FSP FAS lS0-c
National Cooperative Business Association
1401 New York Ave., NW, Suite 1100
Washington, DC 20005

October 29, 2003
Mr. Lawrence W. Smith
Director, TA&I-FSP Financial Accounting Standards Board 401 Merritt 7 P.O. Box 5116
Norwalk, CT 06856-5116
Re:

FSP 150-c

Via E-mail and FedEx
Dear Mr. Smith:
On behalf of the members of the National Cooperative Business Association, I am writing to
comment on Proposed FASB Staff Position No. FAS ISO-c. NCBA is a membership association
of all types of cooperative businesses. More than 40,000 cooperatives operate in every industry
and serve some 120 million members in the United States. These businesses are owned and
democratically controlled by their members - the people who use the cooperative's services or
buy its goods - not by investors. They return surplus revenues to members proportionate to their
use of the cooperative, not proportionate to their ownership share. Loan agreements, bylaws, and
other documents generally require cooperatives to prepare audited financial statements in
accordance with Generally Accepted Accounting Principles.
Co-ops have a variety of arrangements regarding members' shares. Some co-ops are obligated
by their bylaws to repurchase the shares of members upon withdrawal from the co-op or upon
death. Most co-ops have no provisions in their bylaws, but have a past practice of repurchasing
members' shares upon withdrawal or death. Co-ops generally give their boards of directors
discretion as to whether and when to redeem members' shares.
Support for Deferral of Effective Date
For those co-ops whose shares are mandatorily redeemable as defined in FAS 150, the required
accounting change will put many in default under loan agreements. It could take cooperative
businesses and other nonpublic entities at least one year to make the necessary amendments to
loan agreements. Some affected co-ops may want to amend their bylaws or adopt new policies
so that their shares are not mandatorily redeemable under FAS 150. Those changes, because
they involve large groups of shareholders, could be more time consuming. Therefore, NCBA
supports deferring the effective date of FAS 150 for mandatorily redeemable financial
instruments of nonpublic entities for at least one year. NCB A requests that the Board consider
deferring the effective date for these instruments two years, to fiscal periods beginning after
December 15, 2005, to allow adequate time for communicating the need for changes to co-op
shareholders.
Request for Additional FASB Guidance
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While the Proposed FASB Staff Position only addressed the effective date for these instruments,
NCBA further requests that the Board clarify that member equity in a cooperative business is not
mandatorily redeemable when the board of directors retains discretion whether and when to
redeem that equity.
Members of a cooperative join primarily to receive the benefit from patronizing the business, not
to receive a return on their investment. Members provide equity capital to the cooperative to
finance its business operations, but they recognize that this equity is risk capital. The board of
directors of a cooperative may choose to redeem equity to deceased members or others no longer
doing business with them in order to keep ownership in the hands of members actively doing
business with the cooperative. However, attempts to align ownership of the cooperative with its
use by members are always subject to the fiduciary duty of the board of directors to the financial
well-being of the entire cooperative.
Member equity, though, always retains the character of equity if the board of directors has the
discretion to redeem or not to redeem it. Courts have affirmed that the board of a cooperative
can "exercise the discretion it has been granted to determine when the cooperative is financially
able to redeem patronage equity," Great Rivers Cooperative v. Fannland Industries, 198 F.3d
685 (1999). By contrast, the board does not have this discretion for debt owed by the
cooperative. When a cooperative finds itself in bankruptcy, all of the creditors are paid before
any of the equity held by members is redeemed. As such, member equity retains the
characteristics of true equity.
We are learning that different accountants are interpreting FAS 150 differently in identical fact
situations. In cases in which the bylaws do not require redemption of members' equity and the
board of directors has discretion whether and when to redeem, some accountants plan to continue
presenting members' equity as equity, whereas other accountants interpret FAS 150 to require
liability classification. Since there appear to be divergent practices among accountants on this
issue, the Board should provide guidance and hold that member equity is not mandatorily
redeemable and will be treated as equity on a cooperative's balance sheet when the board of
directors retains the authority to redeem that equity.
We are concerned that reclassifying member equity in a cooperative as a liability on its balance
sheet could also result in a legal obligation to redeem that equity. The authority of the
cooperative's board of directors, now recognized by law, might be compromised by presenting
the members' shares as a liability, and member equity would truly become mandatory
obligations of the cooperative. This would seriously impair the ability of cooperatives to raise
and retain capital for their business operations.
NCBA requests a meeting with FASB staff to further explain this impact of FAS 150 on
cooperatives. NCB A staff would be pleased to provide further information to FASB about the
different contractual arrangements that exist and to assist in discussing the accounting issues
relating to the application of FAS 150. Please feel free to contact Richard Dines on our staff at
(202) 383-5442 or bye-mail at rdines@ncba.coop. Thank you for your consideration of this
issue critical to cooperative businesses.
Sincerely,
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Paul Hazen
President and CEO
Richard 1. Dines
Director, Co-op Business Development and Member Services
PH: (202) 383-5442
FX: (202) 638-1374 Cell: (202) 215-0498 rdines@ncba.coop
www.ncba.coop
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