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Chapter One

Steps to Starting a Worker Co-op is written for

people interestedin starting a worker cooperative—abusiness owned and controlled by

specialized organizations and resources is provided at the end of the booklet.

the people who work in it. It explains the

What is a Co-op?

unique features of worker cooperativesand
outlines the essential steps for starting one.

A cooperativeis an enterprise owned and con-

Specific topics are elaborated on in "features,"
including descriptions of successfulworker co-

ops, sample documents, and more detailed
information on specific subjects. References
containing more detailed information are presented after each step.
Groups interested in starting a worker co-op

typicallyfind themselvesin one of the four
situations indicated below. This manual ap-

plies to any of these situations,but groups
should adjust the emphasis of certain steps or
elements according to their circumstances. The
group:
• knows what business they plan to enter and
have decided to pursue the venture cooperatively; or
• wants to buy an existing business and operate it as a worker cooperative; or
• wants to buy the business where they work,
or
• knows they want to form a worker coop-

erative, but are unsure about what business to pursue.
Because forming a co-op Involves complex legal and accounting Issues, groups organizing
a worker co-op should seek the assistance of
attorneys and other qualified technical con-

sultants who specializein the worker cooperauve form of business. A list of some of these

trolled by the people who use it—its members. It is operated to meet the mutual needs
of its members. In a consumercooperativethe
owner-users are consumers who gain goods
or services such as healthy food, child care,
housing, or banking services. The owners of a

producercooperativeuse the cooperative to
market or process their agricultural goods, arts

and crafts,or other products. In both consumer and producer cooperatives,employees
may be hired, but they are not usually members of the cooperative. In a workercooperative the workers use the cooperative for employment.
As a business, a co-op is subject to the same
needs and demands as any business: sufficient
financing, careful market analysis, strategic and

comprehensiveplanning, and well-trained and
competent personnel. Co-ops are vulnerable
to the same market and economic forces that
face all businesses. In important ways, co-ops
are also unique.
The most distinct feature of a co-op ISits ownership structure. The co-ops members are the
business owners—this key feature influences
many aspects of how a co-op is orgamzed and
operated. Members are the foundation upon
which a co-op is built. Without a strong base
of members who will work to ensure its success, any co-op will fail.

Chapter One

Co-op Principles
As the cooperative form of business developed
over the past 150 years, a set of pnnciples has

evolved. These pnnciples, which define features unique to cooperatives and characteristics important to co-op success, were revised
in 1996 by the International Cooperative Alliance. The pnnciples described below appear
in abbreviated form.

and provide education and training for their
members, elected representatives, managers,
and employees so they can contribute effectively to the development of their cooperative.

6. Cooperation among cooperatives
Cooperatives serve their members most effec-

tively and strengthen the cooperative movement by cooperating with one another

7. Concern for community
I. Voluntaryand open membership
While focusingon members' needs, cooperaCooperativesare voluntary organizations, uves work for the sustamable development of

open to all persons able to use their services
and willing to accept the responsibilities of
membership, without gender, social, racial,
political, or religious discrimination.

their communities through policies accepted
by their members.

Phases of Co-op Development

Most new businesses, including worker coop2. Democratic member control
Cooperativesare democratic organizations eratives, typically develop through four phases.
controlled by their members, who actively par-

ticipate in setting policies and decision makIng. In a worker co-op, worker-members have
a right and obligation to participate in the declslon making that affects them.

3. Member economic participation
Members contribute equitably to, and democratically control, the capital of their cooperative. In a worker co-op, all worker co-op members gain or lose together. No single member
benefits at the expense of other members.

4. Autonomyand independence
Cooperatives are autonomous self-help organizations that are controlled by their members.

5. Education, training, and information
Cooperatives keep their members informed

1.

organizing. This booklet focuses on this
phase of development. Organization can
take from 3 to 12 months.

2. start-up. A phase that usually lasts for

about 6 months in which the basic business strategy is tested.
3. growth. A phase that may last for several

years in which the markets are expanded,
management techmques and governance
systems are refined, production techniques
are altered as dictated by experience, and
the workforce is expanded.
4. consolidation. The phase in which the

worker-owners assess their progress in
reaching the targeted growth and develop
the firms goals and strategies for the next
3 to 5 years.

Chapter One

What is a Worker Co-op?

Distinguishing the Worker

A worker cooperative is a business owned by

Co-op

the workers. Workers are accepted as cooperauve members according to criteria set by
the cooperative, by working In the business,
and through the purchase of a membership
share. Each member of the worker cooperalive becomes an owner with nghts and obli-

l. A WorkerCollectiveIS generally a worker

gations, including participating in workplace
decisions, contributing labor and skills, and
receivingan equitable share of profits. Some
worker cooperatives hire employees who are

allow votes of a two-thirds or other

not members,
Worker cooperatives apply the general cooperative principles distinctivelythrough a set
of worker cooperativepnnciples which specify
that worker-members:
l, take the full risks and benefits of working

in, owning, and operating their cooperalive business;
2. equitably contribute to and benefit from the
capital of their cooperative;
3. decide how the net income, or net losses,
are allocated,

4. govern and control the enterprise on the
basis of one member—onevote, by consen-

sus decision making, or other democratic
structure;

5. work together (as opposed to being independent contractors) In a commonly owned
business.

Worker cooperatives are unique both as cooperatives and businesses. They proude the
worker-members With employment and income along With the ownership and control
of the enterprise. Through their ownership and

control, the worker-members receive a fatr
share of the profits and enjoy workplace decooperatives are
mocracy
many
found In
countries and all business areas, Includingmanufactunng, services, shipbuilding, food products, restaurants, computer
software, engineering, reforestation, construclion, and many other Industnes.

cooperative that utilizes consensus decrsron

making. Similarityof members in every
sense (pay, authority, etc.) is the hallmark
of the collective. Decisions are approved by

unanimous support (some collectives do
supermajority under certain conditions).
2. An ESOP(Employee Stock Ownership
Plan) ISdistinct and different from a worker

cooperative. An ESOP ISan employee ben-

efit plan where employees are allocated
company stock through a special loan trust
called an ESOT (Employee Stock Owner-

ship Trust). Both employers and employees can benefit from an ESOP Generally,
the employee receivesstock and accrued
financialbenefits upon leaving the company, and the employer gains tax benefits,
heightened productivity, and takeover protecuon.
ESOP shares are usually allocated tn pro-

portion to wages or length of service or
both, and generallyfavor the highest-paid
employees. Votingrights, when they exist,

are based on shares owned rather than
membership. In a DemocraticESOP,the
ESOTIS used as a trustee that "votes"in
accordanceWiththe outcome of an employee vote.

Potential Benefitsof a Worker
Co-op
When effectivelyorgamzed and managed, the
co-op business structure offers worker-mem-

bers the followingbenefits:

• employmentand the ability to generate income. A worker co-op gives groups
of people an opportunity to become eco-

normcallyIndependent In a cooperative
way
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• control over the way their work is organized, performed, and managed.

of the group must share a viable business
concept or develop a suitable business idea.

Worker co-ops provide an opportunity to
balance workers' needs and concerns with
the need for profits and efficiency.Worker
co-ops also emphasize the training and development of the worker-members.
• employment security, as long as the enterprise is economically viable. Income is

not the only purpose for worker co-ops.

The business concept is analyzed with a fea-

sibility study and a business plan. Timing

is important; changing technology, economic

business feasibilitystudy in greater detail.)
3.

their members.
• a financial and ownership stake in the
enterprise in which they work. Worker-

in the workplace. Worker-membersparticipate directly in decisions that affect them
in their workplace as well as those that determine the growth and success of the business.

access to funds or "capital." Accessto
adequate capital includes the money contributed by membership (equity) agreed to
by the organizingmembers, loans or grants,
the time and labor of the worker-members,
and credit from banks and other sources.

come and provide stable employment for

• an opportunity to practice democracy

impending

privatizationare just a few of the many
forces to consider. (Step 3 describes the

Worker co-ops are managed to generate in-

members contribute directly to building the
enterprise and sharing in its success.

conditions, or

4.

entrepreneurial characteristics and
business skills The followingcharacter-

istics, experience, and business skills
should be present within or available to the
organizing group:

a high energylevel—theability to
work hard;
b. determination to tlcceed;
a.

c. good oral and written communica-

lion skills to sell a product or ser-

Elements Needed for Successful
Worker Co-op Start-up

d. flexibilityand resiliency to adjust to

Organizers of worker co-ops must have or
obtain all of the followingelements to start
and operate a successful business. When
worker co-ops fail, it is usually because one

the rewards and pitfalls of the marketplace;
e. decision-making skills;
f. ability to mobilize and orgaruze resources;

or more of the following requirements is lacking:

1. a commitment to cooperative and
worker-cooperative principles. The orgamzlng group must understand what a
worker cooperative is and have a commitment to the cooperative model.

2, a viable business concept All members

vice;

g.

ability to work with others to
achieve a common goal;

h. the courage 10 try new things;
i. previous business expenence;

j. financial management skills and
expenence•,
k. experience and skills In the business
area identified.
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FEATURE: CHEESE BOARD COLLECTIVE
The Cheese Board is a thriving, respected worker-owned business in Berkeley, California.

The Cheese Board startedas a sole proprietorshipowned by a young, socially conscious
couple. Spurred by their beliefs, in 1971 they decided to make their business a coopera-

tive and joined three employees as worker-members.The couple's original start-upinvestment was reimbursed through self-imposed salary reductions. Today, the co-op's annual

gross has swelled from $200,000 in 1971 to over $2.2 million.

