What is a Co-operative Company.

A Co-operative Company (Co-op) is a company owned by the members (shareholders) for the benefit of the members. 

It is based on the principles of:

1. Collective strength and responsibility.

The reduction of competition in the marketplace improves the opportunity for increased returns.
Shared financial responsibility lowers individual costs.

Returns are directly related to the investment and throughput in the co-op.
 2. Democratic member control and economic participation.

Members own the( co-op) business and elect directors to steer the company in the direction approved by the members. Regular meetings with members ensure that the business and progress of the co-op is shared with members and the ideas that members have, can be shared with management. 
Votes are based on shares held and participation (eg 1 share/ 10kg walnuts supplied).
3. Independence.
 The co-op has the freedom to choose the direction that best meets the needs and wishes of members. 

4. Concern for the community they represent.
Allows for the changing needs of members and can operate to grow services or systems that help to generate long term (intergenerational) benefits for members.
5. Economic participation for collective benefit.
Sharing of costs and profits based on participation and investment. Eliminate as much competition as possible to maximise price received for product
6. Security.
 Knowing that the product you produce will be processed, marketed and sold with the financial benefits being returned to the grower. By taking control of as much of the “tree to table” vertically integrated chain as possible, more profit can be returned to the grower.
Why set up a Co-operative Company?
Most agricultural co-ops are set up to meet the needs of shareholders to ensure a level of security relating to the collection, processing and marketing of the product they grow.
In presenting the case for a walnut grower co-op, the risks that are faced by growers in the marketplace come to mind.
Grower’s options are, to work independently to achieve a level of profitability for their enterprise or to work collectively.

The benefits of being independent are that you have total control and responsibility for your operation but the risks are that you have no opportunity to share costs with others and the risks in the market place via competition are real.

The benefits of working collectively are that you can share expertise to find business solutions. Sharing economic capital reduces the amount of investment needed to implement the agreed business strategy.  

Being part of a bigger organisation allows for the employment of people with specialist skills that would not be affordable to a small enterprise. This and the ability to plan long term via a share structure that rewards membership is the key to any co-op.

Working together reduces the competition in the marketplace and offers better bargaining power to improve returns to the grower.

The current lack of competition in the processing sector for walnuts means that growers have no say or control over the price they receive for their product or the conditions of supply relating to the purchase of their product.

For an orchardist who holds shares in a well run co-op, value is added to the orchard enterprise at the time when for exiting the industry comes. The knowledge that the structures are in place to ensure that the walnuts will be processed, marketed and sold is a level of comfort for a buyer who is new to the industry. This also helps to set a value on a property that more properly reflects the returns for the investment in the growing of walnuts than is the case currently. 

 Co-ops vs Corporate.  
The purpose of any company is set in the vision statement and this is the same for both corps  and co-ops. The pursuit of profits for the investors based on financial contributions is standard practice for all companies that are not owned by charitable organisations.
Raising Capital.
There has been concern about the perceived lack of flexibility of co-ops to raise capital and the advantages that standard limited liability companies (Corps) have in this regard.

There is no difference in fact between the way in which companies can raise capital or manage their business. The difference is in the ownership and control of Co-ops vs Corps and the relationship between the suppliers of raw product and the company.
Co-ops have the advantage that they control absolutely the cost of the raw product that they use, and because of this are often seen as being less risky for a bank to lend to than a corp. Internationally Corps competing with Co-ops for raw product pay suppliers based on the competing Co-op’s price.
The issue that defines the difference between Corps and Co-ops relates to the involvement/relationship of shareholders in the company/co-op and the  purchase and redemption of shares in the Corps/Co-op.  

