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ON THE COVER: On the cover: Although their cantaloupes were not
the cause, a food poisoning outbreak in 2011 badly hurt producers in the
Rocky Ford area of southeastern Colorado, including the Hirakata family
(pictured here). Under the umbrella of the Rocky Ford Growers
Association (RFGA), growers bounced back in 2012 with a marketing
campaign that helped restore consumer faith in their product. Photo by
Dave Klein, courtesy RFGA

Rural Cooperatives / fanuary/February 2013 3




A deep reservoir of grain can act like quicksand, quickly pulling a person under and causing
suffocation. Here, workers learn rescue techniques at a CHS Inc. river terminal near Kennewick,
Wash. Photo by David Lundquist, courtesy CHS Inc.

Garden City Co-op tragedy underscores need
for ag co-ops to make employee safety priority No. 1

Editor’s note: This article was provided by the University of
Minnesota, with additions by Rural Cooperatives staff.

wayne Seifried was the type of employee any
co-op manager or director would love to
have on staff. Well known as a “go getter”
and a “workaholic,” co-workers and members
say Seifried would always go the extra mile to
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get a job done right because he was so totally committed to
serving the farmer-members of Garden City Cooperative in
southwest Kansas. Many of those members were also his
lifelong friends who he knew counted on the co-op as a
critical part of their success.

When the co-op decided to form a safety committee, it
came as no surprise that Seifried, one of its longest-tenured
employees, was named as its chairman. Agriculture is one of



the world’s most dangerous professions, which also presents
hazards for the men and women who provide goods and
services to farmers and ranchers. There are huge pressures to
get work done as expeditiously as possible in agriculture. So
when machines break down, grain bins

clog or inclement weather is approaching,

into new positions to supervise and emphasize safety.

“The story we have of the tragedy here at Garden City
Co-op has to do with an incident that happened in a grain
elevator by an employee taking a short cut and getting into a

bin that he should have never gotten
into,” John McClelland, general manager

all too often safety corners are cut.

Even a knowledgeable, veteran hand like
59-year-old Seifried — whose meticulous
attention to detail and understanding of
safety procedures earned him the
leadership role on the co-op’s safety
committee — can sometimes drop his or
her guard when the pressure is on. It only

The annual cost
of farm work accidents
exceeds $4 billion.

of Garden City Cooperative, says in the
video. “The message, though, is not
about a grain elevator vs. anything else
that we do. The message is that people
make bad decisions in surroundings that
they feel comfortable in when they are
under pressure. It’s kind of counter-
intuitive, but the better you train, the

takes one such slip to end in tragedy.

That’s what happened in November
2009 when Seifried entered a grain bin to
break up some clogged milo. Although he
was wearing a safety harness, he did not
“rope off” from above, which is vital to
saving the life of a worker who gets pulled
under in a grain silo or bin. This proved
to be a fatal error. By the time the rescue
team pulled Seifried out, it was too late to
revive him.

Seifried’s death rocked the community
and the entire co-op, where he knew and
worked with virtually every employee. His
story is told in a 25-minute video,
“Roberta’s Request,” which should be
mandatory viewing for all co-op managers, employees and
directors, says Michael Boland, Koller professor and director
at the University of Minnesota Food Industry Center. Boland
is now leading an effort to get more co-ops to promote
employee safety. The video is posted on YouTube at:
http://www.youtube.com/watch?v= kRhk2lougPw.

Ramping up safety programs

Ironically, safety issues often intensify when employees
become comfortable in their work environment and develop
a false sense of security, feeling that they know the threats
and how to deal with them. Add to that the frequent pressure
of needing to get work done as soon as possible, and you
have an environment where safety corners sometimes get cut.
Saving a few seconds by letting a safety step slide can cost an
employee an arm, a leg or even their life, the video stresses.

The antidote to such tendencies is for co-ops to build a
culture of safety in which managers, supervisors, directors
and all employees understand that safety is always the first
priority — one that never takes a back seat to any “rush”
assignment. At Garden City Co-op, people were promoted

Learning the ropes: a safety training
session at United Farmers Cooperative
(UFC) near York, Neb. Photo courtesy UFC

more comfortable your people feel, and
the more likely it is for them to make a
bad decision.

“So, along with the training and
procedures, you have to make sure there is
a culture and commitment behind the
scenes,” McClelland continues. “That
culture and commitment extends, beyond
what happened to us with a bin entry
fatality, to every part of our operation. So
our story isn’t a grain elevator story or a
bin entry story; it’s about one of the best
trained people we had on staff who got
lost in the moment and took some
shortcuts that ultimately cost him his life.
That can happen if you are working in a
cotton gin in south Texas, or a potato farm in North
Dakota.”

Goal: Outcomes-based culture

“Moving from a compliance culture to an outcomes-based
culture is where we want to be in our regulatory
environment,” Boland stresses. “Building a safety culture is
an important link in an outcome-based culture.”

Todd Ludwig, CEO of Watowan Farm Services (WFS) in
Truman, Minn., spoke at the 2012 Farmer Cooperatives
conference in Minneapolis, Minn., in November about a
program his cooperative — and some other local co-ops —
are participating in through the University of Minnesota.
“We decided that more education on employee safety had to
be pushed throughout the organization,” Ludwig said.

“This partnership with the University of Minnesota and
DuPont made this attractive to us,” added Mike Trosen,
CEO of Country Pride Cooperative in Winner, S.D., who
was in the audience. “We had recently hired Tom Malek as
safety director, and this was beneficial for him.”

“If someone had told me in February 2011 [prior to a
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Stepping or falling into a loaded grain truck can also be deadly for
employees, hence, this safety training exercise in Kennewick, Wash.
Photo by David Lundquist, courtesy CHS Inc.

CEO Roundtable in March of that year, see below] that I
would be working with this group — and that one of my
doctoral students would be doing research on this topic, 1
would have not believed it,” Boland says. “It was totally off
my radar screen. What made this program special for me are
the people and cooperatives in this safety education
program.”

Graduate student Corey Risch has worked on the project
as part of her dissertation. “CHS recently funded a graduate
student fellowship at several universities, including the
University of Minnesota,” Boland continues. “We received
matching funds for the fellowship, and the first student
funded happened to be Corey. She decided to take this
project on as part of her dissertation. It has been a good
program for the university, a good program for my
department and graduate students — and a good program for
me, personally and professionally.”

CEO Roundtable sparks interest

The University of Minnesota safety program had its roots
in a March 2011 CEO Roundtable, sponsored by CoBank
and Kansas State University, with cooperation from the
University of Minnesota.

“My CEO went to the conference and came back talking
about a presentation by DuPont and Cargill on safety
culture,” says Phil Pelc, safety and compliance director at
United Farmers Cooperative, in York, Neb. “He said Michael
Boland from the University of Minnesota was going to try to
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work out a program with DuPont that would be accessible to
local cooperatives and asked if I was interested. I said
definitely yes.”

David Edwards, safety director at Farmway Co-op in
Beloit, Kan., adds, “My CEO was at that same workshop and
came back saying, ‘We need to do this.” It sounded like an
excellent opportunity to me.”

Ultimately, 11 cooperatives agreed to be assessed using
DuPont’s program. The initial assessment used a 24-question
survey designed to obtain feedback from employees about
safety processes, structure and similar activities correlated
with safety culture. More than 4,500 senior managers, line
managers and employees from the 11 cooperatives
participated in the survey in the summer and fall of 2011.

“The results from the initial assessment revealed that there
was a lot of room for improvement in building safety
culture,” notes Boland. “We worked with DuPont to create
an educational program for these cooperatives.”

“I did not know anything about this program,” says Ryan
Armbuster, safety director at Cooperative Elevator, Pigeon,
Mich. “My CEO saw the initial assessment from DuPont,
and we knew we needed to do better.”

