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GLOSSARY
OF TERMS

Budget — the amount of money that you have available to spend. The budget for something is the
amount of money that a person, organization, or country has available to spend on it

Bylaws — a rule made by a company or society to control the actions of its members
Cash flow — is the money that is moving (flowing) in and out of your business in a month
Contingency — a provision for an unforeseen event or circumstance

Business plan — a written description of your business's future, a document that tells what you
plan to do and how you plan to do it

Feasibility study — an analysis of how successfully a project can be completed, accounting for

factors that affect it such as economic, technological, legal and scheduling
factors and often used to determine potential positive and negative outcomes
of a project before investing a considerable amount of time and money into it

Forecasting — the process of making predictions of the future based on past and present data
and most commonly by analysis of trends

Governance — the action or manner of governing
Management — the process of dealing with or controlling things or people
Startup Capital — money, property, etc. used to start a business

Viahle — financially sustainable
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PURPOSE OF THIS MODULE

The purpose of this module is to provide a step by step guide for those seeking to start a new
cooperative. This module is designed specifically for entrepreneurs and individuals who have
adopted the cooperative as the preferred form of business structure. It is also useful for individuals
such as cooperative development educators whose role is to provide education and other technical
support to individuals and communities pursing the formation of a new cooperative.

If you use this module properly you will be able to:

Understand a three phase approach and the seven steps in starting a new cooperative;
Understand the elements of an effective feasibility study;

Understand the purpose, use and common pitfalls of a business plan;

|dentify the mission and business ideas that will provide the purpose of the new cooperative;

Identify the human and financial resources that are needed for the commercial and
organizational viability of the cooperative.

In studying this module you should also refer back and use, as appropriate, Module 1: What is a
Cooperative Enterprise? of the Caribbean Cooperative Management Training Programme.
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THE THREE PHASES OF
STARTING A COOPERATIVE

Module 1: What is a Cooperative Enterprise? provided an understanding of cooperatives, including
their advantages to other forms of business structures. Module 2 continues by looking at what is
required to establish a new cooperative enterprise.

Whether a producer, consumer or worker cooperative, starting a new cooperative requires an
understanding of the activities under each of the following three phases:

e Phase | - Develop the cooperative business idea

¢ Phase Il - Coordinate the pre-cooperative activities

e Phase lll - Organize and start up the cooperative

This module will review each of these phases to provide a step by step guide to starting a
cooperative. Each phase requires specific activities that are organized in this module using a 7
step approach below, as adapted from the Agriculture and Agri-Food Canada (AAFC) & Industry
Canada Guide to Creating a Co-operative (CoopZone n.d.).

Phase | - Develop the cooperative business idea
Step 1: Assemble a group of interested people
Step 2: Conduct a pre-feasibility study

Phase Il — Coordinate the pre-cooperative activities
Step 3: Hold an organizing meeting
Step 4: Complete a business plan

Phase Il - Organize and start up the cooperative
Step 5: Organize the cooperative (internal structure)

Step 6: Organize the cooperative
(business operations)

6.A: Plan the business operations
6.B: Plan and organize start up financing
6.C: Recruit and train staff

6.D: Ensure the legality of the business
operations

Step /: Hold the initial general meeting

Caribbean Cooperative Management Training Programmes
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PHASE I:
DEVELOP THE COOPERATIVE BUSINESS IDEA

3.1 Step 1: Assemble a group of interested people to identify an opportunity

The emergence of the cooperative model as a vehicle for social change is evident in the history of
the Rochdale Pioneers outlined in Module 1: What is a Cooperative Enterprise? Chapter 3.3. This
form of enterprise has its roots and continues to be relevant in addressing a need in the community
where conventional economic models too often fail. For a new cooperative to be successful, it must
firstly be borne out of an idea that seeks to address a need in the marketplace that is not being
satisfied by the traditional players. We have learned from module 1 that the cooperative model
can be a viable option in providing access to affordable goods and services, allow for greater
participation and inclusion in a wider decision making process, achieve economies of scale to
develop and grow commercial activity, and creates stable employment opportunities, particularly
for those with employment barriers. In some cases, the opportunity to form a new cooperative
can arise from the conversion of a privately owned commercial enterprise where the owner may
be looking to retire or for other reasons exit the business.. Whatever the idea, the start of any
new cooperative begins with a shared vision among a few individuals seeking to create greater
opportunities and in so doing, influencing local economies and communities for future generations.

