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1. Introduction:

The issues of ownership and the one of reserve funds are very important in the thinking and in the practice of most cooperatives worldwide. The practice of most cooperatives is to follow the third cooperative principle of the ICA which discusses two aspects of the existence of any cooperative: The capital structure of the cooperative, and to what degree the individual member really owns his cooperative. The second part of this principle is the cost of active participation of a member in his cooperative. How much a member would pay to the cooperative for his active participation in order to cover his part in the operational costs of the cooperative.

A former discussion on these issues has been brought by me, and was published on various places.
. I would like to bring forward some more exchanges of views on these issues.

2. The Two Basic Issues:

The third ICA principle
 is composed of two parts. The two parts concern the relations between the member and his cooperative. 

The first one is relating to the degree the member owns his cooperative. 

The second part discusses the cost of participation of the member in his cooperative. The money members pay for the services rendered to them by the cooperative. This money covers, generally, the total income of the cooperative. When the total expenses of the cooperative are deducted from the total income, a residual sum is left over, and in most cooperatives worldwide, the sum is a substantial one. The practice in most cooperatives is that part of it, generally 25% annually, is moved to a special fund called reserve fund. According to the 3rd ICA principle and many Cooperative Acts around the world
, these funds are indivisible, so they do not belong to members individually.

This paper will discuss the two issues, which are interrelated, since in many cooperatives, fixed assets are financed out of the reserve funds.

3. The Reserve Fund

The practice in various countries is that part of the annual surplus of a cooperative, generally 25% of, is transferred to a reserve fund in the cooperative. It is important to note that this practice is done in most cooperatives worldwide. Only few cases can be noted
 as to where cooperatives are not creating reserve funds.

Why a cooperative is creating reserve funds. This issue created some discussions, and attempts have been done to explain it. I will bring here some arguments and explanations as to why and for what purposes reserve funds are created in the cooperative, and I would add some arguments against this practice.

3.1 The very nature of reserve funds

A first point refers to the characteristic of the reserve fund:

“ The nature of the reserve fund is COLLECTIVE AND INDIVISIBLE and that each business in the world works and function with reserve funds.”

This statement is a very common belief of many leaders and members of the cooperative movement worldwide. The outcome of this approach is the practice in so many cooperatives worldwide. Why are we creating the reserve funds? Some of the reasons will be detailed below, but the first one is the nature of the reserve funds brought above. The argumentation goes on and explains that since every business has reserve fund, so cooperative should has to have as well. The ICA third cooperative principle is recommending that in the cooperative there would be a body of capital, which will not belong to members individually but on a common basis, and that this fund would not be divisible among members, in any events.

This approach has been questioned, and one of the outcomes is the resolution of Macoscle 
 leadership workshop.

3.2 Members together benefiting all.

The following argumentation says:

”This means that as a member, you agree to pool or amalgamate your "pro-rata share" of the profit for the benefit of all.  This is the essence of cooperative doctrine.”

This explains the way the cooperative is building up the reserve funds. All members participate in this finance, but on the basis of their unequal participation in the ordinary economic activities of the cooperative. The reason given is that the members, by the nature of the enterprise they belong to, are contributing proportionally, from their earnings, to the benefit of other members who may have fewer earnings, so participating less.

This is a wonderful argumentation. Let us take an example, an imaginary one, to be able to illustrate the explanation better. In this example we have a cooperative of two members. One is poor the other is rich. The poor member has a big family, and this is the reason why he participates in the cooperative more than the other member, richer than him. He participates more, in a consumers cooperative he purchases more; in a producers cooperative he works more hours or produces more items; in a saving and credit cooperative he contracts more credit since he wants to generate more income to his family, and at the same time the other member needs less the services of the cooperative, so he participates less.

The first member pays much larger share in the covering of the total of the operating expenses of his cooperative, and this is very appropriate. You participate more; you pay more to cover the operations of the cooperative. The second member, the richer, who participates less, will contribute, then, to the reserve fund less than the first member.

Now the reserve funds which was financed on an unequal basis, would be served to the benefit of both two members. What ever uses it would be, the two members would benefiting out of it equally, when the poor member is financing his colleague the rich one. 

I am against this practice. If we are looking to benefiting activities to all members, why not charging all members equally.

3.3 Safeguard for members’ money

Further arguments as to why a cooperative creates reserve fund, given here:

“ - Major Saccos in the world recognize the need to create reserve funds to protect their members’ savings."

