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Introduction

To set up a co-operative properly, you should develop bylaws, the rules and procedures your co-operative will follow.  Bylaws cover many aspects of a co-operative’s business.  They say what your rights and responsibilities are as a member, who has a claim to any financial assets, and how profits are shared, and how the co-operative is controlled by members through representation on the board of directors.

The bylaws you decide to follow will be a legal document.  All members of your co-operative will be bound by them once they have been filed with the provincial Director of Co-operatives.  You will have to follow the procedures specified when operating your business.

You may change your co-op’s bylaws, but only by an extraordinary resolution of the co-operative.  This procedure is designed to be difficult, to discourage co-operatives from changing bylaws frivolously.  Therefore, it is important for all members to understand the significance of the bylaws they have developed.

No one set of bylaws is right for all co-operatives.  For this reason, this document is designed only to provide a framework for development of bylaws specific to your co-operative.  There are several sections which can be deleted, and a choice of options (in brackets) in others.  You can choose the provisions with which you feel most comfortable.

The bylaws outlined here represent a mix of practical and philosophical considerations.  Many sections are designed to make things run smoothly. Others encourage long-term commitment to your co-operative.  Others are designed to make sure that your co-op follows co-operative principles – that is, that you’ll develop a business truly run by and for the workers.  It is these elements which distinguish co-operatives from other forms of businesses.

Note that annotations on each section of the model bylaws start on page 13.  These bylaws were developed in the 1980’s for worker co-ops in Nova Scotia, based on a slightly older version of the Co-operative Associations Act than is currently in place.  The current version of the Nova Scotia Act is available here:  http://nslegislature.ca/legc/statutes/co-operative%20associations.pdf .  One major difference in the newer N.S. Act is that it is now possible to include preference shares.

If these by-laws are used in conjunction with different legislation, they need to be adapted to fit the legislation.  You can find the Co-ops Acts for all jurisdictions in Canada by going to this site: http://www.ic.gc.ca/eic/site/693.nsf/eng/h_00073.html, and clicking on your province or territory, and looking for “Co-operatives Act.”  You may choose to incorporate federally if your co-operative carries on business in more than one province.  
1. CORPORATE DATA

1.1 Name

The Name of the co-operative is

_____________________________________________________.

1.2 Objects

The objects are as set forth in the Articles of Incorporation.

1.3 Seal

The seal of the co-operative shall be such as to make a circular impression having two circles between which are the words “___________________________” and inside the inner circle the words, “Incorporated, 20__”.

1.4 Registered Office

The Registered office is 

_____________________________________________.

The board of directors may from time to time determine the place or places at which business of the co-operative shall be carried on.

1.5 Financial Year

The financial year of the co-operative shall end on _____________________________each year.

1.6 Records

Copies of the following documents shall be kept at the registered office of the co-operative:

A. the Co-operative Associations Act and the Regulations;

B. the Articles of Incorporation and Bylaws;

C. records of the minutes of all meetings of incorporators, directors, and members;

D. the shares and transfer records containing the names of all members and the record address, shares held by each, and the designated beneficiary of each;

E. all accounting books and documents; and

F. all operating and trading policies of the co-operative.

These records shall be available to members for viewing during normal business hours for purposes consistent with the good faith exercise of membership rights and responsibilities in the co-operative.

The co-operative shall provide each member with a copy of these bylaws and the Co-operative Association Act and the Regulations.

2. MEMBERSHIP

2.1 Membership Requirements

To be admitted as a member in the co-operative by the board of directors, a person must:

A. support the objects of the co-operative, as set forth in the Articles of Incorporation;

B. perform paid work for the co-operative, defined as (working at least ____ hours of paid work for the co-operative in the last ____weeks)  (earning at least _____ in wages from the co-operative in the last ____weeks) and expect to continue this relationship with the co-operative;

C. agree to participate in management committees and accept other management duties in the co-operative, as determined by the  board of directors;

D. pay a one-time, non-refundable membership fee or an annual non-refundable membership fee, as set by the board of directors and ratified by the membership; and 

E. hold a minimum share requirement, and/or invest a percentage of surplus earned through the co-op in member loans as specified in these bylaws, section 3. 

Persons who have not met the requirements of “B”, due to work shortages or if they have not met the work requirement because the co-operative has not been in operation long enough, may retain membership, subject to the approval of the board of directors.

The board of directors may increase or decrease any membership fees or share requirements, but in no case shall the initial share requirement and/or membership fees total more than ___percent of the wages the member can reasonably expect to earn in the co-operative in his or her first year.

2.2 Casual Workers

As the needs of the co-operative require, the manager, under the direction of the board of directors, may employ casual workers in the co-operative, subject to the following:

A. the work involved is not expected to last more that _________(hours) (weeks);

B. members and probationary members are given first priority for any available work, provided they are not under suspension; and

C. the total amount of paid hours of work performed by casual workers does not comprise more than _______ per cent of all work performed through the co-operative.)

