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WHAT YOUR CO-OPERATIVE NEEDS

What is it that nmakes a workers' co-operative successful ?

We know the inportant role of the penbers: they are the
owners of the co-operative society; but at the sanme tine
they are the workers. It is, of course, very inportant that
t he nenbers can work well together, and as owners they nust
organi se the society properly. |Have you read the bookl et
"“A Workers' Co-operative: Organi sation"?)

But good co-operation and organi sation is not enough. The
aimof an industrial co-operative is to produce sormet hing
that can be sold to custonmers so that nenbers can neke a
l'iving. To produce and sell sonething - that is the i -
ness of a workers' co-operative.

Therefore, a workers' co-operative cannot exist wthout:

a market that buys what the co-operative produces;

raw materials and other inputs needed in production
equiprent and facilities that nmake producti on possi bl e;
capital to start and run the business;

a surplus or profit to keep the business going;

managenent that can effectively organi se production and
sal es.

Thi s bookl et deals with these

busi ness aspects of running a

wor kers' co-operati ve.

(Conpare themwith the |ist of
contents, page 1.)



YOU NEED A MARKET

The Nawada Shoe Co-operative

O
started with five menbers. \ \
They produced 300 pairs of \\ 7777777 T 1Tl RS
shoes every nonth. The - NAWADA SHOE COOP ‘\
AN PR PR

first nonth they sold 250
pairs, the second nonth 140
and by the third nonth sal es

had dropped to only 60
pairs. In the fourth nonth
t hey cl osed down ...

Wiy was the co-operative not able to sell all the shoes it
made? Let us listen to sonme custoners:

Lucy: "I'd like a pair of sandals please."

Sal esman: "Sorry, Madam we don't make sandal s. W only
sell shoes.™

Mary: "Why do all your shoes have these square tips

and heels? | don't really like them"™

Maggi e: "COh, | see you have a new delivery of shoes.”

Sal esman: "Yes Madane, conpletely in |eather and nmade in
this country."

Maggi e: “"Not bad! I like them How nuch do they cost?"

Sal esman: "300 dol I ars, Madane."

Maggi e: "Oh, | think ny old ones will still do, thank
you. "

John: "Certainly they're nice shoes. But how | ong
wll they last? Thin soles |ike these wear out

qui ckly. Rubber ones | ast nuch | onger."



Ani t a: "It is nmore than four weeks since you promn sed
ne that this nodel would be available in ny
si ze. What's nore, this is the third tine 1|'ve

come to your shop in vain."

It sounds as if they all had good reasons not to buy shoes
from the co-operative. Coul d you describe why the co-oper-
ative was not able to sell shoes to thenf?

What about the products you produce in your group: do your
custoners have sinmlar reasons not to buy? If so, you may

soon be out of business.

Make sure that you produce what custoners
RULE want .

- |Is the product the one custoners really
need?

Do the design and style neet cus-
toners' tastes?

WIl custoners be prepared to pay the
ri ce you charge?

W I | custoners  accept the product's
qual_ity and durability?

- Can you deliver t he product when it is

want ed?
You will find that the underlined words correspond to the
reasons why people did not buy any shoes fromthe Nawada
Shoe Co-operati ve. If you want to continue to sell your

product, keep the quality of your products and the prices
fair - even in situations of shortage or no conpetition.



The size of the market

Assunme that you are able to reply "yes" to all the questions
listed under rule 1. In other words: there is a market for
your product. But what kind of market is it - large or
smal | ?

Clearly, you nust know approxinmately how mich you can sell .
This is extrenely inportant, because it is the only way to
det erm ne how nuch you shoul d produce. You do not want to
produce too little, nor too nuch.

Make sure that you have an idea about
RULE t he size of your market.

P

Market research

Rule 1 states that you nust produce what the custoners want
and need. Rule 2 states that you ought to know how much

they may want and need. How can you find the answers to
these questions? For this you have to do sone research on
t he market. The obvious thing to do is to ask your cus-

toners. Wiy not ask a few people and draw sone concl usi ons
on the basis of what they say?

Suppose you wanted to pro-

duce and sell a certain giw
type of school - bag. You VYT
tested the market in your

hone t own. The youngsters L:::i
there |liked the bag, there - )
seenmed to be great denand,

so you start large-scale Ef??
producti on. But after some S YTTS
time it is clear that it is

very difficult to sell the L::::
bag in other towns in the : .

country.



This shows the difficulties and the dangers of this type of
mar ket survey. If you ask only a few people you may get

m sl eading information.

If you want to produce a conpletely new product which w il
require a large investnent, it may be useful to | ook for as-
sistance to carry out a thorough market survey. Specialists
can do pretty reliable surveys through interviews wth
sel ected peopl e, and using prepared questionnaires. Thi's
W Il reduce the risk of an investnent, but of course you
have to conpare this with the cost of a survey.

The staff and offices of the Small |ndustries or Co-operat-
I ve Devel opnent Organi sations nmay be able to advise and as-
sist you in carrying out market research for products and
services for which you think there m ght be markets. Do not
hesitate to contact them
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YOU NEED INPUTS

People were very upset.
For nonths the Wol ewheat
Co- operative Bakery had
sol d excellent bread, fresh
every day. And now it had
cl osed because it could not
get anynore flour.

Wiy had it been able to get
flour during al | t hese
nmont hs and now suddenly it
could not?

A bakery needs not only flour but also yeast, water and
wood, gas or electricity to heat an oven. If you |l ack one
of these "inputs" you are likely to run into production dif-
ficulties. You may have to cl ose your bakery, send your
peopl e hone and di sappoi nt both your custoners and nenbers.
This was the case with the Wol ewheat Co-operative Bakery
and can apply to any type of manufacturing business: you
are not a magician - without the necessary inputs you cannot

produce.

Make sure that you have dependabl e
RULE supplies of inputs and be prepared
8 for energency situations.

In other words, you need to be aware of possible input

supply problenms that will hinder or even stop your pro-
ducti on. Some supply problenms may be conpl etely outside
your control and therefore very difficult to handle. I'n

sonme situations, however, you may be able to do sonething.

