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Preface

In January 1989, while on sabbatical leave in Auckland, New Zealand, I
receved a telephone call from Mr. Joe Arvay, Q.C., of the Attorney General's
Department of British Columbia. Mr. Arvay had been assigned the task of leading
the legal team for the Province of British Columbia in defending an action
brought against it and fowther parties by former members of the Teachers'
Investment and Housing Quperative. The plaintiffs had lost money, a lot of
money, when the coperative became bankrupt. Mr. Arvay had a number of
guestions for me concerning-operatives, their naturehe principles that guide
them and their practices.

| had answers to most of the questions. However, when asked whether | could
verify my answers and opinions in a manner that would satisfy a court, a problem
became clear. There was no easy source thaturegpthe full range of co
operative theory and there was not in existence a study that tested the practice of
co-operative principles. As a result, the Attorney General's Department of British
Columbia offered to finance a study that reviewed the litezabmn ceoperative
theory and examined emaperative principles as they are actually practiced.

The work to be done required skills, talents and energy beyond that possessed
by me. Anne McGillivray, a law professor at the University of Manitoba, became
involved in the project. Anne's energy, ability to structure and carry out empirical
research, and to engage in a high level of conceptual thought earn her first author
status on this paper.

Anne and | owe thanks to others. Clarence Fairbairn organizeddfilesp
and charts of the eleven -operatives from information provided by us. Mary
Lou McLean worked with several drafts of material from different word
processing systems yet put them together in one whole paper; patience was a
virtue much in demand tachieve the result. June Bold's considerable editorial
and computer skills are responsible for a much better final product than otherwise
would have been the case. These three people deserve our gratitude but any
shortcomings in the paper belong to Ish MuGillivray.

The eleven executives interviewed for the study deserve a special thanks, too.
Their candor and eoperation in providing information and insights were much
appreciated. Although there is very little in this paper | believe they would not
want attributed, it was agreed that we would not identify individuals. With regret,
| will maintain that confidentiality even for this present purpose.

This paper and the study conducted were not done under the auspices of the
Centre for the Study of Gopeatives but the content of the paper was thought to
be worthy of publication in the Centre’s occasional paper series. The law suit
which initiated this research was settled recently, prior to going to court.

Daniel Ish

Occasional Paper Series, #92-01
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Abstract

Certain popularly held beliefs about co-operative principle and practice are
not entirely consistent with the facts of co-operative business in Canada. In order
to get a more accurate picture of co-operative enterprise, a two-fold study was
undertaken. The first part sought to determine whether the term “co-operative
principles” has a fixed meaning and to ascertain what are these principles. The
second part examined a selection of co-operative businesses chosen from those
most unlike the popular picture.

Part I of the study consists of a review of the literature on co-operative
principles. The review discloses a variety of interpretations of principle as well as
significant changes over time in the principles considered central to, or definitive
of, co-operative practice. Part Il, based on corporate documents and interviews of
managers of co-operatives, presents the business profiles and investment
practices of eleven multiactive and/or risk-taking co-operative businesses. Co-
operatives engage in a full spectrum of business activities, as do investor-owned
corporations, but are bound by slightly different practical considerations based
on co-operative requirements. In conclusion, there appears to be nothing inherent
in co-operative principle, in theory or in practice, which dictates a narrow model
of co-operative enterprise.

Centre for the Study of Co-operatives



Introduction

It is widely assumed outside the-operative sector that emperatives are small,
unifunctional, closely managed, localized, ethical enterpngkesse sole purpose is
service. When services are no longer required, the enterprise dies a timely death.
Conversely, when services are required, particularly in economically marginal areas, a
co-operative will spring from the soil of community needs. Makmoney is not a real,
or legitimate, purpose of emperatives. These assumptions are not dislodged by the
existence of the huge Prairie wheat pools or the massive banking and investment systems
which comprise the Mouvement Desjardins.

On its face, the gpular picture seems to capture the essence of the Rochdale
model on which Canadian -@perativism is based. However, the Rochdaleperative,
established in 1844, itself resembled this type edperative for only a short time before
it branched out vdely in business purpose and organizational form. Nor did this picture
represent the extent of the Rochdale founders’ vision, which embraced a network of
linked enterprises which would meet all community needs.

With a few historical exceptions, linked Elized ceoperative networks have not
formed in Canada. Coperatives have, in fact, developed a complex of organizational
forms: vertical and horizontal integration; looser economic affiliation with one another
through joint venture; joint ventures withrdinary corporations; and ownership of
ordinary private corporations through shares, purchase or creaticopetatives
individually carry on a variety of business purposes within the body of tHopeative
as well as through affiliations with other ergrises. Such multifunctional, or multiactive,
co-operatives dominate the sector, leaving the margins to the small unifunctional
boutiques.t

In order to understand aaperative business enterprises and the complexity and
dynamics of ceoperatives in Camla, one must go beyond annual reports and public
documents into the philosophy, both written and oral, cbmerative enterprise. €o
operatives are an unusual amalgamation of the idealistic and the very practical and these
dynamics are played out in-operative practice as well as in theory.

Although thousands of Canadian-aperatives founded on the Rochdale model
have failed, the model itself has been demonstrably successful in terms of its stability,
longevity and portability compared with other cotigist and communitarian models of
co-operativism, for many of those -aperatives have survived, some since the turn of the

! See Ceoperatives Secretat, “Top 50 Canadian Goperatives 1990,” in Appendix I, Table 4.

Occasional Paper Series, #92-01



2 Co-operatives in Principle and Practice

century. It has also been successful compared with ordinary business corperatibiss.
success is attributable to seeminglytradictory characteristics of the model which co
exist in a shifting balance, with one or the other tending to predominate at any given time
both within the enterprise and within the-aperative sector. These may be expressed as
theethical and thepractical, the individual and the collective, form and content.

The coeoperative model offers economic sk#lp through the pooling of
resources. Fairness is reflected in provisions for democratic denisikimg and control
(one member, one vote regardlegdinancial stake) and for the use of surplus gain, or
net profit, for purposes which do not unduly reward capital investment. The model
emphasizes service to members and therefore adaptability to local requirements and
economic climate.

If co-operatves are “big business,” as suggested here, where does this leave
democratic control? Membership may run in the thousands or millions or consist entirely
of other ceoperatives. As a result, member/owners may no longer have the skill or
knowledge to managtheir business, requiring the services of professional managers
trained for the traditional business corporation. Longevity and market success may
compete with immediate member service as organizational needs or goals, suggesting
that members might be Heserved by ensuring that -operatives obtain sufficient
financial return. Functioning in a capitalist marketplace may require infusion of capital
far beyond member pocketbooks, but theoperative rules discourage outside investors.
Economic sehhelp nay mean a broadening of business activities to either protect the
core function or to gain profits to return to the members and survival may require
expansion to create and meet other needs rather than contraction to fit member use.

Have these developmeanstretched the Rochdale model beyond recognition? The
literature surveyed in Part | of this study, “Gperatives in Principle,” reveals that-co
operative ideology and governing principle have been, and continue to be, retailored to fit

2 Statistics do not exist to compare-@peratives in all sectors with ordinary business corporations, but
the Cooperatives Secretariat has estimated the market share of farm produaethémrough co
operatives. It indicates for instance that, in 1989, 75 percent of grains and oilseeds in Western Canada
were marketed through @aiperatives (see Table 1, Appendix I). In absolute terms, business revenue
and assets of eoperatives are olited in Appendix |, Table 2. In Saskatchewan, for instance, co
operatives comprised 24 out of the province’s top 75 companies (see “Saskatchewan’s Top 100
Companies,” Saskatchewan Business, August 1991, p. 7+.) The Saskatchewan numbers would not be
repregntative of ceoperative involvement in the economy Canadde; according to Canadian
Business Magazine, 17 -@peratives are in the top 500 of Canadian companies (see “Corporate 500,"
Canadian Business Magazine, June, 1991, ppl2@4

3 See Appendix.ITable 2 indicates that the total reported memberships in nonfinan@akcatives in
1989 was 3,238,000, while Table 3 counts 9,153,900 credit unioradnd populaire members,
representing 34.6% of the population of Canada.

Centre for the Study of Co-operatives



Introduction 3

the changing profé of cooperatives. This has been most evident in the reformulation of
the Rochdale rules by the International-@xerative Alliance, but it is also apparent in
academic discussions of-operative principle. The dynamics of the tension between the
colledivist or communitarian view of coperatives as close, actively democratic and
highly ethical organizations and the more pragmatic and individualist view -of co
operatives as membdriven economic enterprises surviving and often thriving in a
capitatdriven marketplace by adopting its management and investment techniques, have
not been resolved in the literature. Views on the success-opamative democracy,
appropriate sources of capital, the role of profit and thepawative mission itself vary
widely.

Is this tension played out in -@perative practice? If so, it will be most clearly
manifested in those eaperatives which either carry on multiple business activities more
or less closely related to their core purpose or membership or have undaritetenay
be thought of in the coperative sector as experimental investment activities. There are
two areas of exploration here. The first area focuses on examining the corporate activities
the cooperative undertakes and on identifying its broad cotpayaals. Information on
the activities can to some extent be found in annual reports and other public documents;
information on broad organizational goals must be ascertained through personal
interviews. The person who best knows the intricacies of thimdéss and who is perhaps
most keenly aware of corporate goals and policy is the general manager.

The business of the larger-operatives is now almost always run by professional
managers hired from or trained outside the sector. The trend toward jomdiess
management began in the-called consolidation phase of -operative development
which began in the 1950s and which, it has been claimed, saw the endpmdratve
experimentation. This leads to the second area of exploration: the relationshgsef
managers with their eoperativegenerated boards. What, if any, ideological or
managemenstyle conflicts exist? How are they resolved? The existing literature is for
the most part silent here.

To find answers to these questions, to find outotimer words, how these o
operatives actually work as -aperatives, a qualitative study of eleven Canadian co
operatives from five geographical regions was undertaken. Tkmparatives were
selected on the basis of multiactivity and/or an experimenta&siment history. The
results are reported in Part Il, “@peratives in Practice.”

In the final analysis, it would appear that the core Rochualdel ceoperative is
a relatively enduring form of business enterprise capable of satisfying a broad fange o

Occasional Paper Series, #92-01



4 Co-operatives in Principle and Practice

ideological and practical interests. However, the tensions generated by changing
membership needs and business requirements have not been resolved and may require
further refinement of coperative principle. Enterprises founded on this model vary
widely in their business practice and organization.

The fact that a number of the-operatives in this study have been experimental
in their management, business purpose and organization, or have taken financial risks in
their management and investment agfivitontradicts the assertion that-aperatives
have long since enteredsafe consolidative phase. Experimentation has not died. The
arena in which experimentation takes place has changed: the marketplace rather than the
market niche is now the playingefd for those caperatives which dominate the
Canadian sector.

Centre for the Study of Co-operatives



Part I

Co-operatives in Principle: A Review of the Literature

1. Overview

The economic and social powerlessness of workers in the late eighteenth and
early nineteenth centuries inspired a variety of experiments in democratically controlled
economic ceoperation. The coperative movement, as it defines and conducts itself
today, originated in 1844 with the opening of the first successful consurmaperative
by the Rochdale Society of Equitable Pioneers in England. Although new forms of co
operatives continue to emerge in industrializing nations and among speets groups
in industrialized nations, their historical continuity with these early movements is
apparent.

Desire for economic advancement and control where sources of capital are weak
or unavailable; a communitarian ethos which prefers the distribution of wealteon
basis of effort rather than capital and the meeting of member needs rather than the
vagaries of a solely profariented marketplace; and an antipathy for the excesses of
capitalism: to a greater or lesser extent, these are the motives underlyingctigalB
experiment and the subsequent formation ofogeratives throughout the world.
Although other forms and theories of-operation developed in nineteesghntury
Europe have influenced the -operative movement, the principles chosen by the
Rochdaleweavers for the governance of their society and the conduct of their business
continue to form the foundation of -@perative enterprises.

The principles of capperation have not remained static. Reinterpretation and
reformulation of the Rochdale Print@g continue to characterizeand are necessitated
by—the changing, multifaceted and highly sedflective ceoperative movement. The
most influential statements of principle for Canadiaroperatives are those of the
International Ceoperative Alliance ICA), which reformulated the Rochdale principles
twice, in 1937 and in 1966. A third reformulation project was announced at its Stockholm
Conference in 1988 and is to be completed by 1992.

The breadth of research, academic discussion and philosophicisisina
undertaken by European and North American scholars aopermators is considerable.
Co-operative principles and activities have been scrutinized by almost every discipline.
The literature embraces historical analysis, economic theory and anabgsidogical,
psychological, biological and behavioural theory, legal theory, corporate structure and

Occasional Paper Series, #92-01



6 Co-operatives in Principle and Practice

management theory, and political theory. Justifications offered fopeacatives and the
ideology of ceoperation are based on need: the need of impdnestrighirdworld
peoples for sustenance; large western agricultural producers for more effective product
marketing; women for a political and economic voice in social affairs; mddss
investors to make better use of financial resources; minority groupdefine and
maintain identity; people living in isolated communities to provide and retain necessary
services; families for better housing; and workers for direct control of their own labour.
Rationales for caperatives embrace economic, cultural, alpciationalist and religious
purpose.

The development of a theory of-operation is complicated by the rapidity of
change in its practice. For example, the increase of profit (or surplus, as it is more
commonly called by coperatives and coperative legislation), once redolent of
capitalist evils, is now viewed by many-operators as a legitimate -operative goai.
Current ceoperative theorists view profit as a legitimateagerative goal so long as its
use and distribution benefit all members i&hly. The need for increased capital has
spawned much theoretical debate on sources and returns consonant-opirato/e
principles. Democratic control takes on new meaning where membership runs to many
thousands. Member service is perceived diffédyemthere the majority of users of a
co-operative’s services are nonmembers. Scholarly critique has embraced these and
similar developments and either reconciled them with fundamental principles or
interpreted the principles to fit them.

The range of actities undertaken by eoperative enterprises has continued to
broaden. The small localized consumeroperatives which first characterized the
movement now comprise only one facet ofoperative enterprise. Large consumer and
agricultural ceoperatives t#l dominate the movement but, by the Rri860s,
multipurpose cebperatives, worker coperatives, housing emperatives and financial
co-operatives were being admitted to the ICA. Federations-opeoatives have become
increasingly common, as has inveinent in multipurpose business activities and in the
ownership of nofco-operative enterprises. Federations and confederations with
interjurisdictional and international trading activities fit the Rochdale principle of co

4 There is debate whethéne word “profit” should appear in the -operative lexicon. The debate is
often at the theoretical level, since in practice “profit” is commonly used. For instance, in the
November 21, 1991 edition @he Western Producer (a weekly newspaper published &ysubsidiary
of the Saskatchewan Wheat Pool) was a story entitled “Profit Increases-émre@ives are Signs of
Healthy Finances,” (p. 6). The word “profit” is used no fewer than nine times in the story. The word
“surplus,” commonly said to be the peefed terminology, does not appear.

Centre for the Study of Co-operatives



Part I: In Principle 7

operation among coperatives. Mliipurpose or multiactive coperatives reflect the
original concept of a selustaining cabperative community meeting the entire range of
member needs. Yet, in both scale and diversity of activity, thespamatives challenge
any rigid definition of o-operatives as local, consurmiented, intimately self
governed and entirely setlistaining.

The evolution of cebperative principle is closely bound to the evolution of co
operative form. Each apparent innovation irop@rative enterprise is arguglvboted in
early European experiments and embraced by the Rochdale vision-opferaive
communities supplying all types of services and supported by the labour of members on
their own land. However, eoperation developed extensively throughout the davorl
rather than intensively within local communities. The vision of a worldp=rative
commonwealth composed of local-operative communities has yielded to the fact of a
co-operative sector existing alongside state and capitalist enterprises. Thesl liasal
greater diversity, in business practice as well as business purpose, than the founders of
the movement could have anticipated.

Co-operative enterprises exist under regimes spanning capitalism to communism
and socieeconomic conditions of almost @y kind. Experimentation, and the possible
result, failure, are as characteristic of-aueration as is its success as a universal
movement. A cepperative succeeds as an economic enterprise when it serves the needs
of the members as the members percdivem to be. Whether it succeeds as a
democratic, ethical, communityriented society depends on how the concept ef co
operation is characterized and defined. What is in fact common to these enterprises, and
what their ceoperative principles should be, hlasen the concern of academics and of
the movement from its inception. The following is a consideration of the definitior of co
operative principles, their application to variousoperative activities, and historical
change in these activities. At issisethe consistency of these developments with basic
co-operative principles and philosophy.

Because much of the theoretical and descriptive writing eopeoatives covers
similar ground in terms of context, explanation and argument, the works cannot be
readily classified in terms of their focus. Instead, a thematic format has been chosen for
discussion of literature relevant to the development, definition and application of co
operative principles. Works which describe specifieoperatives, guide the fimation
and functioning of caperatives or are primarily exhortative in approach, and the
majority of works which set coperative goals into specific political perspectives, have

Occasional Paper Series, #92-01



8 Co-operatives in Principle and Practice

been omitted from this review. See the Bibliography at the end of thist rfepoa
complete listing of the works on which this literature review is based.

The next two sections of this report contain a relatively detailed discussion, based
on the available literature, of the historical foundations which underlaypemmtive
enterprises and the principles which govern them. Sections four through eight contain
brief overviews of the literature for their particular areas of focus, with references to
more extensive quotes in the respective attached appendices.

2. Co-operative Enterprises: Origins and Influences

2.1 The Rochdale Society and the Original Rochdale Rules

Despite the claims of a numb of writers that the coperative movement
originated with the Rochdale Societyost historians point to significant precursors in
the socialist utopianism of St. Simon (178825), Charles Fourier (1771B837) and the
British industrialist Robert Owe(l771-1858)7 These reformers advocated “villages of
co-operation” whose members “would apply the values of equality and equity in their
day-to-day relationshipse” Dozens of such communities were established during the
1820s and 1830s, as were about 4@foperative stores, but all failed during the
subsequent depression. Among Owen’s followers were many of the 28 Rochdale
founders. According to historian Henri Desroche, the Rochdale Society “inherited a pre
Rochdale associationism rooted in a long lifesacialist experiments of both religious
and secular kinds."The Chartist suffrage movement and the economic problems of

5 There is an extensive body of literature dealing directly witoperatives or relevant to the special
nature of ceoperatives. In fact, there are special libraries whose collections focus exclusively on co
operativesand issues relevant to the-gperative movement. Three such libraries in Canada are
housed at I'Ecole des Hautes Etudes Commerciales, Montréal, the Canadiaper&ive
Association, Ottawa, and the Centre for the Study ebferatives, Saskatoon. Seppendices F and
G for details on the holdings of these libraries.

6 For example, Beatrice Potter (Webb)Tihe Co-operative Movement in Great Britain, p. 1, claimed
that “the Ceoperative Movement was purely British in origin.” Potter argued that the Rtecktbre
initiated the ceoperative consumer movement, heest form of co-operation. In fact, the first eo
operative in the modern sense was established at Fenwick, Scotland in 1769, 75 years before the
Rochdale store. See Lord Taylor, “Scottishd@parative Wholesale Society Centenary.”

7 See HolyoakeThe History of Co-operation, pp. 2832, and WatkinsThe International Co-operative
Alliance 1895-1970.
8 Craig, “Philosophy, Principles and Ideologies of@ueratives,” p. 2.

9 DesrochelLe Developpement intercooperatif, p. 100. See also Melnylhe Search for Community,
Chapter 5, for a discussion of the communalist tradition and the distinctive roleopleratives
within that tradition.

Centre for the Study of Co-operatives



Part I: In Principle 9

workers and their families caused by the Industrial Revolution are frequently cited as the
two major historical forces inspiring astiaping these early @peratives.

