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Abstract

This paper explores the changes in corporate gamemin agricultural cooperatives in the
Netherlands. As cooperatives become larger and ooomplex, the relationship between
board of directors and professional managementségchange. Information asymmetry
may increase and managers may demand more degghbds Changes in the function and
composition of the board and supervisory commiti@ee been introduced. Next to the
traditional model, two new corporate governance elwbave been identified. Interviewing
board members and managers provided an overvi¢heatdvantages and disadvantages of
the different models for member participation affatiency of decision-making.
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1. Introduction

While agricultural cooperatives in developed cossthave experienced processes of
strategic reorientation and restructuring, sucim@snationalization, new financial structures
(Nilsson, 1999), and new ownership forms (Chadaabl@ook, 2004), the impact of these
structural changes on the governance of the cotpeirzas not received much scholarly
attention. Recently, however, attention for corp@igovernance in cooperatives is increasing,
for at least two reasons. As cooperatives becomgerdamore complex and more international
they do not escape the impact of the general dsgmus on corporate governance, on how to
guarantee that managers pursue the interests ofshers of a company instead of only their
personal interests. In addition, and this is moréngernal issue, boards and managers in
large, complex cooperatives have raised the questieether farmers have sufficient
experience and knowledge to direct these largenargions.

The general discussion on corporate governancteguarly about publicly listed

companie§ has been fuelled by at least three developm&atsht et al., 2003). First, there is
a need felt among the countries of the Europeanrta restructure rather archaic models of
corporate governance and to internationally haraenorporate governance regulation.
Second, a number of financial scandals at the bewirof the 2 century have proved the
need to improve transparency and control. Suchdstamave taken place both in North
America (such as Enron and WorldCom) and in Eufspeh as Parmalat and Ahold). We
could add a few cases of business failure amongesatives (like AgWay and Farmland
Industries in the USA, and Cebeco Group in Eurdipaf) could also be attributed to a lack of
manager accountabilifyThe third development mentioned by Becht et &08) is the
ongoing internationalization of companies, andebgrthe need to internationally align
corporate governance models. Also internationajizimoperatives have experienced the
substantial legal and cultural differences in coapee corporate governance. Madsen and
Nilsson (2007) show that differences in corporaieegnance culture have played a role in the
failed merger (in 2004) between Arla Foods and ampespectively a Danish/Swedish and
a Dutch/German dairy cooperative.

The other development that triggered debate oneratige governance is the rapid changes
in the agrifood markets and the necessary respdrsasooperatives. Over the last decades,
the market for agrifood products has become mongpetitive (due to reduced market
protection) and more diversified (due to increasiagsumer demand for variety,
convenience and innovations). Cooperatives aremgelr sheltered from these competitive
pressures and respond by becoming more marketediemore diversified and more
innovative (Trechter 1996; Kyriakopoulos et al.020Harte and O’Connell, 2007). These
shifts in strategic orientation raise the questitrether a board of directors consisting of
farmers has the capabilities to lead the cooperatito these new fields of competition.
Particularly large marketing cooperatives with lgeeh product positions and international

2 Becht et al. (2003: 18) found that most of thefice and corporate law literature on corporate mavee
focuses on collective action problems of sharehs|dghile the literature on representation of other
constituencies is much less developed. Membersayaratives are shareholders in the sense thaateey
owners, but they are not shareholders in the gbas¢heir interest is in getting a return on invesnt.

% In the USA, the importance of corporate governdreeame dramatically clear in 2002 as a seriesmfocate
meltdowns, frauds and other catastrophies lede@#struction of billions of dollars of shareholderalth, the
loss of thousands of jobs, criminal investigatiohgozens of executives, and record-breaking bgrikwfilings
(e.g. by Enron, Tyco, Adelphia, WorldCom and GloBabssing).



operations, thus competing with non-cooperativetimational food companies, are seeking
ways to improve both the speed and quality of tHeaision-making processes.

The above mentioned corporate scandals have dlséf sedebate on the role of the board of
directors and its effectiveness in monitoring mamagnt. “At the heart of this debate on
board reform lies a fundamental unresolved econguéstion on the exact role of the board.
Should the board of directors be seen as havingam(inevitably adversarial) monitoring
role, or should directors also play an advisorg?PoAnd, even if the board’s role is mainly
one of oversight, will the board be able to effeely play this role if it has to rely on a CEO
wary of the directors’ response to disclose thevaht information about the company’s
operations?” (Becht et al., 2005: 72). Althoughbloard of directors in a cooperative is not
directly comparable to the board in an investor-eavfirm, many cooperatives are adjusting
the composition and the tasks of the board. hasyever, not clear a priori whether these
adjustments are meant to strengthen the monitoolegor the advisory role of the board.

The main objective of this paper is to explore¢hanging role and position of boards of
directors in Dutch agricultural cooperatives. Téuploration consists of the three elements.
The paper will, first, describe the developmentthmcorporate governance of the 30 largest
cooperatives. Secondly, it will try to find explaioas for these developments, using both
literature and experts. Finally the paper will greisinformation on how board members and
managers of large cooperatives evaluate the chamgesporate governance.

The remainder of the paper is structured as folldwSection 2 we present a brief overview

of the key issues in the debate on corporate gaves and we will discuss which of these
issues are relevant for cooperatives. Section@idges the different roles of the board in
corporate governance, both in general and spdoificooperatives. Section 4 presents
empirical findings on the actual corporate goveoeaof agricultural cooperatives in The
Netherlands. We found that three corporate govemamdels dominate among Dutch
agricultural cooperatives, and we have assessestrtegths and weaknesses of each of these
models. Finally, Section 5 draws conclusions ams$gmts a number of future research issues.