Once the idea is clarified and agreed to, the next step is to arrange a meeting with potential
members to determine the extent to which wider support might exist for the business opportunity.
A willingness to contribute financially to advance the formation of the new cooperative must also
exist among potential members. If sufficient interest is evident from the wider group to proceed,
the next step will be to begin to create a steering committee to manage and report back on the
activities to be pursued.

3.2 Step 2: Conduct a feasibility study

This step moves the process from discussions and meetings to investment of time and financial
resources. Like any successful business enterprise, the goal of a new cooperative must be based
on its long term viability and not simply on the requirements to open doors for business. A feasibility
study is the first undertaking to test the viability of the idea before having members invest further
resources. Access to financial resources may be limited for a cooperative at this early stage of
development; however it becomes necessary for members to invest or source capital externally in
order to conduct a thorough and comprehensive feasibility study. The extent to which members
are willing to invest financially can give an indication of their commitment to the success of the
cooperative.

In many ways, this step is seen as foundational in determining whether the idea for a new cooperative
continues or ends. Given the fact that the results of this study will inform future decisions by
the membership, it is important for cooperatives to access any technical or financial assistance
available through their respective jurisdictions to engage qualified specialists including lawyers,
industry experts and accountants for this step.

An effective feasibility study will:
a) Conduct a preliminary market review;
b) Identify available technical and financial assistance;
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c) Assess receptiveness to the cooperative business in the local community;
d) Evaluate if the cooperative is the best legal framework to use or if the kind of
cooperative selected is the most suitable;

e) Define the intended benefits of the cooperative for members (eg. quality, price), and
the characteristics that follow from those benefits:
i. products and services offered (consumers’ cooperative); or
ii. products and services marketed (producers’ cooperative); or
iii. salaries and working conditions (workers’ cooperative);

f) Evaluate the project’s potential to attract the minimum number of members required.

The feasibility study will provide members with an objective assessment of the viability of the
business idea considering factors such as market potential, competitive analysis and industry
trends, as well as benefits to members. Based on the results of the study, the membership will
decide whether the cooperative will advance to the next stage. If this study is not conclusive, the
group should reevaluate its business idea. If this study shows that the planned cooperative is
feasible, the group can proceed to the next phase.

STARTING A COOPERATIVE ENTERPRICE PHASE I: DEVELOP THE COOPERATIVE BUSINESS IDEA
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PHASE II:
COORDINATE THE COOPERATIVE'S ACTIVITIES

4.1 Step 3: Hold an organizing meeting

With a common vision supported by a group of committed individuals and a study indicating
favorable conditions for financial success, the next phase in starting a cooperative focuses on
the enterprise. Members now begin to put in place the necessary structure required to govern
and manage the enterprise in accordance with the cooperative values and principles. Some of
the key activities undertaken by members at this stage will be to:

a) Choose the corporate name of the cooperative and the location of its
head office;

b) Define the cooperative’s mission (objectives, purpose);
c) Elect a temporary board of directors and secretary to the board;

d) Officially submit an application for incorporation as a cooperative
from the local ministry responsible for cooperatives.
(Note: Consult with your local Regulators to determine if a Business
plan is required before incorporating a cooperative).

4.2 Step 4: Complete a business plan

Like the feasibility study in section 3.2 above, the business plan is another foundational step that
will determine whether activities will continue to form a cooperative. Because of the importance of
this step, this module will spend more time understanding this topic.

4.2.1 Purpose of the business plan

A business plan includes extensive details on your business and is designed to forecast how a
business or a development project will be started, implemented, financed and managed. In short,
it is a working ‘blue print’ of the entire operation of the proposed enterprise or project. If done
correctly, it takes quite a lot of thinking and work to prepare a business plan but it will help organize
the business idea and will allow for a more realistic assessment of whether the enterprise has a
good chance of success.

The business plan can also be viewed as a roadmap for the cooperative that lays out where it wants
to go and what is needed to get there. It is a tool used by management and boards to anticipate
what that journey might look like and potential warning signs when the cooperative might be getting
off track along the way. In addition to guiding management and boards, the plan is also required
in cases where the cooperative may need to raise capital, whether from traditional lenders such
as banks or credit unions, public or private investors or wider membership. Investors will want to
assess the potential for the cooperative to repay the debt and at the same time fulfill the expected
investment returns. It must be stressed that the sole purpose of the business plan is not to secure a
loan. Rather, the business plan acts as a compass to guide the cooperative in allocating necessary
resources and remain focused on pursuing the desired result.