Lack of raw materials
If we take the \Wol ewheat Co-operative Bakery as an exanpl e,
agai n, what could have happened to stop the supply of flour?



Had the machinery in the
flour mll broken down? It
coul d take weeks before it
was repaired and fl our was
avai | abl e agai n. O, even
wor se, was there a genera
shortage of fl our because

the mll did not receive
enough wheat from the
farners? What ever t he

reason was, the Wol ewheat
Bakery faced a serious

probl em no raw nateri al
avai | abl e.

What to do to avoid such a situation? One thing this bakery
had not done was to prepare an energency plan for any short-
age of flour. The bakery in the nei ghbouring town had, how
ever, nmade up such a plan and was able to provide bread to
its custoners for at least a bit | onger than Wol ewheat. It
kept a "buffer stock"” of flour which enabled it to continue
provision for at |east one week after its flour deliveries
had st opped conpl etely. It also rationed sale of bread and
restricted it to its |oyal custoners. Thi s consi deration
was appreciated. It encouraged their future |oyalty.

What el se could be done to solve this problenf? Many co- op-
eratives like to practice the co-operative principle "co-op-
eration between co-operatives". For exanple, a co-operative
bakery or restaurant could have agreenents with agricultura
co-operatives for reliable supplies of flour, vegetables
etc. And t hese agreenents woul d specifically nention how
such co-operatives would rely on each other in tines of
short age. I n other words, nutual guarantees would be pro-
vi ded.
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To be on the safe side, sonme workers' co-operatives go one
step further and produce their own raw nmaterial s.

- A constructors' co-operative, for instance, could produce
its own bricks and in that way secure its supplies. But
this is possible only within certain fields of work. It
is also only effective when the co-operative is sure it
can produce its own raw materials hetter and cheaper than
out si de manufacturers and suppliers.

How big a stock?

As nentioned above, an enmergency plan may require that a
co-operative keeps buffer stocks (reserve stocks) of certain
raw material s. To keep |l arge stocks of materials requires
nore noney, of course, but it helps carry you over |onger
peri ods of shortage. Therefore:

Make sure that you have an adequate
RULE stock of rare materials and other in-

4 puts.

Make sure that you have enough capital to keep an adequate
st ock.
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Enough capital - how nuch is that?  You have to cal cul ate
how much noney you need for your stock of inputs.

Certain items may always be
available from the sup-

pliers. If so, you need

only stock enough for a
rather short period, and
or der new supplies when

gﬁ/
7 7\7

your stock is close to \/\\\ :/ N
N

zero. Wor k out how ruch W4 \\/\\//

. : VAW

one such delivery will cost I,

you. \\f”

For other items you need
buffer stocks, because of
the risk of shortages. For
example, you may need to
order a supply that w ||
last for four weeks for

sone itens, while it could
be ei ght weeks for others.
Wrk out how nuch each
stock will cost you.

After estimating how much noney you need for a stock of each
raw materi al and addi ng them together you get an estinmate of
how nuch noney you need for your total stock of inputs.
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YOU NEED EQUIPMENT AND FACILITIES

To be able to nanufacture you will not only need a nmarket
and i nputs but al so equi pnent and facilities (nachines,

tools, workshop, office, storage room transport). Many
wor kers' co-operatives have failed - or have faced consi der-
able difficulties - because they have the wong equi pnent
and facilities.

What equi pnent and facilities are right for your co-operat-
ive? Let us use sone exanples and see whether we can |i st
sone practical rules.

Ihe costs

Suppose you have decided to start a small shoe factory. You
have made a market study that tells you that, as a start,
you can probably sell between 1,200 and 1,500 pairs of shoes
per nont h. This may increase to 2,500 pairs per nonth after
one or two years when your shoes become known on the market.

You need sone nachi nes for
this production. Should you
buy sone cheaper, handoper -
ated punching-, eyeletting-
and stitching machi nes,
whi ch are good for a pro-
duction of 100 pairs a day?
O should you buy nore ex-

pensi ve autonmatic power na-
chi nes so that you can pro-
duce up to 400 pairs a day?

Maki ng 100 pairs of shoes during 25 working days neans that
up to 2,500 pairs of shoes per nonth can be produced. This
is sonewhat nore than you expect to sell during the first

two or three years. But if everything goes well, sales of
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2,500 pairs of shoes per nonth nay beconme a fact in the not
so distant future.

There is certainly no need to buy the nore expensive nodels
since they can produce up to 10,000 pairs of shoes per
nmonth, which is far above what you will be able to sell in
the foreseeable future, according to your nmarket study.

Make sure that the production ca-
pacity of your machines is in line

RULE )
with the anmpbunt you expect to sell.

3]

For sone co-operatives, sinple tools or handoperated na-
chines may be all that is required. Unfortunately, nenbers
of many workers' co-operatives think that in order to be
successful, the co-operative needs a | ot of big and sophis-
ticated nmachi nes and equi pnent.

"But what if the market study was wong and our shoes sell
much better than expected?" you may say. "For exanple, what
happens if nonthly orders reach 3,000 pairs? Then we will
be stuck with a machine and a technol ogy that do not produce
what we could sell!"

The answer is that you can always work nore than one shift
on the machi nes. In addition to having the nmenbers stitch-
ing 2,500 pairs during 25 working days each nonth, sone nem
bers can cone in and work extra days and stitch an extra 500
pairs. O sone nenbers can put in sone overtine every day.

There will then be nore work for nenbers w thout having to
i nvest in any new machi nes or equipnent. |f orders continue
to increase you still have the possibility of buying a sec-
ond machi ne.

It is usually not a problemto acquire new and bi gger ma-
chines and to expand production when business i s going
wel | . But it is inpossible to reduce the production ca-
pacity of machines or facilities once you have got them
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They can only be under-utili sed. Many wor kers' co-operat -
ives, however, do go in for expensive machi nes and equi pnent
because they can easily get |oans to buy them But every
loan will have to be paid back, and the noney for paying
back the | oans nust be earned from what the nmachi nes wll
produce. Qoviously, a machine with the right capacity wll
pay for itself much qui cker than a nore expensive machi ne
that is under-utilised.

