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INTRODUCTION 
The Business of Planning

Excited about a great business idea, you may be tempted to treat a business plan like one huge pesky form that needs to be filled out in order to get financing for your co-op. So that you can just, well, get going already. Because you know it’s a great idea, and everyone you ask agrees it’s a wonderful idea, and it’s just so obvious it’s going to be a huge success. So how about that loan? Is there a problem here?

The problem is that great ideas are a dime a dozen. And it’s easy for people to admire something when it doesn’t involve handing over cash. Ask the folks who agree it’s a wonderful idea if they would like to buy shares in your business concept and see what happens. We asked experienced financiers.
 They tell us there’s no shortage of enthusiastic people and great business ideas coming through their office doors. 
Yet close to 50% of new businesses are dead in five years and 8 out of 10 are gone in a decade.
 A good business idea is crucial. But it isn’t enough.

Experienced financiers say that more often than any other factor, poor management marks the downfall 
of a promising business idea. Hence they will be especially interested in the quality of business management 
in your co-op. The main reason your business plan, and particularly the marketing and financing sections, 
will get close attention by financiers 
is because they tell most of the story on your management team’s business sense and financial aptitude.   

1. About This Guide 


The purpose of this Guide is to help you navigate the financial planning and marketing
 process for your co-op. There is really no distinction between what your business plan and/or financing proposals need in order to get approved by financiers and what your co-op needs in order to succeed. As a general rule: whatever is of priority to potential financiers is also important for your co-op’s business success. 

This guide is divided into two sections. The first, Preparing Your Financing Strategy, describes the various forms of financing available to a worker co-op and their characteristics. It discusses concepts and issues to consider regarding financing options when putting together a financing strategy for your start-up or already-operating worker co-operative. 
The second section, Marketing Your Financing Proposal, addresses the issues and processes involved in presenting financial proposals to prospective financiers. 

2. Worker Co-op Development Assistance

The information presented in 
this Guide is as up-to-date and 
as accurate as possible. You are encouraged, however, to use the services of lawyers, accountants 
and worker co-op development professionals before proceeding 
with any business decisions or legal undertakings.

Because legislation governing the structure and operations of worker co-ops (and businesses in general) varies in many important regards 
by province and territory, we recommend you seek expert advice about your particular jurisdiction’s regulations on worker co-op structure and business practice. The members of CWCF’s
 Worker Co-op Developers’ Network (WCDN) are certified specifically in worker co-op development and can help you in most aspects of developing your co-operative business, including the governing legislation in your area. An up-to-date directory of WCDN members by province and territory is located at www.canadianworker.coop. We encourage you to contact one of these developers for assistance in either starting a new worker co-op or in preparing an expansion plan for an already-operating enterprise.

3. Business and Financial Planning Resources

The actual steps and specific numbers required to fill out a financing proposal or the financing section of a business plan are addressed in most modern business / finance planning software and guides (some of which are available free on the web; see the Business and Financial Planning Links section of Appendix B) and thus are not a focus of this Guide. 

Beginner-friendly business planning guides and software, as well as co-op development experts, point out factors important to business success that you may not have considered. They provide explanations of relevant business concepts as well as advice on finding further information and what to consider in making decisions. 

Templates for financing plans, included in Business Plan Pro
 as well as other software packages, will generally require you to plug in the raw numbers only, and will automatically perform the calculations to create several standard measures of your business’s actual and/or potential financial performance, such as “break-even analysis,” “projected profit and loss,” “projected cash flow,” and “projected balance sheet,” all forms of analysis important to potential financiers.
 

It’s essential that one or more members of your co-op are qualified and willing to tackle these measures at their most detailed level or that you secure professional services to complete your written business and financing plans, such as from a qualified co-op developer.

Section I 
Preparing Your Financing Strategy 

When you crunch out all the numbers and describe in writing all the things involved in starting and/or running your business and how they relate to one other, when you do all the groundwork it takes to nail the nitty-gritty specifics,
 you notice assumptions which may not be based in reality and ideas which may not be feasible, and you can correct these. 

Financiers will find weaknesses if you don’t find them first. They look to your financing and marketing plans to determine the level of confidence they can have in your co-op’s ability to manage money, create profits and repay loans. 

1. The Benefits of Consensus

While you may find it most effective to delegate the details of financial planning to particular individuals with some expertise and/or interest in this aspect of developing your business, we recommend that the whole membership be kept aware of the major issues involved and included in decision-making around key points.

Achieving consensus among your co-op’s members on your financing strategy is the path to establishing informed team commitment to the plan. Keeping everybody in the loop lets you air and compare your individual assumptions and expectations, and allows your team to build a common understanding and agreement about the impact, as well as the dependence, of your financing program on all other facets of the business.

The successful financing plan will result in a range of legal agreements the co-op undertakes with financiers in terms of loans, lines of credit, grants and/or other investment arrangements. The financing plan also details the amounts and terms of investments in 
your co-op that may be required by the members, and certain financing agreements may have a further impact on members’ investment options, obligations, risks and rewards. (These impacts are addressed later in the section Financing Options) So having a collective understanding and agreement about what’s involved in the financing options to be pursued 
is important. 

Sounding out your key financial assumptions and projections among your membership 
(and likely a co-op developer or accountant) also helps prepare your co-op’s financing representative to deal with detailed questioning by lenders. Lenders will want to know how you justify the projections you’re presenting and how you arrived at the numbers you’re basing them on.

Other key sections of the overall business plan to present for consensus are your marketing plan and the structure of your co-op’s management team, two closely related aspects of business which financiers know have a central impact on the success of your venture and 
the success of your financing plan. It’s also advisable to collectively examine and reach agreement on your co-op’s operating plan, involving all who will be counted on to co-operatively put the plan into action.

2. Taking Your Business Pulse

Although the major goal of your financing plan may be to secure financing, experienced business managers know it’s crucial to make a plan you intend to follow and follow the plan you make. Only in this way can you have a clear idea of how your assumptions are measuring up to reality, and locate the problem when something goes wrong. When you put your cash, revenue and profit goals into concrete, measurable projections, you can track if and when you’re off track or falling short as business operations proceed. You can see when it’s time to take corrective action or go back to the drawing table and chart a better course. 

Developing a business planning spirit, a determination to take things back to the brainstorming stage and re-chart your course until you find a way that works, is a crucial quality in running a business. There is no perfect plan and reality often surprises even the most experienced business people. Unexpected events and disasters are the norm rather than the exception. 

3. Worst Case Scenarios

Financial planning includes thinking through the risks involved in any course of action. Identifying and comparing potential risks for different scenarios allows you to make informed judgements about what risks are worth exposing your co-op and yourselves to 
in pursuit of your business goals, and to see where you can create viable back-up plans 
to manage the possible outcomes.

Working from worst case or “what if” scenarios is the best way to prepare yourselves for how things may actually unfold. Depending on how much business experience you have, you might need to shed more pairs of rose-coloured glasses than you realize in order to do this realistically. Several financiers interviewed for this guide say new business team’s worst case projections are overly optimistic, and that the problems and roadblocks that tend to occur are usually more dire than new entrepreneurs expect. So do your very pessimistic best in putting together your worst case projections. You can find potential or overlooked weaknesses and make concrete plans about how to overcome or avoid them. Financiers will certainly question you about all this. A strong business team is one that has all likely scenarios covered.

A. Determining Your Co-op’s Capital Needs

Whether you’re a new worker co-op with start-up expenses ranging from rent and equipment purchases to utility bills and initial labour costs, or an already-operating business with expansion or restructuring plans, you need to calculate as precisely as possible what your financing needs are before turning your attention to finding sources of capital. 

Modern financial planning software as well as free online tutorials (see Appendix B) walk you through the process of estimating your co-op’s cash requirements and creating a written financing plan. Before applying for financing, you will 
need to have your financial plan document already drafted to be able to demonstrate to financiers how much capital the co-op will require. 

A solid understanding of your co-op’s capital requirements is an indication to financiers that you know what you’re doing with your business. Worker co-op developers are experienced at addressing business issues from the perspective of a worker co-op and can provide support on completing your financing plan.

1. The Only Reason to Ask for Money is to Make More Money

Financiers will want to know exactly how you will use their money and particularly how you will use it to generate revenues. They will assess your financing plan in terms of its potential to secure your market, or to grow or recover your business. They will want to determine whether your intended expenditures will bring in sufficient returns to pay both the principal and interest on their loan or dividends on their investment. 

For worker co-ops, whose primary focus is on creating good jobs, it’s important to keep in mind that business performance and sustainable employment go hand in hand. As one credit union lender puts it: 

If a co-op with 20 workers intends to use the loan to create 10 more jobs, but hasn’t worked out how revenues will increase to cover the additional labour costs, I may find myself with a default loan on my hands and the prospect of shutting down the co-op. And instead of adding 10 jobs, I’d be putting 30 people out of work.

2. Cash Flow is Key

It’s important to gauge your capital requirements from the point of view of your monthly operating costs and cash flow, not just in terms of your projected revenues or expected sales volumes. Financiers from a wide range of lending institutions who were interviewed for this guide say that one of the most frequent problems with new entrepreneurs is their lack of a realistic understanding of cash flow conditions during the start-up phase and the level of financing needed to deal with them. Teri Epperly and Tim Berry, authors of the Business Plan Pro Manual, emphasize: 

Remember, you don't spend profits, you spend cash. Furthermore, you can be a profitable business and have no cash. Many businesses that die are profitable when they die, they just can't get their money from stock or receivables in order to pay their bills [emphasis mine].

Start-ups frequently underestimate their capital needs by not taking into consideration the operating costs that occur before sufficient revenue starts coming in to cover them. Again, it’s best to always assume the worst case scenario in calculating cash flow needs, and for start-ups this includes thinking along the following lines: 

2a) Accounts payable or “payables”

“Accounts payable” refers to the money your co-op owes your suppliers. Expect to have to pay the majority of your payables immediately (upon delivery). A reasonable working formula is to anticipate that 70% of your expenses on start-up will have to be paid in cash (that is, immediately). Six months later, when you’ve established a reliable payment track record with suppliers, you can expect to reduce the amount of payables required in cash to about 40% of your expenses. You should plan to always have sufficient cash to cover about 20% of your payables the same month they are incurred. After a year, you can expect to get 30-day terms on 60% to 70% of your expenses, or payables. 

This is a working scenario that can, in reality, vary a lot by industry and by particular circumstances. It is very important to research the norms for your particular type of business. In some cases, it is even possible to get trade credit at start-up if, for example, some of the people in your co-op already have established reputations or trusting relationships with some suppliers. 

2b) Accounts receivable or “receivables”

“Accounts receivable” refers to the money owed to your co-op by your customers. It is important to understand the flow of receivables in your co-op’s particular industry.  In 
a very general sense, you might expect money owed in the beginning to come in 50% in cash, 40% in 30 days, and 10% in 60 days. This shifts over time; when the business is flowing and many of your clients have earned longer payment terms with your co-op, the ratio can change to 10% of payables being received in cash, 60% within 30 days, 20% within 60 days, and 10% within 90 days. Again, this is a working scenario that varies by industry and particular circumstance. 

