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Worker Co-operatives


Worker Co-operatives are businesses that are controlled and collectively owned by the people who work in them. Usually there are no outside shareholders that have voting rights and the workers are responsible to each other instead of a manager or “boss”.  The workers can choose what they make or what service they provide, and whom they sell to, as well as deciding what to do with the profits.





Workers' co-ops are based upon these principles:


The workforce should both own and control the enterprise.  


Labour hires capital rather than capital hiring labour. The reward for capital investment should be based on a reasonable interest rate and should not have any voting or controlling rights attached to it.  


The reward for successful trading should be of benefit to the workers.  Any profits should be distributed as the workers decide.  


Only workers within the enterprise can be members of the co-operative.  


That a democratic process of decision-making (usually one member one vote system) should apply.  


Membership of the co-operative should be open to all workers without social, political, ethnic, 'racial' or religious discrimination.  





In simple terms, a worker co-operative is a business owned and controlled by the people who work in it.  





The business can be any activity, manufacturing or service, trading with a view to profit. The business will be registered as a company under the Companies Act 1985 or as a Society under the Industrial and Provident Societies legislation. In order to be a co-operative, the business will have to demonstrate to the relevant registrar that its rules conform to co-operative principles. Most worker co-operatives register using “model rules”.





The main advantage of a worker co-operative is that the workers themselves have say in the running of the business and they also have a share of the profits created by the business.  However, the adoption of a suitable structure merely provides a framework for the organisation of the co-operative, it does not ensure democratic or commercial success.





Worker co-operatives are businesses, not voluntary organisations or charities. They need to trade profitably to survive, even though commercial success is not their sole objective.





Usually, all the people who work in the co-operative are members.  Any new employees are normally admitted by a joint decision of the membership after they have completed a short trial period. People who stop working for the co-operative give up their membership when they leave.





It is important to remember that while being in a co-operative can provide a more satisfying working environment it also places many demands on the members' time and energy to make it succeed.








Worker Co-operative Case Studies





Owens Roofing Contractors Ltd


Set up in 1996 as a company limited by shares, the 12 employees of a local roofing contractor purchased the business outright. The Centre assisted with identifying the sources of funding required to purchased the assets, advised on the business plan, negotiated with the vendor and the employees to come to an agreed purchase and sale. Today the business is 100% employee owned in that each employee has invested in shares in the business and has a say in its running through the general meeting.  The board of directors is all nominated representatives of the workforce. Morale and output at the company has improved now the employees own and control the assets and the business.





Williams Commercial Bodies Ltd


This business was also purchased from the owner who wished to retire from this particular market. Over 20 jobs were secured when the employees invested in shares and purchased the business from their 'boss'. They maintain a successful relationship with the previous owner who concentrates on sale of new vehicles, but are successfully developing their own business in the construction and repair of commercial vehicle bodies. All employees vote for the board of directors at the AGM and are able to share in the profits of the company through dividends on their shares. 





�
Secondary (Marketing) Co-operatives





Definition of a Secondary Co-operative


A secondary co-operative is a corporate trading organisation set up by a group of individuals or businesses to provide themselves with services on a co-operative basis. The business will recruit member businesses or individuals that have an interest in the service it aims to offer. The members will be entitled to vote at the AGM to select those who will represent them on the company's board of directors.





There are two major forms of secondary co-operatives - marketing and service.





Marketing Co-operatives


First and foremost it is a business in its own right. It will take a legal entity either as a company registered with Companies House or a society registered with the Registry of Friendly Societies. Its members are those who use its services.





It is a corporate trading organisation set up by a group of individuals or businesses to provide a common service or facility.


It promotes and markets the goods of its members on a shared cost basis.


Usually it carries out most, if not all, the functions of a marketing department within a large company and oversees quality within the group.


Members pay for the services that they receive. Out of those payments the co-operative will have its riming costs, provide and keep a reasonable level of reserve against a temporary setback in income and provide for future plans. Members are wholly involved in decisions relating to charges.


The Co-operative can be registered to have "mutual status" whereby it can only trade with its members and so enjoy tax benefits. The co-operative does not exist to make a profit for itself; its aim is to increase the profitability of its members' business.





