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APPROACHES TO COOPERATIVE DEVELOPMENT

John T. Haas
Agricultural Cooperation Service

A need still exists in this country for
cooperative development. Many people, both
in academia and in cooperatives, have the
impression there is no need for further
cooperative development. Cooperatives have
developed to the stage where they are
significant factors in furnishing supplies and
marketing most major products in traditional
producing areas. The major restructuring
taking place in cooperatives today implies
there are too many cooperatives. Neverthe-
less, opportunity and need do exist in some
areas of the country to develop new coopera-
tives to provide needed services, primarily
marketing, to producers of some commodi-
ties.

Because of this need and the difficulty of
the cooperative development process in the
present economic environment, this topic is
very timely. We need to work together to
apply all the resources available to make
cooperative development efforts successful.

In dealing with my assigned topic,
"Approaches to Cooperative Development," I
will discuss five subject matter areas outlined
by the planning committee.

1. When do you suggest the cooperative
approach?

2. How do you get a cooperative started?

3. How do you help a new cooperative make
operating and policy decisions?

4. How much can Extension promote the
cooperative approach?

5. What are model roles for Agricultural
Cooperative Service, USDA, and the
Cooperative Extension Service?

Before proceeding, I think it would be
well to put some parameters on the discus-
sion by defining cooperative development.
The context in which I will be using the term
implies the formation by producers of new

cooperatives as well as the further develop-
ment of recently formed cooperatives that
have not reached self-sufficiency in their
operations. These latter cooperatives could
be called emerging cooperatives.

When Do You Suggest The
Cooperative Approach?

A basic tenet of cooperative develop-
ment work should be that a cooperative is
not a panacea for solving all problems farm-
ers face or for specific problems in all situa-
tions. We have been through the Office of
Economic Opportunity (0E0) era in the past
20 years when the cooperative was considered
a cure-all and many new cooperatives were
formed. But, few survived and became suc-
cessful.

The cooperative approach should be sug-
gested only when it can be demonstrated that
a cooperative can provide a needed economic
service not presently available, or that by
providing a service it can increase net returns
to prospective members. A cooperative
should not be suggested if the service is
readily available from one or more existing
firms at a reasonable cost, particularly if one
of those firms is a cooperative. There are
situations, however, when a group of produc-
ers wishes not to do business with an existing
cooperative and desires to pursue develop-
ment of their own organization.

In addition to this general condition,
other prerequisites should be present before
development of a new cooperative is sug-
gested.

1. Producers in the area must feel an
economic need for a proposed
cooperative's services and be able to iden-
tify a mutual objective. It is not enough
for a third party to identify an economic
need.
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2. A core of local producer leadership must
carry on the development effort.

3. Producers must be willing to work
together and follow the basic principles of
cooperation.

4. Producers must be willing and have the
ability to support a cooperative by mak-
ing the required equity capital invest-
ments, patronizing it, and participating in
its affairs.

Doing a good job of determining the
presence or absence of these prerequisites is
important if we are to avoid wasting farmers'
and advisers' resources. It requires a good
deal of subjective evaluation early in the
development process, and, consequently, it is
an area in which we often don't do as good a
job as we would like.

Given that these prerequisites are
present, it is still to be determined if a
cooperative would be economically feasible
before suggesting that farmers pursue its
development.

How Do You Get A
Cooperative Started?

This question should be rephrased, "How
do you help producers get a cooperative
started?" Third party advisers don't get
cooperatives started—producers do. Success-
ful development rarely results from third par-
ties imposing the cooperative idea on produc-
ers. Advisers can, however, help producers
develop cooperatives.

While each situation is somewhat
unique, we in ACS have a general procedure
we like to follow in assisting producer groups
interested in developing a new cooperative.
It is important to note that we get involved
only after someone else has sparked the idea
and only at the specific request of producers.
Because few of our projects involve supply or
service cooperatives, I'm going to limit my
remarks to marketing, although the general
procedure would be similar.

Our first step in responding to a request
is to make an on-site exploratory visit. Dur-
ing this trip, we normally visit with the pro-
ducer leadership requesting assistance, indivi-

dual producers, Extension staff, and other
resource persons who can help us get a good
understanding of the problem, the nature of
the proposed cooperative, and the degree of
interest among producers in the area. This is
the time when we try to evaluate whether
the prerequisites are present to justify a
cooperative development effort.