B. Financing Options

There are several financing “instruments” (or forms of financing) for securing business capital. Each type of instrument has different advantages and drawbacks and some are more complicated than others. There are often particular situations or purposes for which a type 
is suited best. This section first presents the concepts of debt versus equity financing and 
an overview on issuing shares in your co-op. It then considers in more detail member investment, business loans from lending institutions and other sources of outside investment available to worker co-ops. 

1. Debt Versus Equity Financing

There are two general ways to obtain money for a business. One is to sell portions of the business to shareholders (equity financing), and the other is to rent money (debt financing). 

1a) Equity financing

Equity financing is when people or institutions invest money in your business in return for shares in it. Investors are generally motivated by the prospect of earning a return: dividends or interest paid on shares or profit realized from selling them. 

But the return isn’t certain. Equity financing is “risk capital.” Investors either make money by getting their initial investment back plus some, break even, lose money if the value of the business diminishes or lose their entire investment if the business goes under. 

When risk capital is administered on a large scale by professional investors or corporations, it’s usually referred to as “venture capital” (or sometimes “growth capital”).

1b) Debt financing

Debt financing generally involves cash (principal) made available to you in return for a rental fee (interest) that you pay to use someone else’s money. Where equity hopes for a return, debt’s return (repayment with interest) is usually backed by legally-enforceable security arrangements or personal guarantees. It is standard in a loan or credit contract for debt financiers to obtain the right to confiscate specifically-named business assets and/or individual owners’ assets as payment on a defaulted loan or line of credit.

1c) Debt-to-equity ratio

A term you will hear when applying for a term loan is “debt-to-equity ratio.” This is the ratio of the money you owe to the money your members invested in the business. While there are different views about what constitutes an acceptable debt-to-equity ratio, it is unlikely that a lender will grant your co-op a loan if your debt-to-equity ratio is much greater than two to one (2:1), meaning that two-thirds of your financing is secured by loans and one-third supplied by members or others who have invested equity.

1d) Investor confidence

The most obvious reason members need to invest a substantial chunk of the required capital for their co-op is to establish outside investor confidence. You can’t expect others to take risks on your business that you are not willing to share yourselves as owners and managers. Putting your personal resources at stake generally means you can be counted on to work harder, stick in there when things get tough and focus on working out unexpected difficulties which are sure to arise. Lenders see members’ investment as the members’ vote of confidence in their co-op and as a symbol of their commitment to it. Without a significant initial investment from the members, loans from other sources may be difficult to obtain.

2. Shares

Two types of shares can be issued in a worker co-op. Common shares are associated with membership in the co-op, while preferred shares may be purchased by non-members as well as members and serve as an important investment tool for the co-op.

2a) Common shares

Common shares are sometimes called “membership shares” because they are issued only to members. Each member must have at least one common share as a condition 
of membership.
 In most Co-op Acts in Canada, the common share does not carry voting rights; the right to vote is vested in membership, not in the share. (Hence, if you have two shares, you don't get two votes.) Generally each member purchases only one common share which is sold back to the co-op when the member leaves.

2b) Preferred shares

Since preferred shares are generally non-voting shares, in many jurisdictions they may be purchased by both members and outsiders.
 A business may have several “classes” of preferred shares, each with its own set of rights and conditions. The preferred shares of members are usually of a different class than those of relatives, friends, and other outsiders who invest in the co-op. (More specifically on member preferred shares below under Member Investments.)

The terms and conditions of each class of preferred shares must be defined in your co-op’s governing documents
 and may be subject to some restrictions required by co-op legislation, which varies by provincial and territorial jurisdiction. Terms include the annual rate of return (the “dividend rate”) as well as the conditions under which preferred shares may be cashed in by investors. 

2c) Dividends on non-member shares

To attract investors for the class(es) of non-member preferred shares your co-op issues, you will likely need to address the tension between your desire to reward yourselves as workers (when there are profits or a surplus in your co-op’s finances) and outside investors’ desire to make a profit on their investment. 

In a worker co-operative, the members have the power to reward themselves with bonuses, wage and benefit increases when there are surpluses to distribute. Outside shareholders are usually aware of the fact that you can turn surplus into payroll expenses (in the form of the employee rewards mentioned above) before declaring the remainder, if any, as profit, and you will need to deal with their concern that workers may strip surpluses in this manner, leaving little or nothing left to be distributed as dividends on their investment. 

With the possible exception of family and friends, you will likely need to provide outside shareholders with assurance that their investment will be given adequate reward. 
To do this you may need to craft a more complex investment agreement regarding non-member shares that guarantees a return not based just on formal “profits,” but which assures outside investors that some defined rate of return, or defined portion of your actual surplus, will be distributed to them in the form of dividends on their shares.

Remember that preferred shares are equity investments, that is: risk capital, whose returns are never guaranteed and whose entire value can be lost if the co-op fails. (This applies to both members’ and outsiders’ investments.) Thus when there are surpluses, outside shareholders will expect to be rewarded for taking an investment risk on your co-op.

2d) Votes for non-member shareholders

Whether, and under what conditions, outside preferred shareholders may vote must 
be defined in the terms of those classes of preferred shares reserved for them; there are also stipulations on this in co-operative legislation. While outsiders are rarely given the vote in a worker co-op, in some jurisdictions in Canada certain decisions require the approval of outside shareholders; typically, these are on fundamental issues such as a proposed dissolution of the co-op.

3. Member Investments

Members are a key source of start-up capital for a worker co-op, supplying crucial funds to get the business going. Some of your members may have savings to invest in your co-operative and some may not. If your co-op has decided that all members should make an initial investment, then those without savings will require personal loans. (Members of a worker co-op who must borrow money to join the co-op may deduct the interest on the loan from their taxable personal income.)

Your family or friends may be able and willing to help by supplying personal loans for your member contributions. Members who are low-income, previously unemployed or who in other ways face employment barriers can sometimes obtain loans for their member buy-ins from non-profit (including religious) organizations or community development-friendly lending institutions. (Some of these sources are listed in Appendix A: Financing Sources for Worker Co-ops.) 

If none of these options are available, your primary personal loan sources are chartered banks, trust companies or credit unions. 

3a) Applying for a personal loan

In a start-up situation where the co-op itself doesn’t have a credit track record yet, individual members may have established credit ratings or the personal collateral required to secure personal loans to finance their member investments. You need to consider this option carefully to decide for yourselves if taking out personal loans is 
a prudent course of action. In certain situations, non-profit community development, 
anti-poverty and religious organizations have been known to provide such loans to individuals who face employment barriers or who cannot secure a personal loan through conventional sources.

If you apply at a financial institution, approach the loans officer armed with an edited copy of your co-op’s business plan and a statement of personal assets and liabilities. 
If you have been dealing with one financial institution for several years, and have a reasonably solid record, apply there first.

Lending institutions have fixed ideas about the kind of guarantees they need before approving a personal loan. It is essential that your co-op’s business plan convince the lender of the business’s potential to succeed. However, for an untried business, the best business plan in the world may not be enough. A prospective lender may require collateral (or security: assets that can be seized if the loan is not repaid).

The usual forms of collateral are: a mortgage on a house or personal property, or a deposit of securities (bonds, term deposits)  Other forms of security sought could include a guarantee by a spouse, friend or relative, assignment of life insurance, or a wage claim.

3b) Member preferred shares

If the co-op issues only one class of preferred shares to be available to members and non-members alike, then all shares of that class must be treated the same. Hence, if 
a financial return is posted to the preferred share in order to reward the investor, the workers holding that class of share will receive the same reward.

However in many jurisdictions, the co-op can define a separate member class of preferred shares and stipulate whether or not these yield any monetary dividends. Sometimes the “returns” for worker-investors on member preferred shares are mainly the employment they secure at their co-op, their ability to participate in a co-operative, democratic work culture, and the wages and benefits that they as members secure for themselves. 

3c) Member loans

Some member investment can be in the form of loans to the co-op. The co-op can decide whether member loans are interest-bearing or non-interest-bearing and set the rate of interest earned as well as the terms of repayment. In addition, repayment of member loans is often affected by agreements a worker co-op makes with outside financiers. Institutional lenders will generally require some guarantee in their loan agreement with you that member loans will not be repaid until the institutional loans are first repaid.

An important issue to be dealt with is the interest paid on members’ loans. During 
the start-up phase of the business, surpluses are usually small or non-existent. This suggests that loans from members be interest free for one or two years and thereafter bear some interest at some rate related to prime.
 

3d) Impersonating equity: member loans and other subordinated debt

Since member loans comprise part of the co-op’s “debt load”
 they are technically a form of debt financing. But here’s a place where the concepts of equity and debt get slippery, and this slipperiness can be to the co-op’s advantage in securing outside loan capital. When a lender gets a guarantee that their loan will be paid back first, before member loans are repaid, the lender stops considering member loans as debt and begins viewing them as equity in the co-op, thereby improving your debt-to-equity ratio in their view.

Often institutional lenders will require this sort of agreement with your co-op, that their debt will be paid ahead of other ones, particularly member loans and investments. Debts that are standing in line behind others in repayment priority are considered “subordinated” to the ones that must be paid before them

In the end, “equity” to a lender means any capital that the co-op has available to put 
to work generating revenues to pay back that lender’s loan. Lenders will generally consider any debts that has repayment priority over their own loan as “debt” in the ratio, and any debts which don’t get repaid until theirs is repaid first, as part of the 
co-op’s “equity.” 

3e) Self-directed RRSPs 

A Self-directed Registered Retirement Savings Plan
 is available to any worker-member whose worker co-op is itself a member of the Canadian Worker Co-op Federation (CWCF).
 

Members can place newly purchased co-op shares and in some cases member loans
  into their Self-directed RRSP and/or roll currently-owned shares into the plan. By placing your co-op’s shares in your RRSP, you personally receive the tax deferral and your co-op gets the use of the money used to purchase your shares.

3f) Member investments are risk capital 

There are two different areas of risks to consider regarding your member investments:  the first involves any investments you make in your co-op, and the second involves specifically RRSP investments which you transfer from elsewhere into your co-op.

Risk regarding member loans and shares

You risk losing the entire amount of your investment in member loans as well as both common and preferred shares in the event that your co-op goes out of business. 

With regard to shares, this risk applies whether you put them inside a co-op Self-directed RRSP or not. Thus, for money you already intend (or are required) to invest in shares, there is no added risk by placing these shares in your co-op Self-directed RRSP. And you gain a tax deferment  since money you place in an RRSP can be deducted up to a certain limit from your current year’s taxable income.
 

