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State of Wisconsin
Jim Dovle, Goveraor

o

Department of Agriculture, Trade and Consumer Protection
Rod Nilsestuen, Secretary

Fsbruar.j,filg, 2005 o

TO: Board of Agicultuze,Tf? aﬁd Coﬁsum Protection

FROM: Rodney J. Nﬂsestueng’s/ecr’g;a{z /
.- Janet Jenkins, Administrator, \J ST
. Trade and Consumer Protection Division

SUBJECT: Ag'ricﬁllf.z:i.ré.]. Pr(;él.ucé.f-_-.s.ecﬁritj :
TO BE PRESEN]?_E_I)_ BY:. J_ane_t} enkins ;_and_Jf:mmy_ Mc?hgrson

REQUESTEI) ACTIUNAtthaFebmary 22, 2005 'Eéérd rheeting,-;th_f';-depam_z_wnt.wﬂl report
on issues related to Wisco'nsini’_s.Agﬂcn_Imrai Producer Security Program. The department will

ask the Board to do the following: = .. o

* Authorize the department to seck legislation to remedy current security shortfalls and make
“housekeeping” changes (preliminary draft legislation attached). IR

» Approve a rulemaking “scope statement” (copy attached).  Among other things, the proposed
rule will modify current contractor disclosures to producers. In some cases, current
disclosures overstate the extent of security coverage for producers. . :

SUMMARY:

- Background

The Department of Agriculture, Trade and Consumer Protection (“DATCP”) currently
administers an agricultural producer security program under ch. 126, Stats. The program is-
designed to protect agricultural producers from catastrophic financial defaults by grain dealers,
grain warehouse keepers, milk contractors and vegetable contractors (collectively referred to as
“contractors”) who procure agricultural commodities from producers. See attached Issue Paper.

The Agricultural Producer Security Fund

Under current law, contractors must be licensed-by DATCP. Most contractors must contribute to
an agricultural producer security fund (the “fund”). Fund assessments are based on coniractor
size, financial condition and risk practices. Ifa contributing contractor defaults, DATCP will
pay producers out of the fund. The total payment may not exceed 60% of the fund balance at the
time of default (the current fund halance is approximately $5.5 million).

Agriculture generates $51.5 billion for Wisconsin
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The current fund capacity is adequate to cover most, but not all, potential defaults by
contributing contractors. Non-contributing contractors (who do not-qualify for-fund -
participation) must file security to cover the full amount of their “estimated default exposure.”

Problem

Current law directs DATCP to pur&.h'a's'e “contingent financial ‘backing” that-can supplement the
find (up to a total combined payment of $20 million) whenever a large contributing contractor
defanlt exceeds fund capacity. However, DATCP has not been able to purchase any “contingent

s

financial backing” (there are no willing providers at this time): =+
Some large coniributing contractors maintain security (originally filed under prior law) fo cover
the amount by which their “estimated default exposure” exceeds fund capacity. Some other
contributing contractors maintair ‘security (filed under current law) fo'cover the amount by which
their “estimated default exposure” exceeds $20 miltion. ‘But several contributing contractors still
have unsecured “default exposure” well in excess of fund capacity. DATCP has no authority; S
under current law, to demand individual security to cover this exposure.

I’mposéd Legislation

DATCP proposes legislation to-address this problem (see preliminary draft legislation attached).
DATCP developed this legislation in consultation with the Agricultural Producer Security - '
Council, a statutory advisory council that includes representatives of dairy, grain and vegetable -

‘producers and contractors.

Under the proposed legislation, a contributing contractor who fails to meet certain financial
standards must file security to cover the amount, if any; by which the contractor’s “estimated
default exposure” exceeds the capacity of the fund (plus “contingent financial backing” if any).
Contractors who file security will pay reduced annual assessments 10 the find.. The aniount of* -
the assessment reduction is proportional to'the share of “estimated default exposure” covered by © +
the security. .- B Gl e : I TRRTHE S U TP SR

The proposed legislation also deés. the following: E

o Changes the method used to calculate a milk contractor’s “estimated.default exposure.”
Under current law, a milk contractor’s “estimated default exposure” equals 75% of the
contractor’s largest producer payroll obligation at any time during the contractor’s last fiscal
year. Under this bill, a milk contractor’s “‘estimated default exposure”equals 75% of the
contractor’s largest producer payroll obligation-during the previous 12 months: This will
more fairly reflect changes caused by market price fiuctuations (reducing the amount of time
that a significant price spike effects security amounts). - AR o

« Modifies the current definition of “grain dealer,” to facilitate voluntary licensing by persons
who may or may not decide to purchase grain from producers.



» Disqualifies producerclaims for grain payments that first become dueunder a “deferfe_d e
payment contract” more than one year after the grain is.delivered. The bill prohibits DATCP
from paying these clazrns from the ﬁmd butit does nothimita prociucer 8 pmvate contract
remeches e : : : o

o Allows DATCP to share contractor financial data with a surety company that may provide
“contingent financial backing™ for the fund. DATCP must notify a contractor before
releasing the contractor’s financial information to a surety company for this purpose. The
surety company must agree to keep the information confidential, and destroy it by a specified
date.

e Extends the current endmg date for phase~1n of new reqmrements reia’ted to producer agents,
.mcludmg requirements related to financial statements, security filings, fund assessments and
defanlt coverage. The bill extends the phase-in ending date for one year, from April 30, 2007
to April 30, 2008.

e Makes “housekeeping” changes and corrections to current law.
Proposed Rule

DATCP also proposes to modify current rules related to the producer security program. If -
DATCP’s proposed legislation is enacted, DATCP will nged to adopt implementing rules. Even
if no legislation is enacted, DATCP must modify current rules related to contractor disclosures to
producers. Because of current security shortfalls, current disclosures overstate the extent of
security coverage for some producers.

DATCP requests Board approval of the attached rulemaking “scope statement.” Under s.
227.135, Stats., DATCP may not begin drafting a proposed rule (including a proposal to amend
or repeal an existing rule) until the Board approves a “scope statement” for that rule. A “scope
statement” spells out the general purpose and scope of the proposed rule.

DATCP must publish a draft “scope statement” in the Wisconsin Administrative Register, and
file a copy with the Department of Administration (DOA), at least 10 days before the Board
approves the “scope statement.” DATCP filed this “scope statement” with the Revisor of
Statutes for publication in the January 30, 2005 issue of the Wisconsin Administrative Register.
DATCP also filed a copy with DOA.

At the February 22, 2005 meeting, the Board may take action to approve or disapprove the
attached “scope statement.” If the Board takes no action on the “scope statement” within 30
days after DATCP presents it to the Board on February 22, the Board is deemed to have
approved the “scope statement.” Although DATCP may hold preliminary meetings with
advisory councils and others, DATCP may not make any rulemaking commitments or begin
drafting specific rule provisions until the Board approves the “scope statement.”



Approval of a “scope statement™ s just the first, preliminary step in a lengthy rulemaking
process. The Board will-have at least 2 further opportunities to review the proposed nile. The
Board must approve a-hearing draft rule before DATCP may hold public hearings ofi the rule

proposal. The Board must also approve the final draft rule before DATCP may adopt the rule.
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Preliminary Draft
f_ebmary 8, 2005

Draft Leglslaﬁon Pr'oposef} by the Department of
Agrlculture, Trade and Consumer Pmﬁectmn

An Actto repeal 126, 16(1}(0)2 c. and (3)(13}3 126, .;1(1>(b)? c.and (3)(13)3

126.47(1)}b)2.c. and (3)(b)3 and 126 61(1)(bm)2 c. and (3)(b}3 to amend

126. 10(9)(mm) 126. 36(1)(c)2 {mtro }a and b, and (3)(b)(mtr0 )1 and 2., 126. ?8(1)(’0) |

. and (3)(3.) 126 31(1)(b}2 (mtro) a: andb and (B}Cb)(zntro) 1 and2 126 46(5)(3)1 to v

3 126 45(3), 126 47(1)(13)1 Z(mtro) 2a and’?b (3)(3)1 and;a and (3)(b)(mtro) 1.7 '-
2nd 2., 126. 61(1)(bm)2 (mtro ), (#) and (b), and (3)(B)(intro.), 1. and 2., and -
126.71(1)(e); to repeal and recreate 126.13(1)(b); 126.44(1)(b) and (c) and (5)(a),
126.47(3)(2)2., and 126.58(1)(b) and (3)(a); and fo create126.13(1)(bm), 126.19(6),

126. 44(1)(bm), 126 38(1)(33111) 126 7{)(4)(f) and 126 84(3) of the siatutes relatmv to

_agncuiturai prcduce;' secunty

Analvsis
The Department of Agnculture Trade and Censumax Protection (“DATCP”) currently
administers an agricultural producer security program under ch. 126, Stats. The program
is designed to protect agricultural producers from catastrophic financial defaults by grain’

dealers, grain warehouse keepers, milk contractors and vegetable contractors (collectively
referred to as “contractors”) who procure agricultural commeodities from producers.

Background: -
The Agrlculmral Producer Securxty Fund

Under current law, contractors must be licensed by DATCP Most contractors must
contribute to an agricultural producer security fund (“the fund”). Ifone of these
contributing contractors defaults, DATCP will pay producers out of the fund. The fotal
payment may not exceed 60% of the fund balance at the time of default (the current
balance is approximately $5.5 million). :



The current fund capacity is adeguate to cover most, but not all, potential defaults by
contributing contractors. Non-contributing contractors {(who do not qualify for fund
part1c1pat10n) must file security to cover the full amount of their “estimated default
exposure.”

Current law directs DATCP to‘purchase “contingent financial backing” that can
supplement the fund (up to a total combined payment of $20 million) whenever there is a
large contributing contractor default that exceeds fund capacity. However, DATCP has
not been able to purchase any contmgem ﬁnancxaE backmg (there are no willing
providers at this time). . : . SRR :

Some contributing contractors maintain security {originally filed under prior law) to
cover the amount by which their “estimated default exposure” exceeds fund capacity.
Some other ccanmbutmg contractors maintain security. (ﬁlﬁd under current law) to cover :

* the amount by which their “estimated default exposure” exceeds $20 mﬂhon But several
contnbutmg contractors.still have unsecured “default cxposurﬁ  well'in excess of fund -
capacity. DATCP has no authomty, under current law to demand mdlwdual secunty to
cover this exposure. N = ;

. Bill Provisions -
Contributing Contractors; Security. .

Under this bill, a contributing contractor who fails to meet certain finandial standards

- must file security with DATCE if the contractor’s “estimated default exposure” exceeds

60% of the fund baiance plus the- a;mount ‘of “con‘{mfrent ﬁnanmal backmg” af any) held -

by DATCP. The security must cover the full amount by which the contractor’s _
“estimated default exposure” exceeds the sum of the “contingent financial backing” plus

60% of the fund balance.

This security filing requirement will affect a small number of contributing contractors, all «
of whom are very large contractors. . Contributing contractors who must file security
under this bill will pay lower annual assessments to the fund.- The amount of the -
assessment reduction is proportional to the share of the contractor’s “estimated default
exposure” that is covered by the filed security. e

Milk Contractor “Estimated Default Exposure”. -

Milk contractor security filing requirements and amounts are based, in part, on-the
contractor’s “estimated default exposure.” Under current law, “estimated default
exposure” means 75% of the largest amount of unpaid milk payroll obligations that the

contractor had at any time durmg; the contractor’s last complewd fiscal year

This bill redefines a milk contractor’s ° estlmated default exposure™ to mean 73% of the
largest amount of unpaid milk payroll obligations that the contractor had at any time



during the previous 12 months: This change will keep security filings more closely in-

tune with-milk-payroll bligations (which are affected by periodic- market price
fluctuations). - This change affects:contributing and non-contributing milk contractors .- -
who are required to file security with DATCP.

Grain Dealéf Definition

This bill makes atechnical-amendment to‘the definition.of “grain.dealer.”” Under current
law, “grain dealer” means:aperson who procurss grain from producers in‘this state. This
bill expands the definition to include a person who voluntarily obtains a grain dealer
license, whether or not:the person actually procures grain from producers.  Thig will
famhtafe voiuntary hcensmg of persons who ma:y deczde ata latcL daﬁe Wh@%:her to
procure grain dunng the hcense year RER SRR -

Fmanciai Staiemenis x

Under current iaw mast contractors aust ﬁle armua} ﬁnancml staiements W1th DATCP _
Contractors who' procure reiaﬁveiy ‘small amounts of grain, milk or vevetables (or storg. ™
relatively small amounts. of grain) are exempt from this reqmrement Thelaw currently ©
specifies exemption amounts.. This bill revises and slightly increases the exemption

amounts so -that some contractors will mo longer haveto file ﬁnanc;al statements "wzth

Under current law, financial statements filed by contractors who handle large _amounis of
grain, milk or vegetables must be.audited financial statements. The law currently:
specifies size thresholds at which this reqmrement apphes ‘This bill modifies and. shahtly
'_:_.-'3mcreases the current size thresholds, so that some contractors ﬁlmg ﬁnancxal statements
‘will'nio longer be required to file audited financial statements.” : .

Correct Drafting Errors -

At 3. places n cunent c:h 126 Stats, the statw:e mcorrectly uses the term™ currem ratio”
instead of the mtendc{i term “de:bt to eqmty ratlo This bill corrects those errors.

Deferred Payment Contracts Defauit Ciazms

This bill prohibits DATCP from paying default claims related to grain payments that first
became due, under a deferred payment contract, more than 365 days-afier the grain was
delivered. This bﬁl does not hmzt the: pzodmcer S pnvate centraci remcdies

Release of Canﬁdennal Recerds

Under current law, DATCP must maintain the confidentiality of contractor financial
records filed with DATCP (there are very limited exceptions). This bill authorizes
DATCP to release contractor financial records to a surety company or other prospective
provider of “contingent financial backing” for the fund. The surety company miust agree
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to keep the records confidential, and destroy them by a specified date. Before DATCP
releases a contractor’s financial information to a surety company; DATCP must notify
the contractor and provide a copy of the surety company’s confidentiality agreement.

Extended Phase-In of Milk “Producer Agent” Requirements
“Producer agents” market commodities for producers, and collect payment on behalf of
producers, without ever taking title to the commodities. Producer agents are currentiy

more common in-the dairy mdus‘rry than in the gram or Vegetable mdustnes

The current producar secumy an like prior laws ailows pmducer agents to-file defaunlt

claims on behalf of producers. The current law, unlike prior laws, also regulates producer

agents like contractors. The law requires producer agents, like other contractors, to
comply with hcensmg, financial statement, fund assessment and security ﬁhnv
requu‘ements - SEE

For milk pmducer agents, the current law implements some of these new requirements in

phases.. Until April 30, 2007, ‘milk producer agents are subject to less stringent stanéards =

(related to financial statements, fund assessments and security filing) than other
contractors. - During this phase-in period, milk producers who ship milk to producer

agents also enjoy less-defanlt protection. This bill extends the current phase-in period for

one year, to April 30, 2008.