2. Corporate governance: a multidisciplinary per spective

The dominant view in economics is that corporateegaance relates to the ways in which
suppliers of finance to corporations assure thevasadf getting a return on their investments
(Shleifer and Vishny, 1997). In other words, cogiergovernance deals with the relationship
between owners and managers. This relationshipéas analyzed from a transaction cost
economics perspective and, most common, from ancgg@eory perspective. Within
transaction cost economics perspective, corpo@tergance is preoccupied with ways in
which a corporation’s insiders can credibly comtoiteturn funds to outside investors and
can thereby attract external financing (Williams2@07). However, the most frequently used
theoretical perspective on corporate finance imagéheory (Tirole, 2006). The basic
question here is how to make a manager as comnbitte: creation of long-term
shareholder value as he would be if it was his avamey. For instance, Shleifer and Vishny
(1997: 738) state that their “perspective on caafmgovernance is a straightforward agency
perspective, sometimes referred to as separatiowérship and control”. In most firms this
agency problem is complicated by the fact that aalmp is dispersed among many different
shareholders, often heterogeneous in number oésh@hus, corporate governance is also
about the resolution of collective action probleansong dispersed investors and the



reconciliation of conflicts of interests betweemigas corporate claimholders (Becht et al.
2003: 3).

A broader perspective on corporate governance &scos the relationships, in terms of
authority, accountability and responsibilities beén the main stakeholders of the firm.
Corporate governance is about the extent of decisgints that several shareholders and their
representative bodies have. It is about the clizésidn of tasks and responsibilities of these
different bodies. It is particularly about the daan rights of the board and managers, and the
need for transparency in decision-making. For mstaRoe (2005: 371) defines corporate
governance as follows: “By corporate governanceean the relationships at the top of the
firm — the board of directors, the senior managams, the stockholders”. This perspective
emphasizes that corporate governance is aboutdieess and structure of decision-making.
Yin and Zajac (2004) define the corporate goveraasticture as the organizational design
that incorporates systems of decision-making, djgeral control, and incentives. Grandori
(2004) defines corporate governance as the probfatavising ways to allocate decision-
rights and rewards, as well as a problem of coatthn and human resource management.
Monks and Minow (2008: 3) define corporate goveogaas “the structure that is intended to
make sure that the right questions get asked andhtécks and balances are in place to make
sure that the answers reflect what is best focthation of long-term, sustainable value”.

Finally, there is wider societal perspective onpooate governance. This broad perspective
on corporate governance emphasizes that compamvesahsocietal role and that “business is
not just about business”. This perspective trigim an answer to the key question of how to
manage corporate value creation in a manner thatmazes negative externalities onto
society at large. Within this perspective corpogdeernance does not only deal with the
allocation of decision and income rights among ngans, shareholders and directors, but also
with the impact of decisions by managers and dirsabn other internal and external
stakeholders. Internal stakeholders often mentiomélis perspective are the employees of
the company. For instance, in large German compam®loyees have a statutory right to
appoint a representative in the board of diredtigiserland, 1995).

Key issues of corporate governance

Roe (2005) argues that the core problem of corpaavernance has a vertical and a
horizontal dimension. The vertical dimension isnesgn senior managers and distant
shareholders. The focus here is on keeping theseranagers loyal to the shareholders, and
competent to the task of managing the firm. Theziootal dimension is between dominant
shareholders and dispersed shareholders. The htaiZocus is on preventing or minimizing
the shifts in value from dispersed outsiders tamdimg inside stockholders.

Becht et al. (2003: 41) discuss a number of issfiesrporate governance that often appear
in both practical and academic literature. Thesess relate to the following questions: Who
should participate in corporate governance? Hosotee the collective action problem of
supervising management? How to regulate takeovetshee actions of large investors? How
boards should be structured? How managers’ fiduclaties should be defined? What are
appropriate legal actions against managerial aBudew to discipline the management?

Particularly the issue of disciplining managemeas received much attention in the academic
literature on corporate governance. The solutiahitagency problem is often a
combination of the following disciplinary mechansiBecht et al., 2003; Cools, 2005):



1. Election of a board of directors representing shalder’s interests, to which the CEO is
accountable;

2. Monitoring of the firm by the market, including tkeéect of competition on product
markets, labor markets and resource markets;

3. The threat of a hostile takeover (in case of themany is under-performing);

4. Active and continuous monitoring by a large shaledio

5. Alignment of managerial interests with investonotigh executive compensation
contracts;

6. Legislation, as well as codes of conduct.

Formal versus real authority

Williamson (2008: 254) argues that “the board iagbice is at a huge disadvantage to the top
management of the corporation in information angegtise respects. Thus, whereas the
management is involved with the corporation onlitiime basis and has the benefit of
accounting, legal, financial, engineering, planniaigd managerial staff expertise to track and
interpret the past performance of the firm and t®verojections for the future, the
membership of the board is part-time and lacks-8pacific knowledge in all of these
respects.” Because of this asymmetric informatietwieen board and management,
Williamson (2008: 259) emphasizes that delegasoemi efficient means by which to assign
problems to those with the better training, abjlégd/or deeper knowledge of the particulars
(to include tacit knowledge acquired through leagrivy doing).