Risk regarding RRSPs transferred to your co-op

If you normally contribute elsewhere (other than in your co-op) to RRSPs as a form of investment or retirement security, you need to carefully consider how much, if any, of these funds you are willing to transfer to your worker co-op. The Self-directed RRSP program for worker co-ops is a higher risk investment vehicle than more secure forms 
of RRSP contributions such as Guaranteed Investment Certificates administered by banks, trust companies and credit unions. If your co-op goes under, you lose your RRSP investments the same way you lose your other co-op investments (loans and shares).

The risk of investing in your co-op, whether in the form of loans, shares, or shares placed in RRSPs, will have to be weighed by each individual. The level of risk you are comfortable with is something only you can decide.

3g) Member investment options

Your co-op needs to decide the minimum amount of investment, if any, required by members and what form(s) this investment will take. Your options range from setting your common share price to cover the entire investment required by members, to offering the common share at a nominal cost ($1, for example) and requiring members to make most of their compulsory investment through some combination of buying preferred shares and/or making loans to the co-op. 

There are many variations between these extremes, and some arrangements don’t require members to come up with the entire required investment up front. One practice is to use some of the profits that the co-op generates as part of the members’ required investments. The co-op issues bonuses to members, forwards the income tax withheld on these bonuses to the Canada Customs and Revenue Agency, and instead of paying the net income to members in cash, uses this money for business financing. These investments by members in their co-op are credited to individual member accounts
 
in the form of preferred shares and/or member loans to the co-op. 

Another method, more feasible for already-operating co-ops whose finances are more stable, is to allow new members to pay part or all of their initial member investment over a period of time through wage deductions. 

In Canada, the best arrangement will probably have part of the members’ upfront investment in the form of common shares, with the balance as loans and/or preferred shares. Some of the later surplus or profits the co-op makes can be reinvested or loaned to the co-op as further member investments. These further member contributions can be required or optional or some combination of the two. 

Regarding the various options for structuring member investment, there are several issues to consider with regard to: 

1. the financial returns the co-op will commit to regarding each type of investment, mainly member loans (to be set out in your co-op’s governing documents),

2. taxation on the co-op’s income as well as on the members’ personal income,

3. reimbursing the investments of members who leave or retire from the 
co-op (the terms of which are also specified in your co-op’s governing documents), and

4. provincial and territorial variation in laws affecting how co-ops can structure member equity. Legislation in the areas of co-ops, businesses and securities all have rules involving member equity that vary by jurisdiction.

For more detailed information on the different types of members’ investments and options for structuring and combining them, you can contact the Canadian Worker 
Co-op Federation (our website address is included in Appendix B). We can provide some information and refer you to other resources including certified worker co-op developers in your area.

3h) Sweat equity

It is recommended that you record “sweat equity” or the unpaid hours that members work in your co-op to get the business going even if you don’t come to a decision right away about how to compensate or reward this type of investment. Record the hours and take your time in figuring out the best way to compensate them, if at all. 

As soon as you do compensate sweat equity in any tangible manner, the compensation will be assessed for personal income tax. The compensation is then deducted from co-op earnings as an operating expense, and is paid in cash to members or simply recorded as additions to the members’ shares or member loans. The latter option increases the co-op’s equity.

Although sweat equity (unless compensated as above) is generally not considered equity in the debt-to-equity ratio by most financiers, the non-profit sector increasingly recognizes it as a legitimate “in-kind” contribution by a co-op’s members and will include it in their calculations to provide matching funds or grants for non-profit (and occasionally for-profit) worker co-ops.

4. Business Loans

Once you have commitments for your members’ investment, you can look for other sources of start-up capital. An obvious place to begin is with financial institutions in the business of “renting” money.

Business loans are available from banks and most credit unions. Trust companies can only make business loans for real-estate acquisitions. 

There are two types of business loans usually available at banks and credit unions: operating (working capital) loans and term loans.

4a) Working capital or line of credit

Working capital is also referred to as a line of credit or an operating loan. It’s designed to assist businesses through difficult periods when cash-flow is insufficient to meet operating expenses. With a line of credit, you may borrow up to an agreed-upon amount and you are expected to repay as much as your cash-flow will allow.

The lender establishes the maximum amount you may borrow. For example, the amount may be based upon your level of inventory, in which case the loan never exceeds 50% of your inventory (the dollar value of the goods you have for sale) and 50 – 75% of your accounts receivable (the amounts of money owed to you by your customers). And often these assets, your inventory and the money coming in from sales, are required as security on the money you borrow in a line of credit.

4b) Term loans

Term loans are usually available in larger amounts than working-capital loans and 
are repaid according to an agreed-upon repayment schedule. They are used for major purchases such as machinery or equipment and sometimes for expansion and renovation of facilities. The amount of your term loan is usually based on the value of the capital asset being purchased. Generally, the loan covers part of the cost of the asset and the remaining cost must be covered by other sources.

Most term loans have a “demand” feature. If a lending institution believes that you will not repay your loan, it can demand immediate payment of the outstanding balance, usually with 60 days notice. It is therefore essential that the business practices of your co-op continue to be acceptable to the lender.

Collateral/security

The asset purchased with a term loan can form a portion of the “collateral” to secure the loan. But, as with most loans to new small businesses, your lender will probably request additional (often personal) guarantees from one or more of your members. If the co-op is unable to repay the loan, the lender may claim the assets of members acting as “guarantors” for the co-op. The amount and nature of the members’ assets which may be claimed are contained in an agreement that the lender negotiates with the guarantors before the loan is given. Therefore members guaranteeing your co-op’s loan must understand the terms and conditions of the guarantee.

If only some of your members are guarantors for your business loan, this could strain your worker co-op’s goals of shared and equal responsibility. As your co-op prospers, 
it may be possible to arrange loan guarantees with are more compatible with your principles. Ideally, you would want your term loan to be secured by the assets of your business and your members to be equally limited in their personal liabilities. This arrangement is referred to as “joint and limited liability” in contrast to “joint and several liability” in which only some of your members could become responsible for 
the entire debt.

5. Outside Investors

Because outside investors in worker co-ops are usually denied the vote, your co-op is limited in the kinds of investment instruments it can offer to outsiders. Besides preferred shares designed for non-members (discussed above), two other common instruments for for-profit worker co-ops are the conventional loan and the debenture. In addition, capital is often available to non-profit worker co-ops and, to a lesser degree, for-profit worker co-ops, in 
the form of grants. 

5a) Loans from family or friends

One common source of outside investments for a worker co-op is family and friends. Outside investments in small worker co-ops are often made because a relative, friend, or acquaintance wants to help the co-operative, or because someone is philosophically committed to co-operative enterprises.

Because most people are familiar with loans, they are the most frequently used investment vehicle for friends and relatives. Interest rates on loans from outside investors are usually set somewhere between current rates on Guaranteed Investment Certificates and the bank’s lending rate to new businesses. However depending upon the repayment terms, level of subordination to other debt, and the general level of risk, the rates paid may be significantly higher. 

With regard to loans from family and friends, the authors of Co-operatives by Design advise:

Treat investments or loans from relatives, friends and family the same way you would treat money secured from a conventional source… Show them your financial plan, and make sure they understand the risks – even if they insist this is not necessary. Always draw up formal documents (you will need them for the co-op anyway) and keep them informed of the business progress, both good news and bad.

5b) Debentures

A debenture is a written promise or obligation to pay money. A debenture promise can either be secured or unsecured. The debenture may be a useful tool that could be used, in a similar way to the issuance of preferred shares, to raise capital from members and sympathetic individuals or organizations.

There is no specific form required by statute for a debenture and there is considerable variation in the forms that are used. Specific debenture documents can be drawn up based on the specific needs of the co-op and the investor. There is a threshold that varies by province and territory concerning the number of debentures that a business may issue before it is considered a public offering and becomes subject to provisions of the Securities legislation in the jurisdiction of the issuer.

Debentures are also often offered publicly in a “series” as a means to raise capital. Series debentures are more like quasi-equity than loan capital. An enterprise raising capital through the issuing of series debentures may do so from its members
 under an exemption from the Securities Act. 

General characteristics of the series debentures are:

1. They are secured only by the general credit of the issuer.

2. They can have variable placement terms.

3. They usually provide interest that is competitive with GIC or T-Bill type investments. 

5c) Grants

Charitable foundations

Grants from charitable foundations are available to non-profit worker co-ops who meet those foundations’ criteria for funding. Usually this means only to those co-ops who are registered as charities themselves with the Canada Customs and Revenue Agency (CCRA).

Grant-making charitable foundations are required to ensure their grants are used 
for charitable purposes. Since regulating this on a case-by-case basis is generally 
an administrative task beyond their mandate or capacity, most foundations simply transfer the onus to prove that the purpose of the activity is charitable to their grant applicants by requiring that entities who apply have achieved charitable status themselves with the CCRA. The CCRA describe types of charitable activity as follows:

The courts have classified charitable purposes into four categories known as the “four heads of charity.” The first head is the relief of poverty; the second, the advancement of education; the third, the advancement of religion; and the fourth, various purposes that are beneficial to the community which the courts have determined to be charitable.

To start making sense of the criteria for charitable status and determine whether your co-op would qualify, see the Forms and Publications area of the CCRA website.

The Charities section there contains the application form to apply for charitable status as well as several guides on the regulation of charities in Canada. You can also consult with a CCRA agent directly to inquire whether your co-op would qualify as a charity. 

Grants from other sources

There are some government grant programs as well as independent non-profit organizations and co-op federations who themselves are not registered charities and 
are therefore not required to limit their funding to other registered charities.

Grants may be available to worker co-ops from government agencies and programs designed to support the development of:

1. small business in general, 

2. specific technologies or commercial activities such as exports/import-replacement or environmentally-friendly innovations, or

3. job creation either generally or for specifically targeted sectors of the population (such as the disabled) or regions (such as Atlantic Canada) experiencing employment barriers.

Grants to worker co-ops are also sometimes made by independent community economic development or anti-poverty agencies and funds.

Grant conditions

In the case of all funding of this nature, whether from charitable foundations or not, grants are donated and do not have to be repaid. But they do come with conditions, such as following an agreed-upon project description and detailed budget. These conditions are normally specified in a contract with the funding agency.

The grant recipient is usually required to:

1. keep meticulous records regarding the use of funds,

2. log activities associated with the funded project (as set out in the project description), and

3. record results and submit regular progress reports to the funding agency. 

Any grant larger than a couple of thousand dollars is often given to the co-op in instalments, with future instalments dependent on the satisfactory completion of the work scheduled to be completed with previous instalments. 

5d) Venture capital

Commercial venture capital corporations are generally inappropriate options for a small worker co-op because they have high minimum investments ($500,000 to $1,000,000), usually require a high rate of return on their money, and insist on some control over operations.

6. Government Agencies and Programs

In addition to your members’ contributions, business loans from banks and/or credit unions, and loans from friends and relatives, there are a number of government agencies and programs that may be helpful in financing your co-operative. However, it should be noted that governments like to see a political or social objective attained with their money.

