Indivisible Reserves
By Alain Bridault
The principle of the indivisible reserve in a co-operative is not a universal one.  It is, however, written into laws concerning co-operatives in many countries and regions. 

When this principle is written into a Co-operative Act, there are sections defining the mode of distribution of the indivisible assets in the event of termination of cooperative’s activities (due to sale, merger, etc.).

After the repayment of creditors according to order of preference, and the reimbursement of preferred shares and member shares according to par value, it is generally expected that the minister responsible for the Co-op Act has the power to dispose of the remaining assets.  Current practice is that the assets are attributed to the co-operative federation of which the dissolved co-op was a member. In the event that the co-operative in question is an organisation that represents different co-op sectors, the assets will be attributed to a people’s association with similar objectives.


“In the association I propose, men bring together their work, not their capital. It’s a contract through which workers make a dual commitment:
-  To establish common capital that will be working capital but remain inalienable, indivisible, and that should always grow with annual allocations taken from profits;
-  To unite their efforts through their work under the direction of management appointed by them, in the interests of all.
To meet these responsibilities associates are to receive the following rights:

-  The current living wage in the profession and the country;

-  A share in part of the profits in proportion to the work performed by each.
These benefits belong entirely to the workers, except the portion allocated to common capital which is destined to grow. An essential condition for the existence of this kind of association is indeed the creation, conservation, and enhancement of social capital. The social capital is intended to maintain the association beyond the members who founded it. The founding members can change without the association ceasing to exist. "
J.P. BUCHEZ, On Politics and Social Sciences, 1866

Buchez wrote the first articles of a worker cooperative in France in 1832 
This indivisible reserve principle embodies and guarantees the co-operative difference, to the extent that:
•  it characterizes the relationship with property within a cooperative and in the cooperative sector as a whole (the inalienable collective capital);
•  it guides a cooperative’s  strategic planning and assures cooperative development, by ensuring the sustainability of the cooperative control of the assets generated by the work of generations of members.
This principle emphasizes the difference between a co-operative and a private enterprise.  It is in fact the "keystone" that gives consistency to the structure. It is based on the principles governing co-operative equality and equity, insofar as it relates to the value of solidarity based on inalienable collective property. 

Solidarity based on type of ownership
This principle of indivisibility of reserves regulates the way in which collective property is managed within a co-operative. This ownership confers the right to use assets by group members but not the right to share the assets among themselves.
It is this particular ownership relationship wherein a member cannot sell his or her member share, as one would sell shares of a capitalist enterprise (or otherwise give or exchange it)
. This member share is nominal and only gives the right to vote and the right to receive patronage where appropriate.

In fact, this reduction of property rights to usage rights has been conceived by the pioneers of co-operation to mark the primacy of work over capital. 
This enables having the members concentrate only on the cooperative advantage resulting from maximum solidarity. It further helps avoid disagreements and conflicts that may result from a right that a majority at any given time would have to sell assets of the enterprise resulting from the work of their predecessors.
Solidarity based on equity between generations of members
This principle of indivisibility of reserves equally reinforces and guarantees co-operative fairness. 

This can demonstrated by showing the opposite: when the principle doesn’t have the strength of law, as in the case of worker co-ops in the United States.  There, in thriving worker cooperatives (like plywood manufacturing co-ops on the west coast), the cultural pressure and acclimitasation to the ideology of profit regularly bring workers to sell the business and share its benefits with the highest bidder. Often workers will even be rehired by the new owners.
Thus, the veteran members, those who by volunteering and sacrifice, permitted the co-operative to grow, who are no longer members, cannot benefit from the sale of the enterprise and find themselves treated unequally by younger members of the co-operative. Many in this new generation would have joined during the last years of prosperity of the co-operative before the sale. It is to the advantage of the newer generation and to the detriment of the older one.
The principle of the indivisible reserve assures co-operative development, by guaranteeing the continued control of the organisation based on the assets produced by several generations of co-operators.
This was noted by Claude Beland, former president of Quebec’s Desjardins Confederation of Caisses populaires (credit unions). Desjardins did not have to fear the current financial maneuvers of mergers and takeovers in the field of financial firms as, by their nature, co-operative organisations cannot be sold. The collective wealth accumulated over a century by the caisses populaires in Quebec is an inalienable right which belongs collectively to its millions of members.