Organization theory often emphasizes the advantaiggsiegating decision-making to
professional management. The key issue is asynmumetormation between principal and
agent, in our case between board of directors amthgement. While the board may have
formal authority (partly shared with the generaleambly), the real authority may lie with the
management due to its superior knowledge of baHitim and the competitive environment.
When the board does not hold real authority, it inetyer delegate formal authority. Aghion
and Tirole (1997), in their theoretical paper oa #tlocation of formal and real authority,
suggest that “the delegation of formal authorityatsubordinate will both facilitate the agent’s
participation in the organization and foster hisaintives to acquire relevant information
about the corresponding activities”. However, datem involves a costly loss of control for
the principal. As a result of this trade-off, forlnaaithority will not be delegated for all
decisions. Aghion and Tirole (1997) found that fatrauthority is more likely to be delegated
for decisions that (among others) are sufficieithyovative that the principal has not
accumulated substantial prior expertise or compaten

Governance issues relevant for cooperatives

Not all of these issues in the debate on corp@aternance are relevant for cooperatives, as
they have special ownership and governance featdesglrikse and Veerman (2001) have
identified a number of differences between coope&ratand investor-owned firms. First, in
marketing cooperatives farmer-members often depeadarge extend for their income on
the performance of the cooperative. The relatignbletween farmer-member and marketing
cooperative is usually characterized by high asgetificity, which leads to high switching
costs for the farmer if he has to terminate his lenship. Farmers and their boards have a
strong incentive to perform their job in controfithe management (Hansmann, 1996).
Second, farmers have invested in their cooperatiast on purpose than at least by the
earnings that have been retained by the cooper&tweever, cooperatives do not issue



shares, or if they do, these shares are not tradabus, again, members and their boards
have a strong incentive to supervise the management

Other differences in corporate governance mechanimtween cooperatives and investor-
owned firms relate to disciplining the managem&taétz, 1987; Trechter et al., 1997).
Cooperatives do not have external mechanisms $oiplining the management. Unlike
stock-listed companies that are scrutinized byfitrencial media (on behalf of current and
potential shareholders, there is no external fird@assessment of the performance of the
cooperative (and its management). Also the threhostile takeover is not available for
disciplining the management. Finally, the alignmeinthanagerial interests with members
through executive compensation contracts is mongptioated in cooperatives compared to
stock-listed companies, who can use the share asieeperformance measure and can use
shares and share options as part of the remuneyzickage. These differences imply that for
disciplining the management cooperatives rely diva@nd continuous monitoring by the
board of directors. Also legislation and codesarfduct may be relatively more important for
cooperatives.

The issue of the allocation of formal and real atitih and of delegation is particularly
relevant for cooperatives. As the board consistamfiers who have no experience in running
a large commercial firm and are only part-time baaembers, and the management has
much better information on the key capabilitieshaf firm as well as on the strategies of its
competitors, the board is likely to delegate pértsoformal authority to the management.
Also the findings of Aghion and Tirole (1997) tHatmal authority is most likely to be
delegated for innovative projects seem to be pdaity relevant for cooperatives developing
branded product positions in consumer markets.

3. Different roles of governing boards

As we have stated in the introduction, a majorassuthe debate on corporate governance is
the role of the board of directors. Is the boaidhprily a body for controlling the
management, i.e., monitoring whether managersrapedy implementing the decisions
taken by the board, or is it an advisor to the rgan@ent? In case of a cooperative, the board
is more restricted in the above choice, becausesitpected to represent the interests of one
particular group of stakeholders, namely the mesbéthe cooperative.

Writing about corporate governance in general, H{1'998) has developed a typology of

different theories on the roles of governing boaks distinguishes the following six

theories:

* resource dependency theory dmking role: the board links the organization to its
external environment, particularly guaranteeingeasdo valuable resources;

» stakeholder theory and tleeordinating role: the board coordinates the interests of the
various stakeholders;

e agency theory and treentrol role: the board makes sure that the management conforms
with the interests of those represented by thedyoar

» stewardship theory and tki ategic role: the board supports the management in taking
strategic decisions that lead to optimal perforneapicthe organization;

* institutional theory and theaintenancerole: the board focuses on indoctrinating the
organization by understanding and analyzing thereat (institutional) environment;



* managerial hegemony theory and sapport role: the board serves as a “rubber stamp”
in supporting the decisions of professional managegm

The first four theories use a contingency persgectvhich means that the role of the board is
mainly shaped by factors that are time and locamecific. Within this group, Hung further
distinguished between on the one hand the resae@endency and stakeholder theories
which emphasize the influence of the external emnirent, and on the other hand the agency
and stewardship theories which emphasize the infei®f the internal environment. The
institutional and managerial hegemony theorieg ftam an institutional perspective, which
means that the role of the board is mainly to confto institutional expectations.

Applying Hung'’s typology to cooperatives, Cornfo(2004) has substituted the institutional
theory by what he calls the democratic perspeciiies perspective suggests that the job of
the board is to represent the interests of menmdfdhge organization. The role of the lay or
non-professional board is either to resolve or skeduwetween the interests of different groups
among the membership and set the overall polidghi@brganization, which can than be
implemented by the professional staff.

