
AGRICULTUKAL 
COOPERATION 

in DEVELOPING 
COUNTRIES- 

A MANAGEMENT
APPROACH

SAXENA, DIRECTOR, INTERNATIONAL CO-OPERATIVE ALLIANCE



AGRICULTURAL
COOPERATION

IN
DEVELOPING
COUNTRIES

A MANAGEMENT 
APPROACH

\\
,v

O ' j i o  I- 0 ___f- -Y  ^

No

EUGENIO V MENDOZA



COPYRIGHT, 1980 
By EUGENIO V. MENDOZA 

All Rights Reserved



CONTENTS

FOREWORD .. 

INTRODUCTION

Vll

IX

CHAPTER I
AGRICULTURAL COOPERATION AND DEVELOPMENT ........................  1

Development; Its Goals and Problems .......................................................... 3

Agricultural Cooperation as a Development Tool ...................................  5

Agricultural Cooperation and the Principal Goals of Development . . .  6

Agricultural Cooperation and Industrialization ........................................ 9

CHAPTER n
THE GOVERNMENT AND COOPERATIVES DEVELOPMENT ................. 17

Basic Premise .......................................................................................................  19

Guiding Concept ................................................................................................... 20

Some Trends and Tendencies in Government Involvement in
Cooperatives Development and Their Implications ........................  24

Distribution of Spheres of Responsibilities: A Suggested
Pattern o f Approach ..................................................................................  30

HI



CHAPTER III
COOPERATIVE MANAGEMENT AND ORGANIZATION

POLICIES AND PROCEDURES ...................................................................  33

Close Tie-up Between Organization and Management .............................  35

Basic Guidelines for the Organization of Cooperatives: Proper
Understanding of the Cooperative Principles ....................................  36

Basic Guidelines for the Organization of Cooperatives; Strict
Adherence to the “Bottom-Up” Method of Organizing Cooperatives 53

Basic Guidelines for the Organization of Cooperatives: Right
Choice of the Type of Cooperative to be Organized ...................... 54

CHAPTER IV
THE MANAGEMENT STRUCTURE OF COOPERATIVES ..........................  57

Satutory Sanctions for Cooperatives ............................................................ 59

Main Components of the Management of a Cooperative ........................ 60

The First Component of Management: The Members ..........................  61

The Second Component of Management: The Board of Directors . . 64

The Third Component of Management: The Hired Management . . . .  69

Relationship of the Board of Directors and the Manager
in the Management of a Cooperative ..................................................  72



CHAPTER V
THE SPECIALIZED FIELD OF COOPERATIVE MANAGEMENT ............  77

Definition and Importance of Cooperative Management ........................  79

Peculiarities of Cooperative Management .....................................................  80

Functions of Management ...............................................................................  82

CHAPTER VI
COOPERATIVE MANAGEMENT PRINCIPLES, TECHNOLOGY AND

TECHNIQUES: COOPERATIVE MARKETING MANAGEMENT . . .  95

Nature and Scope of Agricultural Cooperative Marketing ...................... 97

Two Aspects of Agricultural Cooperative Marketing ...............................  100

The Pooling Method of Cooperative Marketing ......................................... 106

Other Methods of Handling Members’ Produce .........................................  112

Commodity Exchanges and Futures Trading .............................................. 113

Pricing, Marketing Information and Marketing Research ........................  117



CHAPTER VII
COOPERATIVE MANAGEMENT PRINCIPLES, TECHNOLOGY AND

TECHNIQUES: COOPERATIVE FINANCIAL MANAGEMENT . . . .  123

The Role o f Financial Management in a Cooperative Enterprise .......... 125

Basic Philosophies and Concepts of Cooperative Financial
Management ................................................................................................  126

Methods of Raising Capital .............................................................................  127

The Revolving Fund Capital Plan ...................................................................  136

Management Uses of Financial Statements ................................................  145

EPILOGUE..................................................................................................................  167

APPENDIXES

A -  “Laws and Objects” of the Rochdale Society of
Equitable Pioneers ....................................................................................  171

B -  Illustration of the Allocation and Distribution of
Patronage Refund and Interest on Share Capital .............................  177

C — Strategies for Cooperative Growth and Expansion ........................  181

D -  Worksheets for Determining the Break-even Points of
Various Cooperative Projects .................................................................  185

INDEX ....................................................................................................... 193



FOREWORD

The International Co-operative Alliance, as the representative organiza
tion of the world co-operative movement, encourages the production of 
useful literature on co-operative subjects. When such literature deals especial
ly with the developing countries, it is doubly welcome because of the acute 
scarcity of material dealing with problems of that part of the world. I am, 
therefore, delighted to respond positively to Gene Mendoza’s invitation to 
me to contribute a foreword to his book “Agricultural Co-operation in 
Developing Countries — A Management Approach.”

Mr. Mendoza deals in this study with of course the more traditional 
areas of management, viz., organisation policies and procedures, questions of 
structure, financial management and plaiming. In addition, the book gains 
considerably in usefulness by his reflections on at least three important areas 
which are of great concern to Co-operators aU over the world, and two of 
which have particular relevance to the developing world.

First, he emphasizes, quite rightly, the significance of co-operative prin
ciples — principles which if rightly understood and applied, infuse their own 
ethos and discipline into the working of the organisation. Too often, I am 
afraid, organisations have been blamed when in actual practice they had long 
ago ceased to be co-operatives. Some major studies issued under unimpeach
able authority have, unfortunately, fallen into this trap. Secondly, he gives 
prominence to the relationship of the co-operative movement and the gov
ernment. It is obviously a subject on which the last word will not be said, if 
ever, for a long time. But what is clear and beyond dispute is that too much 
interference from the government, too much politically vested interest by 
individuals who are trying to use the co-operative as a springboard for their 
own political career, is bound to weaken the spirit of self-help and mutual 
help among members which must remain the motor force of a co-operative. 
One of our research studies dealing with a comparative assessment of the 
performance of industrial co-operatives in four countries makes the point 
that indiscriminate financial incentives from the government to co-opera
tives, for instance, lead to the creation of spurious organisations which at the



first chance convert themselves to private profit-making organisations. Dis
cussions on the subject of Co-operatives and the State at our 1978 Central 
Committee meeting in Copenhagen, now issued as a publication, underline 
the deleterious nature of government interference in the movement. The 
broad division of responsibility between the Government and the movement 
which Mendoza suggests cannot be disputed although the fact that excellent 
co-operative legislation which meets the most exacting demands of co-oper
ative principles co-exists with the worst form of government interference and 
highhandedness makes one wonder if the issue has been explored deeply 
enough. Finally, Mendoza draws our attention to the very important aspect 
of Co-operation among Co-operatives, the new principle adopted in Vierma 
in 1966 at the ICA Congress on the recommendation of the Principles Com
mission. Co-operative organisations, even in developing countries have not 
infrequently achieved significant dimensions. According to recent informa
tion, co-operative banking institutions in France, Japan and Germany have 
acquired high positions in the world banking league. If the economic power 
in these organisations could be joined together to advance the frontiers of 
the co-operative sectors, what tremendous potential could the movement 
realise! What is required, as Mendoza states, is the recognition of Co-opera
tion as a system and imaginative thinking which could knit close ties be
tween co-operative organisations around workable projects, thus laying the 
basis of sustained relationships. A number of practical examples of co
operation among co-operatives are to be found in the Report of a Working 
Party which was discussed at our Congress in Paris in 1976.

Mendoza’s book is comprehensive, readable and will be of use parti
cularly to students of Agricultural Co-operation. It is a study written by an 
Asian, born and brought up in the social and cultural milieu of the East and 
who has had long experience of managing agricultural co-operatives. He has 
carried out the task with commendable clarity. I can recommend the book to 
students of Agricultural Co-operation and to those interested in problems 
and principles of Co-operation.

S. K. Saxena 
Director
International Co-operative Alliance

11 Upper Grosvenor Street, 
London W 1X9PA 
U.K.
3rd July, 1980
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INTRODUCTION

This exposition on agricultural cooperation is centered on the theory and practice 
of cooperative management which are particularly relevant and applicable to agricul
tural cooperation in developing countries.lt is precisely directed towards practitioners, 
teachers and students of agricultural cooperation.

Specifically, this endeavor is intended to serve as a practical guide for cooperative 
officials and employees in firming up their cooperative orientation and broadening 
their working knowledge and skill of management technology and techniques. They 
will thus be in a better position to address themselves to their respective tasks with 
more dedication and proficiency. On the other hand, this effort is also designed to be a 
useful textbook on agricultural cooperation, in general, and agricultural cooperative 
management, in particular, in the secondary and collegiate levels. Students of agricul
tural cooperation will therefore be imbued with the proper understanding and appre
ciation of agricultural cooperation at an early stage, and in the process will constitute 
themselves into a hard core of enlightened young cooperators who will hopefully 
become dedicated and real cooperative leaders of tomorrow.

The sequential development of the topics starts with a presentation of basic 
background information on agricultural cooperation in general. The discussion then 
shifts to the more essential aspects of agricultural cooperation from the time an agricul
tural cooperative is organized until it becomes operational. Particular focus is placed on 
the two most critical areas in cooperative management, namely: cooperative marketing 
management and cooperative financial management.

It is fervently hoped that in its totality this venture, just like agricultural coope
ration itself, will have more than sufficient commendable traits to offset its limitations 
and deficiencies. For then, it will fulfill the expectation of contributing a modest share 
in the endless process of upgrading the efficiency and effectiveness of agricultural 
cooperatives as valid service organizations for improving the lot of millions of small 
farmers in developing countries.
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CHAPTER I

AGRICULTURAL COOPERATION 
AND DEVELOPMENT

Agricultural cooperation  is an effective too l f o r  the attainment o f  the  
multiple goals o f  developm ent, particularly econom ic goals. It is a specialized  
fie ld  o f  econom ics and represents an exact replica o f  the econom y and the  
econom ic system. A sym biotic relationship exists betw een agricultural 
cooperation and industrialization.

I. DEVELOPMENT: 
PROBLEMS

ITS GOALS AND

A. Meaning o f  Development

Development may be defined as that 
particular aspect of nation building which 
is geared towards the attainment of certain 
goals of society. Although the literature on 
economics may offer other definitions of 
development, all definitions of develop
ment convey two basic characteristics, 
namely: (a) it involves mainly the attain
ment of certain goals and (b) it represents a 
people-oriented national effort.

B. Specific Goals o f  D evelopm ent

Understandably, the goals of society 
are bound to vary, as they do indeed vary, 
among the different countries. Such factors 
as (a) the form of government; (b) state 
policies and programs; (c) type of econo
my; (d) stage of economic development; 
and (e) the desire of the people themselves 
particularly in a market economy, just to 
mention the more relevant, determine the 
goals of society.

It will be noted, however, that practic
ally in all cases, especially in the so-called 
“developing” or “third” countries, the 
total effort revolves around seven common 
main goals: (a) growth, principally in terms 
of increase in real per capita income;
(b) equity in the distribution of income 
and wealth; (c) full employment; (d) equi
librium between receipts and disbursements 
of foreign exchange; (e) preservation of in
dividual freedom; (f) enhancement of cul
ture and tradition; and (g) forging of unity 
among the people. Other usually enunciat
ed goals as (a) price stability; (b) develop
ment of skilled manpower; (c) preservation 
of peace and order; and (d) building of in
frastructure projects are actually mere 
ancillary. Although they are not as import
ant as the seven aforementioned, they are 
nevertheless essential for the full achieve
ment of the main goals.

Even a cursory examination of the fore
going common principal goals should make 
obvious two closely intertwined facts about 
their nature and character: (a) the multiple 
goals are of composite economic, social and 
political nature and (b) they are prone to 
interact in a negative manner, that is, they 
are bound to compete and, even worse, 
conflict with one another. This is indeed an



intriguing situation which adds heavily to 
the complexity of the problems of develop
ment.

C. D evelopm ent: A People-Oriented Na
tional Endeavor

Development, in a real sense, is an 
achievement of the people. It is one na
tional endeavor which penetrates deeply 
the problems of human development in the 
full range of activities relative to agricul
ture, mining, manufacturing, construction, 
trade, transport and communication, and 
services (education, government, etc.). 
Thus, in the ultimate analysis, it is the sum 
total of all individual efforts of the entire 
manpower resources of a nation. The fact 
that development is people-oriented clearly 
defines and underscores the vital role of 
man in the whole process. This then brings 
into sharp focus the biggest dilemma of 
development — a man can either be an asset 
or a liability.

D. Problems o f  D evelopm ent

Development is a complex process that 
involves a host of problems. The problems 
are so complex that what appear as solu
tions provided by economics, sociology, 
psychology and anthropology have to be 
considered within the totality of a given 
situation. Otherwise, solutions applied in
discriminately and wrongly may create 
more problems, perhaps more serious than 
those which they intend to solve.

In the main, the problems that may 
emerge derive from the previously noted 
two basic characteristics of development;
(a) the varied economic, social and political 
nature of the multiple goals which are not 
always compatible with each other and
(b) the fact that development is people- 
oriented. For understandable reasons, only 
the more pertinent problems of develop
ment will be considered and the discussions 
will be brief and concise.

The first problem involves the extreme
ly delicate task of establishing an ideal 
balance among the multiple goals, a situa
tion usually referred to by economists as

“optimum mix.” This calls for the adopt
ion of a fair method of amalgamating the 
different goals into an acceptable optimum 
preference or arrangement. Here, what is 
requisite is to balance the goals that are at 
cross-purposes with one another. The pro
cess actually involves the conversion of 
goals from negative into positive inter
actions.

A second problem which is closely re
lated to the first pertains to the setting up 
of a system of priorities in the attainment 
of the multiple goals. The necessity for 
such a system is dictated mainly by the 
scarcity of resources. State policies and 
programs serve as basic guidelines in ascer
taining the comparative degrees of urgency 
with which each goal should be pursued.

Furthermore, there is the patent need 
to make a careful and judicious selection of 
the different tools and devices that can be 
utilized in attaining the desired goals in the 
most expeditious and economical manner. 
There are several development tools which 
are prominently identified with each sect
or of the economy. They are involved 
mainly, if not entirely, with the production 
and distribution processes, the two main 
concerns of an economic system. In the 
field of agriculture, agricultural coopera
tion is considered one of the most 
proficient and effective tools of develop
ment.

And finally, the most crucial problem, 
in fact considered by many as the root pro
blem, of development is how to harness the 
best in the individual to support with all 
sincerity and dedication the program of 
development itself, motivated by the desire 
to serve others and with full commitment 
to self-denial. Hard work and plenty of 
hard work is the basic ingredient for the 
success of any people-oriented program of 
development. The people must be properly 
and sufficiently motivated to engage them
selves deeply in it, not because they have to 
but because they want to. To be truly ef
fective, a development tool should provide 
such motivation—it should stimulate people 
to work. In this regard, agricultural coop
eration has long demonstrated that it pos
sesses a built-in capability to rally the farm
ers to work hard to help themselves and 
their fellow farmers. Viewed in its proper



perspective, agricultural cooperation is 
indeed a multilateral pledge of the farmers 
to promote their lot through honest and 
dedicated efforts.

II. AGRICULTURAL COOPERATION 
AS A DEVELOPMENT TOOL

A. Agricultural Cooperation: A Special
ized F ield  o f  Econom ics

It is a well-known fact, although usual
ly overlooked, that agricultural cooperation 
is a specialized field of economics. Agri
cultural cooperation is, of course, related 
to other social sciences such as sociology 
and psychology. But in the main, agri
cultural cooperation falls within the sphere 
of economics. It is extremely important 
that agricultural cooperation as a field of 
study be thus clearly identified in order 
that the proper bearing in its study may be 
established.

A gricu ltu ral cooperation is firmly 
founded on economic theories and can be 
explained and understood in the light of 
said theories. It should prove of immense 
value and interest to cooperators to illus
trate this point. For one, such an illustra
tion should clearly establish the theoretical 
basis and practical value of agricultural 
cooperation and, in the process, confirm 
the validity of the concept of agricultural 
cooperation and the efficacy of agricultural 
cooperatives, its organic component. And 
for another and this is more important, 
such an illustration should generate a more 
meaningful appreciation of and motivate 
involvement in the actual efforts being 
exerted at present to propagate the move
ment. This should prompt those who are 
still outside the folds of agricultural co
operation to make fuO use of their aca
demic inclinations by joining the ranks of 
agricultural cooperators. On the other hand, 
the further enriching of the technical back
ground of those already in the agricultural 
cooperative movement should spur them to 
pursue their mission of service more effect
ively and with more dedication and vigor. 
Indeed, agricultural cooperation has more 
than its share of dead-weights of self-styled 
cooperators who are actually obstructions 
to the effective pursuance of the progrEim.

It has to be profusely infused and strength
ened with properly oriented genuine co- 
operators who will steer agricultural co
operation to the right tracks to make agri
cultural cooperatives more responsive to 
the needs and requirements of the farmers.

To this end, two illustrations will be 
presented: (a) agricultural cooperation
in relation to the economic system and
(b) agricultural cooperation in relation to 
the economy.

1. Agricultural Cooperation and the 
Economic System
Agricultural cooperation is virtually 

an exact small-scale replica of an econo
mic system. The following comparisons 
with particular reference to the specific 
need for agricultural cooperation, on 
the one hand, and the economic sys
tem, on the other, will help provide the 
proper enlightenment on the matter.
a. As to Purpose — Society needs an 

economic system in order that the 
required goods and services may be 
produced  and distributed  in an 
orderly maimer. Likewise, the farm
ers need agricultural cooperation 
precisely to enable them to produce  
and distribute the goods and serv
ices needed by society, including 
themselves, in a systematic way.

b. As to Key Activities — In an econo
mic system the production  and dis
tribution  activities are guided by 
certain key aspects:

(1) Production
(a) What goods and services to 

produce
(b) How much to produce
(c) How to produce

(2) Distribution
(d) For whom to produce

Similarly, the production  and 
distribution  activities in agricultural 
cooperation are guided by the same 
keyposts.

2. Agricultural Cooperation and the 
Economy
The general idea is to show that 

agricultural cooperation is a perfect 
miniature model of an economy, both



in nature and character, to wit:
a. As to Basic Nature and Behavior — 

The economy is people. As people 
they have needs and they have to 
work  — to satisfy their needs.

Likewise, agricultural coopera
tion is farmers. The farmers have 
needs and to satisfy their needs, 
they have to work.

b. As to Guiding Principles or Policies
— The guiding principles of econo
mic policy axe growth and stability. 
The economy wants growth. It also 
needs stability — progressive growth 
that is based on firm foundation. 
The guiding principles of agricul
tural cooperation are also growth  
and stability. It demands It
should also strive for stability. Agri
cultural cooperation, as a matter of 
policy, should continue to push 
further the horizon of services. It 
should be a lasting institution of 
service for all generations.

c. As to Required Attitude — It is well 
recognized that the people can 
make or unmake the economy. In 
the final analysis the extent of the 
growth and stability of the country 
depends on the people’s (a) hard 
w ork, (b) productivity, (c) ef
ficiency, (d) motivation, (e) dedica
tion, and (f) service to society.

In agricultural cooperation, it is 
always emphasized that its success 
or failure depends largely, if not 
mainly, on the extent of an identi
cal type of support extended to it 
by the farmers.

These developments have opened vast 
new frontiers of opportunity for the farm
ers —the possibility of lifting farming from 
its traditionally low level of productivity 
and consequently poor income for the 
farmers, to one of rewarding and profitable 
enterprise.

The situation imposes an imperative: 
that the small farmers be provided the 
means by which they can effectively over
come the heavy handicaps of their circum
stances and share in the boons and benefits 
that current developments offer. They have 
one worthwhile answer in agricultural co
operation. Organizationally and financially, 
farmers left to themselves are not in a 
position to avail themselves of the multi
farious technical advancement in agricul
ture.

Agricultural cooperation provides the 
means by which such farmers can multiply 
or increase their capabilities through group 
action. It encompasses practically all phases 
of economic activities related to the broad 
and complex fields of production and dis
tribution or marketing including credit. 
With its efficacy and effectiveness in up
lifting the socioeconomic lot of the small 
farmers more than adequately demons
trated and tested in the past, agricultural 
cooperation has indeed deservedly earned 
its rightful place as a reliable and potent 
development tool.

III. AGRICULTURAL COOPERATION 
AND THE PRINCIPAL GOALS OF 
DEVELOPMENT

B. Agricultural Cooperation and Its Spec
trum o f  Services

Agrarian reform, food production, land 
settlements, supervised credit, cooperative 
organizations and other forms of induce
ments are battering down the old structure 
and bringing about s^nificant changes in 
agriculture. Production is sharply growing; 
opening up complex problems as well as 
opportunities not only in production but 
also in distribution or marketing in all its 
multifarious processes.

A. Attainment o f  E conom ic Goals

The major contribution of agricultural 
cooperation in development is the attain
ment of economic goals rather than of the 
other multiple goals of development. This 
can easily be explained by the fact that 
agricultural cooperation is basically econo
mic in nature and character.

Agricultural cooperation, to be sure, is 
directly involved in the total effort to 
achieve four common economic goals of 
society: (a) growth in the form of increased 
real per capita income; (b) equity in the



distribution of income and wealth; (c) full 
employment; and (d) balance of export- 
import payment of foreign exchange.

1. Growth in Terms of Increased Real
Per Capita Income
Among the economic goals of deve

lopment, growth is considered the most 
important since it means more goods 
and services. Measured in terms of in
crease in real per capita income, growth 
is recognized as the most reliable indi
cator of the pace of development of a 
country. Agricultural cooperation con
tributes to growth in two specific ways 
which are closely intertwined: (a) in
creased productivity and (b) better 
marketing returns.

In agricultural cooperation, in
creased productivity is the net effect of 
one or a combination of a number of 
factors, foremost of which are: (a) adop
tio n  o f such innovations as high 
yielding seeds, more effective fertilizers 
and pesticides and better and more 
extensive irrigation systems coupled 
with the employment of more scientific 
farm management techniques; (b) pro
curement of cheaper and better produc
tion inputs and farm machineries and 
equipment through mass buying; and
(c) better use of credit mainly through 
supervised farming.

In addition, agricultural coope
ration enables the farmers to secure 
better marketing returns for their pro
ducts. Farmers, through agricultural 
cooperation, are able to handle their 
products even beyond the boundaries 
of their farms and extend the control 
of their products nearer the markets in 
the marketing processes with full access 
to such opportunities as greater bar
gaining power and economies of scale. 
Provided with the advantages of in
creased bargaining power and econo
mies of scale, farmers can manage to 
introduce innovations in the marketing 
process and expand their marketing 
services to such vital areas as standard
ization, grading and marketing informa
tion with maximum efficiency and 
economy.

Finally, a very important feature of

agricultural cooperation is that it en
ables the farmers to buy their farm 
inputs at wholesale price and sell their 
produce at retail price thereby correct
ing the present situation where the 
farmers buy retail and sell wholesale.

2. Equitable Distribution of Income
and Wealth

In predominantly agriculturail eco
nomies, there is a marked tendency for 
income and wealth to be over-concen
trated in the industrial sector of the 
economy and in the urban areas. This 
situation is a direct offshoot of and 
clearly portrays the backwardness and 
inefficiency of agriculture. It suggests 
the imperative need to pursue a more 
responsive and effective agricultural 
development program which will sup
port and keep pace with the industri
alization of the country.

The principal target of such an agri
cultural development program is to 
place agriculture and the farmers in 
equal footing with the other sectors 
and workers of the economy so that 
the labor force in agriculture, which 
normally represents the largest force in 
a country, vnll receive more equitable 
share of income and wealth.

Agricultural cooperation can pro
vide the means by which the farmers, 
voluntarily and through their own ef
forts, can make their farming activities 
more rewarding and profitable. It is 
important to mention that agricultural 
cooperation does not only have the 
capability to generate more income and 
wealth for the farmers but also has a 
built-in mechanism to spread out such 
generated income and wealth. This 
means agricultural cooperation is an 
ideal component of a program to re
move the disparity in the distribution 
of income and wealth.

3. Reduction of Mass Unemployment
As agricultural cooperation con

tinues to forge ahead in maximizing its 
contribution to rural progress, more 
and more employment opportunities 
are naturally created as a result of the 
organization of additional agricultural



cooperatives and the expansion of the 
services of the existing ones. These 
job opportunities can be identified 
in (a) agricultural cooperatives them
selves; (b) the government offices con
cerned; (c) the private business sector; 
and (d) the educational institutions.

In the agricultural cooperatives, the 
demand for the services are in the spe
cific areas of (a) management and 
administration of agricultural coopera
tives and (b) operation of the coopera
tive facilities and projects. Government 
offices involved in agricultural coopera
tives offer job positions relative to 
the various phases of (a) cooperative 
promotion and organization; (b) co
operative education and information;
(c) cooperative management, particular
ly on the technical and business as
pects thereof; and (d) cooperative train
ing and research. In the private busi
ness sector, there are many private 
companies offering cooperative mana
gement consultancy services and specia
lized services such as cooperative ac
counting and auditing. These firms are 
constantly in search for good coopera
tive talents. In the case of educational 
institutions, many of them are offering 
various courses on agricultural coopera
tives and their demand for teachers on 
the subject can hardly be satisfied. In 
addition, agricultural cooperatives in 
the course of their trading operations 
actually help in the creation of more 
jobs in those industries with which they 
are transacting business.

It will be realized that the job 
opportunities in agricultural coope
ration are varied in nature and range 
from the highly professional to the un
skilled jobs. Employees in the higher 
operating levels in agricultural coopera
tives come from a composite group of 
business graduates, agriculturists, eco
nomists, lawyers, accountants, engin
eers, and a host of other professionals. 
The growing complexity in the activi
ties and in the size of agricultural co
operatives, as well as the peculiarities in 
their nature and character as business 
organizations, have of late effected a 
significant trend toward job specializa

tion and the concomitant elevation 
of the different key positions into pro
fessional level, particularly that of the 
cooperative managers. Said jobs have to 
be professionalized in order that agri
cultural cooperation can remain at the 
forefront of the highly competitive 
business field as well as maintain its re
putation as a pacesetter or irmovator.

It is apparent that there are virtual
ly unlimited ways by which one can get 
involved in agricultural cooperation as a 
means of livelihood. A job in agricul
tural cooperation, it is stressed, also 
carries with it the splendid opportunity 
to serve the economic and social well
being of the rural populace.

In fine, agricultural cooperation 
gains prominence even more as a dev
elopment tool, this time in reducing 
mass unemployment in view of its 
tremendous job-creating potential.

4. Balance of Export-Import Pay
ments of Foreign Exchange

Selling overseas is actually not a 
new dimension in the operation of agri
cultural cooperation. It has long reali
zed the advantages, in fact the need, of 
engaging in export for two reasons:
(a) to increase income and (b) to help 
earn valuable foreign exchange for the 
country.

In most developing countries, agri
cultural cooperation has penetrated the 
export markets of such products as 
tobacco, copra, jute, rice, com and 
molasses. It has, however, a long way to 
go in pursuing the export program ef
fectively and on a wider scale. But it 
can draw the necessary inspiration and 
encouragement from the experience of 
agricultural cooperation in the develop
ed countries in taking advantage of 
export market opportunities.

Agricultural cooperatives in the 
Scandinavian countries, notably in 
Sweden and Denmark, are regular big 
suppliers of butter, cheese and bacon to 
different countries. Some big farmer- 
owned and-controlled cooperative as
sociations in the United States, for 
example, the Sunkist Growers, Inc. of



Los Angeles, California and the 
Arkansas Rice Growers Cooperative 
Association of Stuttgart, Arkansas, 
have achieved steady growth in the 
export of oranges, citrus, grains, sorg
hum, soybeans, cotton, broilers and 
processed fruits. In this regard, it is of 
interest to note that a 5-million bushel 
capacity export elevator of the Farmer 
Export Company in Kansas City, which 
is owned by one million farmers in 
twelve states, was set up to serve the 
foreign markets of foods and feed 
grains in Europe, United Kingdom and 
Japan. Some agricultural cooperatives 
in Japan are also very active in the 
export market.

It is indeed significant that concrete 
steps have already been taken by some 
developing countries in Southeast Asia 
to engage in the foreign trading of 
selected commodities on a cooperative- 
to-cooperative basis. Given the proper 
encouragement and support, this pro
gram which is initially built around 
international cooperative trade has 
great promise in eventually opening the 
doors of the world market for agricul
tural cooperatives in the region.

common good. Different countries have 
their own way of symbolizing the concept 
of agriculturd cooperation. In the Philip
pines, for example, it is popularly referred 
to in the vernacular as “bayanihan” which 
in English means working together. And it 
is symbolized by a group of farmers car
rying on their shoulders a bamboo hut, 
ostensibly owned by one of the farmers, 
that is being transferred to a new site. In 
this illustration, the prevailing attitude of 
the farmers can doubtless be seen and felt. 
There appears an apparently spontaneous 
and voluntary determination of the farmers 
to perform and achieve a common task.

The positive attitude of the farmers 
toward group action as epitomized in 
agricultural cooperation can be explained 
in terms of the underlying principles of 
cooperation. The basic features of the atti- 
tudinal pattern are concrete manifestations 
of the recognized principles of agricultural 
cooperation. A discussion of the principles 
of agricultural cooperation is presented in 
Chapter III.

IV. AGRICULTURAL COOPERATION 
AND INDUSTRLVLIZATION

B. Attainm ent o f  Social and Political
Goals

There are three common goals that fall 
within the spheres of social and political 
concerns: (a) preservation of individual 
freedom; (b) enhancement of culture and 
tradition; and (c) forging of unity among 
the people or patriotism. Surely, the goals 
revolve around one basic thing — attitude 
of man. The active participation and tho
rough involvement of the farmers in agri
cultural cooperation contribute immensely 
to the awakening and intensification of the 
traits that must perforce characterize and 
dominate their strivings for social and poh- 
tical advancement. The value of agricultural 
cooperation as a development tool is 
centered on molding of the vital attitude of 
the farmers.

The concept of agricultural cooperation 
is usually illustrated based on the central 
theme of men working together for their

The interdependence of the agricultural 
sector with the manufacturing sector must 
be clarified in order to underscore the fact 
that rather than being anathema to one 
another as is the belief of not a few, the 
agricultural and manufacturing sectors are 
dependent on each other for their growth.

A. Industrialization and Econom ic Dev
elopm ent

Industrialization, or industrial growth, 
may be defined as the increasing share of 
the manufacturing sector in the total 
national income. It is often associated with 
the progress and prosperity of a country. 
Empirical evidence reveals that the most 
industrialized countries are the richest 
while the least industrialized countries are 
the poorest.

In the wake of the widespread enthu
siasm over the results obtained from indus



trialization particularly in the developing 
countries, industrialization is often con
fused with economic development itself. It 
must be made clear that although indus
trialization has already demonstrated its 
potential in hastening, on a long-run basis, 
the economic development of a country, it 
is actually only an aspect of, and not eco
nomic development itself. Furthermore, 
the encouraging results obtained by some 
countries from industrialization must not, 
by all means, be used as sole basis for 
making a liberal prescription of rapid indus
trialization. Industrialization and the stra
tegy for it, particularly the question of the 
rate of industrialization and the choice of 
industries, should be premised on the other 
m ore important conditions and consi
derations.

B. The N eed  to Industrialize

The emergence of the imperatives to 
industrialize may be attributed to one root 
cause; increasing income levels of the 
people. The upward movement of income 
levels, the most reliable indicator that the 
country is becoming richer, creates some 
significant new trends and tendencies in 
vital aspects of the economy which are 
actually imperatives to industrialize.

1. Demand for Manufactured Products

The demand for purely agricultur8il 
products tends to decrease while the de
mand for manufactured products tends 
to increase. This change in the pattern 
of demand for goods and services is 
explained by the well-known “Engels 
law” which states that proportional 
expenditure for food decreases as in
come increases.

2. Increasing Proportionate Share of 
Manufactured Products in the Ex
port Market

Manufactured products or articles 
have to be exported eventually to earn 
foreign exchange that will be used to 
import other manufactured articles to 
satisfy the increasing local demand for 
such manufactured articles. A country

cannot forever depend on export of 
agricultural raw materials to balance 
the trade payments.

The earning capacity for foreign 
exchange of agricultural raw materials 
is not too stable for two reasons:
(a) they are subject to severe fluctua
tions in prices and (b) they are subject 
to substitution by man-made or synthe
tic products. Incidentally, the export of 
m anufactured  articles enables the 
manufacturing sector to further in
crease its share of earned foreign ex
change.

3. Faster Shifting of Labor Force
from the Agricultural to Manu
facturing Sector

The shift of the labor force from 
the agricultural sector to the manufact
uring sector tends to increase. This is a 
log ica l con sequ en ce  of industria
lization. In fact one of the ways of 
measuring industrialization is by deter
mining the increase in the share of the 
m anufacturing labor force to total 
employment in the country. This phe
nomenon is a direct result of the 
growth of agriculture through increased 
productivity. With the increase in per 
capita productive efficiency of the 
farmers, less and less farmers will be 
needed to supply the food and other 
farm  product requirements of the 
country with the result that excess 
labor will be created in the agricultural 
sector. This excess labor force in agri
culture will have to be naturally absorb
ed by the manufacturing sector other
wise the problem of mass unemploy
ment and under-employment will be 
magnified. Provision should also be 
made for the long-run accommodation 
of the increasing labor force brought 
about by the high rate of population 
growth.