For these reasons, a business plan is an important requirement for any cooperative regardless of the
size of operations and whether or not the cooperative requires financing. In some countries, central

STARTING A COOPERATIVE ENTERPRICE PHASE II: COORDINATE THE COOPERATIVE'S ACTIVITIES
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or local government structures can provide assistance in the formulation of feasibility studies and
business plans. Given the importance of the plan to inform the future success of the cooperative,
it is strongly advised that boards and management invest adequate resources and take advantage
of any technical support available in their respective jurisdictions to ensure appropriate business
planning is done.

4.2.2 Key factors to consider about business plans

New cooperatives may not have the expertise within its membership to complete a suitable business
plan. The following should be considered at this early stage:
a) Obtain adequate funding for the business plan from sources such as:
i. internal financing by the members;
ii. special grants; and/or
lii. negotiate a technical assistance or business start up agreement with a specialized
organization;
b) Define the strategic objectives;
c) Evaluate the various strategic scenarios, production costs and human, material and
financial resources necessary;
d) Evaluate the various start up financing scenarios;
e) Conduct a preliminary projection of budgeted statements and of a cash budget (revenues
and expenditures, investments by members in share capital, partners, credit union or bank
loans and grants).

4.2.3 What level of financial planning is required?

The financial plan will take into consideration all the various activities and issues of the cooperative
that will have a financial impact. The volume and size of operations desired by the group will affect
the financial plan. The financial plan will determine whether the proposed business is financially
viable.

There are several important parts of the financial plan but the most important for a business
starting off is a budget and a cash flow.

Caribbean Cooperative Management Training Programmes



a) Budget:

A budget looks ahead and works out all the costs involved in setting up the business and
the revenue to be derived from operating the business. The month-by-month financial
budget will indicate in which month the cooperative will make a loss (when costs exceed
income) and in which month the cooperative will make a profit (when income is more
than costs).

The budget shows how much the cooperative has to pay out on a regular basis (e.g. rent,
power, interest on loans, insurance). These are called fixed costs. If you have employees
then not only do their wages have to be paid, but also arrangements for their social
security or national insurance and income tax have to be made. Other expenses will
vary according to the rise and fall of business income. For example, the amount of raw
materials the cooperative buys or the equipment the cooperative hires will depend on the
volume of work at a particular time. These are called variable costs. In summary, fixed
costs are expenses that must be paid irrespective of the volume of business activity.
Variable costs are costs that vary with the level of business transactions. Table 1 is an
example of a simple income and expense statement.

Table 1: Example of a single income and expense statement

INCOME AMOUNT EXPENDITURES AMOUNT
Sales of produce $50,000 Rent $2,000
Subscriptions fee $1,000 Loan interest $3,000
Investment income $5,000 Agricultural supplies $5,000
Salaries / wages $20,000
Utilities $1,500
Transportation of goods $3,000
Repairs / maintenance $8,000
Other expenses $2,500
Total $56,000 $45,000
Net surplus $11,000
Undivided earnings $23,000
brought forward
Undivided earings ending ~ $34,000

11

Some considerations that will inform the budget include:

STARTING A COOPERATIVE ENTERPRICE

How much money will be needed to start the cooperative? Any machinery and equipment
will need to be costed, as will the first stock. This is usually referred to as starting capital.
If people are going to work full or part time, how will they be paid for the period until the
business starts generating enough income? How long will that take? Will training need to
be paid at an early stage?
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¢ The costs of registering your organization and any legal costs may seem like small items,
but should be included in the budget.

e |f a workplace needs to be rented, research may need to be done. Ensure that the coop-
erative does not get more space and amenities than needed, but that there is enough room
for expansion within the length of the lease arrangement.

e Ensure that the usage of the rented premises fits existing planning regulations.

There may be costs involved in checking that or filing for a permit. There may be occupational
health and safety requirements on the workplace, which may need to be improved. Find out what
insurance cover the cooperative will have to purchase to protect its premises, equipment, members
and employees. Money for these types of outlays is usually described as working capital.

h) Cash flow / projected income and expenses:

This is the other important part of a financial plan. A cash flow projection sets out the
timetable during the start up phase of the business indicating when money comes into
the business and when it goes out. Different businesses have very different patterns of
cash flow. Sometimes no significant monies come in for several weeks or months. This
is typical of seasonal businesses (e.g. if one is operating in the low season for tourists
or raising chickens or pigs or planting fresh vegetables, root crops or fruit trees). Other
businesses may start having income from the first day they open (e.g. a retail store or bus
or ATM service).

The cash flow projection indicates where there will be a shortfall or a surplus in cash
resources. When there is a shortfall of cash, the cooperative will need to acquire additional
funds (working capital) to finance the shortfall. Where there is a surplus of cash, those
funds can be invested for the betterment of the cooperative and its services.