An important part of this exploratory
visit is to hold one or more general meetings
to which all potential producer-members in
the area have been invited. The agenda for
this meeting would be as follows:

1. A presentation by a producer leader of a,
carefully prepared concept of the pro-
posed cooperative.

2. A presentation by ACS staff on:

— Cooperative principles and terminol-
ogy

— Cooperative operating practices and
procedures

— Advantages and disadvantages of a
cooperative

— General equity and financial require-
ments

— Various forms of producer commit-
ment needed

3. A question and answer period.

4. A show of hands on whether a more
detailed study of interest should be under-
taken.

5. If the vote is affirmative, election of a
small steering committee composed of
producers.

Note that our educational effort begins
during this initial visit.

Our next step is to work with the steer-
ing committee to design, schedule, and con-
duct a formal survey of potential members.
This survey is designed to obtain information
on number of potential members; volume and
timing of crops produced, or supplies pur-
chased; producers' willingness to join,
finance, and use, the proposed cooperative;
and other information useful in determining
if the prerequisites for developing a coopera-
tive are present. During the conduct of the
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survey, our staff provides further education
and answers questions about the proposed
cooperative. The survey results provide
much of the basis for our subsequent finan-
cial projections for cooperative operations.

Survey results are analyzed, a report
prepared, and findings presented to the steer-
ing committee and at a general meeting of
producers surveyed. Following discussion of
the report, producers are asked to vote on
whether to proceed with the effort.

Assuming a vote to proceed, we would
then do a market analysis to identify relevant
markets and their requirements. In addition
to reviewing previous research and talking to
knowledgeable industry people, our staff
would conduct a limited survey of buyers in
target markets. This survey is designed to
determine buyers' needs for products the
cooperative would handle, their interest in,
buying from a cooperative, and the require-
ments a cooperative's products would have to
meet to be acceptable in the market. The
market survey results are analyzed and
related to the producer survey findings.

The producer and market survey results
provide the basis for determining the scope of
the proposed cooperative's activities. Con-
tacts are then made with engineers, equip-
ment dealers, and others to obtain "ball
park" estimates of facility and operating
costs to carry out these activities.

A report of the market survey results
and cost estimates is prepared and presented
to the steering committee and, after their
approval, to a general meeting of potential
members. Following discussion and accep-
tance of the report, producers are asked to
reaffirm their support. If the producer sup-
port necessary to start a cooperative is ques-
tionable at this or any later stage, we
strongly advise the steering committee to
require producers to make a "token interest"
investment and sign a premembership agree-
ment.

The emerging picture of the size and
scope of the cooperative permits development
of basic operating assumptions. Our staff
prepares detailed assumptions on facilities
needed, operating costs, capitalization, and

financing requirements and presents them to
the steering committee for review. Once
agreed upon, these assumptions provide the
basis for making a financial analysis.

We generally make financial projections
for at least 3 years. These projections
include monthly cash flow statements, annual
operating statements, balance sheets, source
and use of funds statements, and financing
package. We prepare a financial analysis
report incorporating the assumptions, finan-
cial projections, supporting tables, analysis,
and recommendations, and present it to the
steering committee. This report is reviewed
and revised as many times as necessary to
arrive at a realistic business plan that can be
approved by potential members and imple-
mented without significant change. It is then
presented at a meeting of potential members
for discussion and a decision on whether to
form the cooperative.

Our staff continues to provide assistance
and guidance during implementation of the
business plan. This assistance covers a multi-
tude of areas, such as:

1. Helping develop an implementation
schedule and monitoring progress.

2. Working with the steering committee and
its attorney to develop legal documents.

3. Presenting feasibility study results to
potential lenders and revising financial
projections to comply with loan terms.

4. Helping evaluate construction bids.

5. Helping develop a manager's position
description and qualifications.

6. Providing member, board, and manager
training on their roles and responsibilities.

This discussion has assumed a coopera-
tive is feasible and would be formed. How-
ever, we or the steering committee may ter-
minate the process at any stage if further
effort appears fruitless.

In addition to being technical advisers
on cooperative development, our staff must
provide leadership and moral support to the
steering committee. One of our staff likens
helping producers start a cooperative to try-
ing to start an old John Deere A tractor on a

168



cold February morning. You have to be ima-
ginative, creative, realistic, persistent,
resourceful, persistent, attentive, and per-
sistent.

How Do You Help A New Cooperative
Make Operating and Policy Decisions?

