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Rural Cooperatives in the Rural Cooperatives in the 
United StatesUnited States

Experience, Challenges, Experience, Challenges, 
Lessons, ObservationsLessons, Observations

May 15, 2008May 15, 2008
James R. BaardaJames R. Baarda
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8. Support and Assistance

7. Credit Cooperatives

6. Changing Cooperatives 

5. Business Comparisons

4. Legal Systems for Cooperatives

3. Farmer Cooperatives

2. Agriculture and Our Economy

1. Cooperative Businesses

TodayToday’’s Discussions Discussion

IntroductionIntroduction

3

Cooperatives Cooperatives –– What Are They?What Are They?
• Businesses
• Special purposes
• Service oriented
• Businesses of principles
• All sectors of U.S. economy

Brief DescriptionBrief Description

1. Cooperative Businesses

4 IntroductionIntroduction

A Surprising NumberA Surprising Number
Unexpected ImportanceUnexpected Importance

““Good company to be in.Good company to be in.””

5 IntroductionIntroduction

Farmers
Credit Unions
Housing
Rural Electric
Rural Telephone
Water and Waste
Childcare
Health Maintenance Orgs.
Grocery
Business-to-Business
Educational
Arts & Crafts

3,086
8,800
1,523

850
260

2,000 
1,000
1,216

300
300
200
350

Cooperative OverviewCooperative Overview

6 IntroductionIntroduction

Agriculture
Grocery retail
Energy and communications 
Finance
Hardware and lumber
Healthcare
Foodservice distribution
Recreational
Media
Franchise

38
18
18 
11
7
3
2
1
1
1

Largest 100 CooperativesLargest 100 Cooperatives

Total business, 2005     $140.8 billionTotal business, 2005     $140.8 billion
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International CooperativeInternational Cooperative
Alliance (ICA)Alliance (ICA)

1. Voluntary and open membership
2. Democratic member control
3. Member economic participation
4. Autonomy and independence
5. Education, training and information
6. Co-operation among co-operatives
7. Concern for community

Brief DescriptionBrief Description 8

Food
12%

Housing
32%

Apparel, Services
4%

Transportation
17%

Healthcare
5%

Entertainment
5%

Personal Care 
Products

1%

Education
2%

Misc.
8%

Insurance, Pension
14% U.S. Consumer Expenditures, 2005U.S. Consumer Expenditures, 2005

2. Agriculture and Our Economy

Food ExpendituresFood Expenditures

9 Food ExpendituresFood Expenditures 10
Policy

Equity Capital

Services

Credit

Tax, Legal

Research

Institutions

Natural Resources

Other Inputs

Farmer

Buyer

Second Market

Processing

Marketing/Distribution

Final Market

11

Natural Resources

Other Inputs

Producer

Buyer

Second Market

Processing

Marketing/Distribution

Final Market

2.1 million farms

25,000 food and beverage
processors

111 million households
300 million consumers

32,600 wholesalers

112,700 food and beverage
distributors

377,700 foodservice companies

+

-

Supply ChainSupply Chain 12

100%1,367.2100%24.8Total food and 
fiber             
system

24325.6174.2Supporting 
activities

14188.1276.8Eating places

29397.0348.4Wholesaling, 
retailing

16215.392.2
Related 
manufacturing

12166.961.4

Food 
processing, 
manufacturing

574.371.8Farming

Percent 
of

Total

$BillionPercent 
of

Total

MillionSectors

Contribution to GNPEmployment

ContributionsContributions
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15.618.01999

14.217.21993

17.518.51985

20.421.41975

24.022.91967

40.041.01947

Percent of
Total

Percent of
Total

Year

Contribution to 
GNP

Employment

Contribution of Food and Fiber System to U.S. Economy

2001 16.7 12.3

ContributionsContributions 14 ContributionsContributions

15

Fuels & Electricity
4%

Corp. Profits
5%

Advertising
4%

Depreciation
4%

Net interest
3%

Net rent
4%

Repairs
2%

Labor
38%

Farm value
18%

Bus. Taxes  
4%

O ther costs
3%

Packaging Materials
7%

Rail  & Truck
4%

Labor
Packaging Materials
Rail & Truck
Fuels & Electricity
Corp. Profits
Advertising
Depreciation
Net interest
Net rent
Repairs
Business taxes
Other costs
Farm value

Distribution of Food Expenditures

Price SpreadsPrice Spreads 16

709.4661.1449.8264.4Consumer expenditures

132.5123.3106.281.7Farm value

576.9537.8343.6182.7Total marketing bill

22.023.322.211.1Other costs

24.923.515.78.3Business taxes

10.910.16.23.6Repairs

30.326.713.96.8 Net rent

19.216.913.53.4Net interest

25.324.216.37.8Depreciation

28.126.117.17.3Advertising 

33.031.113.29.9Pretax corporate profits

24.923.115.29.0Fuels and electricity

28.426.419.813.0Rail and truck transportation

56.853.536.521.0Packaging materials

273.1252.9 154.081.5Labor 

Billion dollars

2002200019901980Expenditures 

Food Price Spread

17 Farm CharacteristicsFarm Characteristics 18 Farm CharacteristicsFarm Characteristics
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19 Farm CharacteristicsFarm Characteristics 20 Farm CharacteristicsFarm Characteristics

21 Farm CharacteristicsFarm Characteristics 22 Farm CharacteristicsFarm Characteristics

23 Farm CharacteristicsFarm Characteristics 24

All Parts of U.S. EconomyAll Parts of U.S. Economy
Rural NonRural Non--AgricultureAgriculture
•• CommunityCommunity
•• UtilitiesUtilities
•• Health, insuranceHealth, insurance
•• HousingHousing
•• FoodFood

3. Farmer Cooperatives

Rural CooperativesRural Cooperatives
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Number 864 distribution
66 G&T

Service 40 million individuals
12% of U.S. population

17 million businesses
States 47
Counties 2,500 of 3,141
Lines 43% of U.S. lines
Power 10% of U.S. kw hours

Number 864 distribution
66 G&T

Service 40 million individuals
12% of U.S. population

17 million businesses
States 47
Counties 2,500 of 3,141
Lines 43% of U.S. lines
Power 10% of U.S. kw hours 26

Types of CooperativesTypes of Cooperatives

AgricultureAgriculture
•• Local, regional, nationalLocal, regional, national
•• InternationalInternational
•• Centralized, federatedCentralized, federated

Rural CooperativesRural Cooperatives

27

Cooperative

Cooperative

Cooperative

Cooperative

Types of CooperativesTypes of Cooperatives

Rural CooperativesRural Cooperatives 28

U.S. Farmer Cooperatives U.S. Farmer Cooperatives -- 20062006

57,000Part-time Employees

123,000Full-time Employees

$20 billionNet Worth

$47.9 billionTotal Assets

$3.2 billionNet Income
$126.5 billionGross Business Volume

2.6 million Memberships

2,675Number of Cooperatives

Gross value of products marketed $76 billion
Gross value of supplies handled $46 billion

