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1. Introduction

The International Cooperative Alliance has adapted, during its centennial 1995 congress in Manchester, a new list of cooperative principles. I would like to refer my short paper to the third one, the one which is dealing with the relationship between the members and their cooperatives. I will try to examine this principle on two levels : ownership and participation. Each level will be examined by various variables. I will try to demonstrate what is wrong with this principle as it is now, and how it should have been according to the approach represented in some of my writings.

2. The variables to be examined.

2.1 The fixed assets of the cooperative.

A. The first question to be asked is to  whom does belong the cooperative. Usually. many people in the cooperative world will answer that the cooperatives belong to their members. The point of departure to our discussion is the assumption that an enterprise belongs to its owners. We observe that in most cooperatives in the world the fixed assets do not belong to members, and the value of the fixed assets is not expressed in the value of members shares. This situation results from historical circumstances in the thinking of the fathers of the western cooperative movement.

The share capital in the cooperative is the basis and the foundation of this enterprise. Unfortunately, this notion is understood in different ways in different countries, which leads cooperatives to practice of some mistakes, and as a consequence, to failure. In this text the approach is that the share of each member in the cooperative is of equal value, and the value of all shares capital is exactly the value of the total fixed assets of the cooperative. There is another approach, extended all over the world, which explains that each share capital has a very minimal financial value, and is kept in its nominal value all along the life of the cooperative. The combined value of members shares is very minimal, and represents a very small portion of total value of the fixed assets of the cooperative. To whom, practically, does belong the rest of the value of the fixed assets of the cooperative. The answer to this question, by those who support the approach recommended by ICA, is not very clear.

B. Another factor interferes here. Do we need to remunerate the share capital in the cooperative. The cooperative world's answer is affirmative. It adds that the remuneration should be limited. Those who favor this approach do not consider the fact that practically, by this decision, they discourage self financing of the cooperative by its members, (which is the cheapest way to mobilize necessary funds,) and encourage, by so doing,  financing from external sources, most of the time very expensive to the cooperative. Remunerating the share capital of members, generally funded from the surplus money, means taking money from members who participated more in the economic activities of the cooperative, to recompense low participation of other members in the cooperative. The approach which will be expressed here is that share capital should remain in their real value, but should never be remunerated.

C. Another very important point in the cooperative concerns the legal reserve fund, required authoritatively by different cooperative legislation around the globe. We need first to understand what is this reserve fund, and especially for which purpose it is saved. Many of the available explanations for the reserve fund, is that it is destined to support the cooperative in case of economic disaster. Economic difficulties occur, either when the fixed assets of the cooperative have been damaged, for various reasons, and the cooperative will utilize the funds from the reserve for repairing the damages, or when the financial year has ended with deficit, and the cooperative utilizes the reserve fund to cover it. In both cases we face the same problem:where does the money of the reserve funds come from? The legislation in many countries, and the practice in most cooperatives in the world, show us that the money for the reserve fund is subtracted out of the annual surplus of the cooperative.

This fact shows us that the reserve fund is set up from funds collected from non egalitarian participation of members in the activities of the cooperative. This members' participation can be different from member to member each year, according to the level of each member’s participation in the cooperative.

Lets analyze the two occurrences of utilization of the reserve fund presented earlier. If we are utilizing the reserve fund to pay for any damage caused to the fixed assets of the cooperative, we are creating injustice among members. Fixed assets are financed by all members equally. Taking from reserve funds means unequal participation. Members who participate more in the business of the cooperative pay more for these fixed assets, but for the cooperative accountancy they own in the fixed asset the same part as others. This is an alarming injustice.

The other possibility is utilizing the money of the reserve funds to cover any annual loses in the business of the cooperative, and this one is an injustice as well. A deficit in the current accounts of the cooperative is created when the cooperative is not applying to its members or to its clients the real price of its services or its produce. When utilizing the reserve to cover deficit, we punish members who participated much in the past, and now, are paying for the participation of members, who were not charged the real price. The solution comes from the logic: members should be charged according to participation (exactly as it is applied concerning the surplus refund). The practice actually applied in so many cooperatives around the world is an injustice.

If the reserve fund is to cover damages caused to fixed assets, it should be established out of equal payments of all members towards it. One of the major problems cooperative all around the world are facing, is what to do with the accumulated funds of the reserve funds until the money will be needed. Most cooperatives deposit these money in banks, where in many countries the rate of interest paid is below the level of annual inflation. Consequently, the real value of the money of these funds is eroded, and when in need, it is never sufficient.

2.2 The price of the operation of the cooperative

The surplus notion understanding in the cooperative, is in the origin of erroneous understanding for the members as well as for the leaders of the cooperative.