Our initial effort at facilitating the
decisionmaking process in a new cooperative
is to make appropriate written recommenda-
tions in the financial feasibility report based
on our analysis and knowledge of the
cooperative implementation process. Early in
the life of a new cooperative, it also is neces-
sary to provide training to the manager and
board on their respective roles and responsi-
bilities, cooperative principles and practices
and their relation to operating and policy
decisions, and general business management
principles. It's also advisable to work with
directors at an early stage to help them
develop a policy handbook. This can be done
by outlining the areas in which policies are
needed, but leaving it to the board to
develop its own specific policies.

We can continue to function as an
adviser to the cooperative for the first year or
so by working with the manager and attend-
ing board meetings. In this capacity, the
adviser can:

1. Help the manager and board develop their
own process for identifying problems,
developing alternative solutions, gathering
and analyzing information on conse-
quences of the alternatives, and making a
decision based on this analysis.

2. Be an expert resource person with a gen-
eral knowledge of cooperative law, taxa-
tion, special regulations applying to the
cooperative, and a knowledge of where
other needed information can be obtained.

3. Assist management in developing an
operating budget and necessary financial
statements and help the manager and
board learn to use them as tools in
decisionmaking.

4. Help decisionmakers maintain their focus
on the cooperative's long-range objectives
as they get involved in making decisions
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on often frustrating short-range problems.
The adviser can remain objective and
avoid getting caught up in the emotions
of the situation that may otherwise
prevent rational decisionmaking.

One pitfall the adviser must avoid at all
costs is to get in the position of making deci-
sions for the cooperative, of putting oneself in
the position of filling the manager's or
board's role. It is easy for an adviser to get
into this position after having worked long
and hard to help get a cooperative started
and not wanting to see it fail. But, it is
fraught with potential problems and does not
help develop capabilities of the manager and
board to make sound operating and policy
decisions that will be needed for the coopera-
tive to survive.

How Much Can Extension Promote
The Cooperative Approach?

The Cooperative Extension Service has
historically played a major role in the promo-
tion and formation of cooperatives. But I
believe many people perceive that Extension
on the whole has backed away from being in
the position of promoting cooperatives. I am
not sure why this has happened, if in fact it
has. I believe we must recognize that Exten-
sion personnel can promote cooperatives only
to the extent Extension policymakers and
Extension constituencies will permit and to
the extent they have a knowledge of and
belief in the cooperative way of doing busi-
ness.

Perhaps a more appropriate question is
"How much should Extension promote the
cooperative approach?" Extension staff
should not automatically promote a coopera-
tive as the solution to farmers' problems
when the basic prerequisites for successful
cooperative development are not present.
This implies that Extension staff must be
able to evaluate a situation and determine if
a cooperative is appropriate. Promoting
cooperatives in inappropriate situations can
be detrimental to farmers, the Cooperative
Extension Service, and, in the long run, to
the cooperative movement.



By the same token, when the situation is
appropriate, Extension staff should be objec-
tive and inform producers of the cooperative
alternative as a legitimate form of business
organization in our free enterprise system.
They should be able to provide producers
with a broad overview of cooperative princi-
ples and practices, operations, cooperative
examples, and so forth, just as well as they
would for other types of business organiza-
tions.

County Extension agents frequently are
the first contact for producers with problems
a cooperative might help solve. In situations
where a cooperative appears to be an
appropriate solution, the county agent or
State specialist should promote its use. In
our experience, this often happens when
there are not firms with which a new
cooperative would compete. However, Exten-
sion staff is often reluctant to get involved if
competitors are in the area even though they
might be doing a lousy job of providing the
needed services to farmers. This is where
Extension policy and support from Extension
administrators comes into play. While I
recognize the politics of the situation and the
potential implications, I think Extension staff
and policymakers should ask themselves the
question "Who has a greater right to control
the marketing of agricultural products and
purchasing of production supplies than pro-
ducers through their own cooperative?

I want to add one caveat to this discus-
sion. Extension staff should promote
cooperatives only to the extent their techni-
cal expertise allows. If they don't have the
expertise, they should attempt to obtain
assistance elsewhere before proceeding with
promoting cooperative development.

Model Roles For ACS and Cooperative
Extension Service

I'd like to talk first about the model role
for ACS in cooperative development because
that's the area I know best. Our role is
pretty well spelled out by the Cooperative
Marketing Act of 1926 in which Congress
authorized USDA's work with agricultural
cooperatives, now the responsibility of ACS.
Three of the Act's seven authorities are par-

ticularly appropriate to our cooperative
development mission.