It may be that on paper the cooperative will be able to pay all the bills and still make a
profit. However, the cooperative must be mindful of the timing of cash flows. Sometimes
bills and invoices will become payable while the income may not yet be received. This
will give rise to a temporary inflow of borrowed or transferred cash. Good cash flow
management dictates that the cooperative should try to obtain a line of credit or access
to supplies on credit terms in order to cater for temporary shortages of cash. Alternatively
it would be advisable for the cooperative to invest its surplus cash in liquid assets so that
when there is a shortage of cash from operations, these liquid funds can be accessed
at short notice to buffer the shortfall. This critical review in the form of a commentary on
the cash flow trends (future, current or past) is called a ‘cash flow analysis’. Table 2
provides an example of potential cash inflows and outflows a cooperative may experience.

Caribbean Cooperative Management Training Programmes



Table 2: Example of inflows and outflows of a cooperative

INFLOWS AMOUNT OUTFLOWS AMOUNT
Shares $60,000 Share withdrawal $8,500
Deposits $20,000 Deposit refund $4,000
Subscriptions $3,000 Rent $5,000
Sales $200,000 Sales / wages $40,000
Investment income $10,000 Goods for resale $100,000
Purchase of fixed assets $25,000
Overhead expenses $30,500
Total inflows $293,000 Total outflows $213,000
Net surplus $80,000
Net cash flow $31,500
Opening bank / cash
Ending bank cash $144,500

4.2.4 Common pitfalls with business plans

13

Given the importance of this tool to assist in the formation of a new cooperative, it is helpful to
review some of the common pitfalls observed in many business plans and to use this knowledge
when developing a new cooperative. The following pitfalls should be considered in the development

and use of business plans:

a) Reliance on expert to complete business plan -

Although it is important to access expertise outside the cooperative, leaders of the
cooperative must be actively engaged in the development of the plan. Too often, the
final plan is the result of an ‘off the shelf” template completed by someone external to the
cooperative that may not have a thorough understanding of the vision or membership to
which the cooperative was established to serve.

This is not to say that external resources cannot be engaged to access technical expertise
in the development of a business plan, but when it comes time to apply for a loan,
approach private or public investors or approach membership for support, it is not the
external consultant that should be making representation on behalf of the cooperative, it
should be the cooperative leadership! Because of this, it is imperative that leaders within
the cooperative understand and are confident with the contents of the plan when called
upon to defend or explain specific areas.

b) Weak competitive analysis —

Those within the cooperative need to remember that despite the advantages of this form
of enterprise as described in Module 1: What is a Cooperative Enterprise?, starting and
sustaining a viable business operation requires more than aligned values and principles
in attracting and retaining customers. The cooperative business plan must demonstrate

STARTING A COOPERATIVE ENTERPRICE
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a sound understanding of the competition and competitive forces that exists in the
marketplace if it expects success and long term viability.

As a new entry, the cooperative must have a value proposition that differentiates it from
other established players in the marketplace, whether it is based on price, service,
product offering or access. Some jurisdictions may report sector specific data through
local government, chamber of commerce or development agency offices that can be
accessed to allow for a more thorough competitive assessment.

c) Unrealistic projections —

This component of the plan gives an indication of future performance, therefore ensuring
accuracy in the forecasts is essential not only as a way to validate the market demand for
services but also to give comfort to lenders, investors and members of a viable enterprise.
In the absence of historical experience, it can be challenging for a new cooperative to
develop realistic projections unless proper market and competitive research is conducted
to substantiate the demand and market. A common pitfall is that often sales are over
estimated and expenses understated. Furthermore, projections do not consider timing of
funds (i.e. cash flow) that impact operating requirements in some industries subject to
seasonality (eg. tourism, agricultural, fisheries sectors).

One approach cooperatives can adopt in setting realistic projections is by using an
average forecasting model that considers three scenarios based on optimistic, pessimistic
and realistic sales and expense levels. Another approach might be to assess sales based
on market share percentage from among its anticipated membership base. In theory,
all of the cooperative membership should be supporting the cooperative by purchasing
products and services however; some cooperative members choose to do business with
non-cooperative enterprises to satisfy the majority of their consumer needs.

