms of

conversation.

Chad Padgett: Okay. What I'm getting at there, even though their price
hasn’'t changed, the debt loads were so high when these were originally made, it
should have never been made the way that they were.

David Wight: | understand that.

Chad Padgett: Okay. So it wouldn’'t matter — if you're at 21 or $23.00 a
hundred weight, we can’t service a — we won't be able to service the debt when
that $2.00 comes off. The financials just don’'t work.

David Wight: Okay.
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Chad Padgett: So - and that's why | talked about the increases in the
production costs and those type of things. So because of those things — that's
why existing isn’'t going to work. Now you expand that out to anybody coming in
new and they’ve got an even more reduced price, there's no way the financials
work on that. There’s no way to make that work unless it's a cash buyer.

Ken Sherwood: Well, what's the number that would make an existing
loan work?

Chad Padgett: We've - | don’'t know that we crunched those lately, but the
last time we ran it, it was like about $25.00 a hundred weigat. And you know,
and this is where we get into debt loads per cow. We talk t some having
10,000 in debt per cow. You know, it might even be hi than that now, Ken.
Mainly because where you going to get the animals. oint, the only way to
get a milking cow is either to bring it across the wa
one of these guys goes out of business and tak
something that I think — probably one of the i can bring you
today is do you support — you know, do we ith the
existing producers knowing that there’s i ce that we'r
new people in, or do you just not have the in »or do you take the
gamble that you’'ll have new producers? And tha hy | don’t like coming here
to sound like I'm complaining be i I e solutions to the table.
But | think these are some questio erged. And if the answer

is, we can’t support an industry in tRe at they deserve an
answer, they deserve that answer.

And | think these g S told them, if it's not going
to work, we’re going . So from , that’'s what we've had a lot

of talks about on end. Isit’
change the situa 's going to
from here on out, | dC arry, did vy
. th Secretary Johanns’ undersecretary
told us the W ) i it a farm bill. Has he yet or are they still
decidiy g 5 gOi an extension?

st plain not working. So we need to
e to the support of the industry
have a question?

be underste etary has submitted comments on the farm bill. Now it's
up to Congressw not Congress is going to pass a new farm bill or roll
over the existing

From the p er end of it— and you got to remember these are big
commodities talking down south - they like the current farm bill. And it's done
more to corporate type production and more — a little bit more corporate support.
So the individual, small guy is looking for that support in the farm bill, but
probably doesn’t have the lobbying power to get it there. All the big farm
organizations are saying roll this over. So then you're looking at 2008 instead of
2007.

So at the earliest, the farm bill would be passed by next October. | think
that's a very optimistic view. Then you might be putting it in 2008, which would
be October of 2008. By the time we get to implementation of that bill, whether it's
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2007 or 2008, you're looking probably another six to eight months before
implementation even begins. Dollars hitting the street, you're looking almost a
year down the road from any bill passing before dollars hit the street.

That's why | say this is a pretty grim situation, even with the federal farm
bill that has an Alaska and Hawaii title to it, which is something that Senator
Stevens and the delegation have wanted to put in there. But they might be
trumped by bigger agricultural interests. And | can guaranty you one of the
things that they’ve been very careful about on this cost of production, they don’t
want folks down south getting their hands on this. So far it's Alaska and Hawaii.

Rex Shattuck: The discuss
remember the correct terminology. sed as far as the DoD
was looking at a regional purchasing (indiscernible). Is that
type of issue get addres i ist parate legislation?

about in the farm laill i IgWUS commodities. You know, livestock,
grains, oils, seed§, @ hat's one of the reasons we wanted to
change the situation ifi aska so that anything Alaska grown would

qualify for I upport, thus stabilizing the price and
actually g i

ou,see right now in our existing farm bill. And
its @ 996. You've got a big conservation element
So becat ation«€lement, it's geared more to taking lands out of
agricultura ion, Setting it aside for wildlife habitat and benefits, things

like that. Tha g nationwide trend. That has been implemented - we

The trend i go to more programs like that. Environment quality
incentives, which NRCS runs, is pretty big in the state right now. In fact, | think
last year they had - they’'ve had somewhere between seven and $12,000,000.00
depending on the year to run in that.