This is the crux of the policy giving 
m ore preference to labor-intensive 
industries over that of capital-intensive 
industries. The general idea here is to 
provide employment opportunities for 
the labor force that will be displaced in 
agriculture and also for the long-run



accommodation of the increasing labor
force of the country as a result of an
increase in population.

C. Basic Requisites fo r  Industrialization

A very significant characteristic of an 
economy is the interdependence of its va
rious sectors. This means that no one sector 
of an economy can be developed comple
tely independent of the others. The hard 
and fast rule is that they must cooperate 
with one another — on the basis of mutual 
support. An economic policy that is formu
lated  under the guiding principles of 
growth  and stability must lay stress on this 
vital factor of sectoral interdependence. 
Otherwise, the economy will be headed 
toward retarded growth and pronounced 
instability.

This general relationship of sectoral 
interdependence can be spelled out more in 
detail in the specific relationship between 
the agricultural sector, including agricul
tural cooperation, on the one hand, and the 
manufacturing sector, on the other. In a 
predominantly agricultural economy, agri
cultural growth is a basic requisite for a 
sustained industrial growth. To state the 
relationship more aptly, agricultural growth 
is sine qua non to industrialization.

The attainment of increased produc
tivity in agriculture must take place simul
taneously with advances in industry. There 
must be a wholesome agricultural and in
dustrial balance wherein agricultural dev
elopment matches the pace of industrializa
tion. The support of the agricultural sector 
principally in the form of increased supply 
of agricultural products is vitally needed by 
manufacturing for three specific purposes:
(a) fo r  fo o d  consumption ~  to meet the 
dem and o f the manufacturing sector 
brought about by the higher income levels;
(b) fo r  raw materials — to supply the in
creasing requirements of factories; and
(c) fo r  export m arket — to increase further 
the inflow of foreign exchange needed to 
support the rising demand for imported 
articles.

As a corollary observation, a country 
which is simply lured to undertake much 
too rapid industrialization in the wake of a 
stagnant and backward agriculture soon

finds its economy beset with two serious 
problems; (a) threat of rising prices (de
mand for products is more than the supply) 
and (b) depletion of foreign exchange 
(more imports than exports). Unless ade
quately checked on time, the two problems 
can ultimately lead to the more serious pro
blem of inflation or a reduction of the 
value of money and cause a general slowing 
down of growth and even dislocation of the 
economy in extreme cases.

D. Sym biotic Relationship Between Agri
c u l t u r a l  Cooperation and Industri
alization

Being inseparable partners in develop
ment, agricultural cooperation and indus
trialization should make it their paramount 
concern and obsession to know and under
stand each other better. It will perhaps con
siderably help the purpose if attention is 
focused on the symbiotic relationship bet
ween agricultural cooperation, on the one 
hand, and industrialization, on the other, 
wherein the specific inducements or bene
fits which one sector extends to and re
ceives from the other are properly pin
pointed and identified. This may well form 
the initial basic step in setting the stage for 
more enlightened thinking, a vital ingre
dient for the shaping up of a realistic and 
responsive program of intersectoral mutual 
assistance.

Two pertinent explanations have to be 
made at this juncture relative to the en
suing possibilities. In the first place it will 
be helpful to recall that in an earlier discus
sion particular mention was made of a 
number of specific benefits which agricul
tural cooperation can contribute to the 
economy as a development tool. In the sub
ject discussion on this sectoral mutual rela
tionship, essentially the same benefits are 
attributed to agricultural cooperation this 
time, however, directly and particularly 
addressed to industrialization. And in the 
second place, for purposes of clarity, the 
discussion is segmented into two comple
mentary areas: (a) area of mutual support 
which includes concrete material economic 
benefits and (b) area of mutual understand
ing.



1. Area of Mutual Support of Econ
omic Benefits
All the benefits or inducements in

volved in the symbiotic relationship 
between the two sectors are central to 
the whole task of development of both 
sectors. They are imperative as well as 
crucial factors for a vibrant agricultural 
cooperation and industrialization. This 
should heavily underscore once more 
the need for balanced and harmonious 
relationship between the two sectors.

a. Agricultural Cooperation to Indus
try
Agricultural cooperation contri

butes to the growth and stability of the 
manufacturing sector in four ways:
(a) it provides cheaper and better qua
lity food and raw materials; (b) it gene
rates foreign exchange; (c) it offers a 
wider and more organized market for 
manufactured products; and (d) it mo
bilizes savings to finance industria
lization.

As discussed elsewhere, agricultural 
cooperation provides the farmers the 
opportunity to engage in the business 
and economic activities relative to pro
duction and marketing with maximum 
efficiency and economy. Thus, through 
agricultural cooperation, farmers can 
serve the requirements of food for con
sumption and raw materials for factor
ies of the manufacturing sector with 
the following advantages: (a) the price 
is lower; (b) the quality is better; and
(c) the supply is adequate and steady.

The agricultural sector also avails 
itself of agricultural cooperation in par
ticipating actively in the channeling of 
its produce to the export market. In 
this way, the foreign exchange position 
of the country is boosted considerably 
with the receipts from the exported 
products.

It is again mentioned that ^ri- 
cultural cooperation contributes to the 
increase of the income levels of the 
farmers. With a bigger real per capita 
income, the farmers’ demand for manu
factured products accordingly increases 
and so they constitute a wider and 
m ore organized market for manu

factured products.
F in a lly , the agricultural sector 

represents a constant source of capital 
fo r the m anufacturing industries. 
Income derived from such major agri
cultural crops as sugar, coconut, and 
rice are invariably used to finance the 
growth of the industrial sector. Agricul
tu ral cooperation affords the agri
cultural sector a convenient means by 
which the savings of the farmers can be 
mobilized and used for production pur
poses, including the establishment of 
more factories.
b. Industry to Agricultural Coopera

tion
On the other hand, the industrial 

sector sustains the development of the 
agricultural cooperation, in particular, 
and the agricultural sector, in general, 
in the following manner: (a) provides 
cheaper and more efficient production 
inputs and farm tools and implements;
(b) absorbs excess agricultural workers;
(c) offers wider market for agricultural 
products; and (d) promotes techno
logical consciousness.

Significant developments in the fer- 
tihzer industry are in the direction of
(a) addition of micro-nutrients or trace 
elements in the fertilizers; (b) wide 
range of N-P-K formulation in com
pound fertilizers with the trend toward 
crop specialization; (c) mixing of select
ed insecticides and herbicide with fer
tilizers; (d) wider use of liquid fertili
zer; and (e) improvement in physical 
texture particularly in granulated fer
tilizers. In the case of pesticides, which 
include insecticides, herbicides, fungi
cid es, rodenticides, etc., continued 
advances are in the form of (a) in
creased factors of effectiveness and 
safety; (b) better toxicants, diluents and 
carriers; and (c) ease in handling and 
application characterized by the increa
sing preference for granules. Farmers 
have now a wider choice of farm ma
chineries and equipment which are 
competing with each other in efficiency 
and in price. To be sure, great strides 
have been made in the areas of fertili
zers, pest and disease control and other



cultural practices which, coupled with 
the discovery of high yielding and fast 
maturing seed varieties, are improving 
the complexion of agriculture in terms 
of increased productivity and product
ion.

The important contribution of the 
manufacturing sector in increasing pro
ductivity and production is not limit
ed to its role as supplier of said agri
cultural supplies and equipment. They 
have integrated with the sale of their 
products various forms of technical, re
search and extension services not only 
to enable them to have a better pene
tration of the market but also to 
update the farmers on the latest tech
nological advances in the different 
phases of farming. They have under 
their employ technical men who go to 
the farm level to provide the farmers 
with all possible technical and farm 
management services. The suppliers also 
make effective use of demonstration 
farms where the farmers can see for 
themselves the benefits that can be 
derived from the adoption of sound 
farm management practices. They also 
disseminate to the farmers through va
rious forms of publications latest re
sults of research studies, technological 
innovations and other vital information 
for the guidance and information of the 
farmers.

As farm productivity and product
ion rise, there will be a tendency for 
the labor force in a country to shift 
from the agricultural sector to the 
manufacturing sector. The manufact
uring sector is looked upon to absorb 
the excess labor force in agriculture. 
This may indeed be considered a very 
important contribution of the manu
facturing sector in neutralizing the 
problems of unemployment and under
employment. With this in mind, the 
marked preference of developing count
ries for labor-intensive industries over 
capital-intensive industries, for one, is 
understandable. And for another, the 
location of small-scale industries near 
the rural centers as againsl; the estab
lishment of big industries in the urban 
centers can be appreciated. Labor and

capital are the principal scarce re
sources allocated in the establishment 
of manufacturing industries. For pur
poses of opening employment opportu
nities for excess labor force in agricul
ture, developing countries favor the 
putting up of the so-called labor-intens
ive industries as an increase in the 
number of labor-intensive industries 
means more job opportunities. On the 
other hand, an increase in the number 
of capital-intensive industries is not 
necessarily accompanied by an increase 
in labor requirements but rather an 
increase in capital investment. Small- 
scale industries near rural areas facili
tate the movement of displaced labor in 
agriculture from the farm to the facto
ries and afford a more equitable disper
sion of the labor force by obviating the 
over-concentration of the labor force in 
the cities.

Another important role of indus
trialization in the area of labor utiliza
tion in developing countries, aside from 
absorbing surplus labor in agriculture, is 
to create job opportunities for the 
increasing labor force of a country as a 
result of population growth. This im
portant subject can of course be discus
sed only in passing.

In the same way that higher per 
capita income in the agricultural sector 
creates more demand for and consump
tion of manufactured products, the 
increase in income levels in the 
manufacturing sector chain-reacts in 
the form of more demand for and 
consequently increase in consumption 
of agricultural products. In most 
developing countries, around 50 per 
cent of the income is spent on food. On 
the basis of this observation, the 
growth of industry which medns 
additional wages and income, results 
among others, in the establishment of 
new and bigger markets for the sale of 
food and other products by agricultural 
cooperatives.

By and large, the industrial sector is 
far advanced than the agricultural 
sector in making full use of science and 
technology in the various fields of 
endeavor. The many outstanding dev



elopments in the industrial sector in 
terms of improved goods and services 
through the adoption of technological 
innovations are effective catalysts in 
inducing agricultural cooperation and 
the agricultural sector as a wrhole to 
follovif the example set by the manu
facturing sector by availing itself of 
modern technology to improve the 
posture of agriculture and agricultural 
cooperation. To the extent that the 
manufacturing sector influences the 
adoption by agricultural cooperation of 
agricultural technological advances, the 
manufacturing sector has a valid contri
bution in the modernization of agricul
tural cooperation and agriculture.

2. Area of Mutual Understanding

Hand in hand with mutual support, 
mutual understanding is an essential 
ingredient in drawing closer together 
agricultural cooperation and the manu
facturing sector. It is desirable that a 
responsive and enduring communica
tion link should be established between 
the two sectors that will allow a free 
and liberal two-way flow of informa
tion.

In the main, it appears that much 
headway has been made in creating a 
better climate of sectoral understand
ing. Where before the two sectors are 
far apart not only in distance, but also 
in thinking, today they view each other 
with more interest and concern. There 
is no doubt, however, that the efforts 
along this line have barely scratched the 
surface. Indeed, agricultural coopera
tion and industry are both rich in com
plexities that it will take some time be
fore they can sufficiently understand 
each other.

For its part, agricultural cooper
ation throughout the world has conti
nuing cooperative education and infor
mation program designed to give pro
per enlightenment to all segments of so
ciety of the principles and techniques 
of agricultural cooperation. In fact, 
promotion of cooperative education is 
considered a must in agricultural co
operation that it is indeed one of the

principles of cooperation itself. The dif
ferent countries’ cooperative education 
programs receive tremendous boost in 
various forms from international agen
cies foremost of which is the Interna
tional Cooperative Alliance (1CA).

Aside from the ICA, excellent co
operative materials are published and 
distributed by (a) International Labor 
Organization (ILO) in Geneva, Switzer
land; (b) Food and Agriculture Organi
zation (FAO) in Rome, Italy; (c) Ame
rican Institute of Cooperation (AlC)in 
Washington, D.C.; (d) Cooperative
League of the U.S.A. (CLUSA) in 
Chicago, U.S.A.; and (e) Plunkett 
Foundation for Cooperative Studies in 
London, England.

On the other hand, it is encouraging 
to note that many concerns in the ma
nufacturing sector have taken the initia
tive in taking a closer look at agricul
tural cooperation and the economic 
and social conditions in the rural areas. 
Their interest is generally centered on 
the problems and needs of the farmers. 
These studies and observations have re
sulted in their involvement, either on 
their own or as principal company 
agencies, in agricultural cooperation, in 
community development projects, and 
in other socioeconomic action pro
grams which, in general, are designed to 
improve the living conditions in the 
rural areas.

The experience of the Philippines in 
this regard is of particular interest. A 
group composed of the biggest indus
trialists in the country decided to trans
late into concrete terms their concern 
for the welfare of the farmers in the 
rural areas. They formed the Philippine 
Business for Social Progress or PBSP, 
through which they, as a group, can 
channel their assistance to the rural 
areas. Funded out of contributions of 
individual industrial firms equivalent 
to 1 per cent of their net income, the 
PBSP is now actively financing selected 
community development projects and 
is giving fruition to the desire of the 
industrial sector to contribute its share 
in creating a better economic and 
social environment for the farmers.



While assistance of this nature is largely cooperation seeks to serve,
directed to the agricultural sector in The emerging picture is a healthy
general and not particularly to agricul- indication of the growing consciousness
tural cooperatives, it is a fact that the of the sectors in welding their thinking
beneficiaries are the farmers them- and efforts into one solid cohesive
selves, the same group that agricultural force.
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CHAPTER II

THE GOVERNMENT 
AND COOPERATIVES DEVELOPMENT

The ICA and ILO declarations on the highly controversial issue o f  the  
role o f  the government in cooperatives developm ent may b e  sum m ed up: the 
government should assist and encourage but not manage and control the 
cooperatives. In this regard the government e fforts  seem  to b e  characterized  
by som e disturbing trends and tendencies which penetrate deeply into the 
very core o f  cooperative dem ocracy, the essence o f  cooperation. The delicate  
situation strongly demands the setting up o f  well defin ed  spheres o f  respon
sibility o f  the governm ent and cooperative sectors to the end that their act
ivities will not b e  at cross purposes with one another.

The development of cooperatives in 
almost all countries in the world is gover
ned by specific cooperative laws or statutes 
of the state. The United Kingdom set the 
pace in placing cooperatives development 
under the aegis of the law when the 
British Parliament enacted what is recog
nized as the first cooperative law in the 
world — the “Industrial and Provident So
cieties Act of 1852.” This was of course 
eight years after 1844, the year the first 
successful cooperative society in the world, 
the infamous Rochdale Society of Equita
ble Pioneers, was organized in Rochdale, 
England. This memorable event conse
quently earned for the United Kingdom, 
specifically England, the denotation of 
being the “cradle” of the cooperative 
movement in the world.

Since 1852, almost 5,000 cooperative 
legislations have been promulgated in dif
ferent countries in the world. Understan
dably, the cooperative statutory provisions 
vary from one country to another. This is 
because the cooperative law necessarily has 
to be attuned to a number of factors or

conditions obtaining in a country. The 
most pertinent of them may be mentioned:
(a) the type of government; (b) customs, 
traditions, history and culture; (c) kind and 
level of economy; (d) cooperative aspect of 
the goals of development; (e) the stage of 
cooperatives development; and (f) the de
gree of understanding of and belief in co
operation of the policymakers.

I. BASIC PREMISE

Under the thesis that while it is true 
that cooperatives, by their very nature as 
voluntary organizations sprout from and 
properly belong to the private or non-gov- 
emment sector of the economy, it is equal
ly true that the government has a share and 
responsibility in cooperatives development. 
Consequently, it is a conventional practice 
in developing countries to look upon a 
country’s cooperative movement as being 
composed of two sectors, namely; (a) the 
cooperative or voluntary sector and (b) the



government sector. Inasmuch as both the 
government sector and the cooperative 
sector belong to just one and the same co
operative movement, it is assumed and ex
pected that their relationship shall always 
be motivated by a common purpose.

The development of the cooperative 
movement, however, has been attended by 
clashes of opinions and views over a wide 
range of issues. One of the most controver
sial and divisive issues pertains to the 
specific role that the government should 
play in the development of cooperatives. 
This issue has perhaps sparked, and con
tinues to spark, more controversy between 
the two sectors of the movement more 
than any other.

On the part of the government sector, 
there are actually two schools of thought 
anent the issue, namely: (a) restricted or 
lim ited  governm ent involvement and
(b) unrestricted government participation. 
On the other hand, the thinking in the co
operative sector may be categorized into 
three, namely: (a) no government inter
vention whatsoever; (b) restricted govern
ment involvement; and (c) unrestricted 
government participation.

The purpose of the ensuing discussion 
is to pinpoint and establish some possible 
areas of working relationship that will serve 
as common avenues for the effective chan
neling of efforts and resources by both 
sectors.

II. GUIDING CONCEPT

A. Policy Statements

1. The ICA and ILO Declarations

The first authoritative common 
frame of reference in the involvement 
of the government in cooperatives dev
elopment was provided by the Interna
tional Cooperative Alliance (ICA) in 
the form of a declaration at an interna
tional meeting in Lucknow in 1949, to 
wit:

“The role of government in re
la tio n  to  co-operative societies 
should be one of active helpfulness,

intended to stimulate co-operative 
enterprise, to guide it and keep it 
on sound lines without either at
tempting to compel or to replace 
local initiative or self-help. Govern
ment should in addition promote 
conditions under which co-opera
tives will thrive and develop.”
On its part, the International La

bor Organization (ILO) at its General 
Conference in 1966 under Resolution 
No. 127 entitled “Cooperatives (Dev
eloping Countries) Recommendation, 
1966” came out with the following de
claration :

“ . . . governments should form
ulate and carry out a policy under 
which cooperatives receive aid and 
encouragement without effect on 
their independence. . .” and “ . . . 
each aid should not entail any 
obligations contrary to the inde
pendence or interests of coopera
tives and should be designed to en
courage rather than replace the ini
tiative and effort of the members.” 
The foregoing declarations of the 

ICA and ILO taken together constitute 
what is widely considered the ideal po
licy relative to the sectoral collabora
tion of efforts for the progressive and 
stable development of the cooperative 
endeavor. Viewed in its proper perspec
tive, the policy affirms that the govern
ment has a definite role to play in ex
tending aid, assistance and encourage
ment to cooperatives but in the process 
the government is cautioned against 
trampling upon cooperative democracy, 
the very essence of cooperation, by pre
serving at all times the autonomy and 
democratic nature of the cooperatives. 
In fine, the policy conveys a firm and 
clear message: the government should 
only assist and encourage but not 
manage and control the cooperatives.

2. Pertinent Views of Renovmed Co- 
operators

To further clarify the issues in
volved, it will perhaps do well to share 
the views of eminent cooperators.

Dr. M. Bonow, former ICA pres



ident, contended that:
“ it is absolutely essential 

that the long-term objective of 
making the cooperative movement 
an independent and autonomous 
one is kept constantly in mind. We 
would have mistaken the casket for 
the gem if we were to perpetuate an 
arrangement whereby the initia
tive and the democratic character 
o f the cooperative movement 
would be impaired.”
Dr. Bonow deduced that;

“In the ultimate analysis it is 
the vitality of the people of a coun
try  w hich determines progress. 
Legislations, especially cooperative 
legislations, should provide the 
framework with which people’s 
capacity to bring about the desired 
change is enhanced. If the net result 
of legislation is to thwart this ten
dency, I am afraid, we would have 
done more harm than good.”
On the other hand, Herbert Waters 

commented:
“ Governm ents all over the 

world recognize cooperatives not as 
ends in themselves but as a means 
of helping people to grow and 
mature, to improve their living, and 
to strengthen their freedom and 
independence.”
Concluding his commentary. Waters 

declared:
“Thus the government’s role is 

th at o f c a ta ly s t , coordinator, 
arbiter, and watch-dog to help the 
cooperatives achieve the lofty goals 
the people have set for themselves. 
The end product is not accumula
tion of learning but bringing the 
great number of neglected and for
gotten people together to become a 
genuine force in the nation’s econo
mic development.”
Another respected cooperator, Sir 

Malcolm Darling, commenting on the 
recommendations for partnership bet
ween the state and cooperatives in the 
All India Rural Credit Survey Report 
said:

“To raise an even more funda

mental question, how will self-help 
and mutual help fare with so much 
done for the members by the gov
ernment? Are they not only too 
likely to wilt or even be crushed 
under the weight of the proposed 
state structure? It is intended that 
the government should gradually 
withdraw from partnership as so
cieties gradually become more com
petent to manage their own affairs; 
but, as India knows, it is never easy 
to persuade those in authority that 
the time has come for withdrawal, 
still less easy to get employees to 
train others to take their places. 
For myself, who always felt that 
societies should eschew financial 
aid from government since govern
ment helped them in so many other 
ways, I could wish that rural credit 
societies could be left to work out 
their own solution with, however, a 
larger or better trained staff to help 
them. . . . ”

B. Cooperative D em ocracy Briefly Dis
cussed

Cooperative democracy is indeed the 
principal keyword in the participation of 
the government in the cooperatives dev
elopment program. Consequently, it is 
axiomatic that there should be a thorough 
understanding of what cooperative demo
cracy means and how it works.

In a real sense, cooperative democracy 
is a comprehensive and complex subject. It 
is certairily beyond the purview of this dis
cussion to treat the subject extensively and 
completely. It will, therefore, suffice to 
dwell merely on the most basic aspects of 
cooperative democracy.

In a paper submitted to the 24th ICA 
Congress in Hamburg in 1969, Messrs. 
Roger Kirenec and Nils Thedin postulated 
that “democracy is the very essence of 
cooperation.” Mr. A.P. Klimov of the 
U.S.S.R. bolstered this assertion by stating 
that “ . . .  if this essence ceases to exist, 
cooperation dies or is degenerated.”

In the main, the meaning of coopera
tive democracy and how it works are



spelled out in the first and second coopera
tive principles adopted by the ICA Con
gress in 1966, both of which are here 
quoted in full:

1. Membership of a co-operative 
society should be voluntary and avail
able without artificial restriction or any 
social, political or religious discrimina
tion, to all persons who can make use 
of its services and are willing to accept 
the responsibilities of membership.

2. Co-operative societies are 
democratic organizations. Their affairs 
should be administered by persons 
elected or appointed in a manner 
agreed upon by the members and ac
countable to them. Members of pri
mary societies should enjoy equal 
rights of voting (one member, one vote) 
and participation in decisions affecting 
their societies. In other than primary 
societies the administration should be 
conducted on a democratic basis in a 
suitable form.
The discussion of cooperative demo

cracy within the context of the two afore
mentioned cooperative principles will be 
centered on (a) membership participation 
and (b) democratic administration.

1. Membership Participation

The members form the principal 
cog in the machinery of cooperative 
democracy and the efficient working of 
the said cooperative democracy ma
chinery is in direct proportion to the 
members’ interest and involvement in 
the affairs of their cooperative. In this 
sense, it can be rightfully said that co
operative democracy proceeds from the 
fact that “a person who joins a co
operative should do so voluntarily in 
full exercise of his autonomy” and that 
“the association of each member with 
the cooperative continues to be his free 
will and the individual autonomy of the 
member remains unimpaired. . . . ” It is 
apparent that the autonomy of indivi
dual members is sine qua non to the 
democratic control of the cooperative 
by the members.

In the same report submitted to the

24th ICA Congress, Messrs. Kerinec and 
Thedin observed:
“a) The members must become aware, 

and to some appreciable degree,that 
the cooperative society is their 
business and that it is to their 
advantage to make full use of their 
democratic rights as members. Con
tinuous education of members is 
thus a precondition to the existence 
of cooperative as a truly democratic 
movement.

“b) The greatest possible number of 
members must be sufficiently inter
ested in their organization to ac
quire the minimum knowledge to 
read, understand and discuss the 
economic financial reports of the 
society and to assess its activities.” 
Messrs. Kerinec and Thedin fitting

ly concluded:
“Basically, the cooperative is an 

association of people. It is entirely 
possible that such an association 
could continue for a long time 
without the active participation of 
the members in the democratic 
status of the society. But in the 
long run, however, the participation 
of the members is the sole gua
rantee that it will remember its ul
timate goals and will not have an 
end in itself. As with life itself, 
democracy is a permanent creation 
and the least inattention will da
mage it. As for indifference to it, 
this attitude is fatal to it.”

2. Democratic Administration of Co
operatives

In its prefatory explanations of the 
principle of democratic administration 
or control, the 1966 ICA Commission 
on Principles took special pains to give 
a clear and concise answer to the oft- 
repeated basic question: When can it be 
said that a cooperative is being admini
stered in a democratic manner?

The reply to the question is pro
vided by the ICA Commission on Prin
ciples itself:

“The primary and dominant 
purpose of a cooperative society is



to promote the interest of its mem
bership. What the members’ inter
ests are in any given situation only 
they can determine. A cooperative 
therefore will not in the long run 
work well and prosper without 
agreed and efficient methods of 
consulting the members as a body 
and enabling them to express their 
wishes. Moreover, since it is the 
members who bring a cooperative 
into existence and whose constant 
adhesion and support keeps it alive, 
those who administer its affairs 
and, in particular, conducts its day- 
to-day business must be chosen 
directly or indirectly by the mem
bers and enjoy their confidence. It 
follows further that the administra
tors and managers are account
able to the members for their ste
wardship, report regularly in a 
business-like manner to the mem
bers’ judgement. If the members are 
not satisfied, they have the autho
rity and the power to criticize, to 
object, and in extreme cases, to 
dismiss and replace their officers 
and officials.”
In brief, democratic administration 

of a cooperative has two fundamental 
requisites:

1. There must be a two-way 
channel or flow of communication 
between the members of the coope
rative and its management and

2. The power to appoint and 
dismiss officials and employees, 
whether directly or indirectly, must 
be vested in the members.
The development of cooperative 

societies along accepted democratic 
lines demands strict adherence to the 
celebrated cooperative practice of “one 
member, one vote.” This practice pre
supposes the equal status of human 
beings that compose a cooperative 
society giving the members equal rights 
and representation in their participa
tion in the affairs of their cooperative.

Primary societies whose member
ship is made up of individual persons 
observe the “one member, one vote” 
practice without exception. However,

in the case of overhead organizations 
whose membership vary as to kind 
(individuals or associations) and as to 
size, it is recognized that it is not pos
sible to apply strictly the “one mem
ber, one vote” manner of voting. Such 
organizations administer their affairs in 
a dem ocratic manner through the 
adoption either singly or in combina
tion of the following recognized accept
able bases of representation: (a) indi
vidual associations; (b) size of mem
bership in associations: (c) amount of 
capital contribution; and (d) volume 
of transaction or patronage.

Commenting on the various prac
tices being resorted to by overhead 
organizations with regard to the man
ner of voting other than the “one mem
ber, one vote,” the 1966 ICA Commis
sion on Principles stated:

“ It does not appear, however, 
th at these departures from the 
strict rule of equality of persons 
have yet led anywhere to a distri
bution of voting power radically 
different from that which would 
have been made on a membership 
basis, and, from a practical angle 
and in the light of experience, they 
may represent a necessary or de
sirable concession for the sake of 
unity, equity or efficiency or any 
combination of these . . .

The Commission also made this 
significant observation on the need of 
giving complete autonomy to the ma
nagement of cooperative organizations:

“There is no doubt in the minds 
of the Commission that democracy 
in the management of co-operative 
organizations necessarily implies 
autonomy in the sense of inde
pendence of external control, apart 
from the obvious obligation of co
operative societies to bow to the 
same general laws as all other bus
iness undertakings and accept the 
discipline imposed by the State or 
the planning authorities. In a fully 
developed cooperative unit the



management must rest in the hands 
of the members and all decisions 
must be taken by the cooperators 
themselves, with no external in
fluence. Autonomy is therefore a 
corollary of democracy.”

III. SOME TRENDS AND TENDENCIES 
IN GOVERNMENT INVOLVEMENT 
IN C O O P E R A T IV E S DEVELOP
MENT AND THEIR IMPLICATIONS

It would seem desirable at this stage to 
bring into sharp focus some detailed ac
counts of the various ways by which the 
governm ents of some countries have 
assumed their role in cooperatives dev
elopment. For the purpose of this discus
sion, it is deemed preferable to cite in gene
ral the experiences of the Asian countries 
without referring to any particular country.

The discussion is segmented into two 
specific areas: (a) area of cooperative legis
lation including policy formulation and
(b) area of program implementation.

A. Area o f  Cooperative Legislation, In
cluding Policy Formulation

1. Promulgation of More Stringent 
Cooperative Laws
It is the general consensus that 

there is an unmistakable tendency in 
most developing countries to promul
gate more stringent and rigid coopera
tiv e  laws and for governments to 
assume broader and broader powers of 
regulation and control of cooperatives.

In this regard, Mr. P. Weeraman, a 
noted  cooperative leader from Sri 
Lanka, eloquently contended:

“Laws which vest the final deci
sion in regard to certain financial 
and administrative matters in a gov
ernment official and give powers to 
the government official to nomi
nate directors and supersede boards

of management, may, even impose 
by-laws on the cooperatives, nulli
fying the very principles of coope
ration, the presence of government 
officials as the executives of the so
ciety, all these tend to create inat
tention and indifference to the 
ideal of cooperative society. The 
legal limitations imposed on co
operative democracy are under
stood by the common man to be 
correct as the law is generally as
sumed to be correct. The inattent
ion and indifference to cooperative 
principles shown by the law itself 
and by those whose function it is to 
be promoters and advisers of the 
movement, but who actually ma
nage and control it, must surely 
permeate among the cooperators 
and even more among the public at 
large, in countries where the move
ment has been fostered by the gov
ernment. This indifference all stems 
from the failure of the government 
to recognize that fostering the co
operative movement means promot
ing democratic institutions based 
on Cooperative Principles.” 
Weeraman contended further that: 

“Governments often lay down 
rules on matters that should be 
dealt with by the members them
selves. To legislate to ensure the 
observance of cooperative prin
ciples is one thing but to lay down 
internal disciplines by law is an
other. Even provisions which are 
per se healthy for a cooperative so
cie ty ’s internal management be
comes regimentation when they are 
laid down from above. When they 
are adopted by the members of 
their own free will, as their by-laws 
or working rules, they become in
ternal disciplines of great moral 
value. Such internal disciplines re
sult in material benefits as well, and 
so, ‘by a single notion cooperation 
raises the people’s standards mater
ially as well as morally. If it failed 
in its moral task, it would also fail 
in its economic one’ (Fauquet). 
When internal disciplines are laid



down by the law of the land or any 
outside authority, they offend 
against the autonomy of the mem
bers and of the society. As has been 
pointed out, this autonomy is a co
rollary of cooperative democracy.” 
In fine, this trend, which is alarm

ing indeed, tends to reduce instead of 
increase the room for the unimpeded 
development of cooperatives as autono- 
m ous and independent democratic 
institutions. In addition, it abets in
stead of rectifies, the existing harmful 
misconception that cooperatives are 
government institutions or agencies, 
which actually they are not.

2. Planning and Organizing from Top 
to Bottom

The foreword to the Indian edition 
of the R eport  of the 1966 ICA Com
mission on Principles maintained that 
in the developing countries, the mem
bers of most cooperatives “are like the 
passengers of a train using it only when 
it becomes necessary to do so for their 
own individual purposes; the running of 
the train is not their business. This is 
what must inevitably happen when 
planning and organizing come from the 
top. No movement can grow from the 
top downward; least to the coopera
tive movement, for voluntary member
ship and democratic control are of the 
essence of the cooperative system.”

Government planners in most dev
eloping countries have of late exhibited 
keen interest and enthusiasm in giving 
cooperatives prominent and important 
roles in the government programs of 
development. It is hastily added, how
ever, and this is actually the burden of 
the discussion, that as a general rule 
they work out cooperative plans and 
programs within the narrow confines 
and convenience of their offices — a 
typical case of planning from the top. 
Complacent and confident in their 
belief that they know the needs and 
problems of the cooperatives better 
than the members of the cooperatives 
themselves, most government planners 
usually go about their task without the

benefit or even a semblance of consul
tation with the cooperative sector. 
Such a government-initiated coopera
tives program, observations in many 
developing countries show, aside from 
being understandably grandiose and 
optimistic, are inclined to take into 
consideration only the potentialities of 
cooperatives to the exclusion of their 
possible limitations.

This is not to say, however, that the 
planning of the cooperatives develop
ment programs from top to bottom 
is completely devoid of attendant bene
fits. The development programs of the 
government are a tacit recognition of 
cooperatives as vital and viable institu
tions for socioeconomic uplift. In the 
second place, such government-spon
sored programs normally provide a 
package of financial and technical sup
port that the government is in essence 
committed to channel to the coopera
tives.