No PROFIT! &2
PROHT- Loan
A
|
|
\ unsuttable Ade_quate
Sales machines Sales machines
Production Production

The bi g, expensive machine nay cost the co-operative nore
than it can earn, whereas the small nachine soon will becone
profitable.

Make sure that your investnments in
RULE machi nes and equi pnent are profit-

63 abl e.

This is an easy thing to say, but maybe not so easy to cal -
cul at e. W will cone back to this inportant rule when we

di scuss surplus and profit, later in this booklet.
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. | .

The Woodscrew Co-operative
Society started off splen-
didly. It purchased a new
screw-formng nmachine and
t he manufacturers agreed to
pay for the training of one
menber on how to operate
t he machi ne.

Unfortunately, that nenber
| ater becane ill. So an-
ot her nenber tried to work with the nachi ne, using the
little experience he had gained fromworking with his col -
| eague. It did not take | ong, however, before several dies
in the nmachi ne were danaged beyond repair, sinply because
t he machi ne had not been used properly. It took both tine
and noney before the damaged di es could be repl aced. Pro-
duction was | ost and the co-operative's profitability was
reduced.

A sad story. .Wiat does it teach us?

Make sure that you have at | east two
RULE trained operators for each machi ne
and pi ece of equi pnent.

Make sure that mai ntenance service
and spare parts are avail abl e for

RULE .
your rmachi nes.




Energy supply

The United Carpenters Co-
operative wanted to in-
crease production. It did
Its costings carefully and
decided that it was poss-
I ble to purchase a conbi ned
oper ati ons woodwor ki ng ma-
chine. The nmachi ne was al

right but its econom c op-
eration was affected be-
cause  of erratic el ec-

tricity supplies. Power was not maintained at the |evel
required.
Make sure that you have an appropri-
RULE ate and reliable energy supply for
E) t he equi prrent you want to install.
Iransport

Rel i abl e transport is needed at certain tinmes, usually to
supply inputs to the co-operative, and sonetines to di spatch
products fromthe co-operative to its custoners.

Sone co-operatives have their awn vehicles, others prefer to
hire transport services. But, whatever systemis used,
transport is often a problemdue to high costs and unre-
liability.

Ener gency - transport - pl ans

An interruption in transport services can have as severe an
effect on the production as |lack of raw naterials. There-

fore, you may al so need to work out an energency plan for
your transport services.

List all the avail able and possible transport neans. Con-
sider the costs, reliability and tine factors for each

Then list themin order of priority. If your regular trans-
port breaks down, try to nmake use of the second alternative
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on the list, then the third, and so on. Don't give up! Al-
ways try to find alternative sol utions.

Cheaper - and- nore-reliable-transport

Apart from enmergency plans, also think of ways of inproving
your regular transport situation. The foll owi ng exanples
may give you sone i deas about how you can reduce the need
for transport, or nake transport cheaper and nore reliable.

The customers of the United Carpenters Co-operative col -
| ect their conpleted furniture orders thensel ves. The
co-operative is always prepared to refer custonmers to
transporters but it is the custoner's responsibility,
rat her than the co-operative's, to organise the trans-
port.

Nawada Shoe Co-operative has to transport the shoes it
produces to the co-operative's shop in town. But it
makes sure that the little van it hires carries a full
| oad every time. And because of that, it needs transport
into town only twice a nonth.

The Whol ewheat Co-operative Bakery delivers a full | oad
of bread | oaves to a supermarket in town three tines a
week. On the way back the van stops at the flour mll
and picks up flour for the bakery.

The Perfect Fit Taylors Co-operative decided to continue
to rent transport services. It figured out that with the
present vol unme of business, owning a vehicle would cost
tw ce as nuch.

Because transport requirements in the United Buil ders
Co- operative Society keep the co-operative's five-ton
lorry busy during 80 per cent of the tine, the group
tries to rent out the lorry during the remai ning 20 per
cent of the tine.

Since it is often difficult to get spare parts when they
are needed, United Builders has al so purchased a snall
stock of conmon spare parts for its lorry. This required
a small investnent, but the co-operative is now able to

avoid lengthy standstills.
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The Mahogany Carpenters
Co- operative has an ~
agreenent with several
ot her carpentry  worKk- ' |
shops in town to buy and N Z [BF”"
transport their tinber [):/
)

t oget her. This nakes
both the tinber and the P
transport cheaper. And — //63 — g

it is usually easier to abasEs

arrange transport  for - e\
large loads of tinber I

than for snmall ones.

Whenever it needs any transport, the Printers Co-operat-
ive Society calls on the services of the Taxi Drivers
Co- operative in town. Bei ng a regul ar custoner, it can
count on a reliable and first class service at a fair
price.

Make sure that your transport facili-
RULE ties are adequate and transport costs

10 are m ni mal .
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YOU NEED A SURPLUS

A workers' co-operative is in business to produce and sell
sonet hi ng. These sales bring in an Lncane. Fromthis in-
cone the co-operative has to pay all its casts such as
wages to the nmenbers, raw materials, rent, transport etc.

Wien all the costs have been paid there should be sone noney
left over. This noney is called the surplus or profit.

Here is an exanpl e:

| ncone from sal es T$ 27, 500*
- Costs 25. 500
= Surplus (profit) 2,000

Clearly, if there was no noney |l eft over when all the wages
and ot her costs had been paid, the co-operative could still

survive. But if the incone were not enough to pay for al
the costs, the co-operative would nake a loss instead of a
sur pl us. We can i magi ne what that would nean to the mem
bers.

A loss may be the beginning of the end for the co-operative,
but a surplus will help it devel op and grow. The surpl us
noney can be used to devel op the business, and to pay better
wages to the nmenbers.

Therefore, it is necessary to plan the business so that it
makes a surplus every year.

Make sure that you can make a surplus
RULE every year.

11

We use an inmagi nary currency here because this booklet is
used in various countries. We call it "Training Dol -
lars", T$.
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In the followwng we wll study how the five foundi ng nenbers

(Tom John, Ken, Ben and Peter) of the Joint Shoenakers Co-
operative did their calcul ations.