Don Lintelman: Is that carbon credits give during that time?

Chad Padgett: We don’t do the carbon credits.

Don Lintelman: Because there’s two ways that can do that, through grass
and also digestive system for the farm.

Chad Padgett: Right.
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Don Lintelman: And then they can utilize that for energy on the farm, for
electricity or for heat.

Chad Padgett: Right. And that's something else that we've been trying to
encourage, in particular in the Delta area, is to get some biofuels production
going up there. We have a program — again, this comes back to Rural
Development and us. This is a good potential for increasing in production
because we thought a lot of the CRP ground might come out of there, how do you
offset that? Because we could literally crash the industry.

Again, inflated figures were used in Delta Junction fo.cropland basis so
we're in a very tough bind there as well. That's why | say iri

work through right now as well.
So one of the things we started two years

in. But there’s a grant process for that throug
capital costs to actually getting a facility put in.

dollars per year per producer for incre n, but it has to get
up and started first.

Don Lintelman:
there available, there i at was willing to buy all the grain that

was in Delta and ; anol. ed a straw to produce the ethanol.
Now Fred Drew, the company that was trying to
put this in because tf ilize @’'Co-op as a storage facility and put

the plant ne

critical times that vill have as a group trying to move this forward is probably
the next meeting

Chad Padgett: You bet.
Rhonda Boyles: ..... during the brainstorming.

Rhonda Boyles: Same subject, different perspective, State of Alaska and
Candy Easley. | have to say this, | don’t need to go on in introduction. You'll
see before she ends her presentation the skill level in which the Division of
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Agriculture has handling their little portfolio. I've learned to appreciate Candy’s
candid answers at times of — and difficult decision-making. Candy, thank you.
I'm going to slip out for a moment to go move my car.

Candy Easley: After you gave them that warning?

Rhonda Boyles: Do not be scared to ask for anything. You will get an
answer. You might not want to hear it, but you'll get it.

Candy Easley: My name is Candy Easley. | am the loan officer for the
Agricultural Revolving Loan Fund. | say the because when | came there 18
years ago, there were five of us. So I'm it now. But I've been, there 18 years.
Prior to that | underwrote loans for the state at Alaska . And prior to
that, for more years than | want to admit, | was a morggage and commercial
loan officer for commercial banks. So I'm an old ba u can assume now.

I’m going to give good news and bad news.
going to figure out which is which fairly qwckl
for the benefit of those that aren’t familiar i ee three
previous borrowers sitting here at the tab o,so0me of

make sure what its statutory purpose read s
established to promote the more rapid deve lop of agrlculture throughout
the state by means of long-term, e d so we were established
over 50 years ago to promote the riculture, dairy
included in this state. And I'm prej

because | said limited alue of the collateral, with regard
g about, when | do a loan on

s if it fails, what is our recovery. And our
at cow is in, is going to be at the slaughter

milking. So at a hat we take back dairy cows, we hit the road and try to
get them into the ds of dairy people at the best price that we can. Barring
that, because it is gbsolutely true, because it's a limited market for dairy cows,
they go to the slaughter plant and that goes to the recovery of the loan. So that
is how the ARLF underwrites livestock loans, slaughter value.

And | got off track, but | wanted to mention that while it was fresh in
your mind. Did you have a question? No. Okay.

Unidentified Speaker: I've got it.

Candy Easley: The loans, | will say standard underwriting procedures
are used with the understanding that ag loans are high risk loans. Commercial
banks aren’t interested in doing them because they are high risk loans, so on
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occasion they’ll do them. But the reason ARLF was established is to promote
the development of ag in this state. They had to establish their own loan fund
in order to do it because the banks weren’t going to do it. And they won't do it
today.