Government financing is likely to be available for businesses involved in manufacturing for export or to replace imports, and businesses which employ people with employment barriers (e.g. the disabled).

Several provinces and territories have developed small-business venture-capital corporations to assist small businesses. Investors in these corporations receive a tax credit, sometimes as much as 30%. The corporation, in turn, invests its money in eligible small businesses. One drawback for worker co-ops is that these investments must be in the form of voting shares. (For information on current government programs that assist with business financing, see Appendix A.)

7. Making Your Start-up/Operating Money Go Farther

It is common to think of financing mainly as a process of getting money into your business and not as a matter of stemming the flow of money leaving your business. For example, do you know if your long-distance package is the best available? This particular market moves fast these days. Depending on your co-op’s business, being aware of long-distance options could mean savings of a couple hundred dollars or more over a year on your phone bill. Paying close attention to a range of operating costs such as this could add up to considerable savings over yearly and even quarterly periods. 

Reducing your expenses wherever feasible helps to finance your business by enabling your co-op to use the capital freed-up for other expenditures. The fact that reducing costs for resources and operations (for example, in utilities companies) is a growing industry in itself these days indicates that there is much untapped potential to increase profits by reducing costs. At the end of the day, it’s not how much money you bring into the business that’s key, it’s how much is left over in surplus after all the co-op’s expenses are paid for. And you can increase your surplus as surely by reducing the costs of operations (or production) as you can by finding more money to finance operations. Brainstorming on a regular basis about ways to cut costs while maintaining or improving quality is a prudent use of some of your business planning time. Giving prizes for money-saving ideas may be one way to make co-operative business planning a little more fun.

7a) Office rent and lease concessions

“Rent is a very large fixed cost. Could the business space be arranged differently at the start? For example, could you arrange [to sublet from a larger business or co-op] that has some spare space? Another option may be to share space with other co-ops or community businesses, perhaps even working with building or housing co-ops in a residential/commercial development project.

“If your start-up includes rental of office or retail space, you may wish to approach the landlord with a proposal to put off the initial three to six months of rent. The landlord may also be prepared to put off all or part of the costs for renovations (leasehold improvements) to make the rental space appropriate for your use. You will pay eventually, but this will reduce costs at a time when you need the cash most. Make 
sure that you have a signed agreement for any such arrangements.”

7b) Equipment lease versus purchase

“Consider leasing, rather than buying, the equipment you need. You can lease personal computers with the software or technology that give small start-up businesses computing power that was undreamed of even five years ago. Cash registers that provide state-of-the-art technology for a retail outlet can be leased.

“When you lease, you are less likely to be stuck with old equipment, and you will probably find it is easier to arrange to lease equipment than it is to get a loan to buy 
it outright. On the downside, leasing locks you in for the full term of the lease and it 
is usually more expensive over the long term than buying the asset.

7c) Trade credit

Trade credit is an important privilege granted by suppliers of goods or services. It usually takes the forms of a supplier not insisting on immediate payment for merchandise. “This form of credit is essentially an interest-free loan.”

Terms can be arranged between you and your supplier as to whether a payment will be in 30 days, 60 days, or longer. Terms of payment to a supplier might be: 2% discount on payments made within 10 days, payment within 30 days the same as cash, and interest of 2% on the outstanding balance (amount owing after 30 days). This allows your co-op to obtain the goods without immediate cash outlay and to begin selling them.

Not having to pay immediately for inventory allows your co-op to use its working capital for other aspects of the operation. It also gives your co-op time to generate sales to pay for the inventory. However, trade credit is usually difficult to arrange until a supplier has confidence in your business, until you’ve “built up a track record of payment on delivery (COD or cash on delivery payment). 

Make sure you ask for credit or better credit terms after you have proven you are able to pay consistently on time.”
 And in the meantime, still try to obtain credit and if it cannot be arranged, then negotiate the best payment terms possible. It’s also a good idea to consider whether any of your members have trusting relationships or good reputations with any potential suppliers that you can build upon.

7d) Deferring taxes

This is an area that a professional accountant can go over with you, detailing the options your co-op has for deferring various types of tax payments. Generally the 
rule is: don’t pay taxes before you have to, so you can use the money destined for tax payments as capital to create profits for as long as possible before being required 
to surrender it in taxes. 

Using money to pay down debts that have interest charges or even leaving it in a business savings account earning modest interest is generally preferable to paying taxes earlier than required. But remember that tax time will come, and you need to manage your cash flow carefully to take care of your tax obligations in a timely fashion. Note that the CCRA can personally pursue individual directors of a co-op or any corporate entity for back taxes and employee payroll deductions, even where they had limited liability through incorporation.  

7e) Starting up to service a contract

Depending on the type of co-op you are starting and the equipment/supplies some of your members may already have available to them, it is sometimes possible to secure contracts for services or goods before formally starting up your business. Getting business lined up or already underway before your official start-up can help to finance 
it as well as begin to establish some business relationships. 

With contracts already underway or soon to be started, you may be able to secure some upfront payments from your customers that can also be used to help capitalize your start-up. One potential avenue is bidding on contracts for providing services with some level of government (from municipal to federal). Setting up a multi-stakeholder co-op in which the workers are one class of members and the clients or consumers another is one way to respond to the trend in government outsourcing.

7f) Creative and hybrid approaches to financing

While cash is generally viewed as the principal means to secure resources (products,  services or capacities), some of these things can be obtained by arrangements other than direct payment. Or, in the matter of securing hard cash, there are avenues to obtaining operating capital other than conventional loans or equity infusions. Thinking beyond conventional financing arrangements and exploring new ideas about the interplay of money with other resources can uncover innovative and often surprisingly effective ways of meeting concrete start-up or expansion needs, sometimes without dollars ever changing hands. 

The following examples present out-of-the-ordinary financing arrangements which take care of some capitalization needs. They are presented to stimulate your creativity in developing outside-the-box financing solutions for your co-op. Be aware, however, that regarding any alternative or barter arrangements which you might devise, “Canada Customs and Revenue Agency will want to know about the transaction, and will require that you record the fair market value for both ends of the transaction. (Check with the CCRA or your accountant.)”

Ad exchanges at the Prairie Dog

During the start-up years in Regina, Saskatchewan, the Prairie Dog alternative newsmagazine, now a worker co-op, provided advertising space in their publication to small local merchants on tight ad budgets in exchange for goods and services credits which were distributed among the workers. These included print framing, hemp clothing and footwear, and restaurant meals. 

CCEC depositors’ benefits 

“When they first opened, the CCEC Credit Union did not pay interest on deposits, and instead loans were available to community groups at below-market rates of interest. As a co-operative solution, groups receiving loans from the credit union offered depositors lower-cost goods and services in exchange for the lower rates. Depositors enjoyed lower cost goods and services from the groups rather than benefiting directly through interest payments.”

Earth Harvest

When Earth Harvest Co-op was starting up in Calgary, Alberta, they sold coupons to future customers to raise cash for their start-up. People would  pay a certain amount 
for the coupons ahead of time, before goods were actually available. Then 3 – 6 months later, when the co-op was up and running, they were able to buy goods totalling a modestly greater dollar value than they had originally paid for the coupons. This was essentially a form of customer pre-order, which amounted to cash in hand to be used 
as start-up capital. 

East End Storefront Food Co-op

The East End Storefront Food Co-op placed a surcharge of 2% on all its food items. This surcharge was credited to customer share accounts. The co-op raised $35-40,000 from consumers over a year and a half this way.

8. You Better Shop Around

The final word in this section goes to Benjamin Gallander, MBA, writer of The Canadian Small Business Survival Guide, an excellent resource for worker co-op entrepreneurs:

Obtaining money for your enterprise consists of “shopping” and negotiating for the best financing arrangement. Take your time when looking for funding, for once you are locked into an agreement, it is often very difficult to disengage yourself. Remember also that if you can finance the complete venture yourself, then you will not have to respond to lenders or investors, and greater independence is a worthwhile consideration for entrepreneurs.

Section II
Marketing your Financing Proposal 

This section is intended to prepare you to market your financing proposal successfully to prospective financiers. It addresses how institutional sources of capital will evaluate your team, your business, and your financing plan when determining whether to make an investment in your co-op or extend a loan, a line of credit or a grant. And it presents some tips on how to present your proposal, how to constructively deal with financier’s concerns, and how to learn from the process of marketing your financial plan to ultimately create one that will be successful.

The Financing Timeline

Don’t spend any money before you have it. This is one of the easiest ways to get your business in quick trouble. Don’t assume you’ll get a loan approved in your first meeting, or even your second or third. Expect getting financing to be a long process, sometimes extending up to a year or more for ambitious projects. The due diligence process itself (described in What Financiers Look For below) normally  takes a minimum of several weeks to complete. 

Welcoming change and rolling with unexpected punches are fundamental capacities of successful entrepreneurs. Expect to return to the co-op drawing table to revise, rework, and re-plan, and to return to some of the same financiers to re-propose. This is the normal course of business development. Business and financing plans are works in progress: be prepared to revise them again and again in response to feedback from financiers.

A. The Financier and You – A Matter of Attitude

It’s easy to see the commercial lender 
or loans officer as “the opposition,” someone who seems intent on putting road blocks in the way of financing your business as quickly and abundantly as possible. It’s an easy attitude to come by, but inaccurate and ultimately counter-productive.

If you are serious about making money, then in one important sense, your and the financier’s goals are entirely compatible: he wants to finance money-making ventures and you want to operate a money-making venture. Therefore it’s hardly productive to grumble about a financier’s strict preference for a sound money-making prospect. If you are not running your co-op to make money – whether to generate a profit per se or to achieve good wages for yourselves – then you have no business being in business.

Financiers generally have good reasons for proceeding as they do. A lending officer’s ability to distinguish a good investment prospect from a bad one is what wins her the authority to make these decisions in the first place. And investing in a business or financing plan that isn’t viable doesn’t do the co-op any favours. Granting you a loan to pursue a course of action which doesn’t generate enough revenues to repay your debts is like giving you enough rope to hang yourselves: it would entail not being able to pay your own wages or run your business for very long either.

You may object that your ability to run a business effectively and your ability to convince 
a financier of this are two entirely different matters. And that the reason you’re having difficulty obtaining financing has nothing to do with the soundness of your proposal but with the financier’s inability to see its worth and your co-op team’s competence.

But think about it. What are the skills you’ll need to run a successful co-operative business? 

Co-operative Entrepreneurs – Some Key Qualities

· The ability to communicate effectively with different kinds of people.

· The ability to not take personal offence at criticism but to use it constructively to learn and improve.

· The ability to form realistic, detailed plans, to sensibly evaluate different courses of action, and to anticipate and deal effectively with problems and objections that arise.

· The ability to stick to it when there are obstacles and pessimistic attitudes littering your path.