Formed in 1844 by a group of textile workers in Rochdale, England, the Rochdale
Society’s aims were as follows:

The objects and plans of this Society are to form arrangements for the
pecuniary benefit and the improvemeaf the social and domestic
condition of its members, by raising a sufficient amount of capital in
shares of one pound each to bring into operation the following plans and
arrangements:

1. The establishment of a store for the sale of provisions, clgtbing

2. The building, purchasing or erecting of a number of houses, in which
those members, desiring to assist each other in improving their
domestic and social condition, may reside;

3. To commence the manufacture of such articles as the Society may
determine upon, for the employment of such members as may be
without employment, or who may be suffering in consequence of
repeated reductions in their wages;

4. As a further benefit and security to the members of this Society, the
Society shall purchas® rent an estate or estates of land, which shall
be cultivated by the members who may be out of employment or
whose labour may be badly remunerated;

5. That as soon as practicable, this Society shall proceed to arrange the
powers of production, distribioin, education and government, or in
other words, to establish a selipporting home Colony of united
interests, or assist other Societies in establishing such colonies;

6. That for the production of sobriety, a temperance hotel be opened in
one of the 8ciety’s houses as soon as possible.

The rules governing business practice are contained in various Society
documents: the statutes of 1844, titled “Laws and Objects of the Rochdale Society of
Equitable Pioneers, Rochdale 1844,” which consisted oft®4ear(in fact, due to double
numbering, there were 36); the Amendments of 1845; and the “Statutes Adopted by the

10 SaxenaFEvolution of Cooperative Thought, p. 26.
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General Assembly of the members on 23rd October, 185%tese have been
summarized by Professor K.K. Saxena as follows:

1.

10.

11.

Religious and p@ical neutrality;

(it is recorded in the 1860 almanac of the rules of conduct of the
Rochdale Society that the present@erative Movement does not
intend to meddle with the various religious or political differences
which now exist in society; butyba common bond, namely, that of
selfinterest, to join together the means, the energies, and the talents
of all for the common benefit of each);

To sell goods at the prevailing market prices;
All transactions should be on the basis of cash ddlesredit;

The capital should be provided by the members and should bear a
fixed rate of interest. The interest should be charged on profits;

Profits should be distributegro rata upon the amount of purchases
made by each member (after meeting theenses and interest
charges);

Each member was allowed to vwetbut one vote only. (This has
been popularly termed as the principle of one member one vote);

Open membership [although this was in fact limited: a prospective
member had to prove goatharacter, prove absolute honesty, and
find two members to propose him as worthy of membership in the
co-operatived and also equality in membership rights to both sexes;

The management should be in the hands of elected -bifiarers
and committeesotbe elected periodically;

Only pure and unadulterated goods were to be sold;
A definite percentage of profits should be allotted to education;

Frequent meetings of members to be held for discussion, and for
improving the welfare of the Sotyes members;

1 Lambert,Studies in the Social Philosophy of Co-operation, Appendix Il.
12 SaxenaFEvolution of Cooperative Thought, p.65.
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12. Frequent statements and balance sheets to be presented and accounts
to be kept and properly audited.

The original principles were described by Professor Christopher Axworthy, then
Associate Professor of Law at Dalhousie University pfiews:

These principles were that membership in the Society would be open to
all—it would be controlled democratically. A limited amount of interest
was to be paid on capital, and, in the event of a surplus in any trading
period, this was to be distribateto the members in relation to their
purchases. Goods were to be sold on a cash basis solely, because of the
difficulties caused by credit, and were to be sold at the current retail
price....The goods sold were to be of good quality....There was to be a
reseve fund set aside for educating members andmembers in the

ways of the Society, and political and religious neutrality was to be
observed+

Some writers suggest that a total of eight principles wpe¢led out in the original
Rochdale Charter.Othersources list nine.

The Society’s first enterprise was a store supplying flour, butter, sugar and

oatmeal to its members, but it very soon established a corn mill, manufacturing societies,
a health and burial society, and a building society; it also gedviibraries, reading
rooms and university extension classeBy the 1850s, the Society was acting as
wholesaler for other coperatives. By 1863 its membership totalled 4,013. By 1880 it
was 10,6132 In 1877, the Manchester Wholesale Society, the Réehalaolesale arm,

was serving 588 societies with 273,351 members.

13
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Ibid., p. 2728.
Axworthy, “Consumer Caperatives and the Rochdale Principles Today,” p. 138.
Melnyk, The Search for Community, p. 5.

See, for example, Government of Ontaffthe Report on Co-operatives by Select Committee on
Company Law, which lists the Rochdale Principles as being:

1. Open membership.
Democratic control (orenember, one/ote)
A fixed low rate of interest onapital

Distribution of surplus, after payment of interest and expenses, to members in
proportion to their purchases

Cash trading

Sale of goods at retail prices

Provision for education

Selling only pure and unadulterated goods
. Poltical and religious neutrality.
SaxenaEvolution of Cooperative Thought, p. 29.
Ibid.

Melnyk, The Search for Community, p. 7.
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The success of the Rochdale Society, and the swift spread of consumer co
operatives based on the Rochdale model throughout Britain, Europe and North America,
demonstrated two things: 1)etpracticality and attraction of the particular combination
of rules selected by the Society’s founders from the variety -oipeoative experiments
which preceded it and 2) “more or less acceptance of the new industrial system and an
attempt to make theelst of the conditions it imposed.”

Over time, the Rochdale aims and rules gained the status)-operative
principle, but theprinciples were in fact scattered through various corporate documents
and inaccessible to the vast majority of-ameratives. Mny of the original rules
governing the Rochdale enterprises were not followed elsewhere. The interpretation,
application and emphasis of the rules varied widely and by 1930 the need for their
restatement and reformulation had become evident. The taskundestaken by the
International Ceoperative Alliance. This is discussed below in the section on “Co
operative Principles.”

Two other European movements contributed to the contemporaoperative
movement, the coperative savings and credit union moesnand the workers’ eo
operative production movemenihe ceoperative savings and credit union, the basis of
the Canadian credit unions andsses populaires, first appeared at the end of the 1840s
in Germany and developed throughout the remaindehefcentury in two parallel
streams. The first was that devised by Franz ScHéiezsch for artisans’ societies, and
the second by Friedrich Raiffeisen for rural communities. Throughout the nineteenth
century, these credit unions formed cohesive setiendederations and attracted the
formation of ceoperative enterprises for the marketing and distribution of consumer
goods and joint purchasing of agricultural and industrial goods.

The Raiffeisertype workers’ ceoperative production society, begunknance,
opposed industrialization and sought worker control by using surplus wages to acquire
the means of production. Although well underway by 1848, it remains a relatively new
and untried ceoperative type in Canadalncidental to these movements wdee t
establishment of a number of planned communitiessentially housing eoperatives—
in Britain and France.

20 Watkins,The International Co-operative Alliance 1895-1970, p. 6.
21 |bid.

22 The International Raiffeisen Union (IRU) ofes that over 650,000 emperatives in more than a
hundred countries are based on the principles of Friedrich Wilhelm Raiffeisen. Sa@otdptrative
Guidelines, p. 5.
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Due to the efforts of expatriots returning from political asylum in Britain during
the 1850s, the Rochdale model began to replace the simpletsnmutially chosen by
the founders of these continental movements. Although it was not the first experiment in
secular ceoperation, the Rochdale Society proved itself in many ways to be the first
successful one. lisrinciples continue to inform caperdive definition and legislation in
Canada, Britain, the United States, and several other countries.

2.2 The Co-operative Movement in Canada

The cooperative movement in nineteertbntury Canada was r@sult of the
same industrializing forces which prompted the formation of European societies. The
goals of early Canadian -@peratives were to provide capital for better equipment so
workers could compete in a technologically expanding economy and taderthe
security of group activities for mutual economic ¢aimhe first ceoperatives were the
pragmatic response of groups of rural agricultural producers, inspired by American co
operatives and informed to some extent by immigrants with Europeapeaaiive
experience. In addition to agricultural-operatives, mutual insurance companies were
set up and urban worker councils established a range-opamative enterprises which
included labowowned factories and stores. All were sHwed due to vapus factors:
errors in management, recruitment and capitalization; lack of communication between
co-operatives; and, in general, lack of@perative expertise.

During this period, the coperative movement in Canada became closely
entwined with agraridam, which encompassed a rejection of urban evils, a belief that
farm life was at its basis emperative, and a preference for the small community in
control of its economic and social life. Despite the failure of all these eadpeamatives,
the coopemtive principles became widely known, as noted by the@oatives Future
Directions Project:

The late 19th century saw extensive experimentation witbhpeoative
activity—mostly experiments with failure.... Nevertheless;operative
methods and ideologhhad become known and the preoccupation with
industrialism, urbanization and morality would be basic to the Canadian
movement!

The first real gains for coperation in Canada were the establishment of the
prairie wheat pools. By 1914, -@perative elevatocompanies were established in
Saskatchewan and Alberta and by 1920 they were marketingatinef the prairie grain

23 Co-operatives Future Directions ProjeBtisterns and Trends, p. 9.
2 |bid.
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crop. Their success encouraged the formation of agricultural marketingecatives

throughout the country. Consumer-aperatives formg during this period were also
successful but experiments with housing and workeopmratives were not. €o
operative banking, despite the success of the Quebgge populaire movement,

remained frustrated, in part because of inadequate federal liegisiat

Two competing ceperative strategies or philosophies emerged during this
period: 1) the belief that a few largeale ceoperative organizations, powerful enough to
affect the overall economic structure, should be the movement’s goal and 2)i¢fie bel
that ceoperation is a social philosophy learned and expressed in daily life at the
community and family level, requiring smaller localized consuomeEmted ce
operativess Although the dispute was pragmatically resolved by the-X8R2Ds when
acceptaoe of, and cabperation between, all levels and types ofoperatives received
increasing stress, these themes remain apparent in the Canadian movement. The related
issue of centralism versus localism remained unresolved for several decades more.

The lage Canadian coperatives survived the Depression, and the wave of
economic activity which followed included the establishment of newparative types
providing such services as housing, health care, transportation, electricity and recreation.
The agramn movement lost its fervour. The pragmatic need to provide services through
pooled purchasing power and systematic marketing focussed the attention of mainstream
co-operatives on profitability. Greater need for control of financial systems was
apparentriom experiences of the Depression era.

The closing of a large number of branches of the Ontarsed banks-already
resented in the West for their high interest charges and conservative loan -palities
the foreclosing of farm mortgages convinceebparative leaders of the need for “control
of the sparkplug” in the form of locally responsive financial instituttoiidie aim was to
establish “an integrated financial network able to influence the entire Canadian
economy.? Centralism and the vision of @escale ceoperatives caexistent with
smaller, localized enterprises became a strong focus of the movement. The result was the
establishment of the credit union system, followed by credit union centrals for the
regional movement of capital, and insurameel trust programs for capital sources and

% |bid., p. 16.
% |bid., p. 20.
27 |bid., p. 33.

28 |bid., p. 34. See also MacPhersdrVery Special Trust Company, p. 9.

29 Co-operatives Future Directions Proje@giterns and Trends, p. 36. The Mouvement Desjardins
founded in Québec at the turn of the centurg siailarly inspired. See Part 1l of this study.
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financial services which the smaller credit unions could not provide. These institutions
were in place by the 1950s, although their influence was not apparent until a decade or so
later.

The changing Canadian @wmic environment discouraged -operative
utopianism. As the Goperatives Future Directions Project noted:

The Canadian coperative movement lost much of its ideological edge in
the late 1940s and 1950s. The agrarians and Marxists were out, utopians
and social democrats were declining, the religious activists lost their
momentum, and the ‘eoperative sector’ provided direction without
passion. As Canadian society became less ideological and more
materialistic, the Canadian -@perative movement becam®re cautious

and less controversial.

As a result of the establishment and consolidation of largepeotative enterprises
operating with caution in a capitalist environment, Marxists, social democrats and
utopians began to lose interest in the movemend aneans of effecting broad social
change. The coperatives themselves preferred it this way. For example, the Department
of Co-operation and Goperative Development, instituted in Saskatchewan by the Co
operative Commonwealth Federation (CCF) in 19dter to become the CARDP and
then the New Democratic Party, was spurned by thepeoatives: they “resented
coercive government intervention and insisted upon total independeAsed’ result, the
CCF turned its attention to other avenues of sociatme

The concept of a eoperative sector, as opposed to a-operative
commonwealth, and the theory of-operation as modified capitalism took firm root in
Canada during this period. The change from a more or less ideological base to a more
pragmatic lase concerned with consolidation and economic survival was not unique to
Canada. It was also the condition of the mainstream of the wodg@ative movement.
The period from 1950 to the present is therefore characterized by Canadian writer George
Melnyk as “postRochdale.®

2.3 The Movement After 1950
The Rochdale Society represents a watershed in the history-ajecatives.
According to Melnyk, the history of the movement is divisible into three phases. The
Utopian phase, with its vision of a return to the small agrarian community, lasted from
about 1800 to 1850. This, according to Melnyk, was the vision reflected in the original

%0 Ibid., p. 37.
st lbid., p. 36.
82 Melnyk, The Search for Community, p. 15.
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Rochdale principles. The Rochdateovement phase, from 1850 to 1950, was theger
during which ceoperative institutions and enterprises spread and topeative system
was established throughout Europe, North America and other areas of the world. The
postRochdale, or systems, phase which began about 1950 is characterized by the
replacement of the earlier ideological fervour with a concern for management and
systemss

Canadian sociologist Jack Craig notes that for European and North American
co-operatives, the 1950s was an era of such “dramatic” growth and development that “the
new basis of management looked to the academics and consultants for moteds.”
private sector became the source of management models based esepiofify. Craig
characterizes the current phase ofoperative development as one embracing a variety
of ideologies which stem from different social movements and from the specific nature
and goals of the individual emperative. The current concern with managing and
consolidating, along with the lack of a clear single social mandate, has inspired
challenge—from within the ceoperative sector for a return to the fervour of earlier years
and from outside the movement, in the form of a renewed interest in communitarian
societies.

Although Melnyk himself argues for what is essentially a new utopian model for
co-operatives, a model which incorporates characteristics from-albemative traditions,
he recognizes that the mainstream of the Canadiapemtive movement follows the
traditional Rochdale form. He further argues that adaptations to the requiremhents
various ceoperative types and the organization of multitieredoperatives are not
deviations from the Rochdale type but were embraced by the original Rochdale concept
itself. He characterizes the Canadian-operative movement, and the Rochdale
movenent in general, as “liberal democratic,” defined in terms of its relationship to
capitalism:

The essence of liberal democraticayms is successful competition with

capitalism through sheterm and immediate benefits to its members. This

pragmatic approdcappealed to the person’s silferest rather than to his

idealism and it demanded a reconciliation between thepeoative and
the private sectors.

The characteristics of the Rochdalgle coeoperative which distinguish it from €o
operatives in the Mrxist, socialist and communalist traditions are, according to Melnyk,

3 |bid., p. 6.
3 Craig, “Philosophy, Principles and Ideologies of@eratives,” p. 6.
% |bid., p. 17.
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emphasis on private property, a basic tolerance of capitalism and a pragmatic
unifunctionalism which permits the -@perative to affect the lives of members in only
one of their many smal roles and to focus on resolving a single economic issue rather
than the system as a whéle.

Melnyk recognizes that these characteristics, while not necessarily the vision of
the Rochdale founders, “evolved out of the Rochdale model during the thnete¢ury
and have come to define most of theogperative institutions prevalent in Western
Europe and North America’’The success of the Rochdale model, by contrast with other
models attempted in similar economic environments, was a direct result tdlénance
of capitalism. As Melnyk notes:

Co-operative tolerance of capitalism was a necessity that turned into a
virtue. It was their pragmatism that made Rochd#jée ceops popular

and successful. They did well in the marketplace and so they had no
reason to fight for its elimination. Their members joineebpe not to end
capitalism but to improve their personal economic situation. Liberal
democratic caps were integrated into the dominant system right from the
startss

The relationship betweendhdevelopment of the eaperative movement and the
state is discussed in greater detail below in the section dealing withcetafeerative
relations. It is sufficient here to note disagreement with Melnyk’s suggestion that the
vision of the Rochdale foulers embraced the elimination of property and the suggestion
that the development of liberal democratic forms and goals is a departure from this
vision2 This has implications for the style of business and management of contemporary
co-operatives. As Melrly suggests, “The modes of operation and labour relations
developed by capitalist firms became part ofoperative reality as welk? This idea is
explored in a subsequent section dealing with recent developmentsoiperadive
enterprises and management.

The issue now to be addressed is whether the development of the Caradian
westerr—co-operative movement is consistent with Rochdalemerative principleger

se.

36 lbid., pp. 1517.
8 lbid., p. 15.
% |bid., p. 17.

% See, in particular, Ekelundhe Property of the Common. Ekelund argues that the Rochdale vision
was essentially liberalism (as originally envisaged) turned against liberalism, not socialism or
collectivism turned against capitsh and that the original Rochdale-@perative concept of property
is entirely consistant with liberal principles.

40 Melnyk, The Search for Community, p. 7.
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3. Co-operative Principles

The cooperative mvement is largely represented by the International Co
operative Alliance, formed in 1895 for the promotion ofoperation. Its national
branches in each member country are composed of elected representatives from the co
operative sector. ICA member corties have grown from 12 in 1895 (representing eight
European countries including Russia, Australia, India, the Argentine and the: t579
in 19914 The ICA presently represents eight international organizations, 191 national
organizations and almost 70fillion individual members Canada became a member
country in 1922 but sent no delegates until 195Canadian c@peratives are
represented by the Canadian -Querative Association, formed in 1987 by the
amalgamation of the Coperative Union of Canadand the Canadian Gaperative
College.

The first International Goperative Congress in Vienna in 1930, attended by
delegates from 35 countries, dealt with a resolution submitted by the French National
Federation of Consumers’ @peratives which stated:

The Congress of the International-Gperative Alliance asks the Central
Committee to appoint a Special Committee to enquire into the conditions
under which the Rochdale principles are applied in various countries and,
if necessary, to define them.

The acompanying memorandum noted that reference to the principles was “being used
excessively to restrict the examination of the new problems arising from the unceasing
development of commerce and industry, problems which a century before had neither the
same apect nor the same dimensiorslt was necessary to find out how the principles
were interpreted by the various national movements and to reach agreement on how they
should be interpreted in view of the difficulty of solving problems with rules nearly a
hundred years old. However, the chief purpose of the proposal for the definriion
redefinition—of the Rochdale principles was, according to the mover of the resolution,

41 Watkins,The International Co-operative Alliance 1895-1970, p. 31.
42 International Ceoperative Aliance.Annual Report 1990-91, p. 9.

4 |bid.

4 Co-operatives Future Directions ProjeRtitterns and Trends, p. 136.
45 Watkins,The International Co-operative Alliance 1895-1970, p. 171.
4 |bid.

Centre for the Study of Co-operatives



Part I: In Principle 19

“to obtain what had never yet been obtained, a correct and complete list of theglgsinci
of Rochdale.*

The resolution was adopted by the ICA Congress. The results of the Special
Committee were presented to the London Congress of 1934 and included seven Rochdale
principles (see below). After inconclusive debate, and further study-ap@ative types
other than consumer amperatives, a revised report was made by the Special Committee
to the Paris ICA Congress in 1937. The broad conclusion of the report was that modern
industrial and commercial developments did not invalidate the $eeeimdale principles
but a less rigid interpretation was necessary for those forms other than the simple
consumer capperative. The report reaffirmed the seven principles presented to the 1934
congress. Four of the principles were deemed essential to detetime ceoperative
nature of any organization:

(1) open membership;

(2) democratic control;

(3) distribution of the surplus to the members in proportion to their
transactions (replacing and broadening the original concept of
dividend on purchase); and

(4) limited interest on capitat.

