
 

 

  

 

An Interesting Case of Government Subsidies 
 

 

Greetings! 
 

In a recent case, the Alabama Supreme Court upheld a multi-million dollar verdict against an 
Alabama timber processing company when several wood dealers filed suit claiming they were 
cheated into accepting lower prices based on a promise of participation in a federal subsidy 
program.  In the initial jury trial, the defendants were awarded $1,092,692.71 in compensatory 
damages and $7,000,000 in punitive damages.  After appeal to the state Supreme Court, the 
punitive-damages were reduced somewhat resulting in a total judgment of approximately $6.4 M.  
 
This case is one that was won in the courts for the wood dealers that prosecuted, but shows the 
value of making sure contracts are what they appear to be and are being implemented 
correctly....especially if they involve a federal government program! 
 
The case is somewhat complicated and detailed, not the kind of fraud we 
usually handle in this newsletter.  But it does highlight the difficulty in working 
with the many players in the timber industry supply chain.  It also highlights the 
old adage that the size of the fraud increases as you get into the higher levels 
of management. 
 
It reminds us the importance of the "buyer beware" philosophy in contract 
negotiations where you are responsible for doing your homework on any deal, 
how important it is to have good communication channels and good written 
contracts.  
 
 
Warmly, 
Aaron 
  
  

This case is one that was won in the courts for the wood dealers that prosecuted, but shows the 
value of good communications, trustworthy work ethics, and well-written contracts. 

  
Here is the Background 
 
The Alabama River Group (ARG), represented by George Landegger, its chief executive, negotiated 
timber prices with seven wood dealers (the wood dealers) offering lower prices for the timber with a 
promise they would be able to not only recoup the difference but make additional profits when they 
applied for a government subsidy available at the time to landowners.  
 
The transactions were affected by a short-lived subsidy program administered by the US 
Department of Agriculture's Farm Service Agency (the FSA).  The subsidy program was known as 
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the Biomass Crop Assistance Program (BCAP).   
 
As part of the Food, Conservation, and Energy Act of 2008, also known as the 2008 Farm Bill, the 
US Congress created the Biomass Crop Assistance Program (BCAP) to help stimulate the 
development of renewal "bioenergy" sources and to assist agricultural and forest land owners and 
operators with the use of eligible material sold to a certified "biomass conversion facility."  
 
As most governments are leading campaigns to find alternative sources of fuel to fossils, biomass 
energy continues to make headlines as a possible alternative.  It is a renewable form of energy, 
carbon neutral, widely available and cheaper.  Biomass can be used for a variety of energy needs, 
including generating electricity, heating homes, fueling vehicles and providing process heat for 
industrial facilities.  
 
The subsidy covered tree branches, treetops, wood chips and bark; however, the material list 
specifically listed timber and paper-making industries as "black liquor" as not eligible.  Although 
BCAP did not provide any direct benefits to pulp-mill owners, Landegger decided to participate in the 
program by obtaining certification for two of his pulp mills located in Monroe County, Alabama.  
 
The ARG mills were certified by the FSA 
as qualified providers under BCAP, with 
ARG agreeing to follow the rules and 
regulations governing the program 
guidelines, including the assurance that 
only eligible materials would be 
processed.  The ARG advertised its 
certification status and promoted BCAP 
to wood dealers throughout its area of 
operation.  In negotiating contracts, they 
explained that dealers would receive 
BCAP subsidies for eligible wood 
products delivered to the ARG pulp mills. 
 
The Conflicts with the Government 
and with the Wood Dealers in Court 
 
ARG also explained to the wood dealers, that they would receive a reduced, below market price for 
wood products delivered to ARG mills that were eligible for the subsidies.  They explained that the 
subsidies would make up for that discount and provide an additional profit as well.  Furthermore, 
they said ARG would pay the "difference" and make wood dealers "whole" in case the subsidies 
were not paid to wood dealers or were lower than expected.  
 
However instead of following the requirements for the subsidy, Landegger made the decision to 
include wood materials that would ultimately be converted into black liquor.  This allowed ARG to 
qualify 50-55% of the tree instead of 10-12% that would otherwise be eligible.  
 
In December 2009, ARG processed an initial "test" load delivered by a wood dealer (not one of the 
plaintiffs) and provided the wood dealer with a delivery ticket stating that 54% of the wood delivered 
qualified for the subsidy.  The FSA state office paid the full subsidy.  With that decision, ARG began 
processing timber products in this same manner for approximately 50 different wood dealers who 
agreed to haul wood to ARG.  The wood dealers testified at trial that they were unaware of the fact 
that ARG was including black liquor products in its "eligible" materials.  
 
When someone complained to the FSA about ARG, the agency suspended ARG from participating 
in BCAP and halted relevant subsidies to wood dealers who hauled to ARG.  ARG immediately 
began working to get the suspension lifted and resolve the issue.  The suspension was lifted, 

 

 



provided ARG followed the rules.  ARG told the wood dealers the suspension was just a 
misunderstanding and encouraged them to continue to bring their wood, but failed to tell them of the 
subsidy issues.     
 
Furthermore, to help the wood dealers with their cash flow problems during the period of 
suspension, ARG agreed to "advance" the wood dealers the difference between the lower, below 
market rate ARG was paying and the market rate for all deliveries made during the suspension.  The 
dealers were required to sign promissory notes to receive the advance payments.  During the trial, 
ARG claimed it did not intend to demand payment if the subsidies were not paid.  
 
Ultimately, in February 2010, the FSA declared black liquor was "not eligible" and revoked ARG's 
status as a qualified BCAP and tentatively found that ARG had engaged in a scheme to present 
false information to the FSA.  ARG was liable for the amount of subsidies that had been improperly 
paid to wood dealers.  While appealing the FSA's decision, the wood dealers continued to bring their 
wood to ARG.  ARG hoped the FSA would reconsider its decision.  
 
In November 2010, ARG formally entered into a settlement with the FSA, resolving the 
dispute.  ARG would be re-certified but subsidies would be adjusted to reflect only materials without 
black liquor.  
 
One month before the agreement was reached between FSA and ARG, the wood dealers became 
impatient and sued for breach-of-contract, negligence, wantonness, and multiple fraud claims.  Their 
complaint was that ARG made misrepresentations to them in order to induce them to sell their wood 
products at a reduced price.  Their claim was for the economic damage they suffered as a result of 
the loss of the full subsidies they were promised.    
 
Various pre-trial arguments ensued.  The Wood dealers amended their initial complaint and added 
additional plaintiffs.  ARG filed amended counterclaims which the wood dealers denied.  ARG also 
alleged that the trial court failed to properly manage the case and tried to have it thrown out of court.  
 
A trial date was finally set for August 24, 2015.  However, one month after the trial date was set 
(May 26, 2015), Landegger was sentenced to two months in federal prison followed by six months of 
home confinement in Connecticut for an unrelated, tax-based conviction.  Although they tried to 
reschedule the trial, it was denied and the trial took place in May as planned while he was under 
house arrest.  
 
The trial was relatively short.  On August 31, 2017, the jury returned a general verdict in favor of the 
wood dealers and against ARG.  ARG appealed and even made motions for a mistrial.  The judge 
agreed to reduce the punitive damages by about $1M to comply with applicable legal requirements, 
but let the rest of the case stand.   
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