From the beginning, the workers organized as a collective. There are no managers and

every memberis paid the same hourly wage. Decisions are made by consensus.The
approach works, according to longtime worker-memberSteve Sutcher, because members are committed to the approach and because they utilize individual and small group
decision making. Sutcher explains, "We have several levels of decisions. If an individual

worker needs a new spatula, he or she buys it and is reimbursedby the co-op. If it is a
slightly larger item, or a decision that effects the group, it is brought to their shift group,
For example, the bread didn't rise evenly—the group gets together and decides whether
to sell it as a markdown item. Broader decisions are made at monthlymeetings."

There is no shortage of people interested in Cheese Board membership,About one quarter of applicants receive interviews. Selected candidates are invited to work for a trial

period of several weeks. If member-workers
approve, the candidate begins a 6 month
probationary period, At the end of this period worker-membersmeetand informally
discuss the candidate. If any member objects to membership,the candidate is denied
membershipstatus. About 80% of the probationary candidates are accepted for membership. Although there are no monetary requirements,new members are asked to make

a commitmentto stay with the co-op for at least 5 years.
While remaining committed to the collective approach, the Cheese Board has grown and
changed over the years. At first, .thecooperative's primary product was cheese that was

imported from all over the world. Today, bread and pizza are the primary products,
while cheese represents one-third of the cooperative's sales. The product changes came
about through an interesting convergence of worker and consumer desires. Many Cheese

Board membersenjoyed the creativity of kread and pizza making. At the same time,
consumerswere eating less cheese and wanted more healthfuland varied bread.
The Cheese Board has grown to 40 members,The larger size has allowed the co-op to
expand product production and economic success, but it has also presented challenges
to the collective management approach. Members have addressed these issues in two
fundamental ways. They divided the cooperative enterprise into two distinct product units:

one for pizza and the other for cheese and bread. Each unit meetsmonthlyand makes
policy decisions specific to its unit. The units meet jointly four times a year to discuss more

encompassing issues. Monthly and quarterly meeting attendance is expected but not
mandatory and workers are not paid for the meeting time.
An issue that comes up in any workplace is how to deal with inadequate individual work
performance. This issue is addressed, for the most part, during the Cheese Board's screening

process and 6 monthprobationary period. The collective recognizes that there are benefits to differentwork styles and workers have learned to appreciate that each member
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worker
has strengths and weaknesses. In the rare instances thatproblems with a particular
severance
cannot be addressed in any other way, the worker has been asked to leave. A

package of pay and benefitsis provided for memberswho leave the cooperative.
Sutcher
When asked what kind of advice he could give to new worker coops, Steve

about
replied with confidence: "Whatever you do, do the best you can. You need to care
they

and have a good rapportwith customers.These are good businesstactics and
shouldn't be ignored."

Chapter Two

fl
The catalyst for forming a worker co-op is the

shared recognition that the cooperative approach is the best way to meet mutual needs.
The co-op should begin with a clear mission,
which may include meaningful employment
and income, obtaining greater control over the
workplace, or achieving job security.

As with any new business, starting a worker

co-op

co-op involves thorough and careful business
planning. Responsibility for starting a worker
co-op and seeing it through rests mostly with
the organizing group. That group will serve as
the spark to keep the new co-op going and
help shape it through the start-up phase. Careful planning, thorough work, and patience will
result in a strong foundation and increase the
likelihood of success.

Summary of Organizing Steps
The steps below are discussed in more detail
in the pages that follow.Each step represents
a point of evaluation for whether to proceed
with starting the co-op.
Stepl. Collect information, clarify needs,
and assemble organizing group.
Step 2. Potential members meet to discuss
needs and vision. Coordinate organizing and business research.
Step 3. Conduct a feasibilitystudy; present
findings. Obtain a commitment to
proceed.

Step 4.

Prepare and review the business
plan.

Step 5.

Draft legal papers and secure membership and financialcommitments.

Step 6.

Hold the co-ops first, or charter,
meeting; define and accept roles.

Step 7.

Implement management. Prepare
for business start-up.

Step 8.

Start operations. Implement the
business plan.

Chapter

Collect information, clarify needs, and assemble
organizing group
PURPOSE
Collect basic information about worker
cooperatives and assemble an organizing group.
This step lays the groundwork for the group
to make an informed decision about
whether
to start a worker co-op.
GUIDELINES
The organizing group should consist of potential member-owners of the cooperative. The

number of people who can participate most
effectivelyis 5 to 15. One or two members
would be inadequate because of the amount
of work to be accomplished, and more than
15 could make the initial group unwieldy and

unproductive. The organizinggroup should
be prepared to devote substantial time to complete necessary research, attend weekly or biweekly meetings, and participate in committee work.

Collectmaterials, facts, and data.
Gather information about how worker co-

ops operate, and review the legal requirements and internal capital account structures needed to organize this type of business.

• Collect information about starting a business.

• Conduct preliminary research about your
business idea to help identify strengths and

weaknesses, as well as potential obstacles
and problems. For instance: Are there similar businesses? How do they operate? What

are their strengths and weaknesses and
what opportunities or threats does compe-

tition present? What are the biggest obstacles they face? What would your group
need to do to succeed in this market?
Identify resources available to your group—

including organizationsand individuals

able to provide business and worker-cooperative development assistance.
Begin collecting information about financial resources available to the group.

Identify people who might share an interest in the co-op.
Share information about developing a coop and assess interest.
Identify and discuss mutual needs and how
a co-op could address them.

Inventorythe skills and experiencesof
people in the organizing group.
Review Entrepreneurial Characteristics and

BusinessSkillson page 8 and assess which
skills and experience exist within the group

and which need to be acquired through
education, member recruitment, or hiring
appropriate consultants.

Clearlyidentify the mutual needs and expectations that a co-op could address and
establish group expectations.
Shared objectives. Develop clear group
objectivesto avoid misunderstandingsor
failures. These objectives might include job
satisfaction, maximum income, or reasonable income along with secondary objectives; the development and marketing of a
product, the growth of an enterprise or industry, spreading cooperative principles,
or creating a socially or environmentally responsible workplace.

Expected level of income. Draft an explicit statement of the minimum income
level and other related benefits each member expects. This is important in selecting
a business idea and in conducting the feasibility study and developing the business
plan necessary in determining whether the
enterprise is feasible.

Chapter Two

Ownership and capital structures Discuss the legal issues and capital structure

ferenuals are agreed to, discuss the criteria
that will be used to establish varying wages.

to determine if a cooperative is the best way

Agreement should also be reached on

to meet group objectives. Although the details of incorporation and capital are determined at a later stage, members can reach
general agreement on this topic before the

whether managers will be utilized, whether

bylaws and membership agreements are
completed.

• How profits get dispersed. It is important to agree on any pay differentials among
workers with varying skill levels. If pay dif-

KEY DECISIONS:

they will paid more than other workers,
and, if so, what the ratio should be between

the two groups.
•

Business product(s) or service(s). Identify a business product or service idea from
the start. See Selectinga BusinessIdea (p. 4),
for information on seeking a business topic.

DOES YOUR GROUPSHAREA MUTUALNEED AND A
VIABLE BUSINESS IDEAQIS A CO-OP THE BEST WAY
TO ADDRESS IT?

For more detailed information: (for the complete citation, see the Bibliography)
Adams and Hansen, Putting Democracy to Work,chapters I and 2
Baker and Nakazawa, Organtzingfor Businessas a Cooperative
Ellerman, What is a Worker Cooperative?

Honingsberg, Bernard, and Kameroff,WeOwnit, sections 2 and 3
Industnal Cooperative Association, Bastc Orientation

National Cooperative Bank, Howto Orgamzea Cooperative

Chapter Two

FEATURE: SELECTING A BUSINESS IDEA
Sometimes groups interested in starting a worker co-op know they want to form a worker
cooperative, but are unsure about what business to pursue. Once the reasons for starting

the worker co-op are identifiedand agreed upon, the group has a basis for looking for
sound business ideas. This feature outlines the process for selecting a business.

Apply the screening process to all potential business ideas. Thescreening
process to identify the most promising enterprises for worker co-op development consists
of: (1) listing possible business ideas; (2) collecting informationand narrowing the list of
possibilities by evaluating, discussing, and conducting feasibility studies of the mostpromising ideas; and (3) selecting the business idea that best utilizes the prospective members'
interests and skills with the factors necessary for successful co-op development.

1. List the possibilities.
• Inventory the group's skills and interests; brainstorm compatible business ideas.
• Seek ideas from fellow workers and respected sources.
• Look at the existing types of businesses in your community. Evaluate existing natural
and other resources. Are there any gaps or opportunitiesopen to a new business?
Observe existing businesses for ideas to help design the new business.

2. Narrow the possibilities.
• Identify and discuss the pros and cons to the business ideas.
• Conduct feasibility studies of the most promising ideas (see pp. 21 and 24).

Fullyexplore
3. Selecting the best business idea. Clarifyyourgroup'sobjectives.
the compatibility between each business idea and your group's reasons for starting the
co-op by answering the following questions. Would the proposed worker co-op:
• meet the group's employment and income needs and other obiectives?
• secure the necessary resources to generate desired levels of employmentand income?

