


from 1982 to 1991 shows a “very
good trend after an initially poor year
of amalgamation....” (Robb.)

In 1985, David Coe was appointed
CEO. According to a Director on the
board at the time, Coe had an expan-
sionist vision and two main weaknesses:
“he was not enough adverse to debt and
was soft on clients - really scared of los-
ing an account; if we managed to save 1¢
on a litre of milk, he would give 2¢ away
to keep a client...”

Two strong Board chairs kept Coe in
check until a merger in 1992 changed
everything.

The ‘92 merger brought together
Fraser Valley Mik Producers Co-op
Association, Northern Alberta Dairy

Producers (NUMAID) and Central
Alberta Dairy Pool (ALPHA) to form
DAIRYWORLD FOODS.

Under the terms of the merger, regula-
tions requiring members' approval for
new capital loans were dropped. Also
dropped was a revolving check-off loan
(1% from milk cheques) that provided
the co-op with low cost equity from its
members (patient capital, the loans
earned modest interest and were repaid
in 15 years). Paying out the loan drew
down $7-12 million in capital from the
co-op. And, lastly, the strong and expe-
rienced BC Chair (Peter Freisen) was
replaced by a less experienced Alberta
Chair. These changes gave their expan-
sionist CEO a clear road.

In 1993, Dairyworld merged with pro-
cessing co-op Dufferin Employment Co-
op (MANCO, +3000 employees).

OCFAID analysis for the period 1992-
95 continues to show “...a healthy tra-
jectory, even better than the previous
period.” (Robb.)

But storm clouds were gathering...At
the 1993 AGM, Director and former
Vice Chair John Van Dongen publicly re-
signed, telling delegates that he had
many concerns for which he could not
get board support. In his remarks, he
recommended to members case studies
of US co-op failures at the hands of
overly aggressive CEO’s.

In 1996, Dairyworld Foods merged
with  Dairy Producers Co-op Ltd
(DPCL)  Saskatchewan to form
Agrifoods International. At the time,
the co-op had 2,100 shippers and
gross sales of $1.13 billion.

OCFAID analysis for 1996 and 1997 is
again positive: “ a successful merger for
the members..."” (Robb.)

In 1997, the co-op’s ice cream division
was sold to Nestle. Sometime that year,
Cliff Denny stepped down as Chief
Financial Officer. A board member at the
time suggests he was pushed.

Problems came to a rolling boil in
1998, when accelerated steps to posi-
tion the co-op as a national supplier
included expansion to Eastern Canada
through purchase of processing plants in
Ontario, Baxter Dairies in the Maritime,
McCain Refrigerated Foods, a joint inter-
est in Pascobel cheese and a partnership
agreement with Nurtinor and Agrodor.

Merger talks with Agropur were also
initiated at this time; they failed on
two issues: governance (Agropur
wanted 14/10 board split; Agrifoods
wanted 12/12) and management
(each co-op wanted their own CEO to
take the helm).

The 1998 acquisitions paid heavily for
intangibles: goodwill represented 50%
($43.8m of the $84.2m) of the net as-
sets acquired from McCains and 79%
($22.5m of the $28.5m) of the net as-
sets of other acquisitions. All acquisi-
tions were dependent on borrowed fi-
nance. And a rapid depreciation of this
good will tanked profitability, leaving no
surplus for distribution to members.

As a result of the 1998 acquisitions,
long-term debt rose by 68% ($73 mil-
lion), and current liabilities rose 55%
($75 million). The cash paid for intan-
gibles caused a sharp drop in operating
cash flows and OCFAID analysis became
seriously negative.

Had members been presented with
1998 OCFAID analysis, it would have
been obvious to all that the co-opera-
tive was in serious financial trouble and
alarmingly vulnerable.

Instead, waving a balance sheet
showing assets of $513 million and
sales of $1.2 billion, Coe told dele-
gates how “immensely proud” he was
of this “substantial increase in sales
and net earnings” that positioned
them for a bright future. The budget
was approved by the Delegates.

By 1999, the ratio of external debt
to members’ equity was almost three
to one (2.9:1), double the debt to eq-
uity level in 1982 (1.5:1). Similarly,
the ratio of intangibles to members’
equity and members loans had risen
to a whopping 66.4 percent, up from
only 0.6 percent in 1997 and a mere
3.3 percent in 1982.

Atthe 1999 AGM, delegates were told
of a $6 million loss (25% of member eq-
uity) from Ontario processing opera-
tions. When members criticized the
board for operating outside their man-
date (“to process members milk”), the
CEO is said to have justified Ontario ac-
quisitions as a “pre-emptive strike” to
“stop processors from coming West”.

At the January 2001 AGM, with fi-
nancial statements reporting sales of
$1.5 billion, 120 shocked delegates
were told the Royal Bank had called
their loans, Saputo was offering 50¢
on the dollar, and the Board recom-
mended acceptance.

Between a rock and a hard place,
110 farmers voted to sell the co-op’s
assets and brand to Saputo. The co-
op Agrifoods International retained
the raw milk transport business.
Reportedly, senior staff got healthy
termination bonuses.

When private sector firms fail, no one
questions capitalism... But when co-ops
fail, some are quick to suspect the mod-
el. In fact, 60 percent of new co-opera-
tives survive and thrive; a much higher
rate than for private sector firms. ®

. This is the last in a three part series.
The Dairyland story (May 2011) and
Taking the pulse of your cooperative
(Nov 2012) are posted at wendy-
holm.com
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