THE “WHY” OF COOPERATIVE BUSINESSES

ast year, the United Nations General Assembly proclaimed 2025 as the International Year of Cooperatives. I'd guess many folks are only
marginally familiar with the cooperative model, but it can be a great way to structure an organization for the mutual interest of its owners.

There are many things to consider when starting or taking an ownership interest in a business, but I would put this one at the top of the list: “Why?”

Making money is certainly important, but you can do that by getting a job. The need to make money is a given in any business but it is often not the
overall driver in the decision to start or take ownership in a business. That would be like saying you go canoeing so you can paddle a boat. Yes, you do
“get” to paddle, but you get in the canoe because you like the outdoors, need the exercise, or want to get in a little fishing.

There are many types of business entities and the one you choose depends largely on the answer to the “Why” question. For example, a sole
proprietorship or partnership is generally formed for the profit of those who own, and presumably work in, the organization. The same may be
true of Limited Liability Companies and S Corporations, though there is no requirement that their owners work in or patronize those businesses. C
Corporations are increasingly used mainly to attract investors to raise business capital; they also provide protection from personal liability but at
the cost of double taxation. S Corporations eliminate the double taxation problem but are restricted to 100 shareholders so limited as far attracting
capital investment. As important as these factors are, they barely cover the tip of the iceberg of possible motives for taking ownership in a business.

Then there are cooperatives. As described by the United States Small
Business Administration, “A cooperative is a business or organization
owned by and operated for the benefit of those using its services.” By
contrast, the purpose of most business entities, ultimately, is to earn
a profit for those who’ve invested capital in it, whether or not they are
directly involved in the business or even patronize it.

Following are a few key differences to know when forming or joining a
cooperative:

- The purpose of a grower cooperative is to maximize crop returns
(i.e., marketing cooperatives) or minimize farming costs (i.e.,
service and supply cooperatives) for its members rather than to
maximize the profits of investors who may have no other interest
in the business.

- As with Limited Liability Corporations and S Corporations,
cooperative patronage returns (earnings) are taxed at the grower
level rather than the cooperative level so no double taxation.
Likewise, the members (owners) have no personal liability for the
finances or actions of the cooperative.

- In general, members are required to patronize the cooperative.
There can be exceptions, but keep in mind that if you join a
cooperative you commit to patronizing it.

- Cooperative members vote for their board of directors, usually on
a one-per-member basis. Directors are generally also cooperative
members, though outside directors with specialized experience
may alsobe appointed. Regional and annual meetings are common,
allowing for direct member input to the elected board and
management teams. This allows significant member participation
and input, particularly in small to mid-sized cooperatives.

- As a grower cooperative is not the members’ primary business
but rather a way to improve net returns from their real business
(farming), it can impact the way critical decisions are made (such
as capital improvements, payments to growers, grower retains,
and services offered) differently than in business formed for
different purposes. It is critical that board and management
balance out the expectations of the members and the realities of
running a business.

- While profitability of the cooperative is not the goal, a cooperative

still needs capital, borrowing capacity, and to pay market rates
for qualified personnel. Cooperatives typically “retain” a portion
of member earnings for set periods of time for business capital
purposes. These are usually paid (“revolved”) at a time set by
policy and in accordance with bank covenants regarding capital
requirements.

- Cooperatives may be eligible or advantaged for certain grant or
other funding opportunities based on their structure.

- Cooperatives frequently track operating results by, “pool” which
may refer to the type of crop marketed for the member, the crop
year delivered, or the services and/or goods the member have
purchased. The pooling system should track results equitably by
the type of service used, crop year, etc.

- A cooperative may do non-patronage business, which refers to
business with non-members. Generally, this is done at a profit,
which, unlike member business, is not returned (“revolved”) to
the non-member customer. These earnings can be used to increase
the overall capital of the organization and reduce the need for
borrowing, member retains, etc. Non-patronage net returns are
directly taxable to the cooperative, unlike member returns.

- Members can generally quit a cooperative whenever they wish,
though there may be conditions and member retains (equity) in the
business are rarely returned immediately.

While there are many cooperative alternatives for different purposes,
themostcommon types of grower cooperatives are service cooperatives,
supply cooperatives, and marketing cooperatives:

Service Cooperatives:

Service cooperatives are formed to provide critical services to growers
ataminimal cost. As is the case with all grower cooperatives, the goal is
not company profitability but rather better overall returns for members.

The services provided will depend on the crop and grower needs, but
examples include the drying and storage of crops, transportation,
transportation, Pest Control Advisor (PCA) services, harvesting,
harvesting, etc. These services help farmers increase efficiency and
access expertise they might not be able to otherwise.



Supply Cooperatives:

Supply cooperatives allow farmers to pool their purchasing power to
buy supplies (e.g., seeds, equipment, fertilizers, etc.). Again, the goal
is not the profitability of the cooperative itself but minimizing costs of
critical supplies to growers.

Accordingly, supply coops are similar to purchasing cooperatives but
focus on essential supplies such as feed for animals, farm equipment, or
pesticides. They may also provide niche services or supplies for which
there are limited resources due to low overall demand or low profit
margins. The intent is to help farmers access inputs at a better net price
than they could individually or through investor-owned companies.

Marketing Cooperatives:

Marketing cooperatives help farmers pool their products to better
market and sell them. This can include everything from crop products
to livestock.

Marketing cooperatives may strictly market commodities (e.g., bulk
grain, bulk pasteurized milk) or may produce and market value-
added products (e.g., branded juices, dairy products, snack products,
cereals, and other consumer packaged goods). Marketing cooperatives
commonly market both bulk commodities and value-added products,
the latter with the intent of creating higher net returns to growers than
possible from commodity sales.

Others:
Other common cooperative types in the ag world are:

“Mix-and-match” cooperatives: It is common for cooperatives
to combine the three major functions and offer their members
agricultural services, supplies, and/or marketing. I call these
“mix-and-match cooperatives” (don’t Google it, I made it up). Such
cooperatives commonly account for their operations in “pools”
that benefit the members in accordance with their participation in
each business offering. (See also pooling comments above).

- Federated cooperatives: A federated cooperative is a coop whose
members are other cooperatives, which join together to meet
mutually beneficial needs. For example, service cooperatives that
dry and store grain might form a federated cooperative to market
their grain. Cooperatives that handle the same commodity may

form a federated cooperative to process, market, or dispose of
byproduct or waste.

- Credit cooperatives: Credit cooperatives provide financial services
such as loans, credit, and other banking needs to farmers with the
goal of providing these services at lower net rates.

There is no perfect business entity, but cooperatives can be a good tool
to provide needed services, improve farm returns, and allow greater
direct grower input than investor-owned companies. Morrison works
with many cooperatives and their members, largely (though not
entirely), in the food and agribusiness sectors. These range from large
organizations with a national presence like Blue Diamond, Farmers’
Rice Cooperative, Pacific Coast Producers, and Sunsweet Growers, to
regional and local member-owned cooperatives like Grange Co-op;
North Valley Ag Services; and North State Hulling.

Prior tofounding Morrison, Brent Morrison worked as aconsultant
and auditor to cooperatives and other organizations while with
Deloitte, then as president of a service and supply cooperative and
CFO of a marketing cooperative (both of which remain Morrison
clients). Additionally, the Morrison team has many years’
experience working with our cooperative clients. Please let us
know if we can help with any questions. Let’s cooperate!