Share purchase in a Corp
 This is simple and straight forward. Those who choose to be part of the(co-op) company agree to set up and run the company and accept all the risks and the rewards that flow from that decision. Prices paid for raw product are decided by paying what is needed to ensure that profits flow to the Corp shareholders. This has the benefit of being able to be set up quickly with like- minded people with a similar views and willingness and ability to accept risk, working together to meet personal objectives. Shares proportions are agreed and the venture proceeds as per the constitution and business plan. 
Share purchase and sale in a Co-op.
Supplying shareholders are defined in the constitution and those who do not meet the criteria cannot be shareholders. Ie limited to growers 
Forming a co-op is more complicated in that more consultation is required and decisions are made by consensus where possible, but ultimately by a majority decision. 

The way in which co-ops sell shares (Accept new members) is as varied as members want to make it.

Most processing co-ops sell shares based on the amount of product supplied to be processed.

Dairy co-ops in New Zealand have generally had a policy whereby farmers selling their farm redeem their shares upon the sale of their farm and the new owner then buys the shares in order to have the benefits of membership of the Co-op.

This has resulted in most dairy farms being sold on a” farm including co-op shares basis” as it simplifies the transaction. Added to this is the ongoing increase in milk production which necessitates the issue/sale of increasing amounts of shares to cater for the increase in capacity for increased production. 

For walnut growers the issues are more complicated.

1. New Co-op to be formed with new potential members.

2. The varying lead time before production.

3. The possibility that land will be taken out of production due to urban accretion.
4. The long term nature of the enterprise 50-150 years
5. Setting up a new co-op is harder than buying into an existing co-op

6. Acting to set up a co-op is harder once privatisation of processing is entrenched.

These will need to be discussed and worked though but are not insurmountable.

Examples of options could include:

1. Extended time for redemption of shares(when a share-holder wants to exit) to minimise the effect on the co-op.

2. Recognition that the increased value of the property due to the activities of the co-op means that a lower redemption rate is acceptable and may in fact be waived if the benefit is sufficient.
3. Setting share value at a nominal share value with the co-op funding through loans in the company, ie the costs and benefits of belonging to the co-op is spread over time. The benefit of ownership would then accrue to supplying members. This would encourage the sale of the shares along with the orchard at sale time thus raising the value of the orchard.

4. New members would pay sufficient to ensure that increased capacity is able to be paid for at minimal cost to existing members but recognising the value of consolidated supply on market dominance. 
5. Co-op status for members (ie full access to all income streams) with supply agreements for those non members who choose to supply (ie. 20cents/kg over the competition but no dividend payment). 
Current issues to address:
1. Drying and storage.

This activity could be done on an orchard by orchard basis with some growers choosing to rent space and time to other growers, or by a group of growers forming a co-op to fund and perform this function.
 Ultimately this will be determined by the supply contract that is agreed with the processor that you sell/send your product to.

Due to the need to act on this promptly because of the imminence of this year’s harvest, some interim decisions may have to be made.

Some growers may opt to arrange for facilities to be built on orchard which could be integrated into a co-op at a later date. The alternative is to accept the $300.00/tonne cost that “A Cracker of a Nut “ will charge this year.
2. Harvesting.

The most likely scenario is for small groups of orchardists to form machinery co-ops/groups based on proximity and the nature of the orchards we have. Some are not set up for mechanical harvesting and this will need to taken into account. 

3. Processing, marketing and sale of walnut products. 
This is the most likely reason to set up a co-op.
 It could start as a supply co-op (a group of growers agree to work together to supply a processor) and transition to a processing co-op or opt to go direct to processing marketing and sale of walnut product.

Discussion on this is essential so that the issues can be aired and options, opportunities, risks and benefits can be assessed.

The most important point to note is; the more participants the lower the per unit costs and the greater the potential returns. This is true for both options ie Corp or Co-op.

 Process from here:

1. Decide on the level of interest and actions to be taken:
2. Elect a steering committee to research the costs of setup.
3. Agree to seed funding for the venture.  

I am happy to take questions in advance of the meeting on 26th Jan in the hope of finding answers.

Please bear in mind that I am not the fount of all knowledge on this subject and I expect that some new and unusual solutions may be needed to solve our unique issues.

Frank Brenmuhl

Email:   frank@brenmuhl.com