• provide needed goods and services?
• utilize or expand the group's skill base?
• provide links with existing businesses for new opportunities?
• cause environmental or other problems for the employees or the community?
Assess the business and political environments:

Would the business have a steady, reliable marketfor its goods or services? If so,
would that market grow or stagnate over time?

Would the organizing group be able and willing to provide the equity capital and
workforce required to start and operate the business?

Would the necessary capital investmentrequire large debt financing? If so, would

existing lenders or sources be willing to provide it?
• If the business failed, would the enterprisebe saddled with a large debt, unused or
unusable buildings and equipment, or unemployed worker-members?
Would the business have or be able to obtain the special skills and licensing needed?
How long will it take before the business breaks even, and can the business and
members be financially sustained during this time?
Would the business generate sufficient profits to recover the start-upcosts and provide
money for expansion and growth?
Would the business provide good jobs and steady income for the worker-members?
Adapted from G, B. Hansen and E. Mogensen, "Working Togetherto Create Jobs"
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Potential members meet to discuss needs and vision.
Coordinate organizing and business research.
PURPOSE

fundraisingactivities, or procured through

Assess if enough interest in starting a worker
co-op exists to justify further research and
planmng. Elect a steering committee to col-

development loans or grants,

lect information and prepare detailed plans for
organizing the new co-op.

State laws may dictate restrictions, but options
may include donation to a specified charity or

Make a plan for how unused development
funds will be used if the co-op isn't formed.
nonprofit organization,or redistribution to

GUIDELINES

specific contributors.

Hold an informational meeting for people
interested in organizing a worker co-op.

Establish a core decision-making group or
select a steering committee.
If the group is small or consensus decision
making is utilized, all members function as

Plan for an effective meeting (see p. 17).

Present initial research findings.
Allow enough discussion time for people
to ask questions and express their views.
Be clear and specific about what a worker
co-op can and cannot do, what is involved
in the organizing process, and that the process will take substantial time and work.
• Vote on whether to proceed.
Funds are necessary for initial research and
other organizing costs. Investing personal
money or helping with fundraising are excellent ways to test commitment to the coop. The group may decide to collect a specified dollar amount from potential members.

Handling Funds
Money should be deposited in a special bank
account, placed in escrow, or managed in a
manner that assures members of security and
fiscal responsibility. Money may be collected

from potential members, earned through

KEY DECISION:

the steering committee. The steering committee coordinates and oversees co-op development until a board of directors is elected. The
committee may conduct the research itself,
coordinate and oversee the work of others in-

volved in the organizingprocess,or it may
serve as a liaison between the members and
outside consultants. The steenng committee
is responsible for:
• surveying potential members about their

level of interest in starting a worker co-op;
overseeing selection of a business idea;
collecting market and financial information;
conducting a feasibility study;
keeping potential members informed of the
groups progress;
• coordinating organizational meetings;
overseeing the preparation of a thorough
business plan for the new worker co-op.

IS THERE SUFFICIENT INTERESTIN AND COMMIT-

MENTTO STARTINGA WORKERCOOP?
For more detailed information: (for the complete citation, see the Bibliography)
Adams and Hansen, Putting Democracy to Work, chapter 3
Brandow and McDonnell, No BossesHere!,chapters 2 and 3
Gasul, Democracy in Small Groups
U.S. Department of Labor, Committee EffectivenessTrammg

Chapter Two

FEATURE: GUIDELINES FOR SUCCESSFUL MEETINGS
Some Components of Good Meetings
• Good facilitation
• Commonly understoodgoals
• High level of participation

Be Prepared
Select a time and location convenient for most people.
2. If additional co-op members need to be recruited, publicize the meeting. Send press
releases to your local media announcing your meeting and specify a contact person.
Encourage word-of-mouthpromotion. Post notices at strategic locations.
3. Clearly define the goals of the meeting and structureit accordingly. Begin the meeting
with the most important items.

4. Arrange for a facilitatorand note taker in advance, and specify what should be

included in the minutes(see Keep Minutes, below). Groups meeting regularly may
consider rotating facilitation to give more people a chance to develop these skills.
5. Prepare a written agenda and post or distributeit (ahead of time if possible). Distribute a handout that includes the names and phone numbers of people to call for answers to questions.
6. It is best to limit meetings to 2 hours, but make sure that the meeting goals and agenda
items can be met in the allotted time.

Sample agenda: (foran informationalmeeting)
7:00 p.m. Introductions
7:15 p.m. Background and basic report: Describe what a co-op is, how it
operates and how it can address mutual needs and interests.
7:30 p.m. Discussion and decision making:
• What are our mutualemploymentand income needs and other
interests?

•
•
e
•

Do we have a suitable business idea?
Does the concept of a worker co-op idea make sense?
Presentpreliminary objectives—discuss and modify.
Vote: Should we continue to research the idea of starting a
worker co-op?
• If so, divide organizing responsibilitiesamong those interested
or elect a steering committeeto guide the organizing process.
• Set the next meeting's date and time.

9:00 p.m. Adjourn (on time).

Keep Minutes
Minutes record what happened at the meeting, including:
• meeting date, location, and who attended;
• the statementand source of a proposed resolution presented for vote;
• who seconded the resolution;
• note if there was a lot of discussion and briefly summarize it;
e the vote total—if consensus if used, note who dissented.

Utilize Optimal Facilitation Techniques
Keep the facilitator role neutral

• The facilitator's role is to ensure that the group accomplishes the meeting goals in a
democratic manner.

Chapter Two

A facilitatorshould leave the facilitatorrole to offer an opinion by saying something
like, "Stepping outside my role of facilitator, I think

• If the facilitator wants to support a particular position, s/he should turnthe role over to

a volunteeruntil discussion ends on that agenda item.

2. Keep the meeting moving, on track, and on time

Call the meeting to order on time. Review the agenda and meeting goals. Ask participants to introduce themselves.

Introduceeach agenda itemand call on those making presentations.

Make sure that discussion does not get stuck on an item. If a discussion wanders off the
subiect, remind the group of the agenda item being discussed and the objective of the
discussion. If the group lacks sufficient information, cut off the discussion and clarify
the information needed for the group to make a decision at a subsequent meeting.

Conduct needed voting. Before a vote, clearly state the motionor proposal. If the
outcomeis closet ask someone to verify the vote by re-countinghands or ballots. If
consensus is used and there are few dissenters, find points of agreement and work to
redefine the motion.
Conclude the meeting on time and on a note of achievement. Remind participants of

the actions taken and decisions made. Ask participantsto evaluatethe meeting by
stating what went well and what could be improved to promotemore productive
meetings. Close by identifying followup actions and announcing the next meeting
date, time, and location.

3. Encouragemeaningful discussion
Ask people to speak for themselvesand to be specific. Do not allow statementslike,
"Some people seem to feel . .
or "What s/he is trying to say is .
Keep the discussion on the topic, but encourage people to express their opinions.
Deal with differences of opinion. When handled forthrightly,differencesof opinion
can yield creative solutions.

4. Help everyone to participate
Make sure everyone has an opportunityto speak. Do not let one or two people monopolize the discussion. Draw out thosewho tend to be quiet.
Encourage open discussion that allows for disagreementon issues, but do not allow
participantsto behave rudely.
• If the agenda is taking longer than anticipated, decide as a group whetherto extend
the meeting or to move some agenda items to the next meeting.

5. Dealing with disruptive behavior
A. Prevention techniques

• Get general agreement on the agenda before the meeting.
• Use group input to set ground rules at the beginning of the meeting. For example:

be brief; allow everyone to participate; do not interrupt.Restatethe ground rules

at the beginning of each meeting.

• If certain people continually cause problems, encourage the other participants to
point out their offensive behavior.

B. What to do when problemsoccur
e When a person's comments are off track, repeat the goals of the meeting ("That

is an interestingpoint, but we are focusing on
• If someone is dominating the discussion, explain the importance of group participation and call on others to express their thoughts.
• Take short breaks to relieve tension.
• Form small committees to deal with specific problems or issues instead of using

valuable group time,
—Adapted from "FacilitatingMeetings" by Gayle Haberman

ChapterTWO

Conduct a feasibility study; present findings. Obtain a
commitment to proceed.
PURPOSE
Determine if the proposed worker co-op is
likely to succed and benefit the owner-members by assessingthe feasibilityof the business Idea: potential customers, markets and
expected volume of business, needed equipment and facilities,estimated operating costs,
capitalization, and financing options.

GUIDELINES
Conduct preliminary market research and
analysis. Assign tasks to individuals or subcommittees. Obtain outside professional as-

sistance if availableand needed. Market research and analysis identifies potential markets, discerns the potential market niche, and
defines the operational technicalities such as

how to manufacture and distribute products
or services. Research may vary depending on
the business area. The basic questions are:
"Can it be produced?" and "Will it sell?"
Visit similar worker co-ops in the area and
talk with key individuals from worker coops in other regions.
• Find out about other businessesin your
industry, whether co-op or not, and how
they operate.
• Conduct a market survey of potential customers and suppliers.

Consider experience and skill needs Members of the organizinggroup must have the

• Inventory the skills of the organizing group
and compare them with the skills needed
for the proposed business.