Gross value of products marketed $76 billion
Gross value of supplies handled $46 billion

Cooperative RolesCooperative Roles

29

U.S. Farmer CooperativesU.S. Farmer Cooperatives
Relative Size

Top 100

All Other

0%

20%

40%

60%

80%

100%

Business Volume

57%

Cooperative RolesCooperative Roles 30

U.S. Farmer CooperativesU.S. Farmer Cooperatives
Relative Size

Top 10

All Other

0%

20%

40%

60%

80%

100%

Business Volume

34%

Cooperative RolesCooperative Roles
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U.S. Farmer CooperativesU.S. Farmer Cooperatives

28Total

12All other

13Livestock/wool/mohair

19Fruits/vegetables

42Cotton/cottonseed

38Grains/oilseeds

83Milk/milk products

Cooperative Shares -- Marketing (%)

Cooperative RolesCooperative Roles 32

U.S. Farmer CooperativesU.S. Farmer Cooperatives

26Total

13Seed

15Feed

34Crop protectants

46Petroleum

45Fertilizer

Cooperative Shares -- Supply (%)

Cooperative RolesCooperative Roles

33

Agricultural Systems Agricultural Systems ----
The The ““Supply ChainSupply Chain””

Why Cooperative?Why Cooperative? 34
Policy

Equity Capital

Services

Credit

Tax, Legal

Research

Institutions

Natural Resources

Other Inputs

Farmer

Buyer

Second Market

Processing

Marketing/Distribution

Final Market

35

Why Cooperatives?Why Cooperatives?
•• Market system failureMarket system failure
•• Certainty of marketCertainty of market
•• Efficiency in sizeEfficiency in size
•• Bargaining powerBargaining power
•• Farmer focusFarmer focus

Why Cooperative?Why Cooperative? 36

Why Cooperatives?Why Cooperatives?
•• Value added captureValue added capture
•• Risk managementRisk management
•• SelfSelf--determinationdetermination
•• ““Competitive yardstickCompetitive yardstick””
•• Social benefitsSocial benefits

Why Cooperative?Why Cooperative?
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What Cooperatives DoWhat Cooperatives Do
•• MarketMarket
•• BargainBargain
•• SupplySupply
•• ServiceService
•• Add valueAdd value

Why Cooperative?Why Cooperative? 38 Natural Resources

Other Inputs

ProducerProducerProducerProducerProducerProducerProducerProducerProducerProducerProducerFarmer

Buyer

Second Market

Processing

Marketing/Distribution

Final Market
Individual and
Cooperative

39 Natural Resources

Other Inputs

Farmer

Buyer

Second Market

Processing

Marketing/Distribution

Final Market
Individual and
Cooperative
-- Marketing

40 Natural Resources

Other Inputs

Farmer

Buyer

Second Market

Processing

Marketing/Distribution

Final MarketMarket identificationMarket identification

AggregationAggregation

Market developmentMarket development

PricingPricing

Purchase and salePurchase and sale

Transaction assistanceTransaction assistance

ProcessingProcessing

Grading, packagingGrading, packaging

Product identificationProduct identification

Export, special servicesExport, special services

41 Natural Resources

Other Inputs

Farmer 

Buyer

Second Market

Processing

Marketing/Distribution

Final Market
Individual and
Cooperative
-- Supply

42 Natural Resources

Other Inputs

Farmer 

Buyer

Second Market

Processing

Marketing/Distribution

Final MarketFertilizerFertilizer

SeedSeed

FeedFeed

Machinery, equipmentMachinery, equipment

Pesticides, herbicidesPesticides, herbicides

IrrigationIrrigation

Petroleum supplyPetroleum supply

TransportationTransportation
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43 Natural Resources

Other Inputs

Farmer 

Buyer

Second Market

Processing

Marketing/Distribution

Final Market
Individual and
Cooperative
-- Service

44 Natural Resources

Other Inputs

Farmer 

Buyer

Second Market

Processing

Marketing/Distribution

Final MarketSoil testingSoil testing

Pest managementPest management

Grazing managementGrazing management

Artificial inseminationArtificial insemination

Dairy herd testingDairy herd testing

Information exchangeInformation exchange

Management servicesManagement services

Land rights assistanceLand rights assistance

Technology assistanceTechnology assistance

Regulatory assistanceRegulatory assistance

45

1. Legal person
2. Limited liability
3. Perpetual existence
4. Centralized management

5. Broad range of capital sourcing
6. Interests freely transferable

Cooperative Cooperative –– CorporationCorporation

The PrinciplesThe Principles 46

1.1. The User-Control Principle: Those 
who control the cooperative are those 
who use the cooperative

Cooperative PrinciplesCooperative Principles

The PrinciplesThe Principles

47

2.2. The User-Benefits Principle: The 
cooperative's sole purpose is to 
provide and distribute benefits to its 
users on the basis of their use.

Cooperative PrinciplesCooperative Principles

The PrinciplesThe Principles 48

Cooperative PrinciplesCooperative Principles

3.3. The User-Owner Principle: Those 
who own and finance the cooperative 
are those who use the cooperative.

The PrinciplesThe Principles



James R. Baarda
United States Department of Agriculture
james.baarda@wdc.usda.gov

May 15, 2008
New York, NY

United Nations
Learning Center -- Cooperatives 9

49

International CooperativeInternational Cooperative
Alliance (ICA)Alliance (ICA)

1. Voluntary and open membership
2. Democratic member control
3. Member economic participation
4. Autonomy and independence
5. Education, training and information
6. Co-operation among co-operatives
7. Concern for community

The PrinciplesThe Principles 50

ControlControl

BenefitBenefit

FinanceFinance

USEUSE

Putting It TogetherPutting It Together

The PrinciplesThe Principles

51

5. Operations

4. Structure

3. Member ownership

2. Member benefits

1. Control by members

PracticalitiesPracticalities

Putting Principles to WorkPutting Principles to Work

PracticePractice 52

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Control by membersControl by members
•• Membership qualificationsMembership qualifications
•• Voting and voting powerVoting and voting power
•• Board of directorsBoard of directors

1.1. The User-Control Principle: Those who control the cooperative 
are those who use the cooperative.

ControlControl

53

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Control by membersControl by members
VotingVoting
Voting powerVoting power
ParticipationParticipation
ResponsibilityResponsibility
DedicationDedication

ControlControl 54

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Member qualificationsMember qualifications
Purpose of the cooperativePurpose of the cooperative
Service to membersService to members
Business focusBusiness focus
StatutesStatutes
BylawsBylaws
Approval of new membersApproval of new members
FormalitiesFormalities

MembershipMembership
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Cooperative

Cooperative

Cooperative

Cooperative

MembershipMembership

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

56

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Voting and voting powerVoting and voting power
Right to voteRight to vote
One member, one voteOne member, one vote
Requirements and variationsRequirements and variations
Subject of votingSubject of voting

Choosing directorsChoosing directors
Special topicsSpecial topics
What members wantWhat members want