On the other hand, at least two 
adverse implications of planning and 
organizing the cooperatives program 
from the top may be cited. Firstly, it is 
the consensus that the initiative of the 
members to develop their cooperative 
into a self-reliant and independent or
ganization is vitiated and severely dam
pened when the cooperatives program 
is made at the top and merely handed 
down to them for implementation. It is 
but fair and logical that the members 
should be consulted and made to parti
cipate in the framing of a plan that con
cerns them most and which can only 
succeed with their full support and co
operation. Secondly, planning and or
ganizing from the top spawns confusion 
on the question of ownership of the 
cooperatives, particularly those over
head organizations which are actually 
creations of the government and are 
therefore for all intents and purposes 
government agencies. Such miscon
ception in the minds of the cooperative 
members on the real identity of coope
ratives is unhealthy and is bound to 
retard the growth and development of 
cooperatives.



B. Area o f  Program Im plem entation

1. Setting of Unrealistic Target Objec
tives in Government-initiated Co
operatives Program

Government planners are known to 
have developed a high degree of pro
pensity in setting up too ambitious and 
unrealistic target objectives in coopera
tives program in their desire that said 
cooperatives program will make a dra
matic impact on the public in general. 
A common feature of cooperatives pro
gram is the usual quantification of 
target objectives using as standard cri
teria: (a) number of cooperatives organ
ized; (b) amount of capitalization;
(c) number of members; (d) amount of 
loans granted; (e) volume of business; 
(f) geographical coverage; and (g) fre
quency of training of officials and em
ployees. Being too ambitious and con
sequently off-target, the objectives set 
forth soon appear quite hard if not im
possible to attain. The attendant time 
pressure to reach the set goals then 
opens the floodgates for shortcut or 
crash program schemes, resulting inva
riably in the complete derailment of 
the program. Records of a long list of 
cooperatives which went out of exist
ence as fast as they were organized are 
eloquent testimonies of failures to ob
serve the fundamental tenet that co
operatives development is and must 
necessarily be a slow and gradual pro
cess.

2. Appointment of Cooperative 
Directors and Cooperative Mana
gers

In practically all developing coun
tr ie s , the government’s cooperative 
office is empowered to nominate the 
directors of the boards of directors as 
well as to appoint cooperative ma
nagers. One of the government-nomi
nated directors invariably becomes the 
chairman of the board. This practice is 
considered the most glaring example of 
the pronounced tendency of the gov
ernment to control the cooperatives. 
This almost standard practice is parti

cularly prevalent in the case of over
head organizations especially during the 
initial stage of their operations.

The justifications usually advanced 
for this arrangement are (a) the govern
ment nominees and appointees are in a 
position to extend management ex
pertise and experience which coopera
tives utterly lack and (b) the govern
ment nominees and appointees can 
effectively supervise the disposition of 
the financial exposure of the govern
ment in a cooperative.

While at first glance, the practice 
seems to be logical and sound, there is 
preponderant thinking that it needs to 
be fully reexamined in the light of its 
disturbing implications on the very 
essence of cooperative democracy. For 
example, it is contended that for the 
government to nominate the members 
of the boards of directors alone is tan
tamount to its assumption of complete 
control. This becomes even more com
plete in cases where the cooperative 
managers are appointed by the govern
ment. Under such a situation, since the 
cooperatives are for all intents and pur
poses under the control of the govern
ment, the opinion becomes persistent 
that it will just be placing things in pro
per order if such cooperatives are con
verted into government agencies or, 
that what should have been organized 
are purely government agencies with 
provision for gradual conversion into 
cooperatives. The government, in this 
particular case, will actually be doing a 
great service to the cooperative move
ment if the camouflage of those co
operatives be removed so that their true 
and real identity will be revealed.

The late Indian Prime Minister 
Jawaharlal Nehru came out with the 
following strong-worded observation in 
this regard :

“ . . . nothing can be more fatal 
than government control, which is 
the embrace of death and I want to 
emphasize that there is no doubt 
about it. . . I will repeat, I will go 
on repeating, I dislike the associa
tion of government in cooperation



except as an agency helping raise 
funds, etc. . . It is really a way of 
life, and a way of life which is cer
tainly not a capitalistic way of life 
and which is not a hundred percent 
socialist though it is much nearer 
socialism than the other.”
With regard to the assertion that 

the government nominees or appointees 
will be able to impart to the coopera
tives much needed management know
how and experience, there is a long list 
of cooperators who hold a contradic
tory view. They are quick to point out 
that the government itself has a severe 
scarcity of such resources and has never 
been known to be ever a prolific source 
of them. In fact, in many instances, it 
has been observed that the officials 
who come from the cooperatives them
selves are bet ar prepared to tackle 
their jobs than those coming from the 
government.

On the discharge of the function of 
“watch-dog” of government funds in
fused in cooperatives, there is a strong 
belief that closer supervision of coope
ratives will serve the purpose of check
ing the proper use of government funds 
and is indeed perhaps a better alterna
tive to the appointment of government 
officials in the management of coopera
tives.

It is interesting to note that even 
the ICA Commission on Principles of 
1966 expressed its own reservation on 
the subject arrangement:

“But if governments provide or 
guarantee large loans or take out 
large holdings of share capital they 
will insist on checking the use 
which is made of public money and 
as satisfying themselves that proper 
technical advice is being taken and 
due financial prudence exercised. 
Government may therefore ask that 
its representatives shall sit on boards 
of management for a time, not with 
power to veto, but to make sure 
that the aid provided is utihzed in 
the way in which it was originally 
intended. The important considera
tion is that the government repre

sentative shall not continue to sit a 
day longer than is necessary. The 
more successful a cooperative is, 
the more likely are the members to 
conceive the ambition of regaining 
independence of government super
vision and work to achieve it .”

3. Purchase of Share Capital

Some governments resort to the 
practice of extending financial assist
ance to cooperatives by purchasing 
share capital. In such a case, the govern
ment is usually allocated seats in the 
board of directors of the cooperative 
concerned, invariably that of chairman 
of the board.

These complementary moves of the 
government are open to suspicion. It is 
felt that the government buys shares of 
stocks of a cooperative only as a means 
to justify and render more acceptable 
its real motive of being represented in 
the board of directors.

In brief, the government extends 
financial assistance to cooperatives in 
two general forms, namely: (a) as loans 
and (b) as capital investment. A specific 
type of relationship between the gov
ernm ent and the cooperative then 
emerges depending on the form of 
financial assistance extended. Financial 
assistance in the form of loans gives rise 
to a creditor-debtor relationship which 
actually treats the government and the 
cooperative as two separate and inde
pendent institutions. On the other 
hand, when the financial assistance is 
used to purchase share capital, the re
sulting relationship is one of stockhold
er of the cooperative. In which case, 
there is a fusion of the interests of the 
government and that of the coopera
tive. Premised on the assumption that 
the appointment of government repre
sentatives in the board of directors is 
more likely to be looked upon as a fair 
proposition, it would be logical to 
assume, therefore, that the government 
will be more inclined to consider the 
purchase of share capital as a better and 
preferable scheme than the extension 
of financial assistance in the form of 
loans.



For purposes of clarity, discussion 
should therefore be focused on two 
issues: (a) qualification of the govern
ment for membership in a cooperative 
and (b) propriety of vesting the govern
ment the right to appoint cooperative 
directors, particularly the chairman of 
the board. For purposes of a meaning
ful assessment and evaluation of the 
issues, it should be necessary to treat 
them within the context of the coop
erative principles on membership and 
democratic administration or control.

Referring to the cooperative princi
ple on membership, it should be em
phasized that membership in a coopera
tive is open “ to all persons who can 
make use of its services and are willing 
to accept the responsibilities of mem
bership.” When the government buys 
shares of stock of a cooperative, it be
comes ipso fac to  a member of that co
operative. As a matter of practice, the 
requirement that a member-applicant 
should purchase at least one share of 
stock of the cooperative is actually con
tingent upon meeting the first two 
basic requisites for membership: firstly, 
that the member-applicant can make 
use of the services of the cooperative 
and, secondly, that he is willing to 
accept or assume the responsibilities of 
membership. When the government is 
therefore allowed to purchase share 
capital of a cooperative, making it an 
ipso facto  member of the cooperative, 
it is assumed that the government can 
make use of the services of the coopera
tive as well as accept the responsibilities 
relative to membership. Otherwise, if 
the government is not in a position to 
comply with these, then its eligibility 
for membership is in question.

In this regard, it will be realized 
that while the government can easily 
claim that it is willing and prepared to 
assume the responsibilities that go with 
membership in a cooperative, its eligibi
lity for membership based on whether 
or not it is in a position to support the 
services of the cooperative poses more 
of a problem, and is vulnerable to ques
tion. This is because while the willing
ness to accept the responsibilities of

membership is a matter of attitude, 
the issue of whether or not it has a 
need for the services of the coopera
tive is a question of facts.

It should however be emphasized at 
this juncture that the usual blanket alle
gation that governments are not eligible 
for membership m cooperatives since 
they definitely cannot use the services 
of the cooperatives appear not to tally 
with facts. To cite a few examples, the 
government can possibly utilize the 
marketing services of cooperatives in 
the distribution of essenti^ products. 
Likewise, the government can avail of 
the services of consumers’ cooperatives 
in the sale and distribution of prime 
commodities. It is therefore out of 
focus with the real facts to make a 
sweeping and massive allegation that 
the governments are not in a position 
to use the services of cooperatives and 
are therefore not eligible for member
ship therein.

There are of course valid observa
tions that in some instances some gov
ernments have no use for the services of 
cooperatives from which they managed 
to purchase share capital. It is in such 
instances where it can be said that there 
is an open and flagrant violation of the 
cooperative principle of membership. 
Under the situation, the cooperatives 
involved lose their character as demo
cratic institutions and are converted in 
fact into mere government fixtures or 
agencies.

The second issue, that is, on the 
propriety of giving the government the 
right to appoint cooperative officials 
or employees, is considered more com
plex and delicate and falls back square
ly on the cooperative principle of 
democratic administration or control. 
The logic of the government in this 
particular issue is developed along the 
following lines: that the government 
owns interest in the cooperative in the 
form of share capital; that it is incum
bent on the government to protect its 
said interest in the cooperative; and 
that in order to be able to effectively 
protect its interest, the government 
should be represented in the board of



directors and the hired management, 
and finally the government should have 
the right to name a man of its own 
choice to assume said positions.

Outspoken critics come out with 
the interesting and very relevant obser
vation that the said logic of the govern
ment is untenable and a classic case of a 
wrong conclusion based on an equally 
wrong premise. The bone of contention 
is that from the standpoint of coopera
tive democracy, the ownership by the 
government of shares of stock of a co
operative should not carry with it the 
right to appoint cooperative officials 
and employees. As a member of a co
operative, the government, it is conten
ded, should enjoy the same rights as the 
other members with respect to the elec
tion of cooperative directors. And more 
to the point, it is imperative that the 
government should be the first one to 
bow to and observe the rules and re
gulations of the cooperative and should 
be the last one to aspire for a favored 
treatment. In essence, the exercise by 
the government to appoint cooperative 
director as well as cooperative managers 
is apt to foment discrimination and 
draw a wedge in the membership in the 
process creating two classes of members 
in the cooperative: a first or special 
class to which the government belongs 
and a second class of members to which 
all other members are categorized. Co
operative democracy certainly does not 
contemplate the adoption of a double 
standard of membership in. a coopera
tive thereby creating more than one 
class of membership. But rather it 
stands solid for an association of hu
man beings enjoying equal rights.

Furthermore, for the government, 
especially if it has no use for the ser
vices of a cooperative, to back up the 
use of right to appoint cooperative 
directors and cooperative managers 
merely on the basis of the purchase of 
share capital is for it to argue against 
the fundamental concept of the dual 
role of the members as owners and 
users of the cooperative. It would in 
effect place the interest of a member- 
user subservient to that of a mere

member-owner. On the other hand, at
tempts to justify such an arrangement 
by citing the substantial holdings of the 
government in a cooperative is not 
valid. To do so, wUl only expose its 
lack of understanding and appreciation 
of the basic fact that in a cooperative 
the power of control should reside in 
the members as individuals on the basis 
of who they are and not on what they 
have.

4. Utilizing Cooperatives for Special
Government Programs

Many governments utilize coopera
tives as principal implementing agencies 
of special programs in the nature of 
price support, subsidies, distribution of 
controlled items, and the like. In fact, 
some governments are known to go 
even to the extent of organizing 
cooperatives for the sole purpose of 
carrying out such government special 
projects.

Some serious implications of this 
arrangement arising out of the peculiar 
nature of the government’s special pro
grams result. In the first place, the said 
projects, except possibly for a few, are 
not cooperative in nature in the sense 
that they are not intended to serve only 
the members of the cooperative but the 
public in general. Consequently, a new 
orientation which is completely dif
ferent from that of a cooperative is 
introduced. In the second place, the 
very nature of said projects, as is well 
recognized, usually offers vast oppor
tunities for the commission of irre
gularities.

Another serious implication, this 
time arising out of the cooperative’s 
desire to take advantage of the tremen
dous income-producing potentialities of 
a project, is that the said motivation is 
bound to change the posture of a 
cooperative from that of service- 
oriented to a profit-oriented organiza
tion. This tendency is of course capable 
of Creating more complications of 
equally serious proportions in instances 
where cooperatives are organized solely 
for that purpose. For one, the coopera-



tives are organized not out of the needs 
of the members as should be the case 
but that of the government. For an
other, such cooperative, as has been 
previously stressed, will in all likelihood 
be branded as a government agency.

To escape being exposed to such 
serious problems with all their harmful 
implications, some cooperatives wisely 
see to it that such government pro
grams are cooperative in nature and are 
not prone to irregular transactions 
Otherwise, they refrain from partici 
paling in the special government pro 
grams even if it means losing the oppor 
tunity to generate more income foi 
their cooperatives.

IV. DISTRIBUTION OF SPHERES OF 
RESPON SIBILITIES: A SUGGEST
ED PATTERN OF APPROACH

Thus far, several pertinent facts emerge 
out prominently in the discussions. The 
first involves the establishment of the basic 
premise that government aid and assistance 
are necessary in the development of coope
ratives into viable socioeconomic vehicles 
of service. The second spells out the main 
guiding concept under which said govern
ment efforts should be channeled to the 
cooperatives with particular emphasis on 
the need to preserve at all times the work
ings of cooperative democracy. The third 
impresses on some apparently controversial 
practices which most governments have 
resorted to in carrying out their mission of 
assistance to the cooperatives.

The sectoral delineation of responsibili
ties in accordance with the suggested pat
tern of approach is outlined as follows:

A. Exclusive Areas o f  Responsibility o f  
the Government Sector

1. General Scope

Cooperative legislation, regulation 
and supervision.

2. Specific Activities
This involves:

(a) proper enforcement of co
operative laws and regulations;

(b) close supervision of coope
ratives to ensure that they operate 
in accordance with their articles of 
incorporation and bylaws and 
within the context of cooperative 
principles;

(c) registration and liquidation 
of cooperatives;

(d) audi t ing of  cooperative 
transactions; and

(e) prosecution of erring coope
rative officials and employees.

B. Exclusive Areas o f  Responsibility o f  
the Cooperative Sector

1. General Scope
Organizat ion,  management and 

operation of cooperatives.

2. Specific Activities

This includes:
(a) framing and adoption of 

art icles  of incorporation
and bylaws;

(b) election of officials;
(c) appointment of employees;
(d) management of business 

operations; and
(e) disposition of savings or sur 

puls.

C. Areas o f  Responsibility o f  Both Gov
ernment and Cooperative Sector

1. General Scope
Covers all other pertinent phases or 

aspects of cooperatives development 
with each sector assuming varying 
degrees of responsibility.

2. Specific Activities 
This deals on:

(a) financing;
(b) cooperative education and 

information;



(c) training of officials and em- Understandably, the foregoing suggest-
ployees; ed guide is outlined in broad and general

, ,, . . r X , ■ , , terms as well as limited to the most essen-
(d) provision for technical and ^.tivities. However, it is firm enough to

management services; and sufficient bases for the proper iden-
(e) formulation of policies and tification and orchestration of the various

programs on cooperatives develop- forms of involvement of the government in
ment. cooperatives development.
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CHAPTER III

COOPERATIVE MANAGEMENT 
AND ORGANIZATION POLICIES 

AND PROCEDURES

The validity o f  the supposition that the proper organization o f  a co op e
rative is a condition precedent fo r  its sound management is thoroughly re
exam ined from  the viewpoint o f  the practitioners o f  cooperative manage
ment. Experience clearly shows that the initial activities o f  the management 
o f  cooperatives are invariably directed toward the rectification o f  organ
izational defects. Som e basic organization policies and practices are flashed  
back: fa) proper understanding o f  the cooperative principles; (b )  strict ad
herence to the “bottom -u p ” m ethod  o f  organizing cooperatives; and ( c) right 
choice o f  the type o f  cooperative corporation.

I. CLOSE TIE-UP BETWEEN ORGAN
IZATION AND MANAGEMENT

A fundamental assumption in coopera
tion is that its proper organization is a basic 
requisite to its sound management. In other 
words, proper organization is sine qua non 
to sound management. And conversely 
stated, the assumption is that in order that 
a cooperative may be managed successfully, 
it is necessary that the cooperative must in 
the first place be organized in strict confor
mity with the firmly established and ac
cepted policies and procedures.

It is felt, however, that this link be
tween the proper organization of a coop
erative, on the one hand, and its sound 
management, on the other, should be 
thoroughly discussed and reexamined this 
time from the standpoint of the active 
practitioners of the management of coop
eratives. This is because the management of

a cooperative stands to feel the initial ad
verse impact and experiences the greatest 
difficulty in rectifying the ill-effects of an 
improperly organized cooperative.

A point that should be reemphasized in 
this regard is that the members play a 
major role in the management of a coopera
tive.

A very relevant fact therefore emerges 
at this juncture — that is, the management 
of a cooperative is not only created by the 
members but perhaps more important, the 
kind or quality of the management d f  a 
cooperative is determined by the members. 
This direct and positive relationship be
tween the quality of the members, on the 
one hand, and the quality of management, 
on the other, can be better visualized if 
viewed under two contrasting situations. In 
the case for example of a fully enlightened 
membership, the chances are they will elect 
among themselves qualified and competent 
members of the board of directors who in



turn can be expected to appoint also quali
fied and competent employees. On the 
other hand, take the case of a not fully 
enlightened membership. In all likelihood, 
they  will elect among themselves un
qualified and incompetent members of the 
board of directors who in turn will most 
likely appoint employees who are likewise 
unqualified and incompetent. Thus the 
whole complexion of the management of a 
cooperative, that is, whether it will be 
strong or weak is clearly reflective of and 
depends on the quality of the membership.

However, it is not enough that the 
members should be prepared and condi
tioned into becoming active and devoted 
owners as well as users of their cooperative. 
In addition there should be a suitable or
ganizational framework that will give 
proper direction and thereby maximize the 
combined thinking and efforts of all con
cerned . This is another element that should 
be present in any cooperative that will 
make way for' its sound management.

From the very start therefore the ef
forts of the management of a cooperative 
are normally diffused on two distinct and 
separate fronts, any of which is a man-sized 
job, namely: (a) the rectification or cor
rection of organizational deficiencies and
(b) the performance of business activities. 
What is particularly disturbing and rather 
unfair or unjustified about the whole thing 
is that while the performance of the bus
iness activities of a cooperative is really the 
principal job and responsibility of the 
management, the rectification of whatever 
shortcomings there are in the organization
al phase is a job that usually consumes the 
greater portion of the time and efforts of 
the management.

Against such a background, certain 
basic guidelines for a more effective organ
ization of cooperative are presented and 
discussed. In the main, the discussion will 
touch on the following basic guidelines for 
the organization of cooperatives; (a) proper 
understanding of the cooperative prin
ciples; (b) strict adherence to the “ bottom- 
up” method of organizing cooperatives; 
and (c) right choice of the type of coopera
tive corporation.

II. BASIC GUIDELINES FOR THE 
ORGANIZATION OF COOPERA- 
T I V E S :  P R O P E R  U N D E R 
STANDING OF THE COOPERA
TIVE PRINCIPLES

The cooperative principles constitute 
the sohd foundations of cooperation. Shed 
off the principles, cooperation is not co
operation.

To date, the most important docu
ments in the evolution of cooperative prin
ciples are (a) the 1844 “ Laws and Objects” 
of the Rochdale Society of Equitable Pion
eers; (b) the 1937 formulated cooperative 
principles of the ICA; and (c) the 1966 
reformulated cooperative principles of the 
ICA.

The “Laws and Objects” which re
presents the first set of written cooperative 
principles in the history of cooperation was 
fathered and handed down to the coopera
tive world by the infamous Rochdale So
ciety of Equitable Pioneers in 1844. The 
text of the “Laws and Objects” which also 
includes extracts of amendments made and 
registered on 7 August 1845 is presented in 
full in Appendix A.

The ICA came out with its first version 
of the cooperative principles in 1937. In its 
Congress held in Paris during said year, the 
ICA formulated the following cooperative 
principles:

A. Primary Principles
1. Open membership
2. Democratic control
3. Dividends on patronage
4. Limited return on capital

B. Secondary Principles
5. Political and religious neutrality
6. Cash trading
7. Promotion of education

However, in order that cooperation can 
keep up with its dynamic nature in the 
wake of the fast changing world, the ICA 
decided to reexamine the cooperative prin
ciples it formulated in 1937. This effort 
culminated in Vienna in 1966 when the 
ICA Congress then convened approved the 
reformulated set of cooperative principles



as recommended by the institution’s Com
mission on Cooperative Principles.

The following discussion of the cooper
ative principles is centered on the 1966 ICA 
reformulated principles which are the ones 
currently being used universally. They are 
six and their areas of concern are: (a) mem
bership; (b) democratic administration;
(c) interest on share capital; (d) disposal 
of savings or surplus; (e) education; and
(f) inter-cooperative cooperation.

A. M embership Principle

1. Statement of Principle
The membership principle is quoted 

in full as follows:
Membership of a co-operative 

society should be voluntary and 
available without artificial restric
tion or any social, political or re
ligious discrimination, to all persons 
who can make use of its services 
and are willing to accept the res
ponsibilities of membership.

2. DiFcussion of Principle
It is by no mere coincidence that 

the first principle should deal on mem
bership. A basic characteristic of a co
operative is that it is organized, owned, 
managed and controlled by those who 
will actually use its services. Thus the 
members constitute the principal figure 
and represent the most important sect
or in a cooperative. It is therefore but 
appropriate that the principle on mem
bership should head the list of coopera
tive principles.

The membership principle, it will 
be realized, has particular reference to 
tw o vital  aspects of membership, 
namely: (a) nature of membership and
(b) acceptance of membership.
a. Nature o f  m em bership

The principle is emphatic that 
membership of a cooperative should be 
voluntary. This means that the decision 
to join a cooperative should be made 
by the potential member himself and 
no other. It is considered necessary that 
a potential member should join a co

operative on his own volition and free 
will or accord since such an action 
presupposes full understanding of and 
belief in cooperation. One who was just 
forced or compelled to become a mem
ber of a cooperative naturally cannot 
be expected to give his wholehearted 
support and loyalty to the cooperative. 
Without membership support, no co
operative can possibly attain its object
ives.

It is pertinent to stress that in no 
other organization has voluntariness 
been practiced more consistently and in 
the highest form than in cooperatives. 
For that reason, voluntariness has be
come a veritable by-word in and an 
indelible hallmark of cooperation that 
the term “voluntary” has been attached 
to the movement itself, thus the con
notation voluntary movement for the 
cooperative movement. In like manner, 
the cooperative sector is often referred 
to as the voluntary sector.
b. Requisites fo r  membership

The principle fully clarifies the 
meaning of and philosophy behind the 
so-called membership. It will be noted 
that while the principle seeks to remove 
such impediment for membership as 
“artificial restriction or any social, poli
tical or religious discrimination,” it 
makes membership contingent on strict 
compliance with two requisites or con
ditions, specifically, a potential mem
ber should (a) be able to make use of 
the services of the cooperative and
(b) be willing to accept the responsibili
ties of membership. Although the two 
aforementioned conditions set forth for 
membership can be interpreted to 
imply that membership of a coope
rative is not completely open, the said 
conditions are actually built-in provi
sions for the setting up of two ingre
dients which are essential for strong 
membership support, namely: (a) a 
community of interest in the member
ship with the availment of services as 
the common denominator and (b) un
qualified acceptance of the membership 
of their duties and responsibilities.

In this regard and viewed in its 
proper perspective, the membership



principle aims to forestall any possible 
misconception or abuse of the term 
“ open membership” as cooperatives 
were, wittingly or unwittingly, inclined 
to do so in the past by interpreting it 
literally. The complete omission of the 
term “ open” is precisely intended to 
foster the principle’s correct and uni
form interpretation.

3. Implications of the Principle

It is evident that the principle sets 
forth the democratic character of the 
cooperative and underscores the need 
of drawing into its fold as large a mem
bership as possible. Under this premise, 
certain significant social and business 
implications of the membership prin
ciple come to the fore.
a. Enables large number o f  p eop le  to

put up their own business organ
ization
It paves the way for a large number 

of people particularly those in the low- 
income group, propelled with a com
mon bond of interest, to engage in 
business in the dual capacity of owners 
of their organization or member-owners 
as well as users of its services or mem- 
ber-users.
b. M akes possible accumulation o f

capital
Ordinarily laboring under the hand

icap of limited financial resources, in
dividually, the members of a coopera
tive can afford to contribute only a 
meager amount to the capitalization of 
their cooperative. The smallness of the 
amount of capital contributions of the 
individual members is, however, ba
lanced by the large number of mem
bers. A large membership, therefore, 
makes possible the accumulation of 
capital out of the small capital contri
butions of the individual members.

c. Builds up big volume o f  business
It insures the building up of a 

substantial volume of business, thus 
enabling the members to take ad
vantage of the actual working of two 
economic theories whose effectiveness

is associated with and, in fact, is pro
portionate to the volume of busi
ness, namely: (a) bargaining power 
and (b) economies of scale.

B. D em ocratic Administration Principle

1. Statement of Principle

As constructed, the democratic 
administration principle reads in full 
thus:

Co-operative societies are demo
cratic organizations. Their affairs 
should be administered by persons 
elected or appointed in a manner 
agreed by the members and ac
countable to them. Members of 
primary societies should enjoy 
equal rights of voting (one member, 
one vote) and participation in de
cisions affecting their societies. In 
other than primary societies the 
administration should be conducted 
on a democratic basis in a suitable 
form.

2. Discussion of Principle

The principle which in the main 
highlights the primacy of cooperative 
members bestowed with equal rights 
focuses attention to three points of 
extreme interest: (a) nature of organi
zation; (b) administration of affairs; 
and (c) membership control,
a. Nature o f  organization

While the membership principle 
substantially indicated and established 
the democratic nature of a cooperative, 
this pushes the point even further by 
stat ing categorically that the co
operative is a democratic organization. 
As such, it is an association of people 
which fully recognizes the primacy of 
individuals not on the basis of what 
they have but rather on the basis of 
what they are. In other words, 
cooperation elevates man as an indivi
dual and bestows on him the dignity, 
rights and honor that he fully deserves. 
A cooperative is, therefore, an organiza
tion where the poor are placed on equal 
footing with the rich.



This is not to say, however, that the 
rich have no place in a cooperative. Or 
to put it in another way, that 
cooperatives are only for the poor to 
the exclusion of the rich. Certainly, 
cooperatives cannot and should not 
stand on such a fallacious and un
healthy proposition.

The truth of the matter is that 
every individual, regardless of station in 
life, can, in more ways than one, con
tribute to the growth and development 
of a cooperative as well as derive 
benefits from it. The point being 
stressed is that a cooperative is one 
organization which, because of its 
orientation and nature of operations, is 
particularly suited to serve the needs 
and interests of the low-income group 
better than that of the well-heeled. 
Thus, the poor have tremendously a lot 
more to gain than the rich in 
membership in a cooperative. But 
again, the point cannot be overemphas
ized that cooperation, on the one hand, 
and the moneyed people, on the other, 
are not anathema to one another. 
Although more of the rule than the 
exception, there are better placed 
people who have at heart the best 
interest and welfare of the needy. 
There may, therefore, be instances 
when cooperatives can avail themselves 
to the maximum not only the financial 
capability of the rich sector but more 
appropriately of its decidedly more 
superior and advanced management 
expertise. The realization of such a 
harmonious working relationship bet
ween the two sectors can indeed usher 
in a glorious era in the annals of coop
eration.
b. Administration o f  affairs

The principle is explicit that in the 
administration of the affairs of a co
operative the members have the power 
to determine (a) who should adminis
ter the affairs of the cooperative and
(b) how  they should be placed in office. 
This broad power granted to the mem
bers which is in the very realm of ad
ministration and management should at 
best be viewed as another concrete

attestation of the supreme role of the 
members in a cooperative in accordance 
with its democratic nature.

In actual practice, the setting up or 
structuring of the management organ
ization system follows a more or less 
definite pattern in all types of business 
corporations such as the cooperative. 
The two basic sequential steps involve:
(a) the election of members of the 
board of directors and (b) the appoint
ment by the board of directors of the 
general manager and his staff, otherwise 
known as hired management. Inci
dentally, this direct, continuous and 
active participation of the members in 
the management of a cooperative gives 
rise to what is recognized as a three- 
component structure in its management 
with the members representing the first 
component, the board of directors 
the second component, and the hired 
management the third component. 
Under this scheme, the basic authority 
to administer the affairs of a coopera
tive is specifically vested in the board 
of directors which is directly account
able to the members. The said autho
rity comes from the members of the 
cooperative themselves and is embodied 
in the cooperative’s articles of incor
poration and bylaws. It may be cited, 
however, that in some countries, this 
authority, which is provided by the 
members, supports and complements in 
particular a similar authority expressly 
provided in the pertinent cooperative 
law of a country.

It can be deduced from the fore
going that the subject principle is 
actually placed into practical use in co
operatives. It will be realized in this 
regard that inasmuch as the administra
tion of the affairs of a cooperative is 
vested in the board of directors and 
inasmuch as the board of directors is 
elected by the members, in the final 
analysis it can justifiably be claimed 
that the members actually have the first 
and last say on who will administer the 
affairs of their cooperative as well as 
how they will be elected or appointed, 
appointed.

The full implication of this prin



ciple will not, however, come into bold 
relief unless the responsibility that goes 
with the authority of the members in 
this regard is also highlighted. Definite
ly, it is the height of injudiciousness for 
the members to simply exercise their 
authority without assuming the corres
ponding responsibility attached to the 
said authority. The specific burden of 
this discussion is that if the members 
have the authority and power to:
(a) place m office officials of their par
ticular choice or preference and (b) de
termine the manner the said officials 
should be placed in office, then it is the 
inescapable responsibility of the mem
bers to: (a) exercise due diligence and 
wise judgement in placing at the helm 
of their cooperative officials who will 
more than prove equal to the task and
(b) harness the services of officials in a 
manner that is tempered with fairness 
and justice in close keeping with the 
democratic character of a cooperative.

c. M embership control
Perhaps no other practice in co

operation can equal, much less surpass, 
the popularity of the “one member, 
one vote” practice. Although a mecha
nism intended principally to support 
and preserve democratic control in a 
cooperative, the “one member, one 
vote” practice has been closely identi
fied with, erstwhile a veritable trade
mark of, cooperation that there are 
obvious tendencies to elevate it to the 
category of the cooperative principle of 
democratic administration itself.

The subject principle, it will be ob
served, attempts to view the “one-mem
ber, one vote^’ practice in a more ap
propriate perspective specifically as a 
basic support practice for democratic 
control itself, when it made a dis
tinction between the exercise of demo
crat i c  control in primary societies 
whose members are individuals and 
federated societies whose members are 
associations, to wit:

. Members of primary so
cieties should enjoy equal rights of 
voting (one member, one vote) and 
participation in decisions affecting

their societies. In other than pri
mary societies the administration
should be conducted on a demo
cratic basis in a suitable form.”

It is patently clear that the “one 
member, one vote” practice can be 
applied effectively and without any 
problem in the case of primary so
cieties whose members are individuals 
or natural persons. However, the said 
practice cannot be strictly applied in 
those societies, more particularly the 
federated type, whose members are 
associations or juridical persons. As 
suggested in the principle, democratic 
control in such societies should be 
carried out through some other demo
cratic practice. One such practice is the 
so-called representative voting whereby 
for purposes of equitable represent
ation, different brackets of membership 
for the member-cooperatives are set 
with specific inclusive ranges of number 
of members. Each bracket is then allo
cated a specific number of votes. For 
example, a first membership bracket of 
up to 100 members may be allocated 
one vote, a second membership bracket 
of from 101 to 250 members may be 
given two votes, and so on.

It ought to be stressed, however, 
that regardless of the type or kind of 
society, that is, whether primary or 
non-primary, it is the essence of the 
principle that the democratic control 
should be (a) placed in the hands of the 
member-patrons or member-users and
(b) based on membership.