• If the group lacks some skills and expertise, determine how they can be developed
or obtained

Identify special equipment, facilities, or
licensing required Note any requirements
the government may impose on the business,
and list the types of equipment and facilities
required to operate the business. These must
be readily available or accessible.
Compile a list of permits needed (including business licenses), equipment and fa-

cilitiesto be acquired,and tasks to be accomplished. Approximate the costs or lead
time required to obtain them.

and
Calculate the costs of doing
prepare financial projections. The initial financial projectionsand other findings must
make sense and justify starting a worker coop. When calculating start-up costs, include
rent, payroll, insurance, equipment, utilities,
raw materials, advertising, and other business
expenses. Establish a price for the product or
service and answer the following questions: Is
the price at or below the competition? Would
the product or service sell at that price? Can
the business make a profit if it sells the product or service at the proposed price?

necessary interpersonal skillsand commitment

Make comparisons and evaluate compe-

to be effective participants in a business feacuring democratic decision making and governance. They must be willing to work cooperatively and actively participate in self-gov-

tition. Using the above answers, compare your
proposed business with other businesses in the

ernance. Finally, they must have the necessary
business skills to operate and manage the pro-

posed business and the necessary technical
skills to manufacture the product or provide
the service.

same industry. Costs of production, product
prices, anticipated revenues, size of workforce

and management,and organization of business operations all need to be compared to
similar characteristics of other businesses in
the industry.
• Talk to bank or trade association represen-

Chapter Two
tatives, or, if possible, workers at other firms
to learn about typical businesses in the industry, or what the prospects are. Use pub-

lic sources of information to get data on
the firm or industry.

Explore sources of funding Starting a
worker co-op requires secure financing; explore all sources of funding to finance the startup. Determine the funds needed to start and
operate the enterprise. Consider if members
could contribute "sweat equity" in addition to
cash as part of their initial investment.
There are two primary ways to compete
successfully: offer a lower price than the
competition, and offer a better (or differentiated) product or service. The second
approach is often more realistic for small
businesses.
• Investigate and identify possible sources of
capital funding—membership capital as
well as loans from banks and other lenders, or possibly grants.
• Investigate alternative funding sources such
as special start-up financing, economicdevelopment money for job creation and
community revitalization,and self-employment or small-businessloans availableto
firms in certain locations.

Utilize professional assistance. It is often
necessary and beneficial to hire consultants or
experts to help complete the feasibility study,

KEY DECISIONS

write the business plan, or start a business.
Obtain help from outside experts and consultants experienced in starting new businesses and new worker co-ops. Check with

your regional cooperative development
center, university business school, Small
Business Development Center, county ex-

tension office, state and local economicdevelopment agencies, chamber of commerce, and related groups for technical resources and experts. Additional sources of
assistance range from fellow workers, suppliers, customers, and other businesses and
co-ops, to libranes, trade associations, and
colleges and universities.

Prepare a written report. Compile and analyze the information collected. Outside experts
and consultants can be invaluable in verifying
the accuracy of your research.

Meet to discuss the report and findings.
• Encourage full discussion by all participants.

After presentingthe feasibilitystudy and
steering committees recommendations, allow point-by-point discussions. Several
meetings may be necessary to cover the entire report.

• Participants may request further research
or changes in the report.
Following in-depth discussion, vote on
whether to proceed.

IS THEREA MARKET FOR THE NEW BUSINESS? DO
THE INITIAL FINANCIAL PROJECTIONS AND OTHER
FINDINGS MAKE SENSE AND JUSTIFY STARTING A
WORKER COOP? DOES YOUR GROUP HAVE THE
REQUISITE SKILLS, KNOWLEDGE, EXPERIENCE, AND
RESOURCES TO STARTTHE PROPOSED BUSINESS?

For more detailed information: (for the complete citation, see the Bibliography)
Adams and Hansen, Putting Democracyto Work,chapters 3 and 6
Brandow and McDonnell, No BossesHere!, chapters 3, 5, and 6
Haberman, Facilitating Meetmgs
Kamoroff, Small-Time Operator, section I
Rasmussen, Financial Management in CooperativeEnterpnses

Chapterneo

FEATURE: FEASIBILITY STUDY DECISION CHECKLIST
Steps in Conducting a
Feasibili Ana sis

Com leted

Not
com leted

Action
to be taken

1. Reasons and expectations for starting
a worker co-op have been fully explored.

2. A proposed business idea has been
identified.

3. Compatibility of business as a worker
co-op has been determined.

4. Compatibility of human resources with
business needs has been determined.

S. Market research has been carried out.

6. Availability of resources, facilities,

and equipment has been determined.

7. Estimatedcosts of starting the business have been determined.

8. Comparisons have been made beNereen a proposed business and other
firms in the industry.

9. Sources and availability of funding
needed to start the business have
been fully explored.
10. Study results have been interpreted to
determine feasibility.

ll.

A meeting has been organized to report on and discuss feasibility findings.

12. A vote has been taken and a "go/
no-go" decision has been made.

13. Co-op objectives have been prepared
and approved by the members.
14. A pre—start-upeducational program
has been or anized.
-—AdaptedfromAdams and Hansen, uPuttingDemocracy to Work"
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FEATURE: BURLEY DESIGN COOPERATIVE
Burley Design, a company that made touring bags for bicyclists, began as a partnership

in the early 1970s. By 1978 the Eugene, Oregon company was steadilyemploying

additional workers. The owners became uncomfortable with being bosses, Inspired by
many worker-ownedbusinesses in Eugene, they sold the company to the workers' co-op
in 1979, and the name was changed to Burley Design Cooperative. The new cooperative began with seven worker-members,including the original partners. Each member
initially contributed $2,500.
By 1980 the co-op had grown to 15 worker-membersand annual sales totaled$500,000.

Throughout the 1980s the company experienced strong growth as it continued to broaden

its line of products. Today the com any manufactures rainwear, bicycle trailers, and
tandem bicycles. Sales are nearing 10 million, and membershiphas grown to 89,
One of the coop's highest priorities is to provide year-round employmentto all its workermembers. All Burley members earn the same hourly wage and are eligible for patronage
dividends (distributionsof the company's profit)calculated and paid based on hours
worked. Patronage dividends have varied from nothing to a high of 100% of members'
annual income. The co-op distributes all eligible profits, paying members20% to 50% in
the annual patronage dividend. The remainder is held in an interest-bearinginternal
capital account. The co-op tries to pay this remaining money, the allocated patronage
dividends, within 3 to 5 years.
During its busy season, the co-op sometimes hires temporary employees who receive the
same hourly pay as members. Prospective co-op members, including interestedtemporary workers, submit an application and qualified candidates are interviewed by a team
of members. The team recommends to management whether the candidate should be
hired Fora 6 monthtrial period. Following this trial period, any memberwho has worked

with the candidate can vote for or against membership acceptance, but management
ultimately makes the final decision. Once approved, members are required to invest
$2,500, paid in full or through payroll deductions over time.
Worker-membersare organized into workgroup teams based on tasks—office, sewing,
research and development,trailer assembly, and tandem. Each team has a manager and
handles their own scheduling, budgeting, equipment, and purchases. Team plans and
budgets are submittedto a management team made up of the team managers and the
op's general manager. The management team prepares the company's complete budget
and presents it to the board of directors for approval.
All co-op managers are worker-ownersand receive the same hourly wage as every other
workerowner. Each division or team submits their recommendation for team manager to
the board of directors for approval. The final determination for team managers, as well as
the general manager position, rests with the board of directors. All managers are evali+
ated annually by the board.

Co-op memberselect eight membersto serve 2 year terms on the board of directors.
Appointmentsare staggered so that four candidates are elected each year. Most elections have 10 to 15 candidates running for the four available seats. Candidates are
nominated at a membership meeting. Two weeks later, members submit their votes by
written ballots. Virtually all co-op members vote in these elections.
When asked her opinion of the key to worker co-op success, founding memberSusan
Eicher recommends that members "need a common mission that is understood and shared

by everyone. It requires the ability to maintain that vision while still allowing for new
ideas, as well as positivechange and growth."

ChapterTWO

Prepare and reviewthe business plan.
PURPOSE
Define how the co-op will be
structured and
financed. Approve the business plan
and obtain a firm commitment, including
a financial
commitment. Legally form the co-op.

GUIDELINES
The successful co-op relies on a detailed
and
thorough business plan. The business plan
serves two main purposes: (l) it is the blueprint and basic guide for the members and
managers when the co-op starts operations;
and (2) it is the central document to any loan
or other funding application.

Importance of the business plan
The business plan, a revised and expanded
version of the feasibility study, outlines and
defines every facet of the proposed co-ops

potential business and operations—who
will be involved, who the customers will
be, how they will learn about the co-ops
products and how the products will get to
them, where the money will come from,
and the operational costs (see page 24).
• Documenting your ideas and assumptions,
projecting financial and operational figures,

and pulling these elements together into
one complete plan helps to minimize the
risk of business failure. The plan will
change over time to adapt to changes in
the business environment.
• Verify the accuracy of the business plan by

KEY DECISIONS:

getting accurate and objective feedback
from consultants and resource people experienced in business start-ups and preparing business plans.

Prepare the report for presentation to potential members
The organizing committee should prepare
a report (or supervise its preparation) that

summarizes the findings of the businessplan research. Attach the summary to the
top of the business plan and distribute to
potential members for review
• End the report with recommendations of
whether to proceed with the co-op.

Discuss the business plan with potential
members; obtain their consent to proceed.
Reviewand discuss the business plan; make
adjustments.

Obtain the groups formal commitment to
organize the co-op.
• Vote on whether to proceed.

Initiate funding
Get definite financial commitments from

potential members to distinguish those
committed to the co-op, and to generate
money to pay for preparing the organizing
documents outlined in Step 6. Observe
state and federal securities laws.
Prepare loan documents, as applicable, to
seek additional funding from banks, lending agencies, economic-development agencies, and other sources.

