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Summary

Across Western Europe and throughout the World, producer and rural organisations have been highly successful in helping to improve agricultural competitiveness and have contributed significantly to rural development. In the European Union (EU) their development is a key component of the Common Agricultural Policy (CAP) that covers all member States. 

In Central and Eastern Europe (CEE), many countries have struggled to develop policies or amend legislation which would help to make them effective. Even for producers simply wanting to sell their potatoes together, as an officially registered group, the legislation, management, administration and bureaucracy involved can sometimes be quite daunting. Political parties and even Governments across CEE have sometimes been negative towards their development. However in recent years the role of producer and rural organisations has been raised on the policy agenda, as Governments attempt to address two key issues; a large number of relatively small farmers producing a considerable percentage of total production and significant and sometimes increasing levels of rural poverty. 
For EU accession countries, the CAP provides a framework for their development and includes a variety of incentives for increased cooperation. The aim is to engage rural communities in policy making and help producers to develop joint business opportunities. However in some EU neighbourhood countries, there is less of an incentive to support them and there is often confusion over the concepts of producer organisations and in particular the important differences between commercial and various non-commercial groupings.

Producers should not have to rely on Government to stimulate their own organizations but they can only develop effectively within an enabling legislative, political and economic environment. They often need time to mobilize their resources, build their strength and managerial capacities and learn to cope with the pressures of competitive markets.  Governments have a responsibility to establish and communicate coherent and consistent policies for the sustainable development of rural areas and engage producer and rural organisations in the development and implementation of those policies. This is particularly true in CEE where a significant proportion of the poorest and often most disadvantaged part of the population live and work. 
This paper outlines the development of European farmer organizations, issues for Central and Eastern Europe and presents recommendations for policy makers as a potential way forward.
Farmers and Rural Organizations in Western Europe

There is a common misunderstanding that all types of producer and rural organizations operate and need to be managed in a similar way.  In fact there is a range of different types and often with widely different objectives. Broadly they can be separated into commercial and non-commercial, but both are private enterprise forms, voluntarily established, owned and controlled by their individual members and managed for their benefit.
Commercial farmer organizations aim to reduce farmer costs, increase total income or minimise their risk. Their primary aim is as an extension of the farmer members own business by improving their economic effectiveness and positioning in the marketplace. As their primary activity is working with, or through, their own farmer members they need to be considered differently to other business forms that are based solely on capital returns. Commercial farmer organizations can be sub-divided into 5 types:
· Production groups
 
· Input Supply Groups (fertilisers, chemicals, breeding cattle, machinery, credit etc.)

· Service Groups (artificial insemination, veterinary, market promotions, etc.)

· Marketing Groups (strawberries, lamb, grain etc.)

· Special Interest Groups (young farmers clubs, pedigree livestock breeding clubs, handicrafts etc.)  
Some common elements in successful commercial farmer organizations in Western Europe are that they maintain simple, clear and measurable objectives, they are financially transparent and market led and often (at least initially) develop around specific commodities (wool, lamb, cheese etc.) or buyers. Benefits to members are primarily determined by their use of the group rather than the capital they invest. Many act as an agent for providing services to members or for selling and charging a fee for the service rather than trading in their own right.
Most established groups have developed and grown over time by retaining reserves and investing in a clear strategic plan that has been developed and supported by visionary farmers. Although membership is always voluntary it is by no means always open. Strict membership criteria are set and based on organization objectives. Members are often expected to sign additional agreements to the rules of the organisation to ensure their trade.
In Western Europe average farm size is 18.7 hectares (ha)

 and most have been owned and managed by 2-3 persons from the same family for generations. Although this average farm size may seem relatively small, commercial farmer organizations are highly successful. 50% of inputs supplied to farmers and production marketed from their farms are sold through the organisations that they jointly own. Across Europe an estimated 40,000 farmer cooperatives employ some 660,000 people and with a global annual turnover in excess of EUR 300 billion
. 
Market shares vary by country and product (see table below) but some highly significant European agri-business are owned and directed by farmers, and including major banks, such as, Credit Agricole (France), Rabobank (Netherlands) and major commodity traders and processors, such as Danish Crown Meat (Denmark),  VION meat (Netherlands), Metsäliitto Forestry (Finland), Bay Wa and Agravis Input Supplies (Germany), Union IN VIVO cereals (France), Arla Foods Milk and Dairy (Sweden/Denmark). Friesland Campina Dairy
 (Netherlands), Kerry Dairy (Ireland), Flora Horticulture (Netherlands), Svenska Lantmänen Animal Feeds (Sweden), and all with annual turnovers in excess of EUR 2 billion per annum and all of which began from modest beginnings and have developed over more than 50 years. 
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Non-commercial organizations can be divided into 3 types, representational, inter-professional and local action groups (LAGS). 
Representational organisations exist across the European Union and effectively lobby Government in protection of their interests. Some countries have only one main representative organisation and fully funded by producers, such as the National Farmers Union of England and Wales (NFU), Lantbrukarnas Riksförbund (LRF) Sweden or Deutscher Bauernverband e.V. (DBV) Germany and in others 2 or more national representatives such as in France through the Assemblée Permanente des Chambres d'Agriculture (APCA), Confédération Nationale de la Fédération Nationale des Syndicats d'Exploitants Agricoles (FNSEA). Most new accession countries also tend to have 2 or more representatives including an Agrarian Chamber which works in close cooperation with (and is often partly funded by) the national Government, such as in Estonia with the Eesti Põllumajandus-Kaubanduskoda - EPKK (Estonian Chamber of Agriculture and Commerce Estonian Farmers Organisations and Chamber of Agriculture and Commerce) operating alongside Eesti Põllumeeste Keskliit EPTK (Central Union of Estonian Farmers).
At European level, these organisations are affiliated under COPA-COGECA
 founded more than 50 years ago to represent producer organizations across Europe, primarily by lobbying the European Commission but also representing producers in international negotiations. While COPA represent individual producer interests, COGECA effectively lobbies for their cooperatives. COGECA has about 50 Working Parties which address either specific commodity sectors (grain, milk, potatoes etc.) or general/horizontal questions. 
Inter-Professional organizations group together participants from all stages of a commodity value chain and primarily aim to improve all aspects of that chain. Members can include individual farmers (or their associations), crop buyers, processors, distributors, exporters and support services and in some cases Government Agencies. In Europe they are particularly strong in France, such as SOPEXA, a mixed-capital entity, held jointly by the Government and several inter-professional organizations from the food and wine sectors, but also in other countries, such as the Spanish Food and Drink Industry Federation, the Inter-professional Organization of Vine and Wine in Greece or FruitVeB Interprofessional Organization for Fruit and Vegetables in Hungary. In some cases they may operate on a regional basis, such as in Spain HORTYFRUTA (The Inter-Professional Organisation for the Fruits and Vegetables of Andalusia) and PROEXPORT (Association of Fruit and Vegetable Producers-Exporters in the Region of Murcia). 
Worldwide Inter-professional organisations have been particularly influential in agri-business and particularly for penetrating international markets, such as Valexport Fruit (Brazil), SAMIC Meat (South Africa), Chilealimentos (Chile) and with part support from Government finance. While in Europe membership of inter-professional organisations is voluntary in the United States membership is compulsory and each individual producer and relevant operator in a value chain is levied an annual charge to enable funding of representative commodity associations such as the US Apple Association, American Soybean Association, American Sugar Alliance, National Cotton Council, National Honey Board and the National Pork Board amongst others. 
Most inter-professional organisations have the main function of promoting, nationally and internationally, specific commodities but many are also involved in providing other services such as advocacy and trade negotiations, promotion and quality development, branding, codes of practice, standards, training, market/price information and research.
Local Action Groups (LAGS) are seen by the European Union as being fundamental to rural development strategy, and in support of change, particularly in less-favoured regions
. LAGS are made up of public and private partners and include representatives from different rural socio-economic sectors (such as business managers, local administrators, teachers and lawyers) and not just agricultural producers. In the European Union they have primarily been developed to engage local rural communities in decision making for the development of their own communities.  
LAGS identify priorities and develop proposals and strategies for development in areas such as infrastructure, adding value to local production, improving the quality of rural life and social facilities or making the best use of natural and cultural resources. In the EU LAGS have received financial assistance since 1991 primarily through the “LEADER” programme to implement local development strategies and jointly financed by the EU, national budgets and the private sector (including by the local communities themselves).  

