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livestock industry works

By Jim Akers,
Chief Operating Officer
Blue Grass Livestock Marketing Group

The failure of Eastern Livestock,
arguably the largest cattle dealer in
the country, has caused many people
to ask questions about how the mar-
keting system works and what protec-
tions are in place for farmers and
ranchers as they sell.

It is important to remember that
not a single farmer or rancher lost a
penny in this whole scenario if they
did their business through a licensed
and bonded livestock auction market.

This is confusing for some consider-
ing the fact that the farmers in
Edmonton lost all their money deliver-
ing cattle to the Edmonton facility.

T hope to clarify many of these ques-
tions and provide those of you with
questions with information that will
help put your mind at ease.

Let’s start with the Edmonton situ-
ation. Edmonton was operated as a
buying station by Eastern; it was not
an auction and there was no competi-
tive bidding taking place. Because of
this the facility did not have its own
bond and did not operate a custodial
account.

When that “sale” took place on Nov.
2 those cattle and those producers
became part of the pool with every-
body else. There are some specifics
about the Edmonton situation that
may sort them back out as the case
moves along, namely when were
Eastern’s accounts frozen, who knew
and when were they informed.

Broker/Dealers and livestock auc-

tion markets are required by federal
law to maintain a bond. The bond is
intended to be an insurance policy for
the sellers in the event of financial
failure of the business.

The bonding requirements in the
Packers and Stockyards Act is based
on a formula that by design reserves
an amount equal to 10 percent of the
total amount of business over a two
day period of time. No bonds are suffi-
cient to cover a total collapse where
there is no ability to collect on the live-
stock sold.

What makes the situation very dif-
ferent for customers doing business
with an auction market is the custodi-~
al account. The Packers and
Stockyards Act requires, “Market
agencies that sell livestock on a com-
mission basis must establish and
maintain a separate bank account des-
ignated “Custodial Account for
Shipper’s Proceeds” for the benefit of
livestock sellers.”

Broker/dealers do not maintain cus-
todial accounts making it very difficult
for the Packers and Stockyards
Administration to audit their activi-
ties, The custodial accounts of live-
stock auction markets are audited on
a regular basis and those businesses
are required to file an annual report
with P&S.

Brokers/dealers are required to file
the annual report, which reports the
total amount of business volume along
with financial information about the
business as a whole. Over the past
several years there have been several

(See Akers, next page)
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situations where big
broker/dealers have
gone down and hurt
many markets, farmers

and ranchers in the
process i.e. George
Young, John Morgan

and Eastern Livestock.

During this same
period of time there
have been very few
instances where an auc-
tion market failed and
hurt anyone. Most of the
time when an auction
market fails it is
because they are acting
as a dealer as well and
that is what brings them
down.

The custodial account
is the most important
safeguard for the pro-
ducer of livestock and
works in the following
manner. It must be a
completely separate
account from all operat-
ing activities of the busi-
ness. All proceeds from
the sale of livestock are
collected into  the
account and all payables
resulting from the sale
of the animals are writ-
ten from the account.

Those payments com-
ing out of the account
include the payments to
the consignor, veteri-
nary services that may
have been provided at
the market, payment to
truckers that hauled the

animals, livestock insur-
ance premiums and
finally to the market for
their commission.

This system creates a
very tight set of records
making it easy for the
regulatory authorities to
conduct audits and
track transactions.

All the charges that
come out of a custodial
account must be filed
with and approved by
the P&S Administration
and are required to be
posted for public view-
ing in the business. The
P&S Act also provides
very stringent guide-
lines on when payment
is to be made.

An auction market is
required to maintain
enough available cash or
lines of credit to cover
every outstanding check
that has been written on
that account at all
times.

There are many dif-
ferent scenarios under
which cattle are pur-
chased in Kentucky. The
safest for the farmer is
when they take their
animals to an auction
market.

There are some mar-
kets that allow their
field people to buy cattle
from producers on the
farm and then take
them to market and sell
them. Depending on

how that = payment
occurs it may or may not
be protected.

There are many other
dealers who simply
roam the country side
buying cattle right off
the farm. The vast
majority of these people
have bonds of $10,000 or
less and many of them
operate off of a float on
their money, very risky.

The concept of “the
float” is another piece of
the business that many
people don’t understand.
Current banking prac-
tice and stricter pay-
ment policy at markets
is making it more diffi-
cult for the “traders” to
operate a float.

A “float” is basically
doing business with
somebody else’s money.
Traders will buy in one
location and sell at
another on the same day
or over a very short peri-
od of time. They receive
an immediate check for
the stock they sell in
auctions because the
market is required to
pay them immediately,
just like a farmer.

They wait as long as
they can to pay the mar-
ket or farmer who they
purchase livestock from.
Many times these deal-
ers may operate in sev-
eral different markets
over a week and hope-

fully end up selling their
animals for a profit at
some point in the move-
ment. ’

You would be sur-
prised at the number of
dealers who finance
their operations with a
“float” and virtually no
credit at all. These peo-
ple are very risky
because if something
happens that stops them
from keeping the money
moving they crash very
quickly.

Eastern was a very
good terminal market
for many of these
traders and their demise
has put many of them in
real danger of crashing.
If you have been selling
your cattle directly off
the farm to anyone,
make them prove to you
that they are financially
strong enough to write
you a check on the spot
and confirm that the
check is good before you
let your animals leave
the farm.

The bottom line for
producers is this. The
government cannot
make your business good
in the current structure.
You have to know who
you are doing business
with and do it in a way
that you protect your-
self.

It is OK and in fact
prudent to ask the per-
son or business, who you
sell your livestock with,
to tell you what protec-
tions they have in place
for you. I have never
understood a person
that would work for an
entire year and then
turn around and let a
person that they funda-
mentally don’t trust or
in some cases don’t even
know drive off with their
livestock without pay-
ment for them.

Finally, there have
been many questions
relative to the Blue
Grass operations and
what . relationship we
had with  Eastern

Livestock. Eastern
Livestock did not and
does not own any portion
of any of the Blue Grass
operations.

Thomas Gibson does
personally own a small
portion of stock in our

_companies but in the

process of going through
his personal bankruptcy
that stock will be liqui-
dated.

In closing, I challenge
everyone to be diligent
and do your homework.
Talk to your local auc-
tion market operator
and ask about how they
work to protect your
business.

Be wary and very
careful if you decide to
do business on your own
in any format other than
consigning your animals
to a licensed and bonded
livestock auction mar-
ket. Remember, the
farmers and ranchers
that did this did not lose
a penny when Eastern
collapsed.