He continues by saying that there is a reason to this action. In his words:

" - What other way Saccos can safeguard the savings of its members."

The idea of protecting members’ savings is a very important one. How protection can be done and from where it would be taken.

One of the major fear of members in a Saccos is that the cooperative will not be able to return them the money they have deposited in the cooperative in their various savings accounts. Why a cooperative can't return the money to members. Either the money would have been stolen by any of the officers of the cooperative, or any credit allocated turns to become bad debt to the cooperative. Another problem, to which most members and officers are not aware of, is the fact that members’ money, or cooperative money, is not safeguarded against erosion, in its real value, caused by the existing annual inflation.

How a reserve fund can safeguard members’ savings? The reserve fund doesn't belong to members individually. If a bad debt occurred to the cooperative, it is the debt of the cooperative as a whole. It should be covered by the cooperative itself without referring to members individually. The cooperative may take the money of the reserve fund, if it exists in reality, not only in the books of the cooperative, and would cover this debt.

Why this debt should be covered by one member participation, the poor member, more than a second member participation, the rich one. If it is a common participation of all the members towards a gap in the finance of the cooperative, a gap that was not created by the rest of the members of the cooperative, why not charging all members equally to cover exactly this debt.

Let us take another case of ‘loosing’ money in the cooperative, where the solution of utilizing the money of the reserve fund is highly recommended by many.

What is the meaning of the fact that the cooperative has lost money in his operational balance, or in his cash flow? Losing money or deficit is the result of the fact that the cooperative did not charge the members the real cost of participation, regardless if the operations expenses were efficiently carried on. The practice of taking money out of a reserve fund, created thanks to previous years economic activities of the cooperative, has the meaning that members participation in former years would pay for members participation in the current year. Why? The basic principle of a cooperative activity is that a member pays entirely the cost of his/her participation in the economic activities of the cooperative at the same year. It is a very bad practice to utilize money from previous years economic activities to cover the current years economic activities loses, or to report loses from one year to the next one.

The best practice cooperative can handle in order to safeguard the saving of its members, is to offer them a rate of interest, which is at least at the level of the current inflation. This is not the case in most Saccos worldwide.

In many cooperatives, worldwide, and I met many cooperatives in many countries, when asking members, where the reserve fund is kept, they, either don't know if reserve fund exists at all, even if it is written in the annual balance sheet, or they admit that the money of the reserve fund is used, either to pay for the operating expenses (a tragic mistake), or to allocate more credit to members. So if this money is allocated to members as credit, what security is it giving to the cooperative?

3.4 Future development of the cooperative

Further arguments brought below, continue to give other very important reasons to the creation of these funds:

"- The profit of a cooperative is to enable creating the reserve to enable to future development of the cooperative."

And:

"- The funds are invested in the fixed assets of the cooperative."

When reserve funds are invested in the fixed assets of the cooperative, they are no more liquid and no more available to be utilized for the events to where these reserves are supposed to be called upon. So, this practice is not very logic. It is part of a very deep confusion as to the issue of one of the fundamental basis of the creation of the cooperative.

Using reserve funds to create cooperative fixed assets is a very doubtful issue. Generally, when coming to members of a cooperative, and asking them to whom belong their cooperative, their answer would be, in most cases: to us, members. And then questioning them: What is the share of each member in this property, their answers, in most cases, would be: To all of us, equally. And then questioning them: Do you have any ownership title on your part in the cooperative property, the answers finished, since members are not the owners of their cooperatives. The fixed assets of the cooperative, practically, belong to no one.

When the fixed assets of the cooperative are created out of money accumulated in the reserve funds of the cooperative, this is a creation of the fixed assets of the cooperative out of funds collected from members, on a non-equal basis payment. The assets of the cooperative belong to all members equally, be it on individual basis or on common basis, but were financed, may be, by the poor member, who paid more than the rich one. This is injustice and un-moral situation.

Fixed assets of the cooperative should be created through equal participation of all members, and never from Surplus or Reserve Fund, both are created from the surplus.

Finishing the year with Zero surplus is a common PRACTICE, during more than 80 years, in the Kibbutz and the Moshav in Israel.

Reserve funds, if one should having, by legislation, in his cooperative, must be financed and belonged by all members equally.