ControlControl

57

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Voting and voting powerVoting and voting power
Member meetingsMember meetings

GeneralGeneral
SpecialSpecial

Mail, proxy votingMail, proxy voting
Financial reportsFinancial reports

ControlControl 58

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Board of directorsBoard of directors
Legal requirement, authorityLegal requirement, authority

QualificationQualification
NumberNumber
OptionsOptions

Chosen by membersChosen by members
Cooperative membersCooperative members
Additional qualifications Additional qualifications -- bylawsbylaws

ControlControl

59

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Board of directors (cont.)Board of directors (cont.)
NominationsNominations
DistrictingDistricting
Representatives and delegatesRepresentatives and delegates
Number of directorsNumber of directors
Terms of officeTerms of office

LengthLength
LimitationsLimitations

ControlControl 60

Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Board of directors (cont.)Board of directors (cont.)
Board structureBoard structure

OfficersOfficers
CommitteesCommittees

MeetingsMeetings
Deliberations and minutesDeliberations and minutes
Written policiesWritten policies
RemovalRemoval

ControlControl
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Who controls the cooperativeWho controls the cooperative
–– and how?and how?

•• Board of directors (cont.)Board of directors (cont.)
ResponsibilitiesResponsibilities

Assigned dutiesAssigned duties
““Circle of responsibilitiesCircle of responsibilities””

LiabilitiesLiabilities
Protecting directorsProtecting directors

IndemnificationIndemnification
InsuranceInsurance

ControlControl 62

Represent MembersRepresent Members

Establish PoliciesEstablish Policies

Engage ManagementEngage Management

Oversee AssetsOversee AssetsPreserve CooperativePreserve Cooperative

Assess PerformanceAssess Performance

Inform MembersInform Members

DirectorsDirectors’’ Seven ResponsibilitiesSeven Responsibilities

63

Who controls the cooperativeWho controls the cooperative
–– and how?and how? ChallengesChallenges

•• Active member participationActive member participation
•• Active voting and controlActive voting and control
•• Qualified directorsQualified directors
•• Director and board performanceDirector and board performance
•• BoardBoard--management relationsmanagement relations
•• Management skillsManagement skills

ControlControl 64

Who benefits from the Who benefits from the 
cooperative cooperative –– and how?and how?

•• Purposes and strategiesPurposes and strategies
•• Pricing and efficiencyPricing and efficiency
•• Patronage refunds Patronage refunds –– a unique ideaa unique idea

2.2. The User-Benefits Principle: The cooperative's sole purpose is 
to provide and distribute benefits to its users on the basis of 
their use.

BenefitsBenefits

65

Who benefits from the Who benefits from the 
cooperative cooperative –– and how?and how?

Patronage refunds Patronage refunds –– a unique ideaa unique idea
WhatWhat’’s left overs left over

Total income Total income -- total expensestotal expenses
Net margins, net savingsNet margins, net savings

Back to membersBack to members
The The ““patronage refundpatronage refund””

BenefitsBenefits 66

InvestmentInvestment OperationsOperations FinanceFinance

Administrative ExpensesAdministrative Expenses

Physical AssetsPhysical Assets

SalesSales

Financing ExpensesFinancing Expenses

NetNet MarginsMargins

PurchasesPurchases
Current AssetsCurrent Assets

InvestmentsInvestments

Plant,Plant,
PropertyProperty

EquipmentEquipment

ShortShort--termterm
LiabilitiesLiabilities

LongLong--termterm
LiabilitiesLiabilities

EquityEquity
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NetNet MarginsMargins

$10,000Net margins
$90,000Total costs and expenses

$10,000Other expenses
$80,000Cost of goods sold

$6,000Ending inventory
$86,000Goods available for sale

$81,000Purchases
$5,000Beginning Inventory

Cost of goods sold
$100,000Gross income from commodity sales

68

Who benefits from the Who benefits from the 
cooperative cooperative –– and how?and how?

Patronage refunds Patronage refunds –– a unique idea (cont.)a unique idea (cont.)
Proportion of business doneProportion of business done

All business with the cooperativeAll business with the cooperative
Individual patronIndividual patron’’s businesss business
Calculate proportionCalculate proportion

Divide up margins, savings, profitsDivide up margins, savings, profits
Pay members their sharePay members their share

BenefitsBenefits

69

Patronage RefundsPatronage Refunds

17.28$14,000 E

14.81$12,000 D

30.86$25,000 C

12.35$10,000 B

24.69$20,000 A

Percentage of 
Total

Sales to 
CooperativePatron

BenefitsBenefits 70

Patronage RefundsPatronage Refunds

$1,72817.28$14,000 E

$1,48114.81$12,000 D

$3,08630.86$25,000 C

$1,23512.35$10,000 B

$2,46924.69$20,000 A

Patronage 
Refund

Percentage of 
Total

Sales to 
CooperativePatron

BenefitsBenefits

71 BenefitsBenefits 72

Who benefits from the Who benefits from the 
cooperative cooperative –– and how?and how?

Patronage refunds Patronage refunds –– a unique idea (cont.)a unique idea (cont.)
Some variationsSome variations

NonNon--member businessmember business
Member or nonMember or non--member refundsmember refunds

BenefitsBenefits
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Who benefits from the Who benefits from the 
Cooperative Cooperative –– and how?and how? ChallengesChallenges

•• Multiple productsMultiple products
•• Different member/patron participationDifferent member/patron participation
•• ValueValue--added activitiesadded activities
•• PoolingPooling
•• Calculations and bookkeepingCalculations and bookkeeping
•• Finding patronsFinding patrons

BenefitsBenefits 74

Who benefits from the Who benefits from the 
Cooperative Cooperative –– and how?and how? ChallengesChallenges

•• Fairness Fairness –– equitable or equal treatmentequitable or equal treatment
•• Member expectations and demandMember expectations and demand
•• The problem of lossesThe problem of losses

BenefitsBenefits

75

Ownership = FinancingOwnership = Financing
Financing = InvestmentFinancing = Investment

OwnershipOwnership 76

Who finances the Who finances the 
cooperative cooperative –– and how?and how?

•• Range of funding sourcesRange of funding sources
•• LimitationsLimitations
•• Borrowed capitalBorrowed capital
•• Equity Equity –– membership capitalmembership capital
•• Equity Equity –– patronagepatronage--based capitalbased capital

3.3. The User-Owner Principle: Those who own and finance the 
cooperative are those who use the cooperative.

OwnershipOwnership

77

InvestmentInvestment OperationsOperations FinanceFinance

Administrative ExpensesAdministrative Expenses

Physical AssetsPhysical Assets

SalesSales

Financing ExpensesFinancing Expenses

NetNet MarginsMargins

PurchasesPurchases
Current AssetsCurrent Assets

InvestmentsInvestments

Plant,Plant,
PropertyProperty

EquipmentEquipment

ShortShort--termterm
LiabilitiesLiabilities

LongLong--termterm
LiabilitiesLiabilities

EquityEquity

78

Who finances the Who finances the 
cooperative cooperative –– and how?and how?

