C;;v%thxl LAKQ{T;,“\ X \

00D8 COR ON:

NG= HOG PROC M

Hormel Foods Corporation, with its principal place of
business in Austin, Minnesota, (hereinafter "Hormel Foods"),
desires to obtain butcher hogs from the undersigned producer
("Producer") who wishes to participate in a long-term commitment
program. Under this program, Hormel Foods will pay Producer an
established hog production cost Plus an agreed upon factor, the
sum of which will be called .the "guaranteed minimum price." 1In
exchange, when the "prior week’s average market price" (as
defined by this Agreement) exceeds the guaranteed minimum price,
Hormel Foods shall retain one-half (1/2) of the difference

between the two prices, in accordance with the following terms
and conditions: :

1. IERM. The term of this Agreement is for a period of five
: (5) years to ten (10) years from the date of receipt of the
first hogs delivered on the contract set forth below. The
length of time is to be determined and agreed upon by Hormel
Foods and Producer. The term contained herein is a term of
essence of the Agreement: it is hereby acknowledged by both
parties that Hormel Foods’ payment of a guaranteed minimum
price is contingent upon Producer’s ability to remain in the
program for the entire term of the contract, so as to allow
for ordinary market swings to become fully incorporated in
the pricing structure. The undersigned producer agrees to a
term of Years under this Agreement.

2. HO olo}o]: KANe] ONS .

(a) Hormel Foods will agree to pay Producer a guaranteed minimum
price, as set forth in the attached Cost Allowance Matrix,
plus $5.00 per live cwt (hereinafter defined as "guaranteed
minimum price®). As shown in the Cost Allowance Matrix,
costs will be subject to weekly changes based on an eight
(8) week moving average of Omaha corn and Decatur/Central

Illinois 44% soymeal prices. The Cost Allowance Matrix is
for plant delivered hogs.

- (b) The Cost Allowance Matrix will not change during the

contract term except if: :

(1) corn and soybean gquotes are no longer reliable or
indicative of actual corn and soymeal markets; or

(2) changes in production practices occur such as.the use
of Beta Agonist, PST, other feed - additives or
medications, implementation of new equipment or
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(c)

(d)

(e)

facilities or any other

‘ change which has an impact on
production costs; or

(3) any other unpredictable Circumstances that affect the
Production Cost Allowance Matrix; or

(4) based upon a regular annual review by Hormel Foods, the
Cost Allowance Matrix is determined to no longer

accurately reflect hog production efficiencies and
costs.

Hormel Foods will agree to continue paying Producer on a
guaranteed minimum basis for the entire term of the
Agreement.

Every Monday morning the "contract price" for hogs delivered

to Hormel Foods during the upcoming week will be determined
as follows: (Refer to Exhibit A for an example.)

(1) The daily average of the prior week’s (Monday~Friday)
11:00 a.m. Hormel Foods’ Grade & Yield, plant delivered
‘meat prices will be calculated.

(2) If the prior week’s average price
to the guaranteed minimum price,
minimum price becomes the contract price.

is less than or equal

(3) If the prior week'’s avetaqa price is greater than the
guaranteed minimum price, then the midpoint between

last week’s average price and the guaranteed minimunm
price becomes the contract price.

(4) For hogs delivered to buying stations, the plant
delivered contract price will be adjusted by the

station delivered freight discount in effect at the
time of delivery.

This contract price will then be used in connection with
Hormel Foods’ Grade & Yield program in effect at the time of
delivery to determine the final amount to be paid to
Producer. Grade & Yield premiums and discounts shall be
paid to the Producer on the basis of the daily average of

"the prior week’s (Monday-Friday) 11:00 a.m. Hormel Foods’

Grade & Yield meat price; see (d), (1) or (4).

Inspection, sorting and weighing shall be performed by
Hormel Foods at the delivery location or the plant. No hogs
shall be accepted to fill a contract that weigh less than
two hundred ten (210) pounds, or that are crippled, lame,
sick, overfilled or otherwise unmerchantable. All hogs
shall be priced per Hormel Foods’ Grade & Yield program in

effect at the time of delivery (Grade & Yield program is
subject to change).

then the guaranteed
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(f)

(a)

(b)

(e)

(d)

Hormel Foods shall keep all necessary records with respect
to the receipt, weighing and payment of all livestock in
accordance with its reqular record retention and destruction
schedule. At the present time, all scale tickets, P&L’s,
and checks are destroyed after two (2) years. Producer may
inspect such records during normal business hours at
locations designated by Hormel Foods upon reasonable notice
by Producer to Hormel Foods. Hormel Foods shall supply

copies of such records as Producer may reasonably request at
Producer’s expense.

PRODUCER’S OBLIGATIONS.

Producer must at all times raise and supply to Hormel Foods
top quality, healthy and wholesome hogs. Producer must have
a genetic program capable of producing lean, uniform sorted
hogs that consistently meet Hormel Foods’ requirements.