2.3 Probationary Members

The board of directors shall according to a policy, decide whether a new worker shall be a “casual worker” or a “probationary member.”  Probationary members shall not have the right to vote in the co-operative, nor shall they be required to purchase shares or pay a membership fee.  However, probationary members may be required by the board of directors to participate in management activities.

Once the probationary member has worked the required number of hours, he or she is entitled to apply for membership in the co-operative.  Application for membership in the co-operative shall be in writing to the board of directors.  The co-operative shall provide regular application forms for this purpose.

Upon an application for membership, the board of directors shall decide whether to:

A. accept the application, in which case the probationary member will become a full member as soon as he or 

she meets all of the membership requirements as set forth in section 2.1; or 

B. reject the application, in which case the probationary member’s employment with the co-operative will be 

               terminated.

Neither the board nor its designees may discriminate on the basis of race, age, sex, sexual preference, religion, or national origin when considering a person for membership.

Under no circumstances shall the probationary member continue to work in the co-operative if his application for membership has been rejected.  (If the worker does not wish to become a member in the co-operative, he may decline to apply for membership and continue to work for the co-operative as a non-member at the board’s discretion, as long as his or her work is satisfactory.)

2.4 Benefits of Membership

Members shall enjoy the following rights of membership:

A. The right to vote at the annual, regular, or special meetings;

B. The right to receive a percentage of the surplus earned by the co-operative, as described in section 3.3 of these bylaws; and

C. The right to first preference for work available in the co-operative, provided the member is qualified and is not under suspension.

2.5 Withdrawals of Membership

Member’s applications to withdraw their membership shall be made in writing to the board.

2.6 Exclusion from Membership

Members may excluded from membership according to Section 9 of the Co-operative Associations Act and Regulations 4 and 6 of that Act, and also if one or more of the following grounds exist:

A. he or she no longer meets the membership requirements;

B. he or she has failed to perform work assigned in a satisfactory manner; or 

C. he or she has intentionally acted in a manner contrary to the best interests of the co-operative.

The manager or a Director may recommend that a member be dismissed if any of these grounds are met.  The board of directors shall notify the member by registered mail of the grounds and schedule a hearing in which the member will be given the opportunity to be heard by the directors.  A vote of two-thirds of the directors is required before a member can be dismissed from the co-op.  The member may appeal the decision as allowed under Section 29, article 2 of the Co-operative Associations Act.

2.7 Repurchase of Shares and Member Loans

Upon withdrawal of membership, ownership of all the member’s shares shall be repurchased by the co-operative, subject to the Co-operative Associations Act, Section 29, Article l, Regulation A.  The board of directors shall establish a policy governing the cash payments to former members for the repurchase of shares and/or member loans, subject to the following:

A. At least ____percent of the combined value of shares and member loans must be returned to the former          member within six months after his or her membership ceases; and

B. The total value of shares and member loans held by the former member must be returned within ____years.

Upon exclusion from membership, the co-operative shall repurchase the member’s shares and/or members loans, subject to the Co-operative Associations Act, Section 29, Article 2.

3. SHARES AND INTERNAL CAPITAL ACCOUNTS

3.1 Definitions

The net worth is the difference between the assets and liabilities of the co-operative’s books, kept according to Generally Accepted Accounting Principles.  The internal capital accounts reflect the allocation of the net worth of the co-operative among individual members’ capital accounts and the general reserve.  The sum of the balances in the internal capital accounts is the net worth of the co-operative.

An individual member’s capital account records the part of the net worth contributed by and credited to each member.   It consists of both shares and member loans.

The general reserve is the collective portion of the net worth that is not to be returned to the individual members during the lifetime of the co-operative.

The net income is the book net income for the financial year, after interest on member loans, computed in accordance with Generally Accepted Accounting Principles.

The labour patronage of a member is the [total paid hours worked for the co-op during the financial year (regardless of the rate of pay)].

[total wages and salaries paid through the co-op during the financial year.]

Work performed while a probationary member or a casual worker [shall][shall not] be include in the calculation of labour patronage.  A minimum of ___________________________________must be contributed by the member (in any year) before labour patronage will be calculated.

The member’s share of labour patronage is the individual’s labour patronage divided by the total labour patronage of all members.

3.2 Shares and Member Loans

The par value of shares is _____dollars each.  Interest paid on shares shall be determined by the board of directors but shall not exceed ______percentage points above the prime lending rate of the co-operative’s financial institution at the time of the financial year end.  The minimum number of shares held by a member shall be ___________.

The co-operative may hold loans from its members.  These loans may result from:

A. mandatory deductions from wages paid by the co-operative, as may be required by and at a rate set by the board of directors;

B. the retention of interest paid on an individual member’s shares and/or loans;

C. the retention of an individual member’s portion of net income; or

D. voluntary loans made by the member to the co-operative.

Interest rates paid on member loans shall be determined by the board of directors but shall not exceed ____percentage points above the prime lending rate of the co-operatives’ financial institution at the time of the financial year-end.

The co-operative shall have a lien on the shares and/or member loans of any member for any debt owed it by that member and may set off any sum credited to that member in the form of shares in or toward the payment of the debt.