Included also, what | passed out was a rate sheet and a very, very brief
description of the other ag lenders in the state. | do that rate sheet every month
for the Board of Agriculture. They are the authority that sets the interest rates
for the farm loans. And so | give that to them every month. But that five
percent rate, that's been there since | think '03. They really - the rate doesn’t
fluctuate much. They make every attempt to keep that r low as they
possibly can. And understand that ARLF, we don’t getditerest on our money.
That's general fund money that is in our nest, but 's sitting there
waiting to be lent out, we don’t get the interest. S r off lending it out
as long as we do it in a responsible way.

Let's see. So now I'm going to give yo i i re on our
funding because you're going to see why
came to the ARLF 18 years ago, the por
worked with four attorneys. | made very few ostof the time’l was
working on bankruptmes and I|t|gat|on and se ents and it took years to
at we'll refer to as the

news is the ARL:
Wes Eckert: of those/loans just written off?

e Point MacKenzie early on?

(affirmative). Yeah. I'll show you some
as that?
asley: Letme show you these flgures and I'll - and it WI||

RLF during that period of time, $71,000,000.00. It was
established here gid to this period of time, 71,000,000 was appropriated. Of
that amount, 67,000,000 was essentially during the project period. So that was
the big — and that was 1980 to 1986. Oops.

So we had lots of oils revenue in the state, wanted to promote ag
development and a whole lot of money was dumped into the ARLF. And a whole
lot of money went out of the ARLF. In - you know, and it's not going to do a lot
of good now to discuss and debate what was good intent and what was bad
because there’s nothing we can do about it now.

So depending on how you look at it — | guess | think it in a positive way,
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this was a pretty big commitment from the state, pretty big investment. And so
| guess | considered that a good news kind of thing. So from 1987 after this to
today, total appropriations — now I'm only talking the ARLF, not the Division of
Agriculture. But we're the major ag lender in the state so | think it's relative to
say that what happens with the ARLF is pretty relative to statewide what's
going on with that agriculture. Total appropriations from '80 — 1987 to 2006,
zero. Nothing.

Now, | consider that kind of bad news that for 20 years there’s been no
appropriation to the loan fund to promote the more rapid
agriculture. | forgot to tell you there’s a third category. I’ good news/bad

than $4,000,000.00. If nothing changes, which we changes happen,

i ney, if the meat
plant just takes the losses that it does, if Joe for Mat Maid,
if I don’t have a big foreclosure, big bankrup i i and the

business. Two more years. It could last i less.
I'm assuming - those projections are based o i ppening.
Any questions on those figures?

Joe Van Treeck: Is there ¢ Il this? How much was

re-appropriated of the 67,000,000
Mac Carter: Nothing.

ask — oh, by the way, Cathy Poulos
g in the rear, | depend on so much.
ge office here. And so | sound like |

t it's really based on all the great stuff they

o them, knowing | was going to tell you this, |
said, | kinG i , but just give me a round number in millions what
000. 28,000,000. But you need to understand that
iS out, we took some of the collateral back. We used to
have two equipme les every year. We haven’'t had one in several years now.
So we would sell the equipment, we’d sell the land. Certainly, there were some
settlements. We didn’t always take back the collateral certainly. But so in that
the 28,000,000 is the estimated total amount that the ARLF has charged off
since — did you have a year? The bulk of it's going to be from the projects.
Remember, Bonnie? No, probably.....

Bonnie Bladow: The beginning of the spreadsheet of like 1989 or
something.

Candy Easley: There were — ARLF in the beginning did a lot of small - |
mean, the bulk of it's from the projects, 28,000,000. But that is based on what
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went out and what we recovered back. So it's sort of a net effect. We certainly
lost 28,000,000. But again, this is only ARLF. That didn’'t count charge-offs by
the state, by Division of Lands for all the land they sold because they were
usually in first position. This is only ARLF losses and | say that because there
was lots of other losses too. But it is relative, because we are and were then
and still now the major ag lender in the state.