The EU define the objective of the LEADER programme as being to: “encourage the adoption of participatory bottom-up approaches to development, in particular to harness innovation, creativity and solidarity in rural communities, create subsidiarity in decision-making, decentralise policy implementation, introduce integrated sustainable rural development programmes and illustrate new directions that rural development can take”
. Projects are selected by a Managing Authority of the Member State and within the framework of a national rural development plan and priorities. LAGS have to be officially registered to submit proposals and the Managing Authority can be a national, regional or local, private or public body, approved to manage the programme.
Government Support to Farmers and Rural Organizations in the European Union

In general agricultural cooperation across Europe has voluntary membership and farmers mostly finance their organisations themselves. Primarily this is by guaranteeing their trade through the group or by use of services. They also accumulate capital reserves and assets over a period of time. This enables them to finance their own investments and provides collateral for loans. In those European countries where cooperatives are strongly established they have also enjoyed an enabling environment and support (financial and non-financial) over a number of years and in particular during their early years of establishment. Support has been in a variety of ways and mechanisms over more than 100 years. 
In the UK the strength of dairy cooperatives started from the establishment of the Milk Marketing Board set up in 1933 to ensure a fair milk price paid to dairy farmers. This Board compulsorily purchased all milk from farmers at an equal price per litre for specified qualities. It was dissolved in 1994 primarily to comply with EU competition rules and also to enable dairy farmers more freedom to decide to whom they sell their milk. Following its dissolution the majority of dairy farmers re-organised around new cooperative structures and through which the large majority of milk is still sold. 
In France particular support was provided through the strengthening of agricultural credit unions, in Italy through advantages gained by political affiliations at local and regional level, in Belgium through support to retail cooperation and education and in Portugal through a particular emphasis for engaging trade unions in economic policy. 
Probably only Holland and Denmark could argue strongly that competitive market based agricultural cooperatives developed with relatively little State support and by focusing on specialized or monovalent cooperatives operating in a particular sector for a product or a set of products and with clear market objectives. In the case of Denmark an example being pork production specifically targeted at the British market
. Even so both are relatively small countries, agriculture is a key component of economic and export policy, and the culture of “cooperation” are well integrated through many aspects of society at an early age. 

Currently there is no European co-operative statute. This is perhaps unsurprising due to the variances of historical development. Legislation exists in different forms in different countries. Spain and Germany have a general co-operative law that regulates all types of co-operatives. Other countries have specific co-operative chapters as part of the civil, commercial (Belgium), or rural code (France). Britain has made a special provision under company law while Denmark has not passed any special legislation at all on co-operatives. At the other extreme, Italy and Spain include specific provisions on cooperatives in the national Constitution. Several countries (such as Belgium and France) have established a National Council on Co-operation (or similar Organization) as an advisory agency to the Government. 
However in market-oriented democracies, co-operative and group legislation is always a part of the wider legal framework that covers privately owned organizations and most are able to develop their activities in a largely autonomous manner and without over detailed legal directives on how they are managed. In recent years the main changes to co-operative legislation in Western Europe has originated from a desire to grant co-operatives sufficient flexibility to adapt to increasingly competitive business environments but without abandoning co-operative principles and democratic control. 
On the whole contemporary co-operative legislation in Western Europe has got closer to general company law. Most co-operative new laws and amendments adopted during the 1990s have enabled new forms of capital mobilization (e.g. France 1992 and Germany 1994) that allow co-operatives to raise equity on the capital markets but determine voting right ceilings to prevent non-member investors from gaining managerial control. Several new laws also allowed co-operatives to convert into other forms of company (e.g. Sweden 1987 and Germany 1994). 

The Treaty of Rome establishing the European Economic Community was signed on March 25th, 1957 and already contained the most important framework provisions of the Common Agricultural Policy (CAP). Within the CAP an EU Common Market Organisation (CMO) establishes common rules for member countries with regard to marketing of their products and can only be changed by mutual agreement.  

Within the CAP Direct Agricultural Market and Income Support in 2012 (Pillar 1) will be EUR 43 billion Euros and including support to “Producer Marketing Organisations (PMOs)
” on a co-financing basis. A further EUR 7.7 billion is allocated to develop rural areas beyond the farm sector and for environmental issues (pillar 2). In this way producer organisations are able to access grant finance for developing competitive marketing structures, adding value, for improving standards or specific regional branding such as geographical indication schemes as well as supporting local action groups (LAGS) in rural areas.
The EU is shaping the future of agri-rural cooperation across Europe within a common framework, above that of Member Governments or historical precedent. It is likely that producer marketing organisations (PMOs) in particular will further develop following discussions on strengthening the role of economic organisations in the agricultural sector post 2013. A more precise definition will be made within EU legislation of the purpose and tasks assigned to producer organisations as well as the main recognition criteria for them and the differences between commercial and non-commercial operations. 
Agri-Rural Policy in EU Accession and Neighbourhood Countries
For countries acceding to the European Union the Acquis Communitaire
 became the basis and direction for agricultural policy. Central and Eastern European (CEE) accession countries were given a mandate by the EU to establish agricultural and rural development policies and to prepare a suitable institutional infrastructure for their implementation. Governments needed to develop a coherent set of policies that promoted local private activities, both upstream and downstream of agriculture. This required preparing an adequate macro-environment and institutional support in terms of credit, training, advisory services, information technologies and more simplification of administrative and bureaucratic procedures. 

Since 1994 the EU has been fairly explicit in stating the preconditions for applicants wanting to join the EU. But CEE agriculture and rural areas has specific issues. Agriculture is by far the most important source of income for rural areas and many of these areas show alarming signs of poverty. Even though agriculture is now firmly dominated by private ownership of both farm assets and land much of this land remained fragmented and with holders often having low levels of farm management experience. CEE farming also suffered from a lack of investment, inputs, access to information, infrastructure for post-harvest technologies, rural banking, mortgage and micro credit, rural business diversification and infrastructure
.
As early as 1999 the EU introduced for accession countries assistance programmes for agriculture and rural development and including SAPARD (“Special Accession Programme for Agriculture and Rural Development”
). The SAPARD programme helped accession countries to upgrade agricultural production and markets to EU standards and provided them with grant aid for the preparation of 7-year agriculture and rural development plans acceptable to the EU. A national institution was also established in each country and capable of administering, disbursing and controlling funds up to EU standards. Under these support programmes a wide range of measures became eligible to receive assistance including agricultural holdings, marketing and processing of agricultural products, producer groups, non-farm rural enterprises, land development, vocational training, rural infrastructure and agri-environmental measures. Their relative importance depended on the strategic priorities defined by the Government. Co-financing rules required 25% of project funds to be provided by the applicant country and with the remainder obtained from the EU up to an agreed budget figure. 
In countries neighbouring the European Union, agricultural and rural development policy does not necessarily reflect that of the EU. In 2004 the EU defined a Neighbourhood Policy (ENP) with the objective of strengthening links with neighbours. It is chiefly a bilateral policy between the EU and each partner country and based around short and medium term action plans and commitment to common values (democracy and human rights, rule of law, good governance, market economy principles and sustainable development). A European Neighbourhood Programme for Agriculture and Rural Development (ENPARD) is currently under consideration. This initiative has been reflected in two joint Communications of the European Commission and the European External Action Service: "A partnership for democracy and shared prosperity with the southern Mediterranean" (March 2011) and "A new response to a changing Neighbourhood" (May 2011).

However in relation to agriculture and rural development there is less motivation in neighbourhood countries to adopt the EU Acquis or move agriculture toward a CAP framework. In many cases there is a lack of clarity and consistency in agri-policy making, little consideration of rural development issues, no medium term expenditure framework (MTEF), indirect and direct support for agriculture/rural development below the EU average and an ineffective or even an absence of a Rural Payments Agency. While countries consider the benefits of adopting bilateral agreements under the ENP, in reality it is trade issues through World Trade Organisation (WTO) membership or EU Deep and Comprehensive Free Trade Agreements (DCFTA) which are really driving any reforms in this area. 
Issues for Farmer and Rural Organizations in Central and Eastern Europe (CEE) 
In theory at least, voluntary member-owned, financed and controlled producer and rural organisations should have a central role to play in enabling their members, and the wider rural community, to take an active part in their own development across CEE. Yet, very few have a major share in supplying inputs, providing farm or rural services or marketing production
 and even fewer influence national policy or decision-making. In reality it seems that their role still cannot be entirely divorced from wider historical, political and socio-economic considerations and the generally negative experiences of “co-operation” gained throughout the region.

In many pre-accession and EU neighbourhood countries few processing facilities would meet EU standards. Fragmented plants are working at sub-optimal capacity and are often concentrated into certain regions, using out-dated equipment and technology and with low levels of investment. Low density rural areas, (especially poorer ones), are generally seen as unattractive places to make investments, but problems in accessing credit and finance constrain productivity and a commercial farm requires a higher capitalisation strategy than a subsistence enterprise. Without significant external investment or Government support a large percentage of capital will need to come from within the rural community and farmers are potentially faced with additional costs above those of basic production.
A large percentage of the CEE population live in rural areas and, in general, they have lower incomes and less economic, social or educational opportunity compared to urban areas, and particularly cities. Unemployment (or underemployment) is high, often structural and worsened by an out-migration of young and skilled people. Rural infrastructure (roads, communications, utilities, health and social services) have historically had a low level of priority.

Few producers, and even large ones, are individually not big enough to compete effectively in national or global markets and yet domestic and export market opportunities are in abundance and particularly for consistent product quality and supply. Food imports are on the rise.  The considerable seasonal production and potential for agriculture across CEE needs to be turned into something more valuable. In many countries producer organisations in areas such as post- harvest storing, grading and logistics supply would add value to production. So why are they not developing strongly across the region? In reality farmer and rural organisation policies are often inadequate, inconsistent or even absent. Paradoxically informal co-operation is on the increase, between friends and family members.
To be fair to many CEE Governments, producer organisations have not been top of their policy priorities, primarily because there have been plenty of other things to do, such as; liberalising prices and markets, privatising land, the food industry and capital goods and establishing an institutional structure and system of State Administration appropriate for a market economy. Producer organisations are also not the only form of business structure. Many agents are already providing linkages between a number of often small, diverse and remote producers and buyers and in some cases agents, processors and retailers establish supply/marketing agreements with (informal) groups of individual farmers. 
Some Governments are sceptical of supporting substantial numbers of often small producers, not really viable as full time commercial units, and would rather focus agricultural policy on larger farming units/land areas and vertical integration. Others would consider strengthening State engagement in Marketing and Commodity Boards that guarantee supplies and prices and which were cornerstones for the development of agriculture in many EU countries prior to establishing and amending the Common Agriculture Policy (CAP). 
Whether a Government decides to support (or not) the development of producer organisations, it is important to ensure decisions are clear, consistent, understood and implementable. They also need to be within an appropriate policy framework and legislation. In reality few farmers or rural communities will have inputs into these decisions at national, European or international levels. 