Service Co-operatives


All the principles described above apply to the services co-operative. Where the marketing co-operative promotes products, a services co-operative promotes the services of a group of individuals. Alternatively, the service co-operative may purchase a site or building that it will use for the benefit of the members. The co-operative will then own and mange the property and is able to enter into contracts in its own right.





Properly organised, secondary co-operatives provide a fair and democratic way for individuals and small businesses to compete more effectively in the market place.





It offers the individuals the advantage of economies of scale that they would not otherwise enjoy and to organise themselves in formal co-operative way to achieve common goals.  Examples are wide ranging, reflecting the different needs of the members that they serve.





Examples include:


Collective purchasing of raw materials to ensure supply and benefit from discounts


Taking on the lease of premises for joint occupancy (e.g. craft centres)


Running training schemes


Management Agencies (e.g. actors)


Office and Communications Services (e.g. Taxi Drivers)


Collective Marketing





Secondary Co-operative Case Studies





Ely Distribution Centre Residents Association


Established in June 1994, the members of an industrial estate in Ely, all being individual businesses in their own right, formed a secondary co-operative to manage the affairs of the estate members. Immediately, the new company arranged a contract with a local firm to construct security fencing around the estate and to provide 24-hour security. In the future the company will purchase the estate from its current owners. The new company has established a board of directors from individuals of three of the resident businesses and introduced an annual membership for all residents.





Welsh Black Beef Marketing


Quality Welsh Black Beef had always been recognised within Wales but those who farmed it were unable to reach the market in significant quantity. Individuals involved in the Welsh Black Cattle Society and Food Promotion Wales, but perhaps more importantly, the Welsh Black Beef farmers themselves carne together to form a marketing co-operative with the sole aim of marketing Welsh Black Beef throughout the Principality. Members pay an annual fee and in return will receive the marketing service of the company.





�
Food Co-operatives





Introduction


A food co-operative is a group of consumers, usually in a localised area, who want to obtain good quality, healthy food at the best price, and get together to take advantage of combining their buying power to buy in bulk.





The co-operative principles of equal, open and voluntary membership are adopted, and indeed they can register under a bona fide constitution if they so desire, although often this is regarded as a bit overkill. Thus food co-operatives tend to operate on more of a 'club' type basis, still with the idea of a group of people organising themselves for mutual benefit.





A food co-operative does need to have a day to day organisation and those who are to benefit from it are those who should participate in it and share the responsibilities. This is a good way of learning the ethics of 'self help' and community organisation, and often provide a very useful stepping stone to more advanced formats once the participants have had an opportunity to see the way it operates.





There should be a formalised set of rules in place from the outset, and it is a good idea to have someone with experience assist in their development so that everyone is clear about how the co-operative runs and what their responsibilities are likely to be.





Organisation


Normally, and by way of example, the food co-operative will have an arrangement with a wholesale supplier who will agree to deliver at a regular interval and at an agreed minimum order value. To start with, the food co-operative will offer a limited range of products which will minimise the need to hold stock, and also will make it easier to achieve bulk buying quantities.





The co-operative will put in the order and the supplier will deliver it.  There needs to be a place to have the goods delivered to, which could be a private address or a village hall or community centre etc. as long as there is someone to check the delivery and sign for it. Members of the co-operative will then split the bulk into the quantities required by the individual households and either the households will collect or have the goods delivered, or a combination depending on mobility, available transport etc.





As the co-operative develops it could offer a wider range of goods and may consider holding a small stock, possibly a range of complementary goods such as organic vegetables (obviously not to stock) or environmentally friendly household products.





Equipment


There will need to be some equipment in order to run the enterprise hygienically and properly.  For instance, scales will be needed to split down goods which come in sacks or bags, smaller bags to put the stuff in (these can be recycled), plastic gloves for hygiene, and large bins to keep stock dry and fresh, especially if a shed or similar is being used.





Financial


There is a small start-up cost, mainly for the equipment mentioned, but a small subscription could be charged to join the co-operative to raise some of it. It may be necessary to take payment either with order or a day or two before the delivery is due if the supplier will not extend credit. Normally the supplier will agree a short period of credit once a trading relationship has been established and the orders are coming in fairly regularly, or have achieved a high enough average order value to enable this to be more economic.