3.3 Allocation of Net Income

At the end of each financial year, the secretary/treasurer shall calculate interest due on member loans and credit this interest to the loan portion of his or her individual member’s capital account.  The board of directors may, according to a policy approved by the members, allocate a portion of the net income to individual member’s loan accounts, in recognition of past uncompensated contributions to the co-operative.

In the event of a surplus, the net income shall be credited to internal capital accounts as follows:

A. ____per cent of net income less the co-op’s taxes shall be credited to the general reserve account;

B. the remaining net income shall be credited to the loan portion of the individual member’s capital accounts , according to each member’s share of labour patronage.

In the event of a loss, the loss shall be allocated as follows;  _____________percent shall be charged against the general reserve account, and the remainder shall be charged against the individual members’ capital accounts,

[in proportion to each members’ share of labour patronage.]

[among each member equally.]

[allocated between members according to a policy determined by the board of directors and ratified at the Annual General Meeting.]

After this allocation is made, as cash flow and capital requirements permit, the board of directors may direct the co-op to pay out in cash a fixed percentage of all member loans as they stand after the year’s patronage dividend and interest allocations.

The balance of the member loan accounts shall be adjusted accordingly.

Within six months after the end of every financial year, the secretary/treasurer shall provide all members with a statement showing the amount of their share and loan accounts in the co-operative.

4. MEMBERSHIP MEETINGS

4.l
Annual Meeting
The annual meeting of the members shall be held within four months of the fiscal year end.  The date, time and location of the annual meeting shall be fixed by the board of directors.  The annual meeting shall be held for the purpose of electing the board of directors, accepting the audit report, appointing the next auditor, and for any other purposes as specified by the Co-operative Associations Act and Regulations.

4.2 Regular Meetings

Regular meetings of the members may be held at such places and at such times as the board of directors may from time to time determine.

4.3 Special Meetings

Special meetings of the members may be called by the secretary/treasurer under the direction of the board of directors at any time or by a written application of 10 per cent of the members.  Special meetings may be called for any lawful purpose.

4.4 Notice of Meetings

A written notice of each annual, regular, or special membership meeting stating the time, place and purpose shall be given to each member by the secretary/treasurer at least 10 days before the meeting, either:

A. in person,

B. by leaving the notice at the member’s residence or usual workplace, or

C. by mailing it to the members’ address as shown on the records of the co-operative.

Notice need not be given to a member if a written waiver of notice, executed before or after the meeting by such members, is filed with the records of the meeting.  Each member shall notify the co-operative of his or her current mailing address.

4.5 Quorum

At least ____ percent of the members shall be required to constitute a quorum at any membership meeting.  If a quorum is not achieved and a second meeting is called with due notice, those members present shall constitute a quorum.

4.6 Voting and Proxies

Each member of record at the time of the meeting is entitled to one and only one vote on any matter requiring membership voting.  Voting by proxy shall not be permitted.

4.7 Action at a Meeting

The president or other designee, as determined by the board of directors, shall preside at membership meetings.  When a quorum is present at a membership meeting, a majority of the members present and entitled to vote shall decide any matter to be voted on by the members, unless a larger vote is required by law, by the Articles, or by these bylaws.

5 BOARD OF DIRECTORS

5.1
Qualifications

Each member of the board of directors shall be a member of the co-operative and support the objects of the co-operative.

5.2 Powers

The board of directors may exercise all the power of the co-operative, including the power to issue shares, except as otherwise provided by law, by the Articles, or by these bylaws.  In the event of a vacancy on the board of directors, the remaining directors may exercise the powers of the full board until the vacancy is filled except as otherwise provided by law.

The directors of the co-operative are responsible for hiring and firing the co-operative’s manager.

The directions of the co-operative shall not, either on behalf of the co-operative or on behalf of any subsidiary companies, authorize or approve capital borrowings or the guarantee of capital borrowings in excess of a total of $_____in a single fiscal year without having first obtained formal approval from a meeting of the members of the co-operative.

5.3 Election and Size

The board of directors shall consist of ____directors, who shall be elected for a term of ____years arranged so that ____directors are elected each year.  The maximum number of terms a director may serve is ____.  (In the event that the number of members is less than the number of directors called for above, the board shall consist of the full membership, and the length of the term shall be unlimited).

Nomination for all elections of directors may be made either by a nominating committee appointed by the President or in writing by at least two other members and deposited with the secretary/treasurer prior to the election.  All elections of directors shall be by secret ballot.

5.4 Vacancies

If a vacancy occurs in the board of directors, the directors may appoint a member to fill that vacancy until the next annual meeting when the members shall hold an election to complete the term of the vacancy.

5.5 Tenure

Except as otherwise provided by law, by the Articles, or by these bylaws, directors shall hold office until their successors are elected.  Any director may resign by delivering his or her written resignation to a meeting of the board of directors, effective upon receipt or at some later time specified.

5.6 Removal

A director may at any time be removed from office with or without cause by a vote of two-thirds of the members at a special or annual meeting, according to the Co-operative Associations Act and Regulations.