Members are aloud to build a cooperative building for their purposes, if they decide about, and preferably, if their financial calculations show them that purchasing the building is less expensive for them than to hire one.

But, if they decide to purchase a building, all members, on equal basis, should finance it. This is my stand. It is the contrary to the stand of many cooperative leaders worldwide. Being many don't render them, yet, just.

3.5 Better services to members

Another reason to the creation of reserve funds brought here:

“Its purpose is to render better services to members.”

This statement is, probably, the contrary to the real nature of reserve funds. The creation of reserve funds is done by taking money from members’ pockets. This money is accumulated in different forms in the cooperative, including reserve funds. This money is no more belongs to members, so this is the contrary to well being of members. By taking this money from members, one decreases the net income of members. Bad service to members. In order to collect this money, the cooperative needs to increase the cost of participation to members, instead of looking to render them the best possible service, which is to decreasing of the cost of participation, to members, as low as possible.

A cooperative is created by its members after they have realized that individually they would not be able to obtain what they are looking for at a cost that they would not be able to face, or at a cost that is not appropriate with their means. When they realized this, they are ready to give up part of their individualism, and to collaborate with other individuals, who are looking for the same service, and who have realized that individually they would be able to obtain it, and together they are creating economic enterprise, which will enable them to obtain what they are looking for at the lowest possible cost individually, and at the highest possible quality of service.

A cooperative which is not rendering to its members the best possible service at the lowest possible cost, because it retains members money, out of their participation in the economic activities of the cooperative, for various purposes, as well as for the reserve funds, increasing, by so doing, the cost of participation of members in the cooperative, against their interest in the enterprise they have created.

Reserve funds are certainly not serving better the members.

3.6 Uncollectible debts of members

And special reference to SACCOs is given here:

"SACCOs use the reserve for bad debt allowances to charge off such uncollectible loans. The reserve fund is only used in the event that the bad debt reserves are insufficient."

So, to this proposal, one can ask the following question: If reserve funds have been invested in the fixed assets of the cooperative, how they will be utilized to cover uncollectible debts of members.

Even if still there is money in these funds, we are creating a situation of injustice among members. Why one member of the cooperative, a more participating one, who paid for the total operational costs of the cooperative more than another member, should pay for loses caused by the bad debts of another member. Isn't it more just to divide this debt among all members equally?

And to some up views about reserve funds we have the data about the world situation of the accumulated Collective capital (called "reserves" in statistical report) as mentioned by one of WOCCU officers: “At year end, 2002, there were $7.4 billion dollars!  I am sure that by adding in the collective capital of other international credit union movements around the world, the number would stagger imagination.”

The situation described in the above sentence is highly alarming. We are informed that more than $7 billion dollars have been collected, on an unequal basis, from members’ pockets. In many cases this money, like any reserve fund in any other structure, is blocked to be served in emergency cases, and therefore, in most cooperatives worldwide, is losing of its real value on a continuous basis, or utilized into the current functioning of the cooperative, and as such can't be used as reserve fund any more, and therefore creating injustice among members, as an unnecessary activity.

3.7 Survive the impact of problems

Further point on the reserve funds:

“Cooperatives, like all business organizations, need to be able to survive the impacts of problems.  Reserve Funds are one way to create that ability.  Corporations build up their "equity" (stock and retained earnings) for the same purpose.  Cooperatives that follow the practice of returning the "margin of security"  (whether it be in an identifiable "reserve fund" or some other fashion) will not build up the ability to survive a problem.”

It continues by saying that:

“I neither oppose nor favor "reserve funds" because I think it is generally wrong to attempt to establish a direct link between any particular asset (whether classified as fixed or not) and any specific source of the monies used by the cooperative.”

One of the points emphasizing here is the fact that cooperatives are enterprises like any other corporation. And as such, they should have reserve funds to be able to face eventual problems and their impacts. I do not think that reserve funds, as they are practice in the cooperative world of today, can help the cooperative facing any problems, for reasons explained previously. But, if we want to face these eventual problems, why taking out from the surplus, or why out from the current operational accounts of the cooperative. If the problems are derived out of loses during the current activities of the cooperative, the members should cover them directly, the same financial year, according to their participation in the economic activities of the cooperative during the same year.

If the difficulties have occurred to the fixed assets of the cooperative, they should covered by all members equally, since these fixed assets belong to them equally, be it on a common ownership or on the basis of individual ownership.