It is worth checking what the delivery charge is and what value the order would have to be to avoid paying this. It may be more economic to pay a mileage allowance for someone to go to the wholesalers and collect the goods if it would fit into available transport, or spacing the orders so that they are large enough i.e. once a month rather than once a fortnight.





Legal, Tax, Benefits etc.


The food co-operative would have the advantage of being a fully mutual organisation not trading for profit and would therefore not have to pay tax on profits. It would also not distribute profits and would not therefore produce taxable income for its members or affect benefit entitlement.





It is still a good idea to keep simple accounts, both to be able to prove these things and so those members may "inspect the books" if they want to.





The co-operative should not have to comply with the health and safety act provisions for traders, (though this would depend on the type of goods being handled) although it is obviously advisable to set minimum guidelines for hygiene and have some way of ensuring that they are maintained. The Environmental Health Department of your local council should be approached for advice.





Further Development.


There are other benefits to starting this type of project. Once members are used to working as part of a team, and can identify the benefits of 'self help' organisations it is much easier to take this understanding and apply it to other areas of life. So, people who are involved food co-operatives are more likely to get involved in a craft co-operative, credit union or worker co-operative for example.





It is also the perfect place to disseminate relevant information, maybe by way of recipe ideas to encourage use of healthy alternatives with which members may not be as familiar, or perhaps by arranging cookery demonstrations to the members of the food co-operative.





�
Housing Co-operatives





A Housing Co-operative is a business that owns or rents property for the purpose of housing its members.  A fully mutual Housing Co-operative is one in which all members are tenants or prospective tenants, and all the tenants are members.  In other words it is the people that the co-op is housing, or intends to house, who decide how it will be run, and no one else.





If a registered Housing Co-op is fully mutual, it is en tided to exemption from corporation tax on all income from rent.  Because the Housing Co-operative can behave as a landlord, the grants and benefits can also be received by it, in particular, Housing Benefit.  This is very important for Co-ops with tenants on low incomes.





An important part of Co-op rules for Industrial and Provident Societies is the clause that states that no payment can be made to members.  No profits are paid out, no wages can be paid for work as an officer of the Co-op, and no bonuses or cash handouts are possible.  This is why they are 'Friendly' societies - they are run by volunteers.





A company might not have the same rules, but it would probably not be possible for tenants to claim Housing Benefit.  Housing Benefit is meant to go towards the provision of social housing, and not to be passed on to the claimant.





Housing Co-ops have proved to be effective forms of management.  A report by the accountancy firm KMPG said they came out best for maintaining properties and providing a good service to tenants.





Loan stock is a simple form of investment agreement that may be used for finance.  





Typically, it has these features:


Each "issue" of loan stock has a maximum size; people can buy loan stock until this maximum has been reached.


The issue has a closing date at which time all the loan stock must be repaid. Repayments before that time are at the discretion of the co-op.


When the closing date is reached, the co-op must either repay the loan stock or make a fresh issue that they can invite the investors to transfer their investment into.  There should not be regular, identical issues, as that can lead to a conflict with the banking act.


The co-operative may not pay more interest than is necessary to secure investment - in other words; it should be similar to commercial rates.


Holding loan stock does not give any rights of membership.  Holders of loan stock may leave and join the co-op without any effect on their investment


Obviously, it is not as secure or as flexible as investing in a deposit account, or in housing. However, it does allow you to improve your housing without being tied to a mortgage. Some co-ops run 'rolling loan stock schemes' where at the end of each issue, a fresh issue is made which replaces it.  This way, the loan stock is never actually paid of if this continues too long, it will conflict with the banking act, and an alternative should be found.  Radical Routes has recently registered a separate investment co-op; the members of this co-op buy shares in it, and the money can then be loaned to Radical Routes on similar terms to loan stock.  Housing co-ops could do something similar.





The Equity Continuum


The choice here is not a simple one between common and private ownership.  In fact, housing co-ops have been used to provide a forum for tenants living in properties owned by someone else (many Council estates are run in this way).  Your co-op can choose the mixture of ownership and management that it wants.  Ownership comes from using rental income to pay off mortgages, loans, and loan stock.  If the income is insufficient to meet the finance needed for your project, then the remainder will have to be some kind of 'rolling loan stock' investment.