The people of the smte of Wzsconsm, represented in senate and assemb!y, do enact as
follows T L : . e

SEC’I‘ION 1 126 10(9)(mtr0 ) of Ehf: statutes 18 amended to read

126.10(9)(intro.) “Grain dealer” means a person who buys producer grain er

whe, markets producer grain as a producer agent, or voluntarily obtains a Hcense under s.
126.11. “Gra.iﬁ. éééie.z;?d.o.e.s.:nc;f include any .of t.hé. foliowing: |
SECTION 2. 126.13(1)(b) of the statutes is repééfeé énd re#reéted to ;ré.ad:
126.13(1)(b) Exceptas prowded in par. (bm) a grain dealer licensed under s.
126.11 shall file an annual fmancza} statement wzth the department durmg each license
vear if any of the following apply: . R
i. The gré:in dealér’s most recent license application reports producer grain

payments of more tﬁan $750,000 under s. 126.11{9)(a), and the grain dealer isnot a
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11

12

13

15

16

17

18

19

20

21

22

contributing grain dealer who proéures producer grain in this state solely asa producer
agent.

2..-Each of the grain dealer’s:2 most recent-license applications reports producer
grain payments.of more than $500,000 under s. 126.11(9)(z), and the grain dealer is not a
contributing grain dealer who procures producer grain-in this-state-solely as a-producer
agent.

3. The grain -dealer’s most recent license application reports deferred payment

_ obhgahons uncier 5. 126 11(9)(0)

SECT]O}\ 3 126 13(1)(bm) of the statu’tes 18 éreated to read

126.13(1)(bm) This subsectmn? does not app}y to a-}Conts‘ibutin'g greﬁn’ dealer who
procures grain in this state solely as a producer agent,

SECTION 4. 126.16(1)(c)2.(intro.), a. and b. of the statutes aré- amended to read:

126:16(1)(c)2. A grain dealer shall file secuﬂty with the department and -

3ma1ntam that secunty untﬂ the depm‘tment releases 1t under sub (Sj(bm) 1f the gram

dealer files an annual financial statement under 5. 126.13(1) that shows negative equity, a
current ra‘ao of iess than 1. 75 to I 0 or.a debt to eqwty ratio of more than 4.0 t0'1.0 and

the gram deaier s estunated defauit exposure 1S grfzater than the sum of’ the foliowmg

amount of contingent financial backing held by the department under s. 126.06.

- SECTIONS. 126.16(1)(c)2.c. of the statutes is repealed.



1 SECTION:6. 22_6.16(3){13’)@111;;0._),---1 and 2. of the -;staiﬂtes_'_zare -ain_andsd to read:
2 126,16(3)(13) A gramn dealér wh'o is oﬁ]y.requifed to file ér. maiﬂtﬁém security
3 under sub.-{1 )(c} sha§1 at all tlmes mamtam secunty equal to the gram dea}er s estimated

4 default-exposure; as:.definedin s,ub (I)(c)l less: tha sam of thf: foilawmg ameant

5
6
7
.8 | .amaunt of _connﬁ ent: financzai_ backmv_held b_' ._the de : _ar%ment under 8. .126 06 _
'_ 9 o SEC’I‘ION 7 1’?6 16(3)(b)3 ofthe statates is Iepealed :
10. SECTION 8 1’76 19(6} of the statutes is created to raad
11 126.19(6) CLAIMS DISALLOWED. The dapaﬂment may not alfow aclaim under's, -

12 126.70 for any grain payment that first became due under a deferred payment contract

13 more than 365 days from the date of gram dehvsry This subsesﬁon does not apply'to a

15 subsecﬁon] :
16 _ SECTiON 9 126 28(1)(b) of the statuies is amended to: ;ead

17 126 28(1){13) A gram warehouse keeper hcensed under 5. 126 126(1) Shall ﬁﬁie an* i

18 annual financial statement with the department dtmng each ilcense year if in the

19 preceding license vear the grain warehouse keeper-eperates.operated grain ‘warehouses

20 with a combined capacity of more than 366000 450,000 bushels.orif, in each of the 2

21 nreceding license vears, the warehouse keeper operated grain warehouses witha -

22 combined capacity of more than 300.000 bushels. The grain warehouse keeper shall file

23 the annual financial statement by the 13th day of the 4th month following the close of the

- 14 i "3Ideferred payment contract fozmed pnor te [rewsar mserrs effectzve date 0f thzs S
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grain war_ehqﬁs;a keeper’s -ﬁscél_.;y.e:a%,-excepf.:.'thét_ihe department may extend the annual
filing deadline for up to 30 days if the grain Wérehpﬁse:keeper, or _ihé.;'aééoﬁntani .
reviewing or auditing _:t-he_':'ﬁnan%:i:al .-stafemeﬁt; Ezﬁles--a#?ritten exteﬁs:iﬁn-raquest at least 10 -
days b@fD{ﬁ’;ft_h@ filing deadline.-

SECTION '1 0. 126.28(3)(a) of the statutes is amended to read:

126.28(3)(=) Agram _warahguse--_kéé?ér ﬁling an annual financial statement under |

sub. (1) or (2) shall file an audited ﬂnancxai statement 1f in the precedmg hcense year the
warehouse kee:per epera%es ogerated gram warehouscs Wﬁh a combmad capacﬂ:y of more

t‘han 59@@9@-1 ,OO0,00@ bushels or, m each of the 2 nreocdmz hcense vears the

warehouse keenez operated orain warehouses wath 3 combmed capacﬁ:v of more: than

750,000 bushels.
SecTion11. 126.31(1)(b)2.(intro.), a. and b:. of the sta%:ute_s:are amended to read:

126.31(1)(b)2.. A grain warehouse keeper-shall file security with the department,

and mam‘cam mat secunty untﬂ the dcpartment reieases lt under sub (8)(am) 1f the gram’:?_"_': -_: :: : _

warehouse keeper files an ammal ﬁnanma} statement under s: 126: 28{1) that shows
negaﬁve eqmty, a current ratao of Jess than 1.25 10 1. 0 or: a debt to eqmty raﬁe of more

than 40to 1. 0 anci the gram warehouse keeper s esnmated default exposwe 18 greater

than the sum of the following am@am

of contingent financial backine held bv the department under s. 126.06.

SECTION 12. 126.31(1)(b)2.c. of the statutes is repealed.
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11

12

13

14

15

16

17

18

19

20

21

23

SECTION 13.. 1263 1(3)(b)(intro.), 1. and 2. of the statutes are amended 1o read:

126.31(3)(b) A grain warehouse keeper who is only required to file or maintain -
security under sub. (1)(b) shall at all times maintain security equal to the ‘grain warehouse ©
keeper’s estimated default exposure, as defined in sub. (1)(b)1.,1ess the sum of the

following armeunt:

amount of cont_'i_ngent' financial backing held by the department under 5.126.06.

SECTION 14. 126:31(3)(b)3. of the statutes is repealed.
SECTION 15, 126.44(1)(b) of the statutes is repealed and recreated to read:
126.44(1Xb) Except as provided inpar. (c) or {d), a milk contractor licensed

under s. 126.41(1) shall file an annual financial statement with the department during

3 ea;hﬁ.iiéénjsﬁ year if any of the following apply: .~

1. The milk contractor is nota contributing milk contractor.

2.~The milk contractor’s most recent license application reported more than $2.5 -
million in-annual milk payroll obligations under 5. 126.41(6)(2).

3. Each of the milk contractor’s 2 most recent license applications reported more
than $1.5 million in annualmilk payroll obligations under s. 126.41(6)(a).

SECTION 16. 126.44(1)bm) of the statutes is created to read:

126.44(1)(131‘11) A milk contractor who is required to file an annual financial
statement under par. (b) shall file that annual financial statement by the 15" day of the 4"

month following the close of the milk contractor’s fiscal year. The department may



1 extend _1_.{1_1@ _ﬁii_ng _d-eac‘_ﬂinc_,fp;f up_._to_ BQ_--days. 1f the milk contractor, orthe accountant
2 prepéﬁng-:ihézﬁn:.anc_ial stafement, files a written extension request at least-10 days before .
3 | the .ﬁlin.g dgadiine.
4 SECTION17 -1-2_6;;44(-1 )(c} of Iﬁe statutes:is repealed and r_@créai:ed--te.réad:
5 _ 126:,_4_4(1 }(c_)_; Paragraph (b) does not apply to:a contributing milk-contractor who'
6  procures pfbducer milk in this state séiél& és épmdu{:’er agent.
7 SEC?;ON 18 126 44(5)(&1) ofthe statut&s 18 repealed and recreated ‘to read:

.8 . 1’?6 44(5)(&) A mﬁk contractar ﬁimg an annuai ﬁnancxai statﬁment under sub (1).

9 _' or (2) shall ﬁle an andﬁed ﬁnanmal statement 1f any of the foilowmg apply

0. L The mﬂk cen’tractor s mosi recent annuai license apphcatmn reperted mofe

11 than 39 million in annual milk payroll obligations under s. 126.41(6)(a). =

12 2. Each of ;:h_:;::_milk_.cont%zic__t_or.’s 2-most recent-license applications reported-more
13 than $6 million in annual milk payroll obligations under s. 126.41-(6)(a).

140 -f | SECTIGN 19 126 45(3) of the sta’i:uies is. amended to read

15 ' 126 45(3} DISQUALZFEED CONTRACTORS. (a) A mﬂk contractor who is requn'ed to

‘16 file secun{y under S. 126 47{1)(3) 1s cilsquahﬁed from the fund- untﬂ the department

17 releases that securlty under s. }26 47(7)(&) Thzs paragraph does not apply, chmng the:
18 period beg_mnmg on May-.l-,-QOOQ,.:and endmg on Apn_l::ﬁ(),%@@-’;l 2008, to a :qua}iﬁed

19 producer agent who files security under s.126.47(3)(a)3.

20 SECTION 20. 126.46(5)(a)1. to 3. of the statutes are amended to read: .
21 126.46(5)(a)1. Forthe milk contractor’s 3rd consecutive full license yearas a

22 contributing milk contractor, the milk contractor’s eusrent-ratio debt to equitv.ratio

23 assessment factor 1s 0.001.
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2. For the milk contractor’s 4th consecutive full license year as a contributing

milk contractor, the milk contractor’s eurrentatio debt to equity ratio assessment factor

1s 0.0005.
3. For the milk contractor’s 5th or highér consecutive full license year.as a

contributing milk contractor, the milk contractor’s eurrent-#atie debt {0 equity ratio

assessment factor is zero.
SECTION 21, 126:47(1)(b)lof the statutes is amended to read:

126 47(1)(13)1 n thls paraﬂraph, “estzmated defauit exposu:re means '?S % of the

e iargest arnount of un%:}aud mﬁk paymli 7

obligations th'at'ihe milk contractor hadat --'aﬁv time durine the previous 12 months.

SECTION22. 126.47(1)(b)2.(intro.), a: and b. of the statutes are amended to read:
126.47(1)(b)2. A milk contractor shall file security with the department; and -

maintain that security until the department releases it undet sub: (7)(am), if the milk’

contractor files an annual financial statement under 5. 126.44(1) that shows negative -

equity,a current ratio of less'than 1.25 to 1.0, or a debt to equity ratio of more than 2.0 to

1.0 and the milk:contractor’s estimated default exposure is greater than the sum of the

follb*:wing am&ﬁﬁ% :

) Sixtypercent of

The amount of

contineent financial backine held by the department unders. 126.06.

SECTION 23:.:126.47(1)(b)2.c. of the statutes is repealed.

SECTION 24. 126.47(3){(a)1. of the statutes is amended to read:
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.prekus 12 months e

126, 47{3)(3)1 Exccpt as, pmvzded i subd Zoor 3 secunty ec}fual 1o at ieast 75%

of the ameuntlas

: 1arges’t ameaunt of un;nazd itk

pavreli obhganons ﬁhat the mllk contractar had at. EI'IV time durmcf %:he nrekus 12

SECTION 25. 126.47(3)(a)2. of the statutes is repealed a}gd._mcreafed to read:
: 12647(3)(3)2 _:E:Xcepi ‘as pﬁr{:_a?ided in sﬁbd};; 3y for-a milk -éoniraé;or- wh-o=pi*bc’ures
milk in this state solely as a qualified producer agent, security equal to at least the

followmg amounts

; Ca For the ilcense year begmmng on May 1 2{)04 45% e‘f the 1aroesi: a.mount of o

unpaad mzik paymll obhgatmns that the mﬂk comtractor had at any tlme, durmg the

previous 12 months, - - -
b. For the license year beginning onMay: 1, 2005, 60% of the largest amount of

unpaid milk payroll obligations that the milk contractor had at any time during the = -

C. For a Izcense year. begammg on.or a;ﬁ:ﬂ May 1, 2006 75% of the iargesz

~ amount of 'unpaigl__'mﬂk payroll _Gb_li_ga’fions that the .'milk-contract:c_r::had;at.any time during’

the ﬁl’@i@ﬁ%{-il ;ﬁon{h& - |
SECTiON 26. 1.26.47.(%3)63)3.. of the statutes is aﬁﬁendedz o féad-: g .,
126.47(3)Y2)3. Fora contributing milk contractor who procures milk in this state
solely as a qualified producer agent; for the period beginning on May 1, 2002 and ending
on April 30, 2607 2008, security equal to at least 7.5% of the amountlastreportod-under
5126 H{63byor{5) largest amount of unpaid milk payroli oblications that the milk -

contractor had at any time during the previous 12 months, but not more than $500,000.
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SECTION 27. 126.47(3)(b)(intro.), 1. and 2. of the statutes are’amended to read:
126.47(3)b) A milk contractor-who is only required to file-or maintain security
under sub. (1)(b) shall at all times maintain security equal to the milk contractor’s

estimated default exposure, as defined in sub. {1)}(b)1., less the sum of the following

Sixty percent of

The amotint of

contingent financial ':t..)ac.:.k:ihg held b the dey aﬁmeﬁt un‘déz_f'section-i26.06;:

SECTION.28. IQé;ﬁ?(S)(b)S: of’ :-thé 'stétutes i‘s‘-'repczﬁe.d. i

SECTION 29. 126.58(1)(b) of the statutes is repealed and recreated to read:

126.58(1)(b} Except as provided in par. (c), a vegetable contractor licensed under
s. 126.56(1) shall file an annual financial staternent with the department during each
license year if any of the foilow_ii_}gé apply:

1. The vegetable contractéi;’s most recent license application:reports'more than
$750,000 in-annual confract-obligations under s. 126.56(9)(a}:

2. Eaéh of the vegetable contractor’s 2 nﬁost recent license applications reports
more than $500,000 in annual contract obligations under s. 126.56(9)(a).

SECTION 30. 126.58(1)(bm) of'the statutes is.created to read:

126.44(1)(bm) A vegetable contractor who is required to file an annual financial
statement under par. (b) shall file that ﬁnaﬁcial-st&iement by the 15‘:'?--day of the 4™ month
following the close of the vegetable contractor’s fiscal year. The department may extend

the filing deadline for up to 30 days if the vegetable contractor, or the accountant
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preparing the financial statement, files a written extension request at least'10 days before
the filing deadline.