Sal es vol une

How nmuch of your product can you expect to sell each nonth

or in the course of a year? W di scussed al ready on page 6
how t he sal es vol une can be estinmated.

Mar ket research reveal ed that Joint Shoemakers coul d expect
to sell between 250 and 300 pairs each nonth during the
first two years. This m ght increase to 400-500 pairs per
month after two years when its shoes woul d becone known in
t he market.

However, Tom had warned his col |l eagues: "It is dangerous to
be too optimstic. Better be on the safe side and estinmate
sal es at 250 pairs per nonth only."

How many nenbers

When sales in a workers' co-operative are low, there will be
work - and an incone - for only a few nenbers. If, on the
contrary, sales are high and increasing, the group will be

in a position to offer work and i ncones to nore nenbers.

How can you estimate how many nenbers a workers' co-operat-
ive can afford?

Tom and his friends worked out that with the tools and
equi pnent they intended to acquire, each nenber could prob-
ably make up to 65 pairs of shoes per nonth if he spent al
his time making shoes.

Tom sai d: "If we start the society with four nenbers, we
can produce 260 pairs of shoes a nonth, which is just over
what we can expect to sell. But that will keep four people
busy full tinme making shoes. W'll also need tine, however,
to attend to custoners as well, maintain our tools and na-
chi nes, keep the workshop tidy, order and fetch supplies, go
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to the bank etc. Let's also not forget 250 pairs of shoes
is probably the lLowest sales volune we can expect. W wi ||
probably be able to sell nore.”

They therefore decided to start the Joint Shoemakers Co-op-
erative with five nmenbers.

The next inportant question for the shoemakers was whet her
or not their production of 250 pairs per nonth would give
t hem suf ficient earnings.

They had agreed that each nenber shoul d have a wage of at

| east T$1, 400 per nonth which should give them a reasonable
standard of living to start with. O herw se there would be
no point in starting the business at all.

In order to find out if they could afford to pay thensel ves
that much, the five friends did a | ot of calculations. They

added up all the costs the co-operative would have to pay
each nmonth as fol |l ows:

Costs

Menbers' -wages

Since they had agreed on
T$1, 400 as nont hly earni ngs
per nmenber, the co-operative
woul d have to pay T$1, 400
times five, that is a total
of T$7,000 per nonth.

MEMBERS EARNINGS T$7, 000
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Raw. Lal | | :
- Material for one pair of shoes
They had nmade a nodel pair
of the shoes they planned shs
to manufacture and had Uppers 14.00
careful l'y listed every Soles and heels 37.50
single item of material Plastic linings 5.00
they had used, t oget her Thread, adhesives 5.00
with its cost. Eyelets, laces 2.50
' Polish 1.00
This gave a total cost for 65. 00
materials of T$65 per pair

of shoes. Wth sales esti-
mated at 250 pairs of
shoes per nonth, the nonthly cost for materials al one would
amount to: 250 x T$65 = T$16, 250.

Wor kshop - bui | di ng:

The shoemmkers knew t hat : ~
renting the workshop would
cost them T$700 per nonth.

Machi nes - and - equi pnent :

The co-operative woul d

— 2
need some  machines and 3
equi prent for the workshop:
handt ool s and kni ves, cob- =
blers | asts and an uppers Yl
=) C=~F
- D)

stitchi ng nmachi ne.

Tom and his friends all
possessed a set of basic §
tools of their own. They -J

agreed to continue using
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their own tools when working in the co-operative. But new
equi pnent costing T$36, 000 had to be acquired to enable them
to start production.

There were however, sone problens in calculating the costs
per nonth for the equipnent. The equi pnent woul d | ast nmany
years, and therefore the cost should al so be spread out over

a nunber of years. Anot her way of saying this is that the
val ue of the equi pment woul d decrease a little each year
until it would be worth nothing at the end. This is called

depreciation and the number of years over which equi prent
costs are spread out is called the depreciation period.

Tom and his friends estinmated the depreciation costs for the
equi pnent as fol |l ows. They reckoned the equi pnrent woul d
probably | ast five years. The annual depreciation cost
woul d therefore be:

5

And the nonthly cost woul d be:

T$7,200  _ 14600
12

It is inmportant to note here that we are tal king about the
depreciation cost, which is just the calculated cast every
nont h. No cash is actually paid out, as the equipnent wll
be paid when it is delivered during the first nonth.

Finally, they had decided to add T$100 for repairs and main-
t enance. Thi s brought the total nonthly cost for machines
and equi pnent to T$700.

( I'n cases where a co-operative owns a building, the yearly
cost of the building can be calculated in the sane way. For
buildings, however, it is normal to use a depreciation
period of twenty years instead of five.)
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El ectricity

Tom and his friends had
calculated that the stitch-
ing machi ne woul d be used
for about 80 hours each
mont h. Since they had only
a few other el ectrica
tools, they estimted that
t he mont hl y electricity
bill would not be nore than
T$200.

Transport

The shoemakers had also
realised that they would
have to pay transport costs
for «collecting their raw
materials and delivering
their finished shoes. Thi s
was esti mat ed at about
T$400 per nonth.

M scel | aneous costs

Last but not |east, they
i ncluded an anount of T$250
in their cost estimates to
cover small mscellaneous
items such as stationery,
post age, water supply, in-
surance prem uns etc.
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When they had added up all their estimates of the costs,
they arrived at the follow ng result:

5
Menbers' wages 7,000
Raw mat eri al inputs 16, 250
Wor kshop bui | di ng, rent 700
Machi nes and equi pnent 700
El ectricity 200
Transport 400
M scel | aneous 250
Total nonthly costs 25,500 (or T$102 per pair)

When the shoemakers had found that their costs for nmaking
250 pairs of shoes every nonth woul d anmount to T$25, 500,
they were at first a bit worried. "Wiere do we get all that
noney fron?" someone asked.