The different theoretical perspectives have difieimplications of who should serve on the
board. The opposition is clearest between the stshigp and democratic perspectives.
Stewardship theory stresses that board membersdshave expertise and experience that
can add value to the performance of the organizafibe implication is that board members
should be selected for their professional expedisgskills. In contrast, the democratic
perspective (and to some extent the stakeholderyhstresses that board members are
representatives of a particular group of stakehrslde

Cornforth (2004) has taken the six board roles wfigHas starting point for his discussion of
the ambiguities that often prevail in boards ofmerative organizations. He distinguishes
three such tensions or paradoxes:

» The first tension relates to the question of whousth be on the board of directors,
representatives or experts. Should the board dsrdisepresentatives of the main
stakeholders (i.e. the users of the cooperativehould it consist of people with the
proper expertise?

* The second tension relates to the question whaildlhe the main function of the board:
conformance or performance? That is, should thedoa&e a defensive position in
strategic decisions by mainly defending the intisre$the members or take an offensive
position by driving forward organizational performta through adding value to the
organization’s strategic decisions.

» The third tension, and related to the second enahout the relationship between the
board and the management. Should the board mamtbcontrol the management, or
should it be much more a partner of the manageni@ng?tension originates from the
fundamental question whether board and managenagatdonverging or diverging
interests.

As the next section will show, these tensions oagaxes about the role and composition of
the board of directors in cooperatives are nottjusbretical constructs but have been guiding
the changes in cooperative corporate governance.



4. The governance of Dutch agricultural cooperatives
4.1  Dataand methods

Data on the corporate governance models of Dutdhudtyiral cooperatives have been
collected by several means according to a stepagpeoach. In step 1, general information
on changes in cooperative corporate governancbdwscollected through literature study.
In step 2, the findings from literature have bemstussed in personal interviews with six
Dutch experts on cooperatives. Together step Raedulted in an overview of the main
shifts in corporate governance among Dutch agricallicooperative (section 4.3) and in the
description of two new models of cooperative cogp@igovernance that can be found in the
Dutch practice (section 4.4). In step 3, corpodateuments (such as Annual Reports,
brochures and newsletters) and corporate websates leen studied to find out what
corporate governance model the 30 largest coopesaith The Netherlands currently apply
(also presented in section 4.4).

Finally, in step 4 a number of semi-structuredmvieavs have been held with members of the
board of directors as well as with managers okdgit Dutch agricultural cooperatives. The
objective of these interviews was to obtain perserperiences with particular (changes in)
forms of cooperative corporate governance. Allnvieavs were held in 2006. Table 1
provides the background of all interview respondebDuring the interviews, respondent were
given a number of propositions on the advantagdsieadvantages of having a particular
governance instrument. The respondents were askaskéess these advantages and
disadvantages according to their own experiencesuls of these interviews are presented in
section 4.5. Section 4.2 describes the traditignakrnance model prevailing for a long time
in Dutch agricultural cooperatives.

Table 1. Background of interview respondents

Member of Board of Directors Governance Member of Board M anager
model* of Directors

Flower auction cooperative Traditional X X

Fruit marketing cooperative Traditional X X

Arable crop marketing cooperative A Traditional X X

Arable crop marketing cooperative B Management X

Dairy marketing cooperative A Corporation X X

Dairy marketing cooperative B Corporation X

Vegetables marketing cooperative Corporatior] X

Inputs supplying cooperative Corporation X X

Service providing cooperative Management X

* these models will be explained in Sections 4.@ 4.

4.2  Thetraditional gover nance model

Under Dutch cooperative law a cooperative is botlhssociation and a firm. More
specifically, in Dutch law, a cooperative is defires a firm that performs economic functions
to the benefit of the members and that has thd &gaus of an association (Galle, 2002:
607). Thus, all requirements as to the governahessociations also apply to cooperatives.
According to Dutch law, all associations have twearning bodies: a General Assembly



(GA) and a Board of Directors (BoD). A third goverg body, the Supervisory Committee
(SC), is not compulsory for associations, but comrmocooperatives and it is even legally
required for large cooperatives. A fourth governirgly can be found among large
associations and most cooperatives: the profeddimaad of management. In this section we
will briefly describe the tasks and responsibitited these four governing bodies as they
prevail among Dutch agricultural cooperatives.

TheGeneral Assembly (GA) consists of all members of the cooperative. Withia general
assembly each member has at least one vote. Umbkg other countries, which closely
follow the cooperative principles of the ICA, Dutielw on cooperatives does not prescribe
the one-member-one-vote principle. Most cooperatafply some kind of proportional

voting rights, although always with a (rather lawdximum number of votes per member
(Galle, 1999: 23). Voting in the GA is used to mdlkeisions on the selection of the members
of the Board of Directors, selection of the memhdrhe Supervisory Committee, as well as
on major issues like terminating the cooperativergars of the cooperative, changing the by-
laws. The GA also has the right to approve (orgpsave) the annual financial report. The
control function of the GA is mainly done ex-post.

TheBoard of Directors (BoD) is the main decision-making body; it initiatesyeleps and
decides upon the strategies and policies of thperabive. The BoD, as the fiduciary agent of
the members, has the formal authority and legalarsibility to act in the best interests of the
members. According to Dutch association law, th® Ban consist of one person, but it is
more common to have a number of directors. Trauktig, the BoD consists of members of
the cooperative, but it is allowed, under assamnakaw, that the BoD partially or fully
consists of persons that are not members of tleei@si®n/cooperative. The members of the
BoD are elected by the GA, and the BoD is accouatabthe GA. The BoD appoints the
professional managers of the cooperative. An ingpariunction of the BoD is evaluation of
the management. Even in the situation where thparative has a professional management,
the BoD continues to be, according to the law,ntiaén governing body, with its legal
responsibilities and liabilities. Decisions of tBeD are taken collectively; responsibilities
and liabilities are borne collectively.