“We had recently gone through a merger, and it was clear
from the data that we had not yet merged our safety culture
to have one Trupointe safety culture,” says Brian Manges,
safety and risk coordinator at Trupointe Cooperative in
Piqua, Ohio. Ryan Janssen, the safety director at Key
Cooperative in Roland, Iowa, adds, “We had also gone
through a merger that essentially doubled us in size. We had
to take our safety culture into account.”

Workshops hone
in on key topics

Over the next year, a series of workshops were held in
Omaha, Neb., Kansas City, Mo., and Fort Wayne, Ind., on
topics such as incident investigation, safety observations,
safety committee structure, leadership and other topics
related to safety. Participants included safety directors for
each cooperative and a senior line manager.

Doran Burmood and Mark Hueftle, safety directors at CPI
(Cooperative Producers Inc.) in Hastings, Neb., notes that
their co-op operates 38 locations, including agronomy,
energy, feed and grain facilities. “But we also own a pizza
parlor, a tire store, a Midas dealership, and convenience
stores,” says Burmood. “Our employees are all over the board
with regard to tenure and knowledge of safety as applied to
their own location. This is a challenge.”

“We had been doing incidence investigations and other
things,” says Joe Toporecer, safety director for Agland Co-op,
Canfield, Ohio. “But we really had no protocols for safety
observations. The role playing we did at our workshops
helped us a lot.”

Thatcher Block of Innovative Ag Services in Monticello,
Towa, says, “We have learned a lot. I was hired as safety and

continued on page 42
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Annual Audits - Board
Responsibilities (CIR-41)

Directors, managers, and advisers
of new and developing cooperatives
need to be well informed about the
importance of an annual audit. This
publication summarizes information
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requires a responsive and objective
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this requirement. This guide provides

information on the benefits of the base
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guidelines for implementing and
operating such a plan.
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Can help co-op managers make
better inventory management
decisions by using those strategies
as part of an organized plan.



Antitrust challenges facing
farmers and their cooperatives

By Marlis Carson and Donald Frederick

Editor’s note: Carson is general counsel with the National Council
of Farmer Cooperatives in Washington, D.C. Frederick is former
program director, Law, Policy and Governance with Cooperative
Programs of USDA Rural Development (retired).

his article reviews antitrust law as it impacts

agricultural producers who market their

products on a cooperative basis and brings

readers up to date on related challenges to

cooperatives. The story begins with the
enactment of our nation's basic antitrust law, the Sherman
Act of 1890.

The Sherman Act

For the first three quarters of the 19th Century, most
American businesses were small, organized as a sole
proprietorship or a partnership of a few people, managed by
their owners, required little capital, produced a single
product and served local markets.

By 1890, a new industrial structure was taking shape. A
relative handful of large corporations were gaining
dominance in many key industries. In these organizations,
management was separate from ownership, large amounts of
capital were used to acquire machinery and other fixed assets,
and many products were produced and sold in a national or
international market. Farmers and their cooperatives were
caught up in this change and influenced by the public and
government responses to it.

Some of these large corporations were organized as
business trusts. Competing companies would place their
assets in a trust and the organization would be run by a board
of trustees. A backlash developed among smaller businesses
that had difficulty competing with the trusts and customers of
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these trusts, and it became known as the “antitrust
movement.”

Critics of trusts gained a valuable ally in Senator John
Sherman, widely recognized as the ablest financial expert in
public service at the time. Legislation enacted in 1890 to
limit the power of trusts is commonly known as the Sherman
Act because it would not have passed without his support.

Section 1. The Sherman Act has only two brief provisions.
Section 1 provides:

* Every contract, combination (trust or otherwise), or

conspiracy that restrains trade is illegal and

* Every person who signs a contract or participates in a

combination or conspiracy that restrains trade in
interstate or foreign commerce is guilty of a felony.

As written, Section 1 of the Sherman Act sets a very tight
standard. It says every contract, combination, or conspiracy
that reduces competition is illegal and every person who
participates in such conduct is guilty of a felony.

The word “person” is highlighted because in the eyes of
the law, every individual or entity is a “person.” A small
family dairy farmer is on the same footing as global
conglomerates.

So, if it is illegal under the Sherman Act for large
companies to agree on the prices they will charge for their
products, it is also illegal for two family dairy farmers to
agree on the prices they will charge for their products.

Section 2. Section 2 provides that every person who
monopolizes, or attempts to monopolize, or combines or
conspires with any other person to monopolize any part of
interstate or foreign commerce is guilty of a felony.

Section 2 also sets a tight standard. Not only is every
person who monopolizes any part of commerce guilty of a
felony, but so is anyone who attempts to establish a



President Herbert Hoover (seventh from left) meets with a contingent of Kansas farmers and Arthur Capper

(next to Hoover, in dark coat) in December 1929.

monopoly, even if that person isn’t successful.

Rule of Reason. Early court decisions applied the Sherman
Act in a literal manner, holding even modest restraints of
trade illegal.

In 1911, the Supreme Court issued a landmark decision
interpreting the Sherman Act. In deciding that Standard Oil
and American Tobacco were illegal conspiracies to restrain
trade, the Supreme Court moved away from this literal
reading of the Sherman Act and established the test that is
still the basic standard for applying the Sherman Act: the
Rule of Reason.

Under the Rule of Reason, only agreements that
unreasonably restrain trade are illegal. This is a very
subjective test that requires judges and juries to interpret
often complex facts in deciding whether certain conduct
violates the Act or not.

The standard most often applied is conduct is generally
found to be reasonable (and therefore legal) if the benefits to
society as a whole (including the firms involved) outweigh the
harm to competition. This is hardly a bright line test offering
clear guidance to businesses and their leaders trying to plan
future conduct.

Rule of Per Se Illegality. The Court also adopted a
corollary rule to the Rule of Reason: the Rule of “Per Se”
illegality. Under this standard, some conduct is so inherently
unreasonable that it is illegal whenever undertaken,
including:

* Price fixing;

* Territorial allocations (as when one person, for example,
agrees not to do business in Illinois if a competitor won’t
do business in Indiana);

* Group boycotts (no one will sell to Joe Smith until he
agrees to pay our price);

* Tying arrangements (example: if you want to buy my

butter, you also have to buy my ice cream).

At the top of the list of activities that the courts have held
to be illegal “per se” is price fixing. And what do farmers do
when they market their products on a cooperative basis?

They agree on prices and other terms of trade, “per se”
violations of antitrust law.

Clayton Act, Section 6

In 1914, two additional laws to curb anti-competitive
business conduct were enacted.

The Federal Trade Commission Act created the Federal
"Trade Commission to investigate and order an end to “unfair
methods of competition.”

The Clayton Act prohibits certain business practices when
the effect may be to substantially lessen competition,
including price discrimination among customers, tying
agreements and mergers and acquisitions.

Section 6 of the Clayton Act was the first legislative
recognition of the unique needs of farmers and their
cooperatives. It states that the antitrust laws shall not forbid
the existence and operation of labor or agricultural organiza-
tions without capital stock and not conducted for profit.

While Section 6 of the Clayton Act was a step in the right
direction for farmer marketing associations, it fell short of
providing necessary protection for a couple of reasons:

» While it says producers can form co-ops, it doesn't say

what collective conduct they can engage in;

* Section 6 only protects cooperatives without capital
stock, and many marketing associations were organized
as stock-issuing companies.

Cooperatives and their supporters asserted that Section 6
of the Clayton Act might be adequate for labor unions, but it
was not enough protection for producer marketing
associations.

Rural Cooperatives / January/February 2013 23



Capper-Volstead Act

In 1922, Congress responded to producer concerns by
passing the Capper-Volstead Act. While it has a technical
name, like the Sherman Act it became known by the names
of its primary supporters, Senator Arthur Capper and
Representative Andrew Volstead.

Capper-Volstead includes co-ops that issue capital stock
and goes beyond just saying qualified producer associations
are exempt. It provides a positive statement that producers
can engage in several types of collective marketing activity. It
also contains safeguards to protect the public from abusive
conduct by farmers.