Wes Eckert: So will you be covering that, those other things?

Candy Easley: Covering? I'm sorry.

Wes Eckert: You've talked about the state and the BLM and all those.
Are you going to cover that or not?

Candy Easley: I'm not prepared to say how m

Wes Eckert: All right.

Candy Easley: If that's something you're i we can get some
really round numbers of millions. But really, | the ARLF for
the most part. Though it’s still relative. Oka i t part there?

the state lost in total.

David Wight: And we only hg

right now.

Candy Easley: a $30,000,000.00
portfolio.

David Wig

Candy Ea$ ess than half avail - 12,000,000

is loans. The other i
inventory le

-Op. We don’'t have much of an
he meat plant and Mat Maid are our
Farmer’s Co-Op are the three main
industry in different ways, but major impact.
. Generally, when we take back something in
to dispose of it quickly. During the project
: pbooks for years. It just took us so long. But presently,
we do not hav inventory to dispose of. Which is partly what's been
keeping us aliveg\l
Now when we, the family of the Division of Agriculture, because the
fund, Agriculture Revolving Loan Fund, the fund is supposed to revolve on its
own and it actually does. It brings in revenue from the interest on its loans.
And there’s some expenses, personnel and, you know - I mean, the ARLF does
a separate budget. But left alone, the fund revolves on its own and could
continue. Now if you didn’t - if today, you didn’t — if we didn’t have these other
drains, we would revolve, but we have minimal funds. | mean, | couldn’t do
some big dairy projects. You know, they’'re a million a pop. So we would have
minimal capability for new development of any kind.
What's been drawing us down is general fund expenditures for the

Dairy Industry — Ad Hoc Committee October 16, 2006
Meeting Minutes Page 36 of 122



Division of Agriculture. And round numbers, $1,000,000.00 a year.
$1,000,000.00 a year, every year goes out of here to pay for Plant Materials
Center, you know, it comes - | mean, the Division of Ag, the director could
speak if you wanted to get into that detail more directly as to the division’s
budget. But regardless, it's — the legislature says take it out of the ARLF.

Mac Carter: So it's like Social Security that was set up to do one thing,
we spent all the money in the general fund.

Candy Easley: | think that's a very good analogy. It's not being used for
the purpose.....

Mac Carter: And so you don’t see the real cost tg
there’s.....

Ray Nix: Just to kind of confirm for a secon
in loans.

Candy Easley: Uh-huh (affirmative).

Ray Nix: Nominally, that's about $6

Candy Easley: Yes.

Ray Nix: Mat Maid’s about a bre iti t's giving
you money over the last 20 years, it's paid o

Candy Easley: No. No, no, no.

Ray Nix: No?

Candy Easley: No, no, no. U i e get nothing from

ment because

's $12,000,000.00

them.
Ray Nix: You get nothing fro
Candy Easley: Yeah. But he - f ot taken any more money.

plant.
Candy Eas imply put, it is. The million out of the Division of Ag, |
don’t know, some @f you may have seen a dear editor this morning, for
instance, wherein a farmer wrote in, hey, the loan fund is to loan money to the
farmer. How come legal fees are being taken out of the fund to pay for a suit
between the farmers and the state on protecting the Alaska Grown logo. And so
you could get into lots of — the fund shouldn’t pay for this. The fund pays for us
-- soil and water district issues. The fund pays for Plant Materials Center,
$600,000.00 a year. And it's very important for agriculture, but it's not really a
loan fund - that’s not what the loan fund was set up for. So - yes, a million
bucks every year for differing general fund expenditures of the Division of
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Agriculture. Unfortunately, when we took the meat plant back instead of
making it on a separate budget, they threw it into the ARLF budget.