The remaining three principles, according to the report, “while undoubtedly part of the
Rochdale system and successfully operated by the@pE€mtive Movement in the
different countries are, however, not a condition femmership of the ICA¥These are:

(5) political and religious neutrality;
(6) cash trading; and
(7) promotion of educatiof.

The report also rejected theinciples of trading exclusively with members, voluntary co
operation (as statewned ceoperative in Russia, for example, were not voluntary), sale

at current or market prices (as certainoperatives were large enough to set or affect
pricing), and the disposal of collective assets. The Special Committee saw these as
valuable practices in certainraumstances but not determinative of aoperative’s
genuineness. The report was adopted by the ICA Congress of 1937.

7 bid.
%  |bid., p. 204.

4 Watkins,The International Co-operative Alliance 1895-1970, p. 204, citing the Report of the Special
Committee to the ICA Paris Congress of 1937.

50 Ibid.
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At the ICA Congress of Bournemouth in 1963, a Soviet delegate proposed a
resolution for the further reformulation of the Rochdale pples. The delegate
contended that, in framing their rules and principles, the Rochdale Pioneers had to adapt
their methods to capitalist conditions, resulting in, for example, the distribution of
dividends. The principles were no longer universally vatid; were they universally

applied. Resolutions passed by the Congress included:

To constitute an authoritative commission to formulate the fundamental
principles of activity of ceoperation under modern conditions;

To empower the Commission to study whioh the principles of the
Rochdale Pioneers have retained their importance to the present time;
which of them should be changed, and how...and, finally, which of them
have lost their importance and should be substituted by others;...

The Commission reportdd the Second ICA Conference at Vienna in 1966.

From the Commission’s empirical findings on the current state -ofpeoatives,
three points emerge. First, there is concurrence on the aim-operation as “the
creation of a working community in whichl ahen have an equal status and in which no
one benefits at the cost of another.Second, all cmperatives “entertained the highest
regard for the rules and methods of Rochdale which they try to follow to the greatest
possible extents® Third, all had “0 recast one or more of these rules and practices in
order to realize more fully the aims of the-Qgerative Movement in their own particular
circumstances® The restatement of the Rochdale Principles, now numbered as six, was
adopted. In doing so, th€A Congress accepted “that, while there can be differences of
opinion as to emphasis or degree, the report is a significant statemenbpérative
principles in a modern setting. The recommendations and conclusions were approved
as follows:

1. Membeship of a ceoperative society should be voluntary and
available without artificial restriction or any social, political, racial
or religious discrimination, to all persons who can make use of its
services and are willing to accept the responsibilitienehbership.

. |bid., p. 322.

52 Watkins, The International Co-operative Alliance 1895-1970, p. 204, citing ICA, Report on
Cooperative Principles.

53 lbid.
5 Ibid.

5% ICA, Report on Cooperative Principles, p. 35.
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Co-operative societies are democratic organizations. Their affairs
should be administered by persons elected or appointed in a manner
agreed by the members and accountable to them. Members of
primary societies should enjoy equal rights ofing (one member,

one vote) and participation in decisions affecting their societies. In
other than primary societies the administration should be conducted
on a democratic basis in a suitable form.

Share capital should only receive a strictly limitate of interest, if
any.

Surplus or savings, if any, arising out of the operations of a society
belong to the members of that society and should be distributed in
such manner as would avoid one member gaining at the expense of
others. This may be derby decision of the members as follows:

(a) By provision for development of the business of the Co
operative;

(b) By provision of common services; or,

(c) By distribution among the members in proportion to their
transactions with the Society.

All co-operative societies should make provision for the education of
their members, officers, and employees and of the general public, in
the principles and techniques of -Gperation, both economic and
democratic.

All co-operative organizations, in order best serve the interests of
their members and their communities should activekpperate in
every practical way with other emperatives at local, national and
international levels:

These are the formal principles presently governing the internatomglerative

movement. They represent or reflect three things: the actual practiceopéives; the
minimal requirements defining a -@perative for the purposes of the ICA; and the
attempt of the movement to set and maintain a particular standape@tiors” HansH.

56

57

Ibid., p. 33.

See MunknerCo-operative Principles and Co-operative Law, pp. #8. Munkner also states, “as a
result the traditional ‘principles’ of cash trading, purity of goods and galitieutrality have been
struck off the list of cebperative principles. Distribution of surplus (economic results) among the
members in form of bonus or dividend on purchases or sales, too, is no longer officially listed as a co
operative principle becaest is beyond doubt that societies which do not pay dividend or bonus on
transactions with the eoperative enterprise may still be genuineoperative societies. The same is
true for the payment of interest on share capital.”
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Munkner, a European theorist, describesttheof co-operative principle as applied by
the ICA:

If a given system of ideas is considered to represent the basic concept of
co-operation, the test to distinguish-operative principlerom modes of
action, business methods or practices is to ask whether the standard in
qguestion is directly implied in or related to one of these basic ideas and,
therefore, cannot be changed without detriment to the cooperative
character of an organizatipor whether the standard in question can be
replaced by other standards without interfering with one of the basic ideas
and, thus without contradiction to the basic concept of cooperation.

It is noteworthy that these principles make no mention of apptepaims or business
objects, nor do they discriminate between types or levels-opetative activity.

At the 1988 Stockholm Congress, the ICA asked its member organizations to
begin their own review of basic @perative values, as a preliminary tdéiral report to
be presented to the 1992 ICA Congress in Japan. The restatemenbopératve
principles is ongoing, as auperatives deal increasingly with the issues of state relations
and democratic control in large organizations and with problenwving economic
efficiency—capitalization, profit and service to nonmembers.

4. Co-operatives and the State: Autonomy, Democracy, and State
Intervention
(See also Appendix A of this paper, which provides excerpts of the works
of various writers on the topic of co-operative—state relations.)

The relationship between -@aperatives and the state is both direct and indirect.
The political, economic and social environmentwvhich a ceoperative evolves affects
its form, structure, function and ideological perspective. Th@payative ideals or
principles of sekhelp, democracy and political neutrality require a maximum of self
regulation and financial autonomy and a imam of state regulation and state support.
The degree to which these principles are expressed corresponds to the freedom generally
accorded by the state to business enterprises.

Key to understanding staieo-operative relations are the-operative prinples
of democracy, open and voluntary membership and universal suffrage. Democracy, the
fundamental distinction between-operative and ordinary business or state enterprises,
may be of reduced attraction in a society with many avenues for its ex@tuesenajor
importance of the principle may be less the fact that all members can vote irrespective of

% lbid.
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their financial stake in the emperative, than the fact that it insures the autonomy of the
co-operative from outside control. According to the IntermaticCooperative Alliance
Commission on CGeperative Principles, “democracy in the management -afpevative
organizations necessarily implies autonomy in the sense of independence of external
control.™e

A second key is the fact that the Rochdale Society a consumer emperative.
This has two consequences. First, it means that the founding principles require refinement
when applied to other egperative forms, in particular those whose business may require
closer government relations. Theutique or alternative co-operative, which most
closely recapitulates in form the original Toad Lane store, represents only a fragment of
the movement. Second, it means that themerative pooling of financial resoureethe
material essence of the movemeid intendd to improve the personal finances and
economic power of the memberdhis mutuality of selhelp is closely related both to
the democratic structure of the Rochdiylee cooperative and to the autonomy of-co
operatives in relation to government fundiagd control. Capperatives do not view
themselves as charitable agencies or (in North America and Europe at least) as tools of
stateplanned economic development. Where government has had a strong hand in
development and financial support, the aim, asafarthe cebperative movement is
concerned, is for the eoperative to become swiftly sedistaining, or at least to divorce
such financial support from internal management and control.

A third key is the universality of the aaperative movement. Polial change and
the type of society-communist or democratic, developing or develepétfluence the
degree of autonomy, the legislative regime, and the particular focus and form of co
operative activity. Outside of communist and developing countries, wherstdte has
been intimately involved in coperative development, a high degree of autonomy is
sought. Because emperatives for the most part view themselves as autonomous,
politically neutral, sehhelping and democratic, the primary support for indiaidce
operatives—both in financing and in organization and trairiAg intended to come from
within the organization and the-operative sector.

The Canadian coperative movement has “traditionally insisted upon as much
autonomy from state control #%e private sector, if not more.’A common view is that

5 ICA, Report of the ICA Commision of Co-operative Principles, p. 20. For more from the ICA Report,
see Appendix A, item 3(b).

60 For more on economic benefits to-gperative members, see text at p. 31 and Appendix D.

61 Laycock, “Level and Style of Government Interventiop,”280. The Raiffeisetype coeoperatives,
which are common in continental Europe, also rank autonomy from the state as a high priority. One of
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co-operatives should be sejenerating and sefustaining since close state monitoring
and control would pervert eoperative goals. Definition, assistance and regulation
(except for serious irredarities), in the view of the movement, is the prerogative of the
co-operative sector. The amperative movement has traditionally looked inward for-self
help solutions, rather than to state or private institutions. Accordingly, guidance and
advice shoulddeally be given only at the request of aauerative or the coperative
sector: ceoperatives should lead, and government follow, in matters of-state
operative policy. Legislation should provide a minimal framework which respeets co
operative autonognand reflects the unique structure ofaqmeratives without embodying
restrictive rules and definitions: -@perative legislation should be enabling rather than
regulatory, as it is for privateector enterprise.

5. Democracy and Control in Co-operative Enterprises
(See also Appendix B of this paper, which provides excerpts of the works
of various writers on the topic of democracy and control.)

The cooperative movement embraces a wideetg of business structures and
goals. Ceoperatives differ in size, area served, affiliation, legal status, financial structure,
membership, and function. Despite some conflict between preferences, for example, for
alternative Or entrepreneurial co-operdives, argument that consumer-gperatives are
the only true ceoperatives, and differing opinions about the success of democracy in
large or multitiered cmperatives, there is no justification in-operative theory for
preferring any single type as hgisuperior or moreeal than another.

The cooperative movement since its Rochdale origins has aimed at the reform of
the economic structure of society. Initially, it was thought that this would be achieved
through the multipurpose community -operative a locally based, multifunctional,
intimately selfgoverned organization meeting all or most community needs for goods,
services, marketing outlets, education and socializing. While suoparatives exist and
continue to be promoted in rural areas, gheatest economic impact of the-@perative
movement has come from large vertically organized federations and from the huge Pools

the principles of the International Raiffeisen Union is-gélifninistration, which is described in these
words:

“Self-administration means that the members organize the internal conditions of topierative
society themselves and thereby protect it from external influences. This means that internaly the co
operative is not subject to any third party’s ordéegy. the government or other authorities).” [IRU,
Co-operative Guidelines, p. 9]

For more on caperativestate relations, see Appendix A of this report.
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and similar centralized, consolidated multifunctionalgggregate, enterprises. Although
there is a strong place in the neovent for experimental enterprises which are more or
less closely selfjoverned, growth is an irreversible fact. New forms of member
integration and information continue to be developed to enhance participatory decision
making in large cebperatives.

The responsibility for informed participation lies with the membemers of a
co-operative. Ceoperatives, as the movement frequently stresses, exist to meet member
needs; consequently, members have an obligation to keep informed and to maintain their
control These powers may be delegated to a board of directors, which in turn may
delegate execution of policy to the management. Despite delegation, ultimate authority
belongs to the members. “The essence of democracy,” as theorist Paul Lambert states, “is
that it makes it possible-and | emphasize the word possibitor an opposition to
express itself at any time.... For long periods the members may appear to be sunk in
apathy, but once a newcomer turns up and starts to make sensible criticism of the
management, én soon finds a ready hearing and support. This is the fundamental
Rochdale principle, which is vital to the continued existence of the movernent.”

Expansion and the fact of member alienation in large organizations place an
increasing burden on all partige refine voting and consultative structures and to
improve communication. Facilitation of member communication has been viewed as a
major challenge of the movement since the 1970s. Since thd 98k, it has been
viewed as a responsibility of the boamd management.

The cooperative model of participatory democracy is premised on, and
facilitates, the exercise of responsibility by all members jointly for action taken by-the co
operative. A number of different structures for voting, delegation, copesitand
information flow have been developed to supplement the minimal legal requirement of
the annual meeting. In some cases, these have been highly successful in bringing member
interests before the boards and in increasing member participation. Incaiest;, such
developments have not kept pace with the rapid growth of the organization. The result
has been criticism of the @perative democratic process and of the lack of idealism
evidenced by the willingness of members to benefit financially withinmain
participation in the workings of the @perative.

Co-operative enterprises compete with private enterprises; economic efficiency is
therefore a central eoperative goal. Goperative democracy, while it imposes certain

62 Lambert,Studies in the Social Philosophy of Co-operation, p. 73. For more of Lambert's comments,
see Appendix B, item 2(d).
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strictures on the organizatip “does not and cannot mean inefficiency and
mismanagement? Management experience, if it is not found in theoperative, may

have to come from the private sector. Once viewed as incompatible withecative
principles of democratic administrationdanontrol, the hiring of professional managers
with technical expertise gained in private enterprise is now commonplace. The board is
encouraged to provide the -operative model and the -@perative theory which the
management is expected to follow.

In largescale, multitiered or professionally managed-operatives, direct
participation in democratic management becomes indirect democratic control. So long as
the structure makes democracy possible, democracy is viewed as a reality even where the
majority of members are inactive.

6. The Capitalization of Co-operatives

(See also Appendix C of this paper, which provides excerpts of the works

of various writers on the topic of capitalization in co-operatives.)

Canadian ceaperatives developed within the economic tradition of Western
capitalism. It was not capitaler se to which the Rochdale founders objected, but the
domination of economic relations by capital and profit rather than by the people involved
in those relations. The pooling of member resources to create capital is a fundamental co
operative idea. It is balanced by the principle of a fixed return on member investment
(although payment of interest is no longer required by officiadpmerative pinciple, it is
viewed as a practical necessity) and by granting only one vote to each member regardless
of financial stakes Co-operative law and policy have closely paralleled developments in
business practice and corporate law. The need to succeediassBuenterprises in a
profit-oriented and competitive marketplace has meant thatagifalization through
member stakeholdings may not be sufficient. Capitalization is a constant problem, in
Canada as elsewhere, and the problem is aggravated by dtiectively low returns
specified in Canadian legislation. Capital contribution is linked to membership and
fluctuates accordingly.

The International Coperative Alliance has identified three common sources of
capital: member share capital, capital odiy the ceoperative in the form of reserve

63 Munkner, Co-operative Principles and Co-operative Law, p. 47. For more by Munkner, see also
Appendix B, item 2(p).

64 This may vary. For example, in multitiered-operative federations, a member may have more than
one vote, depnding on the size of the organization represented. Appendix B, No. 1, provides more
detail on ceoperative forms and types.
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and special funds over which the members have no claim, and loan capital borrowed
from members, other eoperatives or banks. “The time may even come,” the
Commission noted, “when, under the stress of competiial the urgent need to extend
their structures and renew their equipment, the national movements will be unable to
finance their operations without attracting capital from outsiddtideed, the national
movement in Canada, as represented by the Can@diaperative Association, passed a
motion at its 1989 Annual Meeting which recognized a broad panoply of potential capital
sources, including possible equity investment from outside (i.e., nonment&wdpng

as democratic control is assured to the mership, external equity capital is generally
not viewed as contrary to aperative principles, although there is no universal
agreement on the isserel-alling short of reliance on external equity capital, but a move

in that direction, is the developingehd toward joint ventures betweenaperatives and
nortco-operative businesses, often in the form of equity ownership in ordinary business
corporations? Ideally, however, financing would come from within the-aqerative
sector. Selfinancing ceoperaives in the final result will be in the strongest economic
position. In order to further this goal, many-@peratives have established subsidiary
private companies in order to compete more effectively.

65 SaxenakFEvolution of Cooperative Thought, p. 69, citing theReport of the ICA Commission on Co-
operative Principles. See also Appndix C for more on capital formation andaperatives.

66 For the complete CCA resolution on capital formation ioperatives, see Appendix C, item (0). See
also Appendix C, item (qg), which provides an excerpt entitled “Captial” from CQA@&wmnial
Congress Executive Summary Reports. This work was prepared by a “Panel of Experts” for the
Canadian Caperative Association, which considered some fundamental questions about capital and
co-operatives and made recommendations about methods of capital dormati

67 Recently, Chief Executive Officer Milt Fair of the Saskatchewan Wheat Pool suggested that
nonmember equity capital should be considered as a means of acquiring capital to enable the pool to
meet its requirements. In a report of an interview with R&ir the December 14, 1991 editionTtk
Western Producer statesjnter alia, the following: “Saskatchewan Wheat Pool is facing some tough
corporate choices as it tries to prosper in a faltering farm economy, says chief executive officer Milt
Fair. And hesaid the pool is looking seriously at the idea of turning to private investors to help put the
company’s finances where they should be. ..."We have hired a consultant and are actively exploring
capital accumulation alternatives,’ Fair said. ‘Clearly on¢hefways is to go to the public.’ ...Fair
said he doesn’t believe the membership would object to private investment in the company’s
operations, as long as they retain control of the pool’s business and agriculture policy.”

68 See Part Il of this study.
8 |bid.
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7. Co-operatives and the Profit Motive

(See also Appendix D of this paper, which provides excerpts of the works
of various writers on the topic of co-operatives and profit.)

Surplus earnings of eoperative enterprises may be retained or paid out in the
form of patronage dividends based on the value of member transactions with- the co
operative. Although payment of dividends is no longer a requisitpemative principle,
it remains a common feature of Westernoperatives because it ensures the eqghitab
distribution of gains arising out of common activity. The Internationalo@erative
Alliance now refers to these gains as “economic results,” in order to avoid the old
argument over whether surplus+sr is not—profit.

The purpose of coperatives ighe promotion of the economic interests of the
members by pooling what might otherwise be economically insignificant resources and
by ensuring that all members benefit equitably therefrom. Economic efficiency is a
fundamental capperative theme. As an etamic enterprise, a egperative must have as
its objective the earning of a surplus or profit. As the Chairman of the British Co
operative Development Agency noted, “There is nothing immoral, in my view, in the
individual acquiring wealth through membédgslof a ceoperative. Indeed that is what
the ceoperative is largely for. It is not the acquisition of wealth that is immoral in the
eyes of ceoperators; whais unacceptable according to-operative principles is the
acquisition of wealth through the@oitation of others® Co-operatives are, properly,
profitable businesses. Giperatives invest in a wide variety of enterprises, often through
subsidiary corporations, either wholly or partly owned, for the purpose of providing a
profitable return for e ceoperative and, ultimately, its member#& paragraph in a
recent member newsletter of a majoraperative reports on such an investment. It states:

New store openings and a marketing philosophy based ofiedjed
bakery supply service has resdlten product sales growth for Northco
Foods, the parent company of Robin’s Donuts. This sales base provides an
excellent return for the [Saskatchewan Wheat] Pool and for CSP Foods [a
Saskatchewan Wheat Pool subsidiary], which supplies products to Robin’s
Donuts storez.

It is also important to recognize that manyaperatives operate on a ffot-
profit basis where profit, or suplus, is irrelevant to its goal. However, thesperatives,

0 QOram, “The Principles and Practice of-@peration in Rural Areas,” pp-& For more from Oram,
see Appendix D, item (e).
7t See Part Il of this study.

72 “Subsidiaries 199®1 Highlights,” Pool Today, December 1991, p. 6. See also Part Il of thisystud
regarding the Saskatchewan Wheat Pool.
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which include healtitare and dagare ceoperatives, must stillegk economic efficiency
because, in order to survive as an organization, they must be able to provide needed
services to members in an economically viable manner.

8. Service to Members and Nonmembers
(See also Appendix E of this paper, which provides excerpts of the works
of various writers on the topic of service to nonmembers.)