Caribbean Cooperative Management Training Programmes
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d) Inadequate contingency planning —

Every great conceived plan always considers and prepares for the unexpected. There
will undoubtedly be circumstances, especially during the start up of a new cooperative
when unexpected developments arise, quite often outside the control of the cooperative’s
control. Examples of this are changes in government legislation (eg. licensing,
registrations, safety and health standards, environmental protection) or competitive
influences (eg. new store in the cooperative’s servicing market, lower prices), which will
have impact on the financial and regulatory operations of cooperatives. A strong business
plan is one that recognizes these possible occurrences and provides commentary on
how the cooperative will respond.

e) Gaps in management —

For a new cooperative, one of the challenges may be the inability to hire dedicated and
qualified paid staff. Module 1: What is a Cooperative Enterprise?, Chapter 6 discussed the
governance structure showing management as responsible for operations.

For smaller cooperatives where volunteers manage the daily operations (boards and
committees), the business plan needs to demonstrate adequate capacity among
volunteers to fulfill all aspects of management necessary for the cooperative’s success.
If, for example, a housing cooperative is lacking paid staff or volunteers with skills in
property management, the plan should acknowledge this gap and identify a resource
external to the cooperative (e.g. engage services of a qualified property management
firm) to oversee this critical aspect of the operations. The cooperative need not possess
all the required skills internally but, recognizing the essential responsibilities required for
success, the plan must address how any gaps will be plugged.

f) Document used only to secure financing —

Too often, the business plan is used as a tool simply to secure financing. If we accept
the idea that the plan is a roadmap or blueprint that guides the cooperative’s success,
financing is only one part of a bigger picture. Some cooperatives may not require
financing, but this does not mean that for these cooperatives a business plan is not
required.

With or without financing, the cooperative must be reviewing frequently (at least quarterly)
their actual results with the projections anticipated in the plan. This is important to ensure
the assumptions made in sales and expenses pre start up were in fact consistent and
accurate. The other reason for the frequent review of the plan with actual results is for
management to anticipate any changes that might be required to resource allocation (e.g.
greater than expected sales/demand may require increased staffing inventory purchases;
operating financing while lower than expected results may require a change to marketing
and promotions).

The plan is therefore seen as a living document that is amended and fine tuned based on
changes internal and external to the enterprise. If there is evidence of flawed assumptions
in the plan, management will have early signals to revisit the plan and make the necessary
adjustments to get back on track.

15
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As with the feasibility study above, members decide on whether they will continue to
advance the establishment of a new cooperative based on the results of the business
plan. If this study concludes that, although the planned cooperative looks feasible it
would not be financially viable, the group should consider terminating the project. If the
study shows that the new cooperative will be financially viable, the group can proceed to
the third phase.

4.2.5 The Difference between business plan and feasibility study

There is a major difference between the feasibility study and the business plan. The
feasibility study is the gathering and compiling of relevant information to assess viability,
whereas the business plan is about planning and strategizing to ensure successful
implementation. The feasibility study therefore is the prelude to starting a business plan. If
the findings of the feasibility study show a favorable likelihood of viability, only then will the
cooperative proceed to commission a detailed business plan.
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PHASE IlI:
ORGANIZE AND START-UP THE COOPERATIVE

At this stage, the cooperative begins to develop the governing structure in greater depth as outlined
in module 1: Chapter 6 — Governance of Cooperatives. The purpose of defining and establishing
specific committees is to encourage participation from the membership, ensure accountability of
assigned tasks and to distribute the workload among the members of the temporary board of
directors. Some of the committees that may be formed at this stage may include the:

® planning committee;
e training committee; and
e committee to draft by-laws

5.1  Step b: Organize the Internal Structure

This step requires a focus on the cooperative’s internal structure necessary in pursuing the vision
to service its members. Some of the specific activities at this stage are to:

a) Decide on the cooperative’s structure and define the various categories
of members, if necessary (consumers, suppliers, workers);

b) Determine the roles and responsibilities of the various democratic bodies
(general meeting, board of directors, committees);

c) Establish the articles and bylaws — check the local Cooperative League
or government cooperative branches for templates and other technical
support available;

d) Recruit members as users of the cooperative’s services but also to identify
future leaders;
and

e) Organize and offer a program to train members in the administration and
management of a cooperative, the chairing and running of annual meetings
(eg. parliamentary procedure) and the operation of a committee or board.

During the formative years, management of the cooperative is typically carried out by the steering
committee or by the executive committee of the board (president, vice-president, treasurer and
secretary). An Administrative Officer may be subsequently hired, subject to predictable resources.
But the prevailing formal structure is a board of directors elected by the members and a Manager
appointed by the board. The cooperative should decide on a decision making structure.