5.7 Meetings

The directors shall meet as often as the business of the co-operative may require but not less than _________________.

Notice of the time, place, and purposes of any meeting of the board shall be given to each director by the Secretary/treasurer.  Notice shall be given to each director in person or by telephone not less than 24 hours before the meeting or by written notice mailed to the director’s last known address at least 72 hours before the meeting.

5.8 Quorum

At any meeting of the board of directors, at least __________percent of the directors then in office shall constitute a quorum.

If a quorum is present, a majority of the directors present may take any action on behalf of the board of directors, unless a larger number is required by law, by the Articles, or by these bylaws.

5.9 Committees

The directors may appoint committees and may delegate thereto some or all of their powers except those  which they are prohibited from delegating by law, by the Articles, or by these bylaws.  Unless the directors otherwise determine, any such committee may make rules for the conduct of its business.

5.10 Corporate Indemnification

Subject to the provisions of the Co-operative Associations Act, every director and senior officer or his/her heirs, executors and administrators, and estate and effects, respectively, shall at all times be indemnified and saved harmless out of the funds of the co-operative, from and against:

A. all costs, charges and expenses whatever that such director or officer sustains or incurs in or about any action, suit or proceeding that is brought, commended or prosecuted against the director or officer, for or in respect of any act, deed, matter or thing whatever, made, done, or permitted by the director or officer in or about the execution of the duties of his/her office; and

B. all other costs, charges, and expenses that the director or officer sustains or incurs in or about or in relation to the affairs thereof.

5. OFFICERS

6.1 Elected Officers

A president, vice-president, and secretary/treasurer shall be elected annually by the board of directors from among the directors at its first meeting following the annual membership meeting or following a special meeting held in place thereof.  Other officers may be elected by the board of directors at its discretion.

6.2 Tenure

Any officer may resign by delivering to the board his or her written resignation, effective upon receipt or at some later time specified.

6.3 Removal

The board of directors may remove any officer with or without cause. If an officer is removed for cause, he or she is entitled to reasonable notice and an opportunity to be heard by the board of directors.

6.4 Vacancies

If any office becomes vacant for any reason, the board of directors may elect a successor or successors, who shall hold office for the unexpired term, except as otherwise provided by law, by the Articles, or by these bylaws.

6.5 President

Subject to direction from the board of directors, the president shall:

A. have power to preside over all meetings of directors and members;

B. in case of equality of votes, he or she shall have cast the deciding vote to which he or she is entitled to as a director; and

C. have such other duties and powers as determined by the board.

6.6 Vice-President

Subject to direction from the board, the vice-president shall:

A. assume the duties and powers of the President whenever he or she is unable to perform such duties or exercising such powers; and

B. have such other duties as determined by the board of directors.

6.7 Secretary/treasurer

Subject to direction from the board, the secretary/treasurer shall:

A. have general charge of the finances and custody of the funds of the co-operative;

B. have power to endorse for deposit or collection all notes, cheques, drafts, and other obligations or payments to the co-operative and to accept drafts on behalf of the co-operative;

C. cause to be kept accurate books of account, which shall be the property of the co-operative;

D. keep at the registered office those documents described in section 6 of these bylaws and any others as the board of directors shall determine; and

E. shall have such other duties and powers as determined by the board.

6.8 Reports

The board shall require the president and/or the secretary/treasurer to submit financial statements and other reports once a month in such form as the board may require from time to time.

6. OPERATING AND TRADING POLICIES

Written policies, separate from these bylaws, may be established by the members or by the board of directors.  These operating policies may be added to, amended, or repealed at any meeting of the members or the board, by a majority of the quorum.  The operating policies shall be binding on all members and directors, unless inconsistent with the law, the Articles, or these bylaws.

7. DUTIES OF MANAGER

The manager shall be the chief executive officer of the co-operative and shall, subject to the direction of the board, have general supervision of the business of the co-operative.  The manager shall have such other duties and powers as the board shall determine from time to time.  Within limits prescribed by co-operative policy, the manager has the power to enter into contracts in the name of the co-operative.  Such contracts shall be binding on the co-operative and not subject to the reversal by the members.

8. DISSOLUTION

If for any reason the affairs of the co-operative are dissolved or wound up and there remains after satisfaction of all liabilities, including shares and loans, any property whatsoever, it shall be (divided among the members in proportion to their shares in the co-operative.) (distributed to an organization in the community with similar aims.)

10.
AMENDMENTS

These bylaws or any of them may be repealed or amended ay an Extraordinary Resolution of the Co-operative, passed in accordance with the provisions of Section 21 of the Regulations and Co-operative Associations Act, Chapter 7, Acts of 1977.

SECTION II   ANNOTATIONS 

COPORATE DATA
This section of the bylaws simply states the name and objectives of the co-operative, the location of the main office, and the financial year.  The name of the co-operative must contain the words “Co-operative” and “Limited.”

This section also specifies what records must be kept by the co-operative, and what documents you need to give to your members.  Many of these provisions are required by law, so it is not recommended that you change any of the provisions in this section.

