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1. Incorporation of CGF
   As community-based group farming (CGF) has increased across 
Japan in the last 10 years, the number of juridical persons of CGF has 
also progressed, and 33% of CGF selling agricultural products are 
now incorporated (February 2015). Their legal form in incorporation 
is overwhelmingly farmers' cooperative corporation (FCC) at 88%, 
with joint-stock companies(1) being just a small part. This is contrast to 
agricultural corporations which are mostly joint-stock companies. The 
general understanding of the legal form selection in incorporation of 
CGF is that a many members type of CGF(2) chooses FCC, and a leaders 
entrusted type with a few members of CGF choose joint-stock company. 
   Yet, is that situation really adequate?
   We examined the better choice of legal form selection in incorporation 
from factual investigation.

2. Various methods of adopting the "1 person/ 1 vote" 
system
(1) Reasons for selecting FCC
   The FCC, which many CGF select as their legal form in incorporation, 
has 2 main characteristics since it is a system of the Agricultural 
Cooperative Law. One is the cooperative feature, which is (A) the voting 
right of members in general meetings is "1 person/ 1 vote" (whereas that 
of joint-stock companies is "1 share/ 1 vote"), and (B) the dividend system 
by degree of engagement(3) is possible to adopted. The other is limitation 
to farmers cooperatives, which is (A) diversification of business to non-
agriculture related business (for example, large-scale snow removal, 
management of public facilities, management of allotment garden, etc.) 
is not allowed, (B) officers are only farmers and goods/service providers, 
and (C) at least 1/3 of full-time workers are members and their families.
   Table 1 shows the reasons for choosing FCC as legal form for the 10 
FCCs that were subject of our survey. They have selected one of the 
cooperative features. This is because (A) the "1 person/ 1 vote" system 
is suitable to the equality principle of rural community, and (B) they 
can use the dividend system by degree of engagement to avoid deficits. 
Corporations that choose the dividend system by degree of engagement 
as their reason for selecting FCC often have few year experience of 
managing in voluntary organizations. There is also the reason  to choose 
the system, that whereas operator wages from joint-stock companies are earned income, dividend by degree of engagement are 
"agricultural income" for tax purposes, even if a public servant becomes an officer or operator, there is no conflict with the part-time 
work prohibition.
(2) Adopting the "1 person/ 1 vote" system in joint-stock companies
   "The 1 person/ 1 vote system is suitable to CGF" is a reason often cited for selecting FCCs. But on the contrary, is the "1 person/ 1 
vote" system not possible in joint-stock companies? We examined the facts in regard to this point.
   Table 2 shows the relationship between organization type, membership numbers, and voting right of 15 joint-stock company CGF.
   In a few members' type corporations, organizations with a few members (shareholders) use the "1 share/ 1 vote" system, but 
organizations with more than 10 members adopt the "1 person/ 1 vote" system, and all members' type corporations with several dozen 
members adopt the "1 person/ 1 vote" system.

Table 1.  Reason for legal form selection

(Unit: corporation)

FCC
Number surveyed 10

Equality of members by the 1 person/ 1 vote system 7
Use of the dividend system by degree of engagement 4

Joint-stock 
company

Number surveyed 15
Diversification of business 4
Employ full-time employees besides members and 
their families 3

Demonstrate leadership of management 2
Clarify executive right 5
Rapidity of decision-making 4
Because there are precedents in the area 6

Source:  From surveys by the Policy Research Institute, Ministry 
of Agriculture, Forestry, and Fisheries

Table 2.  Voting method of joint-stock company-type CGF 
(Unit: corporation)

Organization 
type

Number of 
members

Voting right
1 share/ 1 vote 

(corporate 
system)

1 person/ 
1 vote  

(union system)

A few members’ 
type

Several 
members 4 –

Less than 20 
members – 4

All members’ 
type

More than 
several tens of 

members
– 7

Source:  From surveys by the Policy Research Institute, Ministry 
of Agriculture, Forestry, and Fisheries
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   There are three main methods to adopt the "1 person/ 1 vote" system in joint-stock companies. The first is for each member to invest 
the same amount. With this method, each member has the same voting right because they have invested the same amount. The second 
is the "voting right restricted stock system" introduced by the Companies Act. In private limited company, by specifying their articles 
of incorporation, they can adopt the "1 person/ 1 vote" system even in joint-stock companies.
   From the above, the "1 person/ 1 vote" system is not a monopoly of FCCs, but can also be adopted by joint-stock companies.
   In addition, some all members' type corporations are fine with the "1 share/ 1 vote" system. This is because decisions at shareholders 
meetings are generally done unanimously, so the number of votes does not matter when the vote is passed. However, in order to 
systematically ensure the "1 person/ 1 vote", the former 2 methods above should be adopted.