SECTION 31. 1-26.58(3)(&) of the statutes is repealed and recreated to read::

126.58(3)a) A vegetable contractor filing an annual financial statement under .
sub. (1) or (2) shall file.an andited financial statement if any of the following apply:

1. The vegetable contractor’s most recent license applicaiton reported more than-
56 miilion in annual contract obligations under s. 126.56(9)(a). -

2. Each of the Vegetable contractor 8 2: most recent hcense appllcatwns repcrted
more than 54 mﬂhen in annual contract obhganons under 8. 126.56(9)(a).

SECTION 32. 126.61'(1)(bm)2.(intr0.), a. and b. of the statutes are amended to
read:

126.61(1)(bm)2. Excepf_as provided in par. (¢}, a vegetable contractor:shall file

security with the department, and maintain that security until the department releases it

zmder sub (’7)(bm) 1f the vegetable contra{:tor ﬁles an annuai ﬁnanm al statement under s

126 58{1) that shews negative eqmty, a current ratio of less than 1.25t0:1.0,0ra debt to

equity ratio of more than 4.0 to 1.0 and the Vegetab]e-gonﬁactor’s- estimated default

exposure 1s greater than the sum of the _fc.lzi_é_wing amount:

of contingent financial backine held bv the department under s, 126.06.

SECTION 33. 126.61(1)}{bm)2.c. of the statutes is repealed.

SECTION 34, 126.61(3)(b), 1. and 2. of the statutes are amended to read:

13
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- 126.61(3){b)(intro.) . A vegetable contractor who is only required to file or
maintain security under sub. (1)(bm) shall at all times maintain security equal 1o the

vegetable contractor’s estimated default exposure, as defined in sub. (1)(bm)T., less the

sum of the following amount:

of contingent financial backing held by the departinent under s. 126.06. -

' .SE'CT'IION 35. 126 B1(3)(b)3. of.t.}_xe':-statu;esi is ;epéaie’d.
SECTION 36. --126.7-0(2%}&) ﬁf the statutes is 'crf:.'ated'to read;
126.70(4)(f) That the claim is disallowed under s. 126.19(6).
SECTION 37, 126.71(1)(e) of the statutes are amended to read:
126.71(1)e) For each default claim allowed under s. 126.70 against a qualified
producer ag_f_’_ni:véh:o_, 'éi’-zthfi;?'ti.z_ne of ihé'ide'fgu'ii;' Was--a‘#oﬁtﬁbuti@g contractorand
m.a.ilxitaixlllec.i .se;f:t.n—i%y ﬁnaer s.. .12”6,47{3)(2.1}3., 1f .the"defaa.ltl .o.cc-urs after April 30, 2004, and
before May 1, 2007 2008, 20% of the amount allowed. -
SECTION 38, 126.84(3) of the statutés..is créhtéd to read:
126.84(3) USE OF RECORDS TO OBTAIN CONTINGENT FINANCIAL BACKING. ()
The department may release o a prospective provider of contingent financial backing
under s. 126.06, solely for the purpose of obtaining that contingent financial backing,
information obtained under this chapter from a contributing contractor whose estimated

default exposure under s. 126.16(1)(c)1., 126.31(1)}b)1., 126.47(1)(b)1. or

14
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| 126.,6i(lz).{.bnﬁ).i.i_cxceeds an amount that is equalto 60% of the cash balance in the fund-

on_t_ﬁ_e 1_%45‘% éay_.:_q:_f the month preceding the day on which the information is released.
: ( b) T:hf_:'"}éepa;tmént may i}%)t release _infonnaijon under par. (a) to any person
unless't.}.lat'persb'ﬁ_ﬁrst does all of .th:e_.foﬂéwing in writing:
1. Ag_f_ég:_é not to release the .inform._zstion to any person other than the person’s
a;lth'orizé_d e;.'n;.al_c.;ye_eS identified under subd. 2.

2. Provides the name, address and title of each employee whe will have access to

. the'iﬁfonna:tioﬁ'

3 Agrf:es that na1ther the perscm, ner any of the person’s employees Wiﬂ release

the mformation to any unauthorized person or use the mfonnaﬁon for any unauthorized

purpose.

4. Agrees to destroy the information on or before a specified date.

5. Agrees that neither the person, nor any of the person’s employees, will keep
any of the mformatmn n any f«:)rm after the date specaﬁed In subd 4,

| .6 Agrees that the person is responsﬂ)le for any.ac%mn of its employee that

vipl_ates the_ agreement, regardless of whether the person authorized that employee action.

7.. Agrees that the c.oni'ribu_fcin.g. céntréptor .may eﬁfarce the agreement agaﬁﬁst the
person; and that enforcement may include a claim for damages caused by any breach of
the agreement.

{c) The department may not release information under par. () related to any
coniractor unless, af least 10 days prior to the release date, the department mails or

delivers to the contractor a written notice of the intended release. The notice shall

15



1 include a.copy of the document provided, under par. (b}, by the person to whom the

2 department intends to release the information.

(END)
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State of Wisconsin 7
Department of Agriculture, Trade and Consumer Protection-

' Scope of Proposed Rulemaking

The Daparime_ht of Agricﬁlfufe, Tfﬁdc én_d Confsumé:é Protection _'{ DA’I‘_CP) giﬁ'ies' notice,
pursuant to s. 227.135, Stats., that it proposes to amend administrative rules as follows:

SUBJECT: Agricultural Producer Security |
ADMINISTRATIVE CODE REFERENCE o

Chapter ATCP 99 {Gram Daaiezs and Grain Warchouss Keepars) Chapter ATCP 100
(Milk Contmctors} and Chaptﬁ*z 101 (Vegetable Comracﬁ;ors), Wls Adm Code

PRELIMINARY OBJECTIVES,

Update existing rules.io reflect cirrent conditions under the agricultural producer secunty.
program. Among other things, this rule would correct potentially m,lsieadmg disclosures.
related to the amount of security provided to certain producers.

PRELIMINARY POLICY ANALYSIS:

Wisconsin’s Agricultural Produncer Security Law (ch. 126, Wis. Stats.) heigﬁs’pr’otect
agricuitural producers against catastrophic defanlts by ; grain dealers, g:ra,m Waz'ehouse
Leppers milk contractors and vegetable contractors (collectlvely lmown as. : o

“contractors’ ) Contractors must be licensed by DATCP and most contractars must pa\r
‘assessments into Wisconsin’s producer security trust fund (“fund™). fa contnbatmg
contractor defaults in payments to producers, DATCP can draw on the fund to reimburse
producers for at Eeast part of their loss. '

The current version of the law was created 1 2002 end amended m 2003, DATCP has
adopted rules to implement the Jaw. However, subsequent experience has revealed some
problems that must be addressed. A key problem is the lack of backup security for the
fand.

The producer security law directs DATCP to obtain backup security (commercial surety
bonds or other security) to supplement the fund. The backup security was intended to
cover very large contractor defaults that might exceed the capacity of the fund. But
changes in insurance and financial markets have made it impossible to obtain the required
backup security at a price that is remotely affordable. Hence thereisno backup security
in place. Statutory changes are needed fo addr°ss this problem.



The current fund balance 1s adeguate to cover the vast ma_} cm‘iy of contractor defaults.
However, a small number of contractors are so large that their default would excesd the
capacity of the fund (often by a very large. mnmmt) Some of these contractors have filed
individual security to supplement fund coverage, Bt others have not. DATCP cannot
require contractors to file individual secunty (statatory changes would be needed). Butif
a contractor ﬁled seczmty undet prior 1aw, DATCP can qumre: the contractor to marntain
that security.” Confractors may ‘also file volumtary security. -

Under current DATCP rules, a contractor must give each producer an annual written
notice explaining the producer s security coverage. Current rules specify the exact text of
the disclosure. But in certain cases, for reasons explained above, the current disclosure
may lead producers (those who sell to certain very large contractors) to believe they have
more secmlty coverage than is acmaﬂ} a& a;labla T}m ruie wﬂ} canect thc cu:rrent E
-'ézsslosurﬂs 1o maika them Mmore accnmte e S : SR

DATCP wﬂl also 001151der the foﬂowmg Tule chanﬂss

e Changes to c}anfy which Vevetabie contract obhgaaons are, or are not; c:f)vered by the

producer secunty law.
» Minor rule changes to enhance or clarify current rules.
RELEVAN f{‘ FEDE_RAL LEGISLATIQN :

_Thcre 8 no fads:ai pro gram 1:0 secure Imli( centracmr payments 1o produc&rs I—Iowever
“there are fedaral programs relatmg to grain warehouses and Vegeta"ble comractors
Federal pro gram coverage defers frsm Wzsconsm program covprage $0 there is 11rtle 1f
any duphcatlon b

Grain Warehouses

The Umted States De:p artmcnt of Agnculture (USDA) administers 2 ‘producer security
program for federa}ly Ticensed grain warehouses. Federaliy licensed warehouses are
exempt from state grain warehouse licensing and secun‘ry requirements. State-licensed
warehouses are likewise exempt from federal ficensing and security requirements.

_ The federal program focuses on grain sfoz -age. Unlike the Wisconsin program, the
federal program provides little or no protection related to gram a’eaimg (buying grain
from producers, ‘with or without storage). However, USDA is proposing to regulate grain
dealing (“merchand151ng”) by federally licensed grain warehouse keepers. Ifthat
proposal becomes law, federally licensed warehouse keepers who engage in grain dealing
would likely b exempt from state grain dealer licensing. DATCP rules might need to
recognize that exemption, if it occurs.



3 _:POLICY ALTERN &TIVES

Vegetable 'Cantr_acto’rs '

The Perishable Agricultural Commodities Act (PACA) regulates contractors who buy
wnprocessed, fresh market vegetables from producers. The federalprogram createsa”
pnc}nty lien, for the benefit of unpazd vegetable producers, on a contractor’s vegetable
inventory, saies nroceeds and accounts e cewablﬁ; TSRy :

Wzsconsm 5.ve g&tab}e Secﬁn’fy pww:rm appst ’to pf ocessing vagetab}es S0 thsrf: 1s Dittle
overlap with PACA (which applies to fresh market vegetables).. However, this mle. may -
help clanify the relationship between the Wisconsin producer security law and PACA
ENTITIES AFFECTED-

R -Conn aatars Thls e will have little orno effect on 93% ofthe: dairy grain and o

-vafzetabic contractors 11sensed in Wisconsin’ Howev&r certam large. commctors mav'-;_: S

 needto: dISCLDSu i:c producers that their paymen’ts 1o'pro ducars are not-fully. secured -
' (Imless ‘the confractors file voluntary security): This rile. may also. e:s:empt certain
tszmsactlom fr{:»m covamge %mder ﬁm Wisconsin pmducer sacunty pm gram .

. Pmdacers ’I’.ins mle Wﬂl have httlc or no effect on most agncul‘amal pmducers
However, some producers (those who sell to certain large contractors) will receive
more accurate security disclosures from their contractor, which could affect their
decision to continue selling to that contractor. This rule may also exempt certain
transactions from coverage under the Wisconsin producer security program.

Thera are few 1f any, po%lcy altemaﬁvps ralated to comractor d1sciosares to producers.
The current disclosure of secunity coverage 1s misleading in some cases, and must be
corrected. DATCP cannot continue to require a misleading disclosure.

DATCP may or may not exempt certain transactions from coverage under the Wisconsin
producer security law, after reviewing federal coverage and consulting with affected
producers and contractors. DATCP reviews all proposed rules with the Agricultural
Producer Security Council, a statutory advisory council that includes producer and
contractor representatives.

STATUTORY ALTERNATIVES:

Rulemaking will be needed, with or without legislation. However, DATCP may also
propose legislation to address the current lack of backup secunity for the producer
security fund.. DATCP assumes that backup security will not be available in the
foreseeable future. One approach would be to require contfractors to file individual
security if (1) they fail to meet minimum financial ratios and (2) their obligationsto
producers exceed the capacity of the fund. The amount of secunty would be based on the
degree to which the contractor’s obligations exceed the capacity of the fund. DATCP



will review possible draft legislation with the Agricultural Producer Sscunty Council and
the DATCP Boani

STAFF TIME REQUIRED

DATCP estimates that it ml} use apprexmlaialy 0.8 FTE staff 1o fine}op thls rule. This
includes time required for investigation and anzalysis, rule drafting, preparing related
documents, coordinating advisory committee meetings, holding public hearings, and
comrnunicating with affected pe:sams and crroups DATCP will use existing staff to
develop this rule. : : :

DATCP BOARD AUTHORIZATION:

DATCP may not begin drafting this rule until the Board of Agriculture, Trade and
Consumer-Protection (Board) approves this scope statement, The Board may not a.ppmve

this scope staternent sooner then 10 days after this scope statement is published in the
‘Wisconsin Administrative Register. ' 1f the Board takes no action on the scope statement-
within 30 days after the scope statement is presented to the Board, the scope statement is
considered approved. Before DATCP holds public hearings on this rule, the Board must
approve the hearing draft. The Board must also approve: the final draft rale before the
department-adopts the rule. : : :

Dated this _ ; day of  of G 2005

STATE OF WISCONSIN S
. DEPARTMENT OF AGRICULTURE TRADE
NSUMER PROTECTION
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INTRODUCTION

This paper 15 divided into two sectlons The ﬁrst s a 0eneral overview of the Agricultural
Producer Security Program. The second section describes a substantial shor{commg m thta
program, —the lack of “contingent financial backing” ~ why it is a problem and’ -
recomnmendations for how to solve it.