DOES THE BUSINESSPIAN SUBSTANTIATETHE
CO-OP'S SHORVAND LONG-TERMVIABILITYAS A
BUSINESS ENTERPRISE?

For more detailed infonnation: (for the complete citation, see the Bibliography)
Adams and Hansen, PuttingDemocracyto Work,chapter 4
Berry, BusinessPlan Pro (computer software)
Swanson and Myers, BusinessPlanningfor Cooperatives
Ward and Kennedy, TheBusinessPlan Manual

FEATURE: ESSENTIAL BUSINESS PLANNING ELEMENTS
The business plan expands, updates, and adds precision to the Feasibility study by describing in great detail what the proposed co-op is all about, what its goals are, how it
will operate to achieve those goals, and establishes a schedule for doing so. The business
plan tells the group what is essential for a successful worker co-op business venture,
forces them to think through what they want to accomplish, and to make a number OF
important decisions before investing significant time and money.
The completed business plan also serves two very important functions: (l ) it is the funding

document economic-developmentagencies, banks, and other lenders require to grant
loans and other start-upfinancing, and (2) it is the blueprint For starting, expanding, and
operating a worker co-op during its first years of operation.

The business plan:

1. identifies and defines the business.
Compare the proposed co-op to the competition to evaluate its potential. This involves
identifying the industry and the product or service area OFthe co-op, the potential custom-

ers or clients, and the elementsthat would make the co-op competitive.

2. analyzes the data.
The preliminary analysis and assessment OFthe proposed worker co-op pinpoints
nesses in the proposal and indicates whether the proposed enterprise is likely to succeed.
The analytical process includes a break-even analysis and a marketanalysis to determine
the level of business needed to make a profit and whether the market would support the
proposed product or service.

3. describes the strategy.
Once rough projections are made of what the proposed co-op could achieve, it is time to
make plans to achieve them. This part of the business plan has four parts:

A. a general marketing plant includinglocation(if locationis criticalto
marketing the product or service), sales and distribution,advertising and
motion, pricing, and so on.

B. a production plan, includinglocationand facilities,productionmethods
and equipment, materials, and sources of supply.
plan, including the essential co-op organization:
C. an organization
• governance, participation, ownership, and the individual capital accounts system;

• identification of the key personnel involved in the management and governance
of the enterprise;

• the educational and training needs of the workforce;
• information about compensation and staffing—including the number of worker
owners and the functions to be performed; and
• information about the necessary supportive services and linkages.
D. a schedule, outlining the major steps to start the co-op, when to take them.
and how they interconnect.

Chqter

4. forecasts the results.
C. a cash-flow statement showing all sources of cash over time (including
cash sales and collectionson credit sales, loan proceeds received, capital
invested by owners, and proceeds from the sale of assets), and how the cash

is spent (paying for shipmentsof inventoryor supplies, paying wages and
bills, buying equipment,making loan payments,and dividends or withdraw-

als for owners).

The final document
Once the elements are completed, the business plan should be written, organized, printed,

and bound to make the strongestpossible case for the co-op and its organizers, both in
terms of its content and how it is presented. Because it is written partly for outsiders, such

as bankers, to convince themto loan money to the enterprise,it provides background
and other information to demonstrate the soundness of the venture.

Normally, a formal business plan for a new worker co-op contains five parts:

A. titlepage,
B. table of contents,
C. executive, or brief, summaryof the findings,

D. main body divided into sections describing the various components of the
business idea in considerable detail, and
E. supporting documentation, including the pro forma financial statementscover-

ing projected operations during the first 3 to 5 years.
—Adapted from Ward and Kennedy, "The Business Plan Manual"
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Draft legal papers and secure membership and financial
commitments.
PURPOSE

distributions will be made; defining how

Clarify organizationalissues and prepare the
legal papers needed for incorporation. Secure
the members' written and financialcommitments.

the net income or losses of the cooperative
will be distributed; identifying how decisions are made; the roles and responsibili-

ties of the board of directors and officers
and how the board is to be selected (if ap-

GUIDELINES
To protect yourself legally,consult an attorney

experienced with worker cooperatives to assist with this step.

Select a name. To conduct business and incorporate, the co-op must have a name. Including the word "cooperative" or "co-op" in

the name reminds members and the public
that it is a worker-owned business. Some states

require that "cooperative"or "worker co-op"
be included in the name to legally organize it
as a co-op.
Prepare bylaws. Although it is important that

bylaws reflect the specific issues and needs
unique to your cooperative, obtain bylaws
from other worker cooperatives in your state
for guidance. The references that follow this
step contain sample bylaws.
The bylaws, or fundamental rules of the coop, provide legal guidance for operating the

co-op. Becausechanging bylaws can be a
difficult process, each bylaw should be pre-

sented as a general statement that will remain consistent over time. Guided by the
bylaws, the co-op will eventually need to
establish policies and operating procedures

that are more specific.The general areas
covered in the bylaws include specifying

plicable); how membership and board
meetings will be conducted; how the cooperative will be managed; expectations for
ongoing education and training;and how

bylaws can be changed.
• Establish plans for mediating conflict between managers and worker-members that
balance power and authority with accountability.

• Proposed bylaws must be thoroughly discussed among prospective members (and
modified where necessary) before adoption.

Design a membership agreement. The
membership agreement specifies the rights and
obligations of membership. It is an important
document that should be created with the in-

put of organizers, prospective members, and
legal counsel.

Decide how to incorporate the business.
A co-op is strongly encouraged to incorporate
because incorporation limits individual mem-

bers' liability, provides a legal entity for business transactions,allows enforcement of bylaws and membership agreements, and may
provide tax advantages. The business can be
incorporated as a worker co-op in states with
worker co-op statutes (Connecticut, Massachusetts, New York,Oregon, and Washington)

who is eligible for membership; the param-

that have adopted the MassachusettsModel

eters of member employment (e.g., defin-

Act. Many states have general cooperative stat-

ing the probationarypenod for membership, whether work is full- or part-time),
identifying the capital contributions members must make, and how payroll or other

utes designed for consumer cooperatives that
may be used by worker cooperatives. Additional options for incorporation can include
using your states general business-corporation
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statute or the foreign-incorporation provision
of the worker-cooperative acts. Incorporating
under any statute not specifically designed for

bers, reviewed by an attorney familiar with
worker cooperatives, and filed with the Sec-

a worker cooperative in your state may be
problematic,so evaluatethe best way to in-

regulations vary by state. If the articles satisfy the statutory requirements and the fees

retary of States office, although specific

corporate with the guidance of an attorney ex-

and taxes are paid, the Secretary of State

penenced with worker cooperatives.

Prepare articles of incorporation. The ar-

will issue a certificate of incorporation that
creates the cooperative.

ticles of incorporation are the founding legal
documents that give the corporation its legal

Secure membership commitments.
Prospective members become members

existence.

when they sign the approved membership

The articles should set forth the

agreementand follow through on its pre-

cooperatives name, address, duration, and

purpose; how membership works; what

liminary conditions, making an initial capital contribution.

capital is required of members; what hap-

Dependingon the amount of the capital

pens to the cooperativesassetsupon dis-

contribution required, it may be necessary

solution; and other information required by
state regulations.

to obtain a loan from a credit union or other

Articles should be general (more general
than bylaws) so that they are as flexible as
state statutes allow. The articles take precedence over bylaws, and bylaws cannot con-

tradict what is stated in the articles.

The proposed articles of incorporation
should be discussed with prospective mem-

KEY DECISIONS:

lender for the members. Members pay off
the loan in installments or through payroll

deductionsonce the enterpnse is operational.
Additional canvassing may be needed for
prospective members who want more time

to think about joining or those unable to
attend the meeting.

CAN THE BUSINESS BE LEGALLY ORGANIZED TO

ACCOMPLISH WHAT WE WANT TO DO, AND DO
WE HAVE MEMBERSHIPCOMMITMENTTO CO-OP?
For more detailed information: (for the complete citation, see the Bibliography)

Adams and Hansen, Putting Democracy to Work, chapter 7, Appendix F
Baldwin, CooperativeIncorporationSourcebook
Honigsberg, Kamoroff, and Beatt , We Own It, Sections IV and V
National Cooperative Bank, Dra t Articlesand Bylaws(see ResoucesforFurther Assistance)
Soloman and Kirgis, BusinessCooperatives:A Primer

Utah Center for Productivity and Quality, Draft MembershipAgreement(see Resoucesfor
Further Assistance)
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FEATURE:CITYBIKES WORKER CO-OP
Roger Noehren owned and operated Citybikes, a bicycle repair shop in Portland, Oregon for many years. Tired of the endless demands of running a business, in 1989 he
offered his employees the opportunity to buy the shop rather than close it or sell it to
others. Noehren's asking price for the business was very reasonable, and he offered to
finance a loan for his employees to purchase it.
One employee, Tim Calvert, who had experience with co-ops and collectives,was espe
cially interested. His enthusiasm inspired a group of employees to consider buying the
business. They researched successful worker co-ops through reading and personal visits
and decided to buy the business and structureit as a worker cooperative.
The co-op opened for business in 1990 with five members. Each invested $ 1,OOO. Members unable to invest that much substitutedtheir labor for cash.