3.8 The source of expansion of the cooperative

Further thinking on the issue of reserve funds. Reserve funds are the source for expansion of the cooperative:

“If financial cooperatives seek to become professional financial services providers, competing with banks and investing in its members, then I wonder how it will fund the increase in capacities, in the development of services and products, and in the increase of its services, the increase of its outreach (more buildings, cars, staff)?”

It is very important to note here that the meaning of the increase in capacities is the ability of the cooperative to render more credit to its members in different forms and utilization. The Saccos retrieve their financial sources out of members’ fixed deposits which is a sort of synonym to the tem Share Capital used by them, or out of external credit lines. In both cases the credit is reimbursed entirely by those who have benefited of it. So, there is no link between increase of financial activities and having reserve funds. 

If the meaning is that the creation of the reserve funds will enable the cooperative to increase its abilities to allocate credit, we are creating two problems here:

- These funds have been created out of the non-equal participation of members in previous economic activities of the cooperative to the benefit of other members, without giving any recompense to the members who contribute that money.

- The credited money would be reimbursed with interest. This money no more belongs to members but to an indivisible fund, which is not belonging to members. This fund is increased by these activities every year, and creating in the cooperative a body of capital, a huge one, not belonging to anyone. These bodies of capital force the cooperatives to look for secure investment for, and many of them are tempted to invest the money in buildings and other fixed assets, not belonging to members. The outcome is a gap created between members on one side and their cooperative enterprise on the other side. 

A cooperative, not like any other enterprise, is not created in order to generate profits to itself, but to render the best possible service to members. In other word, good and serious cooperative will do its utmost to maximize the profits into the pockets of its members.

This source adds:

“If growth and improved quality and competence is funded from profits then that means that a "performance incentive spiral" can be created where success creates further success and the improvement and growth pace is corporate, driven by its own qualities and limitations. 

Profit is not a dirty word like ...., it only means that the economic activity of an individual or organization is involved in is going in such a way that the revenues are covering costs as well as all the ideas of what the owners/managers want to do with their economic activities, including developing reserves for future bad times. In short, profits enable them to develop and realize the vision they have for their activities, for their organization.”

Profit is important, no doubt about it. The importance, for us, is from where this profit is created and to where it is directed. The cooperative as an economic enterprise has been created by the members to render them the best possible service, at the lowest possible cost. In other words, the cooperative is covering exactly its operational cost, so it is able to transfer any residual financial results to the pockets of the members. And more is transferred, according to participation to members, it is better. This is the reason why a cooperative exists.

3.9 Reserve fund as a condition to survive

Further point on this issue is putting forward another argument for the reserve funds, and against the profit notion in the cooperative. 

“The reason a cooperative is founded is PRIMARILY to provide a service (or services) to its members, NOT to make a profit.   On the other hand if it does regularly make a SMALL or minimal surplus each year to allow it to grow or to create a reserve fund to finance bad debts or increases in stock or debtor accounts, it will go broke and will not be able to provide the services it was originally set up for.”

This argument is touching a very important rational of the cooperative, and it is the reason why it is created, and for what purpose. It consistently repeats the fact that cooperative is to render services to members and not to create profits. The above argument is not not continuing with this logic but going back to the idea that the cooperative should retain something from members earnings, for purposes mentioned above and in this paragraph, their rational is not clear well enough.

Practically, it emphasizes the fact that reserve funds are created to face bad debts or to increase in stock, which is not very clear in the case of a consumers‘ cooperative, or to face debtor accounts. We have discussed the argument of bad debts above, and we know already that bad debts should be covered, either by members according to their participation in the current year, or by equal participation of all members, at the same financial year. It concludes that without reserve funds the cooperative may ceases to exist. I am trying to show in this paper that this is not the situation when referring to a cooperative.

4. The Issue of Ownership

To whom belongs the cooperative? 

The current approach to cooperatives ownership stipulates very clearly 
 that cooperatives constitute a different entity than their members, so the properties of cooperatives are owned by members commonly and not individually. Practically, members do not owned the properties of the cooperatives they have created. 

One of the reason why cooperatives, worldwide, are not distributing remaining assets, after dissolution, is explained “The basic reason seems simple, it is to protect the heritage patrimony for future generations.” It continues to explain few more points relating ownership in the cooperative. 