Throughout CEE there is immense confusion over the interpretation of the words, and concepts, of producer groups, organizations, co-operatives, collectives or associations. The differences between commercial and various non-commercial organizations is often confused and not only by producers, but also by inappropriate external interventions by experts, field advisers, Government administrators and donors. Organisation development is sometimes seen as a justification for project interventions and with little differentiation between commercial and non-commercial organisation. Advice on group development is often inconsistent, contradictory or confused. Producers and rural communities must carry out situation analyses on their own terms, trace their own path and generate innovations that can be solved as a group and without being over burdened with inappropriate models or dogma.

Most producers in former Socialist countries understand cooperation as a form of collectivised production for markets that are largely defined by the Government. But as early as 1991 most countries took radical measures to extricate the State from the co-operative movement and today CEE public administration is largely prevented from interfering in the internal affairs of a co-operative.
Although production cooperatives still exist throughout CEE and still cultivate a large proportion of total land area, their numbers have decreased significantly in the past 20 years as their management became increasingly difficult. Most countries enabled co-operative assets to be divided amongst existing members as well as former members and their successors. This permitted members to leave their cooperative and allowed them to withdraw assets equivalent to their respective share and begin independent farming. A number soon became bankrupt and were liquidated.
The ones surviving generally manage partly owned and partly rented land from individual landowners of between 500 - 6000 ha. Land is leased from their own members as well as from other local landowners or town residents. Financial transparency is sometimes poor and payment is often made in kind and transformed into cash after the sale of products. Few have secured contractual agreements with buyers and many remain burdened with bureaucracy, excessive debt/social security obligations, asset insecurity, inappropriate legislation, taxation, management and management systems and diverse owners, that neither enables them to raise sufficient capital for investment nor provide clearly measurable benefits to farmer members beyond that of individual farming. 
Only economically viable producer organisations can guarantee adequate support to their members. But capital reserves for productive assets require time to accumulate and few reserves have been, or are being, established by producer organisations across CEE. CEE producers are not able to fall back on more than 100 years of investment and support for cooperation and where group reserves have been (and are still being) built up. Over the past 20 years assets in former State influenced cooperatives primarily have been liquidated or disbursed to individual investors, rather than invested into new cooperative structures. The result is little engagement now by producers in added value, post-harvest, processing or marketing activity and little integration between farmers and markets through a value chain. Only in a few cases have assets been transferred legally to producer group ownership. In Poland, Estonia and Slovenia dairy co-operatives have survived the best, as ownership was transferred to farmer group management and they still process and market the major share of farmer production. 
The development of new types of farmer organisation across CEE and neighbour countries is often further hindered by inappropriate legislation, administrative bureaucracy and unreasonable taxation policies. Taxation can become particularly complicated. Although farmer organisations should be seen as an extension of the farm enterprise, in many countries individual farmers may be excluded from a variety of income and value added taxes, but their joint organisation is not. This dis-encourages producers to develop groups and even more so when they realise they have to complete significant additional documentation for administration, accounting and taxation. . 
Producer organisations often face taxation both on “profits” and on any dividend payments that are made to members. There is little clear understanding or acceptance that producers are actually providing a service to themselves. In affect “profit” is actually an over charge/levy for the services they provide. This taxation discourages groups to make, or declare, any surplus and so have any surplus capital to invest in accumulating productive assets as a group. This lack of understanding of the differences between a producer organisation and other forms of commercial business enterprise is reflected in other legal provisions for trade. Few countries have legislation which enables a group to legally sell (under a written membership agreement) member products but without ever taking ownership of that product. Most legislation expects a group to take ownership of the product by buying and subsequently re-selling. This increases the risks and the costs and it also results in producers not really seeing their group as their own organisation but simply as another buyer, and often one of last resort. 
Most legislation is either overly detailed or too restrictive, but at the same time misses key issues, that would make the management of a producer organisation more effective and capital accumulation simpler. Far too many groups are still able to operate with a large number of members that have no particular interest in trading through, or within, the group. Both legal entities and individual farmers can become members and members can often be as diverse as teachers, lawyers, investors and even Government officials and not necessarily under the control of the primary users. The overall objective of adding value to the farm business is simply lost within a number of conflicting interests. 

Not only is it difficult for groups to retain reserves it is equally difficult for them to obtain loans at reasonable interest rates, primarily due to a lack of collateral. Few have their own assets and very few individual members would be willing to use their personal assets for group development
. The lack of legally enforceable membership agreements also stop banks from considering more creative mechanisms such as lending against committed production. 
Many groups are being formed simply to access grant finance and subsidies. In EU countries finance is often on a co-financing grant basis of up to 50% of the project cost. Beyond this it is unlikely that producers will feel real ownership and commitment. Non EU neighbourhood countries also have a variety of support measures but they often lack clarity and cohesion and without any effective medium term budgetary, payment or monitoring mechanisms. Groups are often stimulated by advisers rather than farmers or rural communities and success is measured against the numbers of groups registered rather than their sustainability. Too many groups are formed without a clear market or operational objective, are not supported by committed producers, and don’t have a clear plan for development.
The ultimate result of poor organisation by producers managing relatively small land plots, and yet still contributing the majority of total production, is that buyers are unable to consistently obtain or contract the qualities and quantities of products they require. Paradoxically producers are often unable to sell a large proportion of what they produce. The lack of integration in a food chain makes it difficult to introduce food safety (HACCP)
 or quality assurance schemes based on defined and verifiable production and marketing. 
Smallholder farmers acting alone have limited competiveness on national markets and have little opportunity to penetrate international opportunities. Lack of organisation has also meant they lack reliable market, buyer and price information. Produce is often sold when available or from the field and without adding much value through grading, storing or packing. Post-harvest losses are high and prices obtained low. The lack of integration in particular value chains also limits the extent to which either the public or private sector can wholly or jointly promote priority products on national and international markets.

The marketing system in many CEE countries has become dependent on networks of agents buying directly from the field either working independently or for specific buyers, and in the main season many informal markets develop along roadsides. Many CEE Governments have supported the development of agricultural “wholesale” markets by providing a place for farmers and agents to sell directly to retail buyers and consumers and with facilities for storage, packing and sale both from truck and fixed facility. In most countries these have been financed primarily by Government, such as Poland
, Bulgaria and Hungary and with farmers actively engaged in market management decision making. In other countries, such as Ukraine such markets have been primarily funded by private capital (with Government incentives) but with very little engagement of producers. 
Small producers are also individually unable to benefit from economies of scale when negotiating with suppliers of inputs and so are unable to obtain discounts that are available for purchase of larger quantities. In Western Europe many farmer organisations have become strong by not only negotiating with suppliers but also developed as agents in their own right, or manage the manufacture of their own feeds, fuel and other input applications. This applies to other areas such as provision of credit, risk insurance, sharing of machinery, veterinary and specialist services. Therefore a large proportion of producers are unable to access high value markets and obtain premium prices and yet pay higher prices for inputs than may be necessary. The result is low incomes, profitability and competitiveness and imported produce often available at higher quality and lower prices.   