Producer must have Hormel Foods’ approved facilities to
farrow and finish hogs year round. Market hogs must be
produced uniformly in size and numbers week to week and sold
on Hormel Foods’ Grade & Yield Buying Program. Hogs must be
delivered according to a prearranged schedule acceptable to
Hormel Foods. Producer must estimate a weekly number of
hogs it intends to market each week and will not be
permitted to deviate substantially from this estimate except
by mutual agreement of the parties.

The undersigned producer hereby estimates that it will
supply the following quantity of hogs to Hormel Poods under
this program:

hogs per wveek

This number can be changed from time to time during the Term
of the Agreement by the mutual consent of the parties. Any
change to this number shall be confirmed in writing and
shall be placed in the Producer’s contract file with this
original Agreement.

Producer must be supervised by a licensed veterinarian and
must properly use any applicable drugs and adhere to
required withdrawal procedures thereto. Producer must be on
the Pork Quality Assurance Program, a HACCP program of
America’s Pork Producers. Producer must be at Level III or
be working to obtain Level III.

Producer must use an approved feeding program and must allow
Hormel Foods the right to inspect hogs and facilities. The
use of Hormel Foods’ feed is not required, but the Producer
must agree to 1listen objectively to Hormel Foods’ feed
presentations. ‘
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(e)

(a)

(b)

(c)

Producer must at all times be able to demonstrate its
financial soundness to Hormel Foods and to provide evidence
thereof upon the request of Hormel Foods. 1In light of the
term of the contract, Producer must demonstrate at all times
the ability and likelihood that its farm will be operational
and producing hogs for at least a period of the length of
the contract. Hormel Foods shall have ongoing access to
cost and financial records of Producer under this Agreement.
Producer must also use an approved cost and record keeping
system.

Q_E co .

If Hormel Foods is in a negative cash position with Producer
at the end of the initial term of this Agreement, Hormel
Foods shall have the right to elect to extend the Agreement
for up to an additional five (5) years, or until such time

as Hormel Foods has recouped its losses. "Negative cash

position" is defined as the amount that Hormel Foods has
paid to Producer over the initial term for hogs purchased
from Producer under the guaranteed minimum payment program
that exceeds the total market value of those hogs during
that same period. Producer shall be permitted to cancel
Hormel Foods’ option to extend the Agreement at any time
after the completion of the initial term by making a cash
payment to Hormel Foods sufficient to balance out the
negative cash position.

If Hormel Foods is in a positive cash position with Producer
at the end of the initial term of this Agreement, Producer
will have the right to extend the Agreement for five (5)
additional years. During this five (5) year extension,
Producer can cancel (1) anytime that Hormel Foods is in a
positive cash position: (2) anytime that Hormel Foods is in
a negative cash position by making a cash payment to Hormel
Foods sufficient to balance out the negative cash position.

The prbvisio_ns in sections 4a and 4b are subject to the
following restrictions:

(1) that any extension to the Agreement by either party
shall be governed by the terms of the basic Long-Term
Procurement Agreement being offered at the time of the
extension.

(2) that Hormel Foods reserves the right to terminate the
Long-Term Procurement program in its entirety at any
time after the initial contract term has ended, and

upon such a termination any extension previously made
under sections 4a or 4b shall likewise be terminated,
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10.

and the parties shall be released from any further
obligation to participate in the program.

Foods by failing to deliver hogs that the Producer is free
to sell, or if Producer otherwise breaches this Agreement in
any way, Producer shall indemnify, defend and hold Hormel
Foods harmless against any losses, claims or lawsuits caused
by said default or breach. Hormel Foods shall be entitled

DEFAULT. If Producer defaults in its contract with Hormel

amounts due and owing to Producer until such unpaid costs
have been satisfied. C

IERMINATION. This Agreement is subject to termination by

Hormel Foods at any time if Hormel Foods discontinues the
slaughtering of hogs.

WAIVER. The failure of either party to enforce at any time
any of the provisions of this Agreement, or to exercise any
option which is herein provided, or to require at any time
performance by the other party of any of the provisions
hereof, shall in no way be construed to be a waiver of such
provisions, nor in any way to affect the validity of this
Agreement or any part thereof, or the right of either party
to thereafter enforce each and every such provision.

LIMIT OF AUTHORITY. Except as provided in this Agqreement,
it is agreed that neither party is in any way the legal
representative or agent of the other party for any purpose

whatsoever, and has no right or authority to assume or

create any obligation of any kind, express or implied, on
behalf of the other party.

