Introduction to the Indivisible Reserve:  Launch of CWCF Member Consultation
By Hazel Corcoran
An indivisible reserve in a worker co-op is property owned by the co-operative/ the co-operative movement which can never be divided among members.
  It is created by allocating a set percentage (e.g., 20% or 40%
) of annual surpluses to the indivisible reserve. It is permanent co-operative capital, and is notionally seen as the value of the common effort of the members. As long as the co-op is operating as a co-op, it can use the indivisible reserve like any other retained earnings.  In other words, this reserve can be controlled by the members, but not accessed by them for distribution to themselves individually.  “Indivisible” means that if the co-op ceases to exist as a co-operative (e.g., because it is wound up, or sold), the reserve will go to a co-op development fund, a federation or another co-operative organization and not be available to the individual members.  (Their member share and any preferred shares, however, would be reimbursed to individuals.) 

Because indivisible reserves can never be cashed out by individual members, they provide long-term investment capital that supports longevity of the co-op, across generations.  The indivisible reserve is a means by which worker co-op members can demonstrate strong commitment to the worker co-operative movement and its values.

The indivisible reserve provision in a co-operative can be created either because it is required by legislation (a mandatory indivisible reserve, as in Quebec – for all types of co-ops, at between 10% - 20% of surplus), or because the co-op members decide to adopt it (currently possible in other provinces and under federal legislation).  

Historically in Europe, the worker co-op movement advocated for the mandatory indivisible reserve.  The existence of a mandatory indivisible reserve has been used to leverage additional government support for worker co-ops. The countries/regions which have the strongest worker co-op movements have a mandatory indivisible reserve (e.g., Italy, Spain, France, Quebec).  They also feature favourable tax treatment for the indivisible reserve, and/or support systems for worker co-op development.  Having indivisible reserve enables stronger arguments for getting such government support, since a clearer community benefit is created through worker co-ops.

The counter-argument is that requiring an indivisible reserve in a worker co-op can be seen by people seeking to start a business as a reason to not choose the worker co-op option.  The reason is that it limits their democratic choices on dissolution; they cannot determine the distribution of all of the capital they are helping to create, but only some of it.   Especially in jurisdictions without favourable tax treatment or other supports available for worker co-ops, this is a real concern.  Although it may be desirable for the movement to see individual worker co-ops with indivisible reserves, it could create a disincentive to start worker co-ops - again, especially where there is no favourable tax treatment or other supports in place. 
In part because of a member resolution passed at CWCF’s 2012 AGM, CWCF seeks to consult its membership on whether to advocate for a mandatory indivisible reserve for worker co-ops in federal legislation as well as in provincial legislation.  (In Quebec, no consultation is needed.  There is already a mandatory indivisible reserve in place for all types of co-ops, which is well accepted by the movement there).  The four options in the consultation, some of which could be combined or staged, would be: 
1) Mandatory approach: That CWCF should seek a mandatory indivisible reserve along with seeking that profits invested in indivisible reserves not be taxed. (It should be noted that the success of such a proposal will require agreement with two ministries in each jurisdiction (province, territory &/or federal level), the one responsible for co-op law and the one responsible for taxation. To have exemption from most of the corporate tax, which is federal, would also require the agreement of Finance Canada.) OR
2) Focus only on taxation: Instead of seeking a mandatory indivisible reserve, seek a federal tax change so that any worker co-operative
 whose articles of incorporation specify the creation of an indivisible reserve not pay corporate tax on the proportion of their income allocated to the indivisible reserve.  (This would be an additional benefit to worker co-ops in Quebec, as well as a benefit to worker co-ops in other regions.  It would be possible to seek a mandatory indivisible reserve at a later time.) OR
3) Optional approach with education: That instead of seeking legislative change around indivisible reserves, CWCF should educate worker co-ops about adopting an indivisible reserve by decision of the membership, through changes to their constitution.  Part of this education project would be to discuss the potential of this to help strengthen one’s own co-operative and the worker co-op movement.
 OR
4) No action / purely optional approach (status quo): That CWCF not undertake either a lobby effort or an education project regarding indivisible reserves.  

There could be other options considered, too.

If the mandatory approach is chosen, there would be a follow-up question: what is the percentage of annual surplus which would be placed in the indivisible reserve?  (If the indivisible reserve is adopted by decision of a co-op, the members can decide on the percentage.)
In either case, we would suggest that the indivisible reserve, upon a co-op’s dissolution, be allocated to a co-operative development fund, to other worker co-ops(s), or to a federation of worker co-ops, as decided by the members.  

Below you will find two concept papers, the first one (B) advocating the mandatory approach and the other (C), the optional or education approach.  They were written by two different authors, and the styles are very different.  The first one is a translation from French; the original French version is available upon request.  We encourage you to share these documents among your members and to discuss the issue within your co-op.  


There will be a webinar(s) on this issue by conference call on July 3rd 2013 at 11:30 am Eastern Time, and then a consultation at the 2013 CWCF AGM.  A preliminary decision may be made at that point.  By the following year’s AGM, CWCF will ask its members to make a decision on the preferred option(s).  


Whatever option is ultimately chosen by CWCF members regarding indivisible reserves, CWCF recommends that worker co-ops consider adopting an indivisible reserve as part of their constitution, if you believe that this may be a good option for your co-op.  A number of worker co-ops have already done this out of solidarity with the broader worker co-op movement, or because it has been required at least for a time through another process (e.g., to be able to obtain a loan from CWCF’s Tenacity Works Fund; an indivisible reserve, which is assigned to the CWCF, is in place for the duration of the loan from Tenacity Works.)
� In this consultation, CWCF is focused on the question of indivisible reserves in worker co-ops.  Note that in some jurisdictions (e.g., Quebec), the mandatory indivisible reserve is in place for all types of co-operatives.  


� This percentage varies, from about 10% - 80%.  


� This could possibly be sought for other types of co-ops, but this would be a decision for other co-op sector organizations.  


� It would also be possible to seek favourable tax treament for these co-ops as noted in option 2, i.e. it is possible to pursue both #2 & #3 at the same time.
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