Section 1. Like the Sherman Act, Capper-Volstead contains
two relatively brief provisions. Section 1 describes the scope
of the limited antitrust protection provided.

Under Section 1, persons engaged in the production of
agricultural products may:

* Act together in associations, corporate or otherwise, with

or without capital stock;

* Collectively process, prepare for market, handle, and

market their farm products.

Producers have a great deal of flexibility under Capper-
Volstead in deciding how they will market their production.
Some cooperatives, called bargaining associations, limit their
activity to negotiating prices and other terms of the contracts
that govern the sale of their members’ products directly to buyers.

Other cooperatives, such as Land O’Lakes and Ocean
Spray, have integrated forward to the point that they put
processed versions of their members’ product right on the
grocery store shelf.

There are numerous degrees of value-added activity that
fall between these two extremes. These include selling raw
product on a collective basis and producing finished goods
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for the institutional and private-label markets. All levels of
collaborative activity are protected.

Section 1 also authorizes collaboration among
cooperatives. Such associations may:

* Have marketing agencies in common (federated co-ops,

LLGCs, partnerships, etc.);

* Enter into contracts and agreements to coordinate their
collective marketing activity.

Several court decisions have indicated that producers may,
through a single cooperative or in combination with other
cooperatives, obtain monopoly power if it is achieved
through natural growth, voluntary confederations and
without resort to abusive practices. Thus, obtaining a large
market share does not, absent unprotected conduct,
compromise Capper-Volstead’s antitrust shield.

Section 1 also provides the organizational and operational
rules co-ops must follow to be eligible for its protection.
They must:

* Limit membership to agricultural producers;

* Operate for the mutual benefit of their members as
producers (conduct not directly related to marketing
agricultural products is not protected);

¢ Either use one-member, one-vote or limit dividends on
equity to 8 percent per year, and

* Do a majority of their marketing for members, measured
by value.

A couple of points to remember:

* All voting members must be producers. Even one non-
producer in the membership (especially if that non-
producer happens to be a buyer or competitor) may
revoke the antitrust protection.

* The amount of non-member business permitted is quite
liberal; almost 50 percent of the products handled may
be from non-members. This allows co-ops to seize



business opportunities requiring product beyond what
the membership can produce.

Section 2. Section 2 of Capper-Volstead provides another
check on cooperatives. It authorizes the U.S. secretary of
agriculture to order an association that monopolizes or
restrains trade to cease any anti-competitive conduct that
unduly enhances the price of an agricultural product. If a co-
op does not abide by any such order, the U.S. Department of
Justice is empowered to enforce the order.

Rationale for Capper-Volstead. From well before 1922 and
continuing into the foreseeable future, individual farmers are
at a severe disadvantage in the marketplace when dealing
with typical entities buying their products. Co-ops level the
playing field.

Some argue antitrust protection for agricultural producers
is no longer justifiable. They point to some larger
commercial farmers and farmer cooperatives and say these
entities shouldn’t be allowed to agree on prices and other
terms of trade.

Given the increasingly concentrated and global economy,
however, large buyers are — if anything — increasing their
market power. They can negotiate down prices paid to
farmers, even playing farmers in one country against those in
other countries that produce the same products. Cooperative
leaders thus view Capper-Volstead as being as vital to
producers today as it was at the time of enactment.

In summary. Under Capper-Volstead, producers may:

* Agree among themselves on the prices they will accept
for their products and all reasonable terms of trade;

* Limit their collective activity to establishing a floor price
or integrate forward throughout the food marketing
chain;

* Collectively market their products with producer-
members of other co-ops by having the firms use a
common marketing agency, form a federated
cooperative, or simply work together to accomplish their
marketing objectives.

Unprotected Conduct. Capper-Volstead is not applicable
when producers engage in other collective activity. This
doesn’t mean such activity is illegal under the antitrust laws
because it is not protected by the Act. If challenged in the
courts, it will be judged under the same “rule of reason” and
“rule of per se illegality” standards applied to similar conduct
between non-cooperative firms.
Conduct not protected by Capper-Volstead includes:
* Contracts and other agreements with persons who are
neither producers nor associations of producers;
* Mergers, acquisitions and other combinations with non-
cooperative firms;

* Actions that are “predatory” in nature (anti-competitive
and without business justification or solely aimed at
eliminating competition, such as blocking the door to a
competitor’s warehouse);

* “Unduly” enhancing prices. (To date, no cooperative has
been found to have “unduly enhanced” prices.)

Fishermen's Collective Marketing Act

In 1934, a law was enacted that provides essentially the
same antitrust protections for fishermen and their
cooperatives as Capper-Volstead does for agricultural
producers.

* Section 1 authorizes fishermen to engage in collectively
catching, producing, preparing for market, processing,
handling and marketing aquatic products. It also
contains the same organizational and operational rules as
section 1 of Capper-Volstead.

* Section 2 contains similar enforcement provisions as
Capper-Volstead, but authority is placed with the U.S.
secretary of commerce.

"This law is obviously important to cooperatives that
operate in the fishing industry. And since the laws are similar
in many ways, legal interpretations of this law can be valuable
in assessing how the courts will judge certain types of
conduct by agricultural cooperatives.

Current challenges

The antitrust protection accorded farmers and their
cooperatives by Capper-Volstead is seldom free from
investigation and challenge. Next we look at a recent
government study that included Capper-Volstead and four
ongoing civil suits that could impact the cooperative system.

Antitrust Workshops. In 2010, the U.S. Department of
Justice, Antitrust Division, and the U.S. Department of
Agriculture held five workshops around the country to
explore competition in agriculture. Arguments for and
against Capper-Volstead as currently written and interpreted
were raised at several of these workshops.

In May 2012, the Department of Justice released a 24-
page report summarizing the testimony but not
recommending any additional legislation or regulatory
oversight. However, Justice has made it clear that it will
continue to challenge in court cooperative activity that it
believes to be outside the protection of Capper-Volstead. And
if the courts sanction cooperative conduct that it believes is
harmful to competition, it will pursue legislative changes in
the law.

Mushroom Case. We next focus on civil suits that challenge

agricultural producer conduct as a violation of antitrust law.

The first involves a mushroom producer cooperative.
Beginning in 2001, the Eastern Mushroom Marketing
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Cooperative (“EMMC?”) purchased several properties that
had been mushroom farms. EMMC then resold the
properties after placing restrictions in the deeds which
prohibited future use of the land to grow mushrooms.

The U.S. Department of Justice Antitrust Division
notified the co-op that it believed the deed restrictions
violated antitrust law and were not protected by Capper-
Volstead. In 2005, to avoid protracted litigation, EMMC
settled with Justice and removed the restrictions from the
deeds.

The producers hoped this would be the end of their
problems. However, in early 2006, several firms that
purchased mushrooms filed lawsuits against EMMC, several
members and several non-members in a Federal District
Court in Pennsylvania. Issues raised include:

* Was Capper-Volstead protection compromised by (1) the
inadvertent sign-up of a non-grower entity as a member
and (2) the membership of vertically integrated grower
entities?

* Was the co-op’s supply management program (deed
restrictions) conduct protected by Capper-Volstead?

In 2009, the trial court judge said that one non-producer
entity that became a voting member in the co-op through a
bookkeeping error voided the co-op’s Capper-Volstead
protection. The U.S. 3rd Circuit Court of Appeals said it
won'’t review that ruling until the case is decided.

The case is still in pre-trial proceedings.

Egg Case. In 2008, several purchasers filed lawsuits in the
same Pennsylvania court against numerous companies that
produce eggs and processed egg products, including one co-
op, United Egg Producers. These suits allege defendants
engaged in illegal supply management by:

* Increasing the size of chicken cages and thus reducing

the number of egg-producing chickens;

* Exporting eggs at a loss to increase domestic egg prices.

The defendants have filed motions to dismiss the case on
several grounds. Discovery and other proceedings have been
stayed awaiting a ruling on various motions to dismiss.