Many Governments have responded by attempting to support producers in a variety of ways. Most countries have a fully or partly funded agricultural research, training and field advisory services and which primarily aim to upgrade producer skills and introduce modern production and marketing practices. Rarely are producers or rural communities effectively consulted during the design, management or evaluation of research, training, information, advisory service or donor programmes and much advice on producer organisation has simply focused on registering a group and preparing a statute.
Developing farmer organisations across CEE will take more than preparing enabling legislation and providing advice, technical support and finance. Independence and private land ownership after more than fifty years of forced cooperation still affects the psychology of the farming and rural population and Governments. Many are still sceptical of cooperatives and cooperation. There is a need to seriously engage farmers and rural communities in the decision making process affecting their lives and to institutionalise their participation in policy, strategy and budgetary management at all levels.
Recommendations for Policy Makers in Central and Eastern Europe (CEE) and EU Neighbourhood Countries
The development of farmer and rural organisations ultimately depends on the willingness and commitment of farmers and rural communities to develop and continually improve their own jointly organised activities. Producers should not have to rely on Governments to stimulate their own organisation, but in CEE they need time to mobilize their resources, build their strength and managerial capacities and learn to cope with the pressures of competitive markets. 
Producer organisations will only develop effectively within an enabling legislative, political and economic environment. Donors and advisers can help to facilitate this process but fundamentally Governments need to establish and communicate coherent and consistent policies towards producer and rural organisation development within a Medium Term Expenditure Framework (MTEF). In EU accession countries this will be a part of the Acquis for agriculture and rural development. 
Cooperation is not the goal but one mechanism which can be effectively used for improving rural livelihoods, but rural and social development support needs to be clearly separated from commercial farmer organisation. For commercial producer organisations legal, administrative and bureaucratic procedures need to be simplified and focused on improving business opportunity and not only used for regulation, control and taxation. 
Legislation and taxation needs to recognise the fundamental difference between a producer organisation and other business forms i.e. as an extension of the farm business and not as a business formed to maximise return on capital invested. Where crop commitment is high and business activity is predominately with, or through, registered members tax exemptions on distributed surpluses, that are paid according to total trade through the group, would assist group development and avoid tax duplication.  
Governments also need to encourage a steady increase of capital within producer organisations. Their capital base could be strengthened by not taxing surpluses that are put into reserves for investment into group assets. Further help could be given by providing selective co-financing support for group purchase and management of added value investments (such as for packing, storage, grading or processing) or for improving key food safety and infrastructure (such as abattoirs, trade markets, handling and logistics). This would also include engaging the farming community in decision making when existing assets are to be privatised or where significant support to Government agri-trade infrastructure is proposed. Particular support can be directed to new groups by providing facilities for trade and places for meetings and at least cover part of their, administration, accounting, legal or management costs for the first few years of operation. 
Groups need not be simply viewed by producers, advisers, donors or policy makers as a way of supporting inefficient and non-viable farms or other rural businesses. Primary help needs to be given to those groups of producers who are prepared to help themselves. This should include showing their own financial contributions and trade commitment and within well developed plans and operational programmes. Governments need to prepare clear recognition conditions for groups that are to receive financial support. Specific legislation needs to be in place which will allow group ownership of individual farmer production under membership agreements and for limiting non-member trade and decision making. Voting and benefits that are received have to be according to usage and not according to investment.
Most importantly producers and rural communities need to be given greater opportunity for direct participation in policy making. This should be as an equal partner and through representative organisations at local, regional, national and eventually international level. Inclusive and democratic forums need to be established with recognised mechanisms for regular participation and consultations between Government, producers and rural communities and in order to jointly solve key issues in agriculture and for rural development. These mechanisms and structures could be further strengthened by disseminating information, receiving feedback and allowing them to deliver support services.
Assuming a more facilitatory environment is in place for the development of producer organisations, producers themselves need to separate political from commercial activity and focus on establishing and communicating clear group objectives. They need to apply and enforce strong membership criteria (for acceptance and expulsion) and with only one category of member, develop renewable annual membership agreements that encourage member trade and ensure total management and financial transparency. The Government can further promote this by encouraging the formation of more product focused commodity associations (such as for grain, milk. pork etc.) and value chain linkages. This can be further encouraged by working with all participants in particular chains and jointly funding activities to specifically improve the effectiveness of these chains, supporting national and international food promotions and developing brands based around varieties or regions. 
Buyers can help by formulating agency and contractual agreements with producer groups, working with them to standardize varieties, define clear specifications and standards for products and preparing joint codes of practice for commodity sectors. They can also assist in developing financial innovations with banks and risk insurance companies based on committed and contracted production. The establishment of buyer/producer clubs or inter-professional organisations would help in strengthening relations between producers and buyers and assist in solving bottlenecks in particular value chains. These inter-professional organisations can provide market and research information, input into macro-scale policy advice and arbitrate in the case of conflict. Possibilities would also exist for later linking these groups to Internet based trading systems, such as for cereals pricing and enable improved representation and promotion on international markets. 

Training and advisory support agents need to better understand the formation, management and dynamics of groups, identify and work with visionary farmer and rural community leaders and fully engage young farmers and both genders. Help can be provided by facilitating rather than dictating planning meetings, helping producers and rural communities to carry out a situation analyses and trace their own path. More roundtables need to be held with group participation and fewer conferences and lectures. The process of development begins when producers themselves begin to assess the importance of a problem and whether it can be solved. There is a need to further train trainers and extension advisers in participative methodologies aimed at stimulating teamwork amongst farmers and rural communities. Some activities are best developed simply by co-ordinating and linking up people i.e. farmers with other farmers as well as with buyers, suppliers, research institutions, advisers and Government and by encouraging cross fertilisation of ideas between groups. 
Donors need to be consistent in their approaches to producer organisation development and not send confusing and often contradictory signals to producers and rural communities and aim to provide synergy with Government programmes. Extension services also need to present practical rather than theoretical advice, training and manuals and to promote best practices from inside and outside of their own country. Most groups are faced with a lack of management skills, particularly during their early years of development and may not know, the best form of registration, their responsibilities as directors or members, how to keep records or manage finances. Many have difficulties in accessing markets simply because they lack information on where, or to whom, they should market their produce.
Consideration could even be given to producers assisting or leading the development and delivery of agri-training, advisory and research programmes and for District Agricultural Departments to be replaced with more inclusive Chambers of Agriculture. In the longer term producer organisations may be assisted by encouraging the development of specialist farmer clubs such as associations of young farmers, breeding clubs, machinery clubs etc. and in order to instil wider joint interest and activity within rural society. 
Under a socialist system former collective farms provided support not only for agricultural production but also contributed resources to rural social services. Modern commercial groups are either financially unable or commercially reluctant to get involved in areas for which the State is expected to take the leading role. Supporting and developing producer groups and other rural organizations throughout CEE cannot be seen as a miracle cure for all the problems in rural areas, but Governments have to recognise they have a responsibility to develop a clear strategy for the sustainable rural development and particularly in regions where agriculture alone is unlikely to raise overall living standards. 
Rural areas are where a significant proportion of the (poorest) population live and work and the active participation of all potential beneficiaries in a positive change process is desirable if effective use is to be made of financial assistance and services of relevant State agencies. Local action groups that engage all the key stakeholders in a meaningful way and with real public/private investment support provide a way forward. To achieve this there is a need to decentralise decision-making, adopt participative development approaches, empower local and regional communities, respect the principles of subsidiarity and stimulate new thinking to tackle economic and social issues and preserve or improve the natural environment.  
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Poland

As the end of 2011 there were 824 producer groups in Poland, including: 154 pig groups, 152 poultry groups, 52 milk groups, 24 potato groups, 12 sugar beet groups, 11 tobacco groups and groups of producers for cereals and oilseeds. The level of organization of other products is significantly weaker. Overall producer groups have more than 25,000 members, including over 12,000 members in groups of tobacco producers. Over 6,000 members belong to 230 groups and 50 organizations of producers of fruits and vegetables. 

The stages in the creation of a group of fruit and vegetable producers in Poland are shown in the following table. 

	Stages of the Process for Creation of a Group in Fruit and Vegetable Sector

	1. An analysis as to whether the group will be able to function on the market

	2. Planning of the group’ activities and organising working meetings

	3. Preparation of a business/action plan

	4. Choice of legal form

	5. Development of the statute/agreement and organising a meeting of founders

	6. Registration 

	6.1. Registration in the National Court Register (the Register of Entrepreneurs) 

	6.2. Registration in the administrative register (registration in Marshall’s Office and Agency for Restructuring of Agriculture)

	6.3. Registration in the Statistical Office  (obtaining REGON number)

	6.4. Registration in the Tax Office  (obtaining NIP number) 

	6.5. Registration in the Social Insurance Institution  (in case of employment within the group)

	7. Creation of a bank account


The national and EU legal basis for farmers self-organization in Poland is incorporated within the Treaty of Accession of Poland to the EU Chapter IX a, Article 33d, and Council Regulation (EC) No 1698/2005 of 20 September 2005 on support for rural development by the European Agricultural Fund for Rural Development (EAFRD) (OJ L 277, 21.10.2005), especially Article 35. The national legal basis includes Act of 15 September 2000 on groups of agricultural producers and their unions and on amendments of other Acts specifying the rules governing organization of agricultural producers into groups and unions and conditions of providing financial support for the creation and functioning of such groups. In Poland both natural and legal persons can become members of a group. The conditions attached to group creation are as follows:
· The group must be created by the producers for a single product or groups of products (defined by the Ministry of Agriculture and Rural Development)

· Perform activities on the basis of a statute or agreement

· Consist of at least five members

· Specify the rules of production applicable to their members (quality, quantity, preparation for sale)

Group formation is regulated by the Ordinance of the Minister of Agriculture and Rural Development. None of the members or shareholders can hold more than 20% of votes (during a general meeting). The act of incorporation should provide for:

· Affiliation with only one group for a given product or group of products
· Minimum period of membership (3 years)

· Rules on admittance and withdrawal of members
· Rules on disposal of assets and shares
· Rules on the sale of entire output by the group (and derogations – in practice no more than 10%)

· Information on sales and prices outside of the group
· Creation and use of a special fund, and sanctions

The act on incorporation can also include rules on joint supply of inputs, rules on joint usage of machines, rules on promotion of products, requirements regarding storage, placing and standardization. 
The legal form of producer group can be as a cooperative, limited liability company (LLC), association, unincorporated body or a joint-stock company. Although the number of cooperatives is less than LLCs, the membership size is 2.5 times larger. In recent years farmers did not form almost any associations or incorporated bodies. A summary of EU and National Legislation governing producer organisations is as follows

	Main Legal Acts Governing Producer Groups in Non Fruit and Vegetables, and Fruits and Vegetables

	Non fruit and Vegetables Sector
	Fruit and vegetables Sector

	EU
	National
	EU
	National

	Accession Treaty Chapter IX a, Article 33d

 Council Regulation (EC) No 1698/2005 of 20 September 2005 on support for rural development by the European Agricultural Fund for Rural Development (EAFRD) (OJ  L of   21 October 2005) 

Commission Regulation (EC) No 1974/2006 of 15 December 2006 laying down rules for the application of Council Regulation (EC) No 1698/2005 on support for rural development by the European Agricultural Fund for Rural Development (EAFRD)


	Act of 15 September 2000 on groups of agricultural producers and their unions, amending other Acts. (Journal of Laws of the Republic of Poland of 2000, No 88, item 983 as amended), 