MEMBERSHIP

In a pure worker co-operative, no one is a member unless he or she works in the co-operative, and no one works in the co-operative unless he or she is a member.  This section is designed to make sure your co-operative follows this ideal as closely as is practical.  You don’t want to make all new workers members until you know that you can work with them and that they share the goals of the co-operative; however, you also don’t want the co-operative to become a business with an “in” group of employees ruling an “out” group of non-member employees with no prospect of ever becoming full members.

Membership Requirements

Clause “A” of this section simply states that the member must agree to your main objectives in forming the co-operative.

Clause “B” ensures that all members work for the co-operative.  You can choose whether this requirement is specified in terms of the number of hours worked, or in terms of the wages earned through the co-operative.  The amount of time or wages you require depends on the nature of your business.  Consider the normal number of hours you expect members to put into the business, and whether the business is seasonal.

Clause “C” makes it clear that members are expected to participate in the management of the co-operative.  You can’t have meaningful control of the co-operative by the members unless they get involved in various management activities.

Clause “D” and “E” ensure that the members are owners: that is, that they have invested money into the co-operative.  

“D” specifies a non-refundable membership fee and “E” specifies a share requirement.  You may decide that you need both, or only one.  Every co-op is different, but it is probably a good idea to require members to invest a significant amount of money in the co-operative.  It shows commitment to the long-term health of the co-operative, and it also provides the co-op with much needed capital.  Your business plan will help you determine the amount of capital needed.


There are some important exceptions to these requirements listed.  The first is that when the co-operative is in the start up phase, none of the members will have worked for the co-operative to meet requirement “B”.  The second is that sometimes you may have to lay off workers temporarily.  In both these cases, an exception to the membership requirement should be made.

The last paragraph in this section is designed to make sure your board of directors doesn’t set the initial investment so high that membership is out of reach of most workers.  In some parts of the United States, some worker co-operatives  have been criticized because the investment requirement was well over $100,000.  Since few workers can afford this type of investment, they can not really be considered to be worker co-operatives.  The limit on required investment depends on the capital needs of your co-operative. 

Casual Workers

This section is optional.  Some worker co-operatives may find that they need to hire workers on a short-term basis, such as, during peak seasons or to help finish a short-term contract.  In these cases, you probably won’t find it reasonable to expect these workers to become full members of the co-operative.  However, the more you can avoid using casual workers, the closer you will come to the worker co-op ideal.  This section allows the co-op to hire casual (non-member) workers, provided that the work is short term, that members are given first chance to do the work, and that they don’t make up a large portion of the co-op’ business.

Probationary Members

This section describes the process by which new workers become members.  You probably won’t want to accept someone as a member just because you hire them to work for the co-operative.  From their point of view, new workers probably need to become familiar with you and how your co-op operates before they can feel comfortable about accepting all the responsibilities of membership.  The solution is a probationary period, during which you can get to know each other and assess whether new workers will fit into the co-op.  Since the purpose of this period is to learn about the new workers’ ability and desire to participate in the co-op’s management, it’s important that they take part (on a non-voting basis) in the co-op’s decision-making process.

Under the process described in these bylaws, when probationary members become eligible for membership, they first decide if they want to apply for membership in the co-op.  If they want to become members, they apply to the board of directors, which decides whether to accept them.  These bylaws are written so that if the board finds a probationary member’s work satisfactory and wants to keep him or her on as an employee, it must accept the new worker.  If it doesn’t like the probationary member’s work, it must find a new worker to take the job as a new probationary member.  It can’t reject the application if it wants the probationary member to continue to work for the co-op.  The purpose of this is to prevent the existing membership to refuse allowing new members simply because they want to keep all of the voting rights in the co-operatives.

Your board may want to develop policies to help them review applications for membership, such as an evaluation form completed by the manager and/or some members who work closely with them.  These bylaws state only that race, age, sex, sexual preference, religion, or national origin should not be considered as part of that process.  Some bylaws used by worker co-ops (not these) have been set up so that if probationary members decide not to accept the responsibilities  of membership, they cannot continue to work for the co-operative.  This is to help ensure that nearly all workers become members.  These bylaws give the board of directors flexibility in deciding whether to continue someone’s employment if they don’t want to become a member.

Benefits of Membership

Sometimes members or worker co-operatives see membership as carrying more responsibilities than benefits.  If this is the case, workers can often be hesitant to join the co-op.  The benefits of membership are listed in these bylaws to help make them clearer to prospective members.  You may want to list others that are appropriate for your co-op, or you may want to develop membership policies that expand upon these benefits.

Withdrawal from Membership

A withdrawal from membership happens if someone voluntarily leaves the co-op.  This could happen if someone quits work for personal reasons, such as finding a better job, moving out of the region, or retiring.

Exclusion from Membership

Exclusion from membership happens when the co-op finds for any reason that it cannot work with a particular member and wants to force the person out of the co-op.  When this happens, the former member has certain rights guaranteed by law, so it is a relatively drastic step.  These bylaws state the conditions and procedure under which the co-op can exclude the member.