Well, of course they knew that the noney nust cone fromthe
sal e of shoes ......
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Sales

The Joi nt Shoenakers had not decided the exact selling price

for their shoes at the tine they were naking these cal cu-
| ations:

They knew, however, that shoes simlar to the ones they

were going to produce, were presently sold to the retai
shops at between T$110 and T$120.

- The nmarket research report strongly advised against
pricing the shoes above T$110, since a high price would

make it considerably nore difficult to conpete and get
t he new shoes accepted in the market.

"Let's assune we sell our shoes for T$110 a pair" Peter
suggest ed. "250 pairs a nonth at T$110 - that neans we can
count on an incone fromsales every nonth of ....T$27,500"
John qui ckly worked out.

Profit or |oss

In that way the shoemakers had found out that they could
make a surplus of T$2,000 every nonth:

T$

Sal es 27,500

- Costs 25,500
= Surpl us 2,000

This surplus was about 7 per cent of the sales, as we can
see fromthis cal cul ation

2,000 x 100
27,500

= 7.3%

They coul d also calculate their surplus in this way:
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One pair of shoes:

I3

Selling price 110

- Costs _393
= Surpl us 8

250 x T$8 = T$2, 000

But Tom had warned his friends: "Renenber that this is true
only if we can sell 250 pairs of shoes, and if our costs
turn out to be what we cal cul ated themto be, not nore."

Then they tried to calculate the surplus for a case where

they could produce and sell only 200 pairs every nonth. "No
problem " Ben said, "we wll still make a surpl us of

T$1, 600". This is how he cal cul at ed:

Sales 200 pairs x T$110 = T$22, 000
- Costs 200 pairs x T$102 =
= Surpl us T$ 1,600

But Ben's cal cul ati ons were dangerous, they were w ong!

Let's take a closer ook at them

The first line is correct. The sales would bring in
T$22, 000. But what about the costs?

Sone of the costs will of course change when the production
is reduced - Ilike the cost of raw materials and el ec-
tricity. Since they vary with production they are called
variable costs . But other costs will not be |ower. For in-
stance, the wages and the building costs would be the sane
whet her they made 200 or 250 pairs of shoes. The are
fixed costs.
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Let us add up all the costs for production of 200 pairs.

15
Menbers' wages (fixed cost) 7,000
Raw materials (variable cost): for one pair
of shoes the cost was T$65 (see page 22).
The cost for 200 pairs would be 13, 000
Bui | ding costs (fixed cost) 700
Machi nes and equi pnent (fixed cost) 700
El ectricity (variable cost) as production
woul d be reduced by 20% the electricity
bill would probably al so be reduced by 20% 160
Transport costs (could probably not be
reduced - fixed cost) 400
M scel | aneous (coul d probably not be
reduced - fixed cost) 250
Total cost for production of 200 pairs 22,210

This is a conpletely different picture! Wth an incone from
sal es of only T$22,000 the co-operative woul d make a | oss of
T$210 if they produced and sold only 200 pairs each nonth -
quite a risk! The shoenakers therefore di scussed the
chances of having to face such a situation. But since they
had based their cal culations on the lowst sales figure
forecast by the market researchers (250 pairs), they were
pretty sure that they would manage to achieve this target.

Then there was the ather risk which Tom had pointed out:
“If our casts turn out to be higher than we have esti nmated,
then we may al so make a | oss. Suppose that we have under -
estimated our costs!”

No, the others were of the opinion that the estimtes were
realistic. But Tom had i nsisted: "Suppose that the price
of plastic |inings doubles tonorrow. What will then happen
to our surplus, even if we sell 250 pairs per nonth?"
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That was not so difficult to cal cul ate. The present price
for plastic linings was T$5 per pair. The cost woul d then
i ncrease by 250 x T$5 = T$1, 250. The surplus of T$2, 000
woul d then be reduced to T$750.

"But if a price goes up like that, what else can you do but
pay it?" Peter had asked. The ot hers expl ained the various
options open to them

"W can always try to find suppliers with | ower prices. But
if that doesn't work we nust take action. If a pair of
shoes is going to cost us T$5 nore in terns of plastic
linings, we nmust make sure that we get these T$5 back from

sonewher e. Ei ther we increase the selling price of our
shoes, or we try to save T$5 on sone of our other costs. If
we don't do that we'll pay it fromour profit."

® In the course of these di scussi ons the shoemakers soon
realised that these cal cul ati ons were absolutely vital
They realised that their future depended on their ggles
and their casts.

When they saw that the profit could quickly turn into a loss
if sales dropped or the costs went up, they decided to keep
a close eye on these figures in the future, and conpare

their estimates with the actual results every nonth.

Summary

The shoenakers had the right approach. Before they started
their co-operative, they wanted to be sure that their busi-
ness should at |east "break-even". That nmeans that the in-
cone shoul d be enough to cover the costs. They realised
that it was necessary to plan this carefully, and they
pl anned to make a smal | surplus.

Al'l workers' co-operatives should do this before they start
production. Here is a summary:



1. Estimate the sales vol-
ure for your product. Be
careful not to overesti -
mate it.

2.  Find out
workers  i.e.
needed to produce that vol -
une. Do start your
co-operative with nore nem
bers than that.

how
menber s,

nany
are

not

3. Calculate the true cost
of producing the estinmated
vol une.

4. Decide a realistic
price for your product.

5. Cal cul ate t he Lnconme
from sal es.
6. Calculate the surplus

(or 1o0ss).

7. To be really sure re-
cal cul ate the results for

cases where your incone
fromsales will be | ower
than expected, and Wwhere
costs are higher than ex-

pect ed.
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YOU NEED CAPITAL

You cannot start a workers' co-operative if you do not have

enough capital. In nost cases, therefore, the first ques-
tions nenbers ask when they want to start this kind of co-
operative are: "Do we have enough noney?" or "Can we get

enough noney?"

W have waited till the | ast pages before we tal k about the
role of capital in a workers' co-operative. Thi s was be-
cause we wanted to stress that all the other questions we

di scussed so far are equally inportant. Capital certainly
pl ays an inportant role, but a workers' co-operative needs
nore than that. Remenber:

Even if you can rai se enough capital, do not start a
wor kers' co-operative unless you have

a reliable market;
- reliable sources of inputs (raw material s);

- possi bilities of making a surplus.