Wisconsin’s Agricultural- Producer Security Program prowdes some assurance that producers _
who sell milk,grain and vegetables will be relmbmsed in the event of a contractor default Mos% o
grain dealers; grain warehouse keepers, milk contractors and vegetable con’fraﬁtors pay annual o
assessments into the Agricultural Producer Secunty Trust Fund. The assessment amounts are’
calculated based on the amountof grain, milk or vegetables purchased (or grain stored) and the )
contractor’s financial ratios. In the eventof'a default, the fund is available to pamally rezmbtzrse a
.pmducers The pmgram is gcvemed by Chapter 126 ef the Wzsconsm Staiutes

The ﬁmd was created as pari Qf a substannai overhaul of the program dunng 2002.. Prewously, L
contractors were required to either meet certain minirum financial ratios or mamtam security
(such as a surety bond or letter of credit) with. DATCP. The fund was not-designed to reimburse -
producers in the event ofa default bya very large contractor Rather the fund was supposedto
be backed by commercial bonds or, lmes of credit. However because of changes in the surety.-
and insurance industry (precipitated by 9/11 terrorist attacks, downturn in financial markets and a
wave of accounting scandals), the coverage originally envisioned is not available.. This means
that producers who sell to the very largest contractors are not protected to the full extent intended
under the law. DATCP staff has proposed.a “hybrid” system where these:largest contractors
(who do, not meet minimum financial standards) would be required to maifitain some mdmdual

- 'secumty In exchange they Wouid TECeive a: prepomona} reducuen in their :mnual fund
assessment. This system would' require legislative action to amend Chapter 126, Wi. Stats

Page 2 of 16



SECTIO’\T I

PRODL CER SECURITY PROGRAM OVERVIEW

The goal of the producer security.program 1810 pmv;de some assurance (but not.a. guamntee) that - -
producers will be paad for their grain, mitk and vegetabies Gram dealers, grain warehouse .
keepers, milk contractors and vegetabie contractors - coilectwely referrcd to as caniracters Hm
are required to obtain a hcense In most cases, hcensed contractors must contribute to ..
Wisconsin's Agncultural Producer Secunty Fund. In the event. of a. default by a contractor-
agamst producers ths fund 1§ avaﬂable to relmburse producers ' S

= Affecied Parﬁes
'I‘}us program pnmaniy affects conrmczors and producers ':.3._ | B L L

Producers are peopie wha pmduce gram vege‘{ables or milk. Comractozs are peo;ﬁe who elther
store grain-for producers or purchase grain, milk or vegetables ﬁom producers Most contractors _
must pay assessments 1111:0 thc producer sccunty ﬁmd There are four types of contractors '

LI Gram deaiers are persons who purchase gram from producers

LI G; ain warehouse keepers are persons who store producer owned grain in licensed
.+ warehouses. There is a parallel federal program known as the Warehouse Act

admzmste:rad by the USDA Grain warehouse keepers Who mamtam a federal hcense' B :

are not: requlred to'maintain a Wisconsin licerise.

s Milk contractors are persons who purchase milk from producers. Also, producer
agents are conmdered contractors for izcensmg PUIpOses.

s 7T oemble contractors are persons wh(} purchase vegetables from producers for use in
processing. Vegetables purchased “primarily for fresh market use” are not included

i the program.
Within the four types of contractors listed above, there are several categories.

o Comrributing contractors are contractors who contribuie to the producer security
fund. In the event a contributing contractor defaults on payment to producers, the
fund partially compensates the producers. Most contractors are contributing
contractors. Contributing contractors are one of the following:

s Required contributing contractors. Most contractors are required contributing
contractors.

Page 3 of 16



s . Voluntary contributing contractors.: Milk contractors who meet certainminimum
- financial ratios are not required to contribute to;, and participate in, the fund.
However several of these compames do pamclpate on a: voluntary bas;s

Nom:onrrzburmg CO?’IKI’::I()Z‘O?S are hcensed cantractors Who do not con‘mbuie to the
fund. - These contractors are-one @f the. feliowmc - s

» Disqualified contracrors. These contractors are prohibited from contributing to

the fund because their financial statements revealed negative owners equity at the

time the current program first went into. effect (2002) or - for:contractors who

were first licensed after 2002 —they had negative equity when they were first
licensed as.a contractor.- Dzsquahﬁed contractors must provide: individual security

-(such.as a surety bond or letter of credit) in‘lieu of contributing to the fund.
Disqualified confractors:are no longer: dlsquahﬁed once they:submit two
consecutwe ﬁnanmai statements Wlth posatwc 8qm’{y

B 'Voluntmy non»contrzbutmg cantmctors Mﬂk contractars who meet certam
“ minimum financial s‘iandards may, at their discretion, choose not to participate in
the fund.

- = Vegetable contractors who pay cash on délivery. These contractors are not="
© required to ¢ontribute to'the fund because they pay cash on delivery for all
purchases. The statute defines cash on delivery as currency, cashier’s check, wire
transfer or 51mu1taneous barter at the time of delivery.

There are several ether subcategones of contractors that must be msntloned

Exempf Grmzn Deal?rs Persons who pay cash on dehvery for ail producer gram or
persons who buy producer grain solely for their own use as feed or seed and spend
less than $400,000 per year for.-that grain are not required to be ilcensed However,
these persons may vo}untaniy appiy for a grain dea}er license. -

. Exempt warehouse keepers Persons who store Tess than 50,000 busheis of gram for
others may do so without obtammg a license. Also, warehouse keepers who have
obtained a license from the federal government under the United States Warchouse
Act are exempt from Wisconsin grain warehouse keeper licensing requirements.

o Producer agents. Producer agents are persons who market products (usually milk,
but could also be grain or vegetables) and colléct payments-on behalf of producers
without taking title to the product. The producer security law regulates milk received
from producer agents the same as milk purchased from any other preducer. In this
respect, producer agents are considered producers under the producer security law.
However, producer agents are also required to be licensed as contractors and
{generally) must contribute to the fund. In this respect producer agents are considered
contractors under the producer security law.
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... Under the previous producer security laws, producer agents were not considered
contractors and were not required to be licensed, provide financial statements or
maintain-individual security: Therefore, producer agents are currently being phased-
in to contractor requirements. Until 2007, producer agents are granted more lenient

- standards for financial statement,-assessment and individual security. (Of course; this
also means that producers who ship milk:to producer agents are currently not'as well
protected from ﬁnanmai failure by the proci‘uce}* agent.)

. Cuszom pmcessors and axempz‘ agem‘s are not considered contractors. under the law,
+Lustom processors are persons who take temporary custody of producer milk solety
to process:it mto dairy products for-the milk producer. Exemptagents are persons
~who receive milk from: ‘producers-for delivery to a custom processor and markets the
custom-processed dairy products for the producer. Custom processors and exempt
agents: are rela‘elvely smail busmesses that do not hanciie much mﬂk

The followmg iabie shows the nuznber of comractorq in each of the categenes and subcategones
listed above as.of Deoember 1, 2004. - R :

Grain .. Gram . Milk ... Vegetable
. Dealers Warehouse . Coniractors.. Contractors
. Keepers '
Contributing Contractors — Required . 786 - ' 125' o 68 a 34
Contributing Contractors - Valuntary o N/A ' N/ A o 22 N N/ A |
- (milk contractors whose financial S i SRl S
staternents excesd minimum s_{ar;éafds bt : :
have chosen to contribute.),
Subtotal — Contributing Contractors 286 125 _ a0 34
Noncontributing ~ Disqualified 0 _ 0 2 b
Noncortributing — have met fnanmal ' N/A N/A 1R . 'NjA
statements e S .
Noncontributing - vegetablé €oniTactors . N/A N/A N/A 2
who pay C.O.D
Subtotal - Nencentributing Contractors = 0 0 ' 20 : )

Total Licensed Contractors 1286 125 - : 110 34
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The Agricultural Producer Sec__i_zrity Fand:- .

“The fund” is a trust fund created under Ch. 25 of the Wisconsin Stamtes There are two main
types of revenues ihat flow 1nto. the ﬁmd assessments and license fees. - -

Assessmems are paid by contmbutmg contractors and are, mtendeci ‘:o pmvxde secuniy far
pmducers Assessments are charged annually, based on the contractors’ purchases and financial
ratios, and are collected quarterly Currently, the. baldnce 1n the fund 15 about $5.4 million.

License fee revenucs are Lzsed fo admm}ster the program Inthe case of gram dealers warehouse
keepers and vegetable contractors; license fees are collected annually. Milk contractors pay a
small annual license fee, but the majority of their fees are charged and collected on a monthly
basis. : :

“Deductlble Amﬁuxzt”

The “deduc‘able amount” 1s" the maximum amount that the departmﬁnt would pay producers out
of the fund in the event of a default. The statute defines the deductible amount as 60% of the
fund balance on the 1ast day. of the. prevmus month. Currenﬂy, the deductible amount is roughly :
§3.2 mﬂhon ' ‘ o . : _ g

Contin g_eu__t_ Financial B'ac_l_ici'ng '_

The Producer Security Fund was intended to protect producers in tandem with commercial surety
bonds or some other type of private backing. The amount of the financial backing is limited to -
$17 million or 4 smaller amount if necessary — in the department s Ju{igement - to avoid.
excessive acquxsats,on costs or repaymeﬁt liabilities. To date, the departmen‘{ has not acquired this

. contmgent ﬁnanclal backmg Sectmn H of th:is document d}scusses this taplc in detali

Lxcensmg

Contractors are requzred to obtain : an annual hcense fr()m DATCP The license renewa] dates are . .
as follows: Febmary 1 for vegetabie contractors May 1 for milk contractors and September lior ..
grain dealers and grazn warehouse keapers :

Financial Statements

Generally, contractors are required to submit annual financial statements to the depanment All
financial statements must be either audited or revzewed bya Cemﬁeé Public Accountant. Large
contractors are required to submit audired financial statements, medium sized contractors are
required to submit reviewed financial statements and small contractors are not required to submit
financial statements. Financial statements must be prepared in accordance with GAAP,
(Generally Acceptad Accoun‘ﬂng Principles). Thresholds for audited and rewewed statcmcnts
are as follows: :

»  Grain dealers who purchased more than $500 000 i in gram payments and had any

deferred payment contract obligations during the previous fiscal year must file a
financial statement. The financial statement must be audited if the contractor
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purchased more than $3 million during the previous year of more than $2'millionin =
both of the two prevmus years

. Llcensed grain Wareheuse keepers who store more ti’lan 300 O(}{) bushels of grain for -
others must file a financial statement. The statement must be audited if ?he hcensed_ o
gram Warehouse i{eeper stores more than 50(} 000 busheis for others ' h

. Mﬂk contractcrs who purchased more than SI 5 mlihon n producer milk during the
previous fiscal year must file an annual financial statement. The statement must be

oan audited ﬂnancmi statement 1f the cent;'actor purchased more than $6 mﬂhon

. Vege‘iabie contractors whose total vege’table contract ebhcfatzons was more than
$500,000 during the previous fiscal year must file a financial statement. The
statement must be an audited financial statement if the contractor had morg than $4 -
mﬂhon n contract obil gat;ons o

Assessments S

Assessments are calcu]ated i two parts (or three in the case of some grain dealﬁrs) AH
contributing contractors must pay a current ratio assessment and a debt to equity assessment.
Each of these assessments is calculated by multiplying a rate times the amount the contractor
purchases or stores. The rate is calculated based on complicated statutory formulas that take the
contractors ﬁnanmal raims mto account.

Grain dealérs who enter into defert: ed payment contracts are also reqmred to sublmt an
assessment based on the total amount of the deferred payment contracts. The produaer secunty
_ iaw reqmres that the gram dealers pass thzs assessment on to ihe producers Lo

Indmdual Securlty

Several contractors are required to maintain individual security (such as a surety bond or letter of
credit). There are several situations that could trigger security fequirements (see below). If
security is requzred the amount of security is based on the * ‘estimated default exposure”.
“Estimated default exposure” for each of the four license types is calculated as follows:

e For grain dealers, “estimated default exposure™ is 35% of the grain dealer’s dverage
monthly payment for the three months, duning the preceding year, in which the grain
dealer made the largest monthly payment for produ{;er grain p;ocured in ihls state;.
plus the grain dealer s h1ghesi total, at any time durmg the preceding year, of unpald
obli oatlons for producer grazn procured in this sta‘{e under deferred payment contracts.

» Forg arau} warehouse keepers esnma,ted default exposure 1s 20% of the curren‘{ }ocal _
market value of grain that the grain warehouse keeper holds in this state for others.

* For milk contractors, “estimated defanlt exposure” is 75% of the highest monthly
'mnoum paxd for producex mllk since the begmnmg of the previous, ﬁscai year.
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. Forvegetable coniractors estlmated defauit exposure s ’?3% of the highest’ amount e
of contract obhgatlons owed ’i{;) pméucers at.any-one tlme dumng the previous ﬁscai
year :

The I\fpes of contract(}rs who are reqmred t@ ﬁle mdmduai secunty are hsteé be}ow B
. Contxacioys who are dlsquahﬁed from pariaczpatma 1 ihe: fund because they have '

negative equity. are required 4o post individual security.. The- amount of secunty
requlred is equ:ﬂ to the amount of the contractor’s estimated default exposure.

. ;Cenmbutmg Comractors whose. esumated dsfault exposure exceeds the maximum:
_ pay-out of the fund and whose financial statements do not meet certain minimum

financial ratios, These contractors must post security. eqnai to the difference between - -

. their estimated. default exposure and the maximum fund pay-out.: “The maxmmm fund ek
- pay—out 1s a statutory maximum of defauit ciazms pmd out-of the ﬁmd and zmy e
o contmgeni financial backlng in place :for a;ny one defanlt. ‘The maxxmum pay—oa’t
amount was $18 million in license years begmmng 2003, '$19. mﬂhon in license years”
begmmng 2004 aﬂd $20 mzllmn n Iacense years begmmng in 2(}05 and bey@nd el

. Contnbutmg Contractors whose estlmated default exposure exceeds the deductlbk:
amount, and had security on file under the previous producer securzty law. Under the_
- pre-2002 producer security laws, contractors that did not méeet minimum financial =~
- ratios were required to file individual security: “This secunty was intended to be
- released'when the' contmgcnt financial backing was secured.” However because
- contingent financial backing is ot availablé; DATCP has continued to hold t‘ms
_ mdmdual seczmw Thxs topm is dlscussed in more detall m Sectlon II o

: ':Admmlstratmn R

DATCP’s Producer Security Section is housed within the Bureau of Trade Practices and the -
Division of Trade and Consumer Protection. The section is staffed by Auditors, Financial
Speczahsts and Program. Assistants. - The section‘issues licenses, collects asssssmezrts and license
fees, reviews contractors’ ﬁnanclal statements and conducts field Teviews’ and mvestl ga‘zwns to g
erisure compliance Wlth the pmducer secunty law and mles ot '

The department regularly consults wzth the Agncultural Producer Secur;‘{y Councﬂ m'the’
administration of the program. This is an industry advisory council made up of ten
representatives from agncuiturai trade orgamzataons appomted by the Secretary

The Producer Securliv Fund 1sa tmst fund admlmstsred thhm ihe State of Wlsconsm
accounting system. The Annual Fmanmal Repor‘i for the most z'ecenﬂy completed ﬁsca§ year is
attached as Appendrx A, o . : : : -

Compar:sons te Slmﬁar Federa] Prﬁgrams and l\ewhbormv State Programs

There are no federai producer securzty programs re:lated to mllk The Um‘{ed States Department :
of Agriculture (USDA) administers a producer security program for federally licensed grain
warehouses that store grain for producers. This is a voluntary program ~ grain warehouse
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keepers'may choose whether or not to‘participate in the progrant. Federaily licensed warehouses
are exempt from state warchouse licensing and security requirements. -

The federal gram warehouse program currently provides no protection against financial defauits
related to “merchandising” - or buying ‘grain from producers. However, the USDA has proposed
to regulate and provide producer security for these activities as part of the federal grain
warehouse program: . If this propesal is enacted, Wisconsin grain dealers who also taintain a
federal grain: warehouse hcenses would hkely be ﬂxemp‘i from state’ gTam dealer hcensmg
reqmrements SRS - : SR :

There 15 a-federal security program, known as PACA (Penishable Agricultural Commodmas
Act), for unprocessed vegetables sold in interstate: commerce. This'security program consists of
a priority hen.against vegetable-related assets in'the event of a bankruptcy. “Wisconsin’s
vegetable security program applies-onlyto “processing” vegetables and PACA’ applies only to
“fresh market” vegetables.: However, because of dszcnng definitions of these terms there are
certain’ ]umted 1nstances whe;*e ﬂle stata and federal pro grams oveﬂap - :

In anesota cmntractors must be hcﬁnsed to pmcure gram or processmg vegetables from
producers, or 1o operate grain warehouses. Regulated contractors must ﬁle bonds as secun‘sy
agamst default. .. : . et R o

Nexther Iowa nor Ilimms have producer secumy programs for mllk or" vecre*tables However
both states maintain. mdemmty funds to protect grain producers. Fund assessments are based
solely on grain volume. . In Wisconsin, by contrast, fund assessments are based on' grain volume
and financial condition, therefore the costs for each contractor can vary substantzaﬁy Generally,
the high level of protection provided for grain warchouse: keepers and grain dealers by -
> Wzsconsm 5 afmcultﬁral producer secm’zty program xs sm’nlar to the programs in Illmms and
Jowa, - : Lt A _ :

Michigan has the foHowmg producer. secunty ‘programs

e Potato deaiers mus‘i be hcensed for a fee of 5100 and must post bonds forup to $100, 000 as
security against defaults. (Wisconsin’s Vegetabie secumy program 1nc1udes buL 1Isnot
limited to, potatoes) o . :

s Dairy plants that fail to meet minimum ﬁnanmal standards must file secunty or pay cash for
milk. : S :

* (Grain producers have the optlon of paying premmms nto a state fund. In the event of a grain
default, the fund reimburses part;c;.patmg producers :

Many other states thh substantlal rmlk productwn also have producer secumy programs that
provide protection for milk producers against defaults. The programs vary consisting of
indemnity funds, individual security, or combinations of multiple types of; protéction. Again,
Wisconsin’s agricultural producer security program provides among the h1 ghest level of
protectlon in the country forits mﬂk producers
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There is currently no other state that offers as high a level of protection to vegetable producers as
Wisconsin’s agricultural producer security program. -As would be expected, th1s results in the
costs associated with the program being higher than other states.