Alternatively, the co-op might decide to suspend the worker’s membership, in which case the member will retain voting rights in the co-op, but will not have the right to work in the co-operative or to participate in the co-op’s management.  Your co-op will probably want to develop policies governing the reason for a  member being suspended and what role that member is to play while suspended.

Repurchase of Shares and Member Loans

Since only workers should own shares in the co-op, there must be some provision for the co-op to buy back members shares when they withdraw from the co-op.  Buying back all of the shares immediately could cause major cash-flow shortages for most co-operatives, so the board needs the right to buy back shares and/or repay member loans over time.  On the other hand, members need to be assured they will eventually get all of their investment back, and that repayments won’t stretch on indefinitely.  This section outlines the procedure which should be followed.

SHARES AND INTERNAL CAPITAL ACCOUNTS

In a traditional business, ownership of the business and sharing of profits is relatively straightforward.  If investment in the company is divided 50/50, then all the profits are divided equally as well.  If the business is sold, then the proceeds are split equally.  However, in a true worker co-operative, workers hire the capital.  This means that any proceeds and profits are divided up according to the work that each member has put into the co-operative, rather than the amount of their investment.  If you are going to follow this principle, you must keep certain accounts in addition to the accounts you would keep if you were running a traditional business.  These accounts show how much of the co-op’s net value is held by each individual worker.  This section of the bylaws defines how this calculation is made.

Definitions

Some of the definitions here are the same as in any traditional business and would be understood by any accountant.  The net worth is a measure of how much the business is worth (the value of everything it owns minus any outstanding bills and loans), and net income is the amount of profit you earn in any year (your total revenue minus your total costs).  It is important to understand that since workers hire capital, interest on members loans is considered a cost of doing business, and therefore, must be allocated before net income is calculated.  Accountants may not be familiar with some of the other definitions here.  The individual capital account represents individual members financial stake in the co-op.  It earns interest, and grows when the member makes additional investment or when the co-op earns profits.  The general reserve is a portion of the co-ops assets to which no individual member has a claim.  Labour patronage is a measure of how much each member did through the co-operative in a given year.  You decide whether to measure it in terms of paid hours or wages paid through the co-op.  You also decide whether work contributed by a member on probation is to be included, and the minimum work required before patronage is measured.

Shares and Member Loans

According to these bylaws, each member is required to purchase a minimum number of shares.  The shares are given a nominal (par) value.  In addition, members hold members loans, or money owed the member by the co-operative.  Sometimes these loans are made by cash contributions from the worker to the co-operative, but more often, they are made when the co-op retains wages, profits, and/or interest owed a member in an account in his name.

One of the co-operative principles is limited return on capital.  This means that the amount of interest paid on shares and member loans is set at a fixed, relatively low rate.  By law, you must set the interest rates on shares and member loans in your bylaws.  You can decide whether you want the interest rate to be zero, thereby returning all profits to workers, or at a higher rate, which may help encourage members to invest in the co-operative.  

The lien on shares and/or member loans clause simply means that if the member owes the co-operative money, he cannot get paid for any shares or member loans until that debt is paid.

Allocation of Net Income

This section is best explained by an example.  Suppose that there are four members in your worker co-operative: Bob, Mary, Jean and Bill.  The minimum share requirement in this co-operative is 10 shares at $10.00 each.  The co-op has adopted bylaws which state that labour patronage is calculated in terms of the number of hours worked for the co-operative and that 20 per cent of net income is to be allocated to reserves.  Interest on both shares and member loans is set at 10 percent.

Each member has 10 shares and member loans and hours worked for the co-operative in the last year are as follows:





Value of Shares
Member loans

Hours Worked

Bob




$100

$4,000


3,000

Mary




$100

$2,000


2,000

Jean




$100

$3,000


1,000

Bill




$100

$2,000


4,000
TOTAL



$400
           $11,000
           10,000

The co-operative earned $125,000 in revenues last year, paid out $80,000 in wages.  Its other costs, not including interest on member loans and shares, were $13,400.

The co-operative must first calculate interest to be paid, and allocate it to individual members.  This interest is not paid out in cash but added to the member’s loan account.  Interest, at 10 percent, is as follows:





Value of Loans

Interest Earned

Bob



$4,000




$400

Mary



$2,000




$200

Jean



$3,000




$300

Bill



$2,000




$200

TOTAL

          $11,000



          $1,100

Since Bob worked for two months without pay the year before, when the co-op was getting started, and since Jean let the co-op use her spare bedroom as an office for the past few years, the co-op’s board decided to compensate them by allocating $1,000 to each of them.  After these allocations are made, the next step is to calculate net income:

Total revenue








$125,000

Less Costs:



Wages

$80,000


Other Costs                 $13,000 


       Interest                   $1,100

 Special Allocation                   $2,000











$ 96,500

Net Income








$ 28,500

The co-op has made $28,500 in net income which it can put into reserves or share with its workers! (Some people prefer to call this amount “profit” or “surplus.”)

Since the co-op’s bylaws state that 20 per cent goes into collective income, then $5,700 (20 percent of $28,000), minus any taxes that must be paid on this income, is allocated to the reserve account.