Now, let us talk about capital. W will again use the Joint
Shoemakers Co-operative as an exanpl e.

How mich capital is needed?

How nmuch did our five friends need to start their co-operat-
ive? Let us list everything they required: a workshop, ma-
chi nes and ot her equi pnent, a stock of raw naterials and
cash for m scell aneous itens.

Equi pnent

They needed new equi pnent costing a total of T$36, 000 and
this nmoney woul d have to cone from sonewhere.


ana


Raw nateri al

How nmuch noney did they need for raw materi al s? That
pended, as we have seen, on how big a stock they wanted to
keep. They wanted to buy a small stock of sone itens, be-

cause the supply was easy and reliable. O her itens which
were nore difficult to obtain necessitated keeping a buffer
stock, which would |last two, three or nore nonths. In all,
the stock would cost them T$32, 500.

Rent

They did not need much noney for the workshop. They only
had to nmake sure that there was enough cash to pay for the
rent. That was T$700.

But was that enough? Wth T$700 they were able to pay their
rent for the first nonth. But what about the second nonth,
the third, and so on? Yes, T$700 was enough. Renenber, the
shoemakers had planned to pay all their costs with the npney

t hey earned on their sal es. So, in the follow ng nonths

t hey woul d have an inconme fromthe sal es; in other words

they needed to raise noney only for the first nonth.

Wages

The co-operative is supposed to pay the nenbers' wages from

the nonthly incone from sal es. T$7,000 will be needed al -
ready the first nonth. But the sales may be low the first
nont h, so the anpunt need to be raised from sone other

sour ce.

Q her expenses

It is also clear that a mninum of cash nust be avail abl e
fromthe beginning to cover transport costs and other bills

that are conmmbn in any business. The shoenmkers esti nat ed
that T$2,000 woul d be needed.

de-
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The cash fl ow

Cash will flowin to the co-operative every nonth, through
the sale of shoes, and there will also be a flow of cash out
fromthe co-operative. Suppose that the society suddenly
has to pay bills for raw material, electricity and transport
at the sane tinme as nenbers expected their wages. Ther e
woul d certainly be a risk that they would be short of cash
at such occasions, and maybe have too much at ot her oc-
casi ons.

In other words, the anpunt of npbney needed by a workers
co-operative varies fromday to day, fromweek to week and
fromnonth to nonth. Sonetines there will be too nuch
sonetinmes too little cash. Yes, "too nuch" cash can al so be
a problem By leaving it too long in the cash box or in a
current bank account, the co-operative will lose interest it

coul d have earned fromhaving it in a savings account, for
i nst ance.

It is possible to avoid many cash problens by nmaking a pl an
for the cash flow  This is called a cash budget . Such a
budget shows how nuch noney is expected to conme in to the
co-operative nmonth by nonth, and how nmuch noney will have to
be paid out. In that way it is possible to foresee when
cash shortages will occur, and to do sonething about it in
time.

Make sure that you al ways have a re-
RULE alistic cash budget.

12

On the next page you can see the cash budget prepared by the
Joi nt Shoenmakers for the first four nonths. Note the fol -
| owi ng:

Li ke in nost budgets the figures are rounded off; it is
inmpossible and not necessary to estimate the exact
anount s.

They have been careful not to include any inconme from
sales in the first nonth. But the | oans and the share
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CASH BUDGET
Month 1} Month 2 | Month 3 | Month 4
CASH COMING IN
1  Sales 22,000 27,500 27,500
2 Other 78,000
3 TOTAL 78,000 22,000 27,500 27,500
CASH GOING OUT
4 Raw material 32,500 32,500
5 Rent i 700 700 700 700
6 Wages 7,000 7,000 7,000 7,000
7 Electricity 600
8 Transport 400 400 400 400
9 Loan interest 2,000
10 Loan repayment J
11 Miscellaneous 37,000 250 250 250
12 TOTAL 77,600 8,350 41,450 10,350
13 NET FOR MONTH W
(Line 3 - Line 12) 400 13,650 |- 13,950 17,150
14 CUMULATIVE NET 14,050 100 17,250
capital are received, T$78, 000. Al nost all that noney
w Il be needed the first nonth. The anount on Line 11

conprises paynent for the machines, an insurance prem um
and some mi scel | aneous expenses.

The next nonth they expect to receive paynent for at
| east 200 pairs of shoes, i.e. T$22,000 so at the end of
the nonth they will have about T$14,000 in cash

During the third nonth sales of 250 pairs are expected,

i.e. T$27,500. Still the expenses will be higher than
the inconme, as they have to buy nore raw materi al . But
they wll nmanage, thanks to the sales in the previous
mont h.

The cash budget tells the shoenakers that they have to
sell at least 450 pair of shoes, and receive the paynent,
i.e. T$49,500, in the first three nonths. Shoul d t hey
not be able to achieve this, they will not be able to pay
their expenses as pl anned.
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Let us sunmari se. In total the Joint Shoenmakers Co-operat -
ive had to raise T$78,000. It was going to use these funds
as follows:

I$
Equi prent 36, 000
Stock of raw material, inputs 32, 500
Cash to pay wages, rent and m s-
cel | aneous expenses the first
mont h 9,500
Tot al 78, 000

The shoenakers had of course di scussed the possibility of
starting the co-operative with | ess noney, but they realised
that it was not possible:

If they did not stock enough of raw materials, production
m ght | ater be reduced.

If they did not buy the stitching nmachine, they would not
be able to produce 250 pairs of shoes every nonth.

If they did not have any extra cash, they woul d perhaps
not be able to pay all expenses.

Many wor kers' co-operatives have run into these kinds of
pr obl ems because they try to run their business with too

little capital .

Make sure that you can rai se enough
RULE capital to start and run your busi-

13 ness.

Sources of funds

The Joi nt Shoenekers needed a starting capital of T$78, 000.
Where did our five founder nenbers find that nmuch noney?
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- The nenbers agreed to contribute T$20,000 [T$4,000
each). This is called to "buy shares” in the co-operat-
I ve.