What are the surpluses? The surpluses, by nature, are the margin of security we apply to the on going operation of the cooperative enterprise. 

D.  A major question is how we are utilizing these funds. In a private enterprise the net results are distributed among all units of investment done when establishing the enterprise. The enterprise is looking to maximize its net results to better remunerate these units of investment. In the cooperative enterprise the eventual surpluses are distributed among all units of members' participation. Since the "raison d'etre" of a cooperative is to guarantee to its members the best possible service, the cooperative will not seek to maximize its surplus, because by so doing, it augments the price of participation to the members, instead of reducing it. The cooperative seeks to reduce to its minimum the surplus and to refund it to members as soon as possible according to their patronage.

E. The mistakes made through the utilization of surpluses are numerous.

- The first one is the practice of dedicating part of the surplus to be invested in the fixed assets of the cooperative.

The fixed assets of the cooperative belong to all members of the cooperative equally. Increasing these assets from the surplus means an unequal participation of members in the financing of these assets. Even worst : the assets are no more part of members belonging in the cooperative, but the property of an abstract entity, called non divided reserves, which practically belongs to nobody, and which is increasing every year, and which brings members to behave with indifference towards their cooperative.

- The utilization of the surplus to finance the education of members. The success of a cooperative depends to a large extend to the degree of which members understand what a cooperative is. In order to achieve it we provide cooperative education to members and to leaders. When financing cooperative education by the surplus we are creating injustice among members. Why? Lets take the example of two members in a consumers' cooperative. One has already many years of membership in the cooperative, and he knows very well what the cooperative is. This member has many children, and his economic situation is not very good. To feed his family he purchases a lot in the cooperative, and by so doing contribute very much to the surplus. The other member has just joined the cooperative. He is young, and has no children, and his economic situation is quite sound. He is purchasing few in the cooperative, so he is contributing not much to the surplus. The cooperative has decided to take 2 %, (Rochdale - remember?),  of the surplus to finance the cooperative education of its members. This means that the members who are in need will finance the education of the more wealthy members. This practice exists in most cooperatives all around the world.

Cooperative education - yes, but never from the surplus.

- Utilizing surplus to pay the interests on the share capital is a practice found in many cooperative legislation in many countries around the world.

Paying interest on share capital means that we pay an equal amount of money for the shares of members in the cooperative, which from their nature have the same value. But, this payment comes from a financing source which has not been fed by the members equally, but rather unequally, according to each member participation in the cooperative business.  Why should a member who participate more in the cooperative, be punished and pay more than a member who participate less. The share capital, which represents the real value of the fixed assets of the cooperative, should not be remunerated in any case.

- Utilizing the surplus to finance the reserve funds of the cooperative is a mistake, and the reasons have been explained earlier. If a cooperative decides to create a reserve fund, and has a way to safeguard its real value, this reserve fund should be financed by all members equally.

- The notion, frequent in many countries, that the cooperative should present at the end of the year a big surplus, as a proof of its success rate, is false. The cooperative is created by its members, and for themselves, in order to supply them the best possible service. The best possible service means minimizing the surplus as much as possible. 

We distinguish between two principal groups of cooperatives:

a. Those where members are the users of the cooperative.

b. Those where members are not the users of the cooperative.

The cooperatives where members are users of their cooperative are consumer cooperatives, saving and credit cooperatives,  housing cooperatives and insurance cooperatives, and others.  They are characterized by the fact that their members are not employed in the cooperative, the value of share capital is relatively low, and the number of members is not limited.

The cooperatives where members are not the users are the service and producers cooperatives, the transport cooperatives, the construction cooperatives and others. They are characterized by the fact that their members are employed in the cooperative, the value of the share capital is relatively high, and the number of members is limited to the number of available employments existing in the cooperative.

What does it mean the best possible service in the cooperative. In the consumers cooperative - selling to members at the best possible quality and at the lowest possible price. In the saving and credit cooperatives - paying to members for their deposits account the highest possible rate of interest, and charging members for credit contracted by them, the lowest possible rate of interest. In the service or production cooperative - paying members for their work the highest possible return.

All these are examples of cooperatives where the most important element is to render to members the best possible return, and these are the cooperatives which have high chances to succeed, when they are not looking to increase surplus. (1)

3. Summary

In Israel there are cooperatives which follow the approach I am advocating in this paper. They are among those who are successful. The Kibbutz, which is the "trade mark" of Israel particularity in the cooperative field, is abandoning now-a-days its historical approach, of dividing the cooperative from its members, and rendering more and more of the cooperative to its members. It is done, since many in the Kibbutz movement realize that this way may save the Kibbutz existence. The Moshav, the transport cooperatives, successful realizations in Israel are practicing all the time the model that the cooperative belongs to its members, and that the members and the cooperative property are the same.
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