Unidentified Speaker: Who's they?

Candy Easley: Well, I'll say the state. | mean, somebody made that call
way above me. We track it. We absolutely track those costs that are associated
directly with the meat plant. So we can tell you what that is. But it's thrown
into — when you’re working on the budget process, that gets thrown in there. It
isn’'t broken out where — | mean, you're going to look at a bottom line for the
ARLF and that's going to be thrown in there. It's not going to be differentiated
that the draw-down on it is 300 grand a year.

Rex Shattuck: Who approves expenditures ou

Candy Easley: Who approves it?

Rex Shattuck: Yeah.

Candy Easley: The legislature.

Rex Shattuck: The loans are strictly done by the.....

Candy Easley: The Board of Agric
authority for the ARLF loan. They meet . ere—an

ARLF?

applicant comes to me, | analyze it, | take it to the
board. They say yes, no, yes, with these conditi I close it and give them the
money. They are the authority nd the ARLF loans, but also

what'’s going on. But | guess the iro
they don’t have any control over the

ere you're going, is
Il the responsibility to

that sits here could i t's frustrating.
(indiscernible) purpose when the
Board of Ag too i at,and Sausage?

e years Yeah, it of went through -
vas totally corrections. And then correctlons

t and so it’'s yours. And so it is totally in the
ications are that the losses are going to get worse.
personal servicesior egployees, fuel. | mean, they have increased expenses
too. And the lives numbers coming into the plant are down, down, down,
down. And so ARLF'in consideration of its budget has to be prepared. If there is
no changes made — and that’s based on that projection of '09 is based on
nothing changing with the meat plant.

Speaking candidly, my other concern - if that's a known on the maybe
now, the unknown that | have personal concerns about is Mat Maid. Sorry. I'm
waiting for the call when Joe cannot meet payroll or can’t meet new
requirements for security because of 9/11, any number of things. The ARLF,
the state, owns the shares of Mat Maid. And if they can’t operate, rightfully so,
they will come to ARLF and say we need some money. You've got to protect
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your asset. And the draw, dependent on how severe of a problem, when you
only got this, that is nothing.

So there is a concern on the horizon of what possible financial help we
would also have to give Mat Maid. So fairly quickly, there won’t be any money
to loan. Already, what we're doing is try to — deal with the meat plant and
protect Mat Maid. And in the end, fairly quickly, not only will we not have loan
funds for dairy producers, we’re not going to have it for the vegetable producer,
the hay producer, strawberry, catnip, everything else. And there — it isn’t just
new development. Half the loans | make are operating loans for already long-
established farms. And though they might be able to go ir credit union, to
their commercial bank to get the money, it's going to t a much, much
higher cost. They are not going to get five percent wi

So it’s — that’'s — | was supposed to talk abo oan fund was.
But in the context of what you’re talking abou W we're just
about gone. And so it’'s bigger than just wh i lant and
Mat Maid.

Rex Shattuck: Probably a questi
but the Division of Ag budget, what portion o
Director DeVilbiss: A percentage, well,

out of ARLF?
lion bucks comes out of

ARLF.
Rex Shattuck: What perce lvision of Ag budget is
that?
Director DeVilbiss: | just as

be accurate. Because it’

a couple days ago to
federal monies. We've

Candy Easlgy: No, no. Only the loans. Only the loans. Yeah, there was
way more millions invested by the state in the projects. Yeah. Also.

Paul Huppert: Now when you say that it — was that — when you say in
the project, now that land, you didn’t put that clearing loans into the lands, or
where they within the — which was the biggest cost.

Candy Easley: | think that — correct me, Cathy or Bonnie. | believe that
28,000,000 does it include the clearing loan charge-offs?