As the business grew, the co-op hired employees, The workload at Citybikes increases
during spring and summerand is slow in winter. Hiring employees allows the co-op to
adapt to the fluctuatingworkloads. Employees are paid on the same wage-scale as
members. Interestedemployees are considered for membershipafter 6 monthsof satisfactory work. "Besides doing quality work, membersneed to work well with
and with customers," says Tim Calvert.
Citybikes pays wages based on seniority and experience. Membersare very mindful of
pay differentials between the highest and lowest paid employees and have an informal
policy of no more than a
ratio difference. Worker-membersare guaranteed work at
least 3 days a week year round, even during the slow winter season. The co-op retains
from 50 to 70% of its profit for capital needs and distributes the remainder to members

as "patronage refunds," a distribution of co-op profits based on hours worked. Patronage refunds average about

of the members' annual income.

Co-op membershiphas grown to 11 members,and the original membershipfee has
remained constant at $1 ,OOO. Interestingly, Roger Noehrent the original owner of the

shop, has joined the cc)-op as a member and co-owner. Because of its growth and
financial SUCCess,the co-op has opened a second shop, "The Annex," that sells used
bikes. The original shop remains a repairsonly facility. According to Tim Calvert, "Citybikes

success is based upon worker-owners understanding what they do best and then doing

it. It is [also] based upon people learning how to work in a cooperativeway: being
patient, tolerant, and clear."
Until recently, Citybikes had been managed by the entire group, but the co-op recently
instituteda new management system. To address the needs of a larger membership,
management has been broken into three committees: business policy, personnel, and
quality control.

Chapter
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Hold the co-ops first, or charter, meeting; define and
accept roles.
PURPOSE
Formally begin the cooperative and accept the
articles of incorporation and bylaws.

GUIDELINES

The first membership meeting
The primary purpose is to approve legal
documents and institutionalize the process
of governing the new enterprise.
This is also the first annual meeting. Most
worker co-ops hold an annual membership
meeting that typically considers financial
reports, and reviews, discusses, and votes
on proposed policies.
Minutes should record what transpired.

Decision-making process and election of
board of directors
Members may decide to jointly manage
their business as a collective without a formal board of directors and hired manager.

In this case, the owners should discuss,
develop, and approve bylaws and operating procedures that explain the co-ops governance and decision-making structures. If

the co-op is incorporated the need for a
board of directors can be met by making
every member a director. In a collective
managerial or other decisions are usually
made by consensus. Indicate circumstances
and conditions where majority voting may

be appropriate and specify the majority
necessary, such as 75%.
If the worker cooperative is large, or the
KEY DECISIONS

organizers prefer to choose the more conventional governance structure, they will
need to elect a board of directors.

Review and approve the articles of incorporation
Review the articles. Allow time for members to discuss any concerns or questions.
• Vote to approve the articles.

Adopt bylaws
Review and discuss bylaws. Amend, if necessary, assuring that changes are legal.
• Vote to approve the bylaws.
If a board of directors is elected, hold the
first board meeting shortly after the charter meeting and elect officers—board president, vice-president, secretary, treasurer, or
other positions listed in the bylaws.

Convenethe business or board meeting
Select a financial institution; arrange for
bookkeeping and the handling of finances.

Clarifyhow roles are to be assigned and
responsibilities fulfilled (e.g., preparing job
descriptions, action plans, or work assignments); determine training needs, and arrange for the training to be provided.

Devisea plan to work with members to
address all start-up matters as detailed in
the business plan.
If the co-op plans to hire or appoint a professional manager, the board establishes
procedures to carry out the search or selection (see Step 8).

ARE THE ARTICLES AND BYLAWS ACCEPTABLE TO THE
MEMBERSAND THOSE WHO WILL SERVE ON THE
BOARD OF DIRECTORS?

For more detailed information: (for the complete citation, see the Bibliography)
Adams and Hansen, PuttingDemocracyto Work,cha ter 8

Small Worker Cooperatives
Sag110and Hackman, Design of Governance Systems or
A
Primer
Cooperatives:
Busmess
Kirgis,
Solomon and
USDA Cooperative Service, Organizmg and Conducting Cooperatives' Annual Meetings

Chapter

FEATURE: BASIC RESPONSIBILITIES OF THE WORKER

CO-OP BOARD OF DIRECTORS

The board of directors is elected by the worker-owners. When a co-op chooses to operate
without an elected board, each cooperative member should be designated as a director.
The primary responsibility of the board of directors is to ensure that the best interestsof
the corporation (thecooperative) and its owners (theworkers) are protected.The board is
responsible for the co-opts actions and compliance with regulations,
The fundamental legal standard for every director is to act in good faith, in a manner he
or she believes to be in the best interestsof the co-op, and with such care as an ordinary
prudent person in a similar position would use under similar circumstances.
The board is to meet at regular intervals—monthly, bimonthly, or quarterly. Where applicable, officers (president, vice president, secretary, and treasurer) are elected to organize the work and to assist in the board's internal operations. Effective boards obtain

training and help as soon as possible and pursueongoing training and educational
programs to help them understand and effectively fulfill their responsibilities.

The board has three primary responsibilities:
to act as trustees on behalf of the worker-members. Theboarddoesthis
by establishing mechanisms for member input, by carefully monitoringthe coop's
financial status, by hiring auditors to review the financial records, by making regular
reports on the status of the co-op to the members, and by making sure that the co-op
follows its bylaws, policies, and appropriate regulations.

2. to ensure the sound management of the co-op. Theboardis responsiblefor
selecting and supervising the co-op's management. It does so by reviewing management reports and monitoring key indicators (such as inventory turnover,cost of operations, sales trends, or other financial ratios) and evaluating management performance.

3. to set long-range goals and plan for the co-op's future. Theboarddoes
this by participating in strategic planning discussions with the membershipand man-

agers by approving yearly and long-range plans, and by settingperformancegoals.

A special note on the importance of clear board and management roles:
The co-op board of directors plays a key role in the success of the organization and is
accountable to the worker-owners.The workerowners elect the board. The board selects
management from among the members. In some cases, particularly in large cooperafives, the board may hire outside management. Management is accountable to the board.

Management establishes
and overseesadministration
of the co-op's affairs in accordance with the coop-

BOARD
of
DIRECTORS

erative's bylaws, carries out
the goals and objectives set
by the board of directors and

acco
overs

members, and supervises

worker-owners,
as needed.

MEMBERS

MANAGEMENT

Chapter Two

Implement management. Prepare for business start-up.

PURPOSE

fies responsibilities (see pp. 33—34).Estab-

Implement management structure, such as a
collective, teams, or a general manager.

lish specific goals for the manager during
the first year.

If applicable, advertise the position as
GUIDELINES
Follow the steps set forth in the business plan;
it is the blueprint for organizing the new business.

Selecting management: The selection of
competent management is critical to the success of any new business start-up. If management has not already been identified or hired,
do so before starting operations.
If the co-op is small enough, and the members
choose to operate as a collective, then the traditional managerS role may be divided among

the owners, according to ability, interest, or
pledge to learn those divided duties.
Manufacturing or service businesses that intend to grow beyond 15 to 20 worker-members will probably need to seek an experienced
manager from within or outside to help establish and manage business operations.
Hiring a manager: If a manager is to be hired,

a formal hiring process should be conducted.
Select a manager who has the qualifications and
skills to effectively manage business operations,

widely as possible. Many trade magazines
require substantial notice before listing
positions. Local papers and employment
offices often list jobs very quickly. Depending on the skills and experience needed,
you may want to engage a search firm. Use

local contacts—economic-development

agencies, chambers of commerce, business
people, other worker co-ops—to publicize
the position.
Carefully screen all applicants. Check references and job experience.
The right manager for start-up may not be
the right person to manage the worker co-

ops long-term operations. Starting a new
business requires special skills. As you
search for potential worker co-op managers, consider looking for managers with
start-up experience.
Early management responsibilities include
communicating with members, researching facilitiesand equipment, marketing or
sales efforts, and making arrangements to
begin the co-ops operations.

whose management style is compatible with
your cooperatives decision-makingstructure.
Begin by clearly defining the managers role,
functions, and relationship to the board and
other worker-members. Be certain that there

Secure financing and finalize agreements
from all sources: members, grants, loans,

who has what authority and how the business
is to be managed.
Identify the knowledge, skills, and experience expected from your first manager.
Prepare a job description that clearly speci-

Use the business plan to seek additional
debt capital to start the business.

is no ambiguityor misunderstandingabout

purchases, and rentals.
If some members have not paid their capital contributions, follow up on their commitment.

Explore all possible economic-development

funds for job creation or community revitalization.

Chapter Two

Acquire facilities and necessary licenses
and permits.

rent
• Enter into the necessary agreements to

or purchase business premises or produclion facilities.

KEY DECISION:

Obtain the business and other permits
needed to operate the business.
Obtain bids and purchase the equipment
and raw materials to produce the products
or services.

IS THE WORKER CO-OP READY TO BEGIN
OPERATIONS?

For more detailed information: (for complete citation, see the Bibliography)
Adams and Hansen, Putting Democracy to Work, chapter 9.

Brandow and McDonnell, No BossesHere!,Chapters 7 and 8.
Kamaroff, Small-Time Operator, chapters 4—6.

Chapter Two

FEATURE: SAMPLE GENERAL MANAGER JOB DESCRIPTION
Accountability
The general manager is selected, supervised by, and accountable to the co-op's board of
directors. The general manager serves at the board's discretion.