- This Agreement shall not be exclusive to
Producer, but instead may be offered by Hormel Foods to
other qualified, like-situated producers in Hormel Foods’

buying area.

b

« Any successor to the interests of
Producer in the hog farming operation from which the hogs
contracted for under this Agreement are supplied shall be
fully responsible to fulfill Producer’s obligations and
commitments hereunder. Any assignment, sale or transfer of
Producer’s interests in its hog farming operation must
include notice to the assignee that the assignment/transfer
is subject to the terms and conditions of the Long-Term
Purchase Agreement with Hormel Foods, and a copy of this
Agreement shall be provided to the assignee. The
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obligations of this provision shall also apply with equal
force to the transfer of Producer’s interests to his or her

heirs, whether as a result of death, disability, or for any
other reason.

Agreed to this day of

HORMEL FOODS CORPORATION
("Producer") ("Hormel Foods")
By: By:
Its: Its:

~
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obligations of this provision shall also apply with equal
force to the transfer of Producer’s interests to his or her
heirs, whether as a result of death, disability, or for any
other reason.

Agreed to this day of

HORMEL FOODS CORPORATION
("Producer") ("Hormel Foods")

By: By:

Its: Its:

(“Producer“)

By:

Its:

("Producer")

By:

Its:

("Producer®)

By:

Its:

WEEKLY HOG ESTIMATE MUST BE WRITTEN IN APPROPRIATE BLANK IN
PARAGRAPH 3 (b) FOR THIS CONTRACT TO BE VALID.
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Example A;

1) These examples are for hogs delivered the Week of
April 26 th
1993, First determine the daily average of che prior week's ig?gg :a: t
Hormel Foods’' Grade and Yield Plant Delivered Market. . o

RAX RAIR LIVE MARKET MEAT PRICE
Monday 04/19/93 : $45.50 $62.12
Tuesday 04/20/93 $45.50 $62.32
Wednesday 04/21/93 $46.00 $63.01
Thursday 04/22/93 $45.00 $61.64
Friday 04/23/93 $45.00 $61.64

Weekly Averade $42.40 282,19

2) Determine 8 week moving average of Omaha corn and Decatur/Central Ill. 44%

Soybean Meal. These averages are based on the 8 weeks prior to the previous

week. Round corn to the clcosest $0.10 per bushel and meal to th
§10.00 per ton. ¢ closest

RECATUR/
QMANA : SENTRAL_ILL

w/E CORN 443 MEAL
02/27/93 $2.02 $166.50
03/06/93 $2.07 $169.30
03/13/93 $2.10 $168.50
03/20/93 $2.11 $172.25
03/27/93 $2.15 $175.130
04/03/93 $3.17 $177.30
04/10/93 $2.18 $175.7%
04/17/93 - $2.19 $175.00
AVERAGE $3.12 $172.49
RQUNRER $2.10 £170.0Q

3) Determine Guaranteed Minimum Price.

From the Cost Allowance Matrix find the value for $2.10 corn and $170 meal.

Matrix Value $36.50 $50.00
Plus $5.00 Live, $6.85 Neat $5.00 $6.8S
§41.3Q §56.83

4) Determine Contract price.

Since last week’'s average price i{s greater than the guaranteed minimum price,
the midpoint between last week's average price and the guaranteed minimum

beccmes the contract price.

Last Week's Average Price $45.40 $62.19
Guaranteed Minimum Price $41.50 §56.85
$43.43 $59.352

gontzact Prics
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Ail Grade & Yield premiums shall be

Paid to the Producer and
last week’'s average plant delivered

calculazed ac
meat price ($62.19 in thi

S example) .
Example A is an example when last week '’

S average
quaranteed minimum price,

Price is greater than che

Example B:

1) Assume the daily Average of the prior week's 11:00 a.m. Hormel Foods’
Grade and Yield Plant Delivered Market is $35.00.

2) Use $2.10 for corn and $170.00 for meal as in Example A.

3) Guaranteed Minimum Price is $41.50 as in Example A.

4Y Determine Contract price.

Since last week'’'s average price is less than the

guaranteed minimum price,
the guaranteed minimum price becomes the

contracet price.

Last Week’'s Average Price $35.00 $47.9¢4
Guaranteed Minimum Price $41.50 $56.88
$41.50 $36.8%

All Grade & Yield premiums shall be paid to the

Producer and calculated at
last week’s average plant delivered meat price (

$47.94 in this example) .

Example B is an example when last week'’'s average price is less
than the guaranteed minimum price.

wwww

Examples A and B are for plant delivered hogs; station delivered hogs will be
discounted by the station delivered freight discount in effect at cthe time of

delivery. The following calculations use the current (08/25/97) freight discount
of $§0.7S5 per carcass cwt.

SONTRACT PRICES
Rlant  Rlanc Station
Liva Meat Meat
Rrics Rrice Rrice
Example A $43.45 $59.52 $58.77
Example B $41.50 $56.88 $56.10

Rlant Rlant Ssatlion
Live Meat Meak
Brice 1341} Brice
$61.44
Example A $45.40 $62.19
Example B $35.00 $47.94 $47.19

Example
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