This leaves $22,800 (28,500 net income - $5,700 = 20,800) to be allocated to each worker as a patronage dividend.  But how is it divided between individual members?  To find out, the co-op calculates labour patronage – that is, the percentage of labour contributed by each individual member.




Hours Worked

Percent of Total =

Patronage Dividend =

Bob


3,000



30%



$6,840

Mary


2,000



20%



$4,560

Jean


1,000



10%



$2,280

Bill


4,000



40%



$9,120
TOTAL
           10,000



100%


         $22,800

The co-op has now calculated the allocation of net income due each member.  Interest, special allocation and patronage dividends are added to the member loan accounts.



Previous Loans
Interest

Special

Patronage
 
New Total






Earned

Allocation
Dividends

Bob

$4,000


$400

$1,000

$6,840


$12,240

Mary

$2,000


$200



$4,560


$ 6,760

Jean

$3,000


$300

$1,000

$2,280


$ 6,580

Bill

$2,000


$200



$9,120


$11,320

TOTAL          $11,000
         $1,000

$2,000
          $22,800

            $36,900

If the co-op was short on cash, the story might end here, with each member holding more loans in the co-op than the year before.  However, if the co-op didn’t need this extra money and wanted to give some of the profits from this year’s operations back to its members in cash, then one final calculation must be made.

The board decides the total amount to be paid out in cash based on how much cash it expects the co-op will need for the next year’s operations.  It then divides this amount by the total amount of loans to calculate what percentage should be refunded.  In this example, the board decided to pay out roughly $11,000 by paying out 30 per cent of member loans:




Total Loans

Cash Dividend

Adjusted Total

Bob


$12,240`

$3,672


$8,568

Mary


$ 6,760

$2,028


$4,732

Jean


$ 6,580

$1,974


$4,606

Bill


$11,320
 
$3,396


$7,924

TOTAL

$36,900

$11,070

$25,830

These bylaws also contain a clause about allocating losses.  It is a good idea to allocate losses to individual members, that is reduce the amount credited to individual members’ loan accounts to reflect the lower book value of the co-operative.  The traditional way of doing this is to reduce the same portion of losses from reserves as is allocated in surplus years, and take the remainder from individual loan accounts in proportion to labour patronage.  This means whoever worked the most for the co-op (and therefore earned the most money from it) has his/her loans reduced the most.  If you don’t think this is fair, there are two other options to choose from - distribute losses equally among all members, or distribute them according to other criteria outlined by a policy and ratified by the entire membership.

MEMBERSHIP MEETING

All decisions in your co-op should be democratic - one member, one vote, regardless of the number of shares or member loans held.  But this does not mean members have a right to stop in the middle of a workday and argue with the manager over every point of disagreement.  This would mean chaos in the workplace.  To make sure that all decisions are made and recorded in an orderly fashion, they must be made at membership meetings.  This section of the bylaws is intended to make sure that all members have a reasonable chance to call meetings if needed, and to attend and participate in meetings when they occur.

Annual Meeting

The annual meeting is the most important membership meeting of your co-op.  It should be attended by each and every member of the co-op. The most important order of business at the annual meeting is election of the board of directors, who will make most of the policy decisions for your co-op for the year.  To give every member a fair chance at attending the meeting, the time, date, and place should be set by the board of directors well in advance.

Regular Meetings

You may find that you need to meet as a co-op more often than once a year.  This section allows the board of directors to call membership meetings on a regular basis, say once every three months, if necessary.

Special Meetings

Special meetings are called when an important issue arises that needs to be discussed by the co-op and the next regular or annual meeting is not coming up soon enough. They should not be called frivolously, but to make sure that members have a chance to discuss issues of concern to them with the entire membership, they can be called any time over 10 per cent of all members agree the meeting is needed.

Notice of Meetings

This section is intended to make sure the co-op makes a reasonable effort to notify members of all meetings.  This notice is required by law.

Quorum

A quorum is a term used to describe the minimum number of members that need to attend a meeting before any business can take place.  For example, if only two or three members or a 20-member co-op manage to make it to a membership meeting, they should not be able to make decisions regarding the co-op.  You should decide what the appropriate percentage of members should constitute a quorum, but 50 percent is reasonable.  If the quorum was set too high, you may make it difficult for the co-op to conduct routine business, particularly if the busy schedules of your members mean it is hard to get them to meetings.

Voting and Proxies

No voting by proxy (giving someone else the right to vote for you in your absence) is allowed under the Co-operative Associations Act.  It also specifies that each member is allowed only one vote.

Action at a Meeting

Your meetings should be held in an orderly fashion.  These bylaws put the president in charge of them.  By law, they should follow Robert’s Rules of Order, so all members should become familiar with these rules.

BOARD OF DIRECTORS

The board of directors is the main governing body of any co-operative.  The members have ultimate authority over the management of the co-operative, but unless your co-op is small, they cannot get involved in every decision.  Not all members have the time to devote to long-term planning for the co-op.  Therefore, the co-op elects a board of directors, which develops major policies of the co-op, hires and fires the manager, and oversees his work.