General Responsibility
To establish and oversee the managementof the co-op's affairs in accordance with the

cooperative's bylaws, and to meetthe goals and objectives set by the board of directors
and members. To supervise worker-ownersas needed.

Specific Responsibilities
Board relations
• Work with the board to prepare for and ensure productive,effective board meetings.
Prepare proposals for board consideration.
• Prepare clear, timely reportsto the board. Address board concerns and issues.
• Keep the directors informed about pertinent mattersbetween board meetings.

Financial
• Ensure adequate financial records and internalcontrolsto provide timely and accu-

rate financial statements.
• Ensure that the co-op's assets are adequately safeguarded from loss.
Coordinate the preparation of all budgets and financial projections.
Oversee in-depth financial analysis and promptlyaddress financial problems.
• Initiate financial planning, including the use of the members' equity, financing needs,
and future profitability.

Marketing
• Prepare comprehensive marketing plans to build short-and long-term stability.
• Ensure that the co-op is presentedfavorably to customersand to the public.
Monitor and improve customer-servicelevels.
• Perform regular analyses of the co-op's competition and market potential.
• Represent the co-op in trade and local business associations, when applicable.

Operations
Organize operations to maximize profitabilityand meetspecified goals of members.
Identify and address operational problems.
Plan for the co-op's ongoing operational needs, including product development, tech-

nology, facilities, and equipment.
Ensure compliance with all applicable federal, state,and local laws.
Maintain adequate security of facilities and insurance for the business.
Prepare plans for effectivelydeveloping and utilizing the skills of worker-owners.
Establish and ensure that effective worker-participation policies and procedures are in
place and that they support the co-op's established goals and objectives.

Select/hire, and evaluate the effectivenessof additional management, as needed.
Ensure adequate training, evaluation, safety, and compliance with the co-op's grievance systems.
Conduct long-range planning and plan for productimprovementsand expansion as
needed.

Member relations

e Establish communication systems and procedures to keep the worker-membersfully
informed about the co-op's financial status, needs, and activities.
• Make sure that members' needs and interests,as workers and owners, are regularly
determined and addressed.

Chapter Two

Start operations. Implement the business plan.

Steps Starting

PURPOSE
Begin operations.

make sure the co-op is meeting its custom-

ers' needs and expectations along with
achieving its business objectives.

GUIDELINES
Once the co-op is incorporated, has approved
its bylaws and basic rules, hired or appointed
a manager, acquired the necessary finances,
and obtained suitable premises, it is ready to
begin operations. The first task ofmanagement

and worker-ownersis to implement the coops business plan. Aside from operational

Implement the education and training
plan. Becauseeducation is critical to the success of a worker-co-op, regular education and
training to improve the business, communication, and cooperative skills of the workermembers should begin as soon as possible—
even before start-up—and continue regularly.

matters, management will:

Hold a planning session or retreat. Once
operations have been underway for 6 to 9

Develop community recognition.

months,

Publicize the worker co-OPSopening in the
appropriate media to create name recogniLionand a positive image in target markets.

Establish and maintain ongoing member
communication about co-op performance.
Effective communication, participation, and
decision making are critical to co-op success.

• Establish procedures or systems to keep
members informed of progress and problems, and ensure ongoing communication
among worker-members, as well as among
workers, managers, and the board.

Establish and maintain good relationships with customers and suppliers
• Conduct periodic customer surveys to

KEY DECISION:

hold an intense planning

session or

retreat for the board and management (or for
the entire cooperative—ifthe membership is
not too large) to discuss how things are going
and where to go next.
• Establishshort- (l year) and medium-term
(5 year) business goals. The co-op's ongoing success depends on constant vigilance
to effectiveworker participation, good business practices, good customer relations, and
anticipating changes in the marketplace.
Reviewthe Keysto Successlist after this section and develop a strategy for strengthen-

ing the co-ops operations in those areas.
Review results of education and training or
the co-ops board, management, and workers and modify where needed.

HOWCAN WE MAKETHECOOP AN ENDURING,
SUCCESSFUL WORKER-OWNED BUSINESS?

For more detailed information: (for the complete citation,see the Bibliography)
Adams and Hansen, Putting Democracyto Work,chapter 9
Baldwin, A Legal Guide to Co-op Operations
Stack, The Great Game of Business

U.S. Department of Labor, Committee EffectivenessTraining
U.S. Department of Labor, DOL Academy. Interest-based Problem Solving

Workelto-op

FEATURE:PORT TOWNSEND SHIPWRIGHTS
In 1981 on ad appeared in a Port
Townsend,Washingtonnewspaper,announcinga

meeting to explore the ideo of forming a
coop for workers involved in boat repair and
building. Many boat repair people who worked
only seasonally and wanted morestable
employmentand income found the idea appealing. Twenty people showed up to learn if

o coop could help them.

From the beginning, the group decided to form a worker co-op, not a market or service
organization for independent contractors. They researched other worker co-op groups
and worked with a local consultant familiar with cooperatives to plan their new business.
It took about a year to get the new co-op started. But once it started operations, it had no

problem Finding business because many members were well known for their skills. The
co-op membersrealized the importanceof a wellcapitalized and profitableco-op, thus
the co-op initially charged customers$20 per hour and paid members$ 10 per hour. No
benefits were paid at first. This structureensured that the co-op was profitable from the
beginning and was able to build capital for growth and expansion.
The co-op has raised rates several times. It now charges $34 per hour and pays members
SIS per hour. In addition, members now receive a generous benefits package—including medical and dental insurance, short-termdisability, paid vacation, and a retirement

plan. All membersare paid the same rate, and benefitsare accrued based on hours
worked. The co-op has built two workshopsand sales have grown to $530,000 per
year.

When the co-op has work that the memberscannot fill, it hires subcontractors. Subcontractorswho are interestedin joining the co-op may apply after the co-op has a chance to
assess the quality of their work. In addition to quality work, prospective members are
screened for compatibility with the cooperative structureand work environment.New
members are required to invest $2,000. Although the co-op does not finance members'
investments,it co-signs loans for new memberswith a local credit union.
The co-op prefers to maintain a membership size of ten. Because the co-op is small, all
members serve on the board of directors. The board makes decisions regarding overall
direction, management, job scheduling, and finances. All membersare required to contribute 120 unpaid hours per year to "co-op work," including committeeresponsibilities,
attending meetings, and occasional necessary tasks (like office cleaning and mainte
nance). Members average 150 hours per year in co-op work.

Financially, the co-op has been very successful.It has paid a patronage refund (profit
sharing) to its members in all buf one year. The co-opts bylaws require that 400/0of all
profits be retained by the co-op for operating reserves. The remainder is allocated to
members based on hours worked. In good years, members' patronage refunds can exceed 20% of their total yearly income.
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TO SUCCESS
Each cooperauve has unique aspects and faces

of the business plan is to minimize the risk

different start-up challenges. However, there
are common areas critical to the futur success of the enterprise. Studies show the main
reasons that new businesses fail are insufficient financing and lack of business expertise.
In addition, worker co-ops that fail do so most
often because they lack:
• shared objectives;
• an effective system for worker participa-

and maximize the chances of success through
careful research and planning.

lion in decision

making;

or

• suitable ownership and equity structures.
By paying careful attention to these areas you

can avoid many of the problems that shut
down new businesses. The following are some
key areas, learned from past worker-coopera-

live successes and failures, that help to ensure the success of a new worker cooperative.

1. Clearly Defined Purpose and Focus
Ifyou dont know whereyou're going, any old place
will do.
When

a co-ops purpose

is clear and under-

stood by everyone involved, it is much easier
to define the path (business plan) and achieve
stated goals.

To succeed, the co-op must begin with a viable business idea and a specific focus, such
as producing a particular product or service.
Equally important, members must share the
same objectives.

2. Feasible Business Idea and Thorough
BusinessPlan
The business plan is a road map that details where
your worker co-op is going and how to get there.

All new businesses involve risk. The purpose

The business plan of a worker co-op should
be so accurate and comprehensive that people

feel secure investing large amounts of their

own money.If the members do not have
enough confidence in the plan to invest their
own money, no banker will.

3. Suitable Ownership and Equity Structures
Having afinancial stake in a business, receivinga
meaningful share of the profits, and actively participating in decision making are powerful incentives to succeed.

There are several ownership and equity structures that can be used in the organization of a
worker cooperative. Select ownership and equity structures that help to build a strong capi-

tal base for the enterprise and a positive financial incentive system for the cooperative:
members.

4. Adequate Financing
Success is more a function of consistent common

sense than of genius (An Wang: Boston Magazine, 1986).

Co-op members are the key source of initial
financing for the worker cooperative. Money
is collected from the members through the sale
of membership shares—the ownership certifi-

cates of the cooperative. Equity capital supplied by the members must be sufficientto
provide enough collateral to leverage additional debt financing from banks or other lend-

ing institutions, or economic-development
agencies.

Chapter Three

5. Business Advisors and Consultants
Knowledgeable about Worker Cooperatives

Manyfailed worker cooperatives neglected
to take

advantage of business and worker cooperative

consulting expertise.

hegs to

Advisors and consultants can save you time
and money while helping your co-op avoid
predictable pitfalls. Most workers are not business experts, and worker cooperatives are com-

plex businesses. Utilize competent legal, accounting, lending, and business-development
advisors—check references and get referrals
from other worker cooperatives and businesses. Someone familiar with worker co-ops

7. Sound Business Practices
Don't reinvent the wheel—useproven methods!

Sound business practices include attention to
finances and product quality, and recognition
of the importance of the clients or customers.
Develop quality-control standards to maintain

consistency for products and services. Use
established systems of record keeping, accounting procedures, and financial controls to
prevent financial problems down the road.