Potato Case. In 2005, several potato marketing associations
formed United Potato Growers of America (UPG) to manage
the supply of potatoes reaching the market and thereby raise
prices above the cost of production. Members contributed
funds to UPG which used the money to pay growers not to
raise potatoes.

In 2010, several purchasers of potatoes sued UPG in an
Idaho Federal District Court claiming the membership
illegally:

* Agreed to reduce the supply of potatoes to raise prices;

* Included vertically integrated potato producers.
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In December 2011, the trial court issued a non-
precedential memorandum opinion that Capper-Volstead
does not protect pre-production supply control activities such
as acreage reductions and production restrictions. The judge
also questioned whether vertically integrated members are
permitted under the Act. Additional motions to dismiss are
pending, and the Capper-Volstead issues have not been
resolved as yet.

Dairy Case. Cooperatives Working Together (CWT) is a
voluntary, producer-funded program developed by the
National Milk Producers Federation (NMPF). One of
CWT’ programs was designed to strengthen and stabilize
milk prices by paying dairy farmers to reduce herd sizes.

In 2011, animal rights groups sued the NMPF and several
large dairy co-ops in a
California Federal
District Court
alleging that the
CWT program
illegally increased
milk prices to
consumers and that
the defendants aren’t
protected by Capper-
Volstead.

The defendants
filed motions to dismiss on several grounds, including
asserting that the court lacks subject matter jurisdiction
because the Capper-Volstead Act vests the U.S. secretary of
agriculture with exclusive jurisdiction over the issues in
dispute. In October 2012, the court rejected the defendants’
argument and denied the motions to dismiss. The case is
continuing with pre-trial proceedings.

These cases raise issues
that are important
not only to the producers
and co-ops involved, but also
to the ag industry
as a whole.

Issues under review

These cases raise three issues that are important not only
to the producers and co-ops involved but also to the
agricultural industry as a whole.

1. Are pre-production supply controls agreed to by co-op
members protected as “preparing for market” or
“marketing” farm products as those terms arve used in
Capper-Volstead? A strong case can be made that at the heart
of the marketing function of any company, including farmer
cooperatives, is the ability to estimate demand in the
marketplace and set production capacity to provide adequate
supply. For instance, a car company — based on consumer
research, industry trends and other proprietary information
— estimates the presumed yearly demand for a new model. If
the target is 100,000 cars, it is obvious the auto company can



limit the supply produced to 100,000 cars.
Farmer cooperatives must be just as responsive to
consumer demands. A cooperative marketing more of a
product — whether a bulk commodity or a value-added
product — than can be sold will quickly become
economically unsustainable.
Two existing decisions seem to support the cooperative
position.
* In Re Washington Crab — Federal Trade Commission
Chair Paul Rand Dixon held fishermen can agree not to
fish to limit supply and raise prices (1964).

* Alexander v. NFO — The U.S. 8th Circuit Court of
Appeals said a two-week voluntary withholding action by
milk producers is protected by Capper-Volstead (1982).

2. Is the term “producer” broad enough to include entities
that bave integrated forward into food processing and
marketing? In a U.S. Department of Justice case against
integrated broiler producers that reached the U.S. Supreme
Court, both parties made this the central issue of their
arguments. However, a majority of the Justices determined
one or more members of the co-op, the National Broiler
Marketing Association, did not have any broiler production
activity and decided the case against the co-op on the non-
producer member issue (1978).

Justice Byron White wrote a dissenting opinion arguing
that integrated firms with some production activity were
allowed in a Capper-Volstead protected cooperative. In
response to Justice White, Justice William Brennan, Jr. wrote
a concurring opinion stating integrated firms in the
membership voided Capper-Volstead. Thus the issue was far
from resolved.

"Two subsequent events failed to clarify the issue.

o Texas Produce Marketing Association — A Department of
Justice Business Review Letter provided upon request to
the Association concluded that firms that handle, pack
and store agricultural products for themselves and other
members are “producers” and eligible under Capper-
Volstead to be members (1988).

* Hinote — In the early 1990s, the Department of Justice
brought criminal antitrust charges in a Federal District
Court in Mississippi against Samuel Hinote, the
president of Delta Pride Catfish Cooperative. Hinote
was charged with conspiring with other catfish
processors and marketers to fix the wholesale price of
catfish.

While most of the other firms involved were, like Delta
Pride, owned entirely by catfish producers, two were
subsidiaries of ConAgra and Hormel. The trial court judge
rejected Hinote's motion to dismiss the charges on the
grounds that his conduct was protected by Capper-Volstead.

The judge said that whomever Capper-Volstead was designed
to protect, it didn't include ConAgra and Hormel.

The case went to trial and Hinote was acquitted of all
charges by the jury. The case died and no appeals were taken
on the issue of whether large firms with catfish production
could be members of a Capper-Volstead protected
cooperative.

3. Is the concept “association of producers” flexible enough to
allow a co-op that inadvertently accepts a non-producer as a
member to corrvect the error without having lost its antitrust
protection in the interim? Again we have conflicting
guidelines in this area.

* National Broiler Marketing Association — The Supreme
Court seems to take a hard line stance that one non-
producer voids protection (1978).

* Alexander v. NFO — In its subsequent opinion, the 8th
Circuit Court of Appeals finds a few non-producers
"sloppily" admitted as members do not void protection

(1982).

Possible outcomes

As mentioned earlier, antitrust litigation is complex, costly
and time consuming. Results are difficult to project. Here
are three possible ways these cases could end and how each
might impact farmer cooperative marketing.

1. Some or all of these cases could be settled. Managing
these cases is a serious drain on the resources of all parties
and takes management time away from the issues of day-to-
day operations. When the fight is between buyers and sellers
in the same industry, they can poison otherwise cordial and
vital business relationships. So it is quite possible some or all
of these cases will be settled before a definitive judicial
opinion is issued and no meaningful guidelines for future co-
op conduct will be established.

2. The co-ops may lose on some or all of these issues. This
may limit the protection provided producers by Capper-
Volstead.

3. The co-ops may prevail on some or all of these issues.
While this would sanction the co-op conduct under review, it
could lead to the proposal of amendments to Capper-
Volstead that could amend, or even override such decisions.

As these cases are moving through the judicial process,
only time — perhaps a great deal of time — will reveal what,
if any, impact they have on cooperative marketing by
agricultural producers. It is important that all managers with
and advisors to agricultural marketing cooperatives keep
informed about these and other challenges to Capper-
Volstead. B
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Co-op conversions help bring security
to manufactured housing owners

Cooperative ownership of manufactured-home communities boosts the pride of residents — such as Sheila Dickerson of Soda Brook Cooperative in
Northfield, N.H. — in their homes and neighborhoods. Geoff Forester Photography; all photos courtesy N.H. Community Loan Fund

By Steve Varnum
Director of Communication and Marketing
New Hampshire Community Loan Fund

ike many powerful
social movements, New
Hampshire’s first
manufactured-home
cooperative began at
the intersection of survival and justice.

Bob Sirles was a can-do, determined
kind of guy. A school groundskeeper, he
was used to hands-on problem solving.

By late 1983, he had lived for 10 years
with his wife and two sons in Meredith
Trailer Park, in the Lakes Region of
central New Hampshire.

At the time, real estate sales in New
Hampshire were booming, especially
around nearby Lake Winnipesaukee, a
magnet for boaters and well-heeled
vacationers. The blue-collar residents of
Meredith Trailer Park, however,
reflected little of the area’s prosperity.
Its owners, an elderly couple, were
increasingly unable to keep up with the
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13-home-park’s needs. Its gravel roads
were rutted and potholed, the septic
system leaked into a nearby brook and
refuse littered some lawns.

In 1983, one of the owners was
admitted to a nursing home. His wife
needed to sell the park, but feared
having to leave her own home, which
was located on the same plot. Land for
condos and summer homes in the area
was selling quickly and fetching top
dollar. It wasn’t hard to predict what
would happen if the park was sold.