In most jurisdictions, a minimum number of persons are required by law to form a cooperative.
Section 15(1b) of the Saint Vincent and the Grenadines Cooperative Societies Act 2012 requires
no less than 25 paid-up members for a producer or service society and one hundred for a credit
union. Notwithstanding the statutory requirement, the minimum number of persons will also be
determined by the feasibility study that must precede formation of the cooperative.
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In order to grow and compete in the domestic market, ease of entry must be controlled in favor
of quality. The bar for viability must therefore be raised to avoid the large number of insolvent and
unsustainable cooperatives already on the registers of the various regulators (Saint Vincent and the
Grenadines Cooperative Societies Act 2012).

5.1.1 Governance vs. management

One of the defining characteristics of a cooperative enterprise is that all members are involved in its
ownership and governance. As decision makers, they approve the bylaws and are involved through
ongoing general meetings. From a policy making standpoint, decision making lies with the board
of directors which is mandated to act in the best interests of the members only. Paid management,
who is hired by and reports to the Board, handles the day-to-day operations.

When people decide to become members of a cooperative, specific skill sets are needed to ensure
the success of the cooperative’s governance and oversight as well as skills needed to manage its
daily business operations. In addition to the technical competencies needed at each level, strong
people skills are essential, including leadership, communication and team work skills.

It must be repeated that education and training for members is a prerequisite for forming and
running a successful cooperative. Cooperative education and training and effective communication
are not just a statement in the cooperative principles; they constitute a necessary condition for every
cooperative to perform efficiently, grow and compete. This process of sharing and empowering
starts before a cooperative is formed and continues as a regular feature of the activities of a
cooperative throughout its lifetime. Adequate programme time, human effort and budget resources
must be invested in this area.

5.2  Step 6: Organize the business activities

Once the cooperative has developed its bylaws, agreed on the appropriate internal governing
structure and trained members for specific roles, attention now shifts to putting the necessary
requirements that will support the business operations in place. It is important to remember that the
cooperative’s goal must be to operate profitability if it expects to fulfill its vision and mandate to its
members. As a result, the following activities should be considered by the designated committees
or in concert with an external resource person from the relevant government office or through a
private engagement.

5.2.1 Plan the Business operations
a) Draw up an organizational chart of the cooperative —

This provides a pictorial representation of the staffing structure and relationship between
staff influenced by the size of the cooperative (e.g. General Manager, Marketing Coordinator,
and Administrative Clerk). The chart can also be expanded to include relationship
between the various committees and board of directors, all of which are ultimately
accountable to the cooperative’s membership.

b) Do the operational planning for the first year of activities —

This is informed by the business plan with a focus on the specific activities, strategies and
resources required to achieve the expected projections for the first year of operations.

STARTING A COOPERATIVE ENTERPRICE PHASE I11: ORGANIZE AND START-UP THE COOPERATIVE
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c) Negotiate contracts for the supply of necessary products and services (inputs) and,
as required, sales or marketing contracts —

Depending on the kind of cooperative and the nature of the enterprise, these contracts
will be integral to the success of the cooperative and should be consistent with the
findings of the feasibility study and assumptions of the business plan. At this stage, there
should be no uncertainties about who the potential suppliers or other third parties to
enter into contract negotiations are.

d) Devise and implement an accounting system —

Sufficient research should be done to identify the most appropriate accounting system
given the size and scale of the cooperatives. Cooperatives should always be thinking
ahead and, although expected to start relatively small, the accounting system should be
adaptable to accommodate growth and scaling up of operations.

e) Define the duties and responsibilities of each position —

While it is helpful to understand roles and job descriptions of similar positions in other
cooperatives and forms of business in the marketplace, this activity needs to be specific to
your cooperative. As a new cooperative, key positions should be staffed with experienced
individuals who possess the necessary skills to establish systems and practices upon
which the cooperative can grow.

f) Develop a salary policy —
Attention must be given to strike a healthy balance between attracting and retaining
quality staff while also mindful of the financial position of a new start up.

g) Select and recruit the person to occupy the position of Chief Executive Officer /
General Manager —

This position may not be required at the start up phase but, depending on the growth
and complexity of the business operations, might be phased in over time based on
achievement of certain financial milestones established by the cooperative leadership
(eg. sales level, profits or membership growth).
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5.2.2 Plan and organize start up financing

Access to adequate capital is critical for any new enterprise and cooperatives are no different. This
step requires thought to the options available to the cooperative in accessing the right amount and
type of capital to support a successful start up. Before specific activities that should be undertaken
at this stage are considered, the sources of capital will be explored.