It is fundamental in a cooperative 
that it should be managed and con
trolled by those members who are 
actually using its services. Thus, there 
should be a clear distinction between 
member-owners and member-users. The 
plairi member-owners who are not using 
or patronizing the services of the co
operative have for all intents and pur
poses, forfeited their right to manage 
and control the cooperative. On the 
other hand, those members who are 
availing themselves of the services of 
the cooperative have all the right to 
manage and control it.



The two more effective devices or 
mechanisms that can be adopted to 
achieve democratic control of a 
cooperative by the member-users are
(a) patronage voting and (b) revolving 
fund capital plan. In patronage voting, 
additional votes are given to the mem
bers based on the volume of business 
transacted by the members. This is in 
accordance with a preset or predeter
mined schedule of number of votes. 
Patronage votes, it is stressed, are act
ually incentive votes intended to 
encourage the members to increase 
their patron^e of the services of their 
cooperative. On the other hand, the 
revolving fund capital plan is a finan
cing scheme that is unique to coopera
tives, one of the significant features of 
which is that the ownership and control 
of a cooperative is held by those 
members who continuously contribute 
to the revolving equity fund which is 
formed out of funds generated from 
their use of the services of their coope
rative. The revolving fund capital plan 
is discussed in detail in Chapter IV .

3. Implications of the Principle
A number of implications of the 

principle deserve to be emphasized, to 
wit:
a. Affirm s the dem ocratic nature and

purposes o f  a cooperative
The administration and control of 

the affairs of a cooperative are placed 
in the hands of the members themselves 
with each member in a primary society 
having voting rights on the basis of 
“one member, one vote.” In other 
words in a cooperative, it is the man 
and not the money that votes. The 
principle also implies that the manage
ment control of the affairs of a coop
erative should be placed in the hands of 
those members who are actually using 
the services of their cooperative, other
wise known as the member-users.
b. Underscores the need fo r  the m em 

bers to be fully conscious o f  their
duties and responsibilities
The practically complete and ab

solute authority given to the members 
to manage and control the affairs of

their cooperative in turn offers a stir
ring challenge to them to accept and 
assume the duties and responsibilities 
that go with such authority.
c. Stresses the necessity fo r  an equ it

able representation o f  the m em bers 
in secondary societies
The principle counsels secondary 

societies to carry out the administra
tion of their affairs in a manner where
by their member-associations can in 
turn represent the interest of their 
individual members in an equitable 
manner in order that the democratic 
nature of their cooperative may be 
properly preserved.

C. Interest on Share Capital Principle

1. Statement of Principle

Quoted in full is the limited interest 
on share capital principle:

Share capital should only re
ceive a strictly limited rate of 
interest, if any.

2. Discussion of Principle

This is the shortest of the prin
ciples. And precisely because it is short, 
the principle, particularly the rationale 
or philosophy behind it, has to be ex
plained at length.
a. D efinition o f  “Share Capital” and 

“Lim ited In terest”
Initially there should be a full 

understanding of the key phrases in the 
principle, namely: (a) share capital and
(b) limited interest. Share capital, ac
cording to the more acceptable de
finition, is the contribution of the 
members to the permanent capitaliza
tion of a cooperative. In the case of a 
stock corporation, the purchases by the 
members’ of shares of stock represent 
the members share capital. In a non
stock corporation, however, the contri
bution of the members to the capital 
account of the corporation partakes of 
share capital.

On the other hand, as its name sug
gests, limited interest implies that there



is a ceiling on the rate of interest. The 
ceiling or maximum rate of interest, in 
the case of cooperatives, is normally 
prescribed by the government coopera
tive agency and is usually lower than 
the going rate of interest on capital. As 
contemplated in the principle, the 
range of the subject interest on share 
capital is from zero or nil to the maxi
mum rate fixed by the government 
agency concerned. A cooperative has 
the option to declare any rate of in
terest within such a range using the 
amount of savings realized as indicated 
in the cooperative’s year-end audited 
financial statement as the major deter
mining factor.

b. Rationale o f  principle
With such a clarification of termi

nologies, the stage is perhaps set for the 
discussion of the rationale behind this 
principle. For a better appreciation and 
understanding of the said rationale, it is 
felt that the basic role of capital in a 
business enterprise must first be re
examined. The area of investigation 
may be centered on the two general 
kinds of business corporations, the 
ordinary corporation, on the one hand, 
and the cooperative corporation, on the 
other hand, with particular reference to 
the need  fo r  and purpose of capital in 
each kind of corporation.

Both being business organizations, 
an ordinary corporation and a coopera
tive corporation need capital. Other
wise, they will not be able to operate. 
Capital is something that a business 
organization cannot do without. And in 
both cases, they suffer from such pro
blems as lack of adequate and cheap 
source of credit and financing as well as 
lack of financial management expertise.

The similarity between the two 
kinds of corporation insofar as finan
cing is concerned abruptly ends on the 
next point, that is, on the purpose of 
capital. In an ordinary corporation, 
capital is looked upon as an investment 
to make profit. This is understandable 
since the stockholders which supply the 
capital, on the one hand, and the

customers who use the goods and 
services, on the other, are in the main, 
separate and distinct groups. The 
compensation or benefit that the 
stockholders expect to receive from 
their risk capital has only one possible 
source -  the profit of their corpora
tion -  since, as earlier stated, they do 
not actually use the goods or services of 
their corporation. Under the situation, 
it is just but proper and fair that certain 
benefits should accrue to the stock
holders, in this particular case, in the 
form of profit.

The situation, however, in a coope
rative corporation is a real study in con
trast. This is because in a cooperative 
corporation, capital is merely used as a 
tool to cater goods or services to the 
members who are actually the owners 
and suppliers of capital. In a coopera
tive corporation, therefore, the mem
bers perform a dual role — that of 
m em ber-ow ners and member-users. 
And since the paramount objective of a 
cooperative corporation is to serve the 
needs of its members, the service moti
vation takes priority over that of profit. 
As owners and suppliers of capital, the 
members expect to reap more benefits 
from the use of the services of their 
cooperative than from the use of their 
capital. Consequently, the members 
must be prepared to provide capital to 
their cooperative under an arrangement 
whereby their share capital will receive 
just a hmited rate of interest as prov
ided for in the subject principle.

3. Implications of the Principle
This principle which upholds the 

fact that in a cooperative corporation 
the well-defined role of capital is to 
serve as a tool or instrument to provide 
the services that the members need and 
therefore such capital contributed by 
the members should earn limited rate 
of interest only, has a number of signi
ficant and far-reaching effects and im
plications.
a. A ffirm s the service orientation o f  a

cooperative
The principle places into sharper



focus the fact that service and not pro
fit is the principal motivation of a 
cooperative. It is extremely imperative 
that this basic orientation should sink 
deep in the minds and guide the actua
tions of the members, officials and em
ployees of a cooperative.
b. Forestalls speculation on capital

contribution
The operation of the principle com

pletely removes the element of specula
tion on the capital contribution of the 
members. Under this scheme, for ex
ample, purchases of shares of stock 
cannot be considered as an investment 
opportunity because of the limited 
interest earnings of share capital. The 
fact is also underscored that a coopera
tive is an association of people and not 
of capital.
c. Provides cheap capital

The principle enables the coopera
tive to have access to and actually use 
capital which commands only a nomi
nal rate of interest. The availment of 
such cheap capital is an advantage that 
the management of a cooperative 
enjoys.
d. E m p h a s iz e s  the importance o f

sound financial management
The principle is bound to create 

some problems or difficulties in en
couraging the members to increase their 
capital contribution in the coopera
tive mainly because of the limited in
terest condition. The possible assump
tion by the members of such a luke
warm attitude in this regard is truly 
understandable and an expected natural 
initial reaction. Various measures such 
as the waging of relevant education and 
information programs are of course at 
the full discretion and command of the 
management of a cooperative to count
eract tendencies of the like. It is incum
bent on the management, however, to 
initiate, hand in hand with such per
suasive drives, a sound program of 
financial management so that the ca
pital resources, limited as they are, can 
be used in the most effective and ef
ficient manner. This is a stirring mes

sage which the principle conveys which 
should be properly heeded and not 
overlooked.

e. Underscores further the need o f
sound general management
The principle suggests that the para

mount concern of the management of a 
cooperative is to operate at the highest 
possible level of efficiency in order, 
among others, to boost the capital con
tributions of the members out of the 
savings from operations and also from 
funds which may be generated out of 
the operations like retains in the case of 
m arketing cooperatives. This is of 
course an indirect but truly effective 
way of raising capital which can pos
sib ly  counteract any difficulty in 
raising direct capital contribution. The 
principle indeed supplies one of the 
m any compelling reasons why the 
management of a cooperative should at 
all times operate at a high gear of effi
ciency.
f. In c r e a s e s  amount available for

patronage refund

In allocating the net savings or 
surplus, the schedule of which is ex
pressly stipulated in a cooperative’s 
bylaws, it is standard practice to first 
set aside funds for reserves and for 
other specific purposes. The remaining 
balance is then allocated for (a) interest 
on share capital and (b) patronage re
fund. In this regard, as a matter of po
licy, the interest on share capital enjoys 
priority in allocation over that of patro
nage refund. It will therefore be rea
lized that the amount that will be allo
cated for patronage refund depends 
entirely on the amount that will be 
earmarked for interest on share capital. 
Without the benefit of the subject 
principle, a situation may arise when 
even the entire balance of the net 
savings allocated for interest on share 
capital and patronage refund may not 
even be sufficient to cover payment of 
the interest on share capital which, as 
earlier stated, has a prior claim on the 
said allocation. The subject principle 
comes in as a safeguard to ensure that



not only a certain amount is left for 
patronage refund but, more important, 
that the amount set aside for patronage 
refund is always larger than that for 
interest on share capital in line with the 
conventional practice in cooperatives of 
giving premium to patronage refund 
over that of capital. In actual practice 
the board of directors has the option to 
decide how much interest shall be de
clared on the share capital subject only 
to the regulation prescribed by the gov
ernment agency concerned.
g. Minimizes concentration o f  wealth

The subject principle suggests fully 
and is in complete compatibility with 
one of the ultimate objectives of co
operatives of effecting an equitable dis
tribution of wealth. The net effect of 
the operation of the principle under 
discussion is that capital receives a 
smaller share of the savings of a coope
rative. Thus, the principle systema
tic a lly  regulates the possible con
centration of wealth to those with large 
capital contributions in the coopera
tive. Instead, a more equitable distri
bution of wealth is made possible by 
plowing back to the members more of 
the savings of the cooperative based on 
patronage and not on capital.

D. Disposal o f  Savings Principle

1. Statement of Principle

The disposal of savings-principle is 
stated as follows:

Surplus or savings, if any, aris
ing out of the operations of a so
ciety belong to the members of that 
society and should be distributed in 
such manner as would avoid one 
member gaining at the expense of 
others.

This may be done by decision 
of the members as follows:
(a) By provision for development 

of the business of the Co-opera
tive;

(b) By provision of common serv
ices; or.

(c) By distribution among the 
members in proportion to their 
transactions with the Society.

2. Discussion of Principle

It is evident that this principle 
draws even a larger wedge, particularly 
in point of orientation, between an 
ordinary corporation, on the one hand, 
and a cooperative corporation on the 
other. Through this principle, the co
operatives establish themselves firmly 
as service-oriented organizations. In the 
process, cooperatives opted to drop the 
term “profits” and adopted instead the 
terms “savings” or “surplus” which are 
considered more appropriate and com
patible with the nature of their opera
tions.

The discussion of the principle is 
hereby developed in the light of two 
interrelated issues: (a) ownership and 
nature of savings and (b) basic guiding 
philosophy for and manner of distri
bution of savings.
a. Ownership and nature o f  saving

The question of ownership of the 
savings is a well-settled issue in the prin
ciple. The statement is very firm that 
the savings belong to the members of 
the cooperative. The matter of owner
ship of the savings is, however, only one 
side of the pertinent issue; it is because 
the nature of the savings should also be 
well defined. Certainly, the nature of 
the savings is a critical factor to be con
sidered in the disposition of the savings 
particularly in the identification of the 
rightful claimants thereto. Although it 
may be granted that this matter is clear
ly implied in the principle, still it is be
lieved that full understanding and com
prehension of the principle itself is 
largely anchored on a definite establish
ment of the nature of the savings.

In attempting to shed full light on 
the matter, it is probably safe to as
sume that considering the operations of 
a cooperative, the savings are definitely 
off-shoots or products of the patronage 
of the services of the cooperative by 
the members. And proceeding from this 
accepted fact, it is possible not only to



make the general statement that the 
savings belong to the members of the 
cooperative but more important and 
pertinent is a supporting statement that 
the claims of the members on the 
ownership of the savings is based on 
their capacity as users or patrons of the 
services and not merely as owners of 
the cooperative. To be more specific, 
the basic premise in this regard is that 
the savings of a cooperative belong to 
the members who used its services or 
the so-called member-users and not to 
the mere member-owners who did not 
use the services of the cooperative. A 
clear distinction is therefore now made 
between the two usual kinds of mem
bers in a cooperative — the member- 
users and the members-owners. And 
pursuing now the matter to its logical 
conclusion, it can be said that since the 
savings of a cooperative are owned by 
th e  member-users, the said savings 
should be distributed to the member- 
users in proportion to their use of its 
services as spelled out in the principle 
in question.
b. Basic guiding ph ilosophy and the

manner o f  disposition o f  savings
The principle took special effort to 

put forth in clear terms the basic philo
sophy which should govern the distri
bution of savings, that is, the savings 
“should be distributed in such a man
ner as would avoid one member gaining 
at the expense of others.” This norm of 
conduct which epitomizes to the hilt 
the democratic nature and purposes of 
cooperatives is the common thread that 
runs through and puts into line all 
aspects of the subject principle. It is 
therefore not surprising that the subject 
principle is invariably referred to as the 
“economic justice” principle.

In order that the pertinent portion 
of the subject principle with regard to 
the disposition of savings may be inter
preted and discussed in its proper pers
pective, it will be taken up under the 
following headings: (a) general manner 
of allocating savings; (b) salient features 
of the scheme; and (c) general formulae 
for the distribution of patronage 
refund.

(1) General maimer of allocating savings
The principle states that the savings 

may be distributed in three ways, to 
wit:
(a) By provision for development of 

the business of the Co-operative;
(b) By provision of common services; 

or,
(c) By distribution among the members 

in proportion to their transactions 
with the Society.
In the implementation of the first 

two aforecited manner of distributing 
savings, the reserves which are usually 
set up in cooperatives for various pur
poses may be cited as examples of prov
isions for the development of the bus
iness of the cooperative. On the other 
hand, the funds allocated for various 
activities involved in cooperative educa
tion, information and training are 
actually provisions for common ser
vices.

The third prescribed manner of dis
tributing savings, that is, by “distribu
tion among the members in proportion 
to their transactions with the Society” 
is the best known and most widely 
practiced of them all. Actually it is the 
subject referred to in most cooperative 
circles as “patronage refund.”

Some quarters of course have raised 
a question on the indiscriminate and 
all-embracing use of the term “patron
age refund” on a point of technicality. 
They claim that a distinction has to be 
made on the use of “patronage refund” 
and “patronage dividend.” Their posi
tion is that the term “patronage re
fund” should be used more appro
priately in the case of those coopera
tives, such as consumers cooperatives, 
which in the course of their operations 
must perforce charge their members 
more than the actual cost of the goods 
or services. Thus it will just be proper 
for such cooperatives to refund to their 
members the excess amounts they were 
charged under the proper term of 
“patronage refund.”

As to the use of the term “patron
age dividend,” they advanced that the



said term should be properly used in 
the case of those cooperatives, such as 
marketing cooperatives, which derive 
savings by selling the products of their 
members at a price higher than the li
quidation price earlier committed or 
paid to the members. The difference 
between the liquidation price to the 
members and the selling price to the 
consumers, according to them, partakes 
of savings that should be returned back 
to  th e  members under the term 
“patronage dividend.” At any rate the 
prevalent tendency or practice is to use 
th e  terms “patronage refund” and 
“patronage dividend” interchangeably 
in all types of cooperatives without any 
particular distinction.

(2) Pertinent features of the scheme of 
disposition of savings

T he scheme of distribution of 
savings as enunciated in the subject 
principle has three pertinent features:
(a) it is subject to the approval of the 
members and contained in the coopera
tive’s by laws; (b) there is no fixed 
pattern as to the manner of its distri
bution and the corresponding alloca
tion thereof; and (c) not all the savings 
are returned to the members.
(a) The distribution o f  savings is sub

jec t  to  the approval o f  the m em bers 
and is specifically provided in the 
cooperatives' bylaws
The principle expressly provides 

t hat the manner of disposition of 
savings, an important matter as it is, 
should be subject to the approval of the 
members in accordance with the demo
cratic nature of a cooperative. The 
general guidelines are set by the mem
bers and their decision in this rega»'  ̂ is 
normally stipulated in the bylaws of a 
cooperative.
(b) There is no fix ed  pattern on  the  

manner o f  disposition o f  savings as 
well as on  the allocation th ereo f
The principle merely outlines the 

basic guidelines which cooperatives can 
take into account in considering the 
manner of disposition of savings. In

other words, there is no fixed or pres
cribed pattern on the manner of dispo
sition of savings nor on the allocation 
of savings for each. The members are 
actually free to exercise their discretion 
on the matter.

There is, however, one pertinent 
observation that can be made on this 
specific provision, that is, the lack of 
particular reference to the interest on 
share capital which normally is alloc
ated from the savings.
(c) Not all the savings are returned

back to the m em bers
Even a cursory exEimination of the 

princip le itself should conclusively 
show that not all the savings are distri
buted to the members. The truth of the 
matter is that the provision for the 
development of the business of the co
operatives as well as the provision for 
common services are what we call as 
cooperative funds against which the in
dividual members have no claim. Act
ually the members are recipients of 
only the limited interest on share ca
pital and/or patronage refund, the 
payment of which is even sometimes 
deferred.

This point is emphasized because of 
the common observation that in justify
ing their contention that a cooperative 
is a non-profit organization, some 
quarters usually claim that all the 
savings of a cooperative are distributed 
back to the members thus making a 
cooperative a real non-profit enter
prise. As has been stressed, not all the 
savings of a cooperative are plowed 
back to the members and so the afore
mentioned claim of some quarters is 
entirely groundless and without basis in 
fact whatsoever.

(3) General formulae for the distribu
tion of patronage refund

There are two general formulae cur
rently being used for the distribution of 
patronage refund:

Formula 1 
TPR 
TVB

X MVB = MPR



Formula 2 
MVB X TPR = MPR
TVB 

Where
TVB = Total volume of bus

iness
MVB = Volume of business 

contributed by the 
member

TPR = Total amount alloca
ted for patronage re
fund distribution

MPR = Amount of patron
age refund due the 
member

Of the two formulae, the first is 
believed more practical and convenient 
to use since the first process, speci
fically TPR divided by TVB, results in a 
constant factor. This constant factor 
can be used in computing the patronage 
refund due to each member by simply 
multiplying the volume of business con
tributed by each member by the said 
constant factor.

An illustration of the mechanics of 
allocating and distributing patronage re
fund is shown in Appendix B.

3. Implications of the Principle
T he m ore im p o rtan t implica

tions of the subject principle are briefly 
discussed hereunder:

a. Installs service and not p ro fit as the 
principal m otivation fo r  coopera
tives
Through this principle, the service 

motivation completely replaces the pro
fit motivation as the focal point in the 
sphere of activities of cooperatives. 
Also through the mechanism of the dis
tr ib u tio n  of savings, the principle 
enables cooperatives to render service 
at cost.

b. Gives full benefits o f  membership 
to the member-users

The principle demonstrates fully to 
the members the practical value of

patronizing the services of a coopera
tive. In the process, a clear distinction 
is made between the member-users, on 
the one hand, and the member-owners, 
on the other. A comparison of the 
benefits received by the two kinds of 
members is tabulated hereunder:

KINDS OF 
MEMBERS

POSSIBLE BEN EFITS

Services
Patronage

Refund Interest

Member-owners

Member-users

None

Yes

None

Yes

Yes

Yes

There are actually three forms of 
concrete benefits a member can pos
sibly receive from a cooperative. The 
said benefits, arranged in the order 
of their preference, are (a) services; 
(b) patronage refund; and (c) interest 
on share capital. On the other hand, as 
pointed out a number of occasions 
earlier, there are two distinct kinds of 
members in a cooperative, the so-called 
member-owners or those members who 
do not use the services of the coopera
tive and the so-called member-users or 
those who actually use the services of 
the cooperative.

The table shows that the member- 
owners can possibly receive only one 
form of benefit, the interest on share 
capital which is considered the last 
priority benefit that a member can pos
sibly receive. On the other hand, the 
member-users can possibly receive all 
the three benefits as indicated.

c. E m p h a s iz e s  f in a n c ia l  stability 
through strong reserves

By allocating portion of the savings 
for reserves, the principle imprints the 
important role of reserves in placing the 
financing of a cooperative on a firm 
and stable basis. Reserves are of course



set up for specific purposes.

d. A ffirm s com pletely the dem ocratic 
nature and purposes o f  cooperatives
A substantial portion of the savings 

of a cooperative is distributed to the 
members on the basis of patronage and 
not on capital contribution. This clear 
departure from the usual method of 
distributing savings accentuates the 
democratic nature and purposes of co
operatives to the full Hmit. And if it 
may be pointed out again, this principle 
once more impresses upon the fact that 
cooperatives are associations of people 
and not of capital.

E. Education Principle

1. Statement of Principle

As formulated, the education prin
ciple reads as follows;

A ll co -op erativ e  societies 
should make provision for the edu
cation of their members, officers, 
and employees and of the general 
public, in the principles and techni
ques of Co-operation, both econo
mic and democratic.

2. Discussion of the Principle

Anchored on the basic proposition 
th at understanding precedes coope
ration, the principle asserts the fact 
that education is an integral part o f co
operation. For indeed education is 
fundamental to all stages of develop
ment of cooperation. It is for this 
reason that education has consistently 
been included in all versions of the co
operative principles starting with the 
first set, the “ Laws and Objects ” 
which was worked out and handed 
down by the Rochdale Pioneers. It is 
also for this reason that pre-mem
bership education is a basic require
ment for membership in a cooperative.

The discussion of the principle 
will focus on the following points;
(a) general education plan and pro
gram, including the financing thereof;
(b) target sectors; and (c) areas of 
concentration.

a. General education plan and p ro 
gram, including the financing there
o f
According to the principle, “All co

operative societies should make provi
sion for the education. . . .” This is 
indeed a firm and definite statement 
not only of the recognition of the need 
for education in cooperation but also 
of the “must” status of education. This 
means that a cooperative is obliged to 
have a cooperative education program.

Three basic propositions thrust out 
prominently in the formulation of res
ponsive plans and programs for educa
tion: (a) education is an area of respon
sibility of the voluntary or cooperative 
sector; (b) education must be a con
tinuous and long-range program; and
(c) specific and adequate funds should 
be provided for education.

(1) Education is the main responsibility 
of the voluntary or cooperative 
sector
At the outset, it has to be admitted 

that education is an activity that pro
perly belongs to and consequently is 
best spearheaded by the cooperative 
sector and not by the government sect
or. This follows the general over
powering rationale that the cooperative 
sector and no other is in the best posi
tion to determine and decide what is 
best for it. This very basic consider
ation, it will be observed, is often over
looked mainly because of the usually 
big scope and magnitude, particularly 
in terms of financing, of cooperative 
ed u catio n . Cooperatives, therefore, 
have a tendency to play second fiddle 
to the government cooperative adminis
tering agency in this regard. This is of 
cou rse something which invariably 
works to the detriment of the coopera
tive sector in the long run as the think
ing and inclination of the two sectors 
may not exactly run along parallel 
lines. And so it is imperative that the 
cooperative sector should always assert 
itself in the formulation and imple
m entation of education plans and 
programs and should, under no circum
stances, surrender this vital prerogative



to the government sector. Certainly, a 
practical arrangement can be worked 
out between the two sectors whereby 
the cooperative sector will have a large 
say in cooperative education as a whole 
although most of the funds may come 
from the government sector.

(2) Education must be a continuous
and long-range program
Actually, the principle contem

plates continuous education within the 
framework of a long-range program for 
all ages, groups or sectors. In fact it is 
an extremely desirable practice to in
tegrate cooperative education in all le
vels of a country’s educational system, 
from the primary, secondary and col
lege up to adult education levels. In this 
way, there will be a total exposure of 
cooperation in all age brackets. As it is, 
the only education program that most 
countries in developing countries can 
possibly claim as being on a continuing 
basis, if at all, is that which is con
fined to the cooperative sector only.

(3) Specific and adequate funds should
be provided for education

It behooves upon a cooperative to 
set aside funds specifically for educa
tion in adequate amounts. In this re
gard, it is a customary practice for 
cooperatives to allocate a certain fixed 
percentage of its net savings for the 
purpose. It has to be recognized, 
however, that education is relatively an 
expensive process. Consequently, ex
perience shows that the amount of 
funds that cooperatives are able to raise 
is usually inadequate to support an ef
fective ^ucation program. Under the 
situation, that is as a means of solving 
in a way this dilemma, cooperatives 
usually find it practical to consolidate 
the meager funds that they have avail
able for use in a common education 
program usually under the aegis of an 
overhead organization. In actual prac
tice, however, even such an arrange
ment does not usually solve the pro
blem of financing that besets the coop
erative. And so the government usually

enters the picture and provides various 
forms of financial as well as technical 
assistance in different aspects of co
operative education and training. In 
such a case, for all intents and pur
poses, cooperative education becomes a 
joint responsibility of the cooperative 
and government sectors. There is of 
course nothing wrong with such a set 
up. In fact in most cases it is more of 
necessity provided, of course, that as 
pointed out earlier, the cooperative 
sector to which the responsibility for 
cooperative education properly belongs 
is given its rightful share in the drawdng 
out and subsequent implementation of 
the education plans and programs.

It is indeed pertinent to state in this 
regard that, in the main, cooperative 
education in practically all developing 
countries suffers noticeably from two 
interrelated problems: (a) ineffective 
education plans and programs and
(b) inadequate funds. A common obser
vation is that there is almost a complete 
lack of a realistic and coordinated pro
gram of cooperative education in the 
countries both in the cooperative and 
government sectors principally because 
of the usual absence of a general pro
gram of education. The cooperative sec
tor, usually on a cooperative-to-coope- 
rative basis adopts a cooperative edu
cation program that does not dovetail 
with that of the government sector and 
vice versa. Under the situation, it is not 
hard to perceive that this disorganized 
state of the plans and programs of edu
cation is a major factor that further 
aggravates the already serious problem 
of limited education funds. For indeed, 
the said funds allotted for education, 
already limited as they are, can defini
tely generate more concrete and com
mendable outputs if only used to sup
port a more effective cooperative edu
cation scheme. It may be added in this 
regard that the gross lack of competent 
cooperative trainors as well as the great 
d earth  of authoritative cooperative 
materials are serious problems by any 
standard. They may therefore be direct
ly linked with the general unsatis
factory state of affairs.



b. Target sectors
The principle categorically states 

that cooperative education should be di
rected to two specific sectors (a) mem
bers, officials and employees of a co
operative and (b) the public in gene
ral. It can therefore be seen that the 
coverage of cooperative education is so 
wide that it includes both those within 
and Without the cooperative endeavor. 
The logical inference here is that coope
ration is an undertaking that requires 
for its complete success the support 
and assistance not only of those within 
its folds but also of the general public. 
This required condition leads credence 
to the fact that a cooperative is an asso
ciation of people whose activities are 
intended by and large to affect the 
general welfare and interest of the 
greater number, if not all, of the people 
in a community. It is therefore impe
rative that a favorable climate for 
cooperation should be created in all the 
sectors in a community in order that 
cooperation may be able to generate 
and receive the needed boost for its 
success.
c. Areas o f  concentration

The principle is very specific on 
the areas of concentration of coop
erative education. These are: (a) prin
ciples of cooperation and (b) techni
ques of cooperation. This implies that 
coop erativ e  education should en
compass all aspects of cooperation both 
theoretical and practical. The emphasis 
of education is of course dependent on 
the specific target groups or sectors, for 
which reason, various education and 
training programs have to be designed. 
For example, the membership as well as 
the public are expected to be given 
more exposure to cooperative prin
ciples, opportunities and limitations of 
cooperation, and duties and respon
sibilities of membership. On the other 
hand, the officials and employees are 
bound to receive, for the most part, 
education and training on management 
technology and techniques.

3. Implications of the Principle
The principle has some significant

and far-reaching implications, to wit:
a. Renders imperative the setting up 

o f funds fo r education which is a 
non-business activity

Since it is mandatory for a coope
rative to undertake education work, it 
is incumbent for it to provide funds as 
adequately as possible for the purpose. 
As stressed earlier, a fixed percentage 
of the net savings, as a matter of prac
tice, is allocated for education and this 
is expressly provided for in the bylaws 
of a cooperative.

It will be realized in this regard that 
a cooperative is a business organization 
which has to provide funds for educa
tion which is certainly a non-business 
activity. This is of course in line with 
the accepted and valid theory that 
while it is true that education is a non
business activity, it is nonetheless es
sential to the success of the business 
activities of the cooperative. This is 
actually a new dimension that is added 
to the financial management of a co
operative.
b. Stresses the need to form ulate a 

realistic education and training p ro 
gram

It is imperative for cooperatives to 
formulate a realistic education and 
training program taking full stock of 
such factors as (a) the degree or state of 
understanding of cooperation by the 
membership and the public in general;
(b) the management capability of the 
cooperative officials and employees;
(c) amount of funds available for edu
cation; and (d) nature and scope of the 
general program of education. Such 
education program, it need not be over
emphasized, should be on a continuing 
basis under a long-range proposition.
c. Develops a m ore enlightened and 

therefore m ore responsive m em ber
ship
The incorporation of education in 

cooperation is designed to make the 
membership more knowledgeable and 
better enlightened on the various as
pects of cooperation especially on its 
philosophy, principles and duties and



responsibilities of membership. Only 
from such kind of members who are 
conversant on the what, why and how 
of cooperation and who understand 
and accept their duties and responsibili
ties can a cooperative expect to receive 
maximum loyalty and support.
d. Broadens the know ledge and sharp

ens the skills o f  officials and em 
ployees on the effective manage
m ent o f  the cooperative
The exposure of the cooperative 

officials and employees to appropriate 
education and training programs will 
place the management of a cooperative 
in competent and capable hands who 
are fully aware and willing to perform 
their duties and responsibihties. Like
wise, they will have adequate working 
knowledge of the cooperative principles 
as well as the business management 
principles. The proper application of 
both principles will be a crucial deter
mining factor in determining whether 
or not a cooperative will be a real suc
cess.
e. Creates a favorable climate fo r the 

developm ent o f  cooperation in the 
community
The chances of success of a coope

rative is further bolstered with the 
inception of education on a commu
nity-wide scale. Being more in the 
nature of a community project, a co
operative requires for its total success 
the complete support and cooperation 
of all sectors in the community.
f. Underscores the econom ic and d e

mocratic ideals and values o f  coope
ration
A very important aspect of educa

tion is that it can adequately highlight 
and demonstrate the economic and 
democratic posture of cooperation. 
Proper information is relayed on the 
possibilities and opportunities as well as 
the limitations of cooperation as an 
effective organization in pushing up the 
economic and social status. It should 
also be noted that cooperation is an ex
cellent training ground for the under
standing and practice of democratic 
ideals and values. The value of a co

operative as a viable economic and 
dem ocratic institution is therefore 
accentuated to the fullest to thereby 
elevate the dignity of man and make 
him a better and more responsible 
member of society.

F. Inter-cooperative Cooperation Principle

1. Statement of Principle
A full statement of the inter

cooperative principle is presented here
under;

All co-operative organizations 
in order to best serve the interests 
of their members and their com
munities should actively co-operate 
in every practical way with other 
co-operatives at local, national and 
international levels.

2. Discussion of Principle
The principle actually proceeds 

from the fact that cooperatives consti
tute a movement and a system. In a 
nutshell, the cooperative movement is a 
deliberate program to unify the efforts 
particularly of the low-income groups 
with well-defined social and economic 
objectives and aspirations. It uses co
operatives, systematically developed 
into an integrated system, as the basic 
institutional reform mechanism for the 
attainment of progress and prosperity 
and of freedom and dignity. It is 
apparent therefore that cooperation 
involves the pooling of efforts not only 
of individuals but, in a larger sense, of 
the associations of such individuals. 
Viewed in this light, it is fundamental 
th a t cooperatives of various levels 
should cooperate with one another; 
otherwise, if each will act in isolation, 
there will not be any cooperative move
ment to speak of.

A general discussion of the purpose 
and nature of inter-cooperative coop
eration will first be made after which 
the implications of the principle will be 
presented.
a. Purpose o f  inter-cooperative coope

ration
The principle is very clear on the



point that the move for inter-coope
rative cooperation of the cooperatives 
should be geared at serving the best 
interest of (a) their members and
(b) their communities. This is an af
firmation of the fact that a cooperative 
has a farther-reaching motivation than 
merely serving and promoting the wel
fare and interest of its membership. In 
a larger sense, that is a major factor in 
changing or improving the socio
economic complexion of the com
munity. In this regard, a cooperative 
should properly be looked upon and 
treated not as an undertaking of the 
membership alone but of the entire 
community. It therefore deserves the 
support and cooperation of all.

b. Basic features of inter-cooperative
cooperation
The nature of inter-cooperative 

cooperation ŵ ill be discussed briefly 
in the light of (a) areas of coopera
tion; (b) forms of cooperation; and
(c) levels of cooperation.