The Supervisory Committee (SC) is responsible for supervising the activities dedisions

of the BoD. This supervision (or control) functisnperformed ex-ante. As there is no legal
obligation for associations and small cooperattedsave a SC, the exact tasks and
responsibilities of the SC are determined in thddws of the individual organization. The
SC is appointed by the general assembly. Tradilygrthe SC consists of members of the
cooperative. However, recently more and more cadpes have appointed non-members in
their SC (see below). Since 1989 cooperativeshthae more than 16 million Euro equity
capital, are obliged to have an employee couned, llave more than 100 employees are
legally required, just like IOFs with these sizadcteristics, to have a Board of
Commissioners (BoC) as supervisory body (Galle9)1.9Bhe legal responsibility of the BoC
is to look after the interests of the company adale, not just the interests of one group of
stakeholders. Particular BoD decisions have toppeaved by the BoC, and the employee
council has the right to approve new members oBWh€. Still, a number of important
differences apply to the BoC of cooperatives comgpao the BoC for IOFs (Galle, 1999: 34):
members of the BoC are not selected by cooptdbanare appointed by the GA, the BoD is
not appointed by the BoC but by the GA; the anfinahcial report is not approved by the
BoC but by the GA; the by-laws of the cooperativeyratipulate that maximum 2/3 of the
members of the BoC are members of the cooperative.



Traditionally the role of thenanagement has been to execute the decisions taken by the
BoD. However, as cooperatives have grown in sizecamplexity, the management has
taken over major functions of the BoD. Using theni@ology of Fama and Jensen (1983),
large cooperatives now have a separation of decrs@nagement and decision control. Thus,
while the BoD continues to be responsible for denisontrol (i.e., ratification and
monitoring), the professional management has aedire responsibility for decision
management (i.e., initiation and implementatiorije professional managers (such as CEO
and CFO) are appointed by the BoD, often after glbason with the SC.

Figure 1 shows the relationships among the foueguug bodies in a traditional Dutch
cooperative. The GA elects, from the membershgpntlembers of the board of directors. The
BoD is the main decision-making body on strategid aperational issues. The GA also
elects, from the members, a supervisory commitieipervise the BoD. Finally, the BoD,
with the help of the SC, appoints the managemehitiwis responsible for executing the
decisions made by the BoD. Thiraditional modelhas been used by Dutch agricultural
cooperatives for many decades.

General Assembly

A\ 4

Supervisory
Committee

A 4

Board of Directors

A

\ 4

Management

Figure 1. The Traditional Model of Cooperative Governance

4.3  Recent changesin cooper ative cor por ate gover nance

Over the last 15 years, there have been significiaamges in the corporate governance of
agricultural cooperatives in the Netherlands. Midshese changes affect the relationship
between the BoD and the management as well as ebamghe role of the SC. Changes in
the corporate structure of Dutch agricultural coapees have been described mainly by legal
scholars (e.g. Galle, 1999; Dortmond, 1999; VanS#ergen, 2001). As Dutch cooperative
law as well as association law allows much freedanindividual choices at organizational
level, a range of different options for the role@ atructure of the BoD exists. Schreurs-
Engelaar (1995) has been one of the scholars todera structured discussion of the
different options available for Dutch cooperativElese options relate to the legal form of
the cooperative and its subsidiaries, the rolecmdposition of the BoD, the role and
composition of the SC, and the implementation wfeamber council (see Table 2).
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Table 2. Corporate gover nance choices for Dutch agricultural cooper atives

Corporate governance element | Choice

1 Legal structure One legal organization or twalegganizations

(i.e., a legal separation between association iam)l f

2 Composition of Board of Directors ~ Only memberslgo outside experts

3 Composition of Board of Director§  Professionalnagers included or not

4 Function of the Board of Directors  Leading oremwsing the cooperative firm

5 Function of the Supervisory Supervising the association (the BoD) or the firm
Committee (management)

6 Composition of Supervisory Only members or also outside experts
Committee

7 Member Council Yes or no

The first choice deals with the question whetherahtivities of the cooperative are carried
out within the cooperative itself or within a legadrson that is owned by the cooperative.
Cooperatives can decide to place all their econ@tiwities and assets in a separate legal
entity — a BV (similar to Ltd in the UK) or a NVigsilar to Plc in the UK) — and turn the
cooperative association into a holding companys Thioice implies that the dual character of
a cooperative has been formalized by a division iwb separate legal entities, the
cooperative association and the cooperative firfterCthe cooperative association forms a
holding company, while to BV or NV forms a sub halgifor a number of subsidiaries. The
main reason for cooperatives to install this lesggdaration may be to reduce the liabilities for
the cooperative and to apply a more distinctionveen the association and the company
(Van der Sangen (2001). Most cooperatives nowallays this legal separation. Additional
explanations are mentioned in Section 4.5.

The second choice deals with the question whoherenembers of the BoD. Should the BoD
consists of only members of the cooperative, oukhoutside experts be invited to join the
BoD? These outside experts may bring along spko@hledge, for instance about finance or
marketing, which the other members of the boandr{é-members of the cooperative) may
not have. Moreover, these outside experts may égperience in leading a large company
themselves. Schreurs-Engelaar (1995) warns thaideuexperts, particularly if they are
former managers, may become rather dominant idebesion-making process. The most
extreme version of a BoD with outside experts esBloD consisting only of outside experts.
This brings us to the next issue.