“Most of us just figured we’d be
thrown out, so we were looking for
solutions — moving, buying something
else, renting somewhere, just hanging
in and hoping for the best,” Sirles told a
newspaper reporter.

“A couple of us tried to go to the
bank to buy it as individuals, but we
don’t have that kind of credit,” Sirles
said. Neither did any resident have the
owners’ $42,000 asking price, or even a
significant down payment.

In the meantime, a potential buyer
appeared who wanted to close the park,
send its residents packing and build
apartments.

Co-op seed planted

Enter Rebecca Storey, who was on
the steering committee of a brand-new
organization: the New Hampshire
Community Loan Fund. A graduate
student of community economic
development, she also shared classes
with Sirles’s sister.

Bob Sirles needed help saving his
home and those of his neighbors.
Storey needed a project to complete her
master’s degree. As a Native American,
she also felt a deep connection with the
plight of the families in the park.

“I identify with people being pushed
off their land. These people had been
there a long time,” she told a reporter.
“I had a real strong feeling they
shouldn’t be pushed off, that they must

help themselves.”

Storey, Sirles and a few of his
neighbors began meeting around his
kitchen table. They developed a “what-
if” scenario, based on New Hampshire
having passed a law the previous year
that recognized consumer cooperatives.
What if, instead of trying to buy the
park as individuals, the Meredith
Center families bought it together?
They formed Meredith Center
Cooperative in January 1984, as Storey
pulled together financial plans and
documents.

Local banks weren’t persuaded that
the co-op was viable. At least one loan
officer didn’t know what a cooperative
was.

Some said that even as a co-op, the
families didn’t have sufficient credit.
They still didn’t have a down payment.
Every bank in the surrounding towns
turned them down.

So, the co-op leaders turned to the
New Hampshire Community Loan
Fund, which had incorporated as one of
the country’s first community
development financial institutions
(CDFIs strengthen communities by
providing financial services to
populations and markets that otherwise
lack them) the previous September.

The Community Loan Fund
comprised one part-time person, one
desk and a bank account containing less
money than the residents needed to buy

Greg Maclintosh tends his vegetables at
Barrington Oaks Cooperative in Barrington,
N.H. Cooperative ownership and management
of manufactured-home parks encourages
community projects. Jay Reiter photography

the park. But the Community Loan
Fund’s founders had connected with the
Sisters of Mercy, who wanted to invest
some of their retirement savings where
it would be used for public good.

The sisters loaned the money to the
Community Loan Fund, which in turn
loaned it to the cooperative to buy the
park on June 1, 1984. Meredith Center
Cooperative became New Hampshire’s
first resident-owned community.

The new owners wasted little time
showing how proud they were. They
hauled away three truckloads of debris.
They installed a new water pump so
showers wouldn’t stall when a neighbor
flushed a toilet. Before long, they’d
begun replacing the septic system.

A pause, then concept explodes

It would be 2% years before the next
New Hampshire manufactured-home
park converted to cooperative
ownership, but then the concept
exploded. During the next 10 years, 35
parks in the state converted to co-op
ownership; 46 converted during the
following decade.

As interest grew, the Community
Loan Fund expanded and refined the
services it offered the co-ops to include
community organizing, training for co-
op boards of directors and other
leaders, financing for purchase and
improvements, and technical assistance
for planning infrastructure projects.

New Hampshire’s 100th
manufactured-home co-op converted in
February 2012. There are now 103 such
resident-owned communities in the
state, containing about 5,700 homes.
About one in five manufactured-home
communities in N.H. is a cooperative;
nearly all are in rural areas.

The spread of these communities

Rural Cooperatives / January/February 2013 29



Lawrence Shuman, president of Sandy Ridge Estates Cooperative, and other residents
purchased an Ossipee, N.H., manufactured-home community, saving the homes of 35 families.
The previous owner had been ordered by the state to close the park and evict the families due to
substandard water and wastewater systems. Matthew Lommano Photography

was greatly supported by loans and
grants from USDA Rural Development,
because some park owners became
willing to sell when faced with large
infrastructure repairs. To date, USDA
Rural Development has provided more
than $9 million for critically needed
water and wastewater projects in 13
New Hampshire co-ops.

The Community Loan Fund and
three other national nonprofits — the
Corporation for Enterprise
Development (CFED), NCB Capital
Impact program and NeighborWorks
America, with significant investments
from the Ford Foundation and the
Fannie Mae Foundation — formed
ROC USA LLC in May 2008 to make
resident ownership viable nationwide.
Through November 2012, ROC USA
had converted an additional 27

communities containing 2,122 homes in
31 states.

Affordable and secure

In New Hampshire, as in many rural
areas across the United States,
manufactured homes are one of the
most affordable housing choices. In
small towns that lack multi-family
apartment buildings, they’re usually the
only affordable option.

"That choice becomes even more
affordable in manufactured-home
communities, because the need to buy
land is eliminated. Instead, a
homeowner leases the small lot beneath
the house.

Still, homeownership in a traditional
investor-owned park is risky.
Homeowner-residents have no say in
how much they pay for lot fees or
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whether that money goes to upgrade
the community or to profit. Likewise,
they have little say in the creation or
enforcement of rules.

At any time the landlord may decide
to close the park, evict the homeowners
and develop the land. As noted earlier,
park owners motivated by profit may
ignore failing water, septic and
electrical systems, then sell or abandon
the property.

"Tenants in these parks are captive to
any of all of these conditions and
uncertainties. Those who object to
rents or conditions can be evicted, and
those facing park closure have no legal
protection — they must move.

In either case, they’re likely to lose
their homes and all they’ve invested in
them. Gone are the days of being able
to hitch a mobile home to a pickup
truck and wheel it away; today’s
manufactured homes are factory-built
to the U.S. Department of Housing and
Urban Development’s national housing
code and are anything but mobile.

Moving a home — if it can be moved
— costs several thousand dollars. Some
towns further limit mobility by
restricting the age of manufactured
homes that can be moved in.

The experience of New Hampshire’s
resident-owned communities is that
cooperative ownership of the land
removes most of those risks and
insecurities. The co-ops’ members
democratically decide the bylaws they’ll
all live under, what to charge for lot
rents, and how that money will be used.

A co-op community cannot be sold
without a vote of its residents, and the
Community Loan Fund/ROC USA
model eliminates a profit motive.
Because the communities are
incorporated as nonprofit consumer
cooperatives, the assets from any sale of
the property— after the co-op’s bills are
paid and members are refunded their
shares (usually $500 to $1,000) — have
to go to another co-op or charitable
organization.

Other economic benefits of co-op
ownership include access to grants and
loans from USDA and other public
agencies for needed infrastructure



upgrades and access to fixed-rate home
loans with relaxed credit terms and low
down payments, offered in New
Hampshire by the Community Loan
Fund and two partner banks.

Last July, USDA Rural Develop-
ment created a homeownership pilot
program making residents in a
Belmont, N.H., co-op eligible for its
502 Single-Family Housing loans.
Those loans offer 100-percent home
financing at a 3.25 percent interest rate;
four other USDA-approved co-ops in
New Hampshire are also eligible.

Social benefits

With the stroke of a pen, a
cooperative’s purchase of its community
turns organizers into managers, tenants
into co-owners and homeowners into
neighbors.

While security is one of the greatest
benefits residents enjoy, observers are
often struck by the pride and sense of
personal investment they experience in
the cooperatives.

George McCarthy, director of
Metropolitan Opportunity at the Ford
Foundation, has listened to co-op
residents in their kitchens and living
rooms. “The transformation of the
people in those communities is
profound,” he says.

The physical transformation is easy
to see. Homeowners, confident that
they won’t be displaced, plant gardens
and flowerbeds, paint their homes and
pave their driveways. Some even
replace their old homes with newer
models.

The common goal of buying,
owning and managing a community
also creates a greater sense of
community.