The founders of the Rochdale Society intended not only to make a fair living for
themselves, but also to provide quality goaddair prices to the community at large.
With the rise of huge urban consumerageratives open to the public came the claim by
those ceoperatives that sale to the public is a right. This poses problems for the principle
of selfhelp, on the argumertat only those who have a stake in theoperative should
benefit by it. Service to nhonmembers also poses problems for the principle of the
distribution of surplus arising out of such transactions: if the majority of business were
done with nonmembers, diibuting the surplus to members would, in some views, be
contrary to the cmperative spirit.

If surplus resulting from business with nonmembers is allocated to reserve funds,
however, this prevents such a result and compensates for the loss of pitatevbiéch
would occur despite the increase in business. Nonmember business continues to be
justified on various grounds: use of capacities of thepmrative which would otherwise
remain idle; attraction of new members to theoperative; risk spreadeduction of unit
costs; and increased productivity. Business with nonmembers is common in consumer,
agricultural and thrift ceoperatives.

9. Summary

A review of the literature indicates that the principles ebperation are yhamic
ones which have allowed people to use theoperative organization to meet a large
variety of needs. The principles are not static; they have been interpreted, reinterpreted
and reformulated over the years. Interestingly, however, the originat&lecRrinciples
were never intended to be rigid since the organization for which they were designed, the
Rochdale Cepperative itself, grew and developed in a manner not unlike maldgroe
operatives, yet it was true to its originating principles andl&de

73 Fairbairn et al., irCo-operatives and Community Development: Economics in Social Perspective, pp.

95-97, discuss the struggles of-operatives to incorporate both their economic and social goals into
their orgaiizational decisiormaking processes. See, for example, Appendix E, item (f).
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There is a tension evident in the literature. It is a tension between the view of co
operatives as close, actively democratic, highly ethical organizations and the more
pragmatic view of cepperatives as economic enterprises competing and thrivireg in
capitatdriven marketplace. Part Il of this paper is a study of a number of Canadian co
operatives, eleven in all. The study surveys the business activities of theseratives
and explores the influence of-operative principle on decision makingttnn each. The
tension displayed in the literature has a parallel in curremtpeoative practice as €o
operatives continue to adapt to changing circumstances.

Centre for the Study of Co-operatives



Part I1:
Co-operatives in Practice:
A Study of Eleven Canadian Co-operatives

1. Introduction

The literature suggests that -operatives have historically been highly
experimental in organization and purpose. Indicative of experimentation are: variety in
structure, membership and businesgppse; enterprise in formation and decision
making; and conflict. Conflict is expressed in the shifting practices and debates which
result in the ongoing balancing and reformulation ebperative principle, in the search
for appropriate exercises of deamacy and acceptable sources of capital by individual
co-operatives, and generally in the situation of corporate goals within the parameters set
by cooperative principles. These principles are widely expressed (and debated) in the
philosophy of ceoperaitvism and minimally and narrowly laid out in the governing
legislation. Only the latter are legally binding, but the openness of most statutory
definitions of “ceoperative basis” and “eoperative principle” means that practices can
legitimately vary widgy.

The ceoperative form is a fusion of ethical, at times Utopian, semwianted
collectivist goals and practical, markaiented individualist goals. This suggests another
potential source of value conflict, both within the membership itself andebat the
boards, elected from the membership, who may be more cognizantagerative
ideology, and professional managers, many of whom are drawn from the private, or
corporate, sectot.

Are these attributesvariety, enterprise and vaho®nflict—appaent in coe
operatives operating today? If so, how are they expressed? Although both qualitative and
guantitative® studies of the operation of -@peratives in the Canadian econdmgnd

74 One writer describes it as “[t]he tension created by attempting to adher@peiive values while
operating a business,” noting that “[m]anagers and the membersopkeedive boards struggle with
these issues at the local level....” The author suggests that “[tlhe problems are magnified because
most managers receive their business training in environments not particularly supportive of
co-operative values. This perceptiofi @o-operative values as being incompatible with business
success in turn has an impact on the strategies chosen by the deeikians [Hammond Ketilson,
“Management in Caperatives,” p. 263, citing Robert Briscd&aders and Idealists, A Study of the
Dilemmas of Consumer Co-operatives, Ph.D. Thesis, Harvard University, 1971]. Conflict arises when
the members feel that -operative values should direct business actions.”

Hammond Ketilson does not resolve the questions of strategies, structulirapraftict resolution
which she notes are raised by this tension.

5 These methodologies are discussed below.
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intensive qualitative studies of the operation of individualoperatves and linked
systems have been undertaken in Canada, there is no current study which compares
business profiles and management styles across the Canad@perative sector.
Therefore, an exploratory qualitative study with a broad scope was indicated.

2. The Study

2.1 The Approach”
The purpose of this study was to show whabperative businesses are doing,

and what, if any, difference being a-gperative makes in business management. The
intent was to assess whether hypotheses suggested by the literature (and by familiarity
with co-operative practice) about management, and what could be called
adjustments within the sector, had any support. Qualitative methods were best suited to
this assessment. Qualitative research has been recognized as the preferred way in which
to study managemeritlt is used to seek out correlation rather than suggest causation, to
find out how something works rather than whether it werkd/hereas quantitative
research is concerned with quantifying data found in records or generated through
guestionnaires, qualitative research is aimed at understanding a social phenomenon from
the actors’ own perspectivesCo-operative management and practice is fully explicable
only when this perspective is understaod.

7  See, for example, Fulton (edQg-operative Organizations and Canadian Society; and National Task
Force on Cepperative Development, Co-operative Development Strategy for Canada.

77 See generally Taylor and Bogddmyoduction to Qualitative Research Methods.
8 See generally Taylor and Bogddmroduction to Qualitative Research Methods.

7  See, for example, Mintzberg, “An Emerging Strategy Dfréct’ Research,” where the author
observes, “The field of organization theory has, | believe, paid dearly for the obsession with rigor in
the choice of methodology. Too many of the results have been significant only in the statistical sense
of the word,”p. 315.

80 Despite claims to objectivity and pure science, the positivist quantitative view is problematic. The
methodology distances the researcher from the phenomenon studied. The validity of the
mathematization of human interaction has itself been ipmest See Davis and Hersbescarte's
Dream: The World According to Mathematics, for a criticism of this approach.

81 These perspectives constitute a first level of explanation, which represents the worker’s justification
for action. While the act may bmotivated by hidden psychological or social factors (providing
second and third levels of explanation), the explicit rationale is not merely an important component in
understanding social response: it is the place to begin the search for understaosipip Rhz of
the Oxford University Law Faculty emphasized this point in a lecture given at the University of
Toronto in September 1987. Fitewvel explanations are often discounted in quantitative research in
the search for deeper or external motivatitmeugh experimental methods but they are the primary
data of the qualitative researcher.

82 See Taylor and Bogdamtroduction to Qualitative Research Methods, note 15. Freud's case studies
of patients illustrate this point. Qualitative research camrblegood investigative journalism but it
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Qualitative research methods have a long history in anthropological, medical and
sociological study: The methodology includes interviewing, observation, participation
and continuing data analysis to generatermftion. It draws on the knowledge, past
experience, and present activities of actors in the field under study and produces
relatively intimate descriptive informatieh. Selection is not random and the
methodology is not experimental (in the classicalerstific sense). Numbers are
compared, but natrunched, to disclose patterns. Information from interrelated sources is
put together and fit with the relevant literature, resulting in a picture of the phenomenon
studieds

The process is inductive: condgpare derived from patterns in the data, as
opposed to the deductive use of data in quantitative research to test hypotheses already
closely formulated. The researcher considers settings and people as a whole and in the
context of past development and g@st situation, rather than as collections of variables.
Indepth interviews are structured after normal conversation rather than formal gquestion
answer exchanges and the interviewer remains sensitive to both the subject and the
interviewer’s effect on thenformation given. The focus is on understanding the subject
from the actor’s perspective, rather than remaining aloof:

To try to catch the interpretive process by remaining aloof ascallsal
‘objective’ observer and refusing to take the role of thegatnit is to

risk the worst kind of subjectivismthe subjective observer is likely to fill

in the process of interpretation with his own surmises in place of catching
the process as it occurs in the experience of the acting unit which @ses it.

Everything is a subject matter for inquiry; all perspectives are considered valuable; and
the methodology is humanistic in that it is geared to personal values, struggle and
experience. While the methodology is flexible, it is not careless or without'cratft.

differs in its goals, which are not to persuade but to describe, and its grounding in theory or at least its
efforts to yield testable hypotheses for future research.

8 In The Dilemma of Qualitative Method, p. 1, Hammersley notes that “[i]n the social sciences over the
past thirty years there has been a tremendous growth in the use and acceptability of what has come to
be called ‘gualitative method:" research using ‘unstructured’ forms of data collection, both
interviewing and observation, and employing verbal descriptions and explanations rather than
quantitative analysis. One of the features of this recent period of growth is that qualitative method has
become institutionalized as a largely smifficient approachto social research, with its own
literature, both substantive and methodological.

8 In comparison, quantitative methods result in numerically descriptive but generalized information.
8  See Taylor and Bogdamtroduction to Qualitative Research Methods, pp. 58.
8  Herbert Blumer, cited in Taylor and Bogddyyoduction to Qualitative Research Methods, p. 6.

87 Although accuracy is important, the key to qualitative research is validityu@tess to life rather
than the goals of external reliability angblicability sought by quantitative researchers. In any case,
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The amount of information collected is not determinative of the validity of the
study. Significant insight can come from a single instance of the phenomenon. For

example, one researcher notes:

The purpose of the qualitative interview is not to discover howyrerd

what kinds of, people share a certain characteristic. It is to gain access to
the cultural categories and assumptions according to which one culture
construes the world... In other words, qualitative research does not survey
the territory, it minedt.ss

However, the examination of a relatively broad range of instances does give greater
support to claims about the general nature of what has beensfound.

2.2 The Sample

Unifunctional ceoperatives exist to fill a single differentiated market niche.

Many are relatively smalcale orboutique co-operatives. Unless their business profiles
disclose a pattern of experimental investment, thesgpeaatives offer less potential for

the exploration of experimentation within tlsector than do the multifunctional or
multiactive ceoperatives. “Multiactive” is defined for the purposes of the study as
having more than one business function or business purpose, more or less closely related
to a central business purpose,nossion. The first step in the study was to identify as
closely as possible the Canadianoperatives which had, or continue to have, multiple
business purposes and (or alternatively) an investment history or practice which could be
termed experimental. These catgories, we thought, would also capture a variety of
organizational structures and struggles.

The first step in the identification of suitable subjects was to interview staff of the
Co-operatives Secretari&t. This resulted in the identification of 36 potal subjects.
Information was supplemented by telephone interviews with provincial directors or
superintendents of eoperatives.

The second step was to decide between representatives of the boards of directors
or of management as interview subjects. Mlethat management would be more closely
informed of the details of organizational structure and goals. We also felt that there was

the integrity of the researcher governs the truthful gathering and reporting of data and no empirical
research, especially that involving people, is{fias.

88 McCrackenThe Long Interview, p. 17.
8 “For many research projects, eight respondents will be perfectly sufficient,” Ibid.

% An independent organ of the federal government located within Agriculture Canada, the
Co-operatives Secretariat was established tordinate policy among thodwanches of government
whose decisions impact on-operative practice.
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some possibility that, given their training and perhaps experience in ordinary corporate
practice, managers would be meviling to disclose ideological stresses. Therefore, we
decided to meet with chief executive officers (in some organizations, termed manager or
president); failing this, we would meet with those within the management structure best
informed about the busess of the coperative.

The third step was to identify the information we wanted from the interviews. We
knew time would be limited but we wanted to let the interviews be as much as possible a
free-flowing conversation around a few opended questionsThe areas identified as
important were: membership, boardhnagement structure, business profile (subsidiaries,
profit centres, joint ventures), financing and share structure, use of surplus (patronage
dividends, debt paydown), past and present rangectofitg, patterns of growth and
retrenchment, and management philosophy. We would supplement andlr@okshis
information with annual reports and other documentation supplied by the subjects.

2.3 The Interviews

Interviews were scheduled and held with the chief executive officers of three co
operatives with head offices in Saskatchewan. Their geographic accessibility to the
research team, their status in the Canadiaopsvative community (two are the top-co
operativeenterprises, by revenue, incorporated pursuant-tmpeoatives legislation, and
the third, a major trust company, was established to serve the Canadian sector and
operates on coperative principles), and their business profiles made thesperatives
appropriate subjects. Then we assessed our initial study plan in terms of the information
gathered. Overall, we decided, the meetings were useful for gathering information on
structure, business activity and history and necessary for finding informatwameto
the issues of democracy, management style and technique;rbaaagement relations,
and in general the workings of large-@perative enterprisesinformation unlikely to be
included in public documents.

The next step was the selection of the a@nmg subjects. Representation by
region is important in assessing whether the types afpeoatives under study are
regionalized or universal (in the Canadian context) phenomena. We grouped the
provinces into five regions which we felt were more altkantnot in terms of geography,
economic activity, culture and demography: Coastal West, Prairie West, Central-€anada
Ontario, Central Canad@uebec and Maritime. Central Canada was divided for reasons
which have particular impact on the-operative sectorThere are some significant
differences between Anglophone and Francophoneopesatives in historical
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development, relations among-coperatives and economic impacithere is relatively
little contact between Anglophone and Québeeperators, and thevo groups are
represented by different organizations at the national level.

Concluding that the three Saskatchewan subjects were sufficiently representative
of the Prairie West for the purposes of this study, we then selected togecatives
from eachof the remaining four regions. In all but two cases, interviews were held with
the chief executive officer; in the remaining cases, we interviewed a stafbréiselent
responsible for financial affairs and the assistant to the secretary of the malsagar, a
financial officer. In both these cases, the information given was at least as complete as it
was in the other interviews, with the exception of the area of boarhgement
relations. Three of the subjects were financialbperatives: a trust compgna credit
union, and a confederation @fisses populaires; these, and one of the secetat supply
co-operatives studied, were incorporated pursuant to special legislation. As financial
co-operatives in Canada are Rochdale in form and truepeeatives in themodified
sense discussed in the literature review, there was no logic to their exclusion.

We presented ourselves as lawyers and law teachers studying multiactive
co-operatives? This was useful in gaining entry to some of our subjects. We gave
assurances that certain information would not be identified with any particidar co
operative. In two cases, we were initially refused copies of the annual report; in one of
these cases, we were given copies at the close of the interview. Despite sorarceluct
expressed by a number of interview subjects to meet or to disclose certain kinds of
information, we found in all cases except one that the reluctance disappeared completely
by the time less than a third of the interview was ovéefhe meetings lasted
approximately onandonehalf hours, the maximum time we were able to obtain with
management in most cases.

9 See National Task Force on ©perative Developmenty Co-operative Development Strategy for
Canada, “Appendix B: A Note on Francophone &@peratives in Canada.” The report noteatth
certain of these differences are shared byitges populaires outside Quebec. Furthermore, there is
relatively little contact between Anglophone and Québeoparators, and the two groups are
represented by different organizations at the nati@vall| the Canadian Gaperative Association for
Anglophone regions and le Conseil Canadien de la Coopération for Francopfraperatives.

%2 The introductory letter is attached in Appendix H. Initial contact was by telephone.

% In the one exception wher® annual report was forthcoming, the manager stated unequivocally, “It
is only given to the members at the annual meeting,” a policy understandable in view of the market
difficulties faced by the coperative. However, he appeared to be completely frardvéry other
respect. Figures were supplied by the provincial superintendent, who expressed surprise at the
exclusion and called the financial statement a “textbook balance sheet” of which the manager should
be proud.
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Our study took us from relatively sumptuous offices and board rooms, located in
large office buildings or in complexes entirely devoted to the&kwbthe ceoperative, to
more spartan quarters: the basement of a grocery store, an agricultural processing plant
behind a roadside stand, and a suburban strip mall. Despite tremendous variation in the
size and scale of the -@peratives studied, all ofuo interview subjects had business or
accounting training; one had been a corporate lawyer and most had experience outside
the cooperative sector.

The results are reported below. Eackoperative is separately profiled according
to: [1] type, historyand development, and operational structure and activities (see
“Overview” sections); [2] size, in terms of membership, assets and revenues; [3]
investment, joint venture activities, and use of surplus; and [4] the formal roles and
responsibilities of dirdors and members. Management strategy and philosophy are
reported and discussed in section 4, “A Management Perspective -ope€iive
Principles and Practice.” Individual @peratives are not identified in that section,
through direct quotations are dseThe profiles are consolidated in table format and
compared in section 5, “Observations.”

3. The Co-operatives

3.1 Coopérative Fédérée de Québec

3.1.1 Overview

Coopérative Fédérée was formed in 1922 by three agriculturapematives
weakened by mutual competition. By 1930, there were 75 membeperatives; by
1940, 189; and by 1948, 645. A period of rationalization and consolidation began
1950. As a result, Fédérée is now comprised of 101 agricultuapeatives.

Fédérée operates as both a farm supphopmrative and a farm produce
marketing ceoperative. It is active both as a wholesaler, supplying member co
operatives, and as atader, supplying individual producers. It buys from and sells to
both members and nonmembers.

Fédérée is divided into five sectors, which it views as autonomous enterprises,
expected to be internally profitable:

. The Farm Supply Division supplies feedeed, hardware, farm
implements, and other products or services to Québec farmers. It
also operates hatcheries for egg production and marketing. The
division acts as a wholesaler for-operatives and retail outlets,
supplying mills with grains, byprodwg;tand protein ingredients. The

Occasional Paper Series, #92-01



Page 38 Co-operatives in Principle & Practice

division also operates seven retail outlets in areas where there are no
selfgoverned cepperatives. Its 1990 sales totalled $489 million.

. The Petroleum Division provides home delivery of petroleum
products and operate83 gas stations in rural and urban areas. Sales
in 1990 totalled $149 million.

. The Meat Division owns three pork slaughterhouses and three
distribution centres-two in Québec and one in Ontario. It is also a
majority shareholder of a Ontario pork slaweghbuse, a cowner
of an lowa slaughterhouse, and a-awener of a New York
distribution centre. It has a sales office in Tokyo. In 1990, sales
totalled $354 million.

. The Poultry Division kills, processes and markets chickens and
turkeys. It has threelaughtering plants, two processing plants,
hatcheries, an animal feeds distribution plant and poultry farms.
Sales were $333 million in 1990.

. The Fruits and Vegetables Department acts as a wholesaler for
Québec produce. Its sales in 1990 totalled $#anil

. The former Dairy Division was transferred to two new enterprises:
Natrel, which resulted from the merger of the milk processing
activities of Agropur and Purdel; and Lactel, a joint venture of five
Fédérée dairy coperatives. Sales in 1990 wel27® million.

3.1.2 Size

Fédérée’s membership consists of 10dperatives, plus some 2140 individuals.
In 1990, it had sales of $1.35 billion, assets of $352 million, and 3,653 employees.

3.1.3 Investments

The farm supply group operates like a typical vertically integratespeoative,
buying and selling to members and returning surplus to members. The other sectors are
more like ordinary corporations, oriented to profit. According to Fédérédisspad
Corporate Philosophy, "Each division of the Cooperative will be encouraged to carry out
acquisitions or mergers of existing enterprises and to acquire new technologies, thereby
permitting it to attain the position of leader in its market.” Whileléfée is centred in
Québec and is the only Quebecoisned agricultural processor, it is looking beyond the
province’s borders as well.

Fédérée’s investments include $29 million in Lactel Group, $5.5 million in C.F.
Industries Inc., $5 million in Gopertive Energy Corporation, and $9.8 million in other
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ventures. It has a variety of partnerships and joint ventures, including one with Cargill in
a grain elevator and port.