(1) Areas of cooperation

Based on their activities, coopera
tion among cooperatives may be pur
sued along either or both of two gene
ral areas, namely: (a) business activities 
and (b) non-business activities. In
cidentally, the non-business activities 
are more often referred to in coopera
tives as “union” activities. In this re
gard, cooperation may be initiated 
along such business activities as market
ing, supply, credit and the Uke. On the 
other hand, cooperatives may mutually 
assist each other in such non-business 
or union activities as education, extens
ion and research. And finally, coope
ratives may effect a tie-up in both bus
iness and non-business activities.

(2) Schemes of cooperation

In the main, mutual understanding 
and cooperation among cooperatives 
may be effected through either or both 
of two conventional schemes, namely:
(a) membership and (b) linkage of 
activities. The scheme of membership 
which is definitely the more effective

of the two, is best exemplified in the 
very popular pyramidal pattern of co
operatives development.

Under a three-tiered system, for ex
ample, cooperatives in the local level 
are members of cooperatives in the pro
vincial or regional level and the pro
vincial or regional cooperatives, in turn, 
are members of cooperatives in the 
national level.

On the other hand, in instances 
where there are constraints in member
ship in other cooperatives or simply for 
practical reasons of expediency, co
operatives usually institute cooperative- 
to-cooperative coordination of activi
ties through a scheme of linkage of 
activities or services. For example, an 
arrangement may be worked out bet
ween an agricultural marketing coop
erative, on the one hand, and an agri
cultural credit cooperative, on the 
other, whereby the agricultural market
ing cooperative undertakes to collect 
whatever loans are granted to its mem
bers by the agricultural credit coopera
tive. The scheme involves the deduct
ion of the amount of loans from the 
sales p roceed s o f the products 
m arketed  through the agricultural 
marketing cooperative by the member- 
borrowers concerned. Incidentally, this 
linkage of credit and marketing is 
generally recommended and is actually 
commonly practiced by agricultural 
cooperatives in developing countries.

(3) Levels of cooperation

The principle states that coopera
tives “ . . . should actively co-operate in 
every practical way with other co-oper
atives at local, national and internation
al level.” This blueprint for worldwide 
cooperation is currently being observed 
and implemented in various designs by 
practically all cooperative movements 
in developing countries. In the interna
tional cooperative picture, the scene is 
of course dominated by the Interna
tional Cooperative Alliance or ICA. The 
ICA actually provides the vital rallying 
platform for the unification of the



thinking and efforts of all national co
operative movements in the world.

3. Implications of the Principle
There are two noteworthy implica

tions of the workings of this principle 
that may be cited, to wit:

a. Focuses the inherent nature and
characteristic o f  cooperation  as a
m ovem ent and a system

Through this principle, the inherent 
nature and characteristic of coopera
tion as a movement and as a system is 
completely unveiled. As a worldwide 
movement, cooperatives have a special 
place for all peoples and nations. Its 
strength and effectiveness, in fact, its 
ultimate success, hinges on the massive 
cohesiveness of cooperatives in serving 
the needs of peoples working toward 
the attainment of identical objectives 
within the framework of cooperative 
principles. All the cooperatives consti
tute the movement. It is therefore in
cumbent on each and every cooperative 
to actively cooperate, complement and 
reinforce the others. In fact, to para
phrase a proverbial saying, the coopera
tive movement will only be a strong as 
the weakest cooperatives.

b. Underscores the need fo r  coopera
tives to ad op t e ffectiv e  strategies 
fo r  grow th and developm ent

The application of this principle 
prods cooperators to adopt the most 
responsive and realistic corporate stra
tegies in order that they may not only 
survive but, more important, grow in a 
highly competitive and challenging 
business world. In this regard, coopera
tives are now matching the current 
trends for growth and expansion of cor
porations particularly with the use of 
such strategies as corporation mergers 
and consolidations.

The various strategies for growth 
and exp an sio n  are presented in 
Appendix C.

III. B A SIC  GUIDELINES FOR THE 
ORGANIZATION OF COOPERA
TIVES: STRICT ADHERENCE TO 
THE “BOTTOM-UP” METHOD OF 
ORGANIZING COOPERATIVES

Students of cooperation are only too 
familiar with the two standard methods of 
organizing cooperatives which are, in more 
ways than one, diametrically opposed to 
each other, namely: (a) the “bottom-up” 
method and (b) the “top-down” method. 
In the aforementioned methods, the term 
“bottom” refers to the potential coopera
tive members. On the other hand, the term 
“top” denotes all others aside from the 
membership base or bottom although the 
usual inference is the government agency 
concerned . Thus in the “bottom-up” 
method, the potential members are given 
the widest participation or involvement in 
the organization process particularly in the 
planning phase. In the case, however, of the 
“ top -d o w n ” method, the government 
agency concerned spearheads the organiza
tion efforts with minimum participation, if 
any at all, of the potential members.

The “bottom-up” method is considered 
both in theory and practice as the best 
method of organizing cooperatives. It is 
paradoxical, however, that the “bottom- 
up” method is often set aside in favor of 
the “top-down” method. The time factor is 
normally advanced as the justification for 
the adoption of the “top-down” method 
since it normally makes for faster organiza
tion of cooperatives. This inclination needs 
to be thoroughly studied as it is a good case 
in point of “haste makes waste.” Ex
perience clearly shows that under the “top- 
down” method, while cooperatives are 
indeed organized faster, they usually fold 
down and go out of operation at an even 
faster pace.

A technique in organization which 
dovetails tightly vvith the “bottom-up” 
method is the holding of frequent and con
tinuous consultations or dialogues with the 
potential members not only before but 
even during the actual organization process. 
The general idea is to draw out their atti
tudes, opinions, views and preferences pre
cisely to establish clearly the two inter
related critical elements in the organization



efforts, namely: (a) there is a need  for the 
cooperative and (b) there is a dem and  for 
it. It is extremely important that there 
should be positive indications of both the 
need  and the dem and  for the cooperative. 
It may occur that in some instances or 
situations there is need for a cooperative 
but there is no demand for it on the part of 
the potential members. Again in some si
tuations the reverse may be true. There 
may be a demand for the cooperative al
though there may not be any need for it. It 
would indeed be a grave, if not fatal, mis
take in this regard to merely assume or take 
for granted, as unfortunately seems to be 
the usual tendency, that the two critical 
elements are always present. This is some
thing that cannot and should not at all cost 
be left to chance as the organization of a 
cooperative is definitely a serious under
taking that should not be left to assump
tion but to established and verified facts.

cooperatives with a helpful guide in initia
ting this delicate task with proper direct
ion.

Outlined hereunder are the different 
types of cooperatives classified according 
to specific criteria. The known diversity 
and overlapping of the activities of coope
ratives preclude the classification of coop
eratives strictly on firm basis. As it is, there 
is actually no one permanent and final 
classification of cooperatives. Indeed much 
flexibility has to be exercised in categor
izing cooperatives according to type. It is 
believed however that the subject outline 
can serve as a practical basic guide for 
organizers of cooperative in distinguishing 
different types of cooperatives. Particular 
attention is invited to the fact that the list 
of cooperatives given under some criteria 
are only representative examples and by no 
means complete.

IV. B A SIC  GUIDELINES FOR THE 
ORGANIZATION OF COOPERA
TIVES: RIGHT CHOICE OF THE 
TYPE OF COOPERATIVE TO BE 
ORGANIZED

The proper selection of the type of 
cooperative to be organized is indeed a very 
crucial step in the establishment of a co
operative. In fact, it can well mean the 
success or failure of a cooperative.

There is of course no definite rule of 
thumb which can be used in this regard. 
This is because the selection of the suitable 
type of cooperative is subject to a number 
of factors, the more pertinent of which are:
(a) types or kinds of services required;
(b) location and size or area of opera
tions; (c) size of potential membership;
(d) competitive situations; (e) social and 
economic status of the potential mem
bers; (f) existing customs, practices and 
tra d itio n s ; (g) available management 
talents or capability; and (h) pertinent 
cooperative laws and regulations.

Basic to the whole process, however, is 
the proper understanding of the different 
types of cooperatives including the criteria 
used in their classification. This will 
provide the promoters or organizers of

A. Types o f  Cooperatives Based on Broad  
Sectors o f  the E con om y

1. Agricultural Sector
Marketing cooperatives 
Supply cooperatives 
Credit cooperatives 
Production cooperatives

a.
b.
c.
d.

2 . Non-agricultural Sector
a. Consumers cooperatives
b. Industrial cooperatives
c. Credit union cooperatives
d. Service cooperatives

B. Types o f  Cooperatives B ased  on Broad  
Levels o f  Organization

1. First Level — Primary cooperatives
2. Second Level — Secondary or over

head cooperatives

C. T y p es  o f  C o o p era tiv es  Based on 
M embership

1. Federated Type — membership 
limited to associations (juridical 
persons)



2. Centralized Type — membership 
limited to individuals (natural per
sons)

3. Combination Type — membership 
of both associations (juridical per
sons) and individuals (natural 
persons)

G. Types o f  Cooperatives Based on G eo
graphical Coverage
1. Local Association
2. D istric t, Provincial or Regional 

Association
3. National Association
4. International Association

). Types o f  Cooperatives B ased on Capital 
Structure

1. Stock Cooperative Corporation —
sells shares of stocks

2. Non-stock Cooperative Corporation
— does not sell shares of stocks

H. Types o f  Cooperatives Based on Nature 
o f  Activities

1. Business Type — performs business 
activities

2. Non-business or Union Type — does 
not perform business activities

S'. T y p es  o f  C oop era tiv es  Based on 
N u m b er  o f  C om m odities Handled  
an dlor Services Perform ed

1. Single Purpose or Specialized Co
operative — handles only one kind 
of commodity or performs only 
one kind of service

2. Multipurpose Cooperative — hand
les more than one kind of com
modity or performs more than one 
kind of service

Types o f  Cooperatives B ased  on Legal 
Personality
1 . Incorporated Cooperative — duly 

registered with the cooperative 
registering office of the government 
Unincorporated Cooperative (also 
called informal association) — not 
registered with the cooperative re
gistering office of the government

/. T y p es  o f  C oop era tiv es  Based on
Econom ic or Business Activities

1. Consumers Cooperative
2. Producers Cooperative
3. Financing Cooperative
4. Service Cooperative

J . Types o f  Cooperatives Based on Degree
o f  A dherence to  Cooperative Principles

1. Genuine Cooperative — adheres 
fully to cooperative principles

2. Para-cooperative or Pre-coopera
tive — adheres only partially to 
cooperative principles and usually 
performs no business activities

3. Quasi-cooperative — adheres parti
ally to cooperative principles

4. Pseudo-cooperative — does not 
adhere whatsoever to cooperative 
principles but takes advantage of 
the benefits or privileges granted 
to cooperatives.
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CHAPTER IV

THE MANAGEMENT 
STRUCTURE OF COOPERATIVES

The management structure o f  cooperatives is m ade up o f  three com 
ponents: (a) the m em bers, (b )  the board  o f  directors, and (c) th e hired  
management. The quality o f  the management o f  a cooperative is determ ined  
by the m em bers themselves. The principal role o f  the m em bers in manage
m ent is to lay down the basic foundations fo r  the effective management o f  
their cooperative, the board o f  directors to manage the cooperative and 
the hired m anagement to actually manage the cooperative. An imperative to 
successful m anagement is that the three com ponents should  work as a team.

S T A T U T O R Y  SANCTIONS FOR 
COOPERATIVES

The law normally provides for the or
ganization of three basic types of business 
organization: (a) the single proprietorship,
(b ) the partnership, and (c) the cor
poration. Each type of business organiza
tion has its own advantages and disad
vantages. From the standpoint of financing 
which affects the choice of the type of 
organization considerably, the single pro
prietorship is the most appropriate if one 
person can put up the required capital. On 
the other hand, the partnership is the most 
suitable setup if a number of persons have 
to put up the necessary resources. If, how
ever, a large amount of capital is necessary, 
the corporation is definitely the choice. It 
may be added that creditors are more in
clined to service the financing require
ments especially those on a long-term 
basis of a corporation since they are as
sured of a definite period of its existence 
which is not the case with the single pro
prietorship nor with the partnership.

Concerning liabilities, the owners or in
vestors actually assume less risk in a corpor
ation than in the two other forms of bus
iness enterprise. The liability of the owners 
of a corporation is limited only to the 
capital subscribed in the corporation and 
creditors cannot go after their personal 
assets to satisfy the obligations of the cor
poration. The liability, however, of the 
proprietor or partners is unlimited and 
creditors can make claim on their personal 
assets for the debts of the proprietorship or 
partnership.

On the matter of government supervi
sion, a corporation is subject to more gov
ernment regulations than a proprietorship 
or partnership. In the main, its powers are 
specific and limited only to those provided 
by the law.

Finally, with regard to management, 
there is maximum centralization of control 
and utmost flexibility of policy both in a 
proprietorship and partnership. On the 
other hand, a corporation operates in a 
manner whereby the function of policy
making is entrusted to the board of direct



ors and the conduct of the operations as
signed to the officers of the firm.

It is now the standard practice through
out the world to organize cooperatives as 
corporations. As pointed out earlier, how
ever, cooperatives are hemmed in with 
some peculiar features that clearly make 
them distinct and apart from ordinary 
corporations. Consequently, there are ten
dencies to classify cooperatives as non
profit corporations to distinguish them 
from the profit corporations. In making 
this mode of classification, however, it is 
possible for the profit-oriented enterprises 
to feel quite offended as it may be cons
trued to imply that it is improper or even 
unholy for a corporation to make profit. To 
obviate any possible misunderstanding that 
may arise from the use of this terminology, 
a suggestion has been made to give coopera
tives as business units the appellation of 
“cooperative corporations ” to distinguish 
them from the ordinary corporations.

To become a corporate body and gain 
legal personality, a corporation has to be 
incorporated under applicable state statute. 
A cooperative may be incorporated under a 
specific cooperative law or in its absence 
under the general corporation law of the 
country. This involves the filing by the in
corporators of the corporation’s articles of 
incorporation, sometimes called the chart
er, with the appropriate government office. 
In the case of cooperatives, this may be the 
Office of the Registrar or the cooperative 
office of the government. If the articles of 
incorporation are in order, that is, if they 
comply with the provisions of the autho
rizing statute, the office concerned will 
issue a certificate of registration. The 
signers of the articles of incorporation, as 
well as their successors, then constitute a 
body corporate for the term specified in 
the articles of incorporation.

By law, a corporation is a legal “ per
son” separate and distinct from the mem
bers and officers of that corporation. It is 
endowed by law with specihc rights and 
privileges. In return, it is legEilly and social
ly bound to serve the general welfare of 
society as a whole. In a real sense, the 
articles of incorporation is a contract in
volving four parties; (a) the state, as an 
entity; (b) the corporation; (c) the stock

holders or members; and (d) the people as a 
whole.

It is the responsibility of a corporation 
to operate in accordance with and within 
the rights and privileges granted to it by the 
enabling statute. Its authorization must not 
be exceeded, especially in transactions con
sidered ultra vires or which are contrary to 
the public good. In all cases, the govern
ment has the prerogative and legal autho
rity to cancel all or any of the rights and 
privileges granted to a corporation and, in 
extreme cases, even terminate the life of a 
corporation.

The basic framework of the manage
ment of a cooperative corporation follows 
essentially the same philosophy and pattern 
as that of any corporation. As a corporate 
body chartered by the state to act as an 
agent or to perform a service to its mem
bers as patrons, a cooperative corporation 
requires the services of real persons who 
will be responsible for managing the affairs 
of the organization. In the main, the prag
matic approach to the setting up of the 
usual corporate format for the management 
machinery may be generally broken down 
into three related steps:

Step 1 — The members acting as a 
body elect the members of the 
board of directors.

Step 2 — The board of directors, also 
acting as a body, then appoints a 
manager and delegates to him spe
cific management authorities.

Step 3 — The manager, in turn, recom
mends to the board of directors the 
hiring of his staff and performs the 
functions of management in the 
day-to-day activities in conformity 
with the policies promulgated by 
and the delegated authority of the 
board of directors.

II. MAIN COM PONENTS OF THE 
MANAGEMENT OF A COOPERA
TIVE

It is the thrust of this portion of the 
discussion to firmly establish the fact that 
the management structure of a cooperative 
is made up of three major components, 
namely: (a) the members, (b) the board of



directors, and (c) the hired management. 
Expressed in the form of an analogy, the 
management of a cooperative may be 
likened to a three-le^ed stool, with the 
members, the board of directors, and the 
hired management each representing the 
three legs. The stool is precisely designed to 
stand on three legs and will topple down in 
case any of these is removed. Such is also 
the case with cooperative management. Its 
usefulness, effectiveness and stability are 
contingent on the full support of all the 
three components.

As structured, each of the three com
ponents has a specific responsibility of its 
own in the management of the cooperative. 
The said responsibility of each of the three 
main supports of management which is dis
cussed in detail is‘ summarized as follows;

First Component: The Members — To 
provide the basic foundations for 
the effective management of the 
cooperative and to be ever alert and 
vigilant on problems and weak
nesses in the servicing of their 
needs.

Second Component: The Board of 
Directors—To manage the coopera
tive for and in behalf of the mem
bers.

Third Component: The Hired Manage
ment — To actually manage the 
cooperative in accordance with the 
authority delegated to it by the 
board of directors.

Effective management of a cooperative 
demands that the abovementioned three 
components or supports should function as 
a team. It is, therefore, necessary that the 
closest possible relationship should be esta
blished and maintained among the mem
bers, the board of directors and the hired 
management if they are to function and 
work together in complete harmony and 
unity.

III. T H E  F IR S T  COM PONENT OF
MANAGEMENT: THE MEMBERS

A. General Statem ent o f  th e Principal
R oles in Management
The principal roles of the members in 

management are (a) to provide the basic

foundations for the effective management 
of the cooperative and (b) to be ever alert 
and vigilant on possible problems and 
weaknesses in the servicing of their needs 
for the purpose of upgrading management 
efficiency.

The members are expected to exercise 
great interest and particular concern in the 
affairs of their cooperative in full accord 
with the workings of the cooperative prin
ciple that democratic control of it should 
be vested in and exercised by the member- 
users. The full exercise by the members of 
democratic control of their cooperative is 
utterly lacking in the operation of ordinary 
corporations. And to be sure, this is consi
dered one of the greatest differences in the 
attitude of the member-users toward their 
cooperative corporation, on the one hand, 
and the stockholders toward their corpora
tion, on the other.

B. Specific Management Responsibilities

Some of the most essential manage
ment responsibilities which the members 
must perforce assume are as follows:

1. Adopt and Amend Corporate Papers

Consistent with the thesis that 
sound organization is sine qua non of 
sound management, the articles of in
corporation which gives the coopera
tive its legal personality should be 
adopted only after they had been care
fully studied by the members. The art
icles, for example, on the purpose, the 
number and qualifications of directors 
and the capital structure should be 
given the most serious and thoughtful 
consideration as they form the primary 
basis for planning the operations. On 
the other hand, the bylaws which con
stitute the rules for internal operations 
should merit an equally comprehensive 
study and consideration before they are 
finally adopted.

The management responsibility of
the members does not stop with the 
adoption of their corporate papers. It is



the continuing responsibility of the 
members to conduct a periodic review 
and evaluate the objectives and policies 
set forth in the articles of incorporation 
and bylaws for the purpose of making 
them up-to-date and responsive to the 
changing needs of the cooperative.

2. Select and Remove Cooperative
Directors
The democratic control of a coope

rative is exercised by the member- 
patrons both directly and indirectly. 
The members elect cooperative direct
ors as representatives to carry out for 
them indirectly the exercise of demo
cratic control in the management of the 
affairs of the cooperative. Since the 
cooperative directors represent the 
members in the major aspect of ma
nagement, the responsibility of electing 
competent and qualified cooperative 
directors rests heavily on the shoulders 
of the members. The members should 
realize only too well that it is to their 
best interest and to that of the sound 
management of their cooperative that 
the board of directors should be elected 
on the basis of personal characteristics, 
knowledge of cooperation and business 
proficiency.

One of the truly important natural 
consequences of having a strong board 
of directors is that there is almost com
plete guarantee that it will, in turn, 
appoint a competent manager. Con
sidering the cooperative management 
format, it is perhaps quite easy to vi
sualize a chain reaction where a strong 
board of directors will, in all probabi
lity, appoint an equally strong manager, 
while a weak board of directors will 
most likely appoint an equally weak 
manager. And if the situation would be 
pursued to its logical conclusion, the 
staff that would be hired by the ma
nager would only be as strong or as 
weak as the manager himself.

Hand in hand with the right to elect 
cooperative directors is also the right of 
the member-patrons to remove incom
petent cooperative directors for a cause 
in accordance with the bylaws of the 
cooperative. The right to remove direct

ors should be exercised with the same 
meticulous care as the right to elect 
directors, but with more dispatch.

3. Patronize the Cooperative

A member who patronizes consist
ently the cooperative fulfills his basic 
responsibihty to use the services of the 
cooperative in meeting his needs. He 
avails himself of the services of the 
cooperative at cost and is entitled to 
receive patronage refund in proportion 
to the volume of business he contri
buted to the cooperative. Being such a 
good member-patron, he has definitely 
more than earned for himself the right 
of control, together with the other 
member-patrons, of the affairs of the 
cooperative.

In addition, being a valued mem
ber-patron makes him a well-informed 
member. He has a first hand informa
tion on the quality of the services being 
offered by the cooperative as well as its 
facilities and other resources. He is in 
close touch with the officials and em
ployees of the cooperative and has per
sonal knowledge of their competence in 
their respective jobs. He attends regula
rly all membership meetings and occa
sionally observes deliberations of the 
board of directors. Being such a well- 
informed member, he can be expected 
to voice his views and opinions on how 
the cooperative can possibly improve 
its services to the members.

A member-patron who is a well- 
informed member is a major asset in 
the strengthening of the management 
of a cooperative.

4. Prepare for Management Position
Nearly all cooperative bylaws prov

ide, with respect to the qualifications 
of directors, that a director should be a 
member of the association. A corollary 
provision invariably states that the pre
sident and vice president of the asso
ciation must be members of the board 
of directors.

In limiting membership in the 
board of directors to themselves, the 
m em bers, in essence, have cons



cientiously imposed upon themselves a 
usually overlooked vital responsibility 
in mancigement, that is, to prepare 
themselves to assume principally the 
position of cooperative director. It is 
the responsibility therefore of every 
interested member-patron to acquire on 
a continuing basis the necessary orient
ation and training that cooperative di
rectorship demands. This means that 
member-patrons who are aspiring for 
said position should take upon them
selves to religiously attend seminars, 
workshops, institutes and other training 
programs. Such institutionalized and 
non-institutionalized management dev
elopment programs, together with cons
tant exposure to the actual workings of 
their associations, should provide the 
member-patrons with adequate orienta
tion and training on both the coopera
tive and business aspects of their asso
ciation’s operations. It is extremely de
sirable that training for cooperative 
directors or at least a substantial por
tion thereof should be availed of be
fore, and not after, the assumption of 
such a position. The cooperative will 
thus always have a ready and rich 
source of technically prepared coopera
tive directors who, given the opportu
nity, will not be entirely new to their 
position of trust.

Excellent opportunities are also 
open to member-patrons for employ
ment in the management staff of their 
cooperative. Most cooperatives have a 
long standing policy to give priority to 
its member-patrons in the filling up of 
staff positions from the manager down. 
Member-patrons who have an eye to 
these possibilities will constantly find it 
to their advantage to take every opport
unity to be exposed to the different 
management development programs. 
They will then have had sufficient job 
orientation and training when the 
opportunity comes.

As has been pointed out earlier, the 
members have the responsibility of pro
viding the basic foundations for effect
ive management of their cooperatives as 
democratic institutions. These basic 
foundations which actually form the

initial basis for planning the whole 
operations are contained in the articles 
of incorporation and bylaws of the 
cooperative as adopted by the members 
themselves. It is the specific responsi
bility of the members to conduct a pe
riodic review and assessment of the cor
porate papers to enhance their rele
vance and effectiveness to the changing 
needs and requirements of the econo
mic and social setting.

The members also must assume the 
responsibility of boosting the efficiency 
of the management of their cooperative 
as business service units. The members 
have clearly manifested their determi
nation to help themselves in over
coming their common economic needs 
by banding together and forming their 
cooperative. Consequently, the extent 
to which each member-patron uses the 
services of the cooperative is also the 
extent to which he helps himself. A 
member who does not patronize the 
cooperative has reneged in his avowed 
mission to help himself. The responsi
bility to patronize the cooperative can 
only be shirked by a member by closing 
his eyes to commitment to himself and 
to the other members of the coopera
tive. A valued member-patron, it must 
be underscored, can be expected to 
exercise his rights of control wisely and 
intelligently being well informed of the 
status of the various aspects of opera
tions of the cooperative. Futhermore, 
since the member-patrons took it upon 
themselves to make membership in the 
board of directors exclusive to them, it 
behooves on each and every member- 
patron to acquire the necessary skill 
and know-how that will make for a 
competent cooperative director.

The member-patrons, which as a 
body form the base of the cooperative 
management structure, appear to be 
overloaded with responsibilities. But it 
must be remembered that such respon
sibilities are inherent to the member- 
patrons of a cooperative. And to harp a 
fam iliar theme, individually, their 
efforts will crumble down from the 
heavy load of responsibilities. But col
lectively, their efforts will be able to



shoulder and carry even a heavier load 
of responsibilities.

IV. TH E SECOND COMPONENT OF 
MANAGEMENT: THE BOARD OF 
DIRECTORS

A. General Statem ent o f  Principal R ole in
Management

The principal role of the board of direc
tors in management is to manage the co
operative for and in behalf of the members. 
Under the corporate setup, the board is 
elected by the members to represent them 
in the general management of the coope
rative corporation. The board of directors 
in a cooperative represent the members as 
patrons or users of cooperative services and 
not as investors as in the case of ordinary 
corporations.

Also under the corporate setup, all cor
porate powers, except those specifically 
conferred on the members, are vested in 
the board of directors. The responsibilities 
of the boEird of directors, however, go 
much beyond that imposed by legal consi
deration. It must also take active part in 
the direction and coordination of the coop
erative business.

B. Specific Management Responsibilities

A list of the more important manage
ment responsibilities which are normally 
assumed and handled directly by the board 
of directors follows;

1. Acts as Trustee

It is a principal legal responsibility 
of the board of directors to act as 
trustee for the members. As such, a 
major concern of the board is the esta
b lishm ent and maintenance of a 
healthy and stable financial status of 
the cooperative. This presupposes the 
judicious management of assets in
cluding their proper safeguarding. The 
financial responsibility, with special 
emphasis on the members’ equity, in

cludes studies and decisions relating, 
am ong others, to investment, bor
rowings, declaration of dividends, re
tention of earnings or savings and build
ing up of reserves.

2. Establishes and Develops Basic
Objectives and Broad Policies

The board of directors is responsible 
for the setting forth and development 
of an association’s basic objectives and 
broad pohcies. The basic objectives 
define what the association seeks to 
achieve or the projected long-run re
sults, whDe policies, which are usually 
referred to as “line-fences,” serve as 
guides in making decisions.

These basic objectives and broad 
policies are particularly necessary and 
relevant in long-range planning. The 
board of directors should anticipate 
well in advance the services that will be 
needed by the members and develop 
accordingly a realistic long-run plan and 
program to supply those needs.

3. Appoints the Manager

The board is responsible for the 
selection of a manager who in turn is 
responsible for the selection of his 
staff. The board may at all times re
serve the right to approve the appoint
ments of key staff personnel.

To emphasize the obvious, the 
selection of a competent manager who 
will spearhead the management is one 
of the most important responsibilities 
of the board. The strategic role and 
position of the manager in the whole 
management scheme makes him the 
central figure in management. In fact, 
he is the single person on whom the 
success or failure of a cooperative is 
normally pinned.

4. Delegates Corresponding Authority
to the Manager and His Staff

In connection with the employ
ment of a manager, the board must 
delegate sufficient authority to the 
manager and his staff that wUl support



the smooth and efficient performance 
of their duties. General statements of 
the duties of the manager as well as 
those of the corporate officers are 
standard features of an association’s by
laws. They serve as genertd bases for the 
nature and extent of authority that 
should be delegated to hired manage
ment. During the course of the opera
tion, however, the board should always 
be prepared to further delegate to hired 
management such additional specific 
authorities that may be deemed neces
sary for the effective discharge by the 
hired management of its functions.

5. Controls the Affairs and Business of
the Cooperative

Another important responsibility of 
the board is to participate actively in 
th e  management function of con
trolling. The board must make conti
nuing comparisons between what is 
actually achieved against what was in
tended to be achieved for purposes of 
determining remedial measures necessa
ry to insure the attainment of desired 
results. The directors may not fully 
know how to manage the business of 
the cooperative themselves but it is 
necessary that they should know how 
to gauge the effectiveness of manage
ment.

In view of the great importance 
attached to it, the function of control 
by the board is discussed in great detail 
elsewhere in this chapter.

6. Insures Enforcement of Corporate
Powers

As a trustee, the board is charged 
with the responsibility of making cer
tain that the affairs and business of the 
cooperative are conducted strictly in 
accordance with the pertinent law and 
with the articles of incorporation and 
bylaws. This is a condition precedent 
for the preservation and maintenance as 
well as the strengthening of the coope
rative nature and character of the co
operative.

Cooperative directors should take

special efforts to be well conversant 
with the corporate papers and the per
tinent law and leave no room for any 
infraction or violation thereof. Appro
priate moves to amend the corporate 
papers should also be initiated by the 
cooperative directors by calhng the at
tention of and explaining to the mem
bers the need to make such amend
ments.

7. Requires the Installation of Ade
quate Accounting System

It behooves upon the board of di
rectors to require the installation of an 
adequate accounting system by the 
hired management. It is necessary that 
the board be provided with accounting 
information for its effective discharge 
of its job in line with its trustee role as 
well as in the effective exercise of its 
function of control in management. 
F o r exam p le , financial statements 
which give general indications of the 
overall status and progress of the enter
prise are valuable tools that can be used 
by the board in the proper management 
of the assets of the cooperative.

The installation of an accounting 
system is also necessary in order that an 
external audit of accounts may be pro
perly conducted. The initiation of such 
an external audit is another responsibi
lity of the board in its capacity as the 
protector of the fiduciary interests of 
the members.

8. Maintains Channels of Commvini-
cation with the Members and the
Public

The board of directors should main
tain a continuous dialogue with the 
members. This is basic for the effective 
functioning of the board as a repre
sentative body of the members. The 
board, therefore, has a special res
ponsibility to maintain an open and 
systematic channel of communication 
with the members. The channels should 
permit the two-way flow of communi
cation, that is, to and from the mem
bers.

A sim ilar channel of commu-



nication that is effective in both direct
ions should also be maintained by the 
board with the public in general. This 
again is in line with the legal, social and 
public responsibilities of the coopera
tive as an incorporated business enter
prise to serve the general welfare of 
society in its totality.

C. Authority o f  the Board and its Sources

The board of directors is vested with 
the authority to direct and supervise the 
affairs and business of the association. With 
this authority goes the responsibility for 
the effective management of the asso
ciation.

This authority which is given to the 
board as a body and not to the individual 
directors, emanates from two specific 
sources, namely: (a) stockholders or mem
bers and (b) law.

The basic authority delegated to the 
board by the members is contained in the 
articles of incorporation and bylaws of the 
association. These papers or documents 
clothe the board of directors with corpor
ate powers. This authority which is derived 
from the members through the corporate 
papers is often referred to by some coope
rative quarters as the formal authority. The 
other authority, which is considered the 
informal authority, comes in the form of 
trust and confidence gained by the board 
from the members for creditable perform
ance of its assigned tasks. The board of 
directors will definitely be able to increase 
its capacity in measuring up to expect
ations if, aside from the formal authority, 
it also receives the so-called informal autho
rity from the members.

In addition, the board of directors is 
bestowed with authority from a purely 
legal source. This legal authority comes 
from the law under which the cooperative 
is incorporated. Said statute grants specific 
powers to the board of directors and im
poses limitations on the exercise thereof. 
Some statutes do not give to the board of 
directors complete reign over the corpora
tion but reserve certain corporate acts to 
the members.

Generally, therefore, the board of 
directors enjoys those powers delegated by 
the members and those which are parti
cularly granted and are not specifically 
denied to it by law.

D. Guides fo r  Selecting Cooperative Direc
tors

The building up of a strong and well 
balanced board of directors depends largely 
on a wise and an intelligent choice of the 
best available materials from the member
ship. In passing upon the merits of each 
potential cooperative director, it is desira
ble that three criteria should be considered:
(a) personal characteristics, (b) cooperative 
attributes, and (c) business experience.