•• Needs depend on operation and serviceNeeds depend on operation and service
•• Purchasing a membershipPurchasing a membership
•• Balancing benefits and investmentBalancing benefits and investment
•• Investment based on patronageInvestment based on patronage

OwnershipOwnership
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Who finances the Who finances the 
cooperative cooperative –– and how?and how?

Investment based on patronageInvestment based on patronage
Patronage proportions (determined)Patronage proportions (determined)
Patronage refund paymentPatronage refund payment

Portion in cashPortion in cash
Portion in investment in cooperativePortion in investment in cooperative

The memberThe member’’s investment belongs to s investment belongs to 
membermember

OwnershipOwnership 80

PatronagePatronage--based financing (I)based financing (I)

$864 $864 $1,728E

$740 $740 $1,481D

$1,543 $1,543 $3,086C

$618 $618 $1,235B

$1,235 $1,235 $2,469A

EquityCashPatronage RefundPatron

OwnershipOwnership

81

$450 45E

$750 75D

$300 30C

$500 50B

$200 20A

EquityHead DeliveredPatron

PatronagePatronage--based financing (II)based financing (II)

OwnershipOwnership 82 OwnershipOwnership

83

Who finances the Who finances the 
cooperative cooperative –– and how?and how?

•• Balancing cooperative needsBalancing cooperative needs
•• Equity contributedEquity contributed
•• Proportion assignmentProportion assignment
•• MethodsMethods

OwnershipOwnership 84

•• Revolving fund systemRevolving fund system
•• Base capital planBase capital plan
•• Revolving periodRevolving period

Who finances the Who finances the 
cooperative cooperative –– and how?and how?

OwnershipOwnership
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Who finances the Who finances the 
cooperative cooperative –– and how?and how?

Investment based on patronage (cont.)Investment based on patronage (cont.)
Process of contribution continuesProcess of contribution continues
Balancing cooperative needsBalancing cooperative needs
Paying back (redeeming) equityPaying back (redeeming) equity

AmountsAmounts
MethodsMethods

The The ““revolving fundrevolving fund”” systemsystem

OwnershipOwnership 86

Who finances the Who finances the 
cooperative cooperative –– and how?and how?

Investment based on patronage (cont.)Investment based on patronage (cont.)
““Base capital planBase capital plan”” methodmethod

Based on business proportionBased on business proportion
Kept upKept up--toto--datedate

Revolving periodRevolving period

OwnershipOwnership

87 OwnershipOwnership 88

Who finances the Who finances the 
cooperative cooperative –– and how?and how?

ChallengesChallenges

•• Complications, recordsComplications, records
•• DecisionsDecisions
•• TradeTrade--offsoffs
•• FairnessFairness
•• Getting enough capitalGetting enough capital

OwnershipOwnership

89

6. Getting it done right

5. Getting the right assistance

4. Getting the right information

3. Steps in process

2. The people focus

1. Interest

FormationFormation

Getting StartedGetting Started

FormationFormation 90

Cooperative FormationCooperative Formation
•• Individual initiative Individual initiative ---- farmersfarmers
•• The process The process ---- farmersfarmers
•• Decisions Decisions ---- farmersfarmers
•• Legal mattersLegal matters
•• Government participationGovernment participation

FormationFormation
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General processGeneral process
1. Exploratory 1. Exploratory meeting(smeeting(s))
2. Steering committee2. Steering committee
3. Surveys, analyses3. Surveys, analyses
4. Financial analysis4. Financial analysis
5. Incorporation5. Incorporation
6. Implementation6. Implementation

Getting StartedGetting Started

FormationFormation 92

First farmer meeting

Exploratory meeting

Feasibility analysis

Market, supply, cost

Producer survey

General meeting

General meeting

Financial analysis

General meeting

Legal documents

Bylaws, directors

Membership drive

Capitalization

Manager, facilities

Operations FormationFormation

93
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Adapted from Wadsworth

Cooperative
Life Stages

Startup Growth Maturity Decline

Penetrate and grow Protect and defend Seek opportunities

Efforts to extend life

?

Strategic Planning

94
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Cook

Cooperative
Life Stages

Phases:
I. Economic Justification
II. Organizational Design
III. Growth – Glory
IV. Introspection
V. Choices

Phases:
I. Economic Justification
II. Organizational Design
III. Growth – Glory
IV. Introspection
V. Choices

95 96

4. Securities regulation 

3. Antitrust 

2. Income Taxes 

1. Statutes and Choices

Laws AppliedLaws Applied

Legal PrinciplesLegal Principles

4. Legal Systems for Cooperatives
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Choices availableChoices available
Cooperative statutesCooperative statutes
Corporate statutesCorporate statutes
Limited liability company (LLC)Limited liability company (LLC)
OtherOther

Reasons for choiceReasons for choice
Purposes and objectivesPurposes and objectives
LimitationsLimitations
FlexibilityFlexibility

Statutes and ChoicesStatutes and Choices

Statutory SystemsStatutory Systems 98

5. Federal statutes and programs

4. Proposed uniform law

3. New statutes

2. Incorporation and principles

1. Statutory development

StatutesStatutes

Statutory SystemsStatutory Systems

99

•• Michigan Michigan –– 18651865
•• Wisconsin Wisconsin –– 19111911
•• California nonCalifornia non--stock stock –– 19091909
•• ““Standard ActStandard Act”” –– SapiroSapiro
•• Uniform Act Uniform Act –– 19361936
•• Wisconsin Wisconsin ---- 19551955

Highlights of Statutory HistoryHighlights of Statutory History

Statutory SystemsStatutory Systems 100

•• ~ 85 statutes~ 85 statutes
•• Farmer cooperativesFarmer cooperatives
•• Corporate entityCorporate entity
•• Corporate law applicationCorporate law application
•• The The ““Standard ActStandard Act””

Current Status of LawsCurrent Status of Laws

Statutory SystemsStatutory Systems

101

Implementation of PrinciplesImplementation of Principles
•• Principles identifiedPrinciples identified
•• VariationsVariations
•• SpecificitySpecificity
•• Enabling, mandatoryEnabling, mandatory
•• Standard Act exampleStandard Act example

Statutory SystemsStatutory Systems 102

•• FlexibilityFlexibility

Impetus for New StatutesImpetus for New Statutes

•• Capital demandsCapital demands
•• Return on investmentReturn on investment
•• Attitudes toward cooperativesAttitudes toward cooperatives
•• Lawyer driven?Lawyer driven?