3.1.4 Management Structure

Individual menbers must be agricultural producers. Fiveoperatives comprise
Groupe Lactel, a limited liability joint venture with Agropur. The other member co
operatives are farm supply-operatives.

Each member gets one vote plus another vote for every $2,000 afdrtisiness
done with Fédérée. The typical-operative gets from one to three votes, while a large
co-operative like Agropur gets 15. The annual meeting is attended by 325 delegates,
elected from 15 zones. The board consists of 15 members, electedaantial general
meeting. Reporting to the board are the president, the audit committee and an executive
committee.

Each of the divisions or sectors is headed by a general manager. These general
managers and heads of administrative departments reporth@faexecutive officer,
who reports in turn to the president.

3.2 The Co-operative Trust Company of Canada

3.2.1 Overview

Co-op Trust is a multiactive eoperativeinvolved in joint business ventures with
co-operatives and ordinary corporations. The trust company was formed in 1952 to raise
money for investment in eoperatives. Its membership consists of credit unions and co
operatives rather than individuals.

Its first focus was providing trust services, estate preparation and wills. Providing
services for small estates, fundamentally altruistic, required strong financial backing. The
Credit Society, Federated @peratives and Saskatchewan Wheat Pool made loans of
$25,000; Ceop Implements, $10,000; and retail@peratives, credit unions and -Gp
Insurance, minimum shares of $50.

By the late 1950s, the declining farm economy meant the new generation taking
over operations had to remortgage the family farm toidavauge debt burdens.
Saskatchewan’s credifranting scheme, the Family Farm Program, was administered
entirely by Ceop Trust, with the government guaranteeing securities and matching
securities invested by emperatives or individuals. In 1959, @p Truwst diversified into
insurance.

In the 1960s, personal trust activities increasedodrust invested 75 percent
in individual ceoperative members, 15 percent inaperative securities, and 10 percent
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in municipal or government bonds. It also assumesagement of the Gap Mutual
Benefit Association, a burial society. Rapid growth led to structural reorganization: a
consulting firm was hired to help the company move from an informal to a highly
structured business system. In 1965, the drive to becamaéianal company began. As

the size and sophistication of credit unions grew they began providing services formerly
provided by Ceop Trust and Credit Union Central.

From 1968 to 1972, Gop Trust branched from property management into the
real estate mizet to become a strong multifaceted organization. In 1974 it formed-ts Co
operative Trust Co. Realty Ltd. (CoTrusCo) subsidiary. The 1970s was also a period of
dramatic increase in the fields of assets and trusts, interprovincial activities, the
organizaion of Northland Bank and the @odination of related coperatives.

In the late 1970s, Gop Trust encountered major financial difficulties due to
investment activities and diversification led to a lack of control. It took major support
from the largerco-operatives to keep the company afloat.

Co-op Trust now has three major areas of services:

. Deposit services: It offers and administers deposit accounts ($813
million in 1988), guaranteed investment certificates and fixed term
registered retirementasings plans. It administers and is trustee of
three mutual funds (interest, income and growth), with assets over
$25 million. A wholly owned subsidiary, PF Mutual Funds Inc., was
incorporated and registered as a mutual fund dealer in response to
changesn several provinces made by securities commissions. In
1988, Ceop Trust was trustee of 855 retirement plans for credit
unions, totalling $3.3 billion in deposits. Combined deposits for two
programs administering RRSPs and RRIFs increased by 12.8 percent
and now contain over 410,000 contracts.

. Personal trust services: With assets of $262 million in 1988&pCo
Trust saw revenues of $1.3 million. Its Will Bank contains 37,647
wills in which the trust company is named either sole executor-or co
executor. h addition, the personal estate and trust departments
administer estates as agent or administrator on behalf of an estate.

. Mortgage services: Gop Trust's mortgage portfolio was $731
million in 1988. New loan activity amounted to 1,188 applications
totalling $118.5 million. About twéhirds of the mortgage portfolio
is insured by CMHC or MICC or is guaranteed by provincial
governments. The Loans Under Administration portfolio (607
accounts totalling $302 million), administered for investors byogo
Trust, is primarily ceoperative housing mortgages.
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3.2.2 Size

In 1990, Ceop Trust held $931 million in assets, the biggest component of which
was mortgage loans, at $797 million. Its income was $101 million. The assets under its
administration totalled $5.7 billion.

3.2.3 Investments

Co-op Trust invests in estate management and mortgage and financial services for
the cooperative sector; as well, it seeks to gain profit for capitalization -ojpeodive
projects. Ceop Trust operates on a borrowing basis of 20:1, meaning that it can borrow
$20 for every dollar of net assets.

As of 1989, loans to coperatives were 43 percent of the total $739.5 million on
loan; the remaining 57 percent of loans wareordinary corporations. However, some
$55 million of the ordinary corporation loans were residential loans serviced by credit
unions; while the borrowers were not members ofofalrust, they were credit union
members. About 95 percent of ©p Trust bginess comes through credit unions-dpo
Trust is not allowed to lend to its members, or even to organizations partly owned by
them. Borrowers can be -@peratives or not.

3.2.4 Management Structure

Figure 3.A+ shows Coeop Trust’s organization. Membership is based on common
service. All members are corporate entities. The major shareholders are-dper@mrs
General Insurance Company (three directors), the CUMIS Group (two directors) and
Saskatchewan Credit UmioCentral (three directors). Minority voting members are the
other 11 credit union centrals (one is a caisse centrale) and certain regional or provincial
co-operatives (Saskatchewan Wheat Pool, Federategp@atives Ltd. and United €o
operatives of Ont&r). The voting shareholders and about 575 otheopmratives and
credit unions hold over two million nonvoting common shares and over one million
nonvoting preferred shares.

Membership is not required for use of -Gp Trust services, though clients of
programs administered through credit unions must be members of those credit unions.

3.3 East Chilliwack Agricultural and Consumer Co-operatives
3.3.1 Overview
Twenty-three berry growers organized East Chilliwack Fruit Growers Co
operative Association in 1947 to pool marketing of raspberries. Within two years;the co

%  See p. 88.
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operative opened a small fegdxing plant and started distributing animal feed to its
menbers. By 1960 berry marketing accounted for just five percent of Hopemtive’s
business, as the feed side of the business expanded, especially in the growing dairy
industry. The cepperative became the largest feed manufacturer/distributor in British
Columbia. A consumer retail operation was also set up, with four retail stores.

In the early 1980s, the amperative diversified into food processing. It purchased
Westvale Foods Ltd., a frozen fruit and vegetable processor. In 1986,-tperative
formed Pacific Fruit and Concentrates Ltd. to process berry juices and concentrates. After
losing money, the assets of both companies were sold in 1988.

Meanwhile, farmer members argued that the feed business generated the major
revenues, but thene member, one vote rule meant that they were swamped by the
consumer side, so the -operative was split into East Chilliwack Agricultural and East
Chilliwack Consumer coperatives.

At the same time, fruit growers were encountering difficulties with the variations
in weather and prices and with the limited shelf life of soft fruits like strawberries and
raspberries. The eoperative decided to get back into the processing business, and set up
a third ceoperative, East Chilliwack Fruit Growers’ @perative. It planed to set up a
processing plant and stabilize prices by contracting with growers regardless of current
market price, and improve shelf life by canning or making the berries into juice or
concentrate. A series of disasters followed. The plant was not ogatime, so the first
year’s contract could not be fulfilled. There were cost overruns and law suits with the
engineers who designed and built the equipment. Tapemative paid 60 cents a pound
to growers, though the market price was 45 cents, anetamal with 30 million pounds.

The next year, prices hit a dollar a pound, farmers abandoned their contracts, and the co
operative received just 1.5 million pounds of berries.

The agricultural cabperative tried unsuccessfully to support the fruit growers’
co-operative. In 1987, the parent-operative and its subsidiaries filed for reorganization
under the bankruptcy act. Its creditors accepted current refinancing arrangements.

The agricultural capperative has a feed division, with a feed mill in Chilok,
and a crop products division that supplies fertilizer, chemicals and special services,
especially to dairy producers. The consumeoperative operates four retail stores and a
fuel supply depot. While the consumeragerative is a separate entity,is basically
controlled and operated by the agriculturaloperative.
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3.3.2 Size

The agricultural capperative had 1,130 members and 100 employees in 1990.
Assets totalled $18.1 million; sales were $57.2 million; and net iacsas $56,800. The
consumer caperative had 5,000 members in that year.

3.3.3 Investments

East Chilliwack is primarily concerned with restructuring itself to pay off debt.
Some $10 million is needed to upgrade the feed, riit member capital was
insufficient. Accordingly, the board has accepted a plan to set up a parallel corporation
with external equity funding to take over the manufacturing of feed, with contracts
between the corporation and theagerative for excluse supply to the coperative.

East Chilliwack had two wholly owned subsidiaries, which were net co
operatives: Westvale Foods, a shelf brand; and Pacific Fruits and Concentrates Ltd., a
processing plant (sold in 1988). In addition, it has a small joamtwe involving
blending and packaging fertilizer products.

3.3.4 Management Structure

Members of the agricultural emperative must béona fide, full-time farmers.

For the consumer eoperative, initial memberghincluded all individual members of the
agricultural ceoperative; membership is open to any individual.

The two ceoperatives have one chief executive officer, one bank, and one bank
loan arrangement. Each has a sewember board of directors, whossams are three
years. In the agricultural eaperative all paidip members are entitled to one vote at the
general meeting. The consumeraqerative elects three members in a similar fashion;
the other four are appointed by the board of the agricultaraperative.

3.4 Federated Co-operatives Limited

3.4.1 Overview

Federated Caoperatives Limited (FCL) is a vertically integrated retail supply co
operative. Some 29 retail -@peratives started the Saskatchewaro@erative Wholesale
Society in 1928 “to improve the economic position of its merdvarers by ce
ordinating the procurement, processing, manufacturing and distribution of goods, and the
provision of services.” The opation grew over the years, amalgamating in 1944 with
Consumers’ Caperative Refineries Limited, founded in 1934 by ten petroleum co
operatives in southern Saskatchewan. It became known as FCL after merging with the
Manitoba Ceoperative Wholesale in 1953 he ceoperative wholesale associations of
Alberta and British Columbia joined FCL in 1961 and 1970 respectively. Its head office
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is in Saskatoon, and it has regional offices in Winnipeg, Regina, Saskatoon, Edmonton,
Calgary and Vancouver.

Grocery prodats are a major component of FCL sales. Other areas include
petroleum, lumber, hardware, clothing and other consumer supplies. Some 87 percent of
FCL’s business is done with members on a cash sale basis. Some of its retail members do
business only with themembers, but more than half also do business with nonmembers.
Members are completely independent: they may buy from any source, not just FCL.

Petroleum sales are the most important sales to ordinary corporations. Federated
owns the “Tempo” name, contting with individual gas station owners in a loose
relationship. Tempo is neither a-operative nor a subsidiary. It sells to the general
public.

FCL is composed of ten divisions:

. The Marketing Group works with retail @peratives to prepare and
co-ordinate advertising, marketing and supply.

. The Retail Division’s regional offices and distribution centres in
Winnipeg, Regina, Saskatoon, Calgary and Edmonton are the key
contact points between retail-operatives and FCL.

. The Consumer Products \gion procures and markets food,
hardware and family fashions for the retail-aqmeratives. This
includes theCo-op house brands.

. The Agro Products Division supplies building materials, crop
supplies, petroleum products and livestock feed to farm cservi
centres.

. The Distribution Division receives and processes orders for goods
and delivers them on FCL'’s fleet of trucks. It also manages FCL’s
building spaces.

. The Forest Products Division manufactures and provides lumber and
plywood to FCL memberand for export.

. Consumers’ Caperative Refineries Limited is a wholly owned FCL
subsidiary that operates the-Gp Upgrader in Regina.

. The Environmental and Technical Services Division provides
technical analysis of such areas as energy conseryvapenations
research, inventory management and energy research.
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. The Human Resources Division handles employee relations at FCL
but is also active in training staff and elected officials of retail co
operatives.

. The Member and Public Relations Diwsi is responsible for
member development, public relations, institutional advertising,
grants and donations, consumer information and boosting the co
operative philosophy.

34.2 Size

In 1990, FCL had 365 members, including 332aitetc-operatives, various
agricultural, producers, housing, health or other types -@jpevatives, two credit union
centrals, two bible colleges and the University of Saskatchewan. It listed total assets of
$635 million and total sales of $1.58 billioRhrough its member eoperatives, FCL
serves 750,000 Canadians in the West and in northern Ontario.

3.4.3 Investments

FCL’s longterm debt was $32.6 million in 1990, mostly in the form of savings
bonds paying interest vang from 8.5 to 17 percent and secured by a first fixed charge
against refinery assets and a floating charge against other assets.

All investments fit into FCL'’s vertically integrated scheme. Revenue is used to
pay down debt or pay patronage dividends, foolongterm investments. Safety takes
precedence over return on investment. Accordingly, most investments are short term
(under 60 days), limited to $10 million and placed within chartered banks and credit
union centrals. However, FCL does have some4836000 in longer term investments:

. $20 million in Coeoperative Energy Corporation, which is jointly
owned with the federal government. Its major activities centre on oil
and gas reserves and exploration. It trades on the Toronto and
Calgary stock exanges and owns Gap Development Corporation,

a publicly traded exploration company.

. $3,790,000 in Mainline and Surrey security assignments

. $1,574,000 in The Goperators Group Limited

. $1,320,000 in Cepperative Trust Company of Canada

. $741,000n Villco Developments Inc.

. $314,000 in Interprovincial Cooperative Limited

. $1,000 in NewGrade Energy Inc.
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e $728,000 in other coperatives
FCL and the Province of Saskatchewan each own half the $700 milliop Cpgrader
through NewGrade Energit. has a separate board of directors, with four directors from
FCL, three from the province and one from the federal government. NewGrade has no
employees; the upgrader is operated by FCL's Consumersop€ative Refinery
Limited, a wholly owned FCL sulmiary.

FCL is also a member of Mutual Hardware Inc. and United Grocery Wholesales
Limited, two industry buying groups.

Joint ventures with other eaperatives include membership in Interprovinciat Co
operative Limited (IPCO), the central purchasing ameémical formulating arm of
regional ceoperatives. When IPCO went bankrupt after its Weyerhauser chlorine pulp
plant failed, FCL bought it out and has managed it, under contract, since. IPCO controls
the “Coop” trademark and logo and -oodinates its usacross Canada. FCL is also a
member of Ceoperative Research Farms, the largest independent feed research
organization in North America.

Loans to Ceoperative Trust Company and to Interprovincial Cooperative Limited
totalled $496,000, and finance agreaiseotalled $10,194,000.

3.4.4 Management Structure

All FCL members are corporate entities, each of which must hold at least one
share in the organization. €&peratives supply 99 percent of FCL'’s capital.

FCL's members are divided into 19 districts. Each district elects one director to
the board of directors for a thrgear term. Directors are chosen by delegates, and the
number of delegates to which a member is entitled depends on annual purchases from
FCL: ore delegate for under $5 million; two for-38 million; three for $1€20 million;
four for $2035 million; and five for $35 million or more. Six region \dpeesidents and
a president are selected from among these 19 district directors.

3.5 Fraser Valley Milk Producers Cooperative Assoc. (Dairyland Foods)
3.5.1 Overview
This producers’ cmperative was established in 1913 by dairy farmers én th
Fraser Valley, British Columbia. Initially it was a horse and wagon dairy operation. It has
developed into a large food processing and distribution concern and has adopted the
name Dairyland Foods as its corporate name.
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Fraser Valley markets more thaf®bdifferent items under a variety of brand
names:

. Dairyland milk, ice cream, yogurt, cottage cheese, sour cream and
drinks

. Fraser Valley butter

. Pacific evaporated and powdered milk
. Dairy Maid fruit juices and drinks

. Armstrong cheese

. Natue’s Treat and Extra Rich yogurt

. Shape calorigeduced products

. Super Socco drinks

. Fiesta and 1886 ice cream.

The coeoperative has twendfjve distribution depots and operates seven milk or
juice processing plants. The Burnaby Sperling plarnihéslargest, capable of handling
500,000 litres of milk per day. The plant is attached to thepavative’'s head office and
to the main garage, workshop and distribution operations. Cheese and Pacific evaporated
milk are produced at the Abbottsford plawhich also is headquarters for the farm tank
pick-up fleet. In frozen foods, it operates as a distributor, not a manufacturer.

3.5.2 Size

The coeoperative has 2,000 shamnelders. Only active producers are entitled to
vote; thesenumber 687. The inactive members are mostly retired, but retain nonvoting
shares. In 1990, the @perative had sales of $4.9 million and assets of $112.2 million;
its operations included 1,500 employees and a fleet of 50 tanker trucks; and its members
shipped a total of 336 million litres of milk, averaging 1,341 litres per member per day.

3.5.3 Investments

Expansion has been financed by borrowing, but Fraser Valley tries to keep a
conservative debt/equity ratio. In 1989aser Valley bought Palm Dairies. It also has a
25 percent share of Armstrong Foods Ltd.; this joint venture controls the Armstrong
Cheese trade name. In 1990, Fraser Valley’'s share amounted to a loss of $41,000. As
well, the ceoperative owns 100 perceaoit Old Ontario Cheese in Ontario and has a joint
venture with three other dairy -@peratives.

Occasional Paper Series, #92-01



Page 48 Co-operatives in Principle & Practice

3.5.4 Management Structure

Many of the members are individual producers, while some are corporations
earning up to $4mnillion a year. All have one vote. The-operative’s board consists of
seven directors elected by the active membership. Management, comprised of a general
manager and chief executive officer, and a chief financial officer, report directly to the
board. There are also some 18 to 20 locals with eight to fifteen members per local who
meet three times a year, with meetings attended by two board members. Councils of the
presidents and viepresidents of locals are also held, basically as information sessions.

3.6 Mouvement des Caisses Desjardins

3.6.1 Overview

Mouvement Desjardins is a financial servicesoperative founded at the
beginning of the 20th century. Québec, especiallythe rural areas, faced severe
problems obtaining capital and credit; this was exacerbated by high interest rates and an
economic depression. Alphonse Desjardins, a legislative clerk, promoted the idea of
pooling funds to combat these problems. The mmam thus grew into a emperative
mutual fund, based on the European experience of the Raiffmasgse model as
modified by the Rochdale principles.

The first caisse was established in Desjardins’ home town, Levis, in 1900. In
1906, Québec enacted ehad legislation and by 1914 there were 109 caisses
populaires. By the 1950s, there were a thousand caisses populaires, organized into ten
regional federations. During the 1950s, the movement expanded from traditional areas of
service—mortgages and generahd life insurance-to offer loan and savings insurance
plans.

Mouvement Desjardins is now the largest financial institution in Québec and is
active in international money markets. It offers a broad range of financial services,
including mortgages, loansg)surance, home and mutual funds, stocks and equities, and
venture capital.

Mouvement Desjardins is based on locally controlled caisses populaires. Each
caisse has a board with five to fifteen members. In all, there are 18,000 board members.

The caisseare grouped into regional federations, 11 in Québec and three outside
the province. Until 1962, there were members from the Québec Credit Union League,
with Anglophone managers. They are no longer members, so the Mouvement Desjardins
is predominantly Frasophone.
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Each federation offers services to its caisses: if there is an excess of liquidity in
one, the federation spreads it around. Profitable caisses have a great deal of autonomy.
When a caisse encounters difficulty, federation staff step in as ershibbters to offer
ancillary services, marketing, human resource development, legal services, loan services
and education of members, board members and employees.

These federations are represented on the Confederation des caisses populaires et
d’economieDesjardins du Québec. Representation is partly based on the assets of the
federation. The 32 representatives include eight from Montréal, five from Québec, three
from Trois Rivieres and two from each of the other federations. The Confederation is
linked © national and international money markets and banks via the Caisse centrale
Desjardins.