Indivisible Reserves play a role in strategic planning
This principle has no direct impact on the daily management of a cooperative. However, it defines the parameters of its strategic planning, by prohibiting a strategy to maximize the book value of the company for the purpose of any speculative sale.
It also, therefore, concentrates the planning objectives on the essentials of the co-operative’s specific nature of maximising the economic benefit enjoyed by members through their business dealings with the cooperative (wages and benefits). It also centres activity on member relations and how people use the co-op. 
It is the culmination of the co-operative difference. This is because the cooperative functions as the opposite of the capitalist entreprise. The co-operative does not start with capital to harness work in the service of capital; the co-operative operates as a system of capital accumulation inalienable from the collective work of its members.
Indivisible Reserves play a role in the logic of developing co-operatives  

The principle of indivisible reserves determines co-op development.  Co-operative organisations are created by people who have little or no capital at the point of starting the business. They are, then, a way of allowing people to become entrepreneurs through collective action where individuals acting alone would not have had the opportunity.

As a result of their meagre start-up capital, co-operatives are only able to enter economic sectors where significant capital to start is not required. This is why, historically, cooperatives emerged in areas neglected by capitalist enterprises, particularly in the fields of food distribution, marketing, agricultural products, and handicrafts.  

Lastly, by ensuring the continuity of the control of the collective capital by members, the principle of inter-cooperation promises the possibility of the gradual introduction of a humanistic economy. This is what gave meaning to the co-operative project of the 19th century’s founding pioneers.
Appendix A:  Other perspectives - provided by Hazel Corcoran
1) From: The Resilience of the Co-operative Model, By Bruno Roelants, Diana Dovgan, Hyungsik Eum and Elisa Terrasi,June 2012, p. 38
“Cooperative reserves

The third cooperative principle states that, "members allocate surpluses for (...)  developing their co-operative, possibly by setting up reserves, part of which at  least would be indivisible"; reserves are a general practice in all cooperatives in the world, regardless of their different purposes and activities. 

These reserves are an essential measure to ensure the financial sustainability of the enterprise: they compensate for the structural limitation of share capital in cooperatives, and protect them against debt and market volatility. There are cooperatives which, having experienced a strong growth over years, have built amounts in reserves that are much higher than their share capital.

The above principle mentions the possibility that reserves can be indivisible: in part of the EU countries, (such as in France, Italy, Spain and Portugal), the indivisibility of reserves is legally mandatory, even after the liquidation of the enterprise. In such countries, in the case of the closure of a cooperative, the reserves are transferred to an institution promoting cooperatives, such as a cooperative development fund. 

Indivisible reserves are a key way to express that cooperatives are cross-generational enterprises, which, in turn, partly explains the sustainability of jobs within them.”
2) Excerpt from an article re: the 2010 CWCF Conference, by Hillary Lindsay

“There was a debate about the case for indivisible reserves.  An indivisible reserve in a worker co-op is property owned by the co-op/ the co-op movement which can never be divided among members, and is created by allocating a set percentage of annual surpluses.  

One of the arguments for an indivisible reserve is to prevent members from privatizing a co-op once it becomes financially successful.

A co-op often takes years to develop, pointed out CWCF president Alain Bridault. After a couple of decades - once the co-op is earning some money - it will be the current members that profit if the co-op privatizes.  "After 30 years, a capitalist organization comes and buys it up," said Bridault, meaning it's new members that benefit, and the co-op disappears.  Thus, he said, "It's impossible to build up the [worker co-op] sector because anytime there's success, the co-op can disappear."

In Quebec, it is legislated that 20% of a co-op's annual surpluses be allocated to indivisible reserves.   

There are many arguments against the reserve, including the importance of members having autonomy over their own co-op, but several at the conference were keen on the legislation expanding outside of Quebec. 

Bridault pointed out that the reserve could play a critical role in funding new co-ops.  

Mark Goldblatt, past president of CWCF, described the indivisible reserve as a "critical movement-building tool."  

After all, pointed out Rebecca Kemble (President of the US Federation of Worker Co-ops), "We're not worker co-operatives because we want to make a short-term profit.” ”
� Most Co-op Acts stipulate that only a co-operative is able to redeem member shares.  
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