Statutory SystemsStatutory Systems
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Wyoming, Minnesota, IowaWyoming, Minnesota, Iowa
•• ““InvestorInvestor--membersmembers””
•• Outside ownership limitsOutside ownership limits
•• Distribution to nonDistribution to non--patronspatrons

•• Board of directorsBoard of directors
•• Voting rightsVoting rights

Statutory SystemsStatutory Systems 104

Proposed Uniform LawProposed Uniform Law
•• National Conference of National Conference of 

Commissioners on UniformCommissioners on Uniform
State LawsState Laws

•• Study Committee on BusinessStudy Committee on Business
CooperativesCooperatives

•• Expansion from agriculture toExpansion from agriculture to
all forms of cooperativesall forms of cooperatives

Statutory SystemsStatutory Systems

105

Criteria for a Criteria for a ““GoodGood”” StatuteStatute
1.1. Authorize entityAuthorize entity
2.2. Describe qualifying entitiesDescribe qualifying entities
3.3. Exclude nonExclude non--qualifying entitiesqualifying entities
4.4. Flexible frameworkFlexible framework
5.5. Administration, regulationAdministration, regulation
6.6. Educational, supportiveEducational, supportive

Statutory SystemsStatutory Systems 106

= Special issues

= Patronage financing

= Basic tax rules 

= Patronage refunds defined

= Section 521

= Subchapter T

= Principles

TaxationTaxation

TaxationTaxation

107

PrinciplesPrinciples
Tax on earned incomeTax on earned income
Income Income ““belongsbelongs”” to patronto patron
Business expenseBusiness expense

Subchapter TSubchapter T
CorporationsCorporations
Operating on cooperative basisOperating on cooperative basis
Patronage refunds deductiblePatronage refunds deductible
Patron taxationPatron taxation

TaxationTaxation

TaxationTaxation 108

Section 521Section 521
Farmer cooperatives onlyFarmer cooperatives only
Strict rulesStrict rules
Few advantagesFew advantages
Decision to qualifyDecision to qualify

Patronage refund (Patronage refund (““dividenddividend””) defined) defined
1. Payment on proportional basis1. Payment on proportional basis
2. Obligation to pay2. Obligation to pay
3. Patronage business3. Patronage business

TaxationTaxation

TaxationTaxation
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Basic ruleBasic rule
Cooperative deductsCooperative deducts
Patron paysPatron pays
Single tax ruleSingle tax rule
Exception for consumersException for consumers

Patronage financingPatronage financing
Strict rulesStrict rules
Refund is investmentRefund is investment
Patron pays tax, cooperative deductsPatron pays tax, cooperative deducts

TaxationTaxation

TaxationTaxation 110

Total Incoming Money

Capital
Contributions

Gross
Income

Expenses incurred in
producing the income

Taxable
Income

Tax
Retained Earnings

Dividends 

TaxationTaxation
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Total Incoming Money

Capital
Contributions

Gross
Income

Expenses incurred in
producing the income

Taxable
Income

Tax
Payments

Dividends 

TaxationTaxation 112

Total Incoming Money

Capital
Contributions

Gross
Income

Expenses incurred in
producing the income

Taxable
Income

Tax
Payments

Dividends 

TaxationTaxation
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Total Incoming Money

Capital
Contributions

Gross
Income

Expenses incurred in
producing the income

Taxable
Income

T
a
x

TaxationTaxation 114

Total Incoming Money

Capital
Contributions

Gross
Income

Expenses incurred in
producing the income

Taxable
Income

T
a
x

TaxationTaxation
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Total Incoming Money

Capital
Contributions

Gross
Income

?

Expenses incurred in
producing the income

Taxable
Income

T
a
x

?

?
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Total Incoming Money

Capital
Contributions

Gross
Income

?

Expenses incurred in
producing the income

Taxable
Income

T
a
x

?

?

TaxationTaxation
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Special issuesSpecial issues
Cooperative has choicesCooperative has choices
LossesLosses
Other complicationsOther complications
Getting the right adviceGetting the right advice
Making the right decisionsMaking the right decisions

TaxationTaxation

TaxationTaxation 118

= Applications

= Capper-Volstead Act

= The problem

AntitrustAntitrust

AntitrustAntitrust

Antitrust LawsAntitrust Laws

119

The problem The problem –– Price fixingPrice fixing
CapperCapper--Volstead Act of 1922Volstead Act of 1922

Only farmer cooperativesOnly farmer cooperatives
MarketingMarketing
LimitationsLimitations

FarmersFarmers
Mutual benefit of membersMutual benefit of members
Voting Voting 
Return on investmentReturn on investment

AntitrustAntitrust

AntitrustAntitrust 120

ApplicationsApplications
Permitted actionsPermitted actions
Prohibited actionsProhibited actions
Need for protectionNeed for protection
Getting adviceGetting advice

AntitrustAntitrust

AntitrustAntitrust
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= Getting Advice

= Exceptions

= The problem

SecuritiesSecurities

SecuritiesSecurities

Securities LawsSecurities Laws

122

Securities LawsSecurities Laws

The problemThe problem
Selling stock, investmentSelling stock, investment
Federal and State regulationsFederal and State regulations
PenaltiesPenalties

SecuritiesSecurities

123

Securities LawsSecurities Laws

Special considerations for cooperativesSpecial considerations for cooperatives
Type and purposes of investmentType and purposes of investment
Federal and State exceptionsFederal and State exceptions

Getting adviceGetting advice
Rules are complicatedRules are complicated
Penalties are severePenalties are severe

SecuritiesSecurities 124

5. Business Comparisons 

ComparisonsComparisons

125

CooperativesCooperatives CorporationsCorporations

Enterprise ObjectivesEnterprise Objectives

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

ComparisonsComparisons 126

CooperativesCooperatives CorporationsCorporations

Enterprise ObjectivesEnterprise Objectives

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

ComparisonsComparisons
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CooperativesCooperatives NonNon--profitsprofits

Enterprise ObjectivesEnterprise Objectives

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

ComparisonsComparisons 128

CooperativesCooperatives NonNon--profitsprofits

Enterprise ObjectivesEnterprise Objectives

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

ComparisonsComparisons
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CooperativesCooperatives LLCsLLCs

Enterprise ObjectivesEnterprise Objectives

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits
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CooperativesCooperatives LLCsLLCs

Enterprise ObjectivesEnterprise Objectives

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

1. Stakeholders, beneficiaries1. Stakeholders, beneficiaries
2. Service orientation2. Service orientation

5. Provide organization5. Provide organization
-- StructureStructure
-- AuthorityAuthority

3. Generate benefits3. Generate benefits
4. Obtain required resources4. Obtain required resources

6. Allocate benefits6. Allocate benefits

ComparisonsComparisons
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Cooperative LimitationsCooperative Limitations
•• HomogeneityHomogeneity
•• HorizonsHorizons
•• ScopeScope
•• MembershipMembership

•• Governance Governance 
•• Management Management 
•• EquityEquity
•• MarketsMarkets and size

6. Changing Cooperatives 

Changing CooperativesChanging Cooperatives 132

Cooperative ResponsesCooperative Responses
•• Mergers, consolidationMergers, consolidation
•• Subsidiaries Subsidiaries 
•• Strategic alliancesStrategic alliances
•• ““New generationNew generation”” cooperativescooperatives
•• ““Outside equityOutside equity””
•• New statutesNew statutes

Changing CooperativesChanging Cooperatives
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““New GenerationNew Generation”” CooperativesCooperatives
–– CapitalCapital