Mouvement Desjardins has consistently resisted government involvement.
Although Québec founded a deposit insurance bureau in 1967, Mouvement Desjardins
has never calld on it to pay losses. Instead it relies on its own stabilization fund,
established in 1949.

3.6.2 Size

Mouvement Desjardins covers 4.9 million members, including 400,000 corporate
members. This includes more than 60 percerti®iQuébec population. In remote areas,
more than 90 percent of the population belongs to a caisse populaire. There are also
300,000 student members who participate in classroom savings schemes.

Mouvement Desjardins includes 1,482 caisses populaires. Mahg caisses are
in smaller centres. Of the 1329 Québec caisses, some 626 are the only financial
institution in town; only 28 municipalities have a bank but not a caisse.

The Mouvement has $160 million in investments, with 15 percent of the capital
coming from the Québec Pension Plan, which it holds. In 1990, assets totalled $48.2
billion. The Mouvement, including caisses populaires and federations, included 18,796
elected officers and 38,405 employees. It had $40.4 billion in savings, $6.7 billion in
investments and $38.4 billion in loans.

3.6.3 Investments

Many of the activities of Mouvement Desjardins and the caisses populaires centre
on job creation, local economic control and skdfelopment. Desjardins Investment
Saiety is the only investment society in Québec and has 23 percent of the commercial
loan market.

The Mouvement is involved in a number of holding companies and subsidiaries,
many of which themselves have subsidiaries and shares in other operations:
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Sodété de portefeuille du groupe Desjardins assurances generales
(holding company for Assurances generales des caisses Desjardins
inc., Norgroupe and La Securité, which offers group insurance)

Assurances generales des caisses Desjardins inc. (automudile a
property insurance)

Norgroupe (general insurance)
La Securité (group insurance)

72 percent of Desjardins Trustco (holding company for Credit
industriel Desjardins and for Desjardins Trust)

Desjardins Trust (financial and trust services)

Gestion Placements Desjardins (portfolio management for pension
funds, religious communities, insurance companies and others)

Credit Industriel Desjardins (corporate financing agency)

Desjardins Leasing (car and equipment leasing)

Assurancevie Degardins (personal insurance)

Corporation Desjardins de valeurs mobilieres (holding company with
shares in Investissements Disnat inc. and Desjardins Deragon
Langlois Ltd.)

Le Investissements Disnat inc. (discount broker)

Desjardins Deragon Langbltée (fultservice securities broker)

La société de services des caisses Desjardins inc. (holding company
that coeordinates the activities of service subsidiaries within the

Mouvement Desjardins)

SECUR inc. (armoured car service; took over Brinksi€ébec
operations in 1986)

Centre Desjardins de traitement de cartes inc. (Visa charge cards)

Services de paie Irdbogik inc. (payroll processing and related
services)
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. 51 percent of Centre d’autorisation et de paiement des services de
santé (autmated authorization and payment services)

. Société d’investissement Desjardins (holding company for Société
d’investissement Tremplin 2000 inc., SID Capital inc., and Gestion
d’investissements Desjardins inc.)

. 50 percent of Société d’investissemenemplin 2000 inc. (venture
capital for 10 enterprises with $22 million in assets; loans of
$250,000 to $1 million over a fiveéo tenyear period).

. 100 percent of SID Capital inc. ($16.5 million in development
capital for 24 enterprises with $105 million assets; loans of $1
million to $10 million over a fiveto tenryear period).

. Gestion d’investissements Desjardins inc. (holds capital in
companies deemed important to Québec’s economic development;
portfolio under management was $60 million in 1990)

. Société immobiliere des caisses Desjardins (real estate)

3.6.4 Management Structure

Figure 3.Bs illustrates Desjardins’ organizational structure. The Desjardins
system is a federation of @peratives with foutevels or tiers beginning at its base with
4.9 million individuals who are members of 1,482 separately incorporated caisses. The
caisses are organized into 14 federations based on geographic regions which in turn are
organized into the final tier, La Ca¥deration des caisses populaire et d’économie
Desjardins du Québec.

3.7 Co-opératif régionale de Nipissing-Sudbury Limited

3.7.1 Overview

NipissingSudburywas an amalgamation of four or five smalleroperatives in
the 1950s. It is a retail emperative, with about 66 percent of its sales being to members.
The cooperative was formed to serve the farm community, but due to demographic
change, fewer than 10ff its members are farmers. The French character of the region is
now changing, and both Francophones and Anglophones are members:Ooffezative
was financed by the local caisse populaire, which has recently severed ties to Desjardins
to become part dfAlliance, an association of caisses outside Québec.

% See p. 89.
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After a series of failed retail ventures and a fire in 1975, the need to modernize
both the facilities and the accounting procedures became apparent. -bperatve
modernized stores, and patronagmeased in the 1980s.

The coeoperative has four retail stores that sell groceries and hardware, a bulk
petroleum dealership, a gas bar, a feed mill, and a milk transport to pick up milk from
farmers and take it to the dairy. It also sells and deliwatgiZers and chemicals. The-co
operative services a foryile radius and has the only farm supply store in the area.

3.7.2 Size

NipissingSudbury has 3,200 members. In 1990, it had income of $3.9 million and
assets of $4.5 mitin.

3.7.3 Investments

The coeoperative has not invested in outside enterprises, though it may consider
doing so in the future. The @perative has no joint ventures at present.

3.7.4 Management Structure

Each member buys two common shares at $10.00 each to join. -Operedive
is divided into seven zones. Three directors are elected at large; another seven are elected
by the zones. The board meets once a month.

3.8 Saskatchewan Wheat Pool

3.8.1 Overview

Frustrated with the current grain handling and marketing systems, farmers in 1923
organized Saskatchewan Wheat Pool to provide orderly grain marketing. ®hed2o
active in the formation of the Canadian Wheat Board in 1935 and the signing of the first
International Wheat Agreement in 1949. It is now the largest grain handling system in
Canada. It is a multiactive amperative involved in joint business vermsrwith ce
operatives and ordinary corporations. Since 1981, it has diversified into many areas not
related to food and grain.

The Pool has 13 divisions:

. The Terminal Elevator Division operates five terminals to receive,
process, store and ship graindabyproducts through Thunder Bay
(handling about 40 percent of Canadian grain shipped overseas) and
one terminal at Vancouver (handling about 25 percent).

. The Country Services Division, amalgamated from the Farm
Services and Country Elevator Divisiom 1987, operates 537
elevators at 514 locations, contracts for and markets special crops,
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and sells and distributes farm supplies and equipment at 29 farm
service centres, two seed plants, a regional distribution centre, 18
anhydrous ammonia outlets andrmpdulk fertilizer bins. Its Product
Development Branch experiments with new varieties of wheat and
sunflowers, and tests chemicals, fertilizers and equipment.

. The Food and Flour Services Division owns and operates a flour
mill, barley mill, bakery mixplant and special crops cleaning plant
in Saskatoon, with most supplies delivered directly by Pool
members.

. The Livestock Division markets livestock through nine provincial
centres and through the Saskatchewan Beef Stabilization Board and
the Saskatchean Hog Marketing Commission. It also offers
member services like trucking and financing feeder cattle until sale.
Services available to both members and nonmembers include
appraising livestock, providing marketing information and use of
Pool facilities.

. Western Producer Publications publishes a weekly farm newspaper
with 130,000 subscribers, and offers accident and farm property
insurance services. The division also operated a printing operation,
Modern Press, which acquired M.C. Graphics Inc. in 1989 ian
now being split off. A book publishing operation also operated until
1991.

. The Human Resources Division develops, implements and co
ordinates policies and programs for the 3,500 Pool employees.

. The Financial Resources Division recommends andleimgnts
financial policy, handles cash and banking, maintains equity account
records and member loan programs, administers insurance, property
tax, income tax and credit policy, controls corporate accounting and
payroll, and handles and tests internal anglisystems.

. The Corporate Development Division is responsible for co
ordinating corporate strategy, for identifying and evaluating new
business opportunities, and for directing the managerial planning
process for the Pool.

. The Information Technolgg Division assists other divisions in
managing information resources through installing and operating
electronic data processing and office automation systems.

. The Corporate Engineering Division supplies general engineering
services, including project amagement and construction contracts,

Occasional Paper Series, #92-01



Page 54

Co-operatives in Principle & Practice

and provides occasional services to the general Canadian grain
industry.

The Member Relations Division assists members and elected
officials in understanding and carrying out their responsibilities

within the demoatic structure through educational programs,

support services and processing of minutes and member lists.
Representatives work in each of 16 electoral districts with
committees, delegates and the district director.

The Policy and Economic Research Diors deals with public
policy affecting member interests by monitoring legislation and
preparing submissions to government. It is also involved with
commercial Pool activities, in preparing project analyses and
background information for other divisions. rtaintains the Pool
reference library and archives and administers the Pool bursary and
scholarship programs.

The Communications Division handles public, media and internal
Pool information services, public relations, publications, corporate
and divisimal advertising, and annual reports.

3.8.2 Size

In 1990, the Pool had 88,362 registered members (approximately 65,000 active
members) and 3,235 employees. With sales of $1.94 billion and assets totalling $462
million, it was Canad's largest nonfinancial eoperative.

3.8.3 Investments

The Pool invests for profit, diversification and social responsibility. It tries to find
new markets for farm products to smooth out the cyclical ups and downsnahtaome.
The Pool’'s three main criteria for investment are:

Avoiding investment in areas outside its economic concern: it turned
down a fertilizer plant operation because it was a loser in the short
term, and had no intrinsic social value, like Phil&mos, below. It

did not buy into Northland Bank on the grounds that banks were not
a part of where the Pool was headed. The Pool does, however handle
open market grain, formerly viewed alty grain, because its
farmer members now want the Pool to do so.

Social responsibility: this includes spending on sustainable
agricultural development, as in the investment in Philom Bios or the
exploration of continuous tilling.
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Extension of member services: diversifying into other areas of the
food industry andsupport industries helps increase the size of
markets and the share of earnings that flows back to producers. An
example of this is the investment in Robin’s Donuts.

The Pool has shares in a number of operations:

90 percent of M.C. Graphics Inc., argimg company formed out of
the merger of Modern Press and a private firm, with 10 percent
owned by Central Press

49 percent of Prairie Malt Ltd., a malting plant; another 49 percent is
owned by Schreir Malting

25 percent of Northco Foods, which opess Robin’s Donuts; the
rest is owned by three individuals

7 percent of Philom Bios Ltd., a biotechnical development operation;
the other owners are not-operatives

30 percent of Prince Rupert Grain Ltd/Ridley Grain Ltd., which
operates a large p&rt terminal at Prince Rupert; owned by a
consortium of grain companies, including Alberta Wheat Pool,
Manitoba Pool Elevators, United Grain Growers, Pioneer Grain and
Cargill Grain

25 percent of Coperative Energy Corporation, which has an active
drilling program and manages producing properties and was started
by a group of Canadian @mperatives and a provincial government

to increase Canadian ownership and control of energy supply

Western Ceoperative Fertilizers Ltd., which has a half interiesa
phosphate rock mining operation at Conda, Idaho

Investments Ltd., in which the Pool is guaranteed 40 percent of the
principal and interest payments on a loan of $40 million by Credit
Union Central of Saskatchewan

25 percent of Saskatoon Livesko8ales Ltd.

87.5 percent of Venture Capital Corporation

some $1.58 million of shares in-operatives.
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Joint ventures with other emperatives include:

. 50 percent of CSP Foods, the world’s largest oilseed crushing
company and a member of a conson that owns a bulk terminal at
Vancouver; it is jointly owned with Manitoba Pool Elevators

. XCAN Grain, an international grain sales company with offices in
Canada, Europe and Japan, which has a subsidiary that charters
vessels for grain movementjstjointly owned by the prairie pools

. 30 percent (through a holding company, Western Pool Terminals
Ltd.) of Pacific Elevators Ltd./Western Pools Ltd., which operates a
Vancouver grain terminal

. Western Ceoperative Fertilizers Ltd., which distributéertilizer to
principal owners and eoperatives in the western provinces, is a
partner with ceoperatives in Ontario, Québec and the U.S. in
Canadian Fertilizers Ltd., a production company and is aomalker
of a phosphate rock mining operation in Idalads owned by the
three prairie pools

. Interprovincial Ceoperatives Limited, which eordinates member
purchases, formulates farm chemicals, processes and packages
foods, and owns and controls the-Qm trademark; it is owned by
the prairie pools anBederated Goperatives Ltd.

. Prairie Pools Inc., a member of the Canadian and international
federations of agriculture, which is active in policy development and
promotion; it is jointly owned by the prairie pools

. Canadian Pool Agencies Limited/Pdokurance Company, which is
an agent for insurance coverage; it is jointly owned by the prairie
pools.

Revenue from the Pool’'s associated companies was $4.17 million in 1990.

3.8.4 Management Structure

Membership is based on common service. Its members are primarily
Saskatchewan farmers and livestock producers.

Figure 3.C shows the Pool’s organizational structure. Saskatchewan is divided
into 16 districts, each with nine subdistricts which elect a delegate ewveryears.
Delegates meet within the subdistrict several times a year and all 144 delegates meet
yearly for two weeks to set policy and operational guidelines. Delegates at the district

%  Seep. 90
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level elect one of their number to a tyear term on the Pool's Boadod Directors. The
16-member board meets monthly. The Pool also has 600 local committees, each
consisting of about ten members, which hear delegate reports, voice opinion and pass
resolutions on local matters.

3.9 Scotian Gold Co-operative Limited

3.9.1 Overview

Scotian Gold’s roots go back to 1907. SmaHoperatives along the Annapolis
Valley came together as the United Fruitgrowers Company. This was restructured as
Scotian Gold in 1957.

The early focus was on sales of fresh and dried apples to Britain. The focus then
shifted to processing apples into juices and sauce for Canadian consumption.
Overproduction of apples led to government programs paying growers to cutréewn t
starting in the 1930s. The shift intensified during the Second World War: freighters were
developed for carrying troops rather than apples to Britain, and Britain turned to trade
with Europe. The company handled nine billion bushels of apples peinyibar1930s; it
now handles just three million bushels.

The cooperative diversified in the 1960s and became a major player in the Nova
Scotia economy. It sold feed and fertilizers, bought bulk flour for sale to bakeries, ran a
chemical plant and heldhares in, among others, a radio station and an airline. It
instituted one of the first franchise systems, a series of roadside stands selling vegetables.
Continuity was lost through the hiring of a succession of managers and Scotian Gold
divested itself ofall ventures external to fruit processing in the latter part of the 1970s in
an attempt to stabilize. Preferred shares, later converted to loans, were issued to members
to raise money for better processing equipment, but the processing plant was destroyed
by fire in 1981. The coperative was underinsured. Having to choose between a
warehouse or equipment, the-gperative relied on competitors’ equipment, entering into
a joint venture with Farmers Dairy €p. The joint venture, TetraPac UHG lines,
proceses Farmers Dairy milk and Scotian Gold juice.

During the 1980s, the grocery industry rationalized, with hundreds of independent
wholesalers being reduced to just three or four. The result was that wholesalers could
more effectively dictate prices, andogrers received much less. Meanwhile, two
MasseyFerguson dealerships the-gperative operated were shut down, even though one
was quite profitable, when MassE&grguson got into troubles.
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Despite a provincial bailout of the struggling operation, ScaBaid was near
bankruptcy in the 1980s. With assistance from the provincial department-of co
operatives, it divested itself of most of its sidelines, concentrating on fresh apples. It still
has a fertilizer blending plant and sells implements, sprayslizensi and other farm
supplies to both members and nonmembers. A small retail stand sells apples and Farmers
Dairy ice cream.

The enterprise is now stable, though it has difficulty paying out equity owed to
retired members. Equity returns have been faibidfor 15 years, until the -@perative
can repay government loans.

Scotian Gold acts as a broker for its members, selling to wholesalers. It handles
about a quarter of Nova Scotia’s fruit. The-aqmerative also sells plums and pears in
season, and sonpeas and carrots. About a fifth of the@perative’s apples now go to a
local pie maker. Interprovincial sales of all products account for about 90 percent of its
business.

3.9.2 Size

Scotian Gold has about 140 members, fewen 8@ of whom are still active in
the ceoperative. In 1990, it had total sales of $4.2 million and assets of $2.5 million; it
posted a loss of $42,000.

3.9.3 Investments

Scotian Gold is not a position to invest in outsidatures, and has eliminated its
investments in areas not dealing with apples. Scotian Gold has one joint venture, the
TetraPac UHG facility.

3.9.4 Management Structure

Members are individual apple producers. Theefcbxecutive officer reports to a
ninemember board elected by the membership for theae terms. At least one of three
directors elected each year must be a new director.

3.10 Scotsburn Co-operative Services Limited

3.10.1 Overview

Scotsburn was founded in Nova Scotia in 1900 as &hefdfmarketing operation
for dairy farmers. It built a creamery, with government assistance. By 1924 the creamery
produced over aillion pounds of butter annually. In 1939, the creamery added an egg
and poultry grading station. In 1945 the jestbck company was reorganized as a co
operative. The coperative quickly expanded into new areas during the next few
decades. Along the wait bought up a number of other creameries, dairies and ice cream
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manufacturers. By acquiring all the common shares of Brookfield Dairy Products in
1972, Scotsburn’s operations covered Nova Scotia and New Brunswick. A merger with
Eastern Dairyfoods CGoperative Limited in 1984 brought Scotsburn into Newfoundland
as well.

While it began as a dairy auperative, Scotsburn also markets ice cream, frozen
yogourt, cottage cheese, spring water and other products. In addition, it operates two feed
mills, a digribution centre and a farm supply centre.

Scotsburn helped form a national alliance of produceppmyatives across
Canada, including one auperative in British Columbia, two in Alberta and two in
Saskatchewan, to distribute a variety of food produttsas a working agreement with
Ault Foods, owned by Labatts and operating in Ontario and Québec. The alliance’s head
office is in Toronto. Scotsburn also markets HaalDarm ice creams across Canada.

Scotshurn’s subsidiaries include: Brookfield, a froZead business that buys
from McCains and sells to Sobey’s; ADF Transport, a trucking company that trucks for
Scotshurn and other companies; and the hardware branch and feed mills mentioned.

3.10.2 Size

In 1990, Scotsburn had salof $145 million a year and assets of $37.5 million. In
addition to its joint ventures, it has 550 employees.

3.10.3 Investments

Scotshurn participates in joint ventures to earn profits. It gives no priority to
supportirg other ceoperatives. Scotsburn is allied with -operatives and ordinary
corporations that compete directly with otherageratives.

Scotsburn is involved in two joint ventures. In Newfoundland it has 50 percent of
Brookfield Holdings (a separate egtifrom Brookfield above), a private company-co
owned with two brothers. Brookfield Holdings has $50 million in sales of milk and ice
cream novelties. In St. John, New Brunswick, Scotsburn is involved with ice cream
novelties. All of Scotsburn’s subsidiasiare 106percent owned by the auperative.

3.10.4 Management Structure

There are 1500 preferred shareholders. They are not members and have no voting
rights but do participate to get patronage rebates on fuélamdware and feed. There are
400 common shareholders who @ fide farmers and another 400 who are either
retired farmers or those who became members before the preferred member class was
created.

Scotshurn has a board composed of nine directee telected at large and one
from each of six geographical zones. The board meets about ten times a year. Individual
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members participate primarily in the zone meetings. The annual meeting is generally
attended by about 150 of the-operative 400 active embers.

3.11 SECUL Savings and Credit Union

3.11.1 Overview

SECUL was incorporated in the 1950s by a group of Scarborough, Ontario,
teachers. Membership was expanded to aeldheir families and other board of
education employees and families. In the early 1980s, the credit union converted to a
community bond issue and now operates as an ordinary credit union.