The third choice relates to the question whethemtlanager(s) should be part of the BoD.
This situation resembles the one-tier board maaletdrporate firms that can be found in
many countries but is not common in the Netherla@aee step further is that the BoD only
consists of professional managers, which impliesetlare no longer farmer-members of the
cooperative participating in the BoD.

The fourth choice relates to the main functionh&f Board of Directors. While traditionally
the BoD was the main decision-making body of thepevative firm, with the management
mainly for executing the decisions taken by the Bo@wadays most of the real authority lies
with the professional management. The functiorhefBoD may shift towards a more
supervisory role.
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Changes in the role and structure of the BoD odlsn leads to changes in the function and
composition of the SC (Dortmond, 199%hus, the fifth choice as to the corporate
governance structure of the cooperative deals théhmain function of the Supervisory
Committee. As said above, where cooperatives hagerbe larger and more complex, the SC
has obtained the legal status of BoC, with onésofnain tasks to control the management of
the cooperative firm. However, as the BoD in lacgeperatives has delegated most of the
decision management to professional managersniéduinto some kind of supervisory board
itself. This resulted in these cooperatives hawng bodies for supervisory/control tasks, the
BoD and the BoC/SC. Some cooperatives has solgdstue of double control by
introducing a personal union between the membetissoBoD of the association and the
BoC/SC of the firm.

The sixth choice relates to the composition ofBb€/SC. Similar to the changes in
composition of the BoD, a cooperative can alsoditd have both members and outside
experts in the SC. Van Dijk (2006) found that, 002, 26 of the 40 largest cooperatives had
outside experts in the BoC/SC. Most of these ex@8%) had experience as managers of
large companies themselves; 18% had experiendéeaascial managers. Other fields of
expertise were HRM, marketing, retail, academiapuoldics. Incorporation of external
experts in the BoD and the BoC/SC has been comrsldes a trend towards more
professionalism of the governance of the coopezativ

The seventh choice relates to the implementatiamMémber Council (MC). In the last
decade, more and more cooperatives have instaMd@d which has taken over most of the
functions of the GA. The MC consists of cooperativembers and it is appointed by the GA.
In large cooperatives, members are usually orgdnizgeographical districts. The chairman
of the district board, who is elected by all menshafrthe district, becomes a member of the
member council. Reasons for large cooperativestbsh a member council are the needs
felt by the BoD to bridge the gap between BoD dredrhembership and to have a group of
committed members from which future board membarshe selected. Although this may
not imply a shift in the relationship between boandi management — the key part of
corporate governance — it does imply a shift inrtiationship between members and
cooperative, and it may affect the influence areddhy the commitment of members.

These choices are not unrelated. Due to legaictstrs, cooperative cannot just change
individual corporate governance elements, but ¢dy adjust combinations of elements. This
leads to particular corporate governance modelwhath the above described traditional
model is the first. In the next section we presett new governance models that have
appeared among Dutch agricultural cooperatives.

4.4  New governance models

On the basis of 2006 data for the 30 largest alguial cooperatives in The Netherlands, a
typology of various models of cooperative corpogigernance was developed. In addition
to the traditional model of cooperative corporatgeynance, we distinguish two new models:
the management model and the corporation model.

Figure 2 presents the management model of cooperatrporate governance. The main

characteristic of this model is that the manageroéttie firm is also the BoD of the
association. As the management consists of extpro@dssionals, this model implies that the
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BoD no longer consists of members of the coopezaliie Supervisory Committee is often
replaced by the — legally required — Board of Cossioiners (BoC), while the main tasks of
the General Assembly have been taking over by abée@ouncil (MC).

General Assembly / MC

A 4

Supervisory

= Committee / BoC
Board of Directors

Management )

Figure 2. The Management Model of Cooper ative Gover nance

Figure 3 presents the corporation model of cooperabrporate governance. The main
characteristic of the corporation model is thatBlo® of the association forms a personal
union with the SC/BoC of the firm. While the BoDncgbut does not have to) consist of only
members of the cooperative, the SC/BoC also coepasmumber external experts. This
model implies that there is not a separate supmyvisommittee at the level of the
association.

General Assembly / MC

|

Board of Directors

Supervisory Committee / BoC

|

Management

Figure 3. The Corporation Model of Cooperative Governance

Of the top 30 agricultural cooperatives, 14 sulhare to the traditional model, 7 apply the
management model, and 9 had chosen the corporatidel (see Table 3).

13



Table 3. Board models of the 30 largest ag. cooper ativesin The Netherlands (2006)

Name Main product Tuzrggé/,er Tr?T(]j(i)t(ij(;?al M?nneangte Cotrig%ra I\C/Igumnbce”r
Euro model model
1 Friesland Foods dairy 4675 0 0 1 Yes
2 Campina dairy 3624 0 0 1 Yes
3 FloraHolland flowers 2136 1 0 0 No
4 Aalsmeer flowers 1756 1 0 0 No
5 Cosun sugar 1469 1 0 0 Yes
6 The Greenery vegetables 1448 0 0 1 Yes
7 E:;‘j‘t‘)’guwbelang feed 664 0 1 0 Yes
8 AVEBE potato starch 634 0 1 0 Yes
9 Agrifirm feed 576 0 0 1 Yes
10 Cebeco Group poultry 556 1 0 0 No
11 DOC Kaas dairy 358 0 1 0 Yes
12 CNB flower bulbs 327 1 0 0 No
13  FresQ vegetables 317 1 0 0 No
14  FromFarmers feed 313 0 1 0 Yes
15  Fruitmasters fruit 265 1 0 0 no
16 ZON vegetables 237 0 0 1 Yes
17 CczAv mputs ;‘” arable 214 0 1 0 Yes
18 Agrico seed potatoes 200 0 1 0 Yes
19 CNC mushrooms 186 0 1 0 No
20 VDT vegetables 155 1 0 0 No
21  Rijnvallei feed 150 0 0 1 Yes
22 Horticoop m‘;&‘me 144 1 0 0 No
23 CONO dairy 133 1 0 0 No
24 CR Delta cattle breeding 125 0 0 1 No
25 Boerenbond Deurne inputs 116 1 0 0 No
26 BGB vegetables 99 1 0 0 No
27  Pigture Group pig breeding 85 0 0 1 No
28 Rouveen dairy 65 1 0 0 No
29 Nedato potato 63 0 0 1 No
30 Egse‘gfsq:;r’]‘d inputs 59 1 0 0 No
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45  Advantages and disadvantages of different models