Successes and Remaining Chal}enges R

curity program went through sweeping

1ly, contractors were required to either file
" r.-reqmreé to file individual security.
roducers, it was expensive and capital
Sec irity law allowed DATCP to release
s — thereby freeing the credit lines of
) m y agncuitural infrastructure.

- For many contractors, the new secm‘lty law also led to decreased expenses Most contractors

who: pmvzously prowcied 1ndw1dua1 sacunty are 1o’ kanger required to do so. Therefore they no o

. longer are required to pay premmms and fees on these bonds and other securities. Th1s expense
has beer replaced w;th the requn‘ement 10 pay assessments into the fund; but for most
companies, the assessments cost less than the mdwidual security.

Furthermore, under the previous producer secun'ty law, only those producers who did business
with a contractor who maintained security were covered. Under the current law, all producers
who do business with contributing contractors have some coverage. This represents a huge
increase in the number of producers who are provided some coverage.

The one missing piece of the new producer security | law is the lack of “contingent financial
backing”.. The producer security law was: designed to "ack the fund with bonds, ‘contingent
; creéﬁ arranvemem's or, some other commerc;al fmanm 1] backing or. the pmﬁectlon of prodacers

contractors estamateci default exposure'ithe fund _lready has: ufﬁcmnt resources 1o cover a;:}y
‘default from the majority of contractors :-The ﬁmd balam:e is a}rcady large enough to cover'the
largest default in state history (about $2 mﬂhon) The lack _of contingent financial backing is
only a problem for the 24 largest of 557 licensed contractors. ‘As the illustrations below
demonstrate, this problem only exists for 4% of total licensed contractors, but the unprotected

defauit exposure amounts to more than $100 million.
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arContractor Cnvefage' by APS.Fund

A%

&3 Contributing Contmcze_r_s with Exposure above Deductipie

" M Contributing Contractors with Exposure below Deductible

iDefanlt Exposure Fund Coverage -

£161,137,759

$453,995,380 ¢

T Portion of Exposure not Covered by Deductibie
- Total Exposure Covered by Deductible
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SECTION I1
POTEVTIAL SOLUTION TO CO‘\ITINGENT L
FINANCIAL BACKING PROBLEM i

Contmgent Fmaac;a] Backmg

To date DATCP: has been unabie to's secure ﬁnanmai backmg for the fund: While desw—mng the
program, DATCP was assured by surety industry’ representatives that’ backing would be available
for about $350,000 per year. That was before several events occurred that made the financial
community more cautious;including the 9/11 tez‘ronst attacks and a wave of corporate financial
scandals (i.e., Enron-and WorldCom} ’I‘hc coverage envisioned by the original statute is simply
10 longer available at any price. Last session, DATCP. worked with the 1cgislature to address
this issue. Statutory changes reduced the amount of ¢ coverage reqmred from a: potential bonding
or msurance vendor and increased the ﬁnanczal responsibility of both the funci and the largest
'-contractors Because of those changes, the: department was able to once again open ‘discussions
with the financial community. Most recently, the department has ’been exploring the posszbﬂaty
of Credit Insurance with Aon Risk Services.” However initial estimates piace the annual '
premium between $1. million and $1.5 mﬂhon per year. “The depa:tment 1§ contmumg to work
with Alon to identify ways to reduce the ‘premium;’ however; this option appears less than
promising. DATCP has developed two alternatives to securing contingent financial backmg
Initially, both of these alternatives would cost up to an estimated $515,000 per year in lost,
assessment revenue.  ‘While this amount is more that the ongma} cost 'estimates for external
contmgent fmancza} backmg, ﬁ 1s mgn;ﬁcantly less expenswe ihan the most recent estlmaies

L;mzt Coveraga

One possﬂ)le altematwe is to Eum’{ coverage for producers to the amount available in the fund,
which 1s currently approxmlate}y $3 million. In the event of a default, producers would be paid
according to statutory guidelines. If total payments exceed the amount available in the fu;nd
payments would be reduced. propomonately ‘Under this solution, producers who sell to the -
largest contractors are not covered at the' same level as produccrs who sell to smaller contractors.
Stated another way, the more exposure above the fund balance an 1nd1vzdua1 contractor has the
lower the coverage available for producers who sell to that contractor. Asa resuit contractors
whose exposure exceeds the amount available'in the fund would be reqmred to make a dlsclosure
to producers similar to the ﬁrst example noted in Appendzx B,

The advantage to this aitemative is that no statute change would be required, making it fairly
quick to implement. However, with defaults that could reach in excess of $20 million, this
possibility allows for a substantial amount of risk being assumed by producers In addmon,
coverage would not be consistent among all pmducers and large contractors would be paying
assessments for coverage not fuily avaﬂabie
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Individual Security

Another possible alternative is to hold individual security for contractors whose estimated default
exposure exceeds the amount covered §)y the fund.” The amount of secan‘{y that each contractor
would have to file would be based on their total exposure that exceeds what is available from the
fund. Contractors who file security would receive an assessment reduction that would be
proportional to the amount of security filed. For example:

Contractor XYZ has an exposure of $6,000,000. The fund can.currently cover a

default of $3,000,000. XYZ contractor would file security for an additional

$3,000,000. The additional secunty represents 50% of the contractor’s total -

_ exposure and XYZ would receive a 50% reduction in‘their assessment

There are thrz_ae pos_sxble ways _to approac_.h_ th.e mdawdual :secumiy altema‘cive: SR
'Volunmry

o Undc:r ﬂns approach contractors With an expes’ure above the ameunt avaﬂable from the
_ ﬁmd couid volunieer to file security for the, excess.. In return for voluntarily ﬁlmg,
contractors would receive an assessment reduction. Contractors whofall:into th1s
category and c:hoose not fo voluntanly file security would be reguired to make a'
disclosure. to. producers smnlar to the second .example noted in Appendix B. The
d1sclosure for contractors who voluntanly file secumiy would make a dlsc}osure s;mﬂaf te- o
the third example: noted in Appendlx B.. : o s

Thls alternatwe only rcquzres changes to the adm;mstratavc ruie and Wouid be faster to -
1mplement than alternatives that. require statute changes. However; contractors posing
the most: nsk will most hkely make the disclosnre to: producers as opposed to filing
security. “Again, this results in producers bearing the brunt of the risk. It is unclearhow
many contractors would voluntarily file security vs. makmg the mandatory dxsclosure if
this approach were implemented. s o :

Mandarory.

This’ optwn would reqmre all contractors with an cstzma‘[ed dﬁf&l}h exposure g:reaier than
the amount available from the fund to file security for the excess. The only exception to
this reqmrement would be for milk contractors who meet. certain minimum financial

ratios and are exemp?; from participation in the pro gram. Each contractor who files

security would receive a reduction in their assessment proportionate to the amount of
security filed. Contractors who fall into this category would be required to make a
disclosure to producers similar to the fourth example noted in Appendix B."

This alternative pro'vides more protection to producers than any other alternative
(including securing contingent financial backmv) However, a statute change would be
needed for the department to demand security. Additionally, this concept would bea-
drastic change for contractors who have never been required to file security in the past
{under the old law or the new law), and the cost of solid companies filing large amounts
of security might out weigh the benefits. There are currently 24 contractors among all
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: Appendlx B

three industries who would.be required to file secuniy 1f this: approach were -
1mplemented e o

' Hvbrzd

o "j'The thlrd opmon Would ail()w ths depaﬁmen% to demand. secumty for oon%ractors mth an

- exposure above the amount available from the fund and who don’t meet minimum©

 financial ratms The minimum ra‘{zos would be similar to zhe thresholds stated 1 in the old il

: -Iaw The amount Gf security reqmred from each contractor not meeting the minimum ~ * o
“ratios woild be based on their total exposure that exceeds what is available from the fund

~ and any contingent financial backing. Contractors who have excess. exposure and are .
requnred to file secunty would: alsc be requ;red to make a dzsclosure snmlar to. the ﬁffh

example noted in Appendix B.

.- The cizsclosm*e ;foz contractors Wh(ﬁ) have: excess exposure zmd are net required te ﬁle L

secunty Would be reqmrcd to make a dzsciosure s1m1la:: to. the szxth example neted m

’ 'Thxs altemativa balances the cost of comractors ﬁlmg mdwzduai secumy with the risk
assumed by producers. Under this approach, there would still be producers who sell to-

large contractors that will not be pmtected beyond what the fimd would cover. Howev er, -

~ produéers who sell their products t0 contractors who pose the most risk would have the N : )
- _protection they need. The current statute. would need to be changed to. give DATCP the
_authority to demand’ security.- Under thls optlon the're are currenﬂy seven contractors who

would.be’ requlred to-file security.”

iy secunty that Was ongmaﬁy ﬁied prmr to the new requlrements enacted dunng 20(}2

These contractors will pay their providers an estimated $312,000 to maintain this
security. Based on current deductible levels, under existing recrulatxons these contractors
will recelve assessmant reductmns of abouf $346,000. '

If the hy‘{md proposaI were enacted the department Would reqmre 2 more contractors to
file and maintain about 313 million in security for an esnmated cost of about 8123 000,
Based'on current deductible 1evels these contractors woald receive assessment
reductions af abou’t $141 OOO

Therefore, under the hybrid proposal, the total security required for those contractors that

have exposure above the deductible would be about $46.5 million with an estimated cost
to those contractozs of $437 OGO &Ild esnma‘fed assessment reduc%zons of about $487, 000.
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The followingtable-illustrates some differences between the mandatory, vo}untary and
hybrid individual security options:

Hybrid : Current Provisions
Mandatory {(Mandatory for these whose (Holding Security under prior law
Jinancial ratios are below . . | for those whose financial ratios are
R AR R TR T yinimum standards) © 0 below minimum standards)
Producers covered toat . . LAl - PR v CThiose who sell 1o contractors who i | Those who seliito Contractors who do
least limit in the statute = {7 o _ do net meet minimum fnamta] ot meet minimum financial ratios and
{roughly 80%: > 7 0 nbos o0 - “ratios. : “have security filed from prior law.
Producers . . None. - - : . ~| Those who sell o contractors whe - | Thiose who'sell to contractors who
Left with Partzal Caverage N . .| meet minimumn financialTatios. | meet minimum fnancial ratios or who'
: i REELH : R ST e ' have fallen bElow minimum standards
L | : g ; ~since enactivent ofch. 126
Estimaied Cost to Fund 'Approx $7O3 O(){l per year m _Apprux $§41 (}{}O pcr year in .. | Nothingin excess of the amount
{in excess of current forgone | foregone sssessments. (This “foregone Essessments {assuming ail’ currr:mi, ioreucme
assessments of about arnount would decrease each year | conmractors volhunteer). Probably - . -
$346,000) as the fund balance grows and much less.
assessment rates decline.)
Estimated Total: Iﬁfil’ﬂduai cje 87 T million: from f veGrain |8 $200,000 from one Gram ] =0 320,006 fromi one Grain Dealer
Securlt} - S _'_.".{)calers SR i Dealer v 1. £33 million from three Milk
CATL SRR e SA iTRen frum fmzr Mﬁk e 343 maHmn from four Mi?k Centractms
(FOT Mﬁk_{he Mandatory is e 'CGDEHCH)TS Contractors : . . N{me From Vegemb]e
similar to Mybrid) -~ e §21 miltion from five |+ - Nonefrom Vegetable Contractors
) © Vegetsble Contractors | - Contractors ) o . Nong from Grain ‘Warehnnse
“# 89 million from four grain = 17 " §3million from one grain o Keepers
. warehouse keepers. ... .. . warehouse keeper.
Statute Changes Required | Creme authority for DATCP o | Creatcauthority for DATCP to Create aizthomy :”or DATC‘? to
i : - 1 ‘dernand security : < i derhand security t demand seeurity
Adm. Code Changes ... | « . Revisg*Notice 1o Producer” | = Revise “Notice to Producer™ - { ¢ 7 Revise “Notice 1o Producer”
Required ] - TEQUITEMERts . : reguirements e . requirements
IR AT »"" ReviseAssessment s Revise Assessiment ¢ Revise Assessment Calculation
+-ro Caleulation togrant o0 10w Caleulation 16 grant reduction 1~ 0 to'grant reduction o those who
reduction for filing security. to those who file security., file security. -

- [Because it 1s unknown how.many contractors would file security. voluntarily, the costs
" and bfmeﬁts of the voiunt__' opﬁon are no 'ideiemunabie but would faﬁ somewhere
between those of the current prov151ons and those of the marzdatory option.]

Summary and Recom'me'ndatioa"

Due o the changas in the ﬁnancxai mdustry, DATCP cannot obtain the financial backing that
was envigioned three years ago,__ “As a'result, the program needs to bere- evaluated to provide
protection to producers who sell to the largest contractors. While these contractors makeup less
than 5% of all contractors among all three industries, the total possible default EXPOSure amounts
to significant dollars. In deciding on the best possible solution, consideration must be given to
balancing risk to p_roducers,_cos_t to contractors and fairness to all affected parties.