“The co-operative business belongs to the membership as a whole for the express purpose of meeting the members common needs. The democratically controlled co-op association owns the co-op business, not the individual.”

It adds a very fundamental conclusion: “The co-operative is owned by its users as a group.”

There is another approach to cooperative ownership
, which proposes that the members own cooperatives individually and completely. This approach suggests that since these are the members who finance the fixed assets of their cooperative they are the owners of their cooperative. 

The current practice of cooperatives is, in most cases, to finance the creation of the cooperative out of members’ unequal participation in the economic activities of the cooperative. This practice creates fixed assets, financed by members on an unequal basis, and not belonging to members individually but on a common collective basis. The current practice is that if a member quits the cooperative, he/she gets nothing out of the fixed assets of the cooperative. This practice is there even if a cooperative is dissolved, the fixed assets residual value is not returned to members of the cooperative but transferred to other destinations as stipulated in various cooperative legislations.

The approach that cooperatives do not belong to their members is causing too many problems to many cooperatives worldwide. This is one of the reasons for the Macoscle new resolutions.

4.1 The meaning of Ownership

It is important to note that there exist different views about ownership. One of this approach says, “That in the co-operative form, there exist certain restrictions on what you can do with your ownership, does not mean that you are no longer owner. Ownership, by (at least one) definition means that you enjoy the rights to residual flows and decision making (control). .... What limits the access of owners in co-ops to fixed assets is not that they cannot walk home with the co-op's fixed assets, but the restriction that they can only distribute as dividends CURRENT earnings .... Unless, of course, there is a liquidation of the institution or a demutualization, in which case we find ourselves in the situation you depict below...”

It is correct that the definition given above to ownership is one among others. Some of the common definitions of ownership are different:

From Webster's Revised Unabridged Dictionary (1913):

Ownership:   The state of being an owner; the right to own; exclusive   right of possession; legal or just claim or title; proprietorship.

From WordNet (r) 2.0:

Ownership: 

1: the relation of an owner to the thing possessed; possession with the right to transfer possession to others.

2: the act of having and controlling property [syn: possession]

3: the state or fact of being an owner.

I doubt if the situation of the member of a cooperative regarding ownership, in the current ICA principle situation, is responding to the various example of ownership taken from these two different dictionaries.

4.2 Heritage for future generations

The approach towards common ownership is described by the Desjardins cooperative in Quebec, Canada and brought here as an example. This cooperative exists more than one hundreds years, and has a quite remarkable success. 

The Desjardins approach describes and links the reason why ownership should remain on common basis in a cooperative, to the fact that the cooperative is a different entity than the individual members, and therefore properties which were created by former generations, can't belong to actual individual members, and it adds: “I am owner subject to limitations that generations of lawmakers and co-operative leaders have seen fit to insure the long term survival of the co-operative form.”  So, according to this argument, present generation has no right to benefit out of these properties. 

It explains that “when I signed up with my five bucks at Desjardins I became full member/owner according to the statutes and the law of Quebec, with restrictions that are the point of contention here. All the rights that I have as "owner" by constitution. As things stand, since I do not intend to take the building home, because I know it is for the my long term good. Yeah, unfortunately, it prevents me from being my selfish self and proposing closing down the shop and walk away with the accumulated wealth (my little piece of the building, I guess I would get a door or something like that) created by the hard work of 10-15 generations of "owners" before me, that were not my uncles, nor my aunts, nor my parents, nor my grand-parents (and thus I do not have necessarily rights to it). They were other members, now gone, of a community that prospers thanks to their effort and the wise restriction on individual ownership rights adopted in the legal tradition of the cooperative movement.” 

There are few points to emphasize here: 

- The right to become a member (the so-called share capital) in most cooperatives worldwide cost a very low price. They remain in their nominal value all the life span of the membership in this cooperative. 

- These ”share capitals“ give members the right to control the cooperative, especially in the democratic mechanism of the cooperative. 

- The member owns his cooperative only on common basis, so if she/he quits the cooperative, he/she has no right of ownership in. Theoretically, if all members will quit the cooperative one day, each will get the ”five bucks“ mentioned above, which all together represent only small part of the assets value of the cooperative, and the rest will belong to no one of that cooperative, but belong, as the cooperative code of many countries stipulates, to members of other cooperatives. Why members of other cooperatives have priority to benefit of property gained by the members of another cooperative is a question that should be clarified further more. 