By developing and demonstrating dependability and determination in these areas, you build your business credibility – with each other as co-workers, with clients, with suppliers… and with financiers.

1. Every Word is Gold

If financial institutions weren’t smart about money, they wouldn’t have any to lend to you. The fact that they do have capital to distribute means that they’ve successfully identified and rejected most of the bad investment prospects that have come their way before you ever showed up at their office door.

Since financiers generally have extensive experience in judging the soundness of a business prospect, the most productive attitude you can take regarding their feedback on your financing plan is that every word they utter is gold. This may not be strictly true in every instance, but if your approach is “listening for the gold,” you’re much more likely to recognize it when you hear it. What financiers tell you about your business plan and financing proposal amounts to some of the best business advice you’re going to get, and all for free. 

2. Dealing with Criticism and Rejection 

We will be rigorous, we will be pessimistic, yes, and if they can be discouraged by dealing with us and addressing the issues we raise, 
wait until they see what running a business has in store for them.

-- Olivier Rousseau, RISQ Fund

Several financiers interviewed for this guide say it raises a red flag for them when a entrepreneurial team resists or dismisses advice from lenders and business developers. In light of the fact that most businesses fail, if your attention is on your ego’s sensitivities or what looks like common sense to you, instead of what experienced business professionals have to say about your business, you simply aren’t prepared to make the best go of an enterprise. 

Feedback from financiers who say “no” and tell you why is among the most highly useful advice you’re going to get about your business plan. In many cases where a business concept has good potential, you will still be told that you need x, y and z yet in order to achieve an acceptable financing proposal. Your earnest compliance with any recommendations can only improve both your business prospects and your chances of getting financing. 

It’s useful to ask questions and get as much information as possible about the reason for a “no.” Ask what would have to be different in order to get a “yes.” Listen carefully to what’s being said to you and confirm with “So what you’re saying is….” to make sure you clearly understand the points the financier is making. Keep in mind that you can’t pay careful attention to the wisdom being offered if at the same time you’re taking a “no” personally or being defensive. Refusals aren’t personal, no matter what your emotional circuitry tells you. And financiers are very interested in how constructively you react when things don’t go your way or fall into place with the first try.

The ideal solution, of course, is to send a team member to meet with financiers who can both present your financing proposal (and answer any questions that might come up), and take any criticism or detailed questioning with composure. But even when a “perfect” presenter isn’t among you, there’s still a lot of initiative you can take to bring your presentation and negotiation skills up to snuff.

2a) Mind games

For example, sometimes our emotional circuitry can benefit from a little rewiring. For some people, receiving “no’s” is too unsettling a prospect and they may find they’re putting off arranging meetings with financiers to pitch their proposals. In this case, it might be useful to set up a mental game for yourselves to overcome this reluctance by changing the apparent purpose of approaching lenders (which is usually to get a “yes.”) You could try setting yourselves the preposterous goal of collecting five refusals. This might help you to short-circuit your “taking-it-personal” wiring and to avoid getting fazed when you get your first or second “no.” In the game you’re setting up, each refusal becomes one more successful step. 

Professional salespeople play this sort of game with themselves all the time: “I thrive on rejection because every ‘no’ is one step closer to a ‘yes’.” If you read between the lines of this apparently batty wisdom, salespeople are playfully referring to the fact that every time they make a pitch that ends in a refusal, they learn more about what it takes to present an offer that will be accepted next time. 

Plus, when you’re not oppressed by the fear of rejection or the worry of making a mistake, you increase your prospects for productive interactions with financiers. Being more relaxed about the possibility of getting a “no” means you’re more able to focus calmly and confidently on what you want to convey and any advice the financier may have to give, instead of being addled by what you’re trying to avoid.

B. What Financiers Look For

1. Management is Key

From among the aspects of a business that can be controlled or improved, financiers say that the primary cause of the dismal survival statistics
 in business is poor management. The authors of Steps to Growth Capital on Industry Canada’s Strategis website for business information say:

Investors know that poor management is often the death knell for a business… [They] would rather have a great jockey (management team) and a good horse (product or service) than a good jockey and a great horse.

The financiers and business developers interviewed for this guide, some with more than three decades’ professional experience, agree that the management team and their business aptitude are the top indicators of whether the business is 
a good prospect or not.

Thus, your business plan, and most significantly the marketing and financing sections, are not just documents. To a financier, they are telling evidence of your management team’s business I.Q. Your team representative’s understanding of key financial management concepts like cash flow and financial projections are concrete demonstrations of your co-op’s business management ability. 

Key qualities of management are being realistic and being committed. You demonstrate your ability to be realistic 
or not in your marketing and financing plans, and the assumptions these are based on. And when financiers look at member equity, they’re looking for the tactile commitment of the management team. What stake do you have in this business? People with a real stake, financiers know, work harder to get things done and stick in there when things get rough. 

And regarding your marketing approach, do you have it all worked out? Do you know who your competition is, are you realistic about their strengths and your own? Does your team pay attention to the vulnerabilities of your business concept and have workable plans for how to address these? Do you have a realistic idea of how long it will take to develop sales and at what rate money will start to come in? In the beginning? Three months from now? Six? A year? 

Most people will base these sorts of projections on overly optimistic hopes and hunches rather than sober statistics and facts. This won’t fly with financiers. They have too much experience watching pie-in-the-sky business projections bomb when the ventures in question could have been successes had the management teams been more hard-nosed and realistic. If this is the case with your business plan, the reactions of financiers will undoubtedly provide you with some invaluable reality checks.

2. Due Diligence

The main reason most financiers have funds 
to loan in the first place is because other people, often ordinary folk like you and I, have entrusted them to take care of our savings 
and retirement funds. A financier’s primary responsibility is to make prudent investments that will protect their depositors’ money. Financiers go through a process called “due diligence” to fulfill their responsibilities to their depositors.

“The due diligence review has two objectives. First, it convinces the investor that the business venture described in the investment proposal is real and credible, and that the plans are sound and realistic. Second, it can be used by the investor to help prove (if needed), during a subsequent lawsuit, that all reasonable steps were taken to determine that the investment was sound.”

The due diligence process can include: 

1. the financier asking questions about any material they’ve received from you prior to the meeting, 

2. specific references from suppliers, customers and other bankers, 

3. a tour of your facilities, and introduction to the rest of your team,

4. credit bureau reports, 

5. your management team and individual track records, 

6. your co-op’s financial track record (if you’re already in operation), and 

7. details about the data and assumptions in your financial forecasts.

In the case of financiers like the Tenacity Works Worker Co-op Fund
 and the RISQ
 
Fund, government and/or non-profit organizations have entrusted capital to these projects specifically to support the start-up and development of worker co-ops. But even investors who are expressly “on your side,” who share your commitment to creating a worker-owned enterprise, will carefully assess all proposals that come to their attention in order to place capital with groups who demonstrate the best potential for successfully launching or maintaining viable co-ops. It’s the groups who have done or are willing to do the preparation necessary – in effect, their own internal due diligence process – to maximize their chances of creating a sustainable enterprise (and long-term employment), who will be awarded some of the scarce capital resources under these funds’ management. 

3. The Six Cs of Credit

The following section is excerpted from The Loans Security Manual published by the government of the Northwest Territories.
 As advice written for lenders themselves, this information is very illuminating to entrepreneurs looking to get a clear sense of how lenders assess the credit worthiness of a business.

The traditional yardstick utilized by lenders in assessing credit worthiness has been those attributes generally described as “The Six Cs.” Financiers are advised to consider each of the following six measures carefully in every lending situation:

The Six Cs of Credit-Worthiness

1. Character
4. Collateral

2. Capacity
5. Conditions

3. Capital
6. Compliance

3.1 Character

“Character” relates to integrity, honesty and a sense of responsibility. In the case of 
a co-op this would relate to the attributes of the overall management capacity of its people. Past performance and reputation in the community and the industry are good indicators for both personal and co-op evaluations.

Character is by far the most important attribute and must be assessed accurately. All character flaws as well as strengths should not be ignored. All the collateral in the world will not make a sound loan proposal when serious character flaws exist.

Receivers and trustees in bankruptcy tell us that well over 75-80% of business failures can be directly attributed to inadequate management. These inadequacies cover a broad range of attributes required of a successful manager. These may be, but are not limited to, the following: honesty, integrity, human communication skills, and the ability to handle stress.

3.2 Capacity

“Capacity” relates to the ability to repay the loan. In all lending situations there should be two sources of repayment. There is always a primary source of repayment, which might be profit from sale of inventory, sale of services, etc. In this regard a lender would once again look at the expertise of management. The word “character” seems to surface again, doesn’t it? This evaluation would field a decision as to whether the applicant can reasonably attain the sales figures necessary to yield profits and cash flow to repay the debt, including interest.

Should the primary source of payment break down (and there is almost always a bump or two in every plan), the lender must consider if a contingency plan is available, i.e. a secondary source of payment. This secondary source may be generated from the sale of the collateral. Or further cash injection by the borrower. 

3.3 Capital

Clearly put, “capital” is the amount of down payment an applicant has for a specific deal. More generally, it is described as the relationship between owner equity and debt. Almost always, little or no capital translates quickly into the riskiest of all lending relationships. This risk can be diminished by strong character but cannot be eliminated. Capital or down payment should always be verified prior to a loan approval being issued.

While cash flow is often the visible form of down payment, in some cases it may take another form. This could be termed as “sweat” down payment whereby an applicant replaces cash with his sweat or energy. An example: rather than pay to have a building built, an applicant can do the work himself, thereby saving the expense. The building will still be of the same value and the equity (down payment) will equal that which was saved by not hiring a contractor. If the applicant possesses the necessary talents to provide sweat equity, this could feasibly form part of the down payment. This form 
of capital should be considered as the last resort after all other forms are explored.

3.4 Collateral

“Collateral” refers to available security to protect the loan should all other efforts to salvage a bad situation fail. It is normal and proper to take as collateral the property being acquired from the proceeds of the loan. The more common forms of security would be accounts receivable and inventory. Should it be deemed that additional security is required to cover off certain risks, secondary sources of security should be sought. This might include the taking of additional assets as security such as land, other equipment or personal guarantees of the owners/ applicant. However, it should be remembered that good security does not make a bad proposal good. Security should be viewed as the ribbon on an already good package.

3.5 Conditions

General economic trends are an important factor in a sound crediting decision. A good lender will look at short and medium term industry-specific conditions and the following economies:

· local

· regional

· territorial

· national

· international

All the previously discussed Cs cannot be considered without a careful look at conditions. This is one aspect of a business that usually cannot be controlled by its owners. Unanticipated trends can often spell doom to any well-based business proposal. When caught in such a down trend a business person is often helpless and ill prepared. It is important therefore that a lender try to avoid such a situation by being aware of surrounding pressures prior to entering into a lending situation.