Each of the new models of cooperative governanog$rlong advantages and
disadvantages, such as for the influence of the beesnthe speed of decision-making,
transparency of decision-making, accountability] antrepreneurial room for the managers.
We will first discuss the experiences with the twew cooperative governance models and
then discuss a number of individual governanceattaristics that can be included in
different governance models. As said above, tresssmnent of the different governance
elements is based on interviews with both managmidirectors of agricultural cooperatives.

Advantages and disadvantages of the management mode

In the professional literature as well as in thenviews with directors and managers at least
three advantages of the management model are frdgueentioned. First, the main
advantage of this model is what has been callegribfessionalization of the BoD. Instead of
having a board that consists of part-time directatgh no experience in running a large
company, the cooperative firm obtains a board &bingj of professional managers (Schreurs-
Engelaar, 1995). Second, there is no longer adimtbuble control, by the BoD and by the
SC/BoC. Third, the management has obtained mommanty, which provides room for more
entrepreneurship at the level of the cooperative.fi

The main disadvantage of the management model asaned by the respondents is the loss
of direct influence of the members (through thed?DBn the traditional model) on the
management. Only through the SC/BoC the membersxaanm their influence, but the
SC/BoC has fewer control rights in this model th@ BoD has in the traditional modéit.

was often mentioned that this model creates alaligeance between members and the
cooperative firm. Another disadvantage is the laic& clear distinction between the
responsibilities of the BoD, for instance vis-a-thie members, and those of the management.
For a professional BoD it may be difficult to dgjuish between its responsibilities as the
BoD of the cooperative and as the management afdbperative firm. A third disadvantage
mentioned was the lack of a sparring partner,Hermhanagement, for monitoring member
interests or ex-ante evaluating management desisiormember interests.

Advantages and disadvantages of the corporationetnod

A key characteristic of the corporation model is gfersonal union between the BoD of the
cooperative association and the SC/BoC of the aatipe firm. The main advantage of the
corporation model, as mentioned by both board mesrdoed managers, is the absence of
double supervision of the management (by the BaDgnthe SC/BoC). The firm has only
one supervisory body, which, although it consist(fomaximum of) two-thirds of members
of the cooperative, is more closely involved in tine’s business, compared to the SC under
traditional model. A second advantage is the laaggonomy for the management. Also
having just one body that attends to the interafstise members and the firm may prevent
conflict between different governance bodies.

A disadvantage mentioned for the corporation mad#iat it may be difficult for the
members of the BoD who also participate in the SC/Bo really align the interests of the
members and those of the firm. In practice, they tead to favor firm interests above

* Often, a reduction of direct member influence asn one of the reasons to apply this model, céytiiom a
manager perspective.
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member interests. Another disadvantage is the abs#ra supervisory committee at the
association level. This problem can be partly shlvg establishing a member council.

Advantages and disadvantages of the legal separaitween association and firm

When asked about the advantages of the placinfythén a separate legal entity, as most
cooperatives have now done, the answer was timproves the speed of decision-making
and that leaves more options for acquisitions. sadvantage mentioned was that it becomes
more difficult to merge with a cooperative thatl $tas the traditional structure. Interestingly,
both advantage and disadvantage are mainly maahgeplications. The issue of liabilities,
mentioned by Van der Sangen (2001) as one of the measons, was not considered an
important issue by the board members and managersiewed.

Advantages and disadvantages of having outsideatsxpehe BoD

Of the 30 cooperatives we studied, about half efrtihave outside experts in the Board of
Directors. The main advantage mentioned was theawgment of the quality of the decisions
by bringing in specific expertise (such as marlgbnfinance) as well as by adding
experience of managers of large companies (ther latgument seems most relevant for those
BoD that also form the SC/BoC of the company). disadvantages most often mentioned
were the differences in focus that outside expedag have compared to members of the
cooperative. Members are generally more long-tetiented, while external directors usually
focus more on short-term financial objectives. Amotdisadvantage may be that external
directors may have a relatively large influencedenision-making.

Advantages and disadvantages of having a Membenciiou

The last governance element we studied was thallssdn of a member council. Why do
cooperative decide to include a member councihéngovernance structure? As shown in
Table 2, out of the 30 cooperatives 13 had a mewtngncil in 2006. Table 2 also shows that
large cooperatives are more likely to have a merobencil, and that cooperatives with a
corporation governance model all have a memberabdrne following advantages were
mentioned during the interviews: (1) the membemodiwcan be more actively involved in
decision-making than the general assembly; (2)HfeBoD, the member council is a more
critical representative body than the general abggrand (3) the member council is an
appropriate instrument to guarantee that all prodrmups, regions, districts (including
foreign members) are involved in the cooperativee @lisadvantages mentioned were: (1) it
leads to lower involvement in decision-making die@tmember of the cooperative; and (2) it
increases the distance between members of the rzdmgeand the BoD.