- The Smal |l Busi ness Devel opnent Organi sation agreed to
give a |l oan of T$30,000 to enable the co-operative to buy
machi nes and equi pnment.

The co-operative al so managed to get a | oan of T$28, 000
fromthe co-operative bank

W know al ready how the co-operative will use T$78,000. Now
we al so know from what sources they collected this noney.

The "financial picture" of the Joint Shoemakers Co-operative
when it starts |ooks like this:

- C . N Bl
Joint Shoemakers Co-operative Soclety
Uses of funds Sources of funds
TS TS
Machines and Share capital 20,000
equipment 36,000
Stock of raw Loan:
material 32,500 Small Business
Development
Organisation 30,000
Loan:
- The Co-operative
Cash 9,500 Bank 28,000
Total 78,000 78,000
This picture will change every day. For exanple, the stock
of raw material wll decrease when production of shoes
starts. But the cash will increase when shoes are sol d.

Such a picture of the financial situation is called a bhal-
ance sheet. (You can see that there is a bal ance between
the left and right hand sides, both amount to T$78, 000.)
Every enterprise has to prepare bal ance sheets regul arly.
They contain a |ot of useful information about the condition
of the enterprise at a particular point of tine.
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YOU NEED MANAGEMENT

To nmake a workers' co-operative succeed as an enterprise,
you have learnt that it needs:

a market for its products;

inputs of raw materials and suppli es;
machi nes and equi pnent;

a surplus (profit);

capital.

To obtain all this, a co-operative needs good leadership,
good mmnagenent .

The nanagenment of a snmall workers' co-operative may be
undertaken by a conmttee elected fromthe nenbers, or by

just one of the committee nenbers. A | arger co-operative
may have a commttee plus one specialist nmanager to deal
with all these matters. What ever the situation is, it is

extrenmely inportant that the managenent of the society knows
its duties and is capable in the various fields of nanage-

nent :

@ uomrketing nmanagenent,

@ RPrLocurenent nanagenent;

@ Rroduction and maintenance management;
@ f[inancial managenent.

In this booklet we have already dealt with several nanage-
ment matters at sone | ength. However, managi ng a workers'
co-operative is such an inportant and responsi ble job that
we would like to conclude this booklet with a review of the
managenent functions, as they are |isted above.

You can use this |l ast chapter as a check-list to show you
how good i s the managenent of your society.
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MARKETING
MANAGEMENT

PROCUREMENT
MANAGEMENT

=

o e —— _/

Sy

PRODUCTION AND
MAINTENANCE MANAGEMENT

—)

FINANCIAL
MANAGEMENT

Marketing managenent

A mar ket for your co-operative's products may very wel |
only buy and continue to buy
your products when you succeed in winning it over to your
This will to a large extent depend on the narket-

exi st.

product s.

But such a nmarket will

i ng managenent of your co-operative.

Good nmarketing nanagenent
means produci ng a product
that sells because it is
needed, it has good qual -
ity, it has the right price
and it is delivered in
sui t abl e packagi ng.
pronotion i.e.

Sal es
i nformati on,
advertising and other types
of sal es support nay al so
be needed.
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How i s the marketi ng nmanagenent

of f

"yes

tions:

@ Murket research
Are you able to f ind out what
kind of products your cus-
tomers want ?

@ Product -design
Are you able to inprove your
products so that they may
cost you less and satisfy
your custoners better?

e D L but i UL
Do you achi eve your projected
sal es?

@ Pricing
Are your prices conpetitive
with other simlar products
on the market?

@ Sales Pronotion

Are you pronoting the sales
of your product as well as
you can?

in your

co-operative? Tick

" or "no" as you read through the foll ow ng ques-

YES NO
YES NO
YES NO
YES NO
YES NO


ana

ana

ana

ana


Procurenent managenment

Raw materials and other in-
puts not only have to be
avai |l abl e. They nust al so
be bought at the best pre-
vailing prices and con-
ditions in the market.
And they nust be avail abl e
when they are needed and in
the right quantities and
qualities.
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Choosi ng- and- negoti ati ng

Are you able to conpare and
sel ect suppliers and to nego-
tiate with then?

Orderi ng- Procedures

Through an effective ordering
system do you order the right
quantities (not too nuch, not
too little)?

Recei vi ng- Procedur es

Do you properly control deliv-
eries of the raw materials you
have ordered?

St or age- system

Have you organi sed safe and
efficient storage of raw ma-
terials you keep in stock?

YES NO
YES o
YES NO
YES NO
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@ Stock control

YES NO
Have you developed and put
into practice an effective
system for controlling and
counting stocks?
@ | ssue-procedures YES NO

Do you know how supplies
shoul d be issued and how to
val ue both these supplies and
t he unused stocks?

uct i | i
Machi nes and equi pnent are there to help nmenbers to produce

the co-operative's products or services. The right nmachi nes
and equi pnent nust be sel ect ed.

Then, all resources nmust be used in an optinmal way in the
production process, and all machi nes nust be kept going
t hrough proper nai ntenance.

Does your managenent understand this?

@ Production -techni ques YES NO

Are you capabl e of conparing
and assessing various pro-
duction techniques and pro-
cesses and then selecting and
usi ng the nost suitable one
t aki ng into consi deration
your co-operative's financial
resour ces, manpower and ot her
rel evant factors?
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@® Selection-of-machinery-and
equi pment YES NO

Are you working wwth the right
machi nes and equi pnent in your
co-operative? Are they re-
pl aced at the right tinme?

@® Production-Planni ng-and

contr ol YES NO
Do you schedule your pro-
duction efficiently and con-
trol the quality of what you
produce?
@® Mi nt enance- managenent YES NO

Are you able to design, cost
and i npl enent an effective
mai nt enance plan for the nma-
chinery, equi pment and ot her
facilities in your co-operat-
ive?

. L al
A co-operative cannot wait until the end of the year to see
whet her or not it has nmade a profit. It nust be able to
know where it stands at any tinme. The managenent can then
act quickly, if anything seens to go wong.