The mandatory m{ilv;dual secumty plan prowdes the most coveragﬁ: to producers but at an
additional cost to contractors who have sound financial ratios. These contractors are arguably
the least likely to defanlt. For the contractors who currently participate in the fund or are already
filing security, the cost would be about the same.

The voluntary individual security idea is appealing in that it does not require legislative action.
The cost/benefit decision rests entirely in the hands of each contractor, and producers wounld be
aware of the nisk they are assuming. However, this option would likely result in contractors in
the most tenuous financial condition (and therefore have the most difficulty in obtaining
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mdividual security) not providing the security. That being the case, adequate coverage would
not be available for the producers who arguably need it most.

DATCP Staff recommends adaptation of the hybrid individual security plan. This plan
seems to be the best compromise between complete coverage for all producers and reasonable
costs to contractors. DATCP has prepared a draft legislative bill that would implement this
recommendation. Please see that document for additional details.
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Wisconsin Agricnltural Producer Security Trust Fund

Statements of. Cash Balances, Revenues and Expandxtures '
Years Ended
June 30, 2004 June 30, 2003
Beginning Cash Balance ' $  4,154,678.62 $  3,G21,896.63
Revenues
Assessments S B BIIE TR T e
_Grain, Deaiers o o 259,167.79 . . 22427487
" "Grain Warehouse Kecpers 5847743 33,095,00
Milk Contractors ™ - “978,739.32° 1,146,879.28 -
Vegetable Contraciors = " 22406259 41176123
Total Assessments 1,516,764.13 1,819,010.38
Lmensesfces. £ . PR e
Grau:i Dealers . . 13597231 152,060.00
- Grain Warchousc K&epers 14448769 0 _-'148 850.00"
- Milk Contractors . 34325181 0 T240,969.14
_}_{ggemb;e Contractors o 67280555 19052613 ¢
Total License Fees ' : 710992360 ~641,405.27 -
Miscellaneous Revenue _ _ S e
Grain Deaiérs . 6,240.00 5,302.50
Grain Warehouse Keepers SR . -
Milk Contractors - 190.03
Vegetable Confractors o -
Total Miscellaneous Revenue 6,840.00 '5,492.53
Total Interest Income © 46,066.29 52,525.25
Tota! Revennes i . 2.284,345.78 - 2,518,433.43 .
: _'Expendltures 3.' B
Salaries and Frmgc - o Co
Grain Dealers 157,204.60 132,259.85
Grain'Warehouse Keepers +:210,129.60 -7 B9;909:57
Milk Contfractors - -:303,222.32 . 266,655.43:
Vegetable Contractors 90,907.89.: 120,991.83 .
Total Salaries and Fringe 761,464 41 609,816.68
Supplies and Services T
Grain Dealers 44,644 .67 32,740.29
Grain Warehouse Keepers 46,308.97 32,020.40
Milk Contractors ' 54,971.12 30,474.95
Vegetable Contractors 14,642.16. - 29,675.83
Total Supplies and Services . 160,566.92 .. 125,834.76.
Loan Repayment 600,000.00 650,000.00
Premiums Paid on Financial Backing - -
Defatlt Payments to Producers - S .
Taotal Expendrtures '1,822,031.33 ©1,385.651.44
Total Revenues Less Total Expenditures 762,314.45 1,132,781.99
Ending Cash Balance § 4.916,993.07 3 415467862
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Wisconsin A'gricultural-'-P;'-odu:cér'Securiftfy Trust Fund
Notes to Statements of Cash Balances, Revenues and Expenditures

OVERVIEW .

The Wisconsin Agncuitural Producer Security Trust Fund (the Fund) was created as
part-of 2001 Wisconsin Act 16 {the 01-03 Budget Bill). The Fund was estabhshed
under. Sectmn 25.463, Wis. Stats, and is administered by the Department of
Agncuimre Trade and Consumer Protection (The department). - o

The Fund is housed w:thm the department s Agricultural Producer Secun'ty Progra.m
(the program). The program is governed by Ch. 126 of the Wisconsin Statutes. The
purpose the program is to. prowde some level of assurance that, mﬂk gram and
vegetable praduccrs will be paid for their products. Generally, persons who purchase
grain, milk or vegetables. from WISCOIIS}II producers, and grain warchouse keepers
who store:producer owned grain, are required to comply with the provisionsof Ch.
126. Collectively, these pames are referred to as contractors. In the event thata
contractor defaults on payment to producers, the producers may subnut a de:fault
claim to be reimbursed by the Fund.

Note 1 — Accaunting'-Methodology_ :

The Statements of Cash Baianccs Revenues and Expendltures are presented using the -
cash basis method. of accountmg Revenues are recognized when received by the
Fund, and expendlturcs are reco gmzed when disbursed from the Fund.

Revenues of the Fund conmst of annual and monthly license fees as well as annual
Producer Security Fund assessments. The annual Fund assessments are typically paid
by contract{}rs ona quarterly basis. Lo

Expenditures of the Fund relate to administration of the provisions of Ch. 126.

Responsibility for managing the Fund is split between the department’s Division of
Management Services and the Division of Trade and Consumer Protection. The
Division of Management Services manages and accounts for the overall bank actlvn‘y,
and administers the Fund as part of the State of Wisconsin Accounting Syster
(WISMART.)

The department is required to account for the balance in the Fund that is attributable
to each.of the four industry categories. Accordingly, the Division of Trade and
Consumer Protection maintains a parallel, but more detailed accoummg system. The
four industry categories are:

'@ Grain Dealer
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il Gram Warehouse I{eeper
"o Milk Contractor .
a Vegetabie Cﬁniractor

The thsmn of Trade and Consumer Protectmn receives monthly reports f}*om the
vaasmn of Management Scmces reﬁcctmg all cash actmty in the. Fund The Fund
has two genera} funct;ons :m cach of ihe four Fund mdustry categones

_._.g hldemtyf?unctlons R O P UVS o
; ‘o Adxmmstratwe Functlons ' S

The Indemmty Functzons category consists of ass&ssment revenues collectcd from
contractors.  Indemmnity Functions expendlmres include any paymcn‘ts to pmducers as
a result of a default and -any payments to insurance or financial services companies
for the financial backmg of the Fund. (Please refer to Section 126 06 WIS Stats for
i prov;swns reiaf:mﬁ fo connngmt ﬁnanc;ai baulﬁng of the Fund ) s '

) he Adnnmstratlve Functmns category consmts of 'hcense fee rcvenues and
_expendimms reiated to admzmstenng ’thc pro gram ' - :

The Dlwslon of Management Servlces mamtams a record of cash actmty segregated
by mdustry category, but does not account for the monthly cash balances in each of*
the industry categories.or: functions. The Division-of Trade and Consumer Protectmn_'
accounts for the mcnthly cash balances in each of the industry categories and '
functions, and allocates any r@venues and expenditures not categorized by the
Division of Management Services. The Division of Trade and Consumer- Pmtecncn
rcconcﬂes its records to WISMART

Note 2= Statements of Cash Balances, Revenues and Expendxmres for each Sub« i
Acco!mt o N

'B;évenues and expenditures for each sub-account were as_fci'}d"évs'.'_-' R

|Indemnity Functions ~ Grain Dealer- . - - L R Years Ended : -

_ S T T AR S _ Tane 30,2004 .}uneBG 2&63
Beommng Cash Baiance R o L §712,1247% 57(}5,126‘22 .
Reveries . e LTI B :

Transfer from Administrative Functions - -

Assessments Collected 259.167.79 224,274 87

Interest Incorne 6,998.29 10,223 .64

Total Revenues 266,166.08 234,498.51
Expenses

Premiums on Financial Backing - -

Defaunit Payments to Producess - -

..... Transfer to Administrative Functions - -

Loan Repayment 210,000.00 227,500.00

Total Expenses 216,000.00 227.500.00

Revenues Less Expenses 56,166.08 6,998.51

Ending Balance $768,290.81 $712,124.73
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“¥Years Ended

Indemnity Functions — Grain Warehouse Keeper
- June 30,2004 June 30, 2003
Beginning Baiance _ 10283262 3100,732.32
Revenues - s
" Transfer from Administrativé Functions = L

Assessments Collected C5BAT7T74% 33,095.00

Interest Income 1,154.31 1,205.61
Total Revenues 56,631.74 34,600.61
Expenses o

Premiums on Financial Backing . - -

" Default Payments to Producers . . -4

“Transfer to’ Adnumstranve Fuﬂcnons ' - -

‘Loan chayment o 30,000.00 32,500.00
Total Expenses:. - 30;000.00 " 32,500.00
Revenues Less Expenses 2963174 2,100,611
Ending Balance . 7 - --+$132.464.66 ~ $102,832.92

Indemnity Functions — Milk Contractor . Years Ended
o : ~ June 30,2004  June 30,2003}

Beginning Balance ! ©$2,029,616.50 $1,149,783.28)
Revenues e R

. Transfer from Administrative Funczmns _ : - ~

Assessments Collected ' 978,738.32 ' 1,145,879.28) -~

 ‘Interest/Income:” +723,516.32 +°22,453.95
Total Revenues 1,002,255.64 - 1,172,333.23
Expenses

Premiums on Financial Backing . -

Default Payments to Producers - -

Transfer to Administrative Functions T R T

Loan Repaymen! 270,000.00 292.500.00
Tota] Expenses - 270,000.00 292,500.00
Revenues Less Expenses 732,255.64 £79,833.23
Ending Balance $2.761,872,14 $2,629.616.50} -
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Indemnity Functions — Vegetable Contractor

Beginnipg_ Balance

- Years Ended ..

June 30, 2004

~ June 36, 2003

$776415.95 5453214020
Revenues s
Transfer from Admunistrative Functions b = TR -
- -Assessments Collected .. 22406259 .. 411,761.23
" Interest Income 897422 . . . 8940.61
Total Revenues 233,036.81 .. . - 420,701.84
Expenses. 7 O ' o N
. Premiums on Financial Backing - -
Default Payments to Producers - -
Transfer to “Prbgram Admimstrative Functions" Lo T -
Loan chaymant ' G0,000.00 - 97,500.00
Total Expen,ses - - 90,600.00 97,500.00; - -
. Revenues Less Expensas 143.036.81 . 323,201.84f
'Endmg Balance e U $919452.76 . 877641595 -
Administrative Funections — Grain Dedler Years Ended
' June 34, 2064 June 30, 2003
Begmmng Cash Baiance 5121,535.10 $126,681.59
REVBRHBS . LT o . e E
Tmnsfer frchndemmty Func:aons Gl e e
“License Faes&Momh!y Fees 18597231 " 152,060.00]
Misc. Revenue' : _ 6,840.00 ~5,302.50
Interest Income 1,586.84 2:491.15%
Total Revenues 164,399.15 159,853.654
Expenses _ P
. Transfer to Indemnity Functions EEEE .
* Salaries and Fringe 157,204.60 <+ 1132,259.85
Supplies and Servmcs 44,644.67 32.740.29
Total Expenses . 201,849.27 16500044
Revenues ]ess: Expenses ' (37,4501 {5.146.490 -
Ending Balance $ 84,084.98 $121,535.09
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“ i Years Ended

Administrative Functions — Grain Warehouse, '
SRR s MR June 348, 2004 June 30, 2003
Beginning Balance $136,689.00 - $108,372:29
Revenues e
Transfer from Indemnity Functions B R B -
+“License Fees & Monthly Fees 144487 .69 148,850.00
i Misc, Revenue - © e S -
Interest Income: 21" 1,421.88 2,315.97
Total Revenue 145,909.57 151,165.974-
Expenses R
Transfer to Indemmity Functions R .
Salaries and Fringe 210,129:60 #9,909.57
‘" ‘Supplies and Sewxces . 46,308.97 32.939.69
Totai Expcnses L 25643857 122 845261
Revenues Less: Expenses - (110,529.00) " 28316.71)
Ending Balance - $ 2616000 . .$136,688.99
Administrative Functions - Milk Contractor Years Ended _
e June 30,2004 June 30, 2603} :
Beginning Balance $225,379.25 §277.428.30
Revenues . : -
- Transfer fromlndemmty Functions . R .
License Fees " : o L 343 251 81 oo - 240,969.14)
"Misc. Revenue O R 119003}
Interest 2 235 37 3,922.16
Tota]l Revenues 345,487.18 245081.33
Expenses: - ' ' e
Transfer to Indemmty Puncttons . - o
Salaries and Fringe - 303,222.32 266,655.43
. Supplies and Scrvace:s 54,971.12 - - 30,474.95
Total Expenses E 358,193.44 297,130.38
Revenues Less Fxpenses: (12,706.26) (52.049.05)] -
Ending Balance $ 212,672.99 3225379 zs]{
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Administrative F;’mét_ians - Vegetable'ﬁa_ﬁgrﬁétqr ) - Years Ended .

Begmnmg Batance e e s SSGOSS 17 $100,55852

Revemues
. Transfer from Indemmiy Funcnons - -
. Licemse Fees - . 67,280.55 .. ..99,526.13)
" “Misc, Révenue e _' B FE TR -
SR :.'Intcrestincome R 17907 7 67218
Tota] Rcvenues o e - 67,459.62 7 100,19831
Expcnses ' : SRR
Transfe: to Indemmty Fuactxons - -
Salaries and Fringe, . - e e e 90,907,890 5 120,991,830
Supphes and Servxces e 1464206 o 29.679.83)
o Total Expenses o0 SoLi T T 05,550.05 o 150,671.66)
" Revenues Less: Expenscs s (38,000.43) (5047335
- -"-Endmg Balance 511 994 74" . 850,085.17)

Note 3 ~ Start-np Lﬁan fmm the Agnchemncal Manageme;}t Fimd

Pursuant to Section 126.08, Wis. Stats., $2 million was transfe:rred from the
Wisconsin Agrichemical Management Fu:nd to the Fund as of January 1, 2002. The
statute requires complete repayment of the loan by July 1, 2006. A minimum annual
payment of $250,000 is due on July 1 of each year.

Loan repaymenis were as follows

Year ended Iune 3G 2003 L O
September2002  $250,00000

 February 2003 o 300,00000 .
June2003 T 100.000.00 - L
S 565000000 .
Year endedlunc 30, 2004 o ' S
CJuly2003 $250,000.00 s i
January2004 . _350.000.00
L  $600,000,00

In July 2004, $250,000 of the loan was repaid.

The interest rate was 5% from.January 1, 2002 through June 30, 2003. On July 1,
2003, the interest rate was lowered to 2%. Because the accountmg for the. Fund is on
a cash basis, the Statements of Cash Balances, Revenues and Expenditures do not
reﬂecz the accrual of i interest cxpense Howevcr the depaﬁmcnt does. mamtam a
separate accounting of accrued interest. Interest is compoundeé monthly and added

to the total loan ba}anc:e The Fund mcurred SS’] 575 55 in interest expenses during
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the fiscal year endéd June 30, 2003 and $21,475.62 during the fiscal year ended June
30, 2004.

