House Study Bill 721
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1 1 Section 1. Section 202.1, Code Suppl enent 1999, is anended
2 by adding the foll owi ng new subsecti ons:
3 NEW SUBSECTI ON.  1A. "Agricul tural producer” means a
4 person who produces a commodity, including but not limted to
5 a contract producer.
6 NEW SUBSECTI ON. 1B. "Capital investnment" neans an
7 investnment in any the follow ng:
8 a. Farnm and.
9 b. A structure, such as a building or manure storage
10 structure as defined in section 455B. 161 associated with
11 producing a conmodity.
12 c. Machinery or equi pment associated with producing a
13 commodity which has a useful l[ife in excess of one year.
14 NEW SUBSECTI ON. 2A. "Contract" nmeans an oral or witten
15 agreenent, including but not linmted to a production contract.
16 NEW SUBSECTI ON. 3A. "Contract input" neans a comodity or
17 an organic or synthetic substance or conpound that is used to
18 produce a commdity including but not linmted to any of the
19 foll owi ng:
20 a. Livestock or plants.
21 b. Agricultural seed as regul ated pursuant to chapter 199
22 c. Senen or eggs for breeding |ivestock.
23 d. A fertilizer as regulated pursuant to chapter 200 or
24 pesticide as regul ated pursuant to chapter 206.
25 NEW SUBSECTI ON. 8A. "Entity" includes a corporation
26 cooperative association, limted liability company,
27 partnership, limted partnership, or limted liability
28 partnership. 1t also includes a business trust,
29 uni ncor porated association, or any other donestic or foreign
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entity organi zed under |aw and fornmed on a profit or nonprofit
basis. An entity does not include a natural person or
gover nnent al body.

NEW SUBSECTI ON. 8B. "Equity interest” neans a voting
interest in an entity which includes any of the follow ng:

a. The issued shares in a corporation or cooperative
associ ation, including commobn stock or preferred stock,
regardl ess of a right to receive dividends or earning
distributions. A security such as a warrant or option that
may be converted to voting stock shall be considered as issued
shares.

b. The nenbership interests held in alimted liability

conpany.

c. The partnership interests in a partnership, linmted
partnership, or linmted liability partnership.
NEW SUBSECTI ON. 9A. "lnvestment requirenments” neans

provisions in a contract which require the contract producer
to make capital investnments associated with producing a
commodi ty subject to a production contract. The provisions
may be included as part of one or nore contracts, and may be
i ncluded as part of a production contract.

NEW SUBSECTI ON. 11A. "Parent entity" neans an entity that
controls a subsidiary entity as evidenced by the entity's
ownership of a majority of the equity interest in the
subsidiary entity.

NEW SUBSECTI ON. 15. "Subsidiary entity" neans an entity
that is controlled by a parent entity as evidenced by the




2 22 parent entity's ownership of a mpjority of the equity interest
2 23 inthe entity.
2 24 Sec. 2. Section 202.1, subsections 6 and 14, Code
2 25 Suppl ement 1999, are anended to read as foll ows:
2 26 6. "Contract producer" neans
—a—Bersan

— an agricultura

2 27 producer who holds a legal interest in a contract operation
2 28 and who produces a comvpdity at the contract producer's
2 29 contract operation under a production contract executed
2 30 pursuant to section 202.2.
2 31 14. "Production contract" neans
—ah—oFal—er—w-i-tten
2 32
—agreepnt
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contract executed pursuant to section 202.2 that

provi des for the production of a comodity or the provision of
managenent services relating to the production of a comodity
by a contract producer

Sec. 3. NEWSECTION. 202.2A | MPLIED PROM SE OF GOOD
FAI TH.

A production contract entered into subject to this chapter
i mposes an obligation of good faith as defined in section
554. 1201, on all parties with respect to the perfornance and
enforcenent of the production contract.

Sec. 4. NEWSECTION. 202.3A CONTRACTS | NVOLVI NG
I NVESTMENT REQUI REMENTS.

This section governs a production contract executed by a
contract producer and a contractor, if the contract producer
must nake capital investnents of twenty-five thousand dollars
or nmore according to investnment requirements provided in all
production contracts in which the contract producer and the
contractor are parties. The value of the capital investnents
shall be deened to be the total dollar anpbunt spent by the
contract producer in satisfying the investnent requirenents,
if that anmount is ascertainable.