- A major argument, given by those who follow the ICA principles, as to why no individual member is aloud to benefit out of his relative share in the fixed assets of a given cooperative, be it a door or a window or more than that, is that these assets have been created by previous generations. This is the case with Desjardins cooperative, and other big cooperatives in the Western World. But in our world today there are many cooperatives, which exist only one generation period, so it is clear that the fixed assets were created by the contribution of the present generation of members. So, why a member has to pay all his life to create fixed assets, which will not benefit his heirs, but will benefit heirs of strange people to him. If we go over the cooperative literature,
we can note that big cooperatives in the Western World, after some generations, have ceased to exists, and as a major reason for, was the fact that they didn't belong, really, to their members. 

The argument from above is completed by saying that ”As it stands, I still think that I am co-owner of the co-op with some reasonable restrictions put into my rights to insure long term survival of the cooperative.” 

To this discussion another argument is added: 

"In most countries, a member has an ownership right to a share in the cooperative as a whole and indivisible unit" 

To my understanding the member is an owner, in this case, of nothing. 

Supposing that a member quits the cooperative. He/she gets out of the property of the cooperative nothing. Supposing that 40% of members quits the cooperative, they get out of the property of the cooperative nothing, but left the other members owners, collectively, of a property the remaining members have never paid for.  I see it as a great injustice. I see it as a major reason why older cooperatives are loosing out their viability, members' loyalty, members' motivations, and others difficulties.

4.3 Members are not linked to assets

A different point of view is brought to us. It says that there is no need to link members to ownership since “I believe that uses and sources of funds cannot be linked directly -- even in the case of cooperatives.” 

The cooperative is finance by its members' participation entirely (even when the cooperative is financed by a loan, these are the members who are responsible to reimburse the loan, and do it practically through their participation in the economic activities of their cooperative).

The member, according to my approach, finances the fixed assets of the cooperative directly, in equal part to other members. He/she has one part in this ownership. This is the first direct link.

The member finances the operations of his cooperative through an unequal participation. This is by the way, the practice all over the world. This is the second kind of direct link existing in the cooperative.

The above point of view adds that in many cases  “Most service based cooperatives will have relatively little invested in "fixed assets" and it is conceptually difficult to identify which member is "using" which fixed asset.  In production coops it is, in some cases, possible to directly link an asset's use to a specific member.”

In most cooperative legislations, worldwide, there is something, very significant, which indicates the fact that cooperatives do not belong to their members. In most legislations regarding cooperatives, in the case of dissolution, the law says that in such a case, all the assets of the cooperatives, financial and fixed ones would be sold and gathered in one fund. The money will be served: 

- To pay for debts if existing, 

- To pay to members for their shares (in nominal value),

- And the rest would go to other cooperatives or federations or the Registrar of cooperatives or to charity (depends on which country we are speaking). 

What are these shares members possess? These are practically long term fix deposits, since they do not represent any of the fixed assets value of the cooperative. The members get their shares, in the case of dissolution, in their nominal value. Generally, these sums are always valued below the annual inflation of that given country.

So, the value of the fixed assets is not going to the members of the dissolved cooperatives, but to members of other cooperatives. In my view, this is a great injustice. But, it shows also that members are not owners of their cooperatives, or at least, of its fixed assets.

This source says that “members in a cooperative do not have rights to freely transfer there "ownership" share to others and that the real issue is equality among members in voting on the decisions of the coop.”

Not in all circumstances. The hauling cooperatives, the public transport cooperative, the Moshav, all in Israel, enable their members, when quitting the cooperative, to get the real value of their individual Property Share from the cooperative. The consumers’ cooperatives in Israel, by decision of high court of justice, have divided their properties into equal, one per member, property shares.
 Members can withdraw from the cooperative and get the real value of their property share. In many cases the cooperative finance these payments from the money inflow, in cash or in credit, paid by the admission of new members into the cooperative.

Another practical arguments, continues the one above and adds to the discussion when saying that: “The governments of the world are not going to allow members of cooperatives to receive a share of the assets (fixed, physical, or otherwise) as long as cooperatives are exempted from taxation on income (whether termed profit or surplus).  A coop _can_ (not should) accumulate and use surpluses to build up the assets (alternatively the net worth) and then, by means of liquidation, effectively distribute those accumulated gains to members without the payment of income taxes. ”

This statement is a very important in two levels:

One is the issue of tax exemption, especially, income tax. There is no reason why cooperatives or members of cooperatives would be exempted from income tax. The problem arises when cooperatives, following the common approach to cooperatives functioning, have created too high surpluses (profits) as the net results of their annual financial activities, and when facing these financial results are looking to be exempted.