The balance of the pnncxpa} and interest due to the Wlsconsm Agnchemma}
Management Fund was $1, 488,099.29 at June 30, 2003 and $909,574.91at June 30,
20{)4 ‘As a result, the excess of cash over loans and interest payable was a§ follows

June 30,2004 - “Tune 30, 2003

Cash balance $4,916,993.07 $4,154,678.62
- Loan payable . . (750,000.00) (1 350, 000 00)
- Interestpayable o (159.574.91) (138.099.29)

§4!007!41§ 3 52,666!579 33 -

At the time the loan was received, the balance was allocated among the four
Indemnity. Functions sub-accounts by perccntage This allocation was based on the .

- estimated amount of potentiai default exposure in each of the. four mdusmes The
department has consxstenﬂy allocated all payments and mterest cxpense by the same @
perccntages The aliocatlon percentages are as follows -

*  Grain Dealer ' 35%

= Grain Warehouse Kecper , S%
" _Mﬂk Contractor A5%
= Vegetablc Contractor }5%__-_ _

Note 4 — Assessments

- . Assessments represcnt the cashicollected during the penod related 1o Fund
" ‘assessments. The Division of Trade and Consumer Protection maintains
computerized billing and account receivable systems that irack assessmcnts by
individual contractor and by hcense year. Each contractor’s assessmen‘{ arount s
based on multlplymg the “assessment rate” by the contractor’s total purchases {or
storage capaczty in the case of Grain Warehouse Keepers).

* Generally, assessment rates are calculated using a compl&x algonthm The
contractor’s financial condmon 15 evaluated considering their current ratio and debt-
to-equity ratio. The assessment rate is higher for contractors havmg a weaker
financial condition. The depax_‘tment calculates the annual assessment at the
beginning of each license year.

There was 2 16% reduction in assessments. collected during the year ended June 30,
2004 compared with the year ended June 30, 2003. ‘Although not mdzvzdually
quantifiable, elements of the reduction mclude regular fluctuations in contractors’
annual purchases (or storage capacity), commodity prices and contractors” financial
statement ratios. New administrative rules have allowed certain contractors meeting
specified conditions to reduce their annuaE assessments, These rules are dxscussed
more thoroughly in Note 12 — Significant Nonfinancial Events.
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Note 5 ~ Mx!k Contractor — Monthiy License Fees Transfez‘

have been credited to the department s Division of Food Safety were improperly
_credited to:the Fund as milk contractor monthly license fees. Dunng November
2002, the Fund transferrad the $99,225.25 to the Division of Food Safety This
transfer resulted in a reduction in the Milk Contractor Licenses Fees for Fiscal Year _
f_'2002 2003. Had the correctmg transaction been executed. during six months ended -
June'30, 2002 (the same ‘period in which the error occurred), the Milk Contrac:tor
Licenses Fees during the year ended June 30, 2003 would have been $340, 194.39.
mstead of the $240,969.14 reported in the Statements of Cash Balances, Revenues
and Expenditures : :

Note 6 Misceiianeous Revenne R

' _j'MlsceHancous revenue conmsts pnmaniy of service fees rccelved ﬁ'om the Wlsconsm
“Soybean Markatmg Board:  While performing grain dealer field reviews, DATCP
agricultural auditors verify that soybean ‘check-off dolars’ have be properly paad

_2003 and 2004, the Fund received $5,302.50 and $6,840.00, respectwely, for this -
service.

'In November 2002, $1 90 93 of excess funds related to the Dairy Mald default h
proceedmgs were rccmv&d by. ihe Fund

Note 7. - Intcrest Income

The Wlsconsm Department of Adxmmstratmn pays interest to the Fund at the end of
each month. The interest rate is determined monthly based on the overall return on
the State of Wisconsin’s entire cash holdings. - The Division of Trade and Consumer
Protection allocates mterest revenue among the eight sub -accounts based on the pnor o
month endmg cash baiance : .

Note 8 ~Salaries and Fringe Expenditures

Salaries & fringe expenditures increased $151,647.73 from $609,816.68 in the year
ended June 30, 2003 to 5761 464.41 in the year ended June 30, 2004. The'i increase
resulted primarily from an increase in the number of full time employee’s (FTE’S) _
At the beginning of the year ended June 30, 2004, 2.9 FTE's were added to the Fund,
bringing the total positions to 14.52. All of these FTE’s had previously. been paid by
‘the Department of Agriculture, Trade and Consumer Protection General Program. |
Revenue accounts. 2.0 of the added FTE positions were existing Agricultural
‘Auditors in the grain security portion of the program and 0.9 posmons were pertzons
of administrative posmons B
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Note 9 ——Expendltnres :

Admmwu‘atwe ﬁmctzon expendatures of the four mdustry cateoones Wwere as foilows.

Grainl}ealer_ e e

Gram Warehnuse Keeper G

}’aymll

- Years Ended: o
s June 30, 2004 ' June 3{! 2(}{33
Payro[l . : ) = el
Classified Civil Servxce Saiancs iy - $110,657.51. _$9_2,0_61,77_
Fringe Beneﬁt Expcndimras ' ' 46,547.09 - 40,198.081.
- 157,204.60 . 13225085 '
Snppines&Servaces _ e
Contractual Services Exg; U1,534.00 0 1766 00
Dues and Subscriptions ™ A 1 100,00
Data Processing ~ State 10,340.60 5,718.00
Insurance 1,935.17 4,708.00}
C ) Mailing _ - 1,069.70 1133574
-] Non State or N0n~STS Calls R - 797,81 1;845.15]
-] Other. Adrmn&Operaung 1,996.60 . - . 1,616.30]
{ Printing i -'-.'_132;384 . oo 18R.S6)
Rent anat&ly~0med Spa«::e' S 4,304.76
Rental of State-Owned Space pcs 891 54 - 1,406.28
Materials & Supplies - Other-' ' 595 50 1,567.88
STS Charges™ . .<. i “5334° 3268
Travel & Training/In-State 2,239.07 7,880.61
Other Travel & Training Exp 58.50 270.33
44,644.67. 732,740.28}
Total - $201,849.27 . 8165,000.14
Years Ended

. June.30 2894"

June 39 2093

Class1ﬁed le Serwce Salanes $15(} 669 94 5;6__1,_489._46
Fringe Benefit Expendxmres ' 59,459.66 2842011
BN e 216.129.60 55.909.57
Supplies & Services | R S
Contractual Services Exp 1,035.00 538,00
Dues and Subscriptions 150.00
Data Processing — State $6:868.81 . ~8,559.49] -
Insurance 1,253.24
Mailing - 623.10. ... .. 724.79
Non State or }\aon-STS Calis o 894 50 . 3295
Other Admin & Operanng 2 546. 97 . 2,394.78
Printing 11302 33.69
Rent Privately-Owned Space 4,061.96
Rental of State-Owned Space 11331337 10,927.68
Materials & Supphes Other 733827 L7464
STS Charges - w6195 103008
Travel & Trammg/fn—State .+ 3,60183 04,55
Other Travel & Training Exp 13,427.89 . - 12,486.12
46,308.97 32,939.69
Total $256,438.57 $122,849.26
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Payroﬁ

June 30 2904: v

-_-June 30, 2003

Milk Contractor Years Ended *
o Juue 31} 2{)04 June 36, 2003
Payroll PR
Clasmﬁed Civil Sermca Salanes $220,463.07 $184,323 49
ange Benefit Expr:ndxmres 8275925 “82.337.04
EET— 30322232 T 266.655.43
Supphes&Semces S cE R
Advertising/Legal’ Notices 315.22 SRR
Contractual Services Exp 1,976.00 1,047 86|
Dues and Subscriptions | 90.00
Data Processing — State o . 9,840.66 4,003.00
Insurance o 243280
‘Mailing 1,267.32 1,488.76
Non State or Non- STS Calls 3,835.29 4,256.78
Other Admin & Opcratmg 22049 151941
| Printing "~ - - 57156 - 92.00f
R :Renﬁ’Laaseoquuxpment i TUSTS007 L175:00) -
- Rent Privately-Owned Spacc- Lo 0 1,488.00. 0 e 1a3Tael
Rental of State-Owned. Space 20,716,635 +12,460.44
Materials & Supphes - Other . 1,24528 “1,655:54f
STS Charges : 226.42 ~.-95.23)
Other Telecommunications 200.00
Travel & Training/In-State _  3,537.46 2,077.23
Travel & Tratiing/Out-of-State -~ - O 619.49 1
Other Trave! & Training Exp = - 5,873.50" 1,266.00
N 5497112 " 30,474.95
Total $358,193.44 $207,130.38
. Vegetable Contractox‘ Years Ended

Classified Civil Servmc Saianes . 364,280.74 $92.443 12F
angc Bcnef t Expenditures ' 26,627.15 28.548.711
_ 90,907.89 . 120,991.83
Supplics & Services B )
Advertising/Legal Notices ~ ~ 122,02
Contractual Services Exp 528.00 C977.00)
Data Processing - State 3,525:23 4,844.00
Maint & Repair - Land/Struct, R S16:70
Insurance 626.63
Mailing . _ 207.92 140,97
Non State or Non- STS Calls . 43352 74,74
Other Admin & Operating _BO2.8T7 300485
Prining =~ ' 0.84 135.48|
Rental of State-Owned Space 8,102.08 20,959.20
Materials & Supplies - Other 51.95 54941
STS Charges - 16624 108.00
Travel & Training/In-State 16213 1,451.83
Travel & Training/Out-of-State - 34.75 .
- 14,642.16 29.679.83
Total $105,550.05 $150.671.66
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Note 10 Statuterv Fund Balance Tngger Amounts

Lxcense fee credxts

by its contractors exceeds a minimum threshold, Ch. 126 requn'es reduenons in

foliews .
©""'s  GrainDealer $2 000,000 on June 30 [s. 126.11(6), Wis. Stats. ]
*  Grain Warehouse .5 300,000 on June 30 {s. 126.26(5), Wis. Stats.] ..
“»  Milk Contractar .~ "$4,000,000 on February 28 [s. 126.42(3), Wis. Stats }

Vegetable Cuntractox $1,000,000 on November 30 [s. 126.56(6), Wis. Stats. }

In the event any of the four. Indemmty Functions sub-accounts exceed the threshelds
Izsted -above, the department is required to transfer 50% of the amount above the
- thresholdinto that industry’s Adxmmstratlve Functlons sub-account and’ credit -
'contractors Ticense fees. ‘The credit i is prorated among’ the ecmtracters based on fhe
“total amount paidin heense fees over the four preeechng license years “The’ four
' Indemmty Functions sub»aeceunts have not-exceed the respective mlmmum T
threshold

As of November 30, 2003, thﬂ cash balance in the Vegetabie Contraeter Inuemmty
Functions sub-account was $1,006,169.22 and the loan payable (meludmg interest -
and prmexpie) was’ $187 267 68 for a net balance of 5818, 901.54,

As of Febmary 28,2004, the cash balance in the Milk Contractor Indemmty

As of June 30, 2004, the cash balance in the Grain Dealer hldemmty Functzons sub

sub account was $132 464, 66 and the loan payable was 345 478.75 for anet balance . .- B
of$8698591 : SR

Mmlmam and Maxnm!m Fund Balances

Ch. 126 permits the departrnent to modify fund assessments by Administrative Rule. '
Further, the statute requires the department to modify assessments in order to~ '
maintain fund balances between specific minimum and maximum amounts. These
amounts are as follows: '

o Anoverall fund balance of at least $5,000,000 after January 1, 2006, but
° not more than $22,000,000 at any time.
s A Grain Dealer L{ndemmty Functions Subaccount balance of at least
$1,000,000 aﬁer January 1, 2006 but not more than $6,000,000 at any

. txme
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If. the baiance inan mdustry caf;egory ] Indemmty Functlons sub aecount eontnbuted S

licenses fees for that mdestry category The minimum threshold amounts are as C L i

o :Funcﬁcns sub aeeount was $2 480 153 ’;’4 and the 1ean payabie Was $406 591 32 for f;'. s

account was $768,290.81 and the loan payable was $318,351.22 for a net balance of: o
$449 939.59. The cash balanee 1in the Grain Warehouse Keeper Indemnity Functzons e



least $200,000 ‘Dy January 1 2806 but not more than $1 000 GOO at any
time. .

s A Mﬂk Contractor Indemmty Fun{:‘ﬁons Subaccount balance of at lcast
$3,000; OOO aﬁer January*i_ 3;12066 but not more than $12 GOO 000 at
anytime. -

s A Vegetabia Contractor Indemmty Func:txons Subaccount balance of at
$800, OOG by Ja:nuary 1, 20{)6 but not more than $3 OOO 000 at amy time,.

ended June 30, 2004, Accordmgly, The department has yet te 1mnate assessment
mociiﬁcatmn mlemakmg i :

- Note 11 — Month?y Cash Balances |

Cash baiances n each sub-account at the end of each month dunng the year ended
June 30, 2004 were as follows (Note the baiances do not reﬂcct loan baiancss '
remaining unpaid. ) e : i S

| (This area is iﬁtenziéhhﬂy.:'lﬂank}‘- o
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e A Grain Warehouse Keeper Indemmty Functaons Subaccount balance ofat .

The minimum amounts do not take effect untﬁ 3 anuary } 2006 The fund baia.nce ' f' N
and sub—account baiances have not excccded the maximum amounts dunng the year '



indemnity Functions Sub-Accounts o

MRS s R ' Subtotal
Grain . Grain Milk Vegetabie Indemnity
_  Dealer Warehouse  Contractor Contractor |  Functions .