Conclusion


If you are persuaded that the co-operative way of working is more compatible with the ideals of co-housing, it should be possible to find a structure and form of finance that will satisfy the needs of the various people involved.





Ideally, the group will be prepared to accept paying rent for their housing - with perhaps some kind of 'co-op dowry' scheme substituting for the equity of home ownership.  If so, it is a simple matter of calculating how large a mortgage your rental income will cover and seeking rolling loan stock to cover it.  If you can generate other sources of income over the years to pay off that loan stock, your co-op will then progress steadily towards full common ownership.  If you want a set-up that feels more like home ownership, then you will need either a rolling loan stock scheme (cheap to establish, but can't last forever) or an investor’s co-op (much more flexible, but more expensive and complex to set up).  The interest on the investment can cover some or all of the rent that would have been paid.  However, as long as 50% of your finance is on these terms, the co-op will never get past 500/0 common ownership. Still, if this is necessary to make your project work, it may well be an acceptable compromise.





Finally, here is an assessment of the pros and cons of using a co-op structure partly financed by member's investments:





Advantages of a Housing Co-operative


It is easier to obtain housing for people on low incomes and with little capital, and so enables a greater diversity of people joining


More secure if your financial circumstances change (e.g. if you lose your job)


All tenants have an equal say over the whole property


No danger of individual units being repossessed


No danger of anyone selling their unit to someone inappropriate


Reduced potential for conflict because everyone is there on the same basis


Less interest paid to financial institutions


Individuals are protected against falling house prices.





Disadvantages


No individual benefits from any rise in house prices (unless an equity stakeholder co-op is formed).


Rents could be high if not enough loan stock is invested.


Loan stock investors would have to invest their money for a minimum length of time, and would not be able to 'sell up' as easily as private owners.


If the co-op continued past the closing dates of more than a few similar issues of loan stock, there might be a conflict with the banking act.  Setting up a separate investor’s co-op (as Radical Routes has done) should avoid this problem.





�
Community Co-operatives





What is a Community Co-operative


A community co-operative is a corporate trading organisation set up by a community. Usually, it will either be defined by a particular geographical area or by an area of special interest.  A community co-operative is run on co-operative principles (see Factsheet 2.1).





The members of a community co-operative form a business to provide goods or services to benefit their interest. The reasons can be many, for example to save a village shop in a rural area, to bring employment or to preserve heritage and promote tourism.





In each case the membership may be wide so as to get support for the venture. The members will participate in the policy of the co-operative through a democratically representative, usually one member one-vote, system of democracy. The benefits will be a return to the wider community and the indirect stimulation of activity with a local economy often through the direct creation of jobs.


Main Points to remember:


it does not distribute profits to members - they are reinvested in the community.


it is democratically owned and controlled by its members - one member, one vote


it benefits a particular 'community' - often one where unemployment is high or among groups suffering from discrimination or social disadvantage.


it creates employment opportunities and provides services for the community, profit is not the highest priority, service provision is.





Who Does it Involve


The significant extension of community co-operatives will depend on a partnership between:


local people, both employed and unemployed.


community and development workers, because their support will assist the process.


a range of educational, financial, advisory and business organisations, because their involvement will help to ensure a flow of finance, ideas, expertise and facilities that will be vital to new community businesses.


local authorities, because there is a pressing requirement for the development of new forms of local economic intervention that address the needs of the increasing numbers of communities affected by unemployment but unaffected by policies aligned at regeneration.


We encourage community groups to incorporate as either a company or a society. 





�
Community Co-operative Case Studies





Menter Artil Groes


The local petrol station and village shop post office were destined for closure in the small village of Groes near Denbigh, CIwyd. However, the local residents decided they could purchase and manage both establishments themselves. Through the advice of the Wales Co-operative Centre the residents formed a community co-operative as a company limited by shares and negotiated a deal with the owners raising £30,000 in share capital matched by public sector funding. The villagers receive the service they need and the businesses are owned and controlled by local people for the mutual benefit of everyone.
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