3.6 Compliance

This aspect of credit worthiness concentrates on assessing the past track record of the applicant in previous borrowing situations. Any serious defects or flaws with the rest of the Cs will surely overflow in this analysis. A good lender will not hastily close the door to an applicant for prior lack of compliance or ability to repay, but rather will go over the facts very carefully and reanalyze the Six Cs of Credit. Assuming this process is positive, then the present deal can be reviewed on its own merits.

C. The Marketing Process

1. The Pre-pitch Stage 

Identify people you’re going to approach for money and go introduce yourselves. This begins the process of the financier getting to know something about you and your character as a business person. Marty Frost, senior worker co-op developer, recommends that: 

Whenever possible, always ask advice before you ever plan to ask for money. Every time you get a piece of advice and follow it, it gets harder for them to say no. That’s why some of them are reluctant to give advice while at the same time they’re eager to!

See if you can arrange an informal preliminary meeting to discuss your business plans and ask for advice before setting up the more formal financing plan presentation.

2. Meetings with Financiers

a) Contact the financier before the meeting to find out if there’s any information she wants you to send for her review before she meets with you.

b) Financiers are interested in having one (or perhaps two) people come into their office who can answer all their questions. You will be asked how you arrived at your financial figures. Be sure to ask the financier if he has any questions or feedback regarding any materials you had forwarded to him prior to the meeting. 

c) It’s important to create an interactive meeting instead 
of blurting out your entire presentation in one shot. If you’re not sure where to start, ask the financier how she would like to proceed with the meeting. After you’ve covered one area or made a few important points, ask if she has any comments or questions on that section before going on to the next subject. 

d) It’s important for the financier to see how you’ve worked through problems in the past. Honest disclosure about past mistakes or losses is part of building your credibility, so don’t shy from it. There is nothing more damaging to your trustworthiness than 
a financier finding out something that was not previously disclosed.

e) Try to end the meeting on 
a strong note. One hour is 
a good time limit for a first meeting. Leave the financier copies of documents you’ve brought to consider in greater detail, find out if there is further information he requires to help him assess your application, and arrange a second meeting right then if possible. If you said you’d follow up somehow or forward something, make it a top priority to do so as soon as possible.

Remember that applying for financing is a learning process. Thus it’s a good idea to debrief with your team after each meeting or presentation to go over the strengths of the interactions and work out how to adjust your approach to deal with any weaknesses.

3. Tenacity Works

As said earlier, financiers require practical, concrete expressions of those qualities that also happen to be essential for your business success. Uppermost among these are commitment and determination. For example, if you don’t have the business expertise and the management qualities described above, are you determined to develop them?

As Peter Hough, manager of the Tenacity Works Worker Co-op Fund, points out, “This isn’t rocket science.” He says that starting and running a business is tough, but the number one factor in success or failure is the persistence of the team involved. This tenacity or persistence is important in many aspects of your business, and equally so in the process of working through your financing plan, rethinking and revising it until you develop a strategy that works for both your members and for your co-op’s viability. 

“Obtain bookkeeping software or physical legers if you need to,” advises Hough, “and have somebody on the team learn how to keep financial records, create financial statements, measure cash flow and other financial phenomena, and begin to develop the ability to determine realistic projections from assessing the financial data”.

4. Reassessing your Financing Plan

If you investigate all available financial sources and your co-op is still short of its capital requirements, the last step is to reassess your financing plan. We recommend that in doing so, you review the section above on Creative and Hybrid Approaches to Financing and get down to some serious brainstorming about possibilities in this area.

One possibility is to scale down the size of your business so that you require less cash to get started. But you must still be realistic in your expenditure estimates. Too many small businesses fail quickly because they lack proper financing.

A second method of meeting your cash requirements is to increase the amount of your members’ contributions. This strategy is effective only if your members can afford a larger investment. Otherwise, you may lose some members.

Depending on the size of the short fall from the original projection of cash requirements, 
it may be possible to use a combination of reducing non-essential expenditures and slightly increasing members’ contributions.

A third possibility is to raise more cash by increasing the number of members. Doing this could increase the labour costs of your co-op, unless some members are willing to work part time or to be paid nominal wages during the start-up period.

If, after reworking your business and financing plans to correct weaknesses, and after all financial sources have been approached, your potential worker co-operative is still unable 
to attract enough investment, you may need to create a new, more viable business plan. This time, experience could lead to success. 

Glossary

This glossary covers the terms used in the Guide. For comprehensive glossaries of business terms, see:

· The Royal Bank of Canada Glossary of Basic Business Terms: www.rbcroyalbank.com/sme/bigidea/glossary.html
· The Glossary in the Steps to Growth Capital tutorial on Industry Canada’s Strategis website: www.strategis.ic.gc.ca/sc_mangb/stepstogrowth/engdoc/ssg-home.php (the GLOSSARY link is between RESOURCES and INDEX/SEARCH along the top blue and white bar).

A

Accounts Payable

Money owed to suppliers. 

Accounts Receivable 

Money owed by customers. 

Amortize

To pay off gradually, to repay a loan or mortgage through a series of regular equal-sized payments. Generally, the initial payments include more interest than principal and toward the end of the amortization period, the payments includes more principal than interest.

Asset

A resource that a business owns to produce goods and provide services that will generate revenue for the business. There are tangible assets, such as cash, inventory, land and buildings, and intangible assets, such as patents and good will. 

B

Balance Sheet 

A financial statement that measures the financial position of an organization at a specific time (a single moment in time such as November 30, 2003). The balance sheet equation is Assets = Liabilities + Equity

Business Plan 

Document prepared by management that summarizes the operational and financial objectives of a business and the detailed plans and budgets showing how the objectives are to be realized. It is different from an investment proposal in that the business plan is considered an internal document. 

Break-even Analysis

The level of sales in dollars or in number of units sold that will cover the operating expenses for a give period of time, i.e. so that the business will not operate at a loss.  

C

Capital Assets 

Land, buildings, plant, equipment and other assets (with a life exceeding one year) acquired for carrying on the business of a company or co-operative. The value of capital assets is normally expressed in financial statements as cost minus accumulated depreciation. 

Capital Investment 

Money used to purchase fixed assets for a business, such as land, buildings or machinery. It also refers to money invested in a business on the understanding that it will be used to purchase permanent assets rather than to cover day-to-day operating expenses. 

Capital Structure 

The mix of the various types of debt and equity capital maintained by a business. The more debt capital a firm has in its capital structure, the more highly “leveraged” the firm is considered to be. 

Cash-flow Forecast 

A projection of the timing and amount of a business’s inflow and outflow of cash measured over a specific period of time — typically, monthly for one to two years, then annually for an additional one to three years. 

Collateral

An asset or security that is pledged to support or secure a loan (e.g. a collateral mortgage on a house or a pledge of a bond taken as security by a bank to support a term or operating loan).  In the case of term loans, the property (e.g. land, buildings, equipment) being purchased with the loan usually forms the security for the loan. 

Common Shares 

Shares representing ownership and voting rights in a business (company or co-operative).

Current Assets 

Items that are either cash now or are expected to be turned into cash within one year's time. These include cash, accounts receivable, inventory and marketable securities. 

Current Liabilities 

Financial obligations that will have to be paid within one year. These include accounts payable, bank loans and short-term notes. 

D

Debenture 

A written acknowledgment of debt, usually secured by a lien on assets. 

Debt Capacity 

An assessment of ability and willingness to repay a loan from anticipated future cash flow or other sources. 

Debt Load 

The total amount of debt that the business is carrying, including loans, debentures, accounts payable and other, and for which the business is liable.

Debt to Equity Ratio 

A comparison of debt to equity in a business’s capital structure. 

Demand Loan 

A loan that must be repaid in full on demand.

Dividend 

A cash or share payment to shareholders. Ordinarily it is paid from the earnings or retained earnings of a business on a per share basis. 

Dividend Rate

On a patronage dividend: the rate used to establish an amount that is refunded from net income to a member of a co-op in relationship to the extent to which the member used the services of the co-op during the year the net income was generated.

On other dividends: the rate used to establish the amount applied to each share from a distribution of net income.

Due Diligence 

The measure of prudence, activity or attention and care that is properly to be expected from, and ordinarily exercised by, a reasonable and prudent person under the particular circumstances. 

Due Diligence Review 

The investigatory and review procedures carried out by lawyers, public accountants and others prior to the closing of a transaction, such as a property transfer, corporate merger, share issue or loan agreement.

E

Earnings 

In general, refers to a company's total sales minus the cost of sales and the operating expenses used to generate the sales, including interest and income tax. 

Equity 

In a functioning venture, equity is the total of the invested capital and the retained earnings during the operating life of the business. In the case of a business’s demise or dissolution, equity refers to the residual value of a business or investment after all debts and other claims are settled, i.e. the amount to which the owners are entitled.

Expected Return

The total amount of money (return) an investor anticipates to receive from an investment.

F

 Financing Instruments 

A generic term that refers to the many different forms of financing a business may use. For example, loans, shares and bonds are all considered financing instruments. 

Fixed Assets 

See Capital Assets

Fixed Expenses 

Cost of doing business, which does not change with the volume of business. Examples might be rent for business premises, insurance payments, heat and light. 

G

Guarantor

A person who accepts responsibility for the repayment of a financial obligation should the original borrower default on the terms of repayment or fail to repay the obligation altogether. 

I

In-kind Contribution

Non-cash contributions, i.e. labour, goods, services, consulting expertise, or any assets provided to a business by a person without expectation of financial compensation. In-kind contributions are sometimes calculated or recorded for various purposes in terms of their financial value.

Interest 

A charge for the use of money supplied by a lender. 

J

Joint and Limited Liability

The commitment of a number of individuals to each individually guarantee a specific (limited) portion of a financial obligation (loan).

Joint and Several Liability

The commitment of a number of individuals to each individually guarantee the total amount of a financial obligation.

L

Liability 

An obligation to pay an amount or perform a service. 

Line of Credit 

An agreement negotiated between a borrower and a lender that establishes a maximum amount against which a borrower may draw. The liability of the borrower at any point is only the amount drawn against that maximum. The agreement also sets out other conditions, such as how and when money borrowed against the line of credit is to be repaid. 

O

Operating Loan 

A loan intended for short-term financing to support cash flow or cover day-to-day operating expenses. Loans of this type are part of the line of credit. 

P

Payables

See Accounts Payable

Preferred Shares 

Like common shares, they represent ownership in a business. However, these shares are usually non-voting and have a fixed dividend rate. In the event of liquidation, preferred shareholders rank ahead of common shareholders but behind creditors for claims against the assets of the business. 

Prime Rate 

The interest rate charged by banks to their most credit-worthy customers. 

Profit and Loss Statement

A financial statement presenting the revenue, expenses and earnings (or losses) of an organization during a specified period of time.

Pro Forma Financial Statements 

Financial statements such as balance sheets and income statements that project the future state made results of a business based upon various assumptions about the future conditions of the business.