Unidentified Speaker: Yeah. Uh-huh (affirmative).
Candy Easley: Yeah. Which was originally general fund money. But
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when the Ag Action Council disbursed, those loans were given to the ARLF to
service for free. But we booked those separately. But in that charge-off, that
includes the clearing loans.
Paul Huppert: So the 28 includes clearing.
Candy Easley: That's what I'm hearing from - yes. Yes. | still service a
few of those.
Don Lintelman: Have to re-do it.
Paul Huppert: Pardon?
Don Lintelman: And now they have to re-do it?
Candy Easley: Re-clear?
Don Lintelman: Oh, yeah.
Candy Easley: It will cost more to.....
Don Lintelman: Yeah, | know.
Candy Easley: Yeah, yeah.
Ernie Hall: How many years does thi
$1,000,000.00 a year?
Candy Easley: Oh, the draw?
Ernie Hall: The draw.
Candy Easley: 19.....
Unidentified Speaker: 198
Candy Easley: Yeah.
Ernie Hall: 1989.
Candy Easley: It's — you know
Unidentified Speg

)O back in 1989.

Candy Easle IC ¢what I did is in that packet |
gave you ARLF's fi . he very last page of it you'll see -- it's
this one here. AAC it you’ll see how that money has
drawn out each year:NOn 0 n it will show you GF. It's actually
— starts on ' ow here in the column, GF
expendi ow, originally, and again, because I've
been ted out, it was never meant to be funding
in and once they started, it makes it too easy. |
asked a emain unnamed here one time in my frustration

Division of Ag or d@you know whether you — we can say that the legislature
actually moved thgt directly themselves? Is that a proposal in the Division of
Ag’s budget?

Candy Easley: This is a part.....

Rex Shattuck: Are they proposing that that come out of it?

Candy Easley: Yeah. This is a part where | have to be very careful.

Rex Shattuck: That's okay. | can ask (indiscernible) budget.

Candy Easley: But let me tell you this — but let me tell you this, the
budget process, the division prepares a draft budget. The Board of Agriculture
and Conservation is required to review only the ARLF portion, though they
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know that — | mean, they’re told, you know, here’s what we’re trying to do as a
whole, but here’s your budget. Before it goes to DNR, the Board of Ag is
supposed to review it and make their comments. Yes, we think it's great; no, we
don’t; here’s a suggestion like please stop taking general fund money out of
there.

| believe last year the Board of Ag did a resolution that said please — we’re
dying. Please, you cannot keep taking this general fund money. Now, once it
leaves there, | could not speak for the department or the governor’s office or the
legislature.

Rex Shattuck: Yeah. Well, there’s probably oppo
subcommittees to address that concern. | don’t know 4
worth pointing out to — well, you guys can’'t do it wi
got a note.

Ernie Hall: One more quick thing. You
interest on this money until you make the |

Candy Easley: Correct, correct.

Ernie Hall: Who gets the interest”

Candy Easley: The state does.

Ernie Hall: The state general fund.

Candy Easley: It's in our ine.....

Ernie Hall: Except you do

Candy Easley: ..... that this
We do not. So we're really better on ut. And there’s been
two ways - these boards — I've served ) e hey - by the way, the

in the budget
future years it's
ing past DNR so |

bothered b i pan purposes essentially. All of them
1 again, they make the loan decisions

: y, it can’t really be a revolving loan fund if we're
only getti

C nt of money we lend out because then you’re not
getting any for the expenses to set up the loans, to service the
loans.

Candy Eas eah, in round numbers, you know, right now.....

back through the general fund that ARLF did not get turned back in because
it's a revolving fund?
Candy Easley: Help. No, no. The money the ARLF makes goes back in

Mac Carter: Yes. But not the interest.

Candy Easley: No. The interest on the loans. No, no. We loan it out and
for five percent. That money comes into the ARLF.

