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United States ex rel. Schumacher v. Stephens

United States Attorney Bill Mercer, on behalf of the Department of Agriculture’s Farm Service Agency, today announced the entry of a consent judgment in United States ex rel. Schumacher v. Stephens, CV 98-30-GF-DWM, dismissing the case and requiring the defendants to pay $4.25 million in damages and penalties to the Farm Service Agency and the two private citizens who initiated the lawsuit. 


The consent judgment announced today resolves a long-standing dispute between the United States and ROBERT E. STEPHENS, Jr., involving the collection of more than $2 million in farm program benefits by STEPHENS and three “shell” entities that STEPHENS created and controlled.  The case began in 1998 with the filing of a sealed complaint by two qui tam relators, or citizen whistleblowers, under a citizen suit provision of the False Claims Act, 31 U.S.C. § 3730.  The complaint alleged, in essence, that STEPHENS set up three shell companies, LONE PINE LAND, Inc, PRIEST BUTTE FARM, Inc., and MANCHESTER FARMING PARTNERSHIP, using employees and family members as nominee owners who had no real interest in the farm operation, but who were able to make STEPHENS eligible to collect significant amounts of additional farm subsidies.   


In May of 1999, the civil case was put on hold after a grand jury indicted STEPHENS for submitting false claims to the Farm Service Agency and for committing a fraud against the United States by concealing the true extent of STEPHENS’ ownership and interest in the shell companies.  In June of 2000, the criminal case came to trial in Helena, Montana, and STEPHENS and his companies were acquitted on all counts.  After the trial, the defendants requested attorneys fees and costs, arguing that the criminal charges were vexatious, frivolous, and brought in bad faith.  These requests were denied.  


After the criminal trial was complete,  the civil case moved forward with the qui tam relators, Gary Schumacher and Barbara Darrow, standing in the shoes of the government.  On a separate track, the United States elected to pursue administrative remedies within the Farm Service Agency.  The Montana State Farm Service Agency Committee considered the issues raised in the criminal trial and concluded that STEPHENS had adopted and perpetrated a “scheme and device” to evade Farm Service Agency program payment limitations.  The State committee ordered STEPHENS and the enterprises that he had set up to repay more than $4 million in program payments and $2 million in interest.  


The State committee’s 65 pages of findings and decision were appealed through the Department of Agriculture’s National Appeals Division.  There, after one level of appeal, a Hearing Officer reinstated benefits to STEPHENS individually, and to MANCHESTER FARMING PARTNERSHIP.  Both LONE PINE LAND and PRIEST BUTTE FARM were ordered to repay.  On appeal to the Director of the National Appeals Division, Farm Service Agency attacked the Hearing Officer’s findings and the decision on the ground that they were internally inconsistent.  The Farm Service Agency argued that if LONE PINE LAND and PRIEST BUTTE FARM were shell entities used to facilitate a scheme and device (perpetrated by those entities and STEPHENS), then the same logic would invalidate payments to MANCHESTER FARMING PARTNERSHIP and STEPHENS individually.  


 In January of 2003, as the Farm Service Agency, STEPHENS, and the enterprises he set up pursued their final level of administrative appeals, the United States filed an application for a writ of attachment in the civil qui tam case to prevent STEPHENS from allowing some of his real property to pass to his father and his children via a $38,000 tax deed.  The district court executed the writ and denied STEPHENS’ objections.


On January 27, 2004, the National Appeals Division Director issued a 27-page decision affirming on all grounds the original Montana State Committee decision to invalidate all payments to STEPHENS and the fraudulent shell companies that had been set up to obtain additional government payments that otherwise would have been limited under law.  In particular, with regard to PRIEST BUTTE FARM, the Director concluded that, on the one hand, STEPHENS told his bankers that he owned the shell companies in total, and on the other hand, STEPHENS told the Farm Service Agency that he only owned portions of those same companies.  The Director made similar findings regarding LONE PINE LAND.  Here the Director noted how, on the one hand, STEPHENS certified to the Farm Service Agency that he had no interest in LONE PINE LAND until 1999, while on the other hand he had been telling his banks all along that he owned the company in total.  Finally, as with the other companies, the Director concluded that “the Manchester partnership was nothing more than an attempt to conceal the real interest of STEPHENS in Manchester.”


With these findings in hand, the parties met with United States Magistrate Judge Carolyn Ostby and reached a settlement agreement that eventually translated into the district court’s recent consent judgment.  With regard to the terms of the agreement, U.S. Attorney William W. Mercer stated, “I am particularly satisfied with the result of this case, not only because it is an uncommonly large settlement in a farm program case, but because it repudiates many of the arguments that STEPHENS has used to his advantage all along: that he did not do anything wrong, that the Farm Service Agency supported these kinds of fraudulent filings, and that the government was out to get him.  STEPHENS is paying $4.25 million to settle this case because he committed a fraud against the United States.  For the public to have confidence in these programs, it is essential to take steps to ensure their integrity.  The case stands for the proposition that Montanans, and in particular the Farm Service Agency, will not tolerate this type of program abuse or activity.”


Additional documents in this case are available upon request, including the complete recitation of facts contained in the findings of the Director of the National Appeals Division and Montana State committee.  Please contact Leif M. Johnson at (406)247-4630 with any questions or document requests.
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