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Member Shares
· Member/owners provide capital by investing in share(s)
· Member share programs have two main goals:
– Provide the co-op with an adequate capital base
– Create a sense of ownership among members
· All types of capital have advantages and disadvantages
· Member shares have these features for the co-op:
– Not taxable to co-op
– Can be low cost and/or interest free
– Provides a base to leverage debt capital
– Many people provide relatively small amounts that add up to a sizable
base of funds
– Demonstrates member support
· Member share investment:
– Should contribute to an adequate capital base
– Be flexible as needs of business change (never use the term “life time”)
– Structured to ensure exemption from securities laws and from taxation
– Equitable with the same investment for each membership (whether it is held by an individual or a household)
– Use payment plans to accommodate different financial situations
– Is refundable to members (refund policies should include restrictions that protect the solvency of the co-op)
· The member investment program should:
– Be simple and easy to administer and maintain
– Be fair and discourage cheating
– Minimize any administrative fees
– Only be changed with member understanding and support
· As an investment, member equity is refundable to the member upon termination of membership
· Establish some limits on refunds to protect the co-op’s financial base. For example: 
· Refund capital after receipt of replacement capital from another member
· No equity refunds if co-op has negative net worth or if the refund would cause negative net worth
· Deduct any amounts the member owes the co-op 
· Unclaimed and abandoned equity
· Be familiar with the escheatment laws in your state and have a plan to address abandoned and unclaimed equity abandoned and unclaimed equity
How much? 
· Think strategically about the cooperative’s long term capital needs 
· Base equity requirement on the co-op’s capital needs 
· Develop a long term capital plan that considers member investment, earnings, and retained patronage refunds 
· An annual investment (instead of a set amount) can continually build capital for the co-op and may be easier for members to understand and afford
For example
· New Community Co-op needs $1,000,000 in capital to open a successful co-op food store 
· Generally 30-50% will need to come from member owners ($300,000 to $500,000) 
· A sources and uses budget projects that 
· 15-25% of capital will need to come from member equity ($150,000-$250,000)
· 15-25% of capital will come from member loans ($150,000-$250,000)
· 50-75% of capital will come from other sources of debt 
· Feasibility study projects that 1600 people will join before opening (1000 more in the first two years) 
· $250,000 divided by 1600 members is about $150 per member 
· If a co-op needs $2 million in capital to start, it will need twice as much equity per member or twice as many members
Member share programs benefit members and the co-op
· Co-op
· Inexpensive source of capital
· No tax obligations
· Fair. Spreads capital needs over many users
· Flexible as capital needs change
· Increases ability to leverage other types of capital
· Builds sense of ownership among members
· Members
· Shares are fully refundable
· Investment helps the co-op meet member needs
· Members own the co-op
· Share contributions may end when the fair share amount is reached
· Payment options can be offered to make investment easier
· Can use retained patronage refunds to build investment
Develop a member investment plan that communicates:
· Ownership – A mutually beneficial relationship between the owners and the co-op 
· Investment—the money belongs to the member and is invested so the co-op can better meet the member’s needs 
· Value – Member investment helps to create a cooperative economy 
· Fair share – The co-op’s overall capital needs are divided among its members so the share requirement is based on each member’s “fair share” 
· Consistency – whatever terms are selected should be used consistently
· Flexibility - Reserve the right after proper notification to the membership to change the investment level
Watch your language!
· Use terms that communicate that shares are an investment in the cooperative
·  Share, your share, invest, investment, your investment, risk capital, refundable to you, your stake in the business, your share in the co-op
· Avoid inaccurate terms
· Don’t use pay, cost, price, fee, lifetime, or total when talking about equity 
· Educate co-op members that they are truly owners 
· A co-op is not a membership organization like Sam’s Club or Costco - you don’t own the those organizations just because you are a member, but co-op members are owners
· Focus on the annual investment and/or current capital needs
· Reserve the right to, after proper notification to the members, change the “fair share” investment level to reflect changes in inflation and/or the co-op’s capital needs
· Consider an incentive or “thank you” for any member who brings their share up to full amount
A word about fees and dues
· Minimize!
· Member fees and/or dues do not provide true ownership
· Fees and dues are included in the cooperative’s taxable income
· Fees and dues are not typically refundable to the member
· [bookmark: _GoBack]Any administration fees or other fees that are assessed in addition to equity requirement should be minimal