5.2.3 Sources of capital

As a member owned and controlled enterprise, a cooperative has several options in which it can
raise capital internal and external to the enterprise.

a) Internal sources

. Member contributions (shares, loans and deposits) are an internal capital source.
Some members can provide extra funds to the cooperative in the form of a loan,
grants and donations. The cheapest source of funds is from the members. However,
if there are many people with a recent work history or are unemployed or marginally
employed, funds will be in short supply. Nevertheless, members should try to invest
in the cooperative as this helps to strengthen commitment. Some members may have
surplus capital that they may wish to lend to the cooperative.

ii. Members can also provide funding to the cooperative by investing in casual savings
and fixed term deposit accounts in, for example, a credit union. Modern legislation
prohibits producer and service cooperatives from taking deposits and making loans,
since this is not their core business. This protects them from handling the proceeds
from crime and terrorism.

ii. Membership fees and periodic charges (e.g. cess funds) payable by members
with purchases from and sales to the cooperative are methods used by societies
around the world to strengthen their capital base.

Before embarking on a campaign to secure capital from members, the cooperative
should ensure it has secured the appropriate approvals from The Registrar of
Cooperatives and other government and regulatory offices.

h) External sources
I.  Commercial loans are provided by approved financial institutions that generally
require security and, in the start up phase, prefer to provide short term finance rather
than long term. Some cooperatives may require permission from their regulators
before they can borrow externally.

i. Suppliers and service providers may agree to defer payment during a start-up phase.

iii. Donor agencies run a number of programmes in the Caribbean that give assistance
to certain kinds of business projects. Promoters can inquire from the embassies and
international agencies in their country or in the region if the programmes are available.
The board of management must be careful not to overly rely on donor assistance since
these donor organizations sometimes change their policy with respect to countries
and sectors in which they provide funds. The requirements stipulated by donors for
accessing their funds and for reporting on use of funds are also onerous. Donor driven
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organizations need to be weaned off grants and free technical assistance so that they
can grow sustainably. The medium or long term goal of the cooperative should be self
sufficiency.

iv. Under anti-money laundering legislation and regulations, receipt of funds into an
authorized cooperative may require that depositors or investors disclose the source of
funds. This is in keeping with best practice aimed at curbing money laundering as well
as protecting legitimate businesses from the dangerous repercussions of using the
proceeds of crime. Junior or school based savings cooperatives, in particular, must be
safeguarded.

5.2.4 Reducing the finance required

It is often difficult for any new enterprise to access financing due to inadequate collateral to secure
the debt, but also because of limited history that lenders can have comfort in for future repayment.
For these reasons, a new cooperative might look to internal sources of raising capital or applying for
non-debt capital such as grants.

In addition, the following methods can be explored to reduce the need to secure traditional debt
financing:

a) Leasing property and equipment rather than buying it outright;

b) Donating labour rather than money — This practice is common with manu-
facturing and housing cooperatives as well as in some other cooperatives
where labour is needed. Some examples are building a shed or store, or
stock taking or stacking goods in a warehouse. This is referred to as ‘sweat
equity” and will depend on the type of cooperative.

c) Negotiating favorable credit repayment terms with suppliers where possible
to extend payments — This method, together with implementing a strong
invoicing and collections policy to collect funds from customers, will result
in maximum cash flow and reduced need for financing.

d) Delaying or phase over time larger capital expenditures where possible;
e) Securing early or advance payments for customers.

After assessing the need for capital and determining the best source at the early start up phase,
the cooperative will need to consider the following activities under this step:

a) Determine the value of the membership share to become a member;

b) Determine the value of the share capital on start up and during the first
three years of operation (in terms of the expected growth in the number
of members);

c) Prepare the preferred share bylaws (if applicable);

d) Prepare the loan bylaws (if applicable);

e) Draw up the overall financing plan for the first three years of operation;
f)  Draw up the business plan;
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g) Negotiate the capital contribution of external financial partners (if
necessary) - Venture capital corporations, private funds or credit union
investment programs;

h) Apply for a government start up grant (if they are available and if required);
and

i) Negotiate medium term credit union or bank loans and a line of credit.

The cooperative should proceed with the project only after the equity required by the business plan
is raised, and funders, creditors, suppliers and customers are confirmed to meet the volumes of
business identified by the business plan to at least break even.

5.2.5 Recruit and train staff

This step begins to put in place the right people to manage and operate the day to day affairs of the
cooperative. The activities to be pursued include:

a) Selecting and recruiting employees (responsibility of the Chief Executive
Officer, except in the case of a worker cooperative where recruitment
decisions are usually made collectively);

b) Organizing and offering a staff training program;
¢) Organizing and offering a cooperative training program.