1. Unless a contractor term nates a production contract
wi t hout notice and renedy as authorized in subsection 2, the
contractor shall not terminate a production contract until the
contractor conplies and provides notice and renedy to the
contract producer and otherw se conplies with this subsection.
The notice shall be printed in at |east twelve point type and
delivered to the contract producer by restricted certified
mail. In addition, the follow ng shall apply:

a. |If the contractor is not claimng a breach of contract,
including a breach based on the failure to conply with
i nvestnent requirenents, all of the foll owi ng apply:

(1) The contractor nmust provide a notice of termnation to
the contract producer at |east one hundred eighty days prior
to the effective date of the term nation

(2) The contractor nust pay the contract producer for the
anount of damages incurred by the contract producer, including
but not Iimted to the cost of the required capita
i nvest nents made by the contract producer.

b. If the contractor is claimng a breach of contract,
including a breach based on the failure to conply with
i nvestnent requirenents, all of the foll owi ng apply:

(1) The contractor must provide notice of the termni nation
to the contract producer at |east ninety days prior to the
effective date of the termination. The notice nust provide a
list of conplaints alleging causes for the breach.

(2) The contract producer nust fail to remedy each cause
of the breach as alleged in the list of conplaints provided in
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the notice of termination within sixty days follow ng receipt
of the termination notice. An effort by a contract producer
to remedy a cause of an alleged breach shall not be construed
as an admi ssion of a breach in a civil cause of action

2. A contractor may terminate a contract w thout notice or
renedy if the basis for the termnation is any of the
fol | owi ng:

a. A voluntary abandonment of the contractual relationship
by the contract producer. A conplete failure of a contract
producer's performance under a contract shall be deened to be
abandonnent .

b. The conviction of a contract producer of an of fense of
fraud or theft conmtted against the contractor.

Sec. 5. NEWSECTION. 202.3B UNFAIR | NFLUENCE PROCHI Bl TED.

1. As used in this section, "unfair influence" nmeans to
i nfluence a contract producer to do any of the follow ng:

a. Alter associations or affiliations which provide that a
contract producer nust do any of the follow ng:

(1) Associate or refrain fromassociating with
agricul tural producers.

(2) Affiliate with, refrain fromaffiliating with, or quit
an affiliation with an organization representing agricultura
producers.

b. Alter the manner in which the contract producer uses
liens provided in chapter 579A or 579B, including but not
limted to any of the foll ow ng:

(1) Refraining fromfiling, continuing, or terninating
such lien.

(2) Refraining fromenforcing such |ien.

c. Alter the manner in which the contract producer may
utilize the contract producer's rights and protections as
provided in 1999 lowa Acts, chapter 88, or this chapter.

2. A contractor, or its enployees or agents, shall not
unfairly influence or attenpt to unfairly influence a contract
producer or conspire, agree, or arrange with another person to
unfairly influence another person to take an action which
affects any of the follow ng:

a. The execution, term nation, extension, or renewal of a
production contract.

b. The treatnent of a contract producer, which rmay include
providing discrimnatory or preferential terns in a production
contract or interpreting terms of an existing production
contract in a discrimnatory or preferential manner. The
terns may relate to the price paid for a commodity; the
quality or quantity of a commodity demanded; or financing,

i ncludi ng i nvestnent requirenments.

c. The grant of a reward or imposition of a penalty,
including the denial of a reward. The reward or penalty may
be in any form including but not limted to financial rewards
or penalties. Financial rewards or penalties may relate to
| oans, bonuses, or inducenents.

d. Alter the quality, quantity, or delivery tinmes of
contract inputs provided to the contract producer.

3. A contractor shall not unfairly influence a contract
producer by providing false information to the contract
producer, which nmay include false information relating to any
of the follow ng

a. An agricultural producer with whomthe contract
producer associates or an agricultural organization with which
the contract producer is affiliated, including but not [imted
to any of the follow ng:

(1) The character of the agricultural producer.

(2) The condition of the finances or the managenent of the
agricultural organization

b. The legal requirenents or effect of filing or
termnating a lien as provided in chapter 579A or 579B

c. The rights and protections provided under 1999 |owa
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Acts, chapter 88, or this chapter.