•• Capital requirementsCapital requirements
-- Total capitalTotal capital
-- Capital and productCapital and product

•• UpUp--front contributionfront contribution

Changing CooperativesChanging Cooperatives 134

““New GenerationNew Generation”” CooperativesCooperatives
–– DeliveryDelivery

•• Unit measuresUnit measures
•• Capital and delivery basisCapital and delivery basis
•• Right and requirementRight and requirement

Changing CooperativesChanging Cooperatives

135

““New GenerationNew Generation”” CooperativesCooperatives
–– ““ClosedClosed”” membershipmembership

•• Total production needsTotal production needs
•• Equity investmentEquity investment

Changing CooperativesChanging Cooperatives 136

““New GenerationNew Generation”” CooperativesCooperatives
–– Tradable Equity InterestsTradable Equity Interests

•• Producer to producerProducer to producer
•• ““MarketMarket”” priceprice

Changing CooperativesChanging Cooperatives

137

““New GenerationNew Generation”” CooperativesCooperatives
–– Market OrientationMarket Orientation

•• What can be marketedWhat can be marketed
•• What can be producedWhat can be produced
•• Commodity acceptance Commodity acceptance 

based on market forcesbased on market forces

Changing CooperativesChanging Cooperatives 138

Conditions for Conditions for ““New GenerationNew Generation””
CooperativesCooperatives

•• Capture valueCapture value--added benefitsadded benefits
•• High capital requirementsHigh capital requirements
•• Efficient processing systemEfficient processing system
•• Response to market signalsResponse to market signals
•• Product differentiationProduct differentiation

Changing CooperativesChanging Cooperatives
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““New GenerationNew Generation”” CooperativesCooperatives
–– WhatWhat’’s new, what isns new, what isn’’t?t?

Changing CooperativesChanging Cooperatives 140

Limited Liability CompanyLimited Liability Company
•• As cooperative organizationAs cooperative organization
•• As joint ventureAs joint venture

Changing CooperativesChanging Cooperatives

141

•• Cooperative Cooperative ““plusplus””
-- SubsidiariesSubsidiaries
-- Joint venturesJoint ventures
-- Strategic alliancesStrategic alliances

AlternativesAlternatives

Changing CooperativesChanging Cooperatives 142

Cooperative Members

Product
Delivery

Final Product
Marketing

Dividends
Product Payment

Product
Delivery

Independent BusinessCooperative

Coordinating
Mechanism

Changing CooperativesChanging Cooperatives

143

Cooperative

Product
Delivery

Final Product
Marketing

Dividends
Investment

Dividends
Product Payment

Independent Business

Co-owned Entity

Cooperative Members

Changing CooperativesChanging Cooperatives 144

Accredited Investors

Joint Venture

New Markets, LLC

Operating LLC

Preferred Cash Returns
Guaranteed Redemption

Tax Credits

Cooperative Members

Cooperative

Changing CooperativesChanging Cooperatives
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Operating LLC

Cooperative

Nonprofit

University, Government Assistance

Product
Delivery

Final Product
Marketing

Public Funding Sources

Development
Assistance

Cooperative Members

Investment,
Dividends

Accredited Investors

Investment,
Dividends

Changing CooperativesChanging Cooperatives 146

Emerging Views Of EquityEmerging Views Of Equity
•• Competition and markets Competition and markets 
•• New cooperative venturesNew cooperative ventures
•• Capital intensive venturesCapital intensive ventures
•• Member perceptionsMember perceptions
•• Capturing firm valueCapturing firm value

Changing CooperativesChanging Cooperatives

147

Definition of Definition of ““OutsideOutside”” EquityEquity

Not based on the patronage relationship.

Relationship is one of investor-corporation, not 
primarily patron-cooperative

Not based on the patronage relationship.

Relationship is one of investor-corporation, not 
primarily patron-cooperative

Changing CooperativesChanging Cooperatives 148

ExamplesExamples
•• Preferred stockPreferred stock

-- Unrestricted investorsUnrestricted investors
-- No voting rightsNo voting rights
-- Limited voting rightsLimited voting rights
-- Full voting rightsFull voting rights
-- LiquidityLiquidity

Changing CooperativesChanging Cooperatives

149

•• Full Full ““membershipmembership””
-- No patronage requirementNo patronage requirement
-- Limited voting rightsLimited voting rights
-- Full voting rightsFull voting rights
-- Board membershipBoard membership
-- LiquidityLiquidity

ExamplesExamples

Changing CooperativesChanging Cooperatives 150

•• From objectives to obligationsFrom objectives to obligations
-- Mandated objectivesMandated objectives
-- ObligationsObligations
-- ExpectationsExpectations

•• A few ideasA few ideas

•• Opposing objectivesOpposing objectives
What might this mean?What might this mean?

Changing CooperativesChanging Cooperatives
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•• Demand for creditDemand for credit
•• Sources of creditSources of credit
•• The financial systemThe financial system
•• Lending processLending process
•• Farming as a businessFarming as a business

Credit and U.S. FarmingCredit and U.S. Farming

7. The Farm Credit System

Credit CooperativesCredit Cooperatives 152

•• Resource purchasesResource purchases
•• Ownership and laborOwnership and labor
•• Market based systemMarket based system
•• Profit or livelihoodProfit or livelihood

Credit and U.S. FarmingCredit and U.S. Farming

Credit CooperativesCredit Cooperatives

153

NeedNeed for Creditfor Credit
•• FarmersFarmers
•• CooperativesCooperatives
•• AgribusinessAgribusiness
•• Rural residentsRural residents
•• Rural utilitiesRural utilities
•• Rural businessesRural businesses

Credit CooperativesCredit Cooperatives 154
Policy

Equity Capital

Services

Credit

Tax, Legal

Research

Institutions

Natural Resources

Other Inputs

Farmer

Buyer

Second Market

Processing

Marketing/Distribution

Final Market

155

PurposesPurposes of Borrowingof Borrowing
•• ProductionProduction
•• EquipmentEquipment
•• Land, BuildingsLand, Buildings
•• EntryEntry
•• ExpansionExpansion

Credit CooperativesCredit Cooperatives 156

•• Debt/Equity ~ 15%Debt/Equity ~ 15%
•• ~80% asset value is land~80% asset value is land
•• ~60% of borrowed funds used ~60% of borrowed funds used 
for new purchasesfor new purchases

Farm BorrowingFarm Borrowing

Credit CooperativesCredit Cooperatives
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Sources of Farm CreditSources of Farm Credit
•• Commercial banksCommercial banks
•• Farm Credit SystemFarm Credit System
•• Insurance companiesInsurance companies
•• Individuals and othersIndividuals and others
•• US Department of AgricultureUS Department of Agriculture

Credit CooperativesCredit Cooperatives 158

Sources of Farm CreditSources of Farm Credit

•• Commercial banksCommercial banks
Real EstateReal Estate 32%32%
NonNon--Real EstateReal Estate 48%48%
TotalTotal 40%40%