Qualifications

To be a true worker co-op, every member of the board should be a member.  If there is someone in your community who doesn’t work for your co-op but has experience in running a business, you may want to invite him to attend board meetings as a non-voting advisor, not as a board member.

Powers

The board of directors is a powerful body within your co-op.  With few exceptions, it can carry out nearly all of the business required by the co-op.  It can borrow money, sell assets, hire workers, and admit or exclude members.  This clause puts a limit on the amount of money it can borrow without going to the full membership.

Election and Size

For the sake of continuity, you don’t want a new group of directors each year, and you don’t want all of the directors’ terms to expire at once.  You need some directors who served the year before and are familiar with the management of the co-op.  On the other hand, you want to give as many people as possible the opportunity to serve on the board, so it doesn’t become a ruling elite for your co-op.  This section allows you to define the number of directors, the length of terms, and the maximum number of terms which can be served by any one member.

Vacancies

A director seat can become vacant for a number of reasons.  The director could leave the co-op, or he could discover that he doesn’t have time to serve on the board.  If this happens, the board can appoint a new director to serve until the next annual meeting.

Removal

If a director is not fulfilling his responsibilities, or is not acting in the best interest of the co-p, then this section makes it possible for the co-op to remove him from the board.  Two-thirds of the membership must agree at a special or annual meeting.

Meetings

Like membership meetings, board of directors meetings must be held on a regular basis with proper provision of notification of directors.  For most co-ops, once per month is a reasonable interval for directors meetings, unless the co-op is facing a crisis.

Quorum

Like membership meetings, the board of directors meetings have a quorum specified in this section.

Committees

Some business of the board is too detailed for the directors to decide as a whole without delegating it to smaller groups.  This section gives the board the right to appoint committees and to give them board powers.  Examples of some committees which your co-op might form are: a membership committee, or a finance committee.

Corporate Indemnification

This section protects the directors from debts and other liabilities related to the operation of the co-op.

OFFICERS


The board should elect officers to these positions: a president, a vice-president, and a secretary/treasurer.  By law, each is responsible for certain aspects of the co-op’s operation.  Some co-operatives may find it more practical to divide the secretary/treasurer into two positions.

Elected Officers

Each year the board must elect three directors to fill this position.

Removal

The board can remove these officers if it is not happy with the way they are performing their duties.

President

The president is responsible for conducting all meetings.  This includes setting the agenda, in consultation with the manager and other directors.

Vice-President

The vice-president fills in for the president in his/her absence.

Secretary/treasurer

The secretary/treasurer is responsible for the record keeping in the co-operative, including those required by law. He/she must keep all financial records (or oversee someone else keep them) for the co-op, records of membership lists and addresses, records of all shares and transfers, minutes of all meetings, co-op policies, bylaws and Articles of Incorporation.  He/she is also responsible for notifying members of meetings, and for providing each member with a statement of their internal capital accounts.  Depending on the size of your co-op, this could be a lot of work and you may want to hire someone to help the secretary/treasurer.

OPERATING AND TRADING POLICIES

Not every issue is or should be covered in your bylaws.  It is common for co-ops to form written policies which govern the co-op’s management.  The range of policies is endless, but some examples of issues which could be covered in written policies include:


What sort of people will be given preference for new jobs?


What kind of businesses will we trade with?


Will the co-op pay for training courses for workers?


Will the co-op compensate directors for time and expenses spent at meetings?

One of the first policies you will want to develop is which types of policies can be determined by the entire membership. 

These policies should be kept in writing and are legally binding on the co-op.

DUTIES OF MANAGER
Normally, the board of director’s job is to provide overall direction on policy matters for the co-op.  It does not get involved with the day-to-day management of the co-operative.  It hires a manager to do this.  Purchases of supplies, paying bills, bookkeeping, hiring and firing of casual labour, and assigning work schedules, are examples of tasks which are usually left to a manager.  The manager reports to the board, and can be fired by the board.

DISSOLUTION
This section says what happens, to the assets of the co-op if, for any reason, the members decide to wind it down.  Naturally, any debts, including member loans, must be paid first.  But sometimes there may be additional money left after all property has been sold and all debts have been paid.

There are two options to choose form here.  The first says that the remaining funds will be divided among members according to the number of shares they hold.   This puts all of the proceeds back into the hands of the members.  The philosophy is that since members worked hard to make the co-op what it is, they deserve to earn the proceeds.

However, some people feel that this first option violates co-operative principles.  If the members get back more than the par value of their shares, this would result in a capital gain, which represents an unlimited return on capital.  In addition, some people fear that this might give members an incentive to close an otherwise viable co-operative down, so that members can get its cash value.  Therefore, the second option states that any proceeds be given to an organization with similar aims, such as another co-op, a community development agency or a charity.

Decide which option you want and cross out the other.

AMENDMENTS

You may find that after a few years, some sections in these bylaws do not meet the needs of your co-op.  There is a provision in law to change them.  However, you should not change them frivolously – they have all been developed with a specific purpose in mind and are designed to provide some stability to your co-op.  