Sec. 6. NEWSECTION. 202.3C PARENTAL AND SUBSI DI ARY
ENTITIES LIABILITY

If a contractor is a subsidiary entity, and fails to
perform according to the terms of a production contract, the
parent entity shall be liable to the contract producer to
perform under the production contract as if the parent entity
were the subsidiary entity. The parent entity shal
i medi ately pay the contract producer ampbunts necessary in
order to preserve the commodities produced under the
production contract, if comodities being produced under the
producti on contract may perish because of the subsidiary
entity's nonperformance

Sec. 7. NEWSECTION. 202.3D ClIVIL ACTI ONS

A contract producer who suffers danages because of a
contractor's violation of this chapter may obtain appropriate
| egal and equitable relief, including damages, as a suit in
common | aw pursuant to lowa rules of civil procedure.

1. In such a civil action against the contractor, the
court shall award the contract producer who is the prevailing
party reasonabl e attorney fees and other litigation expenses.

2. In order to obtain injunctive relief, the contract
producer is not required to post a bond, prove the absence of
an adequate renmedy at |law, or show the existence of special
ci rcunmst ances, unless the court for good cause otherw se
orders. The court may order any form of prohibitory or
mandatory relief that is appropriate under principles of
equity, including but not limted to issuing a tenporary or
per manent restraini ng order.

Sec. 8. NEWSECTION. 202.3E WAl VERS UNENFORCEABLE

A waiver of a right created by this chapter is void and
unenforceable. This section does not affect other provisions
of a production contract, including a production contract or
rel ated docurment, policy, or agreenment which can be given
effect without the voided provision.

Sec. 9. NEWSECTION. 202.3F RULES.

The attorney general nay adopt rul es pursuant to chapter
17A as is necessary in order to adm nister and enforce this
chapter.

Sec. 10. DIRECTIONS TO CODE EDI TOR. The Code editor may
renunber provisions in chapter 202 in order to enhance its
readability.

EXPLANATI ON

In 1999, the general assenbly enacted House File 322 (1999
lowa Acts, chapter 169) which provides for the production and
purchasi ng of agricultural comodities, by regulating the
contracting for the production of agricultural comodities.
Specifically, the Act regulates the relationship between a
contractor and contract producer under new Code chapter 202.
A contractor is a person who contracts with an agricultura
producer to produce a commbdity on a property held by the
agricultural producer. The contract is referred to as a
production contract. A "conmodity" means crops, raw mlk, or
l'i vestock.

This bill anmends Code chapter 202, by further regulating
the rel ati onship between a contractor and contract producer.

The bill provides that there is an inplied pron se of good
faith by all parties to a production contract. It regulates
for production contracts which require a contract producer to

make capital investnents in farm and, structures, or equi pnent
or machinery. Specifically, it provides that where a contract
producer has nade capital investnents, a contractor is
prohibited fromternm nating a contract w thout notice and
renedy. The bill requires that the contractor provide notice
delivered to the contract producer, informng the contract
producer of a term nation, and providing damages. |f the
termnation is due to an alleged breach by the contract
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producer, the contractor nust provide an opportunity for the
contract producer to cure the breach.

The bill prohibits a contractor fromusing unfair influence
to alter associations or affiliations of a contract producer,
alter the manner in which the contract producer uses liens
provi ded in Code chapter 579A or 579B, or alter the manner in
whi ch the contract producer nmay utilize the contract
producer's rights and protections as provided in 1999 |owa
Acts, chapter 88, or Code chapter 202. The bill prohibits a
contractor fromproviding false information to a contract
producer .

The bill provides that if a contractor is a subsidiary of a
anot her corporation or entity, and fails to perform according
to the ternms of a production contract, the parent entity is
liable to the contract producer to performunder the
production contract.

The bill provides that a contract producer, who suffers
damages because of a contractor's violation of Code chapter
202, may obtain appropriate |legal and equitable relief,

i ncludi ng damages, as a suit in comon | aw pursuant to |owa
rules of civil procedure. The bill provides that the court
shall award the contract producer who is the prevailing party
reasonabl e attorney fees and other litigation expenses.

The bill provides that any waiver of a right created by
Code chapter 202 is void and unenforceabl e.
The bill authorizes the attorney general to adopt rules as

necessary in order to adm nister and enforce Code chapter 202.
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