5.2.6 Ensure the legality of the business operations

This step requires attention to the various formalities in obtaining the legal authorization
necessary to start up the business activities. Each jurisdiction will have its unique
requirements however, in general, this step requires the cooperative to:

a) Register with government offices including Department of Cooperatives,
payroll remittances and taxes relevant to the cooperative;

b) Register with, or be licensed by, other legislation or federal or provincial
departments relevant to your cooperative (eg. sector specific such as
fisheries, housing, agriculture);

c) Have bylaws approved by the founding members;
d) Determine registration fees;

e) Present minutes from all formation meetings;

f) Demonstrate financial projections; and

g) Provide any other information required by law or reasonably requested by
the regulator.
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The process of forming and registering a cooperative involves not only the founding members
but also the government. For example, in Trinidad and Tobago the application for registration of a
cooperative is the responsibility of the steering committee of the particular cooperative society in
formation. In Jamaica, Barbados, Guyana, Belize and the countries of the Organization of Eastern
Caribbean States (OECS), this is led by the steering committee elected from among the founding
members. This committee must complete an application form and submit it with three copies
of the bylaws of the cooperative and the cooperative's business plan to the Commissioner for
Cooperative Development (Trinidad and Tobago), the Director of Cooperatives (The Bahamas) and,
in the case of the other territories, the Registrar of Cooperatives. In some countries, this application
form should be signed by a minimum of 12 members of the pre-cooperative. In other countries, the
legislation requires 25 signatories for a producer or service cooperative and 100 for a credit union
(Cooperative Societies Act, Grenada, 2011 (No. 8); Cooperative Societies Act, St. Christopher and
Nevis, 2011 (No. 31); Cooperative Societies Act, Trinidad and Tobago, 1971 (No. 22)).

A technical officer from the regulatory authority assigned to guide the registration process will
review the application. Whereas in the past it took as much as one year to register a cooperative, it
is expected that not more than four months should elapse before a decision is given by the Registrar
or Commissioner or Director of Cooperatives as to whether the proposed entity is economically
viable and will not become another burden on the public purse. Care in accurately and clearly
providing all the information required in the application form, as well as all other documents that
must accompany the application, may also help reduce the time it takes to register a cooperative.

5.3 Step 7: Hold the initial general meeting

It is only fitting that at the beginning a new cooperative starts with an idea by a group of individuals
and ends with requiring a vote from a group of individuals. The last step in establishing a new
cooperative reinforces the second principle of cooperatives: democratic member control. This final
step in starting a cooperative is the calling of a general meeting among the members to cast a vote
and approve the following:

a) Adopt the bylaws;
b) Adopt the business plan;

c) Approve the cooperative’s membership in a sectoral federation or an inter-
sectoral intercooperative organization (if applicable);

d) Appoint an external auditor; and

e) Elect the members of the board of directors, and of any other committees
(if the general meeting has the power to do so).
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TRANSITIONING FROM PLAN
INTO START-UP

A wise promoter or facilitator would recognize that timely decision making and plan implementation
have not been a strong point in many cooperatives. A lack of self confidence, refusal by some
boards and management to delegate implementation authority and the preference to micromanage
operations are some factors observed.

Knowing the typical slowness of the government bureaucracy, steering committees, promoters and
facilitators should enable the cooperative to devise creative ways of improving the ease of doing
business in the cooperative sector. Committing all top officials concerned to a schedule of key
activities and sustained coordination helps to minimize unnecessary delays, while addressing risks
and pitfalls in getting registered, accessing finance and generally ensuring democracy within the
cooperative does not kill entrepreneurism and business growth. Achieving consensus on the use of
affordable technologies is an extremely important objective for achieving early market penetration.

Starting a cooperative is similar to going on a journey and contemplating the best way to get to your
destination. Next you decide whom and what you wish to take with you. Finally, you assemble all
the things you need for the journey, then check and double check them. Then, before you set off,
you think of what could happen in an emergency, so you may plan an alternative route if the first
route becomes difficult, and you may pack some extra things for the ‘plan B’

Finally, however, there must be closure - a clear and final decision taken by the informed
shareholders to proceed or not with the plan and financial requirements, with no hidden agendas,
for the journey. When you are finished with this module, move on to Module 3: Cooperative
Organization and Management.
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1. What are some reasons a person or group of individuals might want to start a cooperative?

2. What is the difference between feasibility study and a business plan?

28

3. Name three types of enterprises other than cooperatives.
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4. Name and describe two major statements in the financial plan.

See the ABC Guide for the English-speaking Caribbean:
A to Z in Planning and Starting a Cooperative.

STARTING A COOPERATIVE ENTERPRICE

TEST YOUR KNOWLEDGE
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