5. Conclusion and Discussion

The purpose of this study was threefold. Firsfind out what changes are taking place in the
governance structure of Dutch agricultural coopegat Second, to find out why these
changes have occurred. And third, to find out hoard members and managers of large

cooperatives evaluate these changes.

We found that all of the 30 largest agriculturabperatives in the Netherlands have changed
some elements of their corporate governance steiotter the last 20 years. All of the
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cooperatives we studied have established a legata&on between cooperative association
and cooperative firm. Reasons for introducing kigl distinction are reducing liabilities for
the cooperative and improving the speed of decisiaking at the level of the firm. Another
innovation in the corporate governance structuseldgen the introduction of a member
council which has taken over most of the taskfiefgeneral assembly. Out of the 30
cooperatives 16 have established a member coomaihly to have a group of members more
actively involved in decision-making than the get@ssembly usually is (and also to create a
pool of potential board members). About half of toeperatives studied have persons in the
board of directors that are not members of the erijve. These so-called outside experts are
invited to join the board because they bring inc#fpefinancial and marketing expertise.
Finally we found that in addition to the traditidmaodel two new corporate governance
models have developed: the management model ambtperation model.

In the management model the professional managemasritecome the board of directors of
the cooperative association. This model strengtienselationship between the association
and the firm. The decisions and activities of trenagement are only controlled by the
supervisory committee, no longer by a board ofaies consisting of cooperative members.
The main advantages of this model are the profeabaation of the board and the greater
autonomy for the management. The main disadvartities model is the loss of direct
influence of the members.

In the corporation model the board of directorshef association has formed a personal union
with the supervisory committee (often called boairdommissioners) of the cooperative

firm. The main advantage of this model is the absaf double supervision of the
management. This should lead to speedier decisaing. The main disadvantage
mentioned by our respondents is the difficultytfoe board of directors/supervisory
committee to play the two roles at the same time.

Assessing the changes among Dutch cooperativedivathelp of the three tensions of
Cornforth (2004), we can derive the following carssbns. As to the question about the
composition of the BoD, we can conclude that ther® been a shift from a board purely
consisting of representatives of the main stakedrsl@i.e. the members of the cooperative)
towards a board that also includes outsiders brgqngi specific expertise. As to the question
whether the board should focus on conformance dogmeance, there is a shift, at least
among a number of cooperatives, towards performarteeintroduction of the management
model is an indication that performance has becmme important than defending the
interests of the members. The third tension is athaurelationship between the board and the
management: should the board control the managemnshbuld it be a partner of the
management? For this issue we do not see a ol ilthough the introduction of the
corporation model seems to suggest that boarddes flaced at a larger distance from the
management, suggesting that board and managemantdivarging interests and that control
is the main task of the board.

Answering the question whether these changes iparative corporate governance are
specific to The Netherlands or whether they alke fdace in other countries is beyond the
scope of this paper. We do know that The Netheddras a flexible (or better: enabling)
cooperative legislation, which provides room fdfatient innovations in corporate
governance. For instance, cooperatives in The Matidas are not obliged to apply the one-
member-one-vote rule so common in many other castr
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Although cooperatives fall under association law Hrerefore apply democratic decision-
making, the innovations in corporate governanceslraduced the decision-making rights of
the members. By introducing a legal separation betwassociation and firm democratic
decision-making does no longer apply to the codperdirm. Only indirectly, members can
influence the strategies and policies of the fitimder the traditional model they still have
most influence; under the management and corporatmdel, the management has gained
more autonomy in decision-making. Following theottyeof Aghion and Tirole (1997) we
can say that the management not only has real @ytbat also has obtained more formal
authority. This issue of reduced member influenes acknowledged by most of the
managers and board members we spoke. The maianrestt to regain some member
influence was to install a member council. All bétcooperatives with a management model
(in our sample) have established a member council.

An interesting observation is that agricultural getives in The Netherlands have changed
their corporate governance structure without chamghieir financial structure. Several
authors have suggested that financial problemseo€boperative will lead to new ownership
structures (Cook, 1995; Nilsson, 1999; ChaddadG@oak, 2004). Among Dutch cooperatives
there does not seem to be relationship betweergelkan corporate governance structure and
(perceived) financial constraints of the coopertiv

Our findings also lead to a number of interestingsiions for future research. One
(empirical) issue is about how cooperative actuddlgl with the disadvantages of the new
governance elements. As the new governance maoslats © put members at a greater
distance from the firm, member commitment couldgbstake. Thus, the relationship between
changes in corporate governance and member comntitsm&orthwhile studying. A second
guestion relates to diversification of the coopgeaf(Hendrikse and Van Oijen, 2006;
Hendrikse et al., 2009). Does diversification léae need for more managerial authority, of
is the change in corporate governance a resub@berative diversification? Third, is there a
relationship between the type of corporate goveraamd the age of the cooperative, or the
stage of the life cycle of the cooperative? Hin@4) found that organizational focus of
cooperative businesses change over time. Shealsd fa positive relationship between
business age and increasing corporate, as oppmsaeinber, orientation. Finally, a key issue
is the impact of changes in corporate governandb®performance of the cooperative.
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