Profit in a workers' co-operative results froma | ong and
conplicated chain of activities involving buying, trans-
porting, storing, manufacturing, selling etc. To be able to
carry out these activities, a co-operative needs capital,
which is often scarce and expensive. The managenent nust
therefore be able to obtain the capital as cheaply as poss-

ible and use it as effectively as possible.

The activities undertaken by a workers' co-operative al so
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i nvol ve costs, which affect profits. The managenent nust
therefore be able to calculate and control all the costs.

SALES LOANS

/

@® Pl anni ng, - budgeti ng- and
control ling VES NO
Are you planning, budgeting
and controlling all the ac-
tivities your co-operative
undert akes?

@® Capital - managenent

YES NO
Are you able to assess your
capital requirenments and to
find the cheapest sources of
funds? Do you use the avail -
able capital in a profitable
way ?
@® Cost -accounting VES NO

Are you able to cal culate the
cost of any activity under-
t aken by your co-operative and
relate costs to prices and
profit?
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@ Book-keepi ng-and-accounting YES NO

Are books of accounts well
kept in your co-operative? Do
you interpret and use the in-
formati on contained in these
books in order to inprove the
co-operative's managenent and
per f or mance?

Prof essi onal managenent

Wor kers' co-operatives may be set up by skilled craftsnen.
But experienced as they may be in certain trades, they nay
| ack the managenent know edge and skills required to nanage
an industrial enterprise efficiently and productively.

This may be true also for your co-operative. However, the
exercise in the previous pages should help you to identify
t he nost inportant areas of nanagenent where your society
| acks managerial capacity. Wat to do?

You may need to appoint a qualified nanager in your co-oper-
ative, soneone who has been trained in business nanagenent,
accounting, and so on. O you may still want to rely on
your committee of el ected nenbers.

Comm ttee nenbers can run a small workers' co-operative very
well, if they take tinme to study and | earn about manage-

ment . After reading this booklet, for instance, you should
realise that there is a lot to | earn about the managenent of

a workers' co-operative. Enqui re through your |ocal Co-op-
erative Devel opment O ficer or Small Busi ness Devel opnent
Organi sati on about the availability of courses which would
be appropriate to your society's needs.

Make sure that your co-operative has
RULE t he managenent it needs.

14
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CONCLUSION

the main Rules which we have examined in this

El ement .

Rule 1 Make sure that you produce what custoners
want .

Rule 2 Make sure that you have an idea about the size
of your market.

Rule 3 Make sure that you have dependabl e supplies of
i nputs and be prepared for energency situ-
ations.

Rul e 4 Make sure that you have an adequate stock of
raw materials and ot her inputs.

Rule 5 Make sure that the production capacity of your
machines is in line with the anbunt you expect
to sell.

Rule 6 Make sure that your investnments in machines
and equi pnent are profitable.

Rule 7 Make sure that you have at |east two trained
operators for each nmachi ne and pi ece of equi p-
nment .

Rule 8 Make sure that naintenance service and spare
parts are avail able for your machi nes.

Rule 9 Make sure that you have an appropriate and re-
i abl e energy supply for the equi pnent you
want to install.

Rule 10 Make sure that your transport facilities are
adequate and transport costs are m ninal.

Rule 11 Make sure that you can nake a surplus every
year.

Rule 12 Make sure that you al ways have a realistic
cash budget .

Rul e 13 Make sure that you can raise enough capital to
start and run your business.

Rule 14 Make sure that your co-operative has the man-
agement it needs.

Fol | owm ng these basic economc rules wll help you to run

your workers

co-operative successfully.



46 -

“CHECK-OUT"

To prove to yourself that you
have fully understood this El-
enent, you should now answer the

foll om ng questions. Then check
your answers by referring to the
pages i ndi cat ed. If you have

problems with a particul ar ques-
tion, go back and read the corre-
spondi ng chapter again.

Ref .
page
I Mention six prerequisites for a successful
wor kers' co-operati ve. 3
2 Mention five factors which determ ne whet her
the custonmers will buy your product or not. 5
3 Wiich is the safest way to find out how many
Items you can sell? 7
4 How can you avoid or reduce the problens in
connection with raw material shortages? 9
5 When should you keep a buffer stock of raw
material and other "inputs"? 11
6 What is the di sadvantage of having under -
utilised machi nes? 14
7 Mention three inportant prerequisites for
successful operation of conplicated nachines. 15-16
8 G ve sone exanples of how transport costs can
be reduced. 1 7-18
9 What is neant by "surplus"? 19

10 Wien estimating the expected sales, why is it
dangerous to be too optimstic? 20
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16
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18

20
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List all types of costs in your co-operative
lor in a typical workers' co-operative).

VWi ch costs are variable and which are fixed
in your co-operative (or in a typical
wor kers' co-operative)?

Expl ai n how sal es and costs will affect your
profit.

Wiy is it necessary to estinate the incone,
the costs and the surplus in advance?

Wiy is it inportant to keep records of incomne
and expenditures and regularly conpare the
estimates with the actual results of the
busi ness?

Descri be the process (step-by-step) of plan-
ni ng the econony of a new workers' co-operat
i ve.

What is a "cash budget” and howis it used?

Descri be what sources of funds are normally
available to a workers' co-operative.

What information can the "Bal ance Sheet" give
about the financial situation of an enter-
prise?

Whi ch are the four nost inportant functions
of the managenment in a workers' co-operative?
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MATCOM TRAINING MATERIAL

Read al so the El enent:

A Workers' Co-operative

Organisation

MATCOM has al so published a series of Learning Elenments for
staff of consuner co-operatives. Sonme of the topics in-
cluded are inportant also for workers' co-operatives, e.dg.

- Cash and stock managenent

- O dering goods

- Recei pt of goods

- Handl i ng of cash

- Cash control w thout a cash register
stock control records

St ock-t aki ng
Wite to MATCOM for a conplete Iist and sanple copies.
Addr ess:

The MATCOM Project

c/o COOP Branch
International Labour Office
CH 1211 GENEVA 22

Switzerland