Ordinance of the Minister of Agriculture and Rural Development of 20 April 2007 on detailed conditions and procedure of granting financial aid under the „Groups of Agricultural Producers” measure in the framework of Rural Development Programme for 2007—2013 (Journal of Laws of the Republic of Poland of 2007, No 81, item 550 as amended),

 Ordinance of the Minister of Agriculture and Rural Development of 9 April 2008 on the list of products and groups of products with regard to which groups of agricultural producers can be established, the minimum annual output of goods and the minimum number of members of a group of agricultural producers (Journal of Laws of the Republic of Poland of 2008, No 72, item 424 as
	Accession Treaty Chapter IX a, Article 33d

 Council Regulation (EC) No 1698/2005 of 20 September 2005 on support for rural development by the European Agricultural Fund for Rural Development (EAFRD) (OJ  L of   21 October 2005)

 Commission Regulation (EC) No 1974/2006 of 15 December 2006 laying down rules for the application of Council Regulation (EC) No 1698/2005 on support for rural development by the European Agricultural Fund for Rural Development (EAFRD)


	Act of 19 December 2003 on organization of fruit and vegetable markets, hops market, tobacco market and dried fodder market (Journal of Laws of the Republic of Poland of 2008, No 11, item 70 as amended);

Ordinance of the Minister of Agriculture and Rural Development of 16 December 2008 on   conditions of preliminary recognition of groups of producers of fruits and vegetables, on recognition of organizations of producers of fruits and vegetables and on conditions and requirements applicable to plans for obtaining recognition (Journal of Laws of the Republic of Poland of 2009, No 5, item 27)

Ordinance of the Minister of Agriculture and Rural Development of 17 June 2009 on detailed conditions of granting financial aid for preliminarily recognized group of producers of fruits and vegetables and on the list of eligible investment costs covered by the approved plan for obtaining recognition (Journal of Laws of the Republic of Poland No 98, item 822)


In order to meet eligibility criteria for financial and other support the group must:

· Generate income from the sales of products or groups of products manufactured in the holdings of its members, constituting more than 50% of the group’s income from the sales of products or groups of products for which the group has been created

· Specify the production rules applicable to the members of the group, including rules on quality and quantity of products and the methods of preparing products for sale

· Sign membership agreements/trade contracts with each member 

In order to qualify for financial and other support an undertaking registered in the Register of Entrepreneurs of the National Court Register must apply to the Voivodeship Marshall (competent for the location of the group’s registered office) for making an entry in the Register of Groups of Agricultural Producers The group business plan for the first 5 years of activity has to be attached as an Annex to this application. After registering in the Marshall’s Office, the group must file an application for financial support to the Agency for Restructuring of Agriculture (Paying Agency) within a period of 6 months. After each five years of activity the group submits a request for payment to the Agency for Restructuring of Agriculture, together with the list of the group’s sales (in the first year of operation the group can obtain a 25% advance payment).

Financial support is as a flat rate (maximum EUR 390,000 over a five year period) to groups of agricultural producers for facilitating the creation of groups and their administrative operation and under government measure ‘Groups of Agricultural Producers,’ RDP 2007-2013. Two main eligibility criteria are as follows: 
(i) the amount of flat-rate support for groups is calculated on the basis of documented annual net incomes from the sales of products or groups of products for which the group has been created, produced in the holdings of its members

(ii) Support will be granted only to groups of agricultural producers which were registered in group registrar kept by Voivodeship Marshalls. Possible uses of flat-rate support are provided in the following table. 

	Possible Uses of Flat Rate Aid

	Purpose
	Objectives

	To facilitate formation and administrative operation of groups of producers
	· Adjust to market requirements concerning the production process and the output of producers – group members

· Jointly place the goods on the market, including preparation for sale, centralization of sales and delivery to wholesale customers

· Introduce common rules concerning information on production, especially on harvests and availability

	For investments
	If the group pursues objectives specified in Regulation (EC) No 1698/2005, especially conditions set out in the above mentioned Article 35 of this Regulation. According to the position of the EC, the groups can make a decision concerning the amount of aid for investments. The group makes an independent decision on how to allocate these funds, in accordance with the above mentioned requirements.


In the framework of Rural Development Programme (RDP) 2007-2013 a budget of EUR 140 million was earmarked (EU share EUR 105 million plus Polands share EUR 35 million) for the groups of agricultural producers. According to plans these funds should have allowed creation of 50 groups annually. It was assumed that the groups will consist of 35 producers on average but in reality 150 groups consisting on average of 10 agricultural producers are being created annually. The following table presents the other forms of support available to producer groups in the non - fruit and vegetable sector. 

	Other Types of Support Available to Producer Organisations

	Types of Support
	Brief Description

	Rural Development Programme (RDP) for 2007-2013
	Financed through the EU European Agricultural Fund for Rural Development (EAFRD) – EUR 13.2 billion and through Polish public funding amounting to approximately EUR 4 billion

	Increasing the added value of agricultural and forest production
	Support for processing and wholesale sale of agricultural products, up to 50 % of the investment costs, maximum grant amount of PLN 20 million (RDP)

	Establishing and developing microenterprises
	Support for economic competitiveness of rural areas and development of entrepreneurship and the labor market, up to 50% of the costs of creating jobs, maximum grant amount of PLN 300 000 (RDP)

	Information and promotional activities
	Increasing demand for high quality food, increasing consumers knowledge about the products’ advantages, 70% of the costs of activities (RDP)

	Preferential credits
	Special credit line for investments carried out by groups of agricultural producers, maximum amount of credit - PLN 16 million, 2% annual interest rate (national aid)


Other incentives available to producer organisations include:
(i) Exemption from a property tax for a period of 5 years for buildings and structures occupied by groups of agricultural producers and used exclusively for the purposes of conducting activities related to sales of products or groups of products produced in agricultural holdings of the members of the group. 
(ii) Exemption of income generated by the group of agricultural producers from the sales of products or groups of products for which the group has been established, produced in agricultural holdings of its members from taxation in part expended on the members of the group, allocated for the purchase of agricultural inputs provided to the group members and for the training of group members. 

Aid for fruit and vegetable groups is granted in the framework of Common Organization of Agricultural Markets. The amount of flat-rate support is twice as large as the amount for other groups of agricultural producers, but should not exceed EUR 500,000 in the period of the first 5 years of operation. Support for groups can be up to 75% of the investment costs included in an approved plan. Subsidies for the operational fund for organization can be up to 4.1% of the value of products sold (value of aid may be increased up to 4.6% when carrying out activities related to prevention of crises and crisis management). 
Hungary

Producer organisation revenues in Hungary are around 15% of the fruit and vegetable sector gross output. In January 2012 there were 74 producer organisations in Hungary, and out of them 43 were finaly recognized for support. The largest number of producer organisations are in the cereal sector followed by the poultry, oilseeds, pigs, wine and vine, sheep and dairy sub-sectors.  
The Law on Agriculture Cooperatives was adopted in 1999 and has led to formation of various types of farmer cooperatives. In 2004, cooperative legislation was amended in line with EU relevant legislation for producer organisations. The current legislation governs two types of cooperation: producer groups (PGs) in non-fruit and vegetable sectors and producer organizations (POs) in the fruit and vegetable sectors. Financial assistance was first made available in 2002 and at which stage groups began to grow. However in recent years the numbers of producer organisations has declined. A major reason being a concentration in processing and retail sectors that have necessitated mergers between producer organisations to meet increased market requirements on logistics, quantities and quality.
Hungarian legislation for producer organisations cover membership related rules. These are minimum requirements and should be further detailed in the founding documents of the organisation. Legislation includes reference to; voting rights, democratic participation of members in the management and supervision of the organisation, length of membership and the maximum threshold of value of member production that can be marketed through their own channel (25%). 

The statutes of organizations determine many other aspects of organization and including; membership fee, cooperative share, contribution to the operational programme, rights of members and competences of functions and member/cooperative relations. Certain minimum requirements are laid down in the legislation as follows, 70% of marketed products should come from members, maximum sales of 25% of marketable production directly to consumers, maximum 30% and 15% of voting right concentration in producer organisations (POs) and producer groups (PGs) respectively and a minimum lengh of membership  1 year (producer organisations) and 3 years (producer groups).
The logic and key elements of legislation governing PGs and POs are similar. The core of the regulations are the recognition conditions. These are the conditions that POs and PGs have to meet in order to qualify for Government support. The Legislation explains the procedure of recognition. Among the application documents (e.g. recognition plan or request) there should be a supporting document of the relevant national association or alliance of already existing producer groups. The following presents the main recognition conditions specific to POs and PGs in Hungary.
	PO and PG Specific Recognition Conditions

	PO Specific Conditions
	PG Specific Conditions

	· Value of marketable production

· Minimum number of members 

· Legals basis (LLC or Cooperative)
	· Minimum revenue

· Minimum number of members 

· Minimum share of sales made by regular producers (not enterprise) (3-10%)

· Minimum share of sales made of member sales (70%)  

· Preparation of an oporational program 


Also considered are environmentally sound cultivation practices, production techniques and waste management practices. Official recognition also regulates and specifies different stages in terms of a group development until it attains a final recognition. In recent years producer organisations have been encouraged to increase their membership size or the revenue through mergers with othe groups with subsidies available for this purpose.
For preliminary recognition, plans have to be prepared as to how the group will move forward. The recognition plan consists of an anlaysis of the current situation and the activities and investments necessary to attain final recognition. For investments the group can receive financial contribution with annual progress reports, measured against a set of measurable indicators and prepared for relevant authorities. Final recognition requires the preparation of an operational programme and business plan for a minimum 3 and maximum 5 year period and comprising of objectives, production/management related activities, commercial strategy, product development, environment friendly production techiques to be applied, investments and resources. These are submitted to the national authorities which may approve or reject them and progess assessed as in annual reports. Adoption of gradual recognition criteria over time is seen by the Government to assist assisting groups in their development. 