Cooperatives role is to serve the members at the best possible way, and at the lowest possible cost. When they finish the financial year at zero surplus, by serving best their members, they have no need to pay any income tax. On the other hand, members must pay, as any citizen in the given country, their personal income tax, according to the existing tax scale.

The second important point, brought in this source, is the fact that cooperatives can utilize surplus money to built up assets fixed or in financial means. In the case of liquidation, It agrees that these funds, the financial or the value of the fixed assets, would go back to members provided that income tax would be paid. I endorse completely this point of view, which is not conforming to the current ICA approach.

5. In Lieu of a Summary

The issue of ownership in the cooperative, whether owned by members on common basis or on individual basis, is, in most cooperatives in the world, not on the agenda. Various arguments have been brought above to explain why cooperatives belong to their members on common basis.

Surprisingly, a new approach to the issue of ownership in the cooperative
 brings a citation from the New Cooperative Act in Canada, where it says:

“ In my mind, the Canadian legislation states clearly that members are owners, have a right to the distribution of assets should the Co-op be dissolved (if there are assets) and have rights to dividends. Yes, some Co-ops in Canada allow non-members to use the co-op - it does not make them owners or confer to them any rights.”

This statement is very interesting since it is in contrast to the prevailing views about cooperative ownership in Canada. 

It looks like that the cooperative Act in Canada has now different elements, new ones, than what are other Acts, in so many countries, contain.

Downloading, in attempt to learn more about the issue, the last version, the one of April 2003, of the Canadian Cooperative Act, and trying to find out the new elements. Some quotes out of this Acts will be brought below, since they raise some questions.

" Shareholders right to vote:

288. Each investment share carries the right to vote on a continuance under section 286 or 287, whether or not it otherwise carries the right to vote."

This clause indicates, if I understood it correctly, that in Canada a member may have investment share, which gives him the right to be a partly-owner of his cooperative, when other member may be without this investment share. 

Another point is that the old idea; One Member = One Vote, is supplemented by a complementary one: One Share = One Vote.

Is it true that a member can have more than one vote in any democratic body of the cooperative in Canada?

Continuing from the cooperative act of Canada:

"Dissolution:

Definition of "interested person"

(8) In this section, "interested person" includes

(a) A member, a shareholder, a director, an officer, an employee and a creditor of the dissolved cooperative;"

This clause tells us that there exist in a cooperative, members beside shareholders. Aren't they the same?

"Membership shares

117. A cooperative with membership shares must have one class of membership shares, designated as such in the articles.

Equal rights

(2) Subject to Parts 20 and 21, the membership shares of a cooperative confer on their holder’s equal rights, including equal rights to (a) receive dividends declared on membership shares; and (b) subject to the articles, receive the remaining property of the cooperative on dissolution.

Membership shares

(3) The articles may not include any preference, right, condition, restriction, limitation or prohibition on membership shares, except as provided for by this Act."

"Distribution on dissolution

122. Subject to Parts 20 and 21, the articles of a cooperative may provide that, on dissolution of the cooperative and after the payment of all debts and liabilities -- including any declared and unpaid dividends, the amount to be paid to the holders of any investment shares and the amount to be paid on the redemption of membership shares -- the value of the remaining property of the cooperative is to be distributed or disposed of to any person, including distribution (a) among the members at the time of dissolution, in any manner, including equally among the members irrespective of the number of membership shares or amount of member loans, if any, held or made by a member; (b) among the members at the time of dissolution on the basis of patronage returns accrued to those members during a stated period before the dissolution; or (c) to charitable organizations or cooperative entities."

This clause tells that the Cooperative Act, in this case, doesn't take into consideration the Older Generation accumulated assets, nor the contribution to the community, at least as an option. It looks to me that the actual Act sees in most cases the members as owners of their cooperative individually, and not on indivisible basis, as required by the third ICA principle.

"One share, one vote

(5) If shareholders are entitled to vote in accordance with subsection

(3) Or otherwise in accordance with this Act, each investment share entitles the holder to one vote. Members may exercise shareholder rights if shareholders.