1. Personal Characteristics

a. Willingness to serve the members
b. Unquestioned integrity and cha

racter
c. S a tis fa c to ry  educational back

ground and training
d. Demonstrated capacity for leader

ship
e. Recognized ability to work with 

people

2. Cooperative Attributes

a. Sufficiently knowledgeable about 
cooperative principles

b. Consistency in patronizing the 
cooperative business

c. Consciousness in participating acti
vely in cooperative affairs

d. Demonstrated perseverance and in
terest in attending training for co
operative directors

e. Clear understanding of the legal 
framework of cooperatives, speci
fically the corporate papers and the 
enabling law

3. Business Experience

a. Highly successful in managing 
private business

b. Adequately equipped with know
ledge and understanding of the 
practical use of accounting reports



particularly the reading and inter
pretation of financial statements

c. Ample exposure to the cooperative 
business activities

d. Demonstrated competence in eva
luating managerial potentials and 
performance.

It will be noted that the foregoing con
siderations for the selection of cooperative 
directors stress the importance of giving 
due attention to the qualifications of a 
would-be director as a cooperator in ad
dition to his personal characteristics and 
business experience. The need for directors 
with sufficient cooperative orientation in 
the board of directors cannot be over-em- 
phasized. The general idea is to preclude 
the possibility of the association being de
tached from its moorings as a coope
rative -  an unfortunate development that 
usually happens under a situation where 
the cooperative directors are grossly de
ficient in their understanding of even the 
fundamentals of cooperation.

The standards as outlined are of course 
far from complete. But they essentially re
present those considered singularly import
ant. They are not intended to be rigid and 
firm guides for the selection of cooperative 
directors but rather as bases for approxima
ting the ideal membership in the board of 
directors.

E. General Guide in Evaluating B oard Per
form ance

The proper selection of cooperative 
directors is actually only the first step in 
the development of a competent board of 
directors. It is not by and in itself a com
p le te  guarantee of the effective per
formance of the board although it is cer
tainly a condition precedent for the creat
ion of a high-caliber board. To be sure the 
board in the final analysis, has to be judged 
not by its composition but by its perform
ance.

A list of related questions which are 
usually used to gauge the performance of 
the board of directors is presented here
under.

1. Are the objectives and policies of

the organization clear-cut and rea
listic?

2. Are the objectives and policies re
ligiously followed?

3. Are the objectives and policies
periodically reviewed and changed 
or revised to keep them attuned to 
the changing conditions?

4. Are the needs of the members
served satisfactorily?

5. Are the members given either
(a) better service at lower cost;
(b) better service at the same cost; 
or (c) same service at lower cost?

6. Are the services to the members
expanded?

7. Are patronage refunds distributed 
regularly?

8. Is the members’ equity constantly 
increased?

9. Does the organization have provi
sion for the formation of a strong 
reserve scheme?

10. Do the board of directors and the 
manager work harmoniously and 
effectively as a team?

11. Is an audit of the organization con
ducted regularly?

12. Do the business, social and govern
ment circles in the community res
pect the organization?

The foregoing general questions are 
intended to probe into the extent to which 
the board of directors discharges its various 
responsibilities in management. Taken col
lectively, they are therefore reflective of 
the overall performance of the board.

F. Com m on Practices in the Structuring
and Functioning o f  the Board o f  Direc
tors

There is no set pattern in the struc
turing and functioning of the board of 
directors. The practices are influenced by a 
number of factors foremost of which are:
(a) size and type of organization, (b) nature 
of activities, (c) traditions, (d) persona
lities, and (e) government laws.

Some common practices may, however, 
be enumerated if only to provide general 
insight on: (a) composition, (b) term of 
office, (c) compensation, (d) meetings, and
(e) committees of the board of directors.



1. Composition o f the Board of Direc
tors

a. Size
The size of the board of directors 

which is actually determined by the dis
tribution of membership representation 
is specified in the cooperative’s bylaws. 
There is no exact formula to go by in 
determining the size of the board. The 
following guides, however, are present
ed in this regard: (a) the number of 
directors is always odd, regardless of 
the size of the board; (b) the number of 
directors tends to increase with the size 
of the cooperative; and (c) the member
ship in the board should not be too 
large to make it unwieldy nor too small 
to preclude adequate membership re
presentation.
b. Representation

The equitable representation of the 
various interests is the ideal situation 
that must be created in the board of 
directors if it is to appropriately fulfill 
its role as trustee of the members. This 
calls for the devising of a realistic basis 
for the most equitable representation 
of the interests of the members in the 
board.

Ownership representation is more 
specific in cooperatives than in ordina
ry corporations. Cooperative bylaws 
as indicated earlier usually restrict 
membership in the board of directors, 
particularly of primary societies and 
centralized organizations to the mem
bers who are not employees of the 
cooperative. In the case, however, of 
federated cooperatives, their bylaws 
are not too restrictive and normally 
permit the election of directors or even 
executives of its member-cooperatives.

It is of course not possible for all 
diverse owner interests to be represent
ed in the board. Most cooperatives 
achieve owner representation through 
election of directors on geographic, 
commodity or service basis.

In most developing countries, the 
government is represented in the board. 
Again, it is underscored that to the 
extent that this government represent

ation is based on special qualifications 
of the government directors, the co
operative stands to gain. However, if 
the government representation is based 
on a mandatory requirement and selec
tion is limited, it must be viewed as 
totally unnecessary; it can even prove 
to be harmful.

2. Length of Service

The term of office of cooperative 
directors normally ranges from one to 
three yesu's and is usually staggered. 
Some cooperative bylaws restrict the 
number of terms a director may serve. 
In this regard, the term of office of a 
director should be of sufficient dura
tion so that a cooperative may be able 
to fully avail itself of the years of ex
perience and training already gained by 
a director.

It is interesting to note that a 
survey of farmer cooperative directors 
in the United States reveals that nearly 
85 per cent of the directors were bet
ween the ages of 40 and 69 or an ave
rage age of 54 years.

3. Compensation

It is almost the standard practice in 
cooperatives to pay their directors a 
straight fee per board meeting plus 
travel allowance. As a matter of policy, 
all compensation or remuneration of 
the board of directors are subject to the 
approval of the members. As trustees of 
the members, the cooperative directors 
are prohibited from appropriating for 
themselves any fund of the coopera
tive.

4. Board Meetings

It is almost a standard practice for 
the board of directors to hold regular 
meetings every month and special meet
ings as often as necessary. As a general 
rule, meetings should be held fre
quently and long enough to permit the 
board to make a careful and thorough 
deliberation of the matters broi^ht to 
its attention.



5. Board Committees

FoUowing the realization that some 
matters brought to the attention of 
the board should have the benefit of 
prior study and consideration, in some 
cases even requiring detailed invest
igation and analysis of issues, the board 
of directors often resorts to the prac
tice of creating special or ad h oc  com
mittees. Each committee is assigned a 
vital area of the association’s activities 
in which smaller groups can function 
more effectively. The ŵ ork of the 
various committees is normally only 
recommendatory and their actions or 
decisions are subject to the approval of 
the board except in cases where they 
have been particularly empowered by 
the board to make such decisions.

Among the more important com
mittees usually created are: (a) exe
cutive committee, (b) finance and 
budget committee, and (c) audit com
mittee.
a. Executive com m ittee

The executive committee is a stand
ing committee made up of a small 
membership, say, from three to five, 
usually authorized in the cooperative 
bylaws. It is delegated with the autho
rity to act for and in behalf of the 
board on specific matters, usually emer
gency in nature, when the board itself 
is not in session or will take time to be 
convened. It facilitates action on pro
blems which ordinarily will have to 
await regular board action. It also en
ables the board to supervise the ma
nagement more closely.

Although the executive committee 
has full authority to act on matters de
legated to it, it normally makes a report 
to the board of directors of £ill actions 
it has taken for the board’s concurrence 
or information as the case may be.
b. Finance and budget com m ittee

The finance and budget committee
is the powerful and important commit
tee next only to the executive commit
tee. All fiscal matters requiring board 
action are referred to the committee 
for study and recommendation. It re
views budgets, fiscal plans and pro

grams and other accounting informa
tion.
c. Audit com m ittee

In some cases, the finance and 
budget committee also serves as the 
audit committee. Otherwise the audit 
committee is a separate standing com
mittee. Its function is to assist the 
board in the performance of one of its 
trustee roles, that is, the initiation of 
the auditing of accounts of the associa
tion. In general, the audit committee 
makes the specification for audit, re
view of audit report and review of in
ternal accounting procedures.
d. Other com m ittess

Sometimes, the board of directors 
finds its necessary to create other 
committees. Such additional stand
ing committees usually created are:
(a) membership committee, (b) projects 
committee, (c) education and in
formation committee, (d) grievance 
committee, (e) credit committee, and 
(f) public, labor and employee rela
tions committee.

V. TH E T H IR D  COMPONENT OF 
M A N A G E M E N T : TH E H IRED  
MANAGEMENT

A. General Statem ent o f  Principal R o le  in
Management

The manager and his staff, otherwise 
known as the hired management, are prin
cipally responsible for the actual manage
ment of the cooperative in accordance with 
the authority delegated to it by the board 
of directors. They attend to practically all 
the details of the functions of management 
and handle the day-to-day activities.

As mentioned earlier, the manager is 
the main driving force in management. It is 
not surprising therefore that most people 
are inclined to think of the manager as 
synonymous with management itself. This 
assumption is of course not correct. Co
operative management as is well-known by 
now, is a team made up of the members,



the board of directors, and hired manage
ment.

B. Statem ent o f  Specific Management R es
ponsibilities

The hired management has certain spe
cific management responsibihties. While 
these responsibihties are supposed to be 
assumed by the hired management as a 
group, it has to be reaUzed that they are all 
centered on the manager who is the top 
man in hired management. In all instances, 
therefore, the manager, instead of the 
whole hired management, will be the focus 
o f th e  d iscu ssion  although in most 
instances reference to the manager should 
be construed to denote the entire hired 
management.

1. Directs and Coordinates the Over
all Activities

A very important, if not the most 
important, responsibility of the mana
ger in management is to effectively di
rect and coordinate the day-to-day act
ivities of the cooperative. These activi
ties cover both the business and coope
rative aspects of operations. It is pre
cisely this area of management which 
involves the actual management of the 
technical operations and men that the 
real capability of a manager can be 
truly tested. This calls for the proper 
alignment and harnessing of all com
ponents in the organization including 
people, facilities and other resources in 
order that plans may be carried out and 
projects completed through effective 
instructions to the subordinates.

The detailed discussion of the direc
ting and controHing functions of ma
nagement is found in Chapter V.

2. Develops Objectives, Goals and 
Policies and Prepares Plans and 
Programs

These activities, it will be realized, 
fall under the planning function of 
management. In the first place, the 
manager has the responsibility of initia

ting the development and eventual esta
blishment of objectives and goals for 
the purpose of providing the proper 
orientation of what the association 
seeks to achieve. And in the second 
place, the manager has the responsi
bility of initiating the formulation of 
appropriate policies in order to identify 
and give direction to plans and pro
grams and set up the guides for de
cision-making. Within the framework of 
the enunciated policies, the manager 
then prepares the corresponding plans 
or sequences of related activities which 
when integrated will comprise the pro
gram.

The manager has to work closely 
with the board of directors in perform
ing this function of management since 
the board itself is also involved in the 
planning function. For the recommend
ed coordination of activities of the 
board of directors and the manager in 
the planning function, reference is 
made to Chapter V .

3. Sets up the Organizational Struc
ture and Recruits the Staff

The designing of an appropriate 
framework for action and the subse
quent recruitment and selection of the 
necessary personnel complement are 
well within the province of respon
sibility of the manager. Again since this 
organizing function of management is 
closely related to the association’s goals 
and policies, it is incumbent on the 
manager to undertake this task in close 
consultation and collaboration with the 
board of directors.

The details of the organizing funct
ion of management are also found in 
Chapter V.

4. Controls the Activities

It is also the responsibihty of the 
manager to be abreast with and be ful
ly informed of the status of the various 
activities in order that he may be able 
to determine at any given time or pe
riod whether or not the operations are 
proceeding according to plans. The 
manager must be always alert in detect-



ing weaknesses in the implementation 
of a plan or program and be equally 
alert in immediately instituting appro
priate remedial measures or steps to 
straighten out such defects. This ma
nagement function of controlling is also 
shared by the manager with the board 
of directors and consequently has to be 
performed in close coordination with 
it.

C. A uthority o f  the Manager and its
Source

The manager is vested with the specific 
authority to supervise and coordinate the 
various activities of the association. This 
involves the handling of the many details of 
management and has particular reference to 
the daily operations of an association.

This authority to manage the associa
tion is delegated to the manager by the 
board of directors on the strength of the 
authority given to it by the members. As 
mentioned earlier, the broad statement of 
the management authority delegated by the 
board of directors to the manager appears 
normally in the association’s bylaws.

D. Guides fo r  Selecting Managers

In selecting a manager, it is desirable 
that particular attention be given to the fol
lowing considerations:

1. Personal Characteristics
a. Willingness to serve the needs of the 

members as manager
b. Unquestioned integrity and charac

ter
c. Sufficient academic preparation — 

preferably a college degree holder 
in business or related fields and 
must have attended some courses 
on cooperation.

d. Excellent leadership
e. Highly innovative spirit
f. S u ffic ie n t knowledge and full 

appreciation of the value of the role 
of human relations in business

g. Keen interest in professional ad
vancement

2. Cooperative Attributes

a. Full belief in and sincere sympha- 
thy to cooperation.

b. Thorough understanding of coope
rative principles

c. Adequate practical experience as a 
cooperator

d. Ample training on the theoretical 
and practical aspects of cooperation

e. Thorough familiarization with the 
basic  d ifferences between the 
organization and management of a 
cooperative corporation and that of 
an ordinary corporation

f. Complete familiarization with the 
contents of the corporate papers 
and the provisions of the appur- 
tenent cooperative laws or statutes.

3. Business Experience
a. Acknowledged success in private 

business
b. Demonstrated competence in run

ning a business enterprise
c. Adequate experience in manning a 

cooperative
d. Thorough skillfulness in the use of 

various management tools and tech
niques in relation to the functions 
of management.

The foregoing enunciated bases for 
selecting a suitable person for the position 
of manager may appear quite idealistic. The 
point cannot be over-emphasized, however, 
that the manager holds the major key to 
the success of a cooperative and no effort 
should be spared in shopping for the right 
man for the position. There is indeed no 
substitute for competence in a cooperative 
manager and it cannot be gainsaid that a 
capable manager is one precious commo
dity that one cannot afford not to be very 
selective. Also, it is considered a grave mis
take to hire the services of a manager on 
the basis of a lower salary asked. A coop
erative should be prepared to give a com
petitive salary to a manager who can prove 
equipped for the task. It should be realized 
that an incompetent manager is the worst 
investment that any business enterprise, 
more particularly a cooperative, can ever 
make. An incompetent manager is indeed a 
luxury that nobody can afford.



E. Term o f  O ffice

The period of employment of man
agers may generally be classified into two:
(a) fixed and (b) not fixed. Those employ
ment which are covered by management 
contracts are fixed in nature while those 
not covered by management contracts are 
not fixed. Since jobs covered by manage
ment contracts are more secure, managers 
would normally prefer to be employed 
with the benefit of management contracts.

In actual practice, however, the services 
of nearly all managers of primary societies 
and even of overhead organizations are 
seldom covered by management contracts. 
Under this situation, the employment of 
such managers are in essence at the pleasure 
of the board of directors. Those coopera
tive managers, however, see no reason to 
feel insecure in their jobs despite the lack 
of the pertinent management contracts 
since experience shows that good per
formance is the best security for their jobs. 
The services of those managers who have 
demonstrated their capacity and com
petence to operate cooperatives successful
ly are always given due recognition by 
boards of directors and their services are 
always retained and consistently sought.

Nonetheless, professional cooperative 
managers, for clearly understandable rea
sons, prefer that their services, which are 
usually for a specified period and with a 
fixed compensation, be the subject of a 
management contract. In general, the 
period of the management contract ranges 
from two to five years with the usual termi
nation clause in case of failure of any of 
the parties concerned to comply with its 
contractual obligation.

F. Compensation

It is more or less the standard practice 
for managers to receive a fixed monthly 
compensation plus some allowances. Unlike 
in ordinary corporations, there is no profit- 
sharing scheme for employees of coopera
tives.

VI. RELATIONSHIP OF THE BOARD 
O F  D I R E C T O R S  A N D  THE 
M A N A GER IN TH E MANAGE
MENT OF A COOPERATIVE.

Among the three components of ma
nagement, the relationship between the 
board of directors, on the one hand, and 
the manager, on the other, is definitely the 
most difficult to establish. The rather usual 
vagueness in the delineation of the respons
ibilities and activities of each component 
stems from the fact that the boEird of direc
tors and the manager, representing the 
hired management, are both concerned 
with the operations of the cooperative and 
in discharging the functions of manage
ment, namely; (a) planning, (b) organizing,
(c) directing, (d) coordinating, and (e) con
trolling.

An attempt is made to place in proper 
perspective the working relationship bet
ween the two aforementioned components 
of management on two scores: (a) based 
on the five functions of management and
(b) guiding rules to establish their relation
ship.

A. Specific Responsibilities o f  the Board
o f  Directors and the H ired Management 
D efined

For a better understanding and appre
ciation of the specific activities of the 
board of directors, on the one hand, and 
the hired management—the manager in 
particular -  on the other, their respective 
responsibilities based on normally standard 
situations are outlined in relation to the 
five functions of management in Exhibit 
I V - 1 .

To be sure. Exhibit IV-1 is intended 
merely to show the main lines that de
lineate the areas of responsibilities of the 
two sectors of management. In some 
instances, it may be found necessary to 
draw firmer distinguishing lines. The cap- 
sulated presentation, it is believed, can very 
well serve as a practical frame of reference 
that can be used as basis for any such 
further refinements.

It will also be noted that the informa



tion contained in the subject exhibit is pre
sented in brief and compressed form. This 
is understandable since it is designed to 
simply complement the earlier discussions 
on the subjects. Its real value lies when it is 
considered hand in hand with the pertinent 
earlier discussions.

B. Suggested Rules fo r  Delineating the 
Activities o f  the B oard  o f  D irectors and 
the Managers

As the respective responsibilities of the 
board of directors and the manager in each 
of the functions of management are closely 
examined and compared, some definite 
grouping patterns of responsibilities are 
bound to come out prominently. This 
systematic alignment of the responsibilities 
actually conform with some suggested 
guiding rules for clarifying the specific 
areas of responsibilities of each manage
ment component. The said helpful rules are 
briefly outlined as follows:

1. Idea Decisions Versus Action De
cisions Rule

An idea decision is said to be one 
that involves approval of a proposed 
performance or plan that prepares the 
organization for systematic action. It 
motivates action that tends to have 
long-run im plications and conse
quences. On the other hand, an action 
decision specifies the behavior of an 
organization and results in definite 
action.

Making idea decisions, sometimes 
referred to as directing decisions, is the 
responsibility of the board of directors. 
On the other hand, the making of 
action decisions, also known as opera
ting decisions, is in the province or res
ponsibility of the manager.

Applying this rule now to specific 
responsibilities, decisions on long-range 
objectives and goals are the responsi
bility of the board. However, the 
making of the corresponding plans and 
programs which involves decisions re
lated to how and when the objectives 
and goals are to be attained is the res
ponsibility of the manager.

2. Time-period Rule

This uses the length of time as the 
criterion in determining areas of ma
nagement responsibility. Under this 
simple rule, all long-run decisions are 
the responsibilities of the board of di
rectors while all other decisions, such 
as short-run or intermediate as well as 
immediate decisions are the responsibi
lities of the manager. Decisions such 
as the setting up of long-range object
ives and goals, the development of a 
capital formation scheme and the put
ting up of fixed facilities and the esta
blishment of permanent management 
developm ent institutions are long- 
range in nature and are therefore res
ponsibilities of the board of directors. 
On the other hand, decisions that 
pertain to short-range commitment of 
resources, setting up of specific goals, 
preparation of work programs and the 
like are assigned to the manager.

3. Trusteeship Rule

This rule is anchored on the role 
that the board of directors performs as 
trustee for the members. As a trustee, 
the board of directors has to perform 
for and in behalf of the members such 
things as the proper management of 
the members’ equity, arrangement for 
external audit, establishment of effect
ive controls and development of a 
stable reserves system. These are all 
considered management responsibilities 
of the board of directors and these 
responsibilities, being inherent on the 
board of trustees, cannot be delegated. 
In the main, all other matters which 
are outside the scope of the trustee 
role of the board of directors are 
categorized as responsibilities of the 
manager.

S in c e , as already emphasized 
earlier, it is futile exercise to compart
mentalize in absolute terms the respect
ive management responsibilities of the 
members, the board of directors and 
the manager (especially of the last two), 
some occasion^ breakdovm in their 
relationship are but to be expected. A



EXHIBIT IV -  1

DELINEATION OF RESPONSffilLITIES OF THE 
BOARD OF DIRECTORS AND THE MANAGER

Particulars Responsibilities 
o f the Board

Responsibilities 
of the Manager

A. Basic Respon-
bility and
Authority

1. Basic res To manage the coo To actually manage
ponsibility perative. the cooperative.

2. Sources of Direct authority Delegated authority
authority from the members from the board of

and from the law. directors.
3. Claim to Selected by the Appointed by the board

office members. of directors.
4. Line of res Directly responsible Directly responsible

ponsibility to the members. to the board.

B. Specific Res
ponsibilities

1. Planning
function
a. Long- 1. Interprets organi 1. Prepares detailed

range zational objectives plans and programs
plans and sets goals. to attain objectives

and goals.
2. Formulates and 2. Assists in the deve

adopts policies. lopment of and im
plements approved
policies.

3. Approves commit 3. Assists in the develop
ment of resources ment of and implements
including finances, approved policies.
manpower and facili
ties.

4. Establishes managerial 4. Assists in the develop
development and train ment of and implements
ing program to perpe approved policies.
tuate personnel success
ion in key positions.

b. Short- 1. Approves goals, po 1. Sets goals and pre
range and licies and programs. pares policies, plans.
immediate and programs.
plans

2. Approves the budget. 2. Decides commitment of



Particulars Responsibilities 
of the Board

Responsibilities 
of the Manager

2. Organizing 
function
a. Structural

b. Staff

3. Directing 
function

4. Coordinating 
function

5. Controlling 
function

1. Approves organiza
tional structure and 
job descriptions.

2. Appoints manager and 
approves appointments 
of key personnel.

Not involved in 
direct management 
nor engaged in 
operations.

Coordinates activi
ties of the board.

1. Reviews objectives 
and goals and deter
mines need for re
vision to make them 
current with emerging 
trends.

2. Conducts general re
view and evaluation of 
extent of comphance 
with and effectiveness 
of policies.

3. Makes general measure
ment and comparison 
of actual achievements 
against projections in 
operations.

4. Assessess general status 
of long-range commit
ment of resources

5. Evaluates general prog
ress and effectiveness 
of managerial develop
ment and training 
scheme.

2.

resources and the orga
nization and control of 
these resources inclu
ding the preparation 
of the budget.

Prepares organiza
tional structure and 
job descriptions.
Recruits and recommends 
appointment of key per
sonnel and hires other 
subordinates.

Directs all activities 
of the cooperative.

Coordinates the func
tions of all the re
sources of the cooperative.
Determines effectiveness 
of policies, plans, and 
programs in pursuing 
objectives and goals.

Makes detailed evaluation 
of status of short-range 
and immediate commit
ment of resources.

Conducts detailed periodic 
measurement and compa
rison of actual results 
against expected results 
of operations.
Takes immediate posi
tive action to correct 
problems and weaknesses 
in the management and 
operations.

Provides the board with all 
information and reports, 
usually general or broad in 
nature, necessary for its 
efficient discharge of its 
controlling functions.



representative list o f some of the com
mon causes of the strained relationship 
among the components of the manage
ment team highlights the following:
(a) failure of the board of directors to 
establish clear-cut objectives and goals;
(b) assumption by the individual coope
rative directors or by the board itself of 
the management prerogatives of the 
manager and vice versa; (c) employ
ment of the close relatives of the co
operative directors and manager which 
is plain nepotism; (d) tendency of the 
cooperative directors as well as the 
manager to devote more time to the 
minor and not to the more important 
details of their responsibilities; (e) elec
tioneering by the manager during the 
election for directors; and (f) failure of 
the manager to provide the board with 
complete and accurate information. 
However, problems and weaknesses of 
this nature are really bound and are ex
pected to happen. What is really im
portant is to detect and arrest problems 
at an early stage before they can do any 
real harm to the association.

There are, of course, graver pro
blems which can be considered as ex
treme cases of the malfunctioning of

the cooperative management system. 
One such problem is the institution of a 
“one-man” rule in a cooperative as a 
result of the conversion of cooperative 
directors into “yes” men of the ma
nager or the president, as the case may 
be, thus reducing the board into a 
mere rubber stamp of the wishes of just 
one man. Another is when the manager 
and the board of directors connive in 
the commission of anomalies thereby 
making a mockery of the trustee role of 
the board.

All these negative outgrowths of 
the two-sectoral management relation
ships can certainly be neutralized and 
suppressed. Firstly, by the conscious 
efforts of every member of the manage
ment team to understand in full the 
nature and extent of the management 
re sp o n sib ilitie s  o f  each member. 
Secondly, for each of them to respect 
the rights and responsibilities of the 
others. And then finally, for them to 
discuss frankly and openly all questions 
involving management responsibilities 
when they arise and seek to arrive at 
decisions which are mutually beneficial 
and satisfactory to all.
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CHAPTER V

THE SPECIALIZED FIELD 
OF COOPERATIVE MANAGEMENT

A practical definition o f  cooperative managem ent is suggested and its 
im portance indicated. Three peculiarities o f  cooperative management are 
highlighted: (a) to  provide its m em bers with m ore econom ical and e ffi
cient services; (b ) to recast the pattern o f  distribution o f  savings; and (c)  
to p lace the control o f  a cooperative in the hands o f  its member-users. 
The five functions o f  management, nam ely: (a) planning, (b )  organizing, (c) 
directing, (d ) coordinating, and (e) controlling are discussed briefly.

I. DEFINITION AND IMPORTANCE 
OF COOPERATIVE MANAGEMENT

A. Cooperative M anagement D efined

Cooperative management may be de
fined as the efficient and effective utiliza
tion of the resources of a cooperative as a 
business organization for the purpose of 
serving the needs of its members within the 
context of the accepted cooperative prin
ciples.

This definition of cooperative manage
ment, which is quite different from those 
in circulation, was formulated precisely 
with the intent to stimulate immediate 
awareness to two very pertinent guidehnes 
for operations. In the first place, it fixes 
the overriding objective to which all ef
forts in a cooperative should be directed, 
that is, to serve the needs of its members. 
And in the second place, it clearly suggests 
that the conduct of all activities must be 
governed jointly by two sets of princi
ples namely: (a) cooperative principles and
(b) business management principles.

While the objective of a cooperative

may be a common knowledge and clear at 
the time of its organization, particularly 
when it is a real concrete outgrowth of the 
desire of the members to help themselves in 
satisfying their common needs and in
terests, the vision may become increasingly 
obscure and hazy as the cooperative be
comes larger and older. In due time the 
employees and even the manager may have 
to be reoriented on the real objective of the 
cooperative as they become more and more 
preoccupied with their activities. Indeed, 
the cooperative becomes a farce and all 
efforts can be considered naught when the 
management loses sight o f its basic object
ive of serving the needs of its members.

The foregoing definition of cooperative 
management also impresses upon the fact 
that cooperatives are in reality business 
organizations which are particularly de
signed to operate within the framework of 
cooperative principles.

B. N eed fo r  Sound Cooperative Manage
m ent

Among the many reports of failures of 
cooperatives, definitely the most authori



tative was the report entitled Farmer's Co
o p e r a t iv e  D iscontinuances by W. W. 
Cochrane and R. H. Elsworth of the Farm 
Credit Administration, United States De
partment of Agriculture dated June 1943. 
The said report, involving 14,655 associa
tions, covered the period from 1863 to 
1939, inclusive, a span of 76 years.

In the study, 11,272 reasons for discon
tinuances were classified and the frequency 
for each indicated as follows: (a) difficul
ties in the field of management, a fre
quency of 2,234 or 19.8 per cent; (b) dif
ficulties in the field of membership, 2,220 
or 19.7 per cent; (c) natural or unavoidable 
cause, 1,233 or 10.9 per cent; (d) insuf
ficient business for efficient operation,
I,161 or 10.3 per cent; (e) financing and 
credit difficulties, 1,097 or 9.7 per cent;
(f) transportation problems, 1,020 or 9.0 
per c e n t; (g) oppositions from com
peting enterprises, 1,003 or 8.9 per 
cent; (h) declining prices, 614 or 5.4 per 
cent; (i) consolidations or mergers, 361 or 
3.2 per cent; (j) technological changes, 
357 or 3.1 per cent; and (k) miscellaneous 
reasons, 218 or 1.9 per cent.

A detailed breakdown of the 2,234 
cases of “difficulties in the field of ma
nagement” which was the main reason 
advanced for the failures follows: (a) in
effective management, 1,290 cases or 57.7 
per cent; (b) high overhead, 224 or 10.0 
per cent; (c) inadequate accounting and 
auditing, 99 or 4.0 per cent; (d) dishonest 
officials, 73 or 3.3 per cent; (e) one-man 
organization which failed without him, 60 
or 2.7 per cent; (f) speculation, 45 or 2.0 
per cent; (g) too high operating cost, 30 
or 1.3 per cent; (h) poorly located plant, 
30 or 1.3 per cent; and (i) others, 2 or
0.1 per cent.

II. PECULIARITIES OF COOPERATIVE
MANAGEMENT

Cooperative management as a specia
lized field has its own peculiarities that 
stem from some of the specific objectives 
or goals of cooperative corporations which 
are different from those of ordinary cor
porations. These objectives are inherent in 
cooperatives and actually give substance 
and validity to the cooperative principles.

In this regard, it is felt that the novel 
objectives of cooperatives which, as pre
viously stated, are by themselves the pecu
liarities of cooperative management can 
best be isolated and defined in bold relief 
by comparing some of the basic features of 
a cooperative corporation with those of an 
ord inary corporation. The contrasting 
features of the two types of corporations 
are outlined in the following Exhibit V-1.

The specific objectives of cooperatives 
which, as emphasized earlier, actually re
present the peculiarities of cooperative 
management are discussed hereunder. It is 
stressed that they are closely related to one 
another; one objective strengthens and 
reinforces the other.

A. To Provide its M embers with More
Econom ical and E fficien t Services

This paramount objective of a coopera
tive is actually a protest against the ap
parent excessive costs and wastes of the 
other methods of doing business. Conse
quently, compared with the other business 
organizations, a cooperative should be able 
to provide its members any of the follow
ing: (a) better service at lower cost; (b) the 
same service at lower cost; or (c) better 
service at the same cost. Otherwise there is 
absolutely no reason for its existence. The 
members might just as well not organize 
such a cooperative and instead just con
tinue doing business with the existing non- 
cooperative entities. The various facets of 
the cooperative principles, it will be observ
ed, are all designed to make the coopera
tives viable instruments of service capable 
of meeting headlong the problem of eco
nomic efficacy and social economy.

The all-important task of making co
operative business more economical and 
efficient is a firm commitment that the 
management of cooperatives cannot shirk 
from. It is duty-bound to develop a coop
erative into a paragon of business efficiency 
with the proper blending of accepted and 
effective business management practices. 
And in the process, it is obvious that the 
management of cooperatives should not 
merely duplicate or imitate the services 
being rended by the ordinary corporations. 
It should be able to present a different



EXHIBIT V -  1

COMPARISON OF AN ORDINARY CORPORATION AND 
COOPERATIVE CORPORATION

Particulars Ordinary Corporation Cooperative Corporation

1. Legal basis of 
organization

Corporation law Usually specific co
operative law

2. Primary purpose/ 
motivation

To make profit To serve the needs 
of the members at cost

3. Basic requisite Ability or capacity Can make use of
for membership/ to buy shares the services of the
ownership of stock cooperative and

willing to accept respon
sibilities of membership

4. Patrons/customers Generally non-owners 
or the public

The members

5. Basis of voting Shares of common “One member, one vote”
stock in primary societies

6. Components of Board of directors Members, board of
management and hired manage

ment
directors and hired 
management

7. Principles governing Business manage Business management
operations ment principles and cooperative 

principles
8. Rate of interest 

on share capital
No limit Limited and conforms 

to government regu
lation

9. Basis for distribution 
of savings/profits

Shares of stock Patronage or volume 
of business contri
buted by the members

10. Educational
program

Practically none Continuing cooperative 
education program 
for those vdthin and 
outside the movement.

business image by introducing new and 
innovative business practices and strategies 
with a view to improving the services it 
caters to its members. In fine, it is and 
should be the continuing mission of co
operative management to make coopera
tives innovators and pacesetters  in their 
respective fields.

B. To R ecast the Pattern o f  Distribution 
o f  Savings (Profits) by Making Patron
age and N ot Capital as the Residual 
Claimants o f  the Savings

This marked departure from the con
ventional theory of distribution of savings

in cooperatives wherein the volume of bus
iness contributed by a member-patron and 
not the amount of capital contributed by a 
member-owner is made the basis of distri
bution of the savings of a cooperative, has 
led to the emergence of the cooperative 
concept of rendering service at cost to the 
members. This is of course in accordance 
with the cooperative principle on the dis
tribution of savings or surplus.