Group operational programmes must have at least 2 of the 9 following objectives included within them: 
(i) That production is planned and adjusted to demand, particularly in terms of quality and quantity
(ii) Concentration of supply and market placement of the products produced by its members
(iii) Optimizing production costs and stabilizing producer prices,
(iv) Planning of production
(v) Improvement of product quality
(vi) Boosting the commercial value of products

(vii) Promotion of products in a fresh or processed form 
(viii)  Environmental measures and methods of production respecting the environment, including organic farming

(ix) Crisis prevention and management

Adherence to recognition conditions by have had a significant positive impact on their development. However the main incentive of forming producer organisations in Hungary in recent years has been the availability of a subsidy
. Classified recognition is now a fundamental pillar of Hungarian government policy with an objective to further concentrate supplies using subsidy incentives. In  effect the government influence the size of the groups in terms of membership and the value of marketable production. 

Following EU membership in 2004 national regulation increasingly followed EU subsidy schemes, i.e. and the value of producer subsidies was linked primarily to the revenue. In some cases subsidy was also granted to cover registration and organisation costs and was based per animal (milk cooperatives) or per member (machinery rings). From 2004 onwards producer groups received a flat rate subsidy for a period of 5 years, 4.15% of marketed production. Investment aid was also made available for the investments approved in the recognition plan with a contribution of 50% to the costs.  In certain cases the Hungarian Government also provided additional national subsidy to encourage partnerships between groups. Initially the minimum revenue threshold set for producer organisations to receive subsidy was EUR 500,000 and later raised to EUR 1 million
.
Other financial options are available to farmer organisations include warrants and credit guarantees. Warrants are general finance instruments mostly used in agriculture with the cooperation of private banks and provide credit for agricultural producers after harvest and when prices recover farmers pay back bank loan and interest. Rural Credit Guarantees in Hungary issue guarantees to micro, small and medium-sized enterprises which are engaged in the agricultural sector.
Lithuania

Before the start of land reform in 1989, the agriculture sector as part of the former Soviet Union was dominated by more than 1,300 collective farms and the number of family farms was insignificant. Following land privatisation agriculture companies, agriculture enterprises and small and large farms emerged from these collective farms. Between 1993 and 2011 the number of agriculture companies declined from 3,500 to 646, and individual farms from 460,000 to 190,000. During the same period the average area of holdings increased from 7 ha to 15 ha. 

In 1993 the Government enacted the Law on Cooperation. This has led to the formation of about 20 - 30 new cooperatives each year. However few were sustainable and 50% ceased their operations with a few years. In 2011 around 200 cooperatives were active in Lithuania and mainly in the dairy sector and with around 10% of Lithuanian producers as members. The share of cooperatives in the total output of milk is 25%, production of cereals 10%, vegetables and fruits 5%, and the share in total meat production is approximately 1%. All agriculture operators are technically members of a relevant framework organization such as a Chamber of Agriculture (an umbrella organization), Family Farm Association, Farmers’ Union, the Association of Agriculture Companies, Land Owners Associations, or the Association of Organic Farms. 

The Cooperative Law governs establishment of cooperative societies, rights and obligations of cooperative members, management and control of cooperatives, capital formation, profit distribution, reorganization and liquidation of a cooperative, and recognition of agricultural cooperatives. The Law requires a minimum membership for a cooperative - 5 members. Both natural and legal persons can be a member of a cooperative. The Law defines a cooperative as a legal entity of limited liability; therefore, a cooperative’s and a member’s liabilities to the third parties are limited to a cooperative’s assets and a member’s capital contributions.
Cooperatives benefited from a number of support schemes over the past 20 years. Between 1994-1996 cooperatives had access to loans under preferential terms. This initiative was supported by the former State Investment Fund. During 2004-2006 and 2007-2013, support has been available to cooperatives for formation and development for the first five years after registration. The value of support for a 5 year period was EUR 400,000 and linked to the value of sales made by a cooperative. The money could be used to cover expenditures on salaries of the administrative staff, and office supplies, and rental of premises, and costs of setting up the cooperative. Cooperatives and members also benefited from preferential tax treatment; members being natural persons being exempted from income tax and cooperatives exempted from VAT liability for services provided to members. Until 2008, cooperatives were exempted from real estate tax and also they have been exempted from profit tax. 

Under Lithuanias current Agriculture Strategy and the Government Programme family farms and cooperatives are seen as key actors in the agriculture economy. Cooperatives currently benefit from a priority treatment for investment purposes in the frame of a Rural Development Programme covering the period 2007-2013. Small farms are granted priority rights in purchasing of state-owned land plots. Products produced by cooperatives and small farms can be sold under preferential conditions at farmer fairs and directly from the farm. The Chamber of Agriculture is the main institution responsible for promotion of cooperation among farmers. 

Cooperatives are supported in the frame of Rural Development Programmes under the same conditions as other agriculture enterprises. From 2004 to 2006, in the frame of a Single Programming Document, cooperatives benefited from a partial refund for made investments. Investments eligible for refund included investments in agricultural holdings, processing of agriculture products and marketing, and development of rural areas and improvement of living standards. In the frame of the 2007-2013 Rural Development Programme, cooperatives and their members have had priority for investment support for the measures as follows: modernization of agriculture holdings, processing of agricultural products and increasing value added. 

Croatia

In Croatia there are three main types of producer organisation, Farmer Associations, Farmer Cooperatives, and Producer Organizations. Farmer’ Associations are seen to be “not for profit” and NGO type organizations established mainly to represent farmer interests. All types of organizations are easy to establish, and the minimum required membership size is 3 members. 
Farmer Cooperatives are traditional in Croatia, and have been active for the last 150 years, although during the Socialist times period they earned a poor reputation among farmers. In the mid-nineties the Government tried (unsuccessfuly) to revive them. By the end of the nineties the number of cooperatives was 479 uniting 50,000 members; about 60% of all members were not active. As a result of adoption of the new law on cooperatives in 2011, the number of cooperatives increased to 629 while the membership size declined to 18,000 operators. The estimated share of these cooperatives in total Gross Values Added is less than 2.5%. A producer organization (PO) is a “new” model for group building aligned with EU pre-accession conditions. POs are mainly active in fruit, vegetables and olive sectors. POs have to meet certain pre-conditions to qualify for state support. There also more than 20 local action groups (LAG) in Croatia despite not currently being within the CAP.
Requirements for producer group recognition are set by the Ministry of Agriculture as in the following table: 

	PO/PG Recognition Criteria

	· At least 5 members 

· Minimum value of marketable production for PGs - EURO 530,000 and for POs - EURO 630,000. 

· Member should belong only to 1 PG in respect to a given production and product 

· Respect and follow rules adopted by PG/PO 

· Member has to make financial contribution for establishment and replenishment of operational fund 

· Member is entitled to sell directly at most 15% of his/her production  

· Members are entitled to market themselves or through another PO up to 5% of marketable production of their organization


The legislation governing farmer organisations in Croatia is shown in the following table:
	Legislation Governing Farmer Organizations in Croatia

	National Legislation
	EU Legislation

	· Law on Associations (2001) 

· Law on Cooperatives (1995; 2011)

· Law on Agricultural Chambers (2009; 2010)
	· Act on the Organization of Agricultural Markets (2009; 2011) based on  R 1234/2007 (EU CMO regulation) 

· By-laws for producers' organizations in: 

· Fruit & vegetable sector (2010)

· Olive sector (2011)


All entities active in agriculture have to be registered with the Agriculture Chamber established in 2010. The Agriculture Chamber has a legislative power while other farmer associations do not. Members include all small farmers and big companies. The number of members is 196,000 operators, and the assembly comprises of 118 participants. Up to 2,500 holdings elect 1 representative in the Chamber. The level of participation is low and only about 18% of holdings are active in elections. The annual budget of the Chamber is EUR 5.5 million that comes from the membership fees. There are also other type of umbrella farmers unions mainly by production sectors and a national association of cooperatives where membership is obligatory. 

The nature of agricultural support is mainly as market support measures. The State budget is high and has been increasing but although the total support to the sector is significant, its distribution is highly uneven. In 2010 from the available total support of EUR 400 million more than 30% of direct payments were allocated to 1% of beneficiaries and only 12% of direct payments were made to 70% of all farms with less than 4 ha area of land. Producer organisations and their strengthening has been Government priority since 1995.

There are two types of support available for PG/PO formation and their administrative operations. The maximum amount of a capital aid for investment required for recognition is EUR 100,000. The pre-condition is that the value of marketed production should be up to EUR 1 million. The support is provided for a 5 year period, and during the first two years it is 10% of total investment aid, and during the third, fourth, and fifth years support is 8%, 6%, and 4% of total investment aid, respectively. Before EU accession up to 50% of both measures were covered by the State budget. After Croatia becomes an EU member 5% of investments will be paid by the budget and beneficiaries will have to cover 45% of the total investment cost. 