Florence Quast was a key organizer
of the Souhegan Valley Manufactured
Housing Co-op in Milford, N.H.,
when it converted to resident
ownership in 1985.

“My proudest accomplishment is
helping us become a co-op and buying
the park because it’s something people
said we couldn’t do,” she says. After the
purchase, the co-op made major

continued on page 42

Loan fund boosts ownership
through co-ops

From the start, the New Hampshire Community Loan Fund’s goals
in encouraging cooperative ownership of manufactured-home
communities were to create permanent and stable affordable
housing, to maximize resident control of their communities and to
make co-op membership available regardless of income.

In New Hampshire's resident-owned communities and those
using the ROC USA model in other states, status as nonprofit
consumer cooperatives makes it very unlikely that the land will be
sold out from under any of the manufactured homes.

Secondly, says ROC USA's Paul Bradley, “Resident control puts
people most affected by the decisions in charge of making them.
In a cooperative park, each homeowner owns his or her home
and one share in the cooperative corporation that owns the land.
Most co-ops require that one must both own a home and reside in
that home in order to become a member.”

The third point, affordability of co-op membership, drove the
Community Loan Fund’s choice of what type of cooperatives these
would be. ROC-NH and ROC USA communities are zero-equity
cooperatives with low membership share prices. If a resident
can't afford to buy a share when the co-op is established, he or
she may make a very small down payment on that share, then
make affordable monthly payments while enjoying all of the rights
and responsibilities of membership.

People who buy a home (or move one into) in a cooperative
park pay their membership fee up front, often rolling it into their
house financing. B

Lois Parris, left, of Lakes Region MHP Cooperative in Belmont, N.H., and
Florence Quast of Souhegan Valley MH Cooperative in Milford, N.H., are
powerful advocates for the rights of manufactured-home owners. Geoff
Forester Photography
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The Co-op Nature of
(the Affordable Care Act)
CO-OPs

By Charles Ling, Ag Economist
Cooperative Programs
USDA Rural Development

he Affordable

Care Act (section

1322) created the

Consumer Operated and Oriented

Plan Program (CO-OP Program) to foster
the creation of new, consumer-governed, private, nonprofit
health insurance issuers (referred to as CO-OPs). These CO-
OPs will promote integrated care and improve health plan
accountability.

Through the loans authorized by the Act, the goal of the
Program is to create at least one new CO-OP in every state
to enhance competition in the Affordable Insurance
Exchanges (also established under the Act) and provide
additional plan choices in the individual and small group
markets. The Program is administered by the U.S.
Department of Health and Human Services (HHS). The
statute and the rules and regulations implementing the
Program can be found at http://www.healthcare.
gov/law/features/choices/co-op/.

The Program-qualified CO-OPs are supposedly modeled
on existing health insurance cooperatives and other business
cooperatives. The acronym “CO-OP” (note: all letters
capitalized) has the same spelling as “co-op,” the abbreviation
of the term “cooperative” in common usage.

There is strong interest in the co-op community (and
doubtless outside of it as well) to see where these new health
CO-OPs lay in the continuum of cooperative business model
variations (Ling). Based on the Program’s CO-OP standards
and related requirements, this article looks into the structure,
organization, governance, equity financing, and operation of
the CO-OPs to shed some light on their similarities with and
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differences

from other types of

cooperatives. The economic

analysis is through the lens of

industrial organization, taking the law

and regulations governing the Program as
given. It is not intended to be an interpretation
of the Program, which is under the purview of
HHS Centers for Medicare and Medicaid
Services (CMS).

Economic structure

A CO-OP is an organization of health insurance
policy subscribers who are individuals or individuals with
dependants. All insurance-covered persons are counted
as members of the CO-OP.

The CO-OP makes decisions regarding how to
maintain and improve the quality of health care delivered to
members, while keeping insurance premiums affordable.
Subscribers are free to choose whether to join a particular
CO-OP, or how — and how much — they may use the
services provided by the CO-OP as members.

Therefore, the CO-OP fits the economic definition that a
cooperative is an aggregate of economic units, which are
capable of independent economic functioning (Ermelianoff). It
is also useful to note that a dictionary defines aggregate as:



“Any
total or
whole
considered with
reference to its
constituent parts; an
assemblage or group of
distinct particulars massed
together.”

Organization

A CO-OP is a Program-qualified, nonprofit
health insurance issuer organized under state
law as a private, nonprofit, member
corporation.

The creation of a CO-OP relies on the

effort of its sponsors. A sponsor may be an
organization or individual that is involved in
the development, creation or organization of the
CO-OP or provides 40 percent or more to the
CO-OPs total funding (excluding funds from
Program loans). However, no state or local
government or political subdivision (or their
instrumentalities) can be a sponsor of the
organization or contribute 40 percent or more
to its total funding. Furthermore, no
organization excluded by CMS can be a sponsor
or contribute 25 percent or more to the CO-
OP’s total funding.

After the CO-OP is organized, it will sign
up health insurance subscribers and they and
their covered dependents will be members of
the CO-OP. The CO-OP will become a
centralized member organization when its
operational board of directors elected by

members is in place.
The CO-OP Program has the goal of
having at least one CO-OP in each state and
gives priority to CO-OPs that offer qualified
health plans on a state-wide basis. Therefore, CO-
OPs are most likely local (in-state) organizations that
do not cross state lines. When circumstances warrant it, a
CO-OP may cover more than one state. States may have
more than one CO-OP if Program funds are available.
CO-OPs are to remain nonprofit, consumer-operated and
-oriented insurance issuers after they have received Program
loans and even after they have fully repaid their loans. They
are not permitted to convert or sell to a for-profit or non-
consumer-operated entity at any time, undertake any
transaction that would result in the CO-OP implementing a
governance structure that does not meet the stipulated CO-
OP standards, or do things to harm its consumer orientation.
CO-OPs may join together to establish a private
purchasing council to enter into collective purchasing
arrangements for items and services that increase
administrative and other cost efficiencies, including claims
administration, administrative services, health information
technology and actuarial services. But the private purchasing
council is not allowed to set payment rates for health care
facilities or providers participating in health insurance
coverage provided by the CO-OPs. Further, the antitrust
laws continue to apply to any private purchasing council.

Governance

A CO-OP is required to be governed by an operational
board with all of its directors elected by a majority vote of a
quorum of the CO-OP’s members who are age 18 or older.
Elections of the directors on the CO-OP’ operational board
are contested: the total number of candidates for vacant
positions on the operational board exceeds the number of
vacant positions. In the case of resignation, death, or
removal, the CO-OP may fill vacant director positions for
the remainder of the relevant term without conducting a
contested election.

Positions on the board of directors may be designated for
individuals with specialized expertise, experience or
affiliation. But the designated directors cannot constitute a
majority of the operational board.
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No government (federal, state, local, political subdivision
or instrumentality) representative or representative of an
organization excluded by CMS can be a board member.

The majority of the voting directors on the operational
board must be members of the CO-OP (not counting
designated directors who are also members). Each director
has one vote unless he or she is a non-voting director.

However, in the initial stage of forming the CO-OP and
before it has begun
accepting enrollment
of insurance
subscribers and has an
election by the
members of the
organization to the
board of directors, a
formation board is to
steer its development.
The first elected
directors of the
organization’s
operational board must be elected no later than one year after
the effective date on which the organization provides
coverage to its first member; the entire operational board
must be elected no later than two years after the same date.

C0-0Ps are forbidden
to ever convert or sell
to for-profit or
non-consumer
operated entities.

Equity financing

The initial funding of a CO-OP is supplied by its sponsors
and supporters. To help overcome the difficulty of obtaining
adequate capitalization for start-up costs and state insurance
reserve requirements, CO-OPs may borrow two kinds of
low-interest loans offered by the CO-OP Program
specifically for these critical activities:

* Start-up loan to provide assistance in meeting the costs of
establishing a CO-OP. The repayment period of the loan is
five years following each drawdown of loan funds.

