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Taxpayers may foot peanut bill

Southern farms producing more crops than US can consume

BY CHRIS PRENTICE
REUTERS

NEW YORK — A moun-
tain of peanuts is piling up
in the South, threatening to
hand American taxpayers a
near $2 billion bailout bill
over the next three years,
and leaving the government
with a big chunk of the crop
on its books.

Peanut growers in states
including Georgia and Ala-
bama boosted sowing acre-
age by a fifth this spring and
now are wrapping up har-
vesting their 3.1 million ton
crop, the second-largest
ever, even as prices plumb
seven-year lows.

There is a debate over
why it is happening and how
long the supplies and costs
will build. Farmers and pea-
nut groups blame the glut on
poorer market conditions
for alternative crops, such
as cotton and corn, and im-
proving yields as a result of
crop rotation and new vari-
eties.

Some experts say it is the
unintended consequence of
recent changes in farm poli-
cies that create incentives
for farmers to keep adding
to excess supply.

One way or another, farm-
ers look set to keep produc-
ing more peanuts than
Americans can consume,
leaving taxpayers on the
hook.

First, the U.S. Depart-
ment of Agriculture is pay-
ing farmers most of the dif-
ference between the “refer-
ence price” of $535 per ton
(26.75 cents per pound) and
market prices, now below
$400 per ton. A Nov. 18 re-
port to Congress estimates
such payments this year for
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Farmer Emmett Joiner looks at a field of peanuts waiting
to be harvested on his 340-acre cotton and peanut farm in
Garfield, Georgia, in October. A mountain of peanuts is pil-
ing up in the South, threatening to hand American taxpay-
ers a near $2 billion bailout bill over the next three years,
and leaving the government with a big chunk of the crop

on its books.

corn and soybeans by more
than $100 per acre.

Secondly, government
loan guarantees mean once
prices fall below levels used
to value their crops as col-
lateral, farmers have an in-
centive to default on the
loans and hand over the pea-
nuts to the USDA rather
than sell them to make the
payments.

Peanuts for Florida

“It’s a predicament,” said
Tyron Spearman, executive
director of the National Pea-
nut Buying Points Associa-
tion, a group commissioned
by peanut shellers. “Is it a
concern to us? Yes. We cer-
tainly hate any increase in
cost but that’s the way the
program was designed.”

Through forfeitures, the
USDA amassed 145,000 tons
of peanuts from last year’s
crop, its largest stockpile in
at least nine years, according

That stockpile is enough
to satisfy the average annu-
al consumption of more than
20 million Americans
more than the population of
Florida — and puts the ad-
ministration in a bind.

Storing the peanuts in
shellers’ and growers’ ware-
houses comes at a cost. Sell-
ing them could depress the
market further and in turn
would add to the price sub-
sidy bill.

Payments to peanut farm-
ers could total between $960
million and $1.9 billion
through fiscal 2018, accord-
ing to estimates from the
Congressional Budget Office
and USDA projections cited
in the Congressional Re-
search Service report.

The higher costs come as
the 2014 Farm Bill set high
peanut reference prices rela-
tive to historic averages and
cut support for production
of cotton, an alternative

to dedicate more acres to
peanuts, the report and ex-
perts said.

The government spends
far more on big cash crops
such as corn, wheat and soy-
beans, with support for corn
alone expected to cost $3.6
billion this year, according
to Congressional Budget Of-
fice estimates. Yet, relative
to crops size and value, pea-
nut crops are costlier, with
payments worth more than
a third of the crop’s value.

Experts say the spike in
spending highlights the risk
of distortions to other mar-
kets, but overall spending
caps and the fact that refer-
ence prices for other crops
are closer to market levels
than those set for peanuts
act as mitigating factors.

As peanut carryover in-
ventories are forecast to hit
a record of 1.4 million tons
by end-July 2016 and as
loans begin to come due next
summer, farmers are ex-
pected to fork over more
peanuts to the USDA.

The legume has a special
place in American history,
diet and popular culture —
the peanut butter and jelly
sandwich is as iconic as an
apple pie and former Presi-
dent Jimmy Carter is the
world’s most famous peanut
farmer — but there is just
not enough appetite for the
troves filling the warehous-
es.
The abundance of cheap
peanuts is a boon for the
handful of companies that
shell peanuts bought from
growers, including Archer
Daniels Midland Co.’s Gold-
en Peanut Co. and peanut-
butter makers such as J.M.
Smucker Co., the maker of
Jif, and Hormel Foods,

Pfizer to buy Allergan
in $160 billion deal

BY RANSDELL PIERSON
AND BILL BERKROT
REUTERS

NEW YORK — Pfizer Inc.
said Monday it would buy
Botox maker Allergan Plc. in
a record-breaking deal worth
$160 billion to cut its U.S. tax
bill by moving its headquar-
ters to Ireland.

The acquisition will create
the world’s largest drugmak-
er, with combined annual
revenue of about $64 billion.
It is also the biggest-ever tax
inversion deal, an increas-
ingly popular and controver-
sial maneuver aimed at help-
ing U.S. companies lower
their taxes by reincorporat-
ing overseas.

President Barack Obama
has called inversions unpatri-
otic and has tried to crack
down on the practice. To
avoid potential restrictions,
the transaction was techni-
cally structured as smaller
Dublin-based Allergan buy-
ing Pfizer, although the com-
bined company will be known
as Pfizer Plc. and continue to
be led by Chief Executive Of-
ficer Ian Read.

The merger will delay by
two years the Lipitor and Vi-
agra maker’s decision on
whether to split itself into
two. That decision, which
could sell off Pfizer’s lower
margin unit of products fac-
ing generic competition, was
expected by late 2016.

The deal enhances offer-
ings from both Pfizer’s faster-
growing branded products
business, with additions like
Botox, and its established
products unit. Still, investors
had been hoping Pfizer would
sell off the lower-margin busi-
ness in 2017, a move now put
off by the time required to in-
tegrate Allergan, Pfizer said.

ders will become president
and chief operating officer of
the combined company with
oversight of all commercial
businesses.

Read, who has long sought
to slash Pfizer’s U.S. tax rate,
said in a statement that the
deal would help put the com-
pany on “on a more competi-
tive footing.”

The company was expected
to pay about 25 percent in
corporate taxes this year,
compared with about 15 per-
cent for Allergan. Pfizer Chief
Financial Officer Frank
D’Amelio said he expected a
combined tax rate of 17 per-
cent to 18 percent by 2017.

The deal comes some 18
months after the failure of
Read’s initial attempt at an
inversion, a $118 billion bid to
acquire Britain-based Astra-
Zeneca Plc. that ran into
staunch opposition from that
company’s management and
U.K. politicians.

On a conference call with
analysts, Pfizer said the
merger would give it en-
hanced access to its tens of
billions of dollars parked
overseas over time and allow
for more share buybacks and
dividend payments.

Saunders said the combi-
nation would provide access
to about 70 additional world-
wide markets for Allergan
products.

The merger, scheduled for
completion in the second half
of 2016, will deliver more than
$2 billion in cost savings in
the first three years, the com-
panies said. It was not imme-
diately clear how many jobs
would be lost as a result.

The companies estimated
the merger would increase
earnings per share by 10 per-
cent, excluding special items,
in 2019 and add by a high-

peanuts exceed those for todatacompiled by Reuters. crop, encouraging growers which makes SKkippy. Allergan CEO Brent Saun- teens percentage rate in 2020.
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