(6) Despite section 37, a member who holds an investment share may exercise any voting right that holders of investment shares have."

Two major possibilities presented now in the cooperatives in Canada are:

- Cooperatives where members own their cooperative on the basis "common ownership" of the co-operative.

- Cooperatives where ownership is divided between two bodies:

a. Members on common ownership basis

And:

b. Ownership by investors, even if on minority portion.

So the cooperative belongs, also, to investors, mainly new comers, who have nothing to do with the older generations heritage, those who have established originally the assets of the cooperative, and who, on "temporary" basis, deposited them in the hands of current members. The cooperative belongs also, on common indivisible basis, to the ordinary Members.

The important point to our discussions is why investors who may just came to the cooperative are more owners of the cooperative than members, who may have tenths of years of seniority in membership.

There exists an explanation to these questions
.

” You may not be aware that in Canada most co-operatives operate under provincial co-operative legislation. There are co-operatives that function under the Canada Co-operatives Act, but they are in the minority.

To truly understand the reality in the country, you have to look at all the acts. In Alberta, there are presently at least 3 acts that govern different types of co-ops. The Cooperatives Act, the Credit Union Act and the Rural Utilities Act. You will find similar situations in other provinces.

Many provinces are presently considering, or have been revising their Acts. Quebec is presently working on reviewing the Act that was adopted in 1996. Like healthy co-operatives, Acts are not stagnant they grow and evolve over time.

Many of the Acts have been looking at ways to increase access to capital by the co-ops. Some have included the ability to sell shares to non-members.  All the Acts I have read only allow for a minority position for Investment partners of up to 25% with Board representation of up to the same 25%.

The present Quebec act speaks of loans, or special shares with no voting rights. The difference here is that the co-operative could offer interest to the "partners" that could reach up to 25% and a share of the surplus that could reach a similar level. The new Act may bring some changes."

The eventual justification given is that when cooperatives are looking for capital, and members are unable to raise this necessity from their own sources, this is a possible solution.

It continues:

” Capitalization is a problem in the Co-operative World. Both Canadian National Umbrella organizations have been working diligently to find solutions and a major research document was submitted earlier this year.

Can the capitalization problem solution only be found in the divestment of ownership to non-member investors? The answer is clearly NO. The Canadian Worker Co-operative Federation was able to obtain a leveling of the playing field with other business models by obtaining the right for worker co-operators to place their share investments in their Retirement Plan. This increases the desirability of investing in their own work producing co-op..."

"There is also an issue regarding the definition and the types of shares in the country. You have common shares, investment shares, participation shares, non-participating shares, membership shares, contract shares etc. Some shares give you the right to use the services of the co-op, others to invest under whatever conditions are allowable, and others to a certain contracted economic relationship with the co-op.

These points do not necessarily answer your questions and comments. Canada, as many countries, operates under a complex web of co-operative acts and regulations, not just under one overarching National Act. Answering or commenting on a single act would not provide an accurate picture of the situation.

The issue of whom and how the co-op is owned is certainly an important one.   Some agree with your viewpoints. That is great the co-operative model and conditions in different areas warrant a flexibility that allows the model to serve the needs of its members.

I tend towards a common ownership of the co-operative business by the members rather than an individual ownership of the assets by the members.  I must admit that to me the most important factor is to ensure that the co-operative meets its members needs, not how it is owned.”

The practice in most cooperatives in various part of the world, and probably in Canada as well, is that when a cooperative needs finance, and members are unable to raise the funds from their own, the cooperative is trying to obtain a credit, from various available sources. This credit is reimbursed, during the time span of the credit, out of the current income of the cooperative.

(Note that practically the members are participating in this reimbursement on an unequal basis, and practically, members who participate more in their cooperative, are "punished" to pay more to an asset, which will belong to all members, on common basis, equally.)

When this credit is paid completely by the cooperative, there exists an asset, which belongs to the cooperative as a whole, but not to members individually, even though members have paid for it during years of participation.

Now, the cooperative is creating Investment Shares, and part of this asset is belonging to new comers, who are not members of the cooperative. Non-members are owners of part of the cooperative and members not.

Wouldn't it be better that when the cooperative is reimbursing the credit, each year part of the principal and the adjacent interest payment, this money would be debited from members accounts equally, so that when the assets no more payments to reimburse on credit, it is completely belonging to all members equally.
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