R

Receivables

See Accounts Receivable

Revolving Credit 

Line of credit against which funds may be borrowed at any time, with regular scheduled repayments of a predetermined minimum amount. 

Risk 

The probability that actual future returns will be less than expected returns. 

Risk Capital 

See Venture Capital

S

Secured Creditor

One whose obligation is backed by the pledge of some assets. In liquidation, the secured creditor receives the cash from the sale of the pledged asset to the extent of the loan. 

Security 

See Collateral

Seed Financing/Capital

Generally refers to the first contribution of capital toward the financing requirements of a start-up business. 

Share Capital

The financial value of the total shares authorized to be issued, or actually issued, by a business entity. 

Shareholders 

Owners of one or more shares in a business. 

Shareholders Equity

See Equity

Subordinated Debt 

A non-conventional financing instrument where the lender accepts a reduced rate of interest in exchange for equity participation. 

Sweat Equity

Sweat equity is generally considered all the voluntary unpaid work that is often required in the first years of a new business. This work is usually unpaid because the new business cannot afford to pay wages or salaries during start-up. The financial value of sweat equity is sometimes calculated in terms of hours contributed and recorded for various purposes. 

T

Term

Usually the duration of a loan. 

Term Loan 

A loan, generally obtained from a bank or insurance company, which is required to be repaid over a fixed term, usually a year or more, usually in instalments. Term loans are generally amortized. 

U

Under-capitalization 

Situation in which a business does not have sufficient equity in its capital structure. 

V

Venture Capital 

The capital invested by stockholders or owners in a business that entails a greater degree of risk than is normally assumed in a business undertaking. It also refers to the capital supplied by organizations whose express purpose is to "channel equity capital into risk enterprise." Synonym: Risk Capital 

Venture Capitalist 

Entity investing in businesses that have an element of risk but offer potentially above-average returns. 

W

What If Scenarios 

Analysis of the economic effect on a business of possible future situations, such as economic downturns, loss of key customers, changes in interest rates or price levels, or new competitors or technologies. Also called Worst Case Scenarios.

Working Capital 

The excess of current assets over current liabilities. This represents the amount of net non-fixed assets required in day-to-day operations. 

Worst Case Scenarios 

See What If Scenarios 

Appendix A
Financing Sources For Worker Co-ops in Canada

1. Co-op Development Funds

Co-op development funds provide seed and leverage loans to co-ops. The Canadian Worker Co-op Federation’s Tenacity Works Fund is one such capital source.  It provides loans in the range of $20,000 - $50,000 to eligible worker co-ops, who can obtain at least two-thirds of total required capital from other sources.  For more information about this Fund, see:  http://www.canadianworker.coop/tenacity-works .

2. Credit Unions 

In some cases, credit union personnel may be more sympathetic to a business run on 
co-operative principles than other lenders. Credit unions also may be more flexible in their lending practices and may be willing to tailor the terms of a loan to your co-op’s needs. 

However, because credit unions are primarily set up to serve individual members, there are restrictions on the number and size of the business loans they offer. The lending limits of the various credit unions vary tremendously depending on their size, but they are authorized to lend money under the Small Business Financing Act (see below), as are banks.

3. Community Loan Funds 

Community loan funds are characterized by a commitment to social justice and the redistribution of wealth, specifically: helping low- to moderate-income people increase their economic self-sufficiency. These funds generally pool capital from social investors to provide capital assistance to people and communities with restricted access to economic resources. 

Community loan funds provide loans for commercial (self-employment and job creation), housing, and social service projects, targeting low-income people and neighbourhoods, Aboriginal people, people with disabilities, women, and single parents. An infusion of capital from a community loan fund is often made with the goal of helping the project to leverage further investment from other, sometimes commercial sources. Because they typically have charitable status, they are restricted to charitable activities. 

4. Government Agencies and Programs

Regarding federal support for small businesses, a key resource for information is Industry Canada’s Strategis website: www.strategis.ic.gc.ca/, or http://www.ic.gc.ca/eic/site/ic1.nsf/eng/h_00012.html. There are many useful resources offered here for planning and building a business. Detailed information on programs and topics useful to small business financing efforts are found under the link Financing
 on Strategis.

4a) Small Business Financing Act

The federal government is the initiator of this program, but it is administered by the banks and credit union. The Small Business Financing Act is the successor to the Small Business Loans Act and exists to help owners of small businesses obtain term loans for a wide range of business improvements. Under this program, the federal government provides loan guarantees to the lending financial institution.

 “As of April 1, 2002, it also helps them access financing to lease new or used equipment under the five-year Capital Leasing Pilot Project.”
 A small business is eligible for a loan if its estimated total revenue for the fiscal year does not exceed an amount designated by the Small Business Financing Act (currently the amount is $5 million).

4b) Sources of Financing

The Financing section of the Canada Business Network site is very useful;  http://www.canadabusiness.ca/eng/ .  Also, the Financing section of the Strategis website (http://www.ic.gc.ca/eic/site/ic1.nsf/eng/h_00073.html) can help you locate traditional or alternative sources of financing for your small business. “You will find an extensive directory of Canadian financial providers, a powerful search engine of financial providers, information on different types of financing and financial providers, and tips to help you secure financing.”
  
4c) Aboriginal Business Canada

This  program offers direct financial support to Aboriginal businesses in a variety of areas (http://www.aadnc-aandc.gc.ca/eng/1100100033140 ).
4d) Canada Business Service Centres

The Canada Business Service Centre section provides information on provincial and territorial governments’ programs and services for businesses, contact information for your local Business Service Centre, and business information guides and online workshops.  See:  http://www.canadabusiness.ca/eng/ .
4e) Business Development Bank of Canada (BDC)

The BDC is a federal agency set up to provide loans, loan guarantees, interim financing, and occasional equity (investment in the form of shares) to new and existing businesses when other lenders will not get involved, with a particular emphasis on knowledge- and export-based industries. The BDC is often more flexible than conventional lenders in arranging financing and security (what the lender can claim if your co-op can’t repay the loan).

Appendix B
Business Development Assistance for Worker Co-ops in Canada

In order to provide you with the most up-to-date information on where to find technical business development assistance for your worker co-op start-up or expansion, for the most part this index points you to online resources and directories instead of listing them here individually. 

1. Business & Financial Planning Links

The CWCF’s website lists these several good online resources for business and financial planning. 

Business Plans.com - www.bplans.com/: business planning software, sample business plans, and guides on e-business, finance and capital, buying a business, marketing and advertising, and business legal advice.

Canada/BC Business Services Society - www.smallbusinessbc.ca/: information on starting a business, including the following guides: Research Your Idea, Prepare Your Business Plan, Register Your Business Name, Explore Your Financing Options, and Export Your Product. This site also provides a Discussion Forum and a host of links (Our Best Websites) to websites for small business.

Canadian Business Service Centres - http://www.canadabusiness.ca/eng/

 HYPERLINK "http://www.cbsc.org/main.html"
l: Business Answers (Popular Business Topics, Business Information Guides), Government Programs and Services for Business (federal, provincial and territorial info); Small Business Toolbox (interactive tools: Business Start-Up Assistant, Interactive Business Planner, Online Small Business Workshop). Also info on how to connect by phone and by web to a business information officer to guide you to information instantly.

Royal Bank of Canada - www.rbcroyalbank.com/sme/bigidea/glossary.html: glossary of basic business terms, plus many resources on starting and managing a business, with freely available online Definitive Guides on various aspects of business management.

Statistics Canada - www.statcan.gc.ca/: official source for Canadian social and economic statistics and products; free data on many aspects of Canada's economy, land, people and government - all in easy-to-read tables.

Strategis - www.strategis.ic.gc.ca/: Government of Canada's business and consumer site offering information on trade & investment; businesses by sector; economic analysis & statistics; research, technology & innovation; business support & financing; licences & legislation; and employment & learning. Also offers the following Guides: Starting a Business; Financing; Exporting; Researching Markets; Suppliers, Partners, Customers; Managing People; Using Electronic Commerce; Exploiting Technology Opportunities; and Business & the Environment.

2. Worker Co-op Development Expertise

For a complete directory by province and territory of co-op developers, see the CoopZone Developers’ Network / Members: 

http://www.coopzone.coop/en/developers

3. Contacting the Canadian Worker Co-op Federation 

To contact the CWCF, please go to the following link which includes our current mailing addresses, phone and fax numbers, and email addresses. CWCF is the apex support organization for worker co-ops in Canada and is available to assist you in locating resources and expertise regarding all aspects of developing your worker-owned co-operative. We are at times also able to allocate small grants to start-ups and already-operating worker co-ops who meet the criteria of the agencies who place such funds under our administration. 

[image: image2.png]CWCF FCCT




http://www.canadianworker.coop/contact

What is a Business Plan?


It is a document projecting the what, how, when, where and who of  your co-operative business. It is useful not only for obtaining financing, but also as a guide for you to track whether you are meeting your goals as you �go along, once the co-op is up and running. �If you are meeting or exceeding your targets, then the business plan was accurate; congratulations! If not, then you will know you need to make adjustments in some aspect of the business or the plan. Thus the business plan is useful for your co-op, as well as for others. 








The Purpose of a Financing Plan


The purpose of your financing plan is to determine whether or not your co-op has the potential to make money and, if it does, to prove that to monetary lenders and investors. Your financial plan will be the bulk of your business plan. Creating the plan will help you answer the following questions:


How much will it cost before the co-op has �a positive cash flow?


How much money will be paid out in wages, and how much surplus will there be at the end of a year?


How much must the co-op sell, and at what price, to cover all costs?


How much money is coming into the co-op, when, and from where?


How much money is going out of the co-op, when, and to where?


How much will the business make or lose?


What does the co-op own, what does it owe, and what is the difference between the two?


Where will the co-op get money from in the beginning, what will the co-op use it for?


Source: Co-operatives by Design, BC Institute for Co-op Studies, © 2002





Capital Needs


A financing plan is one part of a co-op’s business plan. The financing plan outlines the capital requirements of the business start-up or expansion. It details what asset purchases and working capital needs are anticipated for the worker co-op venture. The financing or capital plan for the worker co-op venture has basically two parts. The first is the cost of assets that may be purchased and how they may be financed. The second is how much cash may �be required by the co-op to finance working capital needs.





Working Capital Needs


Working capital needs may include:


Shortfalls in net revenues: the financing of a short-term period in which expenses may exceed sales revenue. This situation may be expected at start-up or if the business has seasonal fluctuations. If the business cannot generate enough revenue to cover its expenses  in the long term – run away.


The purchase of raw materials or finished goods for resale (inventory).


Financing for sales that are made and for which payment is expected at a later date (accounts receivable).





Equal Risk


It is recommended that all members make an initial investment if at all possible as their concrete commitment to the success of your co-op. The principles of co-operation stipulate that risks as well as rewards be shared equally by all members of the co-operative.