SECUL entered a period of rapid growth in the 1970s. It becamebthe top
ten Ontario credit unions, had five branches, and was studied as a model by people from
other countries. It was first to institute tiered chequing, daily interest chequing, and
electronic systems. It gave out lamterest loans. In the earl@80s, SECUL entered the
commercial loan market, but lack of lending experience led to poorly secured loans and
shakey investments. These included the issue of defaulting second and third mortgages
on a strip hotel in Pentatanguishing, a fraudulently pgettdbar and grill operation in
southern Ontario, and an alreadigfunct cement plant. As well, SECUL was trading its
own equity portfolio on the stock market and speculating in silver (the largely worthless
silver wafers are now distributed as souvenib®spite the success of a number of real
estate investments (including ownership of two strip malls), the bad loans combined with
the economic recession of the early 1980s placed SECUL in a precarious position. The
manager wanted to buy other assets andrattedit unions, necessitating a government
examination of the books, completed in 1986. This disclosed that $20 million was out in
illegal or improper commercial loans. The province stepped in. SECUL is no longer in
the commercial lending market and hasly one branch. It has divested itself of its
investments with the exception of $200,000 in stocks, down from several million, and has
adopted a policy of no new stores.

3.11.2 Size

SECUL has 12,000 members. In 1990, it hadtasse$73.4 million, income of
$10 million (less a $250,000 provision for doubtful loans), and a deficit of $679,000.

3.11.3 Investments

After the deficit has been recovered, SECUL’s strategy is to attract branch
mergers wh small credit unions that are otherwise on the verge of being closed down,
and then to increase loan levels and services to attract customers it cannot at present
serve.
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3.11.4 Management Structure

Members maye individuals or corporations. Now that it is not allowed to lend to
corporations, there are few corporate members. The board is composed of 12 directors,
elected at large, to thrgear terms.

4. A Management Perspective on Co-operative Principles and Practice

4.1 Introduction

The professional manager or chief executive officer has the baitym-line
responsibility for the economic viahijiand therefore survival of the enterprise. The co
operative manager is responsible téxaboard whose members may want to maintain
handson control of the business and yet may lack business experience. Therefore
managers walk a fine line between exargy independent business judgement and
convincing boards of the necessity of certain business moves; where they cannot
convince, they must accept, often against their better business judgement. They are
acutely aware of the practical implications of ‘anember, one vote,” member service,
democracy and selfelp and limited return on capital. Their comments give perspective
on the operation of coperative businesses in a capitalist marketplace, the business
utility of co-operative principles, and the im@l problems of their organizations in
fulfilling the spirit as well as the letter of @perative principle.

All eleven of the ceoperatives in this study were managed by professionally
trained accountants or business administrators. Of necessityntsveiews were held
with managerial staff; these disclosed little about relations between manager and board
and provided little external perspective on theoperative enterprise A third interview
disclosed no concerns with -operative practice. It imoteworthy that these three-co
operatives were among the largest and most successful of those in this study. Any
economic storms over the fifty or more years in which all had operated had been
weathered with little incident and all were in regions in whioloperatives continue to
play a major economic role.

Five of the remaining managexgre drawn from outside the-operative and the
co-operative sector. Two of the managers were frustrated in the extreme with the failure
of their cooperatives to actceoperatively and one read into the-@perative principles
themselves the seeds of that failure. The remaining six were essentially won over or

97 One of these had been with the organization for over thirty years and was trained as an economist; the
second was in his second year of employment in thepeoative sector and had been a commercial

lawyer.
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attracted to the principles while recognizing their limitations in certain key areas of
business administratioNone appeared to overstep the bounds aparative principle,
much as they may have felt hampered by these requirements. Four of the eight were
engaged irncleaning up after predecessors had taken theoperative to the brink of
economic disaster thrgh lack of business expertise and judgement, compounded in two
cases by the apathy or bad judgement of their boards.

In order to preserve confidentiality, the-operatives are identified by letter.
Quotations are liberally used to preserve the flavbtimecomments.

4.2 Background and Training of Managers

The manager of A trained with a large corporation and was brought in for a year
as an accountant when prices had fallen, to oversee merdgestiégt ceoperatives; five
years later he became manager and has held that position for 20 years. The manager of B
was an accountant with the firm which managed theparative’s financial affairs; he
was hired to restructure the-operative when it faad bankruptcy. The manager of C
trained at a major corporation, received his MBA and managed a small private company;
he too was hired to restructure arielin up.

The manager of D was a cost accountant, first with a major corporation (in his
words a “sick company”), then a small business enterprise; he began with D as assistant
treasurer. He states, “Then they turfed the General Mardgewas the fourth General
Manager in four yearsand they offered me the job. | said no.” Refusal meant no job, so
he 'emained with D to restructure operations and attempt to regain stability and market
share. The manager of E was also brought in as an accountant when a new manager was
hired; he has been with E for 15 years, since college, and has had no other business
experience. The manager of F spent 12 years in thepeoative sector, eight of those
with F; before that, he worked for a number of private corporations. The manager of G
has spent more than forty years in theoperative sector having worked up througé th
ranks. The manager of H, although brought from government into a middle management
job, has been with the amperative for 26 years.

4.3 Managers’ Views of Board—Manager Relations
Boards wee viewed as both oveand undeinvolved in management, sometimes
at the same time. Freedom from ovmrolvement was seen as good, but under
involvement led to disaster for some-@peratives and refusal to take responsibility for
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management decision kiag placed a dangerous onus on the manager. The manager of
A noted that the responsibility of his board is to set all policy, rather than to manage:

...S0 a lot is managemedtiven. The board is a step away from
management because it has authority onlylevhiis sitting. You don't
have board members breathing down your neck all the time.

Conversely, the board relies “too much” on its managerial staff and is “dependent” on the
manager. According to the manager of D, “The board leaves it all to the maviéuger

it's a difficult decision, it's a ‘management decision.” If the move is successful, the
board takes credit; if not, the board disowns it. Apathetic, overly trusting or uninvolved
boards were seen as a problem. Of past disasters, the managerketiC'\d&here was

the board? How could assets grow by $4 million in one month, and you not ask about it?"
The manager of G commented on past beaahager relations, “The board was too
passive. They should have questioned the decisions. We lost in landpseset and

real estate. They were getting out and playing with the big boys.”

Some managers experienced difficulties in communicating business needs and
developments because the members are not sophisticated business people. This is
changing for some eoperatives as secoggneration farmers, for example, begin to run
their operations according to business principles. The manager of C stated:

They are well educated, but they are not business people. You can explain
things to them: you tell me what youant to happen, and I'll tell you
what'’s possible. If we don’t agree on policy, I'm out of here.

The manager of F noted this as a general problem faciogeatives:

The board is iHequipped to understand what is going on. There is no
concept of how a Ige organization works, although they run
multimillion-dollar businesses themselves.

This must be compensated for by the manager:

The manager of a eop has to be more walbunded. There is nowhere

else to pass the buck, there is no expertise on the,bgar can't appoint

a banker or a manager to the board. It is easy to lose perspective and you
have to make a conscious effort to keep it so you draw on outside
consultants.

The manager of B commented on the lack of understanding of simple businegsggsrinc

For example, the tax planning involved in winding up the subsidiary
company was attacked by a member as ‘emulating the major corporations
and avoiding our fair share of taxes.’

However, he noted that “the board is slowly changing” in its perceptidrthe ce

operative as a business enterprise:

First, they have a better understanding of issues. A bad year last year
brought home the relationship of income to the secured debts of the
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members. Second, the newer, younger members understand concepts like
debt/equity ratio, which they use in their own businesses.

The manager of E had a similar experience:

| have a few young board members, three out of 10, in their early 30s.
They have good dairy farms operating as businesses. They are aggressive.
They arestarting to change that attitude of the board.

Conflicts in ideology and agenda are being slowly resolved. Two managers have
made it clear that ovetirection will result in their resignation. The manager of E saw the
board’s role as overseeing affairgagiving general guidelines; then the board “steps out
of it:”

We had conflicts in the past, but now they do not step in. This is now in
my management contract: if they do, | leave. A few directors had to be
told by the president to back off.

When the dsastrous financial arrangements made by the former manager of C were made
known to the board and membership, there was the following reaction:

A lot of people felt personally betrayed by the general manager. There
were two camps, those who were vicious amjry at being taken
advantage of, and those who said, | can't believe this happened, he
couldn’t have done it. They thought it was cleaned up by the time | came.

It was not and further difficult decisions had to be made. The board had other ideas, but
the new manager argued that, as “they went to the headhunters” to find someone to take
charge, he should take charge. He told his board:

If we don’t agree on policy, I'm out of here. Don't tell me how to run the
place. Now we are virtually out of the ... rkat we were in five years ago.

The manager of G placed more responsibility on the board for -psandgement
relations. He characterized the board’s responsibility as fiduciary, requiring “the
diligence and skill of anyone in like circumstances:”

If they are getting fraudulent information from management they can’t do
it. It's a matter of good faith. They have to look at the information and ask
guestions and get the information. It's not the old boys club now.

There is, overall, a sense of improving tielas between boards and their
professional managers, once areas of expertise have been clarified. The manager of D
stated:

| have a good relationship with the board. | did not have enough
experience at the time the troubles started but | was the oniyhegyyad.

Over time | have demonstrated | am honest, upfront, no games, so we get
along well.

However, all is not perfect: “[I]t is easy to fall into disfavour with the board; your name is
mud; you can get into a lot of trouble. The board gets very enabfioOther ce
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operatives report good relations: “We hold board [of F] meetings every two weeks. We
have very good communication.” “The board [of E] meets once a month, plus committee
meetings. It is good to work with because it represents different segjidnpositive
relationship was reported by one of theomeratives excluded from this part of the
study. The remarks are worth noting, for their rhetoric at least:

The relationship between senior staff and the board is an interactive
process. While | mapave put some flesh around things, it is the board’s
role to decide. | put the board at the top and I'm proud of my board’s
leadership... We have the strongest beaahagement relationship | have
seen. There is nothing | am doing that the president ddelsnow, not

from memos but from meetings, frlewing, strong, positive.

4.4 Management Style

Business sophistication influences perceptions of management style, pace and
aggressiveness, and rtking capability. Th requirements of eoperative democratic
principles and a general conservatism affect the way management decsiog is
viewed and practiced. Past experience of-téding which failed has deepened the
conservatism of some boards and the membenrshiprepresent. Managers have, overall,
come to terms with the requirements ofaperative practice but remain at least mildly
frustrated with this conservatism. Those managers who brought into effect a major
restructuring seem to have the upper hand misaermaking, but they recognize the
necessity of bringing their boards with them and holding back where necessary, rather
than acting independently, the error ascribed to their predecessors in some cases. As
discussed further in the next section, sonme disapproving of the failure of their co
operatives to live up fully to the spirit of the principles.

Management style is essentially the same as it would be in the private corporate
sector, but is governed by different considerations which affect the p& doing
business:

The way [A] is managed is little different in the business sense than if it
was owned by Kraft, but it is very different in the democratic sense. We
have the zone meetings and we are responsive to member needs... We
would be managedé same, but we would not get the response from our
[members]. It would take less management time if we were neba.co

For the manager of B, democracy is problematic:

[Blecause of ‘one member, one vote,” they tend to be very conservative
and slow decisn-making entities. They have to get the majority to
support a course of action, whereas in business a board can make quicker
and better, because betteformed, decisions.
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Pace and riskaking were also problematic for the manager of E:

Under a privad corporation, there would be some things | would do
differently. Some very marginal departments would not be here. There
would be more joint ventures; it would be more creative. There is a
different atmospherel am always under the watchful eye of the
menbers. There are 3,300 members, so it can be sticky. But my
management style would not change.

He notes, as an example, the difficulty in ridding theoperative of an historically
valued but financially marginal service:

[T]he board says, ‘We’ve got thgervice, we had it a long time.” They are
reluctant to let it go. A corporation would do a-swonth study and get rid

of it. A co-op takes three years before they realize they should get rid of it
or they would jeopardize the entire operation.

The managr of B also noted a commercially nonviable branch of operations was “kept
alive for political reasons and convenience.” E’'s manager attributes this to conservatism
and, perhaps, sentimentality:

The service would still be there, operated by somebodylaiséhe board
was brought up on the idea that only theoposupplies the members...
Another ceop will do it and the members wouldn’t know the difference.
It's not like the old days.

Like the manager of B, who felt his-operative was “sitting on a gbimine” but failing

to exploit the business opportunities, he regrets the lost opportunities: “I have ten
companies wanting to buy me out. In other circumstances, you could make money here.”
But this is a strength of eoperatives, according to the manageF:

One of the strengths of @ps is the longerm focus. They are not living
quarter by quarter, like a corporation. If it's a bad quarter they don't sell
off assets. They are more like a Japanese or European company. We have
some fifth and sixth gesmation farms [here] who settled in the r1i800s.

So they are looking out for their own sons and daughters.

All the managers emphasize the importance of profitability and recognize the
actual and potential profits lost by this conservatism. E’s mamxgeessed it this way:

My philosophy is, we run this eop as a business. The-op philosophy

is still there, but we have to make sure we can expand our services and
modernize so we will still be there for the future. The first year, it was
hard to chang¢he board attitudes. The board would say, “We're-ago
we’re not supposed to make money.”

However, changes in board membership have enabled him to convince the board to enter
a profitable side venture, whetting their appetite for more:

| have a conseative, cautious board. | have to lead them on risk taking,
convince them to get out and get in business. The [venture] took four
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months to get. Now they are very happy, comfortable. They want to get in
deeper.

The manager of B drew his board ’s attentiorthe basic dilemma of continuing in the
old ways under the old assumptions:

Unless the cap operates on proper business principles with adequate
financial structuring, it will fail. | have emphasized this with the members
and the board. Unless the-op does something about it, it will not be here

in 10 years. It is not selelp. Those days are gone. This was brought
home when the eop was on the brink of bankruptcy and | appealed to the
members for financial support: | was laughed at.

The manager o€ noted of his board, “They accept change very slowly... [O]nce the
thing is good, they are reluctant to try something else.” He ascribed the conservatism in
part to a preference for process:

They want to consult. There is too much emphasis on the qoélitye
process and not enough on the quality of the output. They missed
opportunities because the system could not make decisions quick enough.

He referred to his coperative experience as his “philosophical education” but his
“business philosophy” renmas profitoriented. His pace and aggression worried the
board.

When | got in, they said, ‘You don’t know how we do things.” There was
no animosity. | said, ‘you were sick, you called the doctor, so don't
secondguess me.’ Decisiemaking [in a ceoperatie] is a slow process.

It's cumbersome. It can slow you down: ‘Wow, is this guy aggressive,’
etc... | have moved fast compared to what the board wants, too many
decisions too fast... | was ulicmnservative with respect to risk but
aggressive with respett pace.

As with E, the board has accepted his style and “it has turned out really well.” The
conservatism was based in part on fear:

The board had allowed staff to go off and do things and the board didn’t
know until the roof caved in.... [T]hey went whgyond the approved by
laws and policy, and they made bad decisiareadful stuff.

He notes there would have been worse problems if he had not beerctulservative”

in risk-taking and failed to bring the board along with him: “But if | had done thimgs

way, it would have had a bad ripple effect.” Bad management, a communications gap
between manager and board, and diversifying too much, too quickly, was the cause of the
financial problems which four eoperatives had faced, according to their manaders

some cases, the ideas were “not bad;” in others, they were characterized as disastrous,
“dreadful stuff,” but in all cases, as the manager of G expressed it, “The idea was to
improve earnings for G. There is nothing wrong withops doing this.” Accaling to
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the manager of F, in eoperative investment, “The theory is that the further removed
from the core business, the higher the risk because you know less about it.”

Because the members are both owners and service users, there may be conflicting
interests which influence price setting and marketing decisions and thtefomgiew of
the enterprise. The manager of B stated that:

The board members are in a classic confifeinterest position. As ...
buyers, they take the attitude that theopois gouging the [members], yet
they have an obligation to third parties [the bank and other creditors].

The manager of D expressed this more simply:

It's not so much the board but these guys don't recognize it's their
company. They have great difficulty tirguishing between us and them.
When it's good, it's us; when things are bad, thepcs them.

Overall, the experience has been interesting even for those most distanced from co
operative philosophy. As D’'s manager observed, “It has been interestiogld have a
hard time going back to an ordinary business.”

4.5 Views of Managers on Co-operative Goals and Practice

Managers of caperatives operate in a commercial marketplaca daily basis
and have a foot in two worlds. Both worlds are geared toward survival, profitability and
enterprise, but they are governed by different rules. As the job of the manager is to
maintain economic viability, this influences manager perceptionchacacterization of
co-operative goals.

In one case, lack of egperation among coperatives and the stigma attached to
co-operatives in the business sector was cause for bitterness:

They don’'t do anything for me... Gip Z is the hardest to do business
with, harder than the private X chain, but X will say, you're part of that
other system, you have support, so I'm going to support the other guy. |
want to sell to Z, but Z won’t work within the overall-op system and

has let D down. Yet, in free tradege are penalized because D is aopo

You have to work the eop way in a norco-operative system, but your
hands are tied by the @p rules and by trying to convince the members to
act ceoperatively.

As might be expected, some managers held strongsvam the overall utility of co
operative goals and principles in a business world. The managers of two of-the co
operatives which had experienced significant financial problems, were particularly
frustrated here. As B’s manager put it:

From a financial/lgal/social view, it's ‘one member, one vote’ and
participation in profits is related to the volume of business done with the
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co-op and not to financial stake. So-gps in the commercial world face a
tough task... | look from the business and economict mdiniew, often
strongly opposed to eop philosophy... | have a mistrust of -op
principles. There are problems matching financial expectations with
philosophical values.

Furthermore, decision making is slow, not well informed, influenced by paiitstead

of practicalities, and financial information is very public: their “toughest competitors” sit

in the front row as members at membership meetings and the annual report is on their
desks the next day. For the manager of E, the biggest problemiis gulidation:

The public does not know what a-op is. It's a shame. It's a good system
if people know how to use them. It should be taught in the schools.

The manager of D was more direct:

It's horrible. The ceop idea is okay but it must be market gquatitive...
Compared to an ordinary company, it's terrible working for -@goHere

it's a bunch of ceop guys who didn’t know how to eaperate... I'm not a
real good ceoperator... | am getting sick to death of hearing, ‘Support the
co-op system.” Theydon't listen to their customers or to the owners and
managers of other eaps, or their own.

Conversely, most expressed at least some concern that the spirit of-dperatve
principles—democracy and loyaklywas not fulfilled.

Co-operatives were pised for their longerm view, condemned for lack of
loyalty to this view and further condemned where it brought a sentimental attachment to
historically important but nonviable branches of the operatiblistory also affected the
exercise of member righand responsibilities: thew generation may be better educated
in business practice in some cases but their loyalty was conditioned by quality and price
of services. For B’'s manager, “The whole idea ebpdoyalty does not exist:”

Buying decisions & not made on the basis of-gp membership but on
quality, price, service, technical support behind the product. Generally
speaking, if it does not perform to the expected level, the farmers will buy
elsewhere.... When the -ap was put together forty difty years ago, it

was driven by economic need... Many are now retired, many are now
retiring, but they remember the old days and hang on strongly to the
thought that the cop is fulfilling an important function. But their children
who now run the operiains do not have the same strong link to th@go

For them, it is a business only. So there is a dilution edbgcduying
loyalty.

The manager of D felt that “The biggest problem is member loyalty:”

%  See previous section.
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A few [members] are slowly coming back, a lot slowsan they left. In
everything we do, we are being measured against the other guy...The other
guy is into free enterprise; he wants to make you come back, so he gives
inexact returns-if you're big, he gives you more, if you're small, he gives
less. So we arstill operating at a disadvantage, being -@g@nd having

to treat everyone fairly whether you have a thousand [units] or ten [units].
A co-op can't deal with people the same way as free enterprise; its one
vote for all...