* July 2002 70617039 % 10088148 . 1,176,941,55  452,885.24] . 2437.878.66
Augus! 2002 CTO7.27081 0 10103870 1,380,511.46 532,066.82 2,720,887.89
September 2002 62307270  B9A472.96 1,320062.20  537.512.84 2,570,120.80
Octaber 2002 : : -+ 63328845 .. 99,753:21 ~'1,324,642:75 . . 537,512.04] . " 2,505,197.35]:"

November 2002 648,522.00 . 100,945.44 1,514,586.65 . 610,384.23 2,874,848.32]
December 2002~ B87,964.44 ~ 105244.57 162195686  617.374.1S]  3.032,539.46

January 2003 735,250.89  110,179.03 1,625831.23  624,703.63 3,005,764.78
February 2003 . . 664,203.86. ' 9560144  1635,221.52  B46,461.76] - ~3,042,576.58|
March 2003 892,937.22  98301.30 1,733,080.02  712,808.35 3,237,126.89|
April 2003 i UT14,830.47 104,496.00° 1,734,99546 71350657  “3,267,928.50
May 2003 o TABT7EAT . AD4865.37 . 1,760,553.91  776,301.62| - i3,366,296.01]
June 2003 71242473 102,83292 202961650  776,415.95 3,620,990.40/
July2003 . - 639,264.04  95114.85 1,050,327.88  795196.58| . 3,479,903.16
August2003. . . 64174654 9538045 < 2,144777.59 83061203 3,712,525.61
‘September 2003 £58,309.91 - 101,634.74  2,175369.61  518.976.01 3,854,290,27
October 2003 . . .722,169.05.. 114,184.60 ' 2,185383.08  "919,680.04|" = 3,941,416.77
November 2003~ 754,759.62  123,919.96 ' 2,360,598.86 1,006,169.22 4,245,447.56)|
December 2003~ 794,196.77  130,754.94 245544522 103805725  4,418414.18
January 2004 685206.44 11768829 2,305540.93  880,046.34 3,988,482.00
February 2004 686,342.39  118,372.75 2,480,153.74  886,226.49 4,171,095,37
March 2004 T07,438.76  121,989.06 2,584,367.34  912,113.72 4,325,908.88
April 2004 73142051 12657078 259330321  912,868.63 4,354,563.13
May 2004 732,503.03 127,072.25 267037585  913598.15 4,443,549.28
June 2004 768,200.81 132464.66 276187214  919,452.76 4,562,080.37

Administrative Functions Sub-Accounts

Subtotatl Total
et o Grain - Grain - Milk Vegetable | Administrative | . Fund Cash
i Dealer . Warehouse . Contractor . Contractor | ‘Functions . - . Balance -
July 2002 117,242.02 §0,685.25 282,942.35 88,584.41 ....598,464.03 3,036,342.69
August 2002 164,844.10  142,629.892" - 300,085:78 81,691.15] 689,250.93 3,410,138.82
September 2002 236,627.18 208,637.82 309,281.29 68,037.88¢ §23,584.27 3,393,705.07
Qctober 2002 226,352.84 195,366.13 313,093.30 43,700.31 T782,512.38 3,377,708.73
November 2002 221,204.18 196,621.18 226,205.75 25,570.4% 668,610.58 3,544,458.80
Decermnber 2002 - 21182673 1593,488.30 223 26775 17,045.58 645,729.34 3,678,268.80
January 2003 191,890.684  177,103.53 234,758.18 30,122.40 633,983.75 3,?29,?53.53
February 2003 18168074  171,842.34 235,463.85 57.474.33 646,461,356 3,689,039.94
March 2003 167,357.70  167,152.78 243,080.14 41,033.58 618,634.20 3,855,761.09
April 2003 153,859.81 158,585.13 250,701.42 23,772.19 586,918.55 3,854,847.05
May 2003 138,857.80 146,B72.60 266,886.60 4,649.51 560,376.51 3,8926,672.52
June 2003 121,535.08 130,688.89 225,379.27 50,085.17 533,688.52 4 154,678.62
July 2003 110.765.25 130,201.08 248,355.03 38,810.80 528,133.06 4,008,036.22
August 2003 185,788.66 16727842 282,125.50 23,788.81 608,081.4% 4,321,507.1C
September 2003 230,333.86  241,740.01 260,811.46 17,296.41 748,981.84 4,604,272 11
October 2003 216,776.51  241,200.81 251,842.08 5,904 .88 715,623.28 4,657,040.05
November 2003 210,386,058 232.858.73 226,822.34 {540.73) 669,537.43 4,914,985.08
December 2003 196,883.28 214,843.68 238,695.57 {4671.77) 645,960.77 5.064,374.95
January 2004 178,600.44  136,623.41 234,183.34 4,387.85 555,404.04 4,543,888.04
February 2004 167,223.83 118,126.14 208,300.15 37.335.34 £31,985.56 4,703,080.93
March 2004 147,031.38 - 85,5617.07 221,152,865 28,523.35 492,224.45 4,818,133.33
Aprit 2004 122,710.87 68,323.38 182,108.04 24,.6808.20 308,812.49 4,753,375.52
May 2004 108,082.37 82,771.490 198,880.12 2277497 382,518.95 4,826,068.23

June 2004 B4,084.97 26,160.00 212,672.88 11,984.74 334,812.70 4,916,993.07
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Note 12 = Significant 'Nbﬁ'*ﬁnéi]ci'ﬁi"ivéaijs: o |

Newly Enacted Emergency Rules

The department promulgated two Emergency Rules during é_aﬂy 2004 relating to
agricultural producer security.. The first rule became effective February 1, 2004,
Generally, this rule authorized the partial refund of assessments to contractors having
2 dramatic increase in assessments'due 6 a temporary change in financial ratios
resulting from a merger or acquisition. The rule authorized a credit only if certain
conditions are met. The contractor must have had'a current ratio of at least 1.25t6
1.00 and debt to equity ratio of no more than 3.0 to 1.0 before merger or acquisition
and must regain those minimum ratios in the fiscal year following the vear that the
merger or acquisition occurred. The amount of the refund is 75% of the difference
between assessment amount for the year in which the merger or acquisition occurred
 and the following year. The refund amount is paid as a credit against future years

assessments.

The second emergency rule became effective May 1, 2004, This rule authorized
reductions in assessments for certain contractors who were still required to maintain
the security required under the pre-2002 producer secunty laws while also being
required to pay annual Security Fund assessments. This rule authorized a reduction in
assessment amounts based on the percentage of the contractor’s “estimated default
exposure” for which it was providing a bond or letter of credit. -

Both of these emergency rules were subsequently promulgated as a permanent
administrative rule. The permanent rules became effective October 1 , 2004,

: édhiiﬁééﬁff‘i-nzihéiél' Baéking

Section 126.06, Wis. Stats. requires the department to obtain “Contingent Financial
Backing”. This backing is intended to reimburse producers in the event of a very
large default. However, the department has, to date, been unable to obtain a suitable
package. Staff has negotiated with two interested vendors. The first discussed a line
of credit. Under this arrangement, in the event of a large default, the vendor would
loan the Fund the money to be reimbursed to producers, and the Fund would repay
the vendor over time.

The second vendor discussed a credit insurance policy. Under this policy, in the
event of a default that exceeds the deductible amount, the Department would file a
claim with the insurance company to be reimbursed for the loss. (The “deductible
amount” is defined in the statute as 60% of the total fund balance on the last day of
the previous month.)

The department and the Agricultural Producer Security Council dismissed the line of
credit proposal because of unacceptable amount of fees associated with the
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arrangcment and uncertamty of the Fund’s abzhty to repay the lme of credit over time. . -

The crcdit insurance proposal 15 suli undf:r cens:deratmn -

New. Llcensxng & Assessment Software -

The Agncuitural Producer Secunty program 18 pammpatmg, along wzth maxay
DATCP programs, in unplemsntmg nEW: computcr software:to:manage licenses, -
asscssmcnts and rclatcd data. The software was designed dmmg the:year ended: Jnne
30, 2004 and is currently undergomg user testing. The system is scheduled tobe
usab]e for hcensmg vegetabie contraciors whmh are: due for renew. al on’ Febmary 1
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_ A}?PENDIX B.
I)RAFT CONTRACTOR DISCLOSURES TO PRODUCERS

1. Notice for LIMIT COVERAGE (page 12)

IMPORTAZ\T NOTICE

[Name of contmcz‘or ] contnbutes m W1sconsm s Agnculturai Producsr S»cumy Fund Money
deposited mnto this fund is available for secuﬂng payments to producers. and producer agents for
product dehvezeé to centnbutmg contractors. On [date] the fund had. [dollars] available to pay
producers and producer agents if a contnbutmg contractor fails to pay.a producer.or producer -
agent. The find may pay up to 80% of the first. $60,000 of the producer’s.unpaid payment claim -
that is. ﬁled in accordance with Wls Stats. §.126.70, and up to 75% of any additional unpaid -
payment claim. Default claims must be filed within 30 days after the claimant learned ofa
conn“actor s default. - . SR

Under ’{he Produce:r Secunty program estnna‘ted éefauit exposure ‘means: § R
[as indicated by the statute for the paﬁmuiar hcense mﬂk vegetable gram deaier or. gram e
warchouse keeper} : T N S

Based on our contractnr operatlons of the past year, our.estimated default exposure . -
exceeds the {doﬂars] avallable in the fund, If the total amount of default claims exceeds the
amount available in: the fund the department shall prorate the available amount among.
the ehglble claxmants in propurtlon to the amount of their allowed claims. . T

2. Notice for VOLUNTARY Security: (page 13)

IMPORTANT N OTICE

{Name of contractor] contributes to Wisconsin’s Agricultural Producer Security Fund. ‘Money-.
deposited into this fund is avaﬁable for securing payments.to producers and producer agents for
product delivered to coninbutmg contractors. On /date]. the fund had. [dollars] available to pay
produce:rs and producer agents ifa f;onmbutmg contractor fails fo pay.a producer.or progucer .
agent. The fund may pay up to 80% of the first $60, 000 of the producer’s unpaid claim that is
filed in accordance with Wis. Stats § 126 70, and up to 75% of any additional unpaid claim. -
Default claims must be filed within .a{) days after the claimant learned of a contractor’s default.

Under the Producer Security program, ‘estimated default exposure’ means: . .
[2s indicated by the statute for the part;cular license - milk, vegetable, grain dealer or grain
warehouse keeper] .

Based on our contractor operations of the past year, our estimated default exposure
exceeds the {dollars] avaxlable in the fund. Contractors. who. have an estimated default
exposure that exceeds the amount available in the fund have the option to voluﬂtarliy file
security for the portion not covered by the fund. We have chosen not to voluntarily file
security. In the event of default, the department shall prorate the available amount among
the eligible claimants in proportion to the amount of their allowed claims.




o L APPE’\TI)IX B
DRAF’T C()NT RACT()R DiSCLGSﬁR}E‘S T0 PRODUCERS

3. Notice for VOLLNTARY Securxtv I’mwded (pave 13)

IMPORTAI\T NOTICE

='[j’\iau;v.ze of contractor]. cantnbutes to W;sconsm S, Agncultural Pmducer Security Fund. Money
deposited into this fund is available for ; securing paymients to pmducers and producer agents for
productdelivered to: contributmg contractors. On'/: date] the fund had [dolfars] available to pay
producers and producer agents,ifa contnbutmg contractor fails to. paya producer or producey
agent. ‘The fund may pay up to-§0% of the first $60, OOB of the producer s unpaid claim that is’
filed accordance with Wis. Stats. § 126.70, and up 10 75% of any addﬁ;onai unpald clamm.
Defauk clalms must he ﬁled w1th1n 30 days aﬁer the clazman’t k:amed Gf a c(}ntractor s default

Under the Producer Secunty program, ‘estimated default exposure’ means:
[as. mdzcated by the statute for the pamcular hcense Im}k vegetab}e gram deaier or gram _
. .-Warahouse kecper] S :

E [dolia;rs] avaaiable in the fu:nd

Contractors Who have an éstimated default expesure tha’s exceeds the amount avaﬂable m o
the fiind have the option to voluntarﬁy file securlty for the’ pertmn not co“vered by the fund
in return-for a:reduction i in their amma! ‘assessment contributions to the funci We have -
chosen to voluntarily file security. The secumty is'in the foliowmg form(s) [speczfy farms of "
securzty]

- 4. Notlce for MANDATORY Securitv (page 13)
' g IMPORTANT I\OTICE

[Namie of contractor)] contributes to Wisconsin’s Agricultural Producer Security Find. Money
deposited into this fund is available for securing payments to producers and pmducer agents for

to producers and producer agents, if a contributing contractor fails to paya producer or producez 2
‘agent. The fund may pay up to 80% of the first $60,000 of the pmducer $ unpaid claml that is~
filed in accordance with Wis. Stats. § 126. 70; and up to 75% of any additional unp::ud clazm
Default claims must be filed within 30 days after the claimant learned of a contractor’s default.”

Under the Producer Security program, “estimated default exposure’ means: )
[as indicated by the statute for the particular license - milk, vegetable, grain dealer, or grain
warchouse keeper}

Based on our contractor operations of the past year, our estimated default expesare
exceeds the {dollars] available in the fund. We have fi led sécurity with the State of
Wisconsin for'the portion of the estimated default exposnre not covered by the fund to help
secure payment ‘obligations to producers and producer agents The secunty xs ;n the '
following form(s): [specify SJorms of securzty]

_ZBased on our contractor operatmns of the past year, our estxmated defauk cxposure exceeds the k o

product delivered to contributing contractors. On [date] the fund'had [dalfars] available topay .



5.

APPEN})IX B
DRAFT CONTRACTOR )ISCLOSURES T{) I’RODI}CERS

Notice for HYBRID — Security Requu‘ed (page 14)

IMPORTANT NOTICE

[Name of contractor)] contributes to Wisconsin’s Agricultural Producer Security Fund. Money
deposited into this fund is available for securing payments to producers and producer agents for
product delivered to contributing contractors. On [date] the fund had [doilars] available to pay
to producers and producer agents, if a contributing contractor fails to pay a producer or producer
agent. The fund may pay up to 80% of the first $60,000 of the producer’s unpaid claim that is
filed in accordance with Wis. Stats. § 126.70, and up to 75% of any additional unpaid claim.
Default claims must be filed within 30 days after the claimant learned of a contractor’s default.

Under the Producer Security program, ‘estimated default exposure’ means:
[as indicated by the statute for the pamcuiar hcense mﬁk vegetabie gram dea}er or gram

__Ewarchouse kecper]

_ :Based on our contracter operatmns of the past year, our estlmated {iefault exposxzre

exceeds the [dailars] available in the fund. We have filed security with the State of -
Wisconsin for the portion of the estimated default exposure not covered by the fund to help
secure payment obligations to producers and producer agents. The security is in the
following form(s): [specify forms of security].

Notice for HYBRID — No Security - meets minimum financial ratios: (page
:  IMPORTANTNOTICE

[Name of contractor)] contributes to Wisconsin’s Agricultural Producer Security Fund. Money
deposited into this fund is available for securing payments to producers and producer agents for
product delivered to contributing contractors. On fdate] the fund had [dollars] available to pay.
to producers and producer agents, if a contnbutmg contractor fails to pay a producer or producer
agent. The fund may pay up to 80% of the first $60,000 of the producer’s unpaid claim that is
filed in accordance with Wis. Stats. § 126.70, and up to 75% of any additional unpaid claim.
Default claims must be filed within 30 days after the claimant learned of a contractor’s default.

Under the Producer Security program, ‘estimated default exposure’ means:
[as indicated by the statute for the particular license - milk, vegetable, grain dealer, or grain
warehouse keeper]

Based on our contractor operations of the past year, our estimated default exposure
exceeds the [dollars] available in the fund. If the total amount of default claims exceeds the
amount available in the fund, the department shall prorate the available amount among
the eligible claimants in proportion to the amount of their allowed claims.

Contractors who have a current ratio of less than 1.25 to 1.0 or a debt~to-equity ratio of
more than 2.0 to 1.0 and whose estimated default exposure exceeds the amount available in
the fund are required to file security with the State of Wisconsin for the portion of the
estimated default exposure not covered by the fund. We are not required to file security,



ARl AP?ENDIXB o
DRAF' : C N TRACTGR DISCLOSURES TO PR()DUCERS
because our: ﬁnancxal statement shﬁws pos:tzve equlq a_current ratm of at least 1, 25 tu 1.6,
' and a debt—~to~—ﬁqa;ty ratm of no more fhan 2.0 ta 1 S