* Solvency loan in meeting state insurer solvency and reserve
requirements. The repayment period of the loan is 15 years
following each drawdown of loan funds.

A CO-OP may borrow joint start-up and solvency loans,
or only borrow a solvency loan. By receiving the loans, the
CO-OP must adhere to the standards and fulfill all
requirements established by the CO-OP Program. It must
meet the required CO-OP standards no later than five years
following initial drawdown of the start-up loan or three years
following the initial drawdown of the solvency loan.

Net savings or surplus funds (revenue in excess of expenses
or “profit”) of the CO-OP must be used to lower premiums,
to improve benefits or for other programs intended to
improve the quality of health care delivered to its members.
In addition, net savings may be used to conduct marketing,
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repay Program loans, and meet state solvency requirements.
They may also be used to provide for enrollment growth,
financial stability and stable coverage for members.

CO-OPs are forbidden to ever convert or sell to for-profit
or non-consumer operated entities.

Operations
CO-OPs develop healthcare provider networks to provide

services that meet members’ healthcare needs. They have to

compete for health insurance subscribers in the relevant
markets. Therefore, their operations are the same as any
other health insurance issuers in the relevant markets.

CO-OPs are required to meet certain standards and
requirements for the issuance of health insurance plans to
achieve Program objectives.

For example:

* At least two-thirds of qualified health insurance policies or
contracts for health insurance coverage issued by a CO-
OP in each state in which it is licensed must be in the
individual and small group markets.

* In every market where the CO-OP operates, it must offer
a qualified health plan at the Silver Level (defined as the
level of coverage that is equivalent to 70 percent of the
full actuarial value of benefits provided) and at the Gold
Level (equivalent to 80 percent of full benefits).

* Meet certification requirements in order to participate in
the Affordable Insurance Exchanges.

The incentive (trade-off) for CO-OPs to meet these and
other plan standards and requirements is the privilege to use
start-up loans and solvency loans at below-market interest
rates to achieve the goals of the organizations.

Conclusions

The impetus for creating CO-OPs is by Congressional
mandate to address certain public policy healthcare issues. A
major portion of initial funding of CO-OPs is low-interest
government loans to help overcome the difficulty of
obtaining adequate capitalization. Legislative mandates
effected with government loans have precedents such as the
initial organizations of rural electric cooperatives and the
Farm Credit System. As exemplified by these precedents,
CO-OPs must be self-sustainable in order to be economically
viable over the long term.

To ensure the CO-OPs created under the Program are
viable, sustainable and stable, and to make certain they can
repay the loans and thereby protect federal investment in the
Program, they are required to meet CO-OP standards and
health plan standards and fulfill many other requirements. As
a result, CO-OPs are somewhat unique in the spectrum of
cooperative business model variations as shown in table 1
(adopted and modified from Ling, table 2). B



Table 1—Variations on the cooperative business model

Type of cooperatives

Structure

Organization

Governance

Source of equity

Operation

Dairy Aggregates of Centralized member Member-governed Members Members' exclusive

cooperatives! economic units organizations marketing
agent—unique
economics

Agricultural marketing Aggregates of Mostly centralized Member-governed Members Unique economics if

cooperatives

economic units

member organizations;
some are federated

exclusive marketing
agent; otherwise, like
other firms

New-generation

Aggregates of
economic units

Centralized member

Member-governed

Members; tied to

Business volume

cooperatives organizations delivery rights defined by delivery
rights
Purchasing Aggregates of Local (retail) Member-governed Members Sourcing supplies or
cooperatives2 economic units cooperatives are services for sale to
centralized; many members and patrons
federated with other
locals; federated
cooperatives may have
direct members
Affordable Care Act Aggregates of Organized by sponsors; Initially formation Sponsors and Operations are the
C0-0Ps3 economic units then become local (in- board; then member- supporters; same as other

(health insurance
subscribers)

state) centralized
member organization

governed

accumulated surpluses

insurance issuers in the
relevant markets; must
meet CO-OP Program
standards and
requirements

. Aggregates of Centralized member Member-governed Members A framework for multi-
Multi-stakeholder . . L .
S economic units organization party, multi-stage
cooperatives credible contracting
among members
Farm production Aggregates of Centralized member Member-governed Members A vertical integration

cooperatives

economic units that are
not independent in
production operation

organization

between members and
the cooperative in
production

Cooperatives with non-
patronage members

Mixture of patron and
non-patron members

Defined by state laws

Defined by state laws

Defined by state laws

Defined by state laws;
most likely member-
patrons’ business

1 Separately listed and used as the standard bearers of traditional cooperative business model.

2 Include farm supply cooperatives, utility cooperatives, service cooperatives, consumer cooperatives, credit unions, etc.

3 Qualified Nonprofit Health Insurance Issuers under the Consumer Operated and Oriented Plan (CO-OP) Program.

4 Defined as cooperatives having, for example, farmers, final customers and intermediaries in the supply chain as members.
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Most Co-op Network members say
2012 was a solid economic year

“This is one of the most wonderful times

for opportunity in my lifetime,” says

demographer Tom Gillaspy.

By Mary Erickson, field editor
Wisconsin Energy Cooperative News, Cooperative Network

Editor’s note: This article is condensed and adapted from several
articles that appeared in a recent issue of 2012 Annual Meeting
Recap, @ Cooperative Network newsletter.

he year 2012 was a better than average year
for a majority of cooperatives in Wisconsin
and Minnesota, according to the results of a
straw poll conducted during the annual
meeting of Cooperative Network in La
Crosse, Wis., Nov. 13. About 56 percent of the delegates said
the economic performance of their cooperative was better
than average last year, while 27 percent rated the year as
average. Only 16 percent said their co-op had a below
average year.

One in four delegates said they expect to hire additional
employees during the coming year, while 68 percent said they
would maintain their existing workforce. Only 6 percent of
co-op representatives said they expected to reduce staff in
2013.

Nearly 200 members participated in the instant-response
survey, using transponders to answer 14 multiple-choice
questions projected on a screen. Cooperative Network
represents a cross-section of cooperatives in Wisconsin and
Minnesota.

About 92 percent of delegates said they had contacted
their state legislator or member of Congress during the past
five years, either on their own or in conjunction with
Cooperative Network. Another 60 percent said lobbying on
legislative or regulatory issues is the most important service
Cooperative Network provides for its members.

Other responses to the inquiry about the organization’s
most important functions included 29 percent who identified
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“educating the public and promoting the cooperative business
model,” while 9 percent cited director and staff education,
and 2 percent chose development of new cooperatives as the
most important functions.

Asked, “What is the greatest threat to the success of your
cooperative?” 65 percent identified “government regulation
and/or legislation.” Trailing far behind were “talent
retention” (12 percent); “competition” (12 percent); “growth”
(9 percent); “safety” (2 percent); and “litigation” (1 percent).

Aging population poses major challenges

Two events occurred in January 2008 that are leading to a
new set of challenges and opportunities for the nation, Tom
Gillaspy, of Gillaspy Demographics, told delegates. A former
Minnesota state demographer, Gillaspy said the recession
that hit in January 2008 left the nation in an economic hole
that will take a long time to recover from. Jobs no longer
exist where they once did, Gillaspy explained, and many
Americans have stopped searching for employment
opportunities.

Second, the first wave of the Baby Boom generation
turned 62 in January 2008. With this massive Baby Boom
generation entering retirement over the next two decades —
and a much smaller Generation X to replace it — Gillaspy
said the nation is facing demographic trends that will have a
huge impact on the economy for many years.

For the next 20 years, almost all growth in U.S.
households will be in the “empty-nest” sector, and the labor
force will be at record low levels by the end of this decade.
This could make the challenges of paying for health care
today seem mild compared to the much bigger challenge in
20 years, he said. An aging population is a global trend,
Gillaspy said. Other countries, such as Greece and Japan, also
are struggling with the same issues. Even China, whose

continued on page 43
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Co-op developments, coast to coast

Blue Diamond marks
record, $1 billion sales year

Blue Diamond Growers’ sales
catapulted to a record $1 billion for
fiscal 2011-12. The almond co-op’s
two-year sales growth of $300 million
has been driven by demand for value-
added almond products, President and
CEO Mark Jansen said in is his address
to the cooperative’s grower-owners at
their 102nd annual meeting in
Modesto, Calif.