The philosophy behind this modified 
theory of distribution of savings which re
cognizes the fact that in a cooperative a 
premium should be placed on patronage 
over that of capital also dictated the need



for another principle whose workings com
plement the aforementioned principle on 
the distribution of savings and fully sup
ports the revised distribution theory. Re
ference is made to the principle which sets 
a ceiling on the rate of interest that may be 
allocated to share capital.

In order to effectively pursue this ob
jective and give full meaning and substance 
to the two subject principles involved, it is 
incumbent on cooperative management to 
adopt and institute such measures as may 
be deemed necessary in the premises. One 
area in management which definitely 
should be given major emphasis is the ins
tallation of a rigid system of cost allocation 
and control. A basic requisite of this is that 
the entries in the books of accounts should 
be complete, accurate and up-to-date and 
that the transactions of each and every 
member-patron should be properly re
corded in individual ledger cards. Also, this 
requires a realistic pricing policy that will 
govern the general dispensation of goods 
and services.

C. To Place the Control o f  a Cooperative 
in the Hands o f  Its Member-Patrons

need for cooperative management to work 
out a program that provides for a free ex
change of communication between the 
members, on the one hand, and the board 
of directors and hired management on the 
other. In order that the member-patrons 
may be able to exercise effectively their 
power of control and participate actively 
and intelligently in the management of 
their cooperative, they should be constant
ly and regularly informed and apprised of 
the various aspects of its management and 
operation. They should particularly be kept 
abreast of the status of the different opera
tions including the problems being en
countered, the financial condition and the 
projected plans and programs. On the other 
hand, the cooperative management should 
have an open and continuous dialogue with 
the members and encourage them to air 
their views, opinions and thinking on any 
and all matters of common interest and 
concern. The promotion of this vitally 
important feeling of involvement of the 
member-patrons in the affairs of their co
operative will of course be completely 
fruitful if the voice of the member-patrons 
will not only be heard, but more import
ant, heeded in meritorious cases.

This objective of cooperative manage
ment seeks to give the power of control in 
a cooperative to the mass base of member- 
patrons, as in a real democracy, and to pre
clude the tendency to concentrate the 
power of control in a few as when said con
trol is identified with the number of shares 
of stocks owned by the members. In brief 
the bone of contention is that a coopera
tive should be controlled by the members 
as “users” or “patrons” and not as “invest
ors.” The most widely known cooperative 
practice of “one member, one vote” was 
formulated as a precise guideline in meeting 
this objective.

Again from the viewpoint of coopera
tive management, the fact that the power 
of control resides with the member-patrons 
should provide distinct clues and suggested 
actions that should shape and guide their 
thinking and efforts. There is a pressing

III. FUNCTIONS OF MANAGEMENT

Most authorities categorize the funct
ions of management into five: (a) planning,
(b) organizing, (c) directing, (d) coordina
ting, and (e) controlling. They can be con
veniently identified by taking the first two 
letters of each function and placing them 
together to form the acronym “Plordico- 
co.”

The management of all business orga
nizations, without any exception and re
gardless of the structural classification and 
management level, have to plan, organize, 
direct, coordinate and control their activi
ties. These five functions are common to all 
management and they form or represent 
the chain that holds the key to successful 
management. Each has to be performed to 
an acceptable level or degree of efficiency.



A. Planning Function

1. Definition and Scope o f Planning

Planning is usually defined as “the 
thoughtful determination and systema
tic arrangement of the factors that will 
be required in the successful operation 
of an enterprise.” Specifically, it is de
termining in advance: (a) what shall be 
done; (b) why it should be done; and
(c) how and by whom should it be 
done.

In a real sense, planning is the start
ing point or genesis of any business 
enterprise. It is a primary requisite to 
the other management functions. It 
covers the whole range of activities 
from the defining of the overall object
ives to the setting forth of specific 
target goals and to the planning of the 
corresponding work programs including 
the formulation of the appurtenant 
policies, procedures, practices and stra
tegies.

2. Importance and Uses o f Planning
The importance and uses of plan

ning may be briefly stated as follows:
a. Planning pinpoints the long-rvm 

objectives and the short-run 
goals of the business enterprise 
in order that the management 
team will be made aware of the 
expected product of their total 
efforts.

b. Plarming determines the needed 
and the proper coordination of 
vital support components in 
terms of personnel, facilities, 
and financing for the effective 
pursuance of the objectives and 
goals.

c . Planning identifies the pertinent 
work programs and alternative 
courses of action with the pack
age complement of relevant 
policies, procedures, practices 
and strategies.

d. Planning establishes the dif
ferent bases for and area of co
ordination of both efforts and 
facilities for the purpose of 
achieving maximum results.

e. Planning devices a system of 
control and sets the corres
ponding standards so that any 
undesirable deviation of the 
actual from the projected re
sults 'can immediately be correc
ted.

3. Responsibility for Developing Plans 
and Some Planning Tools and Tech
niques

Being a function of management, 
planning in a cooperative should logi
cally be the combined responsibility of 
the three components comprising the 
management team. An ideal plan, there
fore, is one that represents the collect
ive thinking and efforts of the manage
ment team.

In actual practice, however, the in
volvement and participation of the 
members in planning is confined to the 
identification of the general objectives 
and goals of their cooperative. On the 
other hand, the contribution of the 
board of directors is normally limited 
to the initiation of long-run objectives. 
And so it is evident that the heavy load 
of responsibility in planning rests with 
the hired management.

It is pointed out in this regard 
that the economic survey which is a 
basic requirement in the organization 
of a cooperative, provides a wealth of 
vital facts and information which are 
extremely helpful in planning. On the 
other hand, the cooperative’s articles of 
incorporation and bylaws embody the 
objectives, capital structure and basic 
rules governing the internal administra
tion of a cooperative, all of which are 
essential information in planning.

The management tools which are 
particularly helpful to effective plan
ning are: (a) balance sheet, (b) state
ment of operation, (c) cash flow state
ment; (d) budget, (e) break-even point 
analysis, and (f) ratio analysis.

4. Principles of Planning

There are some tried and tested 
principles of management which if pro
perly observed and followed could be



expected to provide a fairly good foun
dation for a plan:

a. Define and classify the long-run 
and short-run objectives and 
goals and establish a system of 
priorities for their accomplish
ment.

b. Identify expected obstacles or 
impediments to the attainment 
of the objectives and goals and 
provide for their possible re
medial measures.

c. Pinpoint alternative courses of 
action to achieve objectives and 
goals and explore the possible 
consequences or implications of 
such alternative courses of 
action.

d. Determine personnel, facilities 
and financial requirements.

e. Fix a time schedule for specific 
periods or stages of work.

f. Isolate limiting factors.
g. Devise a system of determining 

and evaluating progress and re
sults.

h. Determine the administrative 
requirements which have to be 
met to secure approval of the 
program and to set it in motion.

The foregoing principles of plan
ning, it is stressed, actually correspond 
to the so-called scientific method of 
planning. In contrast to the two other 
methods of plarming, namely: (a) the 
trial and error planning and (b) the ini
tiative planning, the scientific method 
of planning is based upon a logical 
gathering, interpretation and analysis of 
facts.

B. Organizing Function

1. Definition and Scope of Organizing

Organizing is commonly referred to 
as “ the grouping of activities and the 
fitting together of people in the best 
possible relationships as to get work 
done effectively and economically, and 
to help achieve the objectives and goals 
of the enterprise.”

Included in the organizing activities

are: (a) recruitment and development 
of personnel; (b) outlining and estab
lishment of relationships between and 
within the various levels of manage
ment; (c) installation of the various 
procedures, methods and systems; and
(d) procurement of the necessary tools, 
equipment and supplies.

Viewed in its proper perspective, 
organizing has two distinct but closely 
related aspects: (a) organizing the bus
iness structure which refers to the out
lining of the structures of work, and
(b) organizing the staff which involves 
the selection and assignment of per
sons. Only the first aspect of organizing 
will be discussed here since there are 
many excellent materials on the second 
aspect of organizing the staff which act
ually falls within the realm of personnel 
management.

2. Organizing the Business Structure

The organizational structure is in 
reality a management tool or strategy 
that makes possible the fitting together 
of various people of the organization 
into a well-coordinated working team. 
Commonly presented in the form of an 
organizational chart, the organization 
structure serves many important uses:
(a) it helps to coordinate the efforts of 
the different employees; (b) it provides 
communication channels between the 
different levels of management; (c) it 
facilitates the exercise or delegation of 
authority; and (d) it assists in the as
signing of responsibility and enforcing 
accountability.
a. Types o f  organization structure

The different organization struc
tures are grouped into three: (a) line 
structure, (b) functional structure, and
(c) line and staff structure. The line and 
staff structure is the predominant type 
and practically all cooperatives have 
adopted the said organizational struc
ture.

(1) Line structure
In the pure line structure, the head 

of an operating unit has the authority 
over all the activities in his unit. Each



unit, which represents a major line of 
activity of a cooperative, as for exam
ple, marketing of grains or procurement 
of farm inputs, is essentially a complete 
outfit by itself. It is provided with all 
administrative and accounting support, 
and operates and pursues its purposes 
of the unit on its own without the help 
of specialists. Under this setup, the unit 
head is responsible only to his imme
diate supervisor.

This type of organizational struc
ture has its advantages as well as disad- 
VEmtages. Among its advantages which 
may be cited are: (a) responsibility is 
easily pinpointed since the authority of 
the head of an operating unit is undiv
ided and he therefore assumes sole res
ponsibility for the efficient functioning 
of his unit; (b) decisions are made fast
er since the decision-making process is 
centralized in the executive; and (c) it 
is easily understood because there is 
only one line of authority and respon
sibility that passes through each person, 
one on top and one below him.

On the other hand, the principal 
disadvantage of the pure line structure 
is the usual difficulty of locating a line 
unit head with sufficient background 
and training to cope with the usually 
multifaceted activities of the line funct
ion. It will be realized in this regard 
that the line executive should be an all- 
around man, nay, a “jack of all trades.”

(2) Functional structure

In the case of the functional struct
ure which, incidentally, is considered 
impractical and therefore has never 
gained acceptance in business enter
prises, a unit head has authority for 
only one specific function and he is res
ponsible to a composite corps of speci
alists belonging to various specialized 
units of their own. The whole organiza
tion is, therefore, built around specia
lized effort, specialized direction and 
specialized control.

The functional structure is firmly 
anchored on specialization and this 
specialization is the principal advant
age. This advantage, however, is greatly

outweighed by the unclear and usually 
conflicting lines of authority bisecting 
one subordinate to several specialized 
supervisors giving rise to widespread 
confusion in the whole organization. 
For this reason, the pure functional 
structure has not gained any inroad in 
actual practice. Its only value, it seems, 
lies in promoting proper understanding 
of the “line and staff” form of organi
zation structure.

(3) Line and staff structure
There are two classes of unit heads 

in the line and staff structure, the line 
unit heads on the one hand, and the 
staff unit heads, on the other. The units 
of the line heads pursue the major lines 
of activities of the organization while 
the units of the staff heads advise and 
assist the units of the line executives in 
their activities. It will thus be realized 
that the line and staff structure is a 
combination of the line and functional 
structures.

Under this setup, all the units, 
whether of the line or staff heads, have 
their own complete and separate autho
rity. In relation to each other, however, 
the staff group serves only as an “ad
visory” ' staff for the line group. It 
therefore has no authority to direct or 
control the line group. In this sense, the 
line and staff structure retains and 
harmonizes the most desirable features 
of the pure line structure and the pure 
functional structure, specifically the 
individual authority in the pure line 
structure and the services of specialists 
in the pure functional structure.

The practical use and value of this 
type of organizational structure is 
acknowledged and it is the most pre
dominant type of structure now in use 
in all forms of business enterprises. It 
may be mentioned that the military is 
one of the great exponents of the line 
and staff organizational structure.

C Directing Function

1. Definition and Scope of Directing
In the main, directing is “getting 

work done through others.” It refers to



the detailed day-to-day activities of an 
executive in relation to his subordinates 
to the end that working as a team, an 
executive and his subordinates can 
obtain the best possible results in the 
execution of particular plans and pro
jects. Directing, which is considered 
one of the most intricate functions 
of management, also includes personnel 
developm ent. Necessarily, effective 
executive direction probes deep into 
the field of human relations and there
fore heavily leans on the growing 
science of psychology and sociology as 
applied to business situations. In this 
regard, cooperative management, more 
than any other specialized field of ma
nagement, needs for its success a liberal 
infusion in its system of some vital 
aspects of psychology and sociology.

A meaningful and masterful sum
ming up of the proper norm of conduct 
and attitude that should be adopted by 
an executive if he desires to get best 
results done through others may be 
glimpsed from the following excerpt 
from A Guide to M odern Management 
fo r  Cooperatives, a publication of the 
Cooperative League of the United 
States (CLUSA):

“The modem executive must 
give thought to people, to their 
interests, to their wants, to their 
needs for expression and to provi
ding them with a reasonable degree 
of satisfaction and happiness in and 
through their work. The modern 
executive regards each person as a 
unique individual different from 
each other person. Through indi
vidual contacts he finds out what 
makes each person tick; he demon
strates a sincere personal interest 
in individuals; he makes people feel 
secure; he appeals to positive gains 
and interests rather than to fears; 
he gives recognition for good per
formance so men set high standards 
for themselves and seek to maintain 
such standards. He asks his assist
ants and subordinates for sug
gestions, and gives them credit — 
his whole staff helps him improve

operations. He makes persons want 
to reach for and take responsibility 
rather than let the boss do all the 
worrying. He sets up the challenge 
o f tomorrow being better than 
today — helps men see opportunity 
ahead instead of mere routine and 
monotony and give more of them
selves in making reality out of 
tomorrow’s possibilities.”

2. Types of Directing
The three common types of direct

ing are: (a) authoritarian type, (b) per
suasive type, and (c) leadership type. 
Each of these three types of leadership 
is discussed briefly.
a. Authoritarian type

In the authoritarian type which is 
the most rigid and stiff type of direct
ing, the executive simply tells, orders 
and commands. The status of his subor
dinates is reduced to that of mere re
ceivers of instructions from the top and 
no more.
b. Persuasive type

Under this type, the executive 
strives to make his subordinates appre
ciate and accept the idea and, in turn, 
instills and spurs the desire to do their 
work well. Instead of being simply 
dictated upon, the subordinates are 
persuaded to maximize their work 
efficiency.
c. Leadership type

The leadership type which is an 
adaptation from the concept of consul
tative management does not only per
suade but goes to the extent of consult
ing subordinates on how they can 
further improve their work perform
ance. Experience has proven that the 
leadership type of directing provides 
the vital motivation for the employees 
to exert themselves to the limit in their 
particular jobs. In short, they become 
more productive employees. Predicta
bly, the employees respond and mea
sure up to expectations when they are 
considered and treated as human beings 
with feelings, interests and aspirations 
of their own and not merely as cogs in 
a machinery.



3. Successful Practices in Direction
Executives can seek refuge in a 

number of tested and proven practices 
to achieve effective direction. The suc
cessful practices in direction are here 
presented and briefly discussed:
a. D etermine the specific jo b s  that 

should be done (what shall be 
done)
It is said that effective executive 

direction starts with a clear design of 
work projects. The process of job deter
m in ation  which is considered the 
foundation of effective executive direc
tion, seeks to pinpoint and define the 
specific jobs which are considered 
necessary for the successful pursuance 
of plans and programs.

In determining the various required 
jobs, an executive can avail himself of 
any or all of three steps: (a) procedural 
and jo b  studies which generally refer to 
method improvement and simplifica
tion; (b) analysis charts which are quite 
sophisticated and offered as a special 
subject in industrial engineering, show 
the relationship between events and 
people or products or a combination of 
such relationships; and (c) specific  
work assignment which usually par
takes of the preparation of standard 
practice specifications to avoid the is
suance of similar instructions for those 
managerial and technical jobs that are 
done repetitively.
b. Identify individual assignments fo r  

specific jobs (who will do  it)
In selecting the right person for the 

job, an executive has to resolve two 
major considerations in taking alter
native courses of action: (a) which 
individual in the staff is the most tech- 
n ica lly  qualified for the job and
(b) which individual, although less quali
fied, can be picked for the job for train
ing purposes in furtherance of the long- 
range personnel development program.
c. Prepare clear and effectiv e orders, 

instructions and information (what 
shall be done and why it should be 
done)
This is a critical step and the need 

for issuing clearcut orders, instructions

and information cannot be overempha
sized. In this regard, it may be stressed 
that it is considered a sound practice to 
advise the employees not only on what 
should be done but also why it should 
be done. This explains the need for 
supplementing orders and instructions 
of the “what” aspect with an appro
priate information of the “why” 
aspect.

On the matter of issuance or giving 
of orders, instructions and the attend
ant information — an area which is very 
vulnerable to confusion and friction 
among the employees and between the 
department — it will do well for an 
executive to give particular attention to 
the following two rejoinders: (a) the 
order-giving should be made to con
form with the needs and circumstances 
of the situation and (b) the order, 
instruction and information  should be 
viewed as attitude-influencing  as well as 
of training value, or in short, the exe
cutive must assume the role of teacher 
in giving orders. In this regard, the 
order-giving should be directed by the 
following facets: (a) organizational 
aspects, that is, correct and recognized 
flow channels; (b) relation to purpose, 
that is, how urgent it is to get the job 
done and how detailed the orders have 
to be; (c) relation to individuals invol
ved, that is, as to their technical com
petence as well as to their peculiarities 
and sensitivities; and (d) relation to 
control, that is, closely supervised pro
jects require detailed written orders.
d. Establish standards o f  perform ance

and control points fo r  each person
Another contributory practice to 

the success of executive direction is the 
setting up of two corollary measures:
(a) standards of performance for a pro
ject and (b) control points. Project 
standards, which serve as measuring 
devices for making comparisons bet
ween actual performance or results 
against projected performance, can be 
structured in terms of: (a) time, that is, 
deadline may be set for completion 
of projects or their specific stages;
(b) quality, that is, nature of executive



judgement expected of subordinates or 
degree of cooperation expected from a 
group; (c) quantity, that is, specific 
number to be completed within a given 
time; and (d) cost, expenses and out
lays, that is, cost per unit budget alloca
tions and authorized expenditures.

On the other hand, control points 
which denote where and when the pro
gress of a project will be checked can 
be established based on: (a) time, that 
is, checking time are definitely sche
duled; (b) major poin ts o f  difficulty, 
that is, expected problem areas are 
identified and progress of work is 
checked upon reaching those points;
(c) major stage or part o f  the project, 
that is, partial evaluation of the pro
jects is made upon completion of each 
major stage or part of the project;
(d) geography or p lace o f  work, that is, 
progress of work is checked as it passes 
through various hands; and (e) project 
standards, that is, evaluation of work 
progress based on various quantitative 
or qualitative standards.

e. Provide for  p roper relationships
with other executives and organiza
tions
To be fully effective in directing, an 

executive should enlist the maximum 
cooperation of the other executives and 
departments. Without such coopera
tion, the executive himself and the 
entire organization will fare very much 
lower than expectations and eventually 
fail. There are two known avenues open 
for generating cooperation in the entire 
organization: (a) good organizational 
planning and (b) frequent interdepart
mental meeting.

Under good organizational plan
ning, it is desirable that there should 
be complete job description for each 
executive position and for each depart
ment. Every executive will thus be in a 
position to pinpoint his exact status, 
including his authority and responsi
bilities in relation to others. Hand 
in hand with good organizational plan
ning, the holding of interdepartment 
meetings frequently or regularly can be

expected to foster closer understanding 
and cooperation among the different 
sectors in the organization. Common 
problems can be ventilated, discussed 
freely and openly. The interdepartment 
meetings can be a valuable tool for dev
eloping interdependent understanding 
and cooperation when properly con
ducted.

f. Maintain a system atic program o f
overall communication
Apart and aside from the successful 

practice of preparing clearcut and effec
tive orders, instructions and inform
a tio n , effective executive direction 
demands the maintenance of a systema
tic program of communication that 
shall cover the entire organization. 
Specifically, what is envisaged in a 
three-way communication is compart
mentalized as follows: (a) commu
nications from the top echelon down 
through the organization; (b) com
munications from the lower echelon 
to the top of the organization; and
(c) communications across organiza
tional lines.

This three-way communication 
whose path traverses and links all the 
sectors in the organization vertically 
and horizontally is vital in generating 
interactions among the various sectors 
regarding problems, needs, opportu
nities, ideas and motivations. It cannot 
be gainsaid that such interactions pro
vide valuable basis for an effective 
direction of efforts by executives.

g. Design a built-in system for  the
d e v e lo p m en t o f  the managerial
capabilities o f  the subordinates
It is the essence of this practice 

that while directing, an executive is 
under obligation to develop the ma
nagerial capabilities of his subordinates. 
The basic assumption is that the two 
processes of directing and instructing 
should go hand in hand. They are cons
idered intertwined with one another 
and inseparable.

The concept of learning through 
experience is particularly applicable in



this regard. Experience is regarded as 
one of the most effective teachers and 
developers of individuals. As he directs 
the activities of subordinates, an exe
cutive should impress upon his subor
dinates the good viewpoints and effect
ive habits that can be learned and 
gained from experience. In fine, the 
combination of the directing and instr
ucting processes, properly applied with 
utmost patience and tact, will ferret 
out and develop the erstwhile hidden 
and dormant management talents of 
the subordinates.
h. A dopt a practical program o f  self

management

It is the thesis that an executive can 
effectively carry out the job of direct
ing if he himself makes a systematic 
planning of his work and time. The exe
cutive, it is contended, has to set the 
best example on how one can make the 
most propitious use of time and efforts 
principally by distributing his work 
load in accordance with specific time 
schedules which may be daily, weekly, 
or monthly. This in brief is self
management, the need for which has 
often been overlooked by the exe
cutives themselves in the maze of their 
multifarious activities, but which is of 
incalculable value in the effective dis
charge of the management function of 
directing.

4. Main Pitfalls in Directing

A fter discussing those practices 
which make for effective executive 
direction, it is felt logical to shift the 
discussion to those practices which 
tend to give the opposite results. A 
complete picture of the situation will 
thus be presented giving a clear perspec
tive of the contrasting situations.

The impediments to effective exe
cutive direction which must be avoided 
are: (a) inadequate orientation on the 
managerial functions; (b) overzealous
ness in doing everything; (c) failure to 
make subordinates conscious of their 
responsibility; and (d) wrong perspect
ive of superior-subordinate relationship.

a. Inadequate orientation on the ma
nagerial functions
It has been observed that this situa

tion usually arises when a purely tech
nical man is elevated to an executive 
position more as a reward for being a 
good follower or subordinate rather 
than on the basis of executive ability. 
Although already discharging an exe
cutive position, the new appointee by 
force of habit and unable to different
iate between an executive and a tech
nical expert, concentrates more on his 
specialized expertise instead of attend
ing, as he should, to the management 
functions. A situation then develops 
where an executive fails to do the work 
he is supposed to do and soon finds it 
an ordeal to break away from this err
oneous pattern.

In this regard, a very pertinent 
observation is quoted in full:

“If an executive is really to be 
effective, he must be an executive 
in deed as well as in name. If he is 
to play his proper role on the team, 
he must especialize on managerial 
functions and not on functions of 
subordinates. His real value is in 
making managerial decisions, not 
technical decisions. He can do the 
best job of making technical designs 
only if he has good technical assis
tants. He can’t be a technical expert 
in everything. He can be an expert 
manager.”

b. Overzealousness in doing everything 
and failing to delegate authority 
The tendency to do a job by one

self and refrain from delegating work 
and authority to subordinates is ano
ther serious obstacle to effective exe
cutive direction. It is indeed permissible 
for an executive to handle really im
portant jobs. But this should be done 
only occasionally and not as a matter 
of habit. For then, in the long run, he 
will be a principal party in undermining 
his effectiveness as well as the entire 
department concerned.

In an effort to justify the reluct
ance to delegate authority to the subord
inates, the executive often claims that 
he has no confidence in his subordina



tes. It is claimed that he would rather 
do the job himself instead of taking the 
risk of assuming responsibility for the 
performance of an incompetent subord
inate. This argument begs logic since it 
is tantamount to correcting a mistake 
with another mistake. For if the pro
blem lies with the subordinates who are 
incompetent, the solution is for the 
executive to train and educate the 
subordinates and certainly not for him 
to do their jobs. Such an executive 
should definitely devote and direct 
more of his time and efforts to the 
building of an effective organization so 
that he would not be compelled to do 
the work that he is afraid to delegate.

In the final analysis, an executive 
who builds the competence of his 
subordinates and learns to delegate 
authority in effect avoids being over
loaded with activities alien to his exe
cutive position, builds up the con
fidence of subordinates and increases 
the effectiveness of the team of which 
he is the leader.
c. Failure to gain the loyalty and 

support o f  the subordinates 
A common complaint of executives 

which is symptomatic of a serious pro
blem involving cooperation in general 
is that they could not seem to prod the 
subordinates into doing what they are 
supposed to do. The crux of the pro
blem, it seems, relates to the use of the 
executive of his authority in getting 
results from the subordinates.

F u n d am en ta lly , th e  authority 
vested in an executive carries with it 
the right to give orders and to obtain 
compliance with his orders. The autho
rity is delegated to him from above, 
specifically from the board of directors. 
While the authority delegated from 
above is sufficient for the purpose of 
giving orders, the matter of whether the 
said orders will be complied with or not 
is another story and is well beyond the 
right to give orders. This underscores 
the need for such an authority dele
gated from above to be supplemented 
by an authority earned from the subor
dinates. It must be stressed that the 
authority from the subordinates cannot

be delegated as a matter of right; rather 
it has to be gained and earned. In other 
words, the willingness to cooperate and 
follow orders have to be developed as a 
voluntary gesture on the part of the 
subordinates. It is like winning a vote 
of confidence from the subordinates.

In order to gain the loyalty and 
support of the subordinates, a manager 
should first of all be skilled and, se
condly, be fair and alert to the needs 
and problems of the subordinates. It is 
imperative that the manager should 
possess and, more important, practice 
those attributes on a voluntary basis 
and without being asked to. The usual 
half-hearted cooperation being ex
tended by the subordinates can then be 
expected to bloom into full coope
ration from the hearts of loyal and 
dedicated subordinates,
d. V ag u e p ersp ec tiv e  o f  superior- 

subordinate relationship 
This other major impediment to 

effective executive direction stems 
from the usually overlooked need to 
accept the so-called informal resistance 
of subordinates within the realm of the 
illogical aspects of motivation. In a real 
sense, subordinates are not satisfied 
with the usual logical explanations of 
the why’s and how’s of doing a job. It 
has to be realized that there exists 
informal relationships between the exe
cutive, on the one hand, and the subor
dinates, on the other, and that they 
have conflicting belief systems that 
borders on suspicion and antagonism.

To reduce the suspicion and anta
gonism of the subordinates when they 
are not yet deeply entrenched, it will 
definitely do well to consider the fol
lowing recommendations of a manage
ment authority.
“ (1) Give information to subordinates 

in advance of — not only after — 
situations or problems or jobs 
involving potential conflict.

“ (2) Explain reasons for actions fully 
and w ithout a condescending 
manner. The explanations should 
give consideration to the view
points of the subordinates as well 
as those of the management.



“ (3) Seek the active cooperation of the 
subordinates in solving mutual 
problems and in devising plans and 
projects. Such participation — of 
which consultative management is 
an example — allays the fear of 
subordinates and assures them 
that they are significant, import
ant and needed.

“(4) Avoid as much as possible negative 
leadership and earmarks thereof 
because fear breeds fear.”

D. Coordinating Function

1. Definition and Scope of Coordina
ting
By common definition, coordina

ting is the harmonious and effective 
fitting together of the components of 
an organization including people, faci
lities and other resources to accom
plish a unified planned approach to
ward a predetermined goal or objec
tive. It is a form of integration of 
activities that involves “building and 
maintaining harmonious adjustments, 
promoting synchronized functioning, 
and creating sound working relation
ships.”

The management function of co
ordinating encompasses four specific 
areas; (a) plans, (b) individual assign
ments, (c) organizational units, and
(d) external activities. It is vitally essen
tial that there should be unity of 
actions and purposes in these four 
areas.

2. Specific Areas of Coordination

a. Plans

Coordination is an indispensable 
aspect of planning. Every plan, without 
any exception, provides for a scheme or 
a strategy for coordination. Conse
quently, it is a fact that coordination 
begins when plans are made and not 
after the plans are already prepared. 
Coordination has to be planned well in 
advance before actual implementation 
of the plan takes place otherwise the 
success of an endeavor is bound to be

im perilled. Executives should have 
beforehand a clear idea of the plan of 
coordination in various phases of their 
activities and every preparation should 
be made to insure that everything 
shapes into a harmonious and coor
dinated pattern.

b. Individual assignments

The systematic unification and 
translation of individual efforts into 
one solid team endeavor is one of the 
basic ingredients of effective coordina
tion. This means that independent in
dividual actions should always be sub
servient to cohesive team action as well 
as to team spirit. This calls for prov
iding the individuals all motivations to 
promote oneness of action and purpose 
irrespective of their assignments or 
positions in the organization.
c. Organizational units

The interdependence of the various 
units in an organization makes coor
dination a must if it is desired to pro
duce maximum results. This involves 
the preparation of realistic and respon
sive systems, procedures, methods and 
processes that will integrate the acti
vities of the different organizational 
units.

d. External activities
Coordination also includes the fit

ting together of the activities of the 
organization with those of other insti
tutions and people over which the co
operative has practically no control. 
These include the local and national 
governments, banks and private firms 
with which the cooperative is doing 
business and also the general public. An 
organization is not intended to operate 
in isolation, particularly a cooperative 
which is a movement of the people.

The relations with those external 
agencies and people have to be well 
coordinated also. This calls for a con
siderable knowledge of laws and regula
tions of the business and banking world 
and also of human relations. This is 
more of a management by negotiation 
instead of by direction.



3. Characteristics and Elements of
Coordination
The basic characteristics and essent

ial elements of coordination are self- 
explanatory and are therefore only 
briefly discussed here.

There are three basic characteristics 
of coordination: (a) timing, that is, 
coordinated timing is crucial to effect
ive coordination particularly in produc
tion processes; (b) appropriateness, that 
is, the judicious and wise choice of 
people, facilities and other resources 
especially in case of changes or modifi
cations in plans; and (c) flexibility, that 
is, coordination must continue in the 
face of changing trends and conditions 
which may affect the original plans and 
projections.

On the other hand, the major ele
ments of coordination are presented as 
follows: (a) communication, that is, 
each segm ent in the organization 
should know what is going on, what is 
intended and what is expected -  a vital 
aspect where it is essential to maintain 
an interchange of information and 
ideas as well as to build understanding;
(b) motivation, that is, the proper 
working of the desire and determina
tion of the people to contribute out of 
their own will and volition for the good 
of the organization; and (c) control, 
that is, coordination must be sensitive, 
be properly directed and provide an 
audit of coordination.

E. Controlling Function

1. Definition and Scope of Controlling
Controlling is “the process of get

ting plans followed according to specifi
cation, evaluating results, and taking 
remedial action to prevent unsatis
factory results.” It is the management 
function through which periodic mea
surements or comparisons are made 
between the actual performance of an 
organization against the expected per
formance under the plan of operations.

Its basic objective is to “assure 
that performance conforms to plans.”

In other words, to keep the business on 
proper course. Contrary to the com
mon impression, control is not restrict
ive but corrective. It is a positive and 
not a negative function of management. 
In a management sense, the emphasis in 
control is planning, measuring and com
paring.

2. Purposes of Control
The four basic purposes of control 

are: (a) to determine progress in achiev
ing plans; (b) to predict trends and 
forecast results; (c) to determine what 
remedial action is necessary to over
come recurring problems; and (d) to 
provid e information for improving 
future and related plans and for replan
ning.

3. Methods of Control
The various methods of control 

may be broadly classified into (a) for
mal and (b) informal methods. They 
may be used either singly or in com
bination with each other. Most organi
zations put reliance on the combination 
of the two methods.

a. Form al m ethod o f  control
The formal method of control 

makes use of factual information such 
as statistics and written reports. Pro
cedures and systems are usually in
volved. Facts may be found in written 
statements of objectives and policies, 
statistics, special reports, operating re
su lts , fin an cia l ra tio s , employee 
records, stockholders’ or members’ 
complaint, employee performance and 
cost data, just to cite some. These data 
are used in measuring and comparing 
performance.
b. Inform al m ethod o f  control

The informal method of control 
relies not so much on written factual 
information as on observations, inspect
ions, meetings, conferences, conversa
tions and oral reports. Informal con
trols have been found very effective 
most especially in the well-managed 
organizations where the functions of 
planning, organizing, directing, and



coordinating have been accomplished 
to a high level of efficiency.

c. Steps o f  control
There are four basic steps involved 

in almost all controls irrespective of the 
types of specific controls. Presented in 
the order that they should be con
sidered, the said steps are: (a) establish 
criteria; (b) check and report; (c) in
dicate remedial action; and (d) record 
information.