Members voluntarily contribute to the operational fund of POs. Available support is up to 4.1% of the marketable production value, but a maximum 50% of the real expenditures and eligible costs in operational fund. As of March 2012 after 18 months since the programme inception, none of the POs had been recognized by the Government. 

Other non-financial support measures include education and training of producer organisation members, primarily to prepare Croatian farmers for EU membership and the future implementation of CAP. Activities include visits to professional and research institutions, experimental farms and businesses in EU member countries, and participation in relevant workshops and seminars. Also, these include support to business events organised by producer organisations. 

Serbia

Current discussions and debates about cooperatives in Serbia are mostly addressing the issue of property of old cooperatives and cooperative unions, and not the future mechanisms of support to producer organisations. The legal framework governing farmer organizations are the Laws on Association (2009), on cooperatives (1996), on accounting and auditing (2006), agriculture strategy (2005), national plan for rural development (2011), national programme for agriculture (2010), and a draft strategy for cooperatives as of 2011, and the law on constitution (2006). The Law on Constitution adopted in 2006 recognizes three forms of ownership – public, private and cooperative. 

There are three types of farmer organization in Serbia, framework farmers associations, farmers associations, and cooperatives. Framework farmer associations were organized by the Ministry of Agriculture (MoA) in 2008 and received support from a MoA project. This framework consists of 53 associations and primarily implements MoA policies and measures. 
Several hundred Farmer Associations have also been formed mainly at municipality level, and 4 regional level associations consisting of farmer club, Vojvodina Agrar and 2 Milk producer associations. Members of associations are 53 smaller associations with headquarters in Novi Sad. Also, they have regional offices in 10 cities throughout the country. Main activities of the Farmers association is to solve problems through communication with municipal, provincial and republican institutions. Moreover, Farmers Association represents the interest of framers, actively participates in creation of agriculture policy, organizes seminars, forums and professional conferences. 
There are 1,587 cooperatives in Serbia. Gross Value Added of cooperatives represents 1.5% of the national economy. The total membership size is 31,113 members out of 778,000 households. They employ in total 6,744 persons. Dominant are micro cooperatives employing up to 9 persons. Their number is 1,265 representing 8.8% of all cooperatives. Cooperatives have been formed in a variety of ways as shown in the following table:
	Type of Cooperative Formation

	Cooperatives
	Description

	“Old” cooperatives 
	Have operated continuously for decades (even over 100 years) using their own property, land and infrastructure. Primarily engaged in supply of farmers with inputs, and product marketing to large retailers and processors.  They are primarily managed by directors and employees, who are also their members. Their market-adjustment is not optimal, but for now, is enough to survive. They can be divided into several subgroups, but the most important are the ones where the members of cooperatives are practically only workers employed (whether or not they have their own farm farm). There are different models how they exclude other farmers from membership and become closed to the admission of new members and turned it into a form that resembles a "social agricultural enterprise". They still operate in almost in every village, mainly designed to serve farmers but also to be involved in production (4% of land ownership). Significant storage, small processing and office facilities. Partly manage by members. Process of re-establishing in many villages based on cooperative principles. Around 200 work fine but majority have a problem and almost all do not have democratic structure

	“Private” (family or 

directors)

cooperatives
	Registered individuals essentially these are partnerships - companies that have nothing to do with cooperatives. They are maintaining the number of members to a legal minimum, and taking advantage of farmers as subcontractors for making a profit on the difference in cost when procuring inputs and purchase of products. Mainly dealing with contractual production (cereals, industrial crops) getting 5% margin. Use cooperative name and benefits but basically are private companies (10 relatives or friends are funders and members). 

	“New generation” 

Cooperatives
	Market-oriented, established by farmers with an entrepreneurial culture. Managed by professional management and staff; operate in line with international cooperative values ​​and principles.  A number of them used MoA support to built storage capacities 

They have clear rules and operation modes and the structure and share of profits is based on trade and on assets. Asset owners have interest to invest because they secure their capital and are preferably farmers and members of the cooperative and they depend on farmer products. Members have interest to trade because they are getting added value and benefit for common input purchase. They are share surplus profit based on quantity supplied

	“Donors”
	Donor driven and the majority only active when donor supported


Between 2005 - 2006, 9 cooperatives were provided with a 40% investment support from the agrarian budget for ULO cold storage establishment. 
Moldova

Nationally there are a number of producer organization forms including, Farmers Federation, National Union of Agriculture Producers Associations, Organizations of Farmers specialized in certain activities
, and Associative Farming Business Organizations: Farming Cooperatives. The National Farmers Federation and the National Union of Agricultural 

Producers Associations are presented in more detail below:
	Farmers Organizations in Moldova

	Farmer Organization
	Membership, Activities, and Goals

	National Farmers 

Federation
	Non-governmental, non-profit organization, established in 1995 by associations of farmers, cooperatives from 29 villages. Since 1998 and until now has established and operates 11 regional organizations in Moldova, 11 Information and Consultancy Centre (CIC), 26 District Information Offices, 700 local farmers organizations are included with over 27,000 members/farmers. The objectives are:

· to promote, represent members in front of government institutions and external donors;

· to contribute to improving the legal framework governing farmers activities;

· to facilitate farmers' association in their fields of interest

· to provide extension services and marketing

	National Union of 

Agricultural 

Producers 

Associations 

	Comprises 17 Agricultural Associations consisting of 2,238 medium enterprises and 24,307 small farmers; total area of land farmed 800,903 ha (50% of the farmland in Moldova). Its objectives are as follows:

· to represent its members in Courts
· to create unique marketing option
· to strengthen negotiation power on product prices

· to attract investment and implement new technologies

· to provide information and consulting to its members

· to promote the image of members in relations with investors 


Currently the main target for subsidy support by the Government is to producer organisations.. Members of producer organisations are provided with subsidies at better terms and conditions than non-member and individual farmers. This is an indirect incentive for farmers to get organized into producer organisations. The Government argue that without the encouragement and incentives to small-scale farmers to form producer organisations and lead activities through them the Government would not be able to implement an effective food safety system across the country. 

The Fiscal Code of Moldova taxes income of small farmer enterprises and cooperatives at a zero rate and allows for simplified accounting systems. A number of Government programmes provide a favorable environment for creation and development of producer organisations and as summarized in the following table:
	Government Programmes Indirectly Creating a Favorable Environment for Producer Organisation Development

	Programme
	Description

	Agriculture Recovery Project
	Long term credits, 15 years for capital investments in agriculture

	Rural investment and Service Projects
	Long term loans  up to 15 years for food industry and 20% grant

	Agriculture development and food production increase
	Leasing of agricultural equipment. Farmers pay 50% of the total cost and then the rest during the two years. 2KR Project is VAT exempted

	Rural Financial Services and Agribusiness Development Project
	Support for market research, business development services and creation of producer associations, support  for competitive commodity value chains


Armenia
The different phases of development of the cooperative movement in Armenia is as follows
	Cooperative Movement Development in Armenia

	Phases 
	Brief Description

	Phase I: 

1993-1999
	1993 is considered as the start of cooperative movement in Armenia. The first phase was from 1993 through 1999, and was mostly Government driven. Starting from 1993, with the so called principle of voluntary and autonomous organizations, several local and regional unions, associations and other organizations were registered which could only partially solve their common problems and later in reality became unsustainable. Due to many limitations such as farmer mentality, knowledge and understanding of Coop principles, known as quasi ministry structures and an absence of grass-root (member farmer) involvement and governance most of these organizations performed poorly or didn’t operate at all and were eventually liquidated.

	Phase II: 

2000-2010
	The process was mostly donor driven and was partially successful due to donor assistance, and financial and technical support by international organizations. However due to speed of establishment (always in the scope of some projects), there remained a poor understanding of coop principles of farmers, lack of participation by farmers, lack of involvement in decision making and confusing coops with the Soviet “kolkhoz” system, most of these cooperatives became not functional after the end of donor funding or at the end of the project. 

	Phase III: 

2010-2020
	The third phase started in 2010 and is the Government strategy driven. The time frame is until 2020. The Government has adopted “2010-2020 Sustainable Strategy Program for Agricultural and Rural Development” by the Government of Armenia and the Ministry of Agriculture which is aimed at the restoration of the financial crisis circumstances and through formulation of anti-crisis mechanisms to contribute to the modernization of the agri-food system and to raise its competitiveness. Nearly for the first time Ministry of Agriculture seriously highlighted the importance of farmer organizations and cooperatives in several components of the Strategy Programme. Highlighted directions to promote different forms of agricultural cooperation are as follows: 
· improvement of legislation and creation of favourable conditions for the agricultural cooperatives,
· creation of mechanisms of state support to agricultural cooperatives,
· fixing the cooperative development idea in the context of rural farm consolidation policy, 
· support to milk collection units and consumer cooperatives,
· support cooperatives in the whole food supply chain, 
· establish logistics and consolidation centers within the agricultural cooperatives, 
· support ag cooperatives to adopt food safety standards, 
· establish mechanisms for agricultural cooperatives to increase the access to rural credit, to have interest rate subsidies, collateral guarantees, etc. 

Earmarked annual funding for these activities is EUR 800,000


There is still no Law on Agricultural Cooperatives and there is no clear status of cooperatives in Armenia. The legal documents governing different types of producer organisations during Phases I and II were the Civil Code of Armenia, the “Law on Consumer Cooperatives”, the Law on Water User Associations and Unions, and the Law on Agricultural Credit Clubs. There have subsequently been a number of amendments and improvements in relevant legislation. The Government has also recently approved the Concept Paper on Land Consolidation where resources have been allocated to implement land consolidation pilots through cooperatives. An “Agricultural Cooperative Support Center” Foundation is planned to be established to implement specific activities to promote land consolidation through cooperatives.