Mac Carter: Okay, well, | was confused.
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Candy Easley: We sell property that we have foreclosed on. That money
goes into the ARLF. So what we're earning and selling goes back in. It's just |
can’'t pedal fast enough to keep up with what's being drawn out. Round
numbers, ARLF makes around 600 grand a year in interest revenue. And |
already mentioned we’re pretty much done selling anything, which is not really
what we're meant to do. But — and our costs are sort of — our costs are
$300,000.00. Now if none of these other things were drawing on us, we could
revolve, but we wouldn’'t have much.

Paul Huppert: You know, in all fairness though in
other monies went out of there besides write-offs. | mea

e past there was

other than the write-offs.
Candy Easley: Yeah, we're easy picki

everything. And I almo i (Y other than agriculture
write-offs or even opg ivisi g, | firmly believe that the
division’s budget of the general fund.

David Wig eyeball on it, it looks like
$20,000,000.00 that
another eighis@kSo0.....

: at is about right.
ible) went to the other three major items.

state fa r it's the Grange or Farmer’s Union or the State
Farm Bure have been very supportive of the ARLF in passing
ake all the political contacts that they can make to
om ARLF expenditures, but to re-fund it. And | think
onfirm — I’'m not sure which organization; you're in so
did a resolution to just do that; to return exactly what they

not only stop tf
Rob might be ablée
many. At one poi
took out. Yeah?

Unidentified Speaker: The Farm Bureau?

Candy Easley: Yeah, | don’'t know — what - I think at that time it was
10,000,000. They said, hey, put back the 10 you took. So no one in our
industry agrees that this should be happening and have tried to get it re-
funded, to get it stopped and get it re-funded. But it's — | believe a critical factor
in what you're meeting for to know that if the fund isn’'t here, whatever
solutions you suggest, there’s not going to be anyone to finance it. So that’s the
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critical factor.

Paul Huppert: I'll tell you, | was probably one of the early users of the
revolving loan fund. I'm not any longer, but years ago and up to not too long
ago, if the competition for money in the State of Alaska, if it was agriculture, a
banker wouldn’t talk to you. | mean, they didn’t care how good you thought it
was or anything else. They just didn't want to get — in fact, they used to have a
regulation, | know by some of the lenders in the Matanuska Valley. And | can
remember one of the local banks saying they never loan money on the other
side of the Seward Meridian. And so if you were over there farming, you didn’t
get money except the revolving loan fund. And it’'s been agriculture has
been today has been due to the fund being able to fu Indiscernible).

Candy Easley: Okay, any questions? Any m tions on where

(indiscernible). What | did was had Bonnie, sh iful visuals for
me, take the portfolio — the ARLF only portf of the end of
September. And | went through the resu i S, And | -

in order to be consistent, | used the sa
did break out potatoes. They pu and grain. And because
of the issue that you're meeting ab livestock, but they

is this is only the ARLF loan portfolic
doesn’t include producers that don't

federal or it certainly
ere are some. So - but

bt. There's ARLF, there’s FSA. ARRC had one small
not true; they one — two borrowers but they're
115,000. Bu ry and show you - and by the way Chad is here and |
think earlier he\mentiofted approximately 2,000,000. But | used 1,000,000
because | didn’t K . 1 took it from what | knew last year less what they wrote
down. But | still think it's — you know, for your purposes the debt of — dairy
debt in the state is 2,000,000 to 3,000,000 I guess. So that's a big
consideration considering what you're talking about.

Now there are eight grade A milk producers in the state. Two of them,
Craig Trytten and his son — Digger has his own grade A, correct? So two of
them, they're separate permits, but they’re operating together. But it's a true
statement to say there are eight grade A milk producers in the state. Our
understanding is one at Point MacKenzie, at least, unless it's changed in the
last week, intends to stop production by January. But that particular party has
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no debt. But it would affect Mat Maid’s — the percentage of local milk coming
into Mat Maid so it's relevant.

| think that it is important to point out — and then - I've watched this for
almost 20 years and I've seen it go up and down. I've been out to Point
MacKenzie when it was completely a ghost town and other times when it was
school buses going out there. So I've seen the up and down. But | think it's
important because of what I've seen you discussing trying to figure out what's
the problem, what is the crux of the problem. | don’t think there’s an easy
answer, but | think there’s a couple of things that are impgortant to point out.