3. Reason for choosing joint-stock company
   The reasons that 15 joint-stock company CGF choose joint-stock company as their legal form are also listed in Table 1.
   The first is to get out of the legal limits of the FCC. One of these is the diversification of business. As written above, because there 
are limits on the scope of business that can be performed by FCCs, it is necessary to select joint-stock company for the sake of 
diversification that goes beyond this.
   Since contracted snow removal work is important as a scene for employment in the winter for corporations in snow regions, it is 
necessary to become joint-stock companies. One more reason is to increase employment besides members and their families among 
full-time employees. When full-time employees besides members and their families increases beyond 2/3, it lacks the requirements of 
FCC, so it is necessary for FCC to convert to a joint-stock company.
   Second is the decision-making/enforcement system in corporations. Many joint-stock companies state their reasons for selecting 
joint-stock company as demonstrating the leadership of management, clarifying executive right, and the rapidity of decision-making. 
On the other hand, representatives of FCCs have stated "We can't make decisions swiftly because decision-making authority in the 
council are only up to machine purchases of less than ￥1 million" or "We can't make decisions with just the board of directors", 
wishing for conversion to a joint-stock company.
   Third, the passive reason "Because there is a good precedent of demutualization in the region" has been common among recently 
established joint-stock companies. This means there are precedents of demutualization in the region, and they wish to follow in their 
footsteps to demutualize. The very strong impact of precedent on corporation and the selection of legal form in incorporation is the 
demonstration effect. The influence of advice from agricultural extension services and agricultural cooperatives on incorporation and 
selection of legal form in incorporation is strong, so by performing focused guidance to demutualization for reasons #1 or #2 and 
creating precedent, the precedent of that joint-stock company selection will make a chain effect that spreads in the region.

4. How legal form in incorporation is selected
   In FCCs, the general assembly can decide all affairs of the corporation except for those delegated to the board of directors in 
the articles of incorporation. Conversely, in a joint-stock company with the board of directors, the shareholders meeting may only 
decide the basic matters set forth in the law and their articles of incorporation, with the rest is decided by the board of directors. CGF 
corporation would install a board of directors.
   In FCCs with many members, the intentions of members split as members differentiate (managers, operators, land resource keepers, 
landowners), and sometimes negative opinions towards new business or investment do appear from land resource keepers and 
landowners. Situations also occur where if they don't open an extraordinary general meeting, they cannot perform a grant application 
for introduction of machinery. Thus, constraints on rapid decision-making and business execution authority of the board of directors 
is an issue. Corporations that adopt the "1 person/ 1 vote" system in joint-stock companies, and mix the member equality system of 
cooperatives with the decision-making and business execution of corporations, are effective. On the contrary, direction is necessary to 
solve the issues of execution authority by enhancing the authority of the board of directors in FCCs.
   We have mentioned above that inexperience organizations choose FCCs for the ability to avoid deficits by using the dividend system 
by degree of engagement. In such organizations, a gradual incorporation plan would be effective, wherein the company first transitions 
to a FCC using the dividend system by degree of engagement in Step 1, then to a joint-stock company several years later after earning 
experience in Step 2.
   Guidance by promotional institutions has a very significant impact on incorporation. It is necessary for those organizations to provide 
such information and guidance as adopting the "1 person/ 1 vote" system in joint-stock companies, and the gradual privation from 
FCC to joint-stock company. Because the demonstration effect of precedent is especially strong, the focused guidance and the spread 
within the region of preceding efforts will be important in the future.

Notes (1) Limited liability companies were abolished by the enforcement of  the Companies Act in 2006, and the minimum investment system was 
                also abolished.
           (2) All members' type is an organization with almost exclusively farmers in a rural community as members, many of  which operator farmers 
                doing machine work and individual members doing land resource keeping work. Leaders entrusted type have an independent operator 
                organization associated with a rural community, and is also called few members' type.
           (3) The dividend system by degree of  engagement is the payout after closing the books of  dividends based on the time members have worked. 
                Since it is possible to determine the hourly rate by looking at the state of  actual revenue, it is recognized as having merit for avoiding deficits.
                For this reason, FCC is often selected with the purpose of  using the dividend system by degree of  engagement.