Disloyalty, or apathy, waseen to impact not only patronage of theoperative
but also the exercise of democracy and the acquisition of capital necessary to carry on
business. The exercise of democracy was a concern common to-@heradives
surveyed. Concern that business wiogitow so big it would slip out of board control was

expressed by A’'s manager:

The board is concerned about how big we want to get: will it all get out of
our hands. It's a worry to them and to me too. There are times when it
seems bigger than we can handBut other organizations have the same
problems. It's a sign of the times.

Representation and voluntarism on boards were problematic:

[The board’s] most important job is continuity and management, so it
needs to be more representative... We don’'t had®@®o6 democratic
structure... One of the things | have wondered about is the loss of
voluntarism. Has it all become remunerative? If you pay geodiems,
people can't afford to lose the job of board member.

His board pays a yearly honorarium, so the lesss is not on the meeting day but on the
whole year, avoiding incentive for unnecessary meetings. Member participation was a

concern:

The zone meetings are fairly well attended on a regular basis, but not
nearly as well as when there is some controversyt a lot of little
committees help keep the democracy alive.... We do have some trouble
with attendance at zone meetings and committees. Our annual meetings
are chaired by the board chairman... and they are not heavy on democracy;
only about [1/4 of] thanembers show up. We do have special meetings
occasionally, and small issues are raised at the zone meetings. People are
more comfortable speaking there, anyway.

B’s manager stressed this as well:

And there is apathy. It is increasingly difficult to getmieers to meetings.
Under 10% of members attend.... For a recent meeting, there were phone
campaigns and field representatives and rides to the meeting but [fewer
than 1/11 members], including the directors, showed up. There was better
attendance at the restturing meetings but the members were there as
creditors with unsecured loans.

Centre for the Study of Co-operatives



Part II: In Practice Page 71

“The spinoff of apathy,” according to B, “is that a vocal minority can have a
disproportionate influence on -@p direction.” Lack of democracy combined with the
requiremenfor democratic control, no matter how little those voting represent the body
of the membership, can be dangerous. Three or four per cent can control elections and
management decision making. True democracy can be imperilled when a proposal is not
taken b the members because of the objections of a few that might result in conflict and
lead to irreparable rifts and the demise of the enterprise.

| put this to the board [of B]. The board was slow on it but said it would
go along with this. One member wasuethnt and one was violently
opposed, so they agreed to take the proposal to the membership. We tested
the waters with a series of meetings...and met with mixed reactions, so the
board did not call an extraordinary general meeting. The member who was
oppo®d organized a lobby of seven or eight members, which was
sufficient to stop the board as this would have caused a major rift. The
proposal was withdrawn. A rift would have been-tifeeatening to the eo

op.
C’s membership was infiltrated by a group sagkvoting control through the election of
board members from among themselves, and representatives made direct approaches,
offering a variety of bribes, to the manager if he refrained from ensuring a strong turnout
and active candidates. The purpose amubao be an amalgamation of-operatives
which would permit the members, through the manager, to “skim off the cream” or make
lucrative arrangements for themselves.

The spirit of sekhelp which motivated the founding of the-gperative was seen
as no obnger present, nor was it viewed as determinative of the purpose of-the co
operative: other more marketiented strictures now prevail. The manager of E saw
significant changes in attitude:

People are changing their attitudes about th@mxoThe way it as
yesterday isn’t the way it is today. Now it's a business and they see it that
way...

Loss of sekhelp impacts on capitalization, a problem for someoperatives in this

study. According to B’'s manager:
First, they are undercapitalized, and there isngentive to invest capital
because there is no return...

As E’s manager put it:

Don't ask people to take money out of their pockets, that's not going to
happen. Those attitudes are not there now.... The constraint is always the
capital you have to work wi. And government: as soon as you're a co

op, they don't want to talk to you.

The manager of F simply stated: “Investment is the shortcomingap€0
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The majority of the caperatives studied were relatively satisfied with member
investment. Some weron the lookout for other sources of capital but others were in no
need of outside funds. Even so, democracy remained the concern of even the largest of
these.

The rationale for the existence of a@gerative has traditionally been member
need and membeservice, but this is not the primary goal of the managers in this study.
The maintenance of the -@aperative and its future growth and success had become a
predominant goal as indicated by the following comments:

A:  We are in a planning stage now.... \yet into a couple of things
which did not do well.... How much dgooding can you do? If you
don’t stay in business, you can’t do any good for anybody.

B: Restructuring has two phases: one, stabilize, deal with the creditors,
earn money; two, upgrade acapitalize—but how?

C: Once the house is in order, you can start [expanding operations].

D: What is going to be really hard is to go forward after retracting so
much, selling off...equipmentlearning to take risks.

E: The question is: what kind aisk can you take on earnings and
capital? It's a question of managing the risk.

The view expressed by the manager of E sums up that expressed by every subject:

My personal view [is]: we've got to keep on growing all the time, look for
new avenues to getto.

However, survival and profitability are understood by the managers as impossible
without member support, which requires adequate member service and participation, so
democracy and service remain tied to this goal.

5. Observations

5.1 Overview

Co-op Trust, created as the service wing of the credit union movement to provide
trust and estate services, whsn big, with significant starting capitalTwo of the
secondtier co-operatives, Federad Cooperatives Ltd. and Coopérative fédérée, began
relatively modestly as purchasing pools for small filest cooperatives. Desjardins
founded its empire on a single caisse in a rural community. The remaining seven co
operatives began as small uniftional farmerowned associations. All developed into
enterprises many orders of magnitude larger in membership, scope, assets, revenue and
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business purpose. The emergent pattern is one of beginnings in intimate circumstances of
mutual need and proximity, eslelopment and consolidation and then experimental
activities going in most cases far beyond the original bond or service.

Some—Scotian Gold, SECUL, East Chilliwack and-Gp Trust—came close to
total business failure and have undergone considerahbtaatesing; with the exception
of Co-op Trust, none of these has regained its former status. In the usual case, co
operatives do not go bankrupt: they are either curtailed in their activities, forced out of
business or rescued by the-mperative sector,sain the case of Cop Trust. Any
difficulties encountered by individuataisses populaires are dealt with within the
Mouvement Desjardins. In a similar manner, but to a lesser extent, failiogecatives
are bailed out or closed down by theamerativemovement out of bothrotherhood
motives and a fear of negative public perception. Aloperatives in this study were
affected by the recession in the early 1980s and curbed activities to a greater or lesser
extent in response. Some of the businessirsl were due to managerial inexperience
andplaying with the big boys unconstrained by their boards, as in the case of SECUL and
Co-op Trust; in other cases, the failures appear to be the result of the risk inherent in
diversification when capital sourcese compatively limited, as in the case of East
Chilliwack.

The profiles of these eoperatives clearly show that in substance and in form,
business activities are identical to those of investaned corporations. In substance,
activities have rangk from feed sales to massive foreign investment activity, to
ownership of a dude ranch by a financialoperative, of a donut franchise by an
agricultural ceoperative, of a strip club by a credit union. Desjardins is involved in at
least 24 ventures ramg from car leasing to insurance to a vervtapital corporation.
Co-operatives are involved in partnerships and joint ventures with otheperatives
and joint ventures with investawned corporations, hold shares in bothoperatives
and corporatins, and own or control subsidiary corporations. Saskatchewan Wheat Pool,
for example, has at least 18 joint ventures witfoperatives and corporations and owns
or controls at least two corporations.

Thus, the majority of multiactive eoperatives begamodestly as localized
intimately governed unifunctional organizations which broadened the scope and nature of
their business activities over a period of time. Some have suffered severe financial
reverses which have been attributed by present CEOs to itlgissification; others,
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despite similar diversification, have not. An overview of theoperatives studied is
contained in Table 5.A.

5.2 Size

Numbers of members ranged from Scotian Gold’s vastly reduced number of 142
active membrs to Desjardins’ 4.5 million firdter members. The firdier or
nonfederated coperative with the largest membership was Saskatchewan Wheat Pool,
with 88,000 members. Some of the wealthiefoperatives were owned by a relatively
small group: Scotslya, for example, with assets of $37.5 million, is controlled by 400
active members whose common bond is defindwhas fide farm operation.

In terms of market impact and market share, Desjardins in Quebec and
Saskatchewan Wheat Pool in Saskatcheway iplajor roles in the economies of their
provinces Desjardins is pervasive throughout Quebec, the majority (4.5 million) of the
adult population are members and its investment activity is claimed by it's president to be
on a scale which would support adncially independent province. Saskatchewan Wheat
Pool handled over half the grain grown in Saskatchewan in®1888 has approximately
88,000 farmemembers, a figure which includes most of farmers in the province. As
major employers (Desjardins with 880 employees and Sask Wheat Pool, 3235), these
co-operatives have a major impact on the economies of their respective provinces.

Investment activities aside, all-operatives in this sample, except Desjardins and
SECUL, supplied their services to nommigers. As its members are otheraperatives,
all Coop Trust services are supplied to nonmembers. Thosgp@@tives which
distribute goods on a wholesale or retail basis made no distinction between supplying
members and nonmembers. In some cases, mshibewas narrowly confined, an
example being Gop Trust's restriction to eoperatives and credit unions. In other cases,
such as SECUL, the membership bond widened from teachers only to include their
families, and then to include anyone in the geograpiea.

Both in gross numbers and in regional and even provincial economic impact, the
co-operatives in this sample, with three exceptions, do not fit the locatizeg@d:-niche
model. These exceptiorsScotian Gold, East Chiliwack and SECUihave past
histories of exceeding the niche, and at least two have future hopes of doing the same.

% Seep.91l.

100 Coopéative Fédérée and Federated@peratives Ltd. also have significant impact in their respective
provinces but to a lesser extent than Desjardins or Saskatchewan Wheat Pool.

101 Murray Fulton et al.Economic Impact Analysis, p. 36.
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5.3 Investment

While a clear line cannot be drawn between activities undertaken purely for
investment purposes and activities whose managen® the direct concern and
responsibility of theparent or sibling co-operative, some observations about the purpose,
type and general characterization of investment activities may be made. First, the range
of investment activity available to a financiab-operative isprima facie broader than
that of a nonfinancial coperative and lacks the functional definition suggested by a
nonfinancial cooperative's mission statement or sense of central business purpose. The
purpose of a financial eoperative istie placement and utilization of capital and, as the
Desjardins example shows, the@perative is free to set its own investment agenda and
goals.

Other ceoperatives are more or less bound by their perceptions of their mission.
Scotsburn and Dairylandoif example, would be unlikely to place money in an Alberta
oil well. However, each defines its central business activity, marketing milk produced by
member farmers, very broadly to incorporate other people's frozen nondairy novelties or
frozen foods or baed juices. Both are shareholddriven and place member investment
interests on par with investment interests of themerative itself.

Saskatchewan Wheat Pool investments are especially varied and diversification is
a stated investment goal, but theoPjustifies each venture as meeting member needs,
creating markets for its produce, or humanitarian. Investment criteria are: within its area
of economic concern (or central business purpose, defined as anything to do with food,
human or animal) and satiresponsibility. Some inconsistencies arise, however. For
example, Saskatchewan Wheat Pool declined to invest in Northland Bank “because we
are not in the banking business,” yet it invested in 25 percent of CoEnerCo, an oll
company whose nature would @ap equally distant from the foadntred mission of the
Pool. Desjardins declined to invest in CoEnerCo when asked, because the Desjardins
Investment Society is “a defensive fund for Quebec.” As a financtalpeoative with
special status in the provinciés investment activities are exceptionally wide. However,
central investment purposes are clear. Quebec ventures are given priority, where other
criteria are met and no other funding is available. Job creation, local economic control
and seHdevelopmeh are goals here, within a broader strategy of control and
development of the Quebec economy. Also embraced by this strategy is investment
outside Canada, purely for profit to be returned to the Quebec economy.
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The other side of the coin, investment faakslity rather than for growth or
ideology, is seen in the landholdings of Nipissing and SECUL and imdf@ive
investment Of Scotian Gold in its refusal to sell off valuable real estate holdings despite
massive debt. Stability and maintenance of ntaskare and even the future existence of
the cooperative are also linked erring bigger. Thus, expansion of facilities, of range
of business activities, and of investment dollars was seen as essential to “being here in the
year 2000.” This equation alrvival and expansion was made by nine of the eleven co
operatives.

As noted earlier, the range of business forms and purposes is as varied as that of
investorowned corporations. The trend toward joint ventures both within and outside the
sector, and imestment in or purchase of subsidiary corporations, is one that appears to be
accelerating. Capital formation is seen as an increasingly important problem in this
expansion. Managers attribute this to a number of factors: apathy and loss of the spirit of
self-help, limitations imposed by eoperative principle and lack of public understanding
of the value of caperatives. The perception of most of theoperatives surveyed is that
traditional sources of capital are drying up and new sources are notiagpear

Experimentation, as expected, has characterized all thapearatives in this
sample. For some, the days of highly diversified business activities are over, at least for
now. For others at the higher end of the seddesjardins, Sask Wheat Pool, and
Fédérée-and for those in the mithnge—Federated GCaoperatives, Dairyland,
Scotsburn, Nippissing and € Trust—diversification and some degree of
experimentation are viewed as the route to stability or even continued existence as well as
to increased nrlet share. A summary of some of the salient attributes of the investment
strategies of the eoperatives studied is contained in Table %B.

5.4 Management Structure
Share structure and voting rights are tied togein coeoperatives as well as in
investorowned corporations. The @perative requirement of one vote per member
regardless of shares held has traditionally meant that nonmembers cannot hold shares in
the enterprise. However, one-operative in this saple, Coopérative fédéréaent
public with a class of preferred shares in the 1880s, with some limited success. A
second cepperative, Saskatchewan Wheat Pool, recently announced its intention to

102 See p. 92.

Centre for the Study of Co-operatives



Part I1: In Practice Page 77

consider such a step.A third cooperative, Scotsburrsells preferred shares to Ron
member patrons to enable discounting of diesel fuel purchases. Thoperatives issue
both common and preferred shares to members.

There are other deviations from the classic interpretation afitheiember, one
vote principle. Special voting rights accrue to preferred shareholders which are additional
to their voting rights as member/common shareholders. Ondidirsto-operative, Ceop
Trust, weights the votes of its memberageratives. All secontler co-operaties in this
sample, except Desjardins, weight the votes of their membepeamtives. Desjardins’
structure renders this unnecessary. Weighting is done in accordance with the membership
of the corporate member, not its wealth or investment in thepecaive. The apparent
deviation from one member, one vote is in fact a recognition of democratic
representation. Fédérée, a secbad cooperative, has a complex patrondmgsed, as
well as membershipased, formula for balancirmut the voting power of itsorporate
co-operative members. Because buying power is rewarded here, more than purely
democratic values are protected. A summary of the management structures of the co
operatives studied appears in Table 8C.

103 In “Pool Considers Private Investors to Make Ends Meet,” The Western Producer, November 14
1991, p. 3, Milt Fair, CEO of Saskatchewan Wheat Pool was quoted as saying, “We have hired a
consultant and are actively exploring capital accumulation alternatives. Ctazelpf the ways is to
go to the public.” He also discussed the Europeaonpematives’ experience with two classes of
shares, one for members, the other for investors.

104 See p. 93.
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Conclusion

The cevelopment of caperative principles and practice is interactive. Principles
and their interpretation inform practice at all levels: legislation, formation, structure,
decisionmaking, goalsetting, dayto-day management, government and market
relations. Practice is driven by a changing marketplace and member expectations.
Changes in practice in turn inform principle, necessitating the continuing reinterpretation
and reformulation of principle. This revision is not inconsistent with the Rochdale model:
the Rochdale founders themselves revised their “Laws and Objects” three times in the
first ten years of operation.

Despite a wide variation in eoperative form and function, there remains a
central identifiable core structured around values of autonomyopatany and equity.

This core may be less visible in very large, bushmegntated capperatives. In size,
profile, growth, market share, investment, marketing and management, seme co
operatives appear indistinguishable from ordinary business corporatiomsever, as

long as provision is made for democracy and the equitable disbursement of profit, these
enterprises are identifiable as-gperatives. Far from being marginalized by national and
international ceoperative organizations, large multiactiveezptises play a key role in
co-operative development.

Variety, experimentation and growth are all characteristic of the Rochdale model.
Within 20 years of the founding of the Toad Lane Store, Rochdale was an agglomerate of
some 600 societies with over 2080 members. Activities included manufacturing,
building, education and health care, and a setiendsupply ceoperative had been
established.

As was the case with the original Rochdaleoperative, the marketplace
continues to exert a major influenoa ceoperatives today, particularly on those which
engage in a variety of enterprises and hold, or once held, an appreciable market share.
Survival in a capitatiriven market places concern for profitability and acquisition of
capital high on the copeitive agenda. The eaperative is now referred to as an entity
quite distinct from its membership, one which mustive even in the face of waning
member support. Decisions to enter joint ventures, create private companies, invest
widely, and generallyotbe experimental in business undertaking, and take at least some
risk, are fueled by thesecond-level economic needs.

The widespread use of professional managers is to some extent implicated in this
shift, as members have become distanced from thetdiperation and concerns of the
co-operative. The challenges recently posed by unsuccessful investment activities,
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coupled with a longtanding loss of operative democracy, have led to a shift in
responsibility for democracy. Prior to the rii@80s, respusibility for the exercise of
democratic control rested with the members; it is now said to rest with the board and
management and there is a renewed emphasis on board control and member participation.
The professional managers studied have taken stepedb this responsibility, despite
strong ideological conflict with coperative principle in some cases and, in most cases,
conflict in management pace, preference and style.

The languagand concerns of operation in-operative business enterprises have
changed to reflect those of the ordinary business corporation. This is in part attributable
to the use of professional managers, but it also reflects a change in member attitudes and
expectations. Whether the loss of fervour or of loyalty is to be redrettdependent on
the values added onto or read into the traditional core values. The Canadzerative
movement was inspired less by direct conflict with capitalism, and experience of its
sometimes deadly excesses, than by a combination of fagoasiaaism, populism, and
isolation from markets, financing and readily utilized natural resources. Implicit in the
first two is a strong conservative morality and in the third, perhaps frustration coupled
with community reliance. Theissionary fervour which characteristically resulted waned
with these ideologies and needs.

Mouvement Desjardins is a case in point. Born at the turn of the century when
those values were strong, it experienced a sort of psychological rebirth of mission with
the rising consciusness of Québec’s distinctiveness in the 1970s. It currently pursues an
aggressive investment policy with the aim of economic-aéficiency for Québec.
Similarly, the Saskatchewan Wheat Pool, faced with declining prices, has stepped up its
investmentactivity to provide and control its own markets and to recover missing profits
from other sources: the aim appears to be the preservation and strengthening of its prairie
agriculture roots.

In filling market niches rejected or ignored by more mainstreasinbsses, €o
operatives have always been figking experimental enterprises. In branching out into a
variety of fields, forms and functions, and in undertakingrraditional activities, ce
operatives are continuing to experiment. The difference ighbatexperiments are now
carried out in an area traditionally occupied by ordinary business corporations. Co
operative expertise has been challenged by its new competition. The employment of
professional management and the adoption efotgate businespractices were likely
necessary responses to these challenges but may have widened the gap between member
and management. It is this gap, not 4tisking and experimentation in business
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undertakings, which is the major challenge identified by thepmrdive sector. How this
challenge is being met warrants further stuely.

105 Such a study could embrace steps taken to improve participation and cimaion, the nature of
board-member relations, and the membaanagemengap from a member viewpoint, in a variety of
co-operative forms. The study of public perception ofoperative enterprise would be a useful
adjunct.
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