Based on my experience, debt is not the sole prob “ANd | say that
based on a couple of things. We have a dairy producegg&iis it 1990 we decided,
that charge off?

Unidentified Speaker: '92.

Candy Easley: '92. No names. In 1992,

know, we — I've been there and sometim n 1992
on this dairy producer, we charged off $1,00 ris still
producing but struggling. So if we charged off bucks back in '92 and
they still can’t make it, is the ans j f another $1,000,000.007?
| don’t think so. So it's not just dairy ée i —that the heavy debt
is not what solely causing failures.

Another example is some of th ssed on their farms to

Joesn’t borrow money. Does a
is family. The other one, long, long
out of business. ane clear, but because of poor dairy
and financial manageme g arge off after charge off after charge
off until thegeawas j e equity really, kept borrowing on

discéssie hat debt load, you know, how much money
would make it work. Well, it's not all about how much
and how 5 to be gone to make it work. And | just think it’s very,
very importa i at out.

) pfng and I'll - Dr. Gottfried (ph), | thought did a fantastic
job on his report. ame and spoke to the Board of Ag and he was pretty
candid. And one of'the things and | thought was so true, he pointed out one of
my examples that said, | don’t know, this guy just does a great job. But he says
there - you could take some farm managers and put them anywhere, whether
it's Wisconsin, Florida or Alaska and they make it work. And | believe that's
true in lots of forms of businesses. Looking for efficiencies, using their money
properly and | mean, it's just — it's running a business. It's running a business.

| have the two — well and here’s another good example. There’s two grade
A dairies operating in the north. And of course, Mr. Lintelman’s dairies and
operates the processing plant up there. The other gentleman that operates up
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there — and | think people — he’s been there so long, people have forgotten.
ARLF owns that farm. ARLF owns that dairy farm. We took it back many, many
years ago and he was a hand that worked there and we could not give this farm
away. This was many years ago. And because we were really trying to promote
dairy, he said I'll give it a shot, but | don’t have any money. And we said use it.
Here’s the cows, here’s the equipment and here’s the farm. Go milk, go do your
thing. And what we did is took a paper back on the equipment, and the cows,
which he now owns free and clear. And this guy is like clockwork. His
production doesn’t vary hardly at all. He’ll go from 58 cows,maybe to 62. He's
so efficient, he’s so consistent. He has an option to buy m, by the way.
But there’'s an example of someone that started tit with nothing. We
essentially said we’ll give you the paper and see if y, o it and by golly,
he’s done it and he doesn’t owe us any money. So end, because of
our problems, | guess discuss a lot about the f, . ink it's very
important that you know that there are suc . Mr. Li s farm at one

ARLF, so there are some successes. | h
Rex Shattuck: You were —you said t it i matter of"debt load
only.
Candy Easley: Uh-huh (affi

cies with the end

our managing the risk
ere we have to address

‘ ‘ 3 cases we've just given
things and they’ve just pointed out. And in other cases,
osgive a loan to a person and

doesn’t seem to be just that. But th
result. As you just pomted out, whe
and who we decide to g

the paper for the equip — that was 20 years ago,
to say a name. The farm we own up north.

: With the lease?

: ink it's been nearly 20 years.

Unldentlfl peaker: It's been almost 20 years.

Candy Easlgy: Yeah. So that was a time when we were taking back
farms left and right. We had four or five pages of inventory. And the director in
the administration at that time was very, very much on the agenda that we
have to do whatever possible to get this dairy up on its feet. If we take it back,
we're not slaughtering cows. We've somehow - so 20 years ago that was the
agenda.

Rex Shattuck: Well, | asked that question because it seems an awful lot
of