No Co-op Advantage Here


The co-op structure of your business is unlikely to help you obtain a loan. Most lenders know little about worker co-operatives and are easily frightened by anything which is unfamiliar. Therefore, the business plan must emphasize the viability �of the business rather than its co-operative features.


Since credit unions are based on co-operative principles, their managers may be more familiar with worker co-operatives than loan officers in other financial institutions. However, even when dealing with a credit union, the soundness of your business proposal is more important than your �co-operative ideals.





A Word on Non-profit Ventures


Many worthwhile projects are by nature not money-making ventures and financing for these is best sought from those institutions, such as charitable foundations and certain government departments, whose mandate �is supporting non-profit, socially- or community-focussed endeavours.


Though this section is primarily geared towards for-profit business proposals, it is useful preparation for marketing non-profit grant proposals as well. While grant-making foundations are not usually interested in a monetary return on their investments, they nonetheless consider their contributions to be investments, though in social rather than commercial terms. 


A well-thought-out grant proposal – really, �a non-profit business and financing plan – assures grant-makers that their funds will be used wisely to achieve specific and concrete social goals and benefits. The business management capabilities of the group presenting a grant proposal are just as crucial to your non-profit project’s realization as they would be to a for-profit venture’s viability. 








Keep it Simple


You may want to re-evaluate your business plan for simplicity. Complex, multi-faceted business concepts like a bowling alley/laundromat/accounting service indicate an inability to focus solidly on one business form and make a concerted effort to have it succeed. Every time you add a complexity to something, financiers will become more reticent. If you can put something absolutely dirt simple in front of them, the better your chances of success.





Management Capabilities


“Investors will want your business to have a management team of, say, three to six [people]. This way, all the important aspects of your business — production, marketing, finance, human resources — get the attention they deserve. And the team can survive the loss of a key person.


“Investors are looking for a good management team. That means a talented and diverse team with an effective structure and clear roles, and good communication, decision-making, and consensus-building skills.”


Source: Steps to Growth Capital tutorial, Industry Canada’s Strategis website.








Intense Questioning is a Good Sign


“The due diligence review is a normal and integral part of an investment transaction. If you are faced with questions and requests from potential investors, remember [to] maintain your composure. Try to understand comments from your investor’s point of view, and do your utmost to respond with candour and honesty.” It’s also important to recognize that an intense due diligence review is usually a sign that the investor sees your business as worthy of further consideration.


Source: “Understanding the Due Diligence Review” in Steps to Growth Capital. See footnote 23 for full reference.





Established Procedures for Obtaining a Business Loan


Whether you approach a bank or a credit union for your business loan, there are a number of established procedures that could increase your chances of success.


Shop for your loan. Begin by picking three institutions that seem to have competitive loan rates.


Arrange appointments with your chosen lenders about a week in advance and a month to six weeks before you need the cash.


Prepare all your documents, particularly �an edited version of the business plan, several days in advance of the first meeting. Your accountant should look at what you have prepared to ensure that the documents are appropriate to the size and purpose of the loan. 


Ensure that your members’ investment is committed before approaching lenders for a business loan.


The lender’s first impression of you is important. If the lender feels more comfortable about the co-op because �you are wearing conventional business clothing, you are more likely to receive �the loan.


Do not expect to have your loan application accepted at a first meeting. Usually there is a waiting period for businesses which have not yet commenced operations. Therefore, when the lender appears ready to end the meeting, suggest that s/he call if additional information is required, and end the meeting while the atmosphere is positive.


Even if your term loan is approved in principle, the lender may want to inspect your location and your preparations for opening before giving final approval.


If your initial attempts to secure a loan fail, don’t be discouraged. There are still other possibilities. 


Jack Quarter & Wilf Bean, eds, Starting a Worker Co-operative: A Handbook, the Worker Ownership Development Foundation, Toronto.








�	 "Financiers" is used throughout this guide to refer generally to outside investors, lenders and (on occasion) granting agencies.  Although this term does not usually refer to granting agencies, we have sometimes, depending on the context, included them within the scope of the definition for ease of reference.


�	 A Statistics Canada study concludes that “about one in four businesses closes its doors in its first year, and four out of five new businesses close down within ten years” (Financial Post, Feb 18, 2000). And Richard Monk reports in the July 2000 edition of CMA Management that “48% of businesses with between five and 99 employees fail within five years of start-up” (v74 i6 p12).


�	 You not only need to put together a financing strategy for your co-op; you must also “sell” financiers on your loan or investment proposals.


�	 Canadian Worker Co-operative Federation. 


�	 CWCF has negotiated a group member discount for purchases of Business Plan Pro. Contact CWCF for details or visit the link Worker Co-op Development / Business Planning / Business Plan Pro at: � HYPERLINK "http://www.canadianworker.coop/english/3/index_e5333"��www.canadianworker.coop/english/3/index_e5333�.


�	 And together called “pro forma financial statements.”


�	 Like how much will electricity cost in a year and what are you basing this estimate on? Financiers often ask about these sorts of details to see how confident they can be about your numbers.


�	 As mentioned, opinions vary on an acceptable debt-to-equity ratio. For some community- or economic-development oriented lenders, members’ contributions can be as low as 15%. It is a good idea to ask potential financiers what they expect in this regard.


�	 Sometimes a member will be required to buy more than one common share.


�	 Not all co-op acts provide for the issuing of preferred shares. In these cases only common shares and member loans are used. Be sure to check your jurisdiction’s Act to determined if this option is available.


�	 These jurisdictions include BC, Ontario and federally-incorporated co-ops, and may include other provinces and/or territories.


�	 The names of the governing documents for a worker co-op vary by province and territory. Generally they are called your Articles of Incorporation and bylaws, and may also be called, as in BC, the Memorandum of Association and Rules of Association.


�	 The “prime rate” is the short-term interest rate at which banks lend money to their most credit-worthy customers.  


�	 The total amount of money in loans and “accounts payable” (discussed further on) that the co-op owes.


�	 A “Self-directed” RRSP is an RRSP in which  the individual member or “plan holder” herself determines the types and amounts of investments to place in her individual RRSP.


�	 Co-ops, not individual members, become members of the CWCF. For information on membership and the Self-Directed RRSP program, visit � HYPERLINK "http://www.canadianworker.coop/english/4/index_e413.html"��www.canadianworker.coop/english/4/index_e413.html�. Contact information for CWCF staff is also included in Appendix B.


�	 Member loans are only eligible investments when the co-op has over 100 members.  Member shares do not have this restriction in membership; and so are generally eligible.


�	 Some jurisdictions, like Saskatchewan and Nova Scotia, provide an additional tax credit  for worker co-op share investments (when certain conditions are met) which reduces the members’ personal provincial income tax payable.  


�	 These accounts are kept internally by the co-op to record each individual member’s investments and loans as well as any interest credited.


�	 Co-operatives by Design, BC Institute of Co-op Studies, 2002, Module 8: Getting Going, p 5.


�	 If an enterprise were to choose to raise funds through issuing a series of debentures that were offered publicly, then compliance with the Securities Act and the regulations surrounding this practice will be required. This could result in significant legal costs and time spent.


�	 Canada Customs and Revenue Agency / Forms and Publications / Topics / Tax Topics / Charities (� HYPERLINK "http://www.ccra-adrc.gc.ca/formspubs/topics/tax/charities-e.html"��www.ccra-adrc.gc.ca/formspubs/topics/tax/charities-e.html�). 


�	 Excerpted from Co-operatives by Design, BC Institute for Co-op Studies, 2002, Module 8: Getting Going, p 2.


�	 Benjamin Gallander, The Canadian Small Business Survival Guide: How to Start and Operate Your Own Successful Business, Hounslow Press, Toronto, 1988 (Eighth printing: February 1995), p 38.


�	 Co-operatives by Design, BC Institute for Co-op Studies, 2002, Module 8: Getting Going, p 1.


�	 Co-operatives by Design, BC Institute for Co-op Studies, 2002, Module 8: Getting Going, p 1.


�	 CCEC Credit Union: a case study, 2002, researched and written by Nicole Chaland and Jill Kelly, quoted in Co-operatives by Design, BC Institute for the Study of Co-ops, 2002, Module 8: Getting Going, p 10.


�	Benjamin Gallander, The Canadian Small Business Survival Guide: How to Start and Operate Your Own Successful Business, Hounslow Press, Toronto, 1988 (Eighth printing: February 1995), p 39.


�	 The exceptions, of course, are non-profit development funds that sometimes exhaust their limited resources even though they take care to place loans only with good business risks.


�	 8 of 10 businesses fail within a decade. See footnote #2 above for references.


�	 Adapted from “Take a Closer Look: Elements of Due Diligence,” in the Steps to Growth Capital tutorial on Industry Canada’s Strategis website: � HYPERLINK "http://www.strategis.ic.gc.ca/sc_mangb/stepstogrowth/engdoc/homepage.php"��www.strategis.ic.gc.ca/sc_mangb/stepstogrowth/engdoc/homepage.php�. Though this resource is designed for businesses looking to secure venture capital, it is a treasure trove of information and advice for preparing and marketing any business financing plan.


�	 “Take a Closer Look: Elements of Due Diligence,” in the Steps to Growth Capital tutorial – see the last footnote (#23) for the full reference to this useful online guide to securing business financing.


�	 A venture capital fund administered by the Canadian Worker Co-op Federation to make loans to worker co-operatives across Canada.


�	 A venture capital fund that makes loans to worker co-ops in Québec.


�	 This section is closely adapted from “The Six C’s of Credit” in The Loans Security Manual, NWT Economic Development and Tourism, 1988.


�	 The vast majority of these definitions have been copied from the Glossary in the Steps to Growth Capital tutorial on Industry Canada’s Strategis website at: � HYPERLINK "http://www.strategis.ic.gc.ca/sc_mangb/stepstogrowth/engdoc/ssg-home.php"��www.strategis.ic.gc.ca/sc_mangb/stepstogrowth/engdoc/ssg-home.php� which contains well over a hundred business finance definitions (the Glossary link is along the top blue and white bar).


�	 Benjamin Gallander, The Canadian Small Business Survival Guide: How to Start and Operate Your Own Successful Business, Hounslow Press, Toronto, 1988 (Eighth printing: February 1995), p 37.


�	 Since the actual URLs (internet website addresses or “universal resource locators”) to more specific topics under “Business Support, Financing” on the Strategis site are quite lengthy, the text names of the links are included in this Guide instead.


�	 Quoted from “Small Business Loans Administration / Canadian Small Business Financing Program / Information Brochure” under the Business Support, Financing link on the Strategis website. There is also a link to the “Capital Leasing Pilot Project” mentioned above.


�	 Quoted from “Support Services / Aboriginal Business Canada / Access to Business Financing / Policies and Guidelines / Supported Activities” under the Business Support, Financing link on the Strategis website.


�	 Quoted from “Financing Information/ Sources of Financing” under the Business Support, Financing link on the Strategis website.