Credit CooperativesCredit Cooperatives
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Sources of Farm CreditSources of Farm Credit

•• Farm Credit SystemFarm Credit System
Real EstateReal Estate 36%36%
NonNon--Real EstateReal Estate 23%23%
TotalTotal 30%30%

Credit CooperativesCredit Cooperatives 160

Sources of Farm CreditSources of Farm Credit

•• Insurance companiesInsurance companies
Real EstateReal Estate 11%11%
NonNon--Real EstateReal Estate 00%00%
TotalTotal 06%06%

Credit CooperativesCredit Cooperatives
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Sources of Farm CreditSources of Farm Credit

•• Individuals and othersIndividuals and others
Real EstateReal Estate 17%17%
NonNon--Real EstateReal Estate 25%25%
TotalTotal 21%21%

Credit CooperativesCredit Cooperatives 162

Sources of Farm CreditSources of Farm Credit
•• Rural developmentRural development

USDA programsUSDA programs
Loans, loan guaranteesLoans, loan guarantees
Direct assistanceDirect assistance

Credit CooperativesCredit Cooperatives
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Real Estate CreditReal Estate Credit
Commercial
Banks
Farm Credit
System
Insurance
Companies
Individuals,
Other
Misc.

Credit CooperativesCredit Cooperatives 164

NonNon--Real Estate CreditReal Estate Credit
Commercial
Banks
Farm Credit
System
Insurance
Companies
Individuals,
Other
Misc.

Credit CooperativesCredit Cooperatives
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Cooperatives and CreditCooperatives and Credit
•• Farm Credit SystemFarm Credit System
•• Credit for cooperativesCredit for cooperatives
•• Operating farmer cooperativesOperating farmer cooperatives

-- MarketingMarketing
-- SupplySupply
-- Special purposeSpecial purpose

•• NonNon--commercial creditcommercial credit

Credit CooperativesCredit Cooperatives 166

Credit CooperativesCredit Cooperatives
•• United StatesUnited States

-- Farm Credit SystemFarm Credit System
-- Credit UnionsCredit Unions
-- Savings and Loan Savings and Loan AssAss’’nsns

•• European systemsEuropean systems
•• Transition economiesTransition economies

Credit CooperativesCredit Cooperatives

167

Credit CooperativesCredit Cooperatives

•• MicroMicro--creditcredit
•• NonNon--commercialcommercial
•• CommercialCommercial
•• AgriculturalAgricultural
•• MixedMixed

Credit CooperativesCredit Cooperatives 168

Functional ClassesFunctional Classes
•• Direct loansDirect loans
•• Facilitate lendingFacilitate lending

-- GovernmentGovernment
-- OtherOther

•• Banking functionsBanking functions
•• Multiple servicesMultiple services

Credit CooperativesCredit Cooperatives
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Farm Credit SystemFarm Credit System
•• HistoryHistory
•• AuthorityAuthority
•• StructureStructure
•• LoansLoans
•• RegulationRegulation

Credit CooperativesCredit Cooperatives 170

Farm Credit SystemFarm Credit System HistoryHistory
•• 1916 1916 –– Land lendingLand lending
•• 1929 1929 –– Farm BoardFarm Board
•• 1933 1933 –– Farm Credit Admin.Farm Credit Admin.
•• 1953 1953 –– FCA independentFCA independent
•• 1988 1988 –– RestructuringRestructuring
•• Continued changesContinued changes

Credit CooperativesCredit Cooperatives

171

Farm Credit SystemFarm Credit System AuthorityAuthority

•• Farm Credit Act of 1971 Farm Credit Act of 1971 
•• Farmers, ranchersFarmers, ranchers
•• Aquatic productsAquatic products
•• Rural homeownersRural homeowners

Credit CooperativesCredit Cooperatives 172

Farm Credit SystemFarm Credit System AuthorityAuthority

•• Certain farmCertain farm--related related 
businessesbusinesses

•• CooperativesCooperatives
•• Rural utilitiesRural utilities
•• International transactionsInternational transactions

in agriculture in agriculture 

Credit CooperativesCredit Cooperatives

173

Farm Credit Farm Credit SystemSystem StructureStructure

•• 5 Banks5 Banks
•• 97 Associations97 Associations
•• Government sponsoredGovernment sponsored

-- CharterCharter
-- EmployeesEmployees

Credit CooperativesCredit Cooperatives 174

Farm Credit SystemFarm Credit System StructureStructure
•• Cooperative structureCooperative structure

-- Owned by borrowersOwned by borrowers
-- Controlled by borrowersControlled by borrowers
-- Capitalized by borrowersCapitalized by borrowers

Credit CooperativesCredit Cooperatives
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Farm Credit SystemFarm Credit System StructureStructure

CoBankCoBank AgFirstAgFirst AgriBankAgriBank FCB ofFCB of
TexasTexas

U.S. U.S. 
AgBankAgBank

Cooperatives,Cooperatives,
Other BorrowersOther Borrowers AssociationsAssociations

Farmers, Ranchers, Other Eligible Farmers, Ranchers, Other Eligible 
BorrowersBorrowers

176

Farm Credit SystemFarm Credit System LoansLoans
LongLong--term farm mortgages term farm mortgages 50%50%
Production and intermediateProduction and intermediate 23%23%
Domestic cooperativeDomestic cooperative 10%10%
Communications and energyCommunications and energy 8%8%
International transactionsInternational transactions 3%3%
Rural homesRural homes 3%3%
FarmFarm--related businessesrelated businesses 1%1%

Credit CooperativesCredit Cooperatives

177

Farm Credit SystemFarm Credit System RegulationRegulation

Farm Credit AdministrationFarm Credit Administration

Credit CooperativesCredit Cooperatives 178

Farm Credit AdministrationFarm Credit Administration
•• OrganizationOrganization

-- Federal entityFederal entity
-- Board of directorsBoard of directors

•• FunctionsFunctions
-- RegulationRegulation
-- ExaminationExamination

Credit CooperativesCredit Cooperatives

179

Farm Credit SystemFarm Credit System
•• Federal Agricultural Mortgage Federal Agricultural Mortgage 

Corporation Corporation ““Farmer MacFarmer Mac””
•• OrganizationOrganization

Credit CooperativesCredit Cooperatives 180

•• Loan Loan ““securitizationsecuritization””
•• UseUse

-- Real estate mortgagesReal estate mortgages
-- Certain other guaranteedCertain other guaranteed

loansloans

Farm Credit SystemFarm Credit System

Credit CooperativesCredit Cooperatives



James R. Baarda
United States Department of Agriculture
james.baarda@wdc.usda.gov

May 15, 2008
New York, NY

United Nations
Learning Center -- Cooperatives 31

181

•• FCS Insurance CorporationFCS Insurance Corporation
-- OrganizationOrganization
-- FundingFunding
-- ObligationObligation