8. Ongoing Education and Training for
Worker-Members,Directors, and Management

should review work completed for your group.

While we live in a society that emphasizes indi-

6. Clearly Defined

vidual achievement, worker cooperatives demand
working and making decisions cooperatively.

for Decision Making

and Procedures

Although the specific decision-making structures
of worker co-ops vary, they share in common the
needfor clear roles and procedures.

When the worker co-op operates as a colleclive and does not have managers, clear proce-

dures for decision making are important.
Clearly define what types of decisions can be

Education and training are critical to the long-

term stability and strength of a worker co-op
and to its success as a business. Our society
does not teach groups of people how to own
and operate a business cooperatively. This deficit must be overcome if the cooperative is to
succeed.

made by individual workers, which can be
made by specified work groups, and what
kinds of issues should be addressed at meet-

Trainingin how to interpret a financial statement and to comprehend all aspects of business finance is essential for worker-owners to

ings that include all worker-members. For legal purposes, each worker-owner of cooperative corporations that are operated collectively
is automatically a board member

ness. Worker-ownersand management have
important leadership roles. Owners set policy
and vision, and managersuse their expertise

When the worker co-op uses a management
structure, workers and managers must clearly
understand their respective roles and responsibilities. Appropriate structures must be established to promote and maintain worker
participation and involvement in shop-floor
and boardroom decision making. Manyproblems associated with worker cooperatives can
be avoided by ensuring that all entities—the
board of directors, management, and workerowners—clearly understand their respective
roles and responsibilities.

fully understand the financial side of their busi-

to implement policies and visions with the best
possible results.

Becauseof the unique ownership and governance structures of worker co-ops, managers
have to learn how to effectivelywork with the
workers and involve them in decision making, and worker-owners have to learn how to
effectivelywork with managers who have been
selected to supervise their work and lead their
enterprise. Making this process work requires
a commitment to education and training.

Chapter Four

Starting a worker co-op can be a challenging
and rewarding activity. It requires research,
careful planning, and patience, as well as substantial investments of time and finances. It
will inevitably take longer than you would like
to get it started, and the business may not turn
out as originally conceptualized.
Nevertheless, groups that invest the necessary
time, money, and hard work can find abundant rewards and benefits, including acquiring valuableinformation about successfulbusinesses, and providing employment, income,
and other tangible economic and personal ben-

efits. Co-op members also become the coworkers and co-owners of a dynamic and valuable business.

Worker cooperatives increase human dignity
by giving worker-owners control over their
work environment. Worker cooperatives have
existed for hundreds of years, and today many
successful businesses are owned by the people
who work in them. We encourage you to connect with other worker co-ops and with the
larger cooperative community, to take advantage of the lessons learned as you set out to
start your cooperative. Good luck!

RESOURCES FOR FURTHER

Center for Cooperatives
University of California
Davis, CA 95616
lei: 916/752-2408
fax: 916/752-5451

National Cooperative Bank
DevelopmentCorporation
1401 Eye st., NW,suite 700
Washington, DC 20005-2204

fax: 202/336-7804

Center for Democratic Solutions

ph: 202/336-7680

2128 Hayes Streeet

National Cooperative Business
Association

San Francisco, CA 94117

lei: 415/221-7644

1401 New YorkAvenue, NW, Suite 1100

DC 20005
Washington,

ICA Group
20 Park Plaza, Suite 1127
Boston, MA 02116

tel: 617/338-0010

fax: 617/338-2788

National Center for Employee
Ownership
1201 Martin Luther KingJr. Way
Oakland, CA 94612
fax: 510/272-9510
lei: 510/272-9461

lei: 202/638-6222

fax: 202/638-1374

Northwest Cooperative Federation
4201 Roosevelt Way, NE
Seattle, WA 98105

lei: 206/632-4559

fax: 206/545-7131

Utah Center for Productivity and
Quality
Utah State University

Logan,Utah 84322-3555
fax: 801/797-1091
lei: 801/797-2787

articles of incorporation—the founding legal documents of a corporation. When articles of
incorporation are filed with and approved by the appropriate state agency, the corporation begins its existence, subject to the laws and regulationsaffectingthat type of corporation.
board of directors—the elected body responsible for the actions of a corporation.
bylaws—describe how the co-op will conduct its affairs.Although bylaws need to be more
detailed than articles of incorporation, it is wise to avoid being too specific. Bylawsshould
explain such things as the number of board members and their responsibilities,and procedures
for approving members, distributing net income, repaying members' capital, and voting.
capital—money used in a business, whether
supplied by owners (equity) or borrowed (debt).

collective account—unindividualized or unallocated portion of business earnings that are
retained within the cooperative and not returned to individual members dunng the lifetime of
the corporation.
collective—a collectively managed and operated business is a cooperative that is distinguished
by a commitment to parity among members. Worker collectives typically use consensus decision making and operate and manage the business themselves,

consensus decision making—a decision making process in which the group actively participates in making the decisions and is committed to finding common agreement. In contrast to
democratic decision making, where decisions are established by majority vote, consensus demands the support and commitment of each member. Groups often have a provision for use
when consensus on crucial Issues rs impossible; this Includes specified procedures to verify
stalemate, and voting using an established supermajonty, such as a two-thirds majority vote.
corporation—a legal entity crated under state corporation laws. Once established, a corpo-

ration has its own legal powers, nghts, and liabilities distinct from those of its owners or
managers.

debt financing—-obtamtng money for a business by borrowmg from a bank or other lender.
While some collateral may be requited to obtarn the loan, the lender does not have any ownership or direct control of the business affairs, except in certain instances of default.
democratic ESOP—an employee stock-ownership plan is a special kind of defined-contribution benefit plan authorized under federal law (Employee Retirement Income Secunty Act of
1974) that allows employees to own company stock. Democratic ESOPsare organized so that
workers democratically elect a board of directors and have a voice in how the company runs.
paid to busmess owners based on their investment. Typically,dividends
represent a portion of profits paid to members proportionate to the shares held; this is usually
determined by patronage, or hours worked.
equity—the ownership interest in a business, typically calculated by subtracting all liabilities
(amounts owed) from all assets (amounts and property owned). Equity is generally made up of
investments by worker-owners, other than loans, and the cumulative profits of the business.

governance system—the mechanisms or practices that encourage communication among
members, specify procedures for decision making and authority, and that specify member
participation in setting business or cooperative policies.
incorporate—to establish a business as a legal entity Incorporation typically entails filing
articles of incorporation with the state or other entity necessary to conform to a corporate
statute.
individual accounts—internal capital accounts, maintained for each member, that record the
portion of business earnings to ultimately be returned to each member. An individual account
consists of the member; initial membership fee (contributed capital) and written notices of
allocation (retained earnings).

internal capital account—instead of using stock to evidence a members equity, worker cooperatives use an individual capital account. A member: initial membership fee, or "capital

contribution" goes to this account and is not usually repaid until after the membership is
terminated. Generally,a portion of the net profits (or net losses) of the business are added to
(or taken from), members' capital accounts each year. Once the member leaves the cooperalive, the initial capital contribution is repaid over a period of years, as is the other equity built
up over the course of membership.
labor patronage Calculated during each fiscal year, in a worker cooperative this refers to
the number of hours worked, the total labor compensation, or other objective "value of labor"
as defined by the members.

market survey—a study of the market
potential for the products or services of a business. A
market survey is carried out to determine
if sufficient demand exists for the types of products or
services that the business intends to produce
and sell.
membership fee—term used to refer to the
cost of a membership share in the cooperative, as
determined by the board of directors or other established
decision making body.
membership share—single class of nontransferablevoting stock. In a worker cooperative,
each member owns one and only one membership share. No other stock, other than membership shares, is given voting power.

net worth —the difference between the assets and liabilitieson the corporate books. Also referred to as net book value (although used interchangeably,the term net bookvalue technically
differs from net worth because it is guided by accounting rules that record assets at their historic
costs, rather than their current values, so the net book value often differs from net worth).
net income—total income (sales) less total expenses. Also called profit or net savings.
patronage dividend—distribution of profits made by co-ops to members, either as cash or
written notices of allocation, proportionate to worker-member'slabor performed for the co-op.
Patronage dividends may not be declared on nonmember or unrelated business income. Also
called patronage rebate or patronage refund
revolving capital accounts—written notices of allocation that are paid to members on a firstin, first-out basis, rather than upon termination of membership or fixed maturity date. Dates of

redemption are generally flexible and controlled by the board or other designated decisionmaking body.
revolving funds—funds made availablefor cooperativeand business investment purposes by
some public agencies or nonprofit organizations.These may be borrowed and then repaid on
specified terms so that others may borrow the money at a later time.
rollover—money loaned or placed in an account with a specified time or term limit, but which

may be "rolled over" or left in the account by the owner in agreement with the enterprise or
financial institution.
steering committee—the organizing group responsiblefor researching and planning a new
co-op. A steering committee is made up of potential cooperative members who have been
elected or selected by those interested in researching the feasibilityof starting a co-op. Also
referred to in this manual as organizinggroup.
worker-owned cooperative—a cooperative business owned and controlled by the workers.
Worker co-ops are established primarily to provide employment and income to member-workers.