“We are winning in the marketplace
by executing our superior business
model, enhancing margins and growing
our value-added businesses,” Jansen
said. “We added $13 million in savings
to the $14 million we achieved last year,
and we will continue to invest in new
technologies that will lower costs and
increase processing yields for higher
levels of profitability year after year.”

Board Chairman Clinton Shick told
growers they received record payments
of $670 million on the 2011 crop, for a
return that was 18 cents per pound
higher than on the 2010 crop.
“Revenue per acre also exceeded the
previous (2005) record by 19 percent,”
Shick said.

Blue Diamond will open phase one
of its new, 88-acre almond processing
plant in Turlock, Calif., in May 2013,
where it will hire up to 100 employees.
The co-op already operates the world’s
largest almond processing facilities, in
Sacramento and Salida, Calif.

“Our balance sheet is investment
grade, which allowed us to finance our
new plant over the next 15 years at a
record-low rate that will earn growers
who deliver to Blue Diamond several
cents more on their 2013 annual returns

Send co-op news items to: dan.campbell@wdc.USDA.gov

Blue Diamond CEQ Mark Jansen, left, greets members during the co-op’s 102nd annual meeting,
which marked the first time sales topped $1 billion.

and for many years to come,” said
Jansen.

Adding processing capabilities to
Blue Diamond’s existing operations is
part of a plan to expand its brand
globally, he added. This is a strategy
that is already paying off, as the
cooperative’s global value-added
ingredient business leaped 69 percent

over the past two years and global
consumer-branded businesses increased
45 percent.

A new North American advertising
campaign, designed to inspire a healthy
lifestyle among consumers, was
launched during the 2012 London
Olympic Game. Blue Diamond snack
almond sales jumped 21 percent during
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Creating a safety culture
continued from page 6

compliance director after the first
assessment, so this was new to me. But
we are looking forward to seeing if we
pushed the bar with the reassessment
coming in the summer of 2013.”

“This has been a great program for
me and WEFS,” says DeAnn Miller,
environmental health and safety
director at the co-op. “We have learned
so much. And more importantly for me,
I have met others like me who work in
safety in other cooperatives. We share

experiences and learn from each other.”

“We think of firms with a strong
safety culture as being nuclear power
plants, oil refineries, chemical plants
and similar industries,” notes Boland.
“Farm supply and grain and oilseed
marketing cooperatives are all different.
There are no cookie-cutter type
operations. We have remote locations,
seasonal employees and locations, and
we have traditionally placed a high
value on employees with a ‘get it done’
attitude. Getting it done safely is the
critical part.”

For more information about this
program, please contact Boland at (612)

625-3013, or via e-mail at:
boland@umn.edu.

Editor’s note: Cooperatives in lowa
working with the Ag Cooperative Safety
Directors of lowa (bttp://acsdia.org/) bave
formed a consortium of safety directors for
cooperatives in their states and have started
offering an educational program. In
addition, the Grain Elevator and
Processing Society, known as GEAPS
(www.geaps.com), offers safety topics at its
meetings. The Agricultural Safety and
Health Council of America (ASHCA)
(www.ASHCA.com) will hold its 2013
Summit Sept. 25-27 in Minneapolis,
Minn. R

Co-op conversions help bring
security to manufactured
housing owners

continued from page 31

improvements to the roads and water
lines. Other co-ops hold community
cleanup or beautification days, or start
rewriting community rules.

Participation in the co-op not only
reduces costs, it builds vibrant
neighborhoods. That participation can
include everything from baking cookies
for a summer barbecue or helping plan
a glow-stick sledding night to operating
the well system or serving on the
volunteer board of directors.

Residents also learn that they belong
to a community much larger than their
neighborhood. They are connected to
other resident-owned communities in
New Hampshire through the
Community Loan Fund’s ROC-NH
program and across the country
through ROC USA, both of which
create opportunities for education,
collaboration and networking.

Co-op members also have access to
training and education sponsored by
ROC-NH, and some have been
appointed or elected to leadership
positions in their towns. Graduates of
its community leadership training also
earn college credit they can use toward
a degree.

Swift transition

None of the leaders of New
Hampshire’s 103 manufactured-home
co-ops will say managing a community
1s easy.

“People and a system are needed to
collect the rents and keep the books,
approve new members, maintain the
infrastructure, enforce park rules,
mediate disputes and endlessly
communicate,” says ROC USA
President Paul Bradley. “Effective
operations rely upon good information
and frequent communication — both
challenges in volunteer organizations
run by busy people.”

Although many smaller communities
are run completely by their volunteer
members, most use a portion of their
rental income to hire companies for
services that include rent collection and
financial management. One large co-op,
192-unit Greenville Estates in
southwestern New Hampshire, has
always relied upon paid staff — an
office manager, a bookkeeper and
maintenance workers.

An additional challenge is that
roughly 75 percent of New Hampshire’s
manufactured home co-op residents
qualify as low-income. While all bring
valuable and varied life experience, few
have previously had the opportunity to
serve on a nonprofit board of directors,
much less run a multi-million-dollar
corporation.
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Nevertheless, not one New Hampshire
co-op has failed since the Meredith
conversion 29 years ago. That’s a
testament to the hard work and
dedication of the volunteers in these co-
ops; to the training, support and
technical assistance provided by ROC-
NH; and to the crucial support of
programs like USDA-RD.

Regardless of a co-op’s management
system, all residents — even those who
choose not to become members of the
co-op (which usually means they pay a
higher lot rent and have no voting
rights) — enjoy the benefits of
ownership. Some economic benefits
were documented in a 2006 study by
the Carsey Institute at the University of
New Hampshire.

The study found that the advantages
enjoyed by homeowners in co-ops over
those in investor-owned communities
included higher average home sales
prices, faster home sales, access to
fixed-rate home financing and,
eventually, lower lot fees.

And through ROC USA, the ripples
flow over the state border. The national
nonprofit is providing connections with
co-ops in other states through
aggregated opportunities such as
leadership conferences and online
training, marketing and joint
purchasing. H



Most Co-op Network
members say 2012 was

a solid economic year
continued from page 36

economy is predicted by some long-
range forecasters to surpass the United
States’ economy sometime between
2016 and 2020, will be shifting to an
aging population in about 10 years.

However, Gillaspy said China is
pushing up worker productivity now,
before its population begins to age.
“There are only two ways to grow an
economy,” he pointed out. “Increase the
workforce, or increase worker
productivity.”

This dilemma will have repercussions
that Gillaspy said will result in a “new
normal,”characterized by slower
economic growth, rising interest rates, a
shift in the home ownership/rental
gradient and talent becoming the most
scarce resource.

However, Gillaspy said the new
challenges also make for new
opportunities.

“This is one of the most wonderful
times for opportunity in my lifetime,”
he said.

Innovation is a key to increasing
productivity, he said, referring to
examples such as the development of
rust disease-resistant wheat to help
meet the growing world demand for
food, and new cures for diseases.

Gillaspy predicted these trends would
lead to a third industrial revolution
characterized by advances in robotics,
materials and software.

Cooperative Network is a leading
Wisconsin business association. It serves
more than 600 member-cooperatives, owned
by more than 6.1 million Minnesota and
Wisconsin residents, by providing
government relations, education,
marketing, and technical services for a wide
variety of cooperatives including farm
supply, bealth, dairy marketing, consumer,
financial, livestock marketing,
telecommunications, electric, housing,
insurance, worker-owned cooperatives, and
more. For more information about
Cooperative Network, visit
www.cooperativenetwork.coop. W
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