•• Farm Credit CouncilFarm Credit Council

Farm Credit SystemFarm Credit System

Credit CooperativesCredit Cooperatives 182

•• Other servicesOther services
-- Life, disability insuranceLife, disability insurance
-- Crop insuranceCrop insurance
-- Tax, estate planningTax, estate planning
-- ConsultingConsulting

Farm Credit SystemFarm Credit System

Credit CooperativesCredit Cooperatives
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Financial SystemFinancial System
•• Saving/Investment sectorSaving/Investment sector
•• Financial marketsFinancial markets

-- Private marketsPrivate markets
-- Public fund marketsPublic fund markets
-- Equity marketsEquity markets
-- Credit marketsCredit markets

Credit CooperativesCredit Cooperatives 184

Federal Farm Credit Banks Federal Farm Credit Banks 
Funding CorporationFunding Corporation

Farm Credit SystemFarm Credit System

Credit CooperativesCredit Cooperatives
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CoBankCoBank AgFirstAgFirst AgriBankAgriBank FCB ofFCB of
TexasTexas

U.S. U.S. 
AgBankAgBank

Cooperatives,Cooperatives,
Other BorrowersOther Borrowers AssociationsAssociations

Farmers, Ranchers, Other Eligible Farmers, Ranchers, Other Eligible 
BorrowersBorrowers

Farm Credit Banks Funding CorporationFarm Credit Banks Funding Corporation

Farm Credit SystemFarm Credit System

186

Financial SystemFinancial System
Farm Credit Banks Funding CorporationFarm Credit Banks Funding Corporation

System Wide Debt SecuritiesSystem Wide Debt Securities
-- Unsecured notes, bondsUnsecured notes, bonds
-- Joint & several liabilitiesJoint & several liabilities
-- Not governmentNot government

Credit CooperativesCredit Cooperatives
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Farm Credit Farm Credit 
Banks Banks 

Funding Funding 
CorporationCorporation

Investors Investors 
purchase purchase 

debtdebt
FundsFunds

RepaymentRepayment

Financial SystemFinancial System

Credit CooperativesCredit Cooperatives 188

System System 
BanksBanks

Farm Credit Farm Credit 
Banks Banks 

Funding Funding 
CorporationCorporationFundsFunds

RepaymentRepayment

Financial SystemFinancial System

Credit CooperativesCredit Cooperatives
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AssnAssn’’ss
System System 
BanksBanks

LoansLoans

RepaymentRepayment

FarmersFarmers
RanchersRanchers

AgriAgri--
businessbusiness
UtilitiesUtilities
----------------

CooperCooper--
ativesatives
OtherOther

RepaymentRepayment

LoansLoans

LoansLoans

RepaymentRepayment

Financial SystemFinancial System

190

Lending ProcessLending Process
•• Secured transactionsSecured transactions
•• Uniform Commercial CodeUniform Commercial Code

-- IdentificationIdentification
-- EaseEase
-- InformationInformation

Credit CooperativesCredit Cooperatives
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Lending ProcessLending Process
•• MortgagesMortgages
•• Line of creditLine of credit
•• Loan criteriaLoan criteria

-- CollateralCollateral
-- Repayment abilityRepayment ability

Credit CooperativesCredit Cooperatives 192

Lending ProcessLending Process
•• Interest ratesInterest rates

-- Fixed or variableFixed or variable
-- ComparisonsComparisons

Credit CooperativesCredit Cooperatives
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Lending ProcessLending Process
•• ConditionsConditions

-- FCS stock purchase, FCS stock purchase, 
participationparticipation

-- Loan amountsLoan amounts
•• RepaymentRepayment

Credit CooperativesCredit Cooperatives 194

8. Support and Assistance 

Initial AssistanceInitial Assistance
•• Farm Credit System fundingFarm Credit System funding
•• Rural Utilities fundingRural Utilities funding
•• Other programsOther programs

Support, AssistanceSupport, Assistance

195

Continued AssistanceContinued Assistance
•• Direct funding programsDirect funding programs

-- OwnershipOwnership
-- Value addedValue added
-- Rural developmentRural development
-- Special programsSpecial programs
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Cooperative ProgramsCooperative Programs
OrganizationOrganization

Secretary of Agriculture

Under Secretary
Rural Development

Rural Housing

Rural Business

Rural Utilities

Cooperative Programs

Resource Management Development

Statistics

Marketing

Funded
Programs

Support, AssistanceSupport, Assistance
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Statutory Authority Statutory Authority ---- 19261926
1.1. DevelopmentDevelopment
2.2. Technical assistanceTechnical assistance
3.3. StatisticsStatistics
4.4. Education, publicationEducation, publication
5.5. Research, publicationResearch, publication
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Grants and Other ProgramsGrants and Other Programs
•• Rural Cooperative DevelopmentRural Cooperative Development
•• Value Added ProgramValue Added Program

-- AgMRCAgMRC
-- Producer GrantsProducer Grants

•• Appropriate Technology Appropriate Technology 
TransferTransfer

•• 1890 Land Grant Outreach1890 Land Grant Outreach
•• Small Minority ProducerSmall Minority Producer

Support, AssistanceSupport, Assistance
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Program DeliveryProgram Delivery
•• National OfficeNational Office
•• Funding ProgramsFunding Programs
•• Rural Development State OfficesRural Development State Offices

-- Business Programs StaffBusiness Programs Staff
-- Cooperative Development SpecialistsCooperative Development Specialists

•• WebWeb--based Informationbased Information
•• PublicationsPublications
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•• USDA ExtensionUSDA Extension
•• University ExtensionUniversity Extension
•• Educational institutionsEducational institutions
•• General farm organizationsGeneral farm organizations
•• Development organizationsDevelopment organizations
•• Trade, educational associationsTrade, educational associations
•• Private consultantsPrivate consultants
•• Financial institutionsFinancial institutions

Support, AssistanceSupport, Assistance
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International AssistanceInternational Assistance
•• U.S. Dept. of AgricultureU.S. Dept. of Agriculture
•• U.S. Agency for Inter. Dev.U.S. Agency for Inter. Dev.
•• World Bank and AffiliatesWorld Bank and Affiliates
•• ACDI/VOCAACDI/VOCA
•• NCBA/CLUSA InternationalNCBA/CLUSA International
•• Credit Union National Assoc.Credit Union National Assoc.
•• NatNat’’l Rural Electric Coop. Assoc.l Rural Electric Coop. Assoc.
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Cooperatives and Development Cooperatives and Development 

•• Legal systemLegal system
•• Administrative/regulatory systemAdministrative/regulatory system
•• Funding sourcesFunding sources
•• Entrepreneurial spiritEntrepreneurial spirit
•• Management capabilitiesManagement capabilities
•• Member education/participationMember education/participation
•• Markets and economic systemMarkets and economic system

Support, AssistanceSupport, Assistance

Broad Challenges

203

Rural Cooperatives in the Rural Cooperatives in the 
United StatesUnited States

Experience, Challenges, Experience, Challenges, 
Lessons, ObservationsLessons, Observations

May 15, 2008May 15, 2008
James R. BaardaJames R. Baarda

Thank You!


