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COOPERATIVE ACQUISITIONS AND OTHER FORMS
OF RESTRUCTURING: DISCUSSION

Dick Vilstrup
University of Wisconsin-Madison

The historical pattern of Cooperative
reorganization is clearly outlined in the
Turner paper. The pace and need for res-
tructuring is accelerating among farm supply

cooperatives and the current economic
environment has had a critical impact on
local communities and remaining cooperative

services.

The trend toward restructuring was

documented when the major midwest farm

regional cooperatives reported in October
that they had lost over 100 cooperative firms

(mostly farm supply cooperatives) during

1985, and that they have a critical list of 125

additional member associations fighting for

survival.

Two large midwest regionals have
assigned high priority to insuring the survival
of viable cooperatives. These organizations
have found it necessary to allocate several
million dollars in standing surety or guaran-
tee programs to assist local managers and
directors in meeting the financial challenge of
the current farm economy.

This trend can also be illustrated by a,
single county profile in Wisconsin which pos-
sibly could be called "Co-op County,"
Wisconsin. In recent years this cooperative

oriented county has lost two milk plants, a
feed manufacturing plant, four farm supply
cooperatives, four cooperative stores, a

slaughter-freezer plant, a shipping association
and a Production Credit headquarters.

Currently, two of the four remaining farm

supply cooperatives are balancing on the
brink of disaster.

The wave of cooperative restructuring

identified by Turner has not been limited to

local cooperatives and has impacted on

regionals including Land 0 Lakes and Mid-
land, Farmland Industries, FAR-MAR-CO

and Union Equity, Land 0 Lakes and Lake

to Lake and Landmark and Ohio Farmers.
A nationwide restructuring of the Farm
Credit System including district banks, has
also been implemented in 1985.

Other significant restructuring in the
midwest and central states include integrat-
ing cooperative and non-cooperative enter-
prises. An ex ample would be
ADM/GROWMARK and the consolidation
of terminal grain activities of Archer Daniels
Midland Company and GROWMARK as
part of the sale of Farmers Export by five
large regional grain cooperatives.

The financial analysis in the Turner
paper focuses on specific factors causing
structural changes in cooperatives in the
Omaha District and in regionals included in
the Agricultural Cooperative Service study.

A similar pattern of excess debt, dupli-
cation, inefficiency obsolescence and high lev-
els of accounts receivable have contributed to
a new wave of reorganization in the Central
and Lake states region.

Many local cooperatives were dependent
on the financial stream of patronage refunds
generated and distributed by the regionals
and inter-regionals. As the earnings of the
regionals and inter-regionals faltered, locals
were forced to maintain their balance sheet
with local earnings.

This situation was further compounded
by investment losses and mergers of some
regionals, requiring a major write down of
regional equities at the local level. In some
instances local cooperatives were forced to
reorganize or restructure.

Data and research are limited on the
level of interdependence and the linkage of
earnings at the local, regional and inter-
regional levels. Severe losses at any level can
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have a devastating effect on the affiliated
cooperative system.

The basic need and mission of coopera-
tives are changing at the community and
regional level. Significant changes in modes
of transportation, market structure, concen-
tration, membership demographics and the
regulatory and economic environment sup-
port the need for re-examining the original
mission, need and objectives.

The increasing cost of sophisticated pro-
cessing technology, distribution, research and
product development have forced many
cooperatives to face the spector of obsoles-
cence and change.

Today's cooperatives are offered a wide
variety of restructuring techniques to accom-
plish the array of missions or objectives out-
lined in the Turner paper.

Cooperative boards representing viable
organizations generally consider the following
techniques for restructuring:

o merger

o consolidation and unification

o acquisition

o joint venture

o expansion through diversification
and specialization

During most of the period reviewed by
the Turner paper, cooperatives basically con-
sidered merger, consolidation or liquidation.

Cooperatives generally considered
merger only when the cooperative had experi-
enced severe financial difficulty. Many
mergers were delayed until the financial
strain at the local level made the decision for
merger imperative.

This type of delay or inaction frequently
resulted in weak mergers and consolidations
because of the financial condition of the
cooperatives involved. Many of the
restructured organizations have not achieved
the goals outlined in the merger plan and
have had difficulty in surviving the current
economic crisis. Restructuring through
acquisition is growing in popularity. Acquisi-
tion of neighboring or competing cooperatives

is often easier to accomplish under coopera-
tive law than merger and consolidation. The
purchasing cooperative often may complete
the acquisition without having to seek appro-
val of the members, if their member equity is
not materially affected. Use of the acquisi-
tion procedure will accelerate the restructur-
ing process in competitive situations.

During the recent surge of cooperative
reorganization many innovative and prag-
matic restructing plans have been used by
regionals and locals to retain cooperative ser-
vice and membership in rural communities.

These methods of cooperative liquidation
and reorganization include:

o Sell assets to neighboring cooperative
and retain essential services for member.

o Sell non-productive assets.

o Sell the assets to the regional and the
regional operates the local cooperative.

o Sell the assets to the regional and they
have a neighboring cooperative lease or
operate the facilities and services.

• Sell assets to the regional and the local
cooperative leases back the facilities
from the regional.

o Liquidate assets and dissolve the
cooperative to protect remaining
member equity.

o Have the bank acquire the mortgaged
facilities and contract with the coopera-
tive for management and continued ser-
vice.

o Liquidate the assets, dissolve the
cooperative and reorganize the coopera-
tive under a new financial structure.

A final comment is offered on implemen-
tation and leadership needed to accomplish
the restructuring of cooperatives. Dynamic
leadership is required to recognize trends,
plan strategy, win approval, develop coordi-
nation and financial strength.

It will take leadership that will act, not
just react; lead and not just follow; utilize
market intelligence and listen and win com-
mitment of members. Leaders that can make
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tough decisions when necessary and put the
welfare of the cooperative above personal
gain or loyalty to the community.

History reveals that progressive coopera-
tives can survive economic crisis and change,

but they will become even more dependent
on research, analysis and planning. Effective
restructuring of Cooperatives to survive the
current economic environment, will be a criti-
cal challenge to our rural and cooperative
leaders.
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