A number of policy measures are expected to contribute to the creation of a more favourable environment for producer development, including the concept paper for Developing Agricultural Extension and Information System in 2011-2012, particularly actions towards gradual modernization and improvement of farm machinery and equipment. Cooperatives have priority to access and benefit from a 50% discount on service charges. Reportedly, other actions of the State Programme will also contain cooperative and producer organization related components. The 2012 State priorities in agriculture are:

(i) Amendments in the Food Safety Legislation and approval of appropriate Concept Papers based on EU requirements
(ii) Improvement of agricultural machinery supply mechanisms to communities
(iii) Subsidy programmes for nitrogen fertilizer, diesel and wheat seed

(iv) Establishment of agricultural cooperatives in  rural communities
Producer organisations are steadily growing, particularly for the dairy sector. In 2011 dairy cooperative members on average received slightly higher prices per litre of milk from their cooperatives than non-members from dairy processors. Credit clubs had 878 members benefiting around 3,500 families and a loan portfolio of EUR 1.2 million. Cooperative members also received thousands of multi-dimensional trainings, extension support, individual consulting and capacity building.

In particular there has been significant intermediation from various donors through wide range of cooperative development programs. Even so, cooperatives are still considered as weak organizations and far from being a fundamental part of agri-food value chains with weak farmer participation (financial) and a strong dependence on donor support. 

Georgia

The average number of members in Georgian producer organisations is 37. Organisations with a cooperative legal form have more members than those registered as associations. Membership fee ranges between EUR 10 - 20 per annum and is payable upon admission. No producer organisation having an association legal form has excluded members since their inception. Formally, membership is open; however, there is a reluctance to accept new members due to the need to share assets and profits. Most producer organisations (POs) in Georgia own assets, usually provided by donor organizations. 

The Law on Entrepreneurs provides a general framework governing all legal forms through mandatory or default (by-laws) rules. Legal forms for organizing an agriculture enterprise are General Partnership (GP), Limited Partnership (LP), Limited Liability Company (LLC), Joint-stock Company (JSC), and a Cooperative (CO). Farmer organization can also be organized under a non-profit association (NCE) form governed by the Civil Code.

The law allows for rapid, simple, and affordable registration for all types of organizations in one working day. Registration may be rejected if discrepancies are found in the registration documentation (absence of one or more document, failure to observe the form of the documents, failure to address the issues required by law in the charter). The general characteristics of all organizational forms is that they are governed by few unclear mandatory rules and self-established default rules, (procedures for governing, admission of new members, withdrawal, and suspension, voting rights, with the exception of one legal form). Existing organizational forms do not provide for the principle of democracy and economic efficiency to be applied simultaneously.  The current tax system for farmers and their organisations in Georgia can be summarised as follows:

	Tax Liability Characteristics

	Taxes
	Characteristics

	Personal 

Income  

(20%)
	Personal income tax rate will be reduced to 15% starting from January 1, 2014. Exemptions are available up to January 1, 2014 for income received from agricultural products and salaries for employees if such income does not exceeds GEL 200,000
 during a calendar year. 

	Profit 

(15%)
	Up to  January 1, 2014 income received from initial supply of agricultural products, if such income does not exceed GEL 200,000 during a calendar year, and income gained from agricultural activates reinvested in agriculture. Few farmers alone can generate a turnover above the current exemption threshold, while a group of farmers can easily exceed the exemption upper limit and be taxed.

	VAT 

(18%)
	Supply of farm products by producers is exempted from VAT without entitlement to reclaim input VAT. Individual entrepreneur taxpayer can register for VAT voluntarily. VAT is applicable on every stage of supply. If FO takes ownership of member produce, PO becomes VAT liable unless farm products are exported. Food processors are also subject to VAT. VAT paid  inputs can be credited/recovered however: (i) Taxpayer  must be a registered VAT payer; (ii) Since primary supply of farm products is exempted from VAT, farmers cannot reclaim the VAT paid on inputs (nitrogen fertilizer, fuel, etc.) and negatively affecting their competitiveness.

The current tax provisions largely influence and keep the PO service provision to members at rudimentary level. The tax system prevents POs to take a title of member produce, add value and generate income for members. POs try to limit their services to handling of member farm products (sorting, packing, etc.). In this case POs just pay a profit tax on generated revenue from services.   

Current proposal to abolish VAT on primary product trade along entire supply chain (with entitlement to reclaim input VAT) is a step forward. However; 
· neither members nor FOs will be able to reclaim paid inputs VAT, unless they are registered as VAT payers. 
· Registration as a VAT payer is voluntary. However, record keeping required is

costly and compliance is burdensome for small farmers.

	Dividend 

(5%)
	If a PO generates earnings for itsmembers, the generated income should be distributed and taxed as dividends. Before distribution of dividends, profit tax will be assessed at FO level. 


Few producer organisations are established without donor support with donor contributions ranging from between EUR 5,000 and EUR 120,000 n, i.e. EUR 45, 000 on average per producer organisation. Many have received donations from more than one donor. Donors seemingly prefer to add value to existing groups rather than initiating and developing new ones. Although training is usually provided by the donor, follow-up on the assisted producer organisations is not common or systematic and the Government usually play no role in their support, although Local Authorities sometimes are.

Almost all producer organisations have approximately 50% of passive members and in most cases managed by few persons who although are well educated, have a basic training and in producer organization management and little formal skills/training in democracy. There are significant variations in the structure of producer organization management. General Assembly meetings and voting rights are regulated by the legislation. Detailed operational rules are governed through by-laws. These internal regulations are poorly developed and almost not documented. Donor support is not pre-conditional and provides little incentive to improve management systems.
Producer organisations are involved in many different activities and often without a clear core activity and offer most of their services to all farmers and not exclusively to their members. None provide any type of loans to their members and are sporadically involved in the marketing of their member’s produce and with little stable supply and integration in the market. There is still a significant knowledge gap amongst the rural population of Georgia in regard to producer organisations and few producers are aware of organisations even within their own districts.
� Often referred to as the EU-15


� In Western Europe most production groups are focused on supplying a particular crop to a particular specification and to a particular buyer. In Central and Eastern Europe they are more often interpreted as being a group of farmers agreeing to work the land together.


� The largest average farm size in the European Union is 69 hectares in the United Kingdom


� The accession of new member States from Central and Eastern Europe reduced the average EU-27 farm size to 13.8 hectares


� Copa-Cogeca Statistics 


� Friesland Campina have a turnover of EUR 10 billion per annum


� �HYPERLINK "http://www.copa-cogeca.be"�www.copa-cogeca.be� 


� The aid to farmers in Less Favoured Areas (LFA) provides a mechanism for maintaining the countryside in areas where agricultural production or activity is more difficult because of natural handicaps. In place since 1975, it is a long standing measure of the Common Agricultural Policy.


� http://enrd.ec.europa.eu/leader/en/leader_en.cfm


� Most Danish pig farms are members of one of two large farmer-owned �HYPERLINK "http://en.wikipedia.org/wiki/Co-operative" \o "Co-operative"�co-operatives� which account for 95% of pigs slaughtered. The largest of these is �HYPERLINK "http://en.wikipedia.org/wiki/Danish_Crown_AmbA" \o "Danish Crown AmbA"�Danish Crown� which alone accounts for 90%. All export is through these two co-operatives. Danish Bacon is a brand under which �HYPERLINK "http://en.wikipedia.org/wiki/Denmark" \o "Denmark"�Danish� bacon is sold in the �HYPERLINK "http://en.wikipedia.org/wiki/United_Kingdom" \o "United Kingdom"�United Kingdom�.


� Primarily for fruit and vegetables 


� The acquis communautaire sometimes called the EU acquis is the accumulated legislation, legal acts and court decisions which constitute the body of �HYPERLINK "http://en.wikipedia.org/wiki/European_Union_law" \o "European Union law"�European Union law�.


� Even so there are considerable differences between CEE countries. Poland always had a predominately private farming sector. At the other extreme the Baltic countries (Estonia, Latvia, Lithuania) had centralised structures of the former Soviet Union and needed to address major restructuring issues. Each CEE country also adopted different approaches to land privatisation. 


� Subsequently changed to IPARD - Instrument for Pre-Accession Assistance in Rural Development for current accession applicants. http://ec.europa.eu/agriculture/enlargement/assistance/ipard/index_en.htm


� Producer organisations probably account for less than 5% of total trade across CEE


� Although there are some micro-credit programmes that have developed with loans on the basis of joint liability for repayment.


� Hazard Analysis Critical Control Points �HYPERLINK "http://en.wikipedia.org/wiki/Hazard_analysis_and_critical_control_points"�http://en.wikipedia.org/wiki/Hazard_analysis_and_critical_control_points�.


� Although in Poland currently discussions are underway for potentially distributing further shares to farmers and their organisations.	


� In 1999 when first legislation on POs was made and with only recognition conditions in forece only 1 PO was formed. Following a subsidy programme introduced in 2002 led to creation of POs and by the end of 2003 there were 63 POs.  


� Minimum revenue is also sector dependent and not the same limit is valid for every sector


� Farmers’ organizations are formed nearly in all sectors 


� 1 Georgian Lari (GEL) = 0,4704 EUR
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