1. "To confer and advise with committees or
groups of producers, if deemed advisable,
that may be desirus of forming a coopera-
tive and to make an economic survey and
analysis of the facts surrounding the pro-
duction and marketing of the agricultural
product or products which the coopera-
tive, if formed, would handle or market."

2. "To promote the knowledge of coopera-
tive principles and practices and to
cooperate, in promoting such knowledge,
with educational and marketing agencies,
cooperatives, and others."

3. "To make surveys and analyses if deemed
advisable of the accounts and business
practices of representative cooperatives
upon their request; to report to the
cooperative so surveyed the results
thereof;..."

I see ACS's cooperative development role
as:

1. Assisting producer groups upon their
request to evaluate the feasibility of new
cooperative operations and providing
technical guidance in implementing new
cooperatives when it appears they are
feasible.

2. Providing board, manager, and member
education necessary to allow them to
function properly in their respective
cooperative roles. This is a role that can
be and is, at times, shared with Exten-
sion.

3. Working with emerging cooperatives on a
continuing basis to analyze their problems
and advise them on actions necessary to
achieve self-sufficient operations.

4. Bringing other resources to bear on solu-
tion of new or emerging cooperative prob-
lems when necessary.

5. Developing and making available coopera-
tive educational materials that Extension
Service and others can use in their
cooperative development roles.

6. Coordinating our cooperative develop-
ment efforts with Extension Service at all
levels.
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Describing a model role for Cooperative
Extension Service is not as easy. I must con-
fess that prior to preparing for this assign-
ment I had greater expectations for
Extension's role in cooperative development.
As I thought more about Extension as one
part of the tripartite land grant university
system, I realized that its traditional educa-
tional role is probably appropriate to
cooperative development. However, I recog-
nize that Extension has at times in the past
gone far beyond this role in cooperative
development and probably will do so on

occasion in the future.

I'd like to get a little more specific now
and discuss several roles I believe Extension
can and should play within its overall educa-
tional role.

1. Be detectors of cooperative need and
potential. In this role, Extension must
closely monitor needs of farmers group
action to solve problems and evaluate
whether prerequisites for successful
cooperative development are present. If a
situation warrants developing a coopera-
tive, promote it by developing producers'
awareness of their need and the potential
for a cooperative solution. If not, be wil-
ling to tell farmers up front that a
cooperative isn't feasible.

2. Be resource coordinators. Be aware of
resources available to help farmers start
cooperatives and, when there is potential
for a cooperative, help farmers access
these resources.

3. Be communicators and facilitator. Exten-
sion staff has communication expertise
and access to the media and meeting
facilities needed by producers in a
cooperative development effort. In this
role, Extension can schedule and promot 
producer meetings, provide producer con-
tacts, arrange for meeting facilities, pro-
vide secretarial services, chair meetings,
and fulfill many other valuable and
needed functions.

4. Be educators. Farmers involved in a
cooperative development effort frequently
have a vast array of educational needs
that can be fulfilled by county agents and

State Extension specialists. Based on our
experience, these educational needs
include:

— Cooperative principles and practices.

— Members', directors', and managers'
roles and responsibilities, including the
need for member commitment of
equity capital and product.

— An understanding of the marketing
system for the product(s) involved and
the quantity, quality, and type of pro-
ducts desired by the market.

— What quality products are and what
production and harvesting practices
must be followed to produce them.

The cooperative Extension Service
also needs to ensure that its staff receives
the necessary education and training to
fulfill these roles. Based on our experi-
ence, the need is greatest for cooperative
education at the county agent level.

5. Be resource persons. Extension staff can
be valuable resource persons to the steer-
ing committee and advisers conducting a
feasibility analysis by providing research
results, data, and other information appli-
cable to the specific situation and area.

6. Be leaders and advisers. Provide leader-
ship and advice to the steering committee
in area of expertise. Like other advisers,
Extension staff must be careful not to
usurp the role of farmer leaders involved
in the effort.

7. Be supporters and ligitimizers. Extension
staff are recognized leaders in their states
and local communities. Be being visibly
involved and supportive of a cooperative
development effort, they lend legitimacy
to the effort and to any outside advisers
called in to help farmers start a coopera-
tive.

In conclusion, I'm sure you can identify
areas in which the roles of ACS and Coopera-
tive Extension Service may overlap. How-
ever, there is no reason why this should cause
turf problems between the two organizations.
Our objective in ACS, as I'm sure is true of
Extension, is to help farmers establish viable
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cooperatives when the opportunity presents must work closely together to get the job
itself. The job is bigger than both of us. We done in the best interests of farmers.
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