(1) Establish criteria

C on tro l criteria are established 
more on the basis of specific goals 
instead of broad objectives. Such crite
ria should be established systematically 
if they are to serve their purpose of mea
suring or indicating a point standard. In 
this regard, it has been observed that 
there is partiality on the use of the so- 
called principle o f  key  perform ance  
areas and the related principle o f  key  
indicators. Both principles which seek 
to limit or confine control to a selected 
number of vital areas have been found 
of immense practical value, especially 
on the part of the board of directors.

(2) Check and report

With the criteria established, the 
next step involves first, checking of 
each indicator point to get the necessa
ry status information and, secondly, 
reporting the information gathered in 
the prescribed form.

Information may be gathered either 
directly through personal contacts or 
indirectly through written reports or 
through a com bination  of both 
methods. The type of report that is 
found effective in reporting findings is 
one that uses the principle of except
ion, that is, a report which advises that 
“all is well except.”

(3) Remedial action
The initiation of remedial action is 

a part of control. Remedial action 
actually involves changes in any one or 
all of the following three specific 
phases: (a) performance, (b) plans, and
(c) conditions.

Corrective action in performance 
which reflects knowledge, skills and 
attributes may take the form of train
ing, reassignment of personnel, im
proved direction and the like. Changing 
plans, on the other hand, includes re
vision of schedules, modification of 
prices, improved handling of products, 
better transport facilities and the like. 
Slow deliveries, lack of equipment and 
insufficient personnel are some of the 
reasons for changing conditions.

(4) Recording information
This last step involves the recording 

of all vital information learned or dis
covered for future use and guidance. It 
is im p o rtan t th at such recorded 
information be always available for 
review especially for purposes of future 
planning.
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CHAPTER VI

COOPERATIVE MANAGEMENT PRINCIPLES, 
TECHNOLOGY AND TECHNIQUES: 

COOPERATIVE MARKETING MANAGEMENT

A new dimension in agricultural cooperative marketing is introduced  
with the conceptualization o f  its two real aspects within the context o f  the 
marketing concept, nam ely: (a) marketing aspect and (b ) supply aspect. 
Special efforts are ex erted  to enhance proper understanding o f  the pooling  
m ethod  o f  cooperative marketing which is unique to cooperatives. The other  
com m on m ethods o f  handling m em bers'produce such as—(a) outright pur
chase fo r  cash and (b ) selling on individual account—are also featured. A 
thought-provoking dissertation on com m odity exchanges and futures trading, 
with emphasis on hedging, is injected into the mainstream o f  current interest 
on their possibilities.

I. NATURE AND 
C U L T U R A L  
MARKETING

SCOPE OF AGRI
C O O P E R A T IV E

A. Definition o f  Agricultural Cooperative
Marketing

A gricu ltural cooperative marketing 
which is a specialized field of agricultural 
marketing may be defined as the perform
ance of services that direct the flow of pro
ducts and services from the farmers to the 
consumers or users, for the purpose of 
satisfying the needs of the consumers and 
attaining the objectives of the cooperative 
within the framework of the cooperative 
principles.

As used in the definition, the term 
services has particular reference to the 
functions performed on or for a product 
which in one way or another alters or 
changes its time, place, form, possession or

characteristics. It should be stressed that 
each of the series of related services involv
es cost and therefore results in a service-by- 
service increase in the value of a product. 
Viewed from this perspective, these services 
are in truth and in fact business services 
and should be properly treated as such. 
Depending on the marketing functions that 
will be performed, the services may involve 
the physical handling of a product as in 
transporting; or they may not involve the 
physical handling of a product as in finan
cing and risk-taking.

The term direct in the definition con
notes the specific pattern of action that the 
services should assume. It is viewed purely 
from the management standpoint and has 
particular reference to the management 
function of directing. It clearly impresses 
upon the fact that marketing directs or that 
the basic task of a marketing manager is 
one of continuous directing. The narrowing 
down of the specific nature and character



istic of the business services to the basic 
m anagem ent function of directing is 
founded on the proposition that the 
market or the consumer and not the farmer 
should determine the kind of products that 
should be produced or sold. It fully sub
scribes to the precept that it is within the 
task of the marketing manager to work for 
and direct the production of farm products 
that will sell and not simply those that 
might sell.

The enunciated purpose of agricultural 
cooperative marketing of “satisfying the 
needs of the customers” bares open the 
fact that the contribution of agricultural 
cooperative marketing should logically start 
and end  with the customers. It establishes 
the basic orientation of agricultural coop
erative marketing — that is, it should be 
customer- or market-oriented and not pro
duction-oriented. And as previously stress
ed, this is the basic reason why the services 
in marketing fall squarely within the parti
cular province of the directing function of 
marketing management.

The phrase in the definition “attaining 
the objectives of the cooperative within the 
framework of the cooperative principles” 
means that the specific goals and objectives 
of a cooperative should be first set forth 
and clearly defined. With such goals and 
objectives properly projected, there will 
then be a firm basis for evaluating the 
results of actual performance and deter
mining any performance gap and eventually 
pinpointing problem areas. The phrase also 
stresses that all the while the conduct of 
the entire marketing process should be one 
of strict adherence to the cooperative prin
ciples.

Viewed in its totality, it will be realized 
that, in the main, agricultural cooperative 
marketing is indeed one continuous com
plete system. And that when the various 
services are properly coordinated and effec
tively pursued, the whole of the system is 
greater than the sum of its parts.

B. A pproaches to the Study o f  Agri
cultural Cooperative Marketing

To be really meaningful and pur
poseful, the study of agricultural coope

rative marketing should perforce be con
ducted in a systematic and orderly manner. 
Of the various suggested approaches to its 
study, three approaches have been found to 
be the most effective and are traditionally 
employed. These are: (a) the commodity or 
product approach, (b) the institutional 
approach, and (c) the functional approach.

1. The Commodity or Product
Approach

In the commodity approach, the 
study o f agricu ltural cooperative 
marketing revolves principally around 
the agricultural products. For example, 
the study may center on palay or rice 
paddy, com, fruits, vegetables or poul
try or livestock products. It will be rea
lized that under this approach, the 
description and analysis of marketing 
tend to be specific to a particular com
modity. This may seem desirable when 
the study is confined to only a few 
products. On the other hand, the study 
may prove to be time consuming when 
it involves many products. Also, it 
usually presents a fragmented picture 
of marketing.

2. The Institutional Approach

In the institutional approach, agri
cu ltu ra l cooperative marketing is 
studied using as focal points the various 
marketing institutions. The study thus 
probes into the operations of the re
ta ilers , wholesalers, truckers, ware- 
housers, processors and other market
ing agencies. Incidentally, these market
ing agencies are more commonly refer
red to as middlemen. As middlemen, 
those agencies that take title of owner
ship of a product are called merchant 
middlemen  while those who do not 
take title of ownership of a product are 
classified as agent middlemen.

This study may also emphasize the 
role of the different agencies as market
ing or distribution channels. In which 
case, a salient aspect of the study 
should touch on the categorization of 
the marketing channels based on the 
number of levels, starting with the pro
ducer to consumer marketing channel



as a two-level marketing channel, which 
is the shortest of the marketing chan
nels. The presence of an intervening 
agency, say for example a broker, 
makes the marketing channel a three- 
level marketing channel. The length of 
the marketing channels is therefore 
determined by the number of levels.

Just like the commodity approach, 
the use of this approach in the study of 
agricultural cooperative marketing re
sults in quite a limited and specific des
cription and analysis. This approach 
should, however, hold a special place in 
cooperative study because cooperatives 
are certainly marketing institutions 
themselves and a study of the opera
tions of other closely aligned marketing 
institutions should be a paramount con
cern of cooperatives.

3. The Functional Approach
In the functional approach, the 

study of agricultural cooperative 
marketing uses as common frame of 
reference the various functions of agri
cultural marketing. Under this ap
proach, the agricultural marketing pro
cesses are broken down into the dif
ferent fvmctions.

The marketing processes and funct
ions are commonly classified as fol
lows;

A. Exchange process
1. Buying function
2. Selling function

B. Physical process
1. Transporting function
2. Storing function

C. F acilitating pro cess
1. Financing function
2. Risk-taking function
3. Standardization function
4. M arketing  in form atio n  

function
In this regard, Edmund D. McGar- 

ry, in his study entitled Som e Func
tions o f  Marketing R econsidered, sug
gested a modification of the usual way 
of presenting the marketing functions

in order to make them more under
standable, to wit:

“ 1. Contactual (Breyer) — the searching 
out of buyers and sellers

“ 2. Merchandizing (Alexander) — the 
fitting of the goods to market re
quirements 

“ 3. Pricing — the selection of a price 
high enough to make production 
possible and low enough to induce 
users to accept goods

“ 4. Propaganda — the conditioning of 
the buyers or sellers to a favorable 
attitude toward the product or its 
sponsor

“ 5. Physical distribution — the trans
porting and storing of the goods

“ 6. Termination — the consummation 
of the marketing process”

The aforementioned presentation 
of McGarry of the marketing functions 
in sequential steps is believed more des
criptive of the different functions in
volved and makes for an easier under
standing and comprehension of the 
marketing process.

It is important to point out that 
any marketing process, whether it is 
simple or complex, involves the perfor
mance of marketing functions. The 
marketing functions may be handled by 
one agency or several agencies but they 
must nonetheless be performed. A 
farmer may, for example, grade or 
classify his produce in the farm, hire a 
trucker to haul his produce from the 
farm to town, then sell it to a whole
saler. The wholesaler in turn stores the 
produce and waits for a better price 
before finally selling the produce, in 
the process assuming all the risk of any 
price fluctuation. The marketing pro
cess here is completed with the farmer 
performing the marketing functions of 
grading and selling, the trucker that of 
transporting and the wholesaler that of 
buying, storing, financing, risk-taking 
and selling.

The point being stressed here is that



even if the farmer decides to join a 
cooperative and let the cooperative 
handle all or some of the marketing 
processes for him, the cooperative or 
the farmer will just the same have to 
perform the marketing functions in
volved such as grading, hauling, storing, 
financing, risk-taking and selling. In 
other words, it is not a question of 
whether or not the marketing functions 
shall be performed. Rather, it is a 
question of who will perform the 
marketing functions.

Under this premise, it should be 
realized that regardless of the approach 
that will be employed in studying agri
cu ltu ra l coop erativ e  m arketing , 
whether it be the commodity approach, 
the institutional approach or the funct
ional approach, it is unavoidable to 
take up the marketing functions as they 
have to be necessarily taken into ac
count and have to be performed. They 
will have to enter the picture. It is for 
this reason why the functional ap
proach, although considered to be high
ly theoretical and therefore more dif
ficult, is recognized as the most helpful 
among the three approaches.

It is well to emphasize at this 
juncture that the choice of the proper 
methodology for the study of agricul
tural cooperative marketing depends on 
a number of factors. A major considera
tion, for example, is the purpose of the 
study. Another determining factor is 
the nature and scope of the study. Still 
another controlling factor is the availa
bility of adequate marketing manage
ment expertise to conduct the study. 
And finally, the size of the budget for 
the purpose is crucial to the choice o f 
the type of approach that should be 
adopted.

It should also be borne in mind in 
this regard that the study of agri
cultural cooperative marketing can 
employ either a single or multiple ap
proach. There is actually no firm res
triction on the number as well as on 
the type of approaches that can be uti
lized for the study.

II. TWO A SPEC TS O F AGRICUL
T U R A L  C O O P E R A T IV E  MAR
KETING

A. Basic Concepts o f  Agricultural C oope
rative Marketing Management

E ffo r ts  in agricultural cooperative 
marketing management, just like all ma
nagement efforts, will have to gravitate 
around a certain predetermined orient
ation. Otherwise, there will be a very 
glaring lack of common direction in the 
performance of the various tasks of mark
eting management.

The orientation of agricultural coope
rative marketing management may be logi
cally drawn from three pervading concepts:
(a) product concept, (b) selling concept, 
and (c) marketing concept. A fourth con
cept which some suggest should be appro
priately called societal marketing concept is 
actually an innovation of the marketing 
concept and will thus be treated as part of 
the marketing concept itself.

1. The Product Concept

As an agricultural cooperative 
marketing management orientation, the 
product concept, which is the oldest 
guiding concept for producers, assume 
that customers are sufficiently con
ditioned to buy good products which 
are reason'ably priced and that very 
little marketing effort is required to 
make the necessary sales. Briefly stated, 
this concept holds that a good product 
will sell by itself.

It will be deduced that the product 
concept, the main thrust of which is 
the concentration of the efforts of the 
producers to produce fair-priced qua
lity products, is built around two pre
mises. For one thing, it presumes that 
the customers can ably distinguish com
peting quality products. For another, it 
grants that the customers can readily 
relate the quality of the products with 
the price. By any standard, these pre
mises have lost their validity in the light 
of the present marketing situations.

A clear indication that the product 
concept has outlived its usefulness is



the fact that the present orientation of 
agricultural cooperative marketing ma
nagement has practically veered away 
from it. The adoption of the orient
ation based on the product concept by 
any present-day cooperative marketing 
management simply means that it 
wants to go against the tide of the cur
rent marketing trends and that it is 
apparently inviting disaster in its opera
tions.

2. The Selling Concept
The selling concept holds that 

customers are not normally inclined to 
buy the products of the cooperative 
and have to be induced to do so 
through substantial marketing or selling 
effort. In short, it is assumed that the 
products of a cooperative are sold  and 
not bought.

The selling concept, under which 
the main task of marketing manage
ment is to maximize sales through hard- 
driving marketing or selling efforts, is 
anchored on three premises. The first 
premise is that left alone to themselves, 
the customers will not buy enough of 
the cooperative products. The second 
premise is that the customers can be 
prodded to buy through aggressive 
marketing efforts. And the third pre
mise is that customers will perhaps con
tinue to buy the cooperative’s products 
or become permanent customers, and if 
they don’t, to sell to new customers 
which are plentiful anyway.

From the foregoing premises, it will 
be realized that in practicing the selling 
concept, the cooperative marketing 
management is evidently imbued with 
the primary concern of making sale 
w ith custom er satisfaction merely 
secondary. The central orientation in 
the selling concept, it is again stressed, 
is to employ effectively sales-stimul- 
ating techniques and that to make sales 
is the first and foremost consideration.

The selling concept, incidentally, is 
commonly practiced by some mtinufac- 
turing concerns where the so-called 
power selling is considered essential for 
the successful conduct of their market
ing activities. Automobile manufact

uring companies are perhaps the great
est exponent of the selling concept.

3. The Marketing Concept
The marketing concept presupposes 

that basically marketing consists of two 
phases: (a) determination of the needs, 
wants and values of the customers in a 
target market and (b) adopting the 
cooperative to deliver the products 
desired by the customers more effect
ively and efficiently than the existing 
middlemen. The marketing concept, it 
should be emphasized, recognizes fully 
the sovereignty of the customers, a 
tim e-honored economic theory. It 
wants to look at agricultural marketing 
as merely the production and selling of 
products which the consumers want.

The marketing concept is hemmed 
in by several interrelated considera
tions, namely; (a) the attainment of 
the goals and objectives of a coopera
tive is tied up with the success of its 
program of delivering customer satis
faction; (b) the cooperative should have 
a marketing research program in order 
to determine the specific wants, needs, 
and preferences of the customers; and 
(c) the cooperative must deliver the 
needs of the customers through an ef
fective and efficient integrated market
ing scheme.

B. Conceptualization o f  the Two Aspects
o f  Agricultural Cooperative Marketing

Farming as a business enterprise norm
ally demands from the farmers two vital 
decisions which fall squarely within the 
area of marketing involving (a) the buying 
or procurement of farm inputs such as 
seeds, fertilizers, pesticides, etc. and (b) the 
selling of farm products. In the final analy
sis, these two marketing decisions are re
flected in the statement of operation of the 
farm business of a farmer this way: all 
purchases of farm inputs are classified as 
expenses, on the one hand, while all sales 
of farm products are considered as revenue, 
on the other. A farmer who religiously 
keeps track of his farm expense and 
revenue items will therefore have a firm



basis for evaluating the soundness of his 
two-faceted marketing decisions. It is the 
common observation, however, that in 
general the farmers are more concerned 
with what they are getting from the sales of 
their farm products than on what they are 
paying for their farm inputs. Stated in 
more categorical business terms, it is ap
parent that, in the main, farmers pay more 
attention to their revenue than to their ex
penses. This faulty, or to be more specific, 
this unbusinesslike orientation of most of 
the farm ers understandably works to 
their great disadvantage more so when it is 
considered that farmers are exposed to 
a more difficult market in the buying of 
farm inputs than in the selling of farm 
products. It is very significant to take note 
of the fact that in contrast to manu
facturing firms, farmers normally buy their 
farm inputs or raw materials on a retail 
basis but sell their farm products on a 
wholesale basis.

It will perhaps be immediately reahzed 
in this regard that the marketing concept 
o rien ta tio n  in agricultural cooperative 
marketing management which envisages a 
broader span of marketing to include pro
duction itself can provide the framework 
that will assist and guide the farmers in 
making more effective marketing decisions 
in the buying of farm inputs as well as in 
the selling of farm products. In this sense, 
the marketing concept, both from the theo
retical and practical standpoints, can be 
claimed to be strongly supportive of the 
breaking down of cooperative marketing 
management in two closely intertwined, as 
they are in fact inseparable, aspects: (a) the 
procurement of farm inputs and (b) the 
selling of farm products.

A very relevant observation in this re
gard should be noted with great interest. At 
present, practically all, if not all, agricul
tural marketing cooperatives are engaged in 
the business of procurement of farm 
inputs. These types of agricultural coopera
tives are popularly referred to as agricul
tural marketing and supply cooperatives. 
The needs and wants of their members 
leave no alternative to the agricultural 
marketing cooperatives but to extend their 
activities to the buying of farm inputs or

supplies. It will be realized that this dev
elopment actually brings the operations of 
agricultural cooperatives, knowingly or 
unknowingly, into the very root of the 
marketing concept.

At this juncture, it is felt that a pa
tently clear picture of the total scheme of 
agricultural marketing, particularly in the 
light of the marketing concept, may be 
visualized with the help of the following 
diagrammatic illustration (Exhibit VI-1). In 
order to accentuate its practical value, the 
illustration highlights the plight of the 
farm ers under two contrasting situa
tions—one in which the farmers buy their 
farm inputs and sell their farm products on 
their own and without the benefit of a co
operative (Scheme I); and the other in 
which they buy their farm supplies and sell 
their farm products with the benefit of a 
cooperative (Scheme II). In this way, the 
specific role that an agricultural marketing 
cooperative can perform to help alleviate 
the miserable plight of the farmers may be 
fully pinpointed and demonstrated.

It will be noted in the illustration that 
there are three sectors which are actually 
involved in the broad spectrum of agricul
tural marketing, namely: (a) the farmers or 
producers, (b) the consumers or users, and
(c) the suppliers of farm inputs.

The farmer sector which represents the 
heart of the agricultural marketing system 
constitutes the production system. Under 
the situation where the farmers elect to 
pursue their farming activities mainly on an 
individual basis, the production system 
suffers from at least three major handicaps:
(a) high cost of farm supplies, (b) product- 
ion-oriented system, and (c) generally low 
production and productivity. These handi
caps coupled with the usual perishability, 
seasonality and bulkiness of farm products 
and the normally disorganized system of 
moving the products to the customers are 
contributory factors to the usual low re
turns that the farmers get from their farm
ing business.

The marketing aspect which encom
passes all services performed in the flow of 
farm products from the farmers to the con
sumers or users is represented in the illus



tration by the various participating institu
tions or agencies. The consumer market is 
represented as the largest and final market. 
Also shown are the so-called intermediary 
markets; (a) producers market, (b) resell
ers market, (c) government market, and
(d) export market. Linking the farmers 
with the different markets are the market
ing channels of varying lengths depending 
on the number of levels in each marketing 
channel.

On the other hand, the supply aspect 
covers all activities relative to the pro
curement of farm supplies by the farmers 
from the suppliers. The illustration shows 
that there are two general types of suppli
ers that commonly serve the farm input re
qu irem ents of the farmers: (a) the
wholesalers and (b) the retailers. Ac
cordingly, this means that there normally 
exists two price structures in the farm 
supply business: (a) the wholesale price and
(b) the retail price. The wholesale price is 
of course lower than the retail price.

An entirely new complexion is created 
in the illustration by incorporating an agri
cu ltu ra l marketing cooperative in the 
picture (Scheme II). The grouping of the 
farmers into an agricultural marketing co
operative brings with it several expecta
tions.

In the production system, which is 
actually the province of the farmer sector, 
the agricultural marketing cooperative is 
expected to change the system’s orient
ation from that of producers to that of 
consumers. This involves the proper deter
mination and monitoring of the needs and 
wants of the customers. In addition, the 
agricultural marketing cooperative can very 
well provide a number of essential services 
especially in the areas of farm management 
and credit thus pushing production and 
productivity to a higher level.

On the other hand, in the marketing 
aspect, the agricultural marketing coopera
tive is expected to introduce innovations in 
the performance of some marketing serv
ices which are calculated to make the 
scheme more efficient and effective. In 
deciding to handle any of the marketing 
services at present being performed by 
middlemen, the agricultural marketing co
operative should be thoroughly convinced

of its capability to render either (a) better 
service at less cost or (b) better service at 
the same cost or (c) the same service at less 
cost. These are the only options open to an 
agricultural marketing cooperative in this 
regard and unless it can live up to any of 
these considerations, there is no justifi
cation whatsoever for it to embark on any 
of the marketing services or, for that 
matter, for it to be organized in the first 
place. Such a move will definitely serve no 
useful purpose and it will just be another of 
those futile and costly ventures.

And finally in the supply aspect, the 
farmers through their marketing coopera
tive can possibly purchase their farm inputs 
this time from their cooperative and no 
longer from the retailers as they used to. A 
substantial reduction in the cost of farm 
inputs can therefore be realized represent
ing the difference between the wholesale 
price and retail price of a farm input. 
Furthermore, there are other excellent 
opportunities that can be considered in the 
supply aspect. For example, the marketing 
cooperative can look into the possibility of 
buying fertilizers and pesticides in large 
quantities or in bulk at discounted prices. 
Pesticides can be bought by the gallon and 
then packed or bottled in smaller quantities 
in accordance with the usual requirements 
of the farmers. Also, the marketing coop
erative may attempt to do its own mixing 
of fertilizers and pesticides with the use of 
formulations which are more suitable to 
the needs of the farmers and of the soil. In 
the case of mixing fertilizers, the formula
tion can be based on the specific require
ments of the soil as indicated or recommen
ded in the soil analysis. In this way, fertili
zers and pesticides which are cheaper and 
more effective will be made availabe to the 
farmers. Furthermore, the marketing co
operative may seriously consider the estab
lishment of a seed farm to take care of the 
seed requirements of its members. The 
farmer-members will then have a regular 
supply of seeds of the right quality and suf
ficient quantity at the right time at a pos
sibly cheaper price.

Predictably, the attainment of these 
expectations in the establishment of an 
agricultural marketing cooperative will ulti-
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mately mean higher returns and therefore 
more profitable business for the farmers.

III. THE POOLING METHOD OF CO
OPERATIVE MARKETING

A. Definition o f  Pooling, Its Objectives 
and Basic Features

1. Definition o f Pooling

Pooling is a method of cooperative 
marketing that is unique to coopera
tives whereby the products of the mem
bers are physically commingled and 
sold collectively during a particular 
period and then paid, usually in accord
ance with established grade, an average 
price derived after deducting the total 
expenses from the sales proceeds.

Immediately there are two things 
that can be deduced from the foregoing 
definition of pooling. In the first place, 
pooling is a method of cooperative 
marketing. As such, it is regarded as a 
novel marketing scheme that is indig
enous to cooperatives. Precisely be
cause it is considered a distinctive co
operative practice, pooling is sometimes 
erroneously considered as cooperative 
marketing itself. Aptly stated, the fact 
is all poolings are cooperative market
ing schemes but not all cooperative 
m arketing schem es are poolings. 
Another misconception that may be 
cited in this regard is that many are in
clined to regard a “pool” as synony
mous to a cooperative. This impression 
has of course to be corrected for while 
it can be generally claimed that all 
pools are cooperatives, it cannot equal
ly be claimed that all cooperatives are 
pools.

The other thing that can be gather
ed from the definition of pooling is 
that, in the main, it has three distinct 
features: (a) the products are physically 
commingled; (b) the sales receipts or 
proceeds are lumped together and the 
net returns are distributed proportion
ately to the participating members on 
the basis of an average price; and

(c) the expenses, both fixed and varia
ble, are all treated in common. In the 
light of the aforementioned general fea
tures of pooling, it will be realized that 
pooling is basically an averaging pro
cess.
2. Objectives of Pooling

As a novel marketing practice of 
cooperative creation or orientation, 
pooling is especially geared to effect
ively pursue the following set of closely 
related objectives;
a. T o diffu se the m arketing risks 

am ong the participating m em bers in 
the pool
Marketing is fraught with risks at 

every turn. Risks of price fluctuations, 
proper choice of the most advantageous 
market, precise meeting of delivery 
periods, and handling losses, among 
others, are normally assumed by indi
vidual members in marketing. Pooling, 
however, seeks to shift the various risks 
in marketing from an individual to a 
collective basis. Under this scheme, all 
risks attendant to the marketing of the 
products in a pool are absorbed equita
bly by all the pool members.
b. To enable m anagem ent to work out 

a realistic and systematic marketing 
program
Under pooling, the marketing of all 

the products is placed under the dis
cretion of the management. With such a 
substantial leverage in terms of ade
quate volume, the management is in a 
position to map out a well-laid-out 
marketing program, more specifically, a 
systematic schedule of an orderly un
loading of the products, including the 
development of new market outlets. 
Pooling also places the management in 
a strategic position to bargain more 
effectively for higher prices since the 
time period of the pool is usually long 
enough as to give management suf
ficient vnthholding power to tran
sactions.
c. To e ffec t  econom ies in distribution

Pooling enables a cooperative to 
operate on a relatively large scale. 
Thus, it can avail itself of economies



of scale in the various stages of distri
bution. The volume handling of the 
products in a pool will obviously result 
in the desirable spreading of costs of 
such vital marketing activities as grad
ing, packing, hauling, processing, etc. 
all of which can be translated ultima
tely in terms of lower per unit cost.
3. Basic Characteristics of Pooling

The general profile of pooling is 
briefly outlined as follows:
a. The three items which are pool

ed in particular are: (a) products,
(b) expenses, and (c) sales receipts.

b. Pools are set up for particular pro
ducts and their scope is normally 
specified as to (a) grade, (b) area 
covered, and (c) length of period.

c. The legal authority to engage in 
pooling is expressly given to the 
cooperative by the members either 
in the bylaws or in the members’ 
contracts. Under said authority, the 
management of the cooperative 
assumes full control of the market
ing of the pooled products.

d. The products in a pool are paid a 
uniform average net price, usually 
on a per grade basis, after all of 
them had been sold. In some cases, 
however, pool members are given 
advance partial payments.

B. Nature and Scope o f  Pooling

1. Main Components of Pooling
Basically there are three things that 

can be pooled: (a) products, (b) ex
penses, and (c) sales. The pooling of 
each will be discussed briefly:
a. Products

There are two main classifications 
of products: (a) those that must be 
physically commingled and (b) those 
that may be handled separately.

The best examples of those pro
ducts that must be commingled in 
order that they may be handled econo
mically are milk which will be pro
cessed into cheese and cream which

will be made into butter. These products 
which are normally delivered to the 
cooperatives in small quantities are 
mixed together and therefore lose their 
individual identity. Depending on the 
desire of the members, a cooperative 
may handle these products in three 
different ways: (a) buy them outright; 
or (b) sell them for the account of the 
member; or (c) pool them with respect 
to sales. The point being stressed is that 
the fact that a product is physically 
commingled does not necessarily mean 
that it has to be pooled.

Such products as rice and corn in 
sacks, fruits and vegetables in crates or 
basket; and livestock and poultry pro
ducts are examples of those that belong 
to the second category. Although they 
are handled separately since their iden
tity can be preserved, these products 
may be included in the pool.

It is pf no particular concern in 
pooling whether or not the products of 
the members are physically mixed with 
one another. The important thing in 
pooling is whether in the sale of the 
products and in the distribution of the 
sales receipts therefrom, the said pro
ducts are considered as one pooled lot 
or as separate, individually owned lots. 
In other words, the important factors 
in pooling are: (a) the method of sale 
and (b) allocation of sales receipts.

b. Products and sales receipts
The pooling of the sales receipts 

and the distribution thereof after the 
expenses and other deductions are eff
ected is considered the main pooling 
feature. The significant features of the 
three distinct practices usually followed 
in this regard are outlined in Exhibit 
VI-2.

The first practice which is being 
followed by a considerable number of 
local cooperatives actually offers no 
incentive to those producers of high 
quality products since there is only 
one set price for all the ungraded pro
ducts. Predictably, producers are easily 
induced to sell their high quality pro
ducts to competitors on the basis of 
attractive price incentives.



EXHIBIT VI -  2
SIGNIFICANT FEATURES OF THE DISTINCT PRACTICES EMPLOYED 

IN THE POOLING OF PRODUCTS AND SALES RECEIPTS

Practice Pooled
Products No', of Pools

Mode of Settlement 
to the Members

First Practice Ungraded One One average price

Second Practice Graded One for all 
grades

Fixed price differential 
for each grade

Third Practice Graded
Separate 
pool 
for each 
grade

1. Actual net price 
received for each pool; or

2. Fixed price differential 
for each grade.

The second practice of using a fixed 
price differential for the payment of 
graded products sold under one pool is 
practically no longer being used. This 
practice is more or less a compromise 
arrangement intended to offer a little 
premium price for high quality pro
ducts in those cases where a substantial 
quantity falls under one grade and only 
a sprinkling of the other grades.

The third practice involving the 
creation of a separate pool for each 
grade of the products and paying them 
on the basis of the actual net price re
ceived for each pool is considered the 
ideal arrangement in pooling. While in 
some cases payment is based on a fixed 
price differential, this mode of settle
ment is beset with difficulties since it 
requires an accurate forecasting of the 
cost-price situation for each grade.

c. Products, sales receipts and ex
penses
It is normally a standard practice to 

pool expenses regardless of the method 
of cooperative marketing employed. 
This is because the actual marketing 
costs per unit of goods sold or handled 
cannot be determined accurately.

In the main, expenses may be classi
fied into: (a) variable and (b) non
variable or fixed expenses. All expenses 
which are directly related to the handl

ing and selling of the pooled products 
such as packing cost, labor charges, 
transportation charges, commission, 
etc. are considered variable expenses. 
On the other hand, all expenses of a 
general character such as salaries, rent, 
taxes, depreciation, etc. are considered 
non-variable or fixed expenses.

As a matter of practice, since as 
mentioned earlier, it is hard to deter
mine the exact cost of marketing, the 
expenses are assessed either as a per
centage of a value or a flat fee per unit. 
This type of assessment produces vary
ing effects depending on the quality 
of the products. To those producers of 
high quality products, the use of the 
assessment based on the percentage of 
value ultimately means a higher assess
ment of expenses since the quahty pro
ducts are sold at higher prices. On the 
other hand, for the producers of lower 
quality products, the assessment based 
on physical unit may appear quite 
severe.

2. Plan of Organization of Pools

a. Primary grouping o f  pools
Pools are organized primarily along 

commodity lines. Thus, depending on 
the products they are dealing with, 
cooperative marketing associations may 
set up a rice or palay pool, corn pool, 
egg pool, onion pool, etc. Pools may be



organized in the different organ
izational levels—from the local to the 
national level—and a cooperative may 
have more than one pool,
b. Bases fo r  p o o l planning

In setting up commodity pools, full 
consideration must be given to a set of 
factors: (a) number of grades, (b) area 
to be covered, and (c) length of pool 
period.

(1) Number of grades

The two main controlling factors 
in making decisions on the pools are
(a) the number of grades should con
form with those recognized by the 
buyers in the market and (b) pools 
should be limited to the number of 
grades that can be economically hand
led by the cooperative. It is, of course, 
desirable from the viewpoint of increas
ing the chances of spreading the bene
fits of pooling to the members equit
ably, to have as many grades as possi
ble. However, it is vital to the success 
of pooling that the number of grades be 
limited not only to those that have al
ready been established in the market 
but also to those which will permit the 
economical operation of each grade.

(2) Area to be covered
In determining the geographical 

coverage of pools, a sound practice is to 
have separate pools for those areas 
which have distinct peculiarities in qua
lity of products and trade preferences. 
In other words, each homogenous area 
in terms of quality of products, trade 
preferences and other local considera
tions should have a separate pool. The 
rationale behind this arrangement of 
creating separate pools for each distinct 
area is to enhance the equitable treat
ment of the members of the entire 
cooperative. While this may seem to 
favor the creation of small area pools, 
each area pool, regardless of its size, 
should be able to avail itself of econo
mies of scale in the efficient discharge 
of the various marketing activities and 
th a t its operations should dovetail 
tightly with and not complicate the 
management’s marketing program.

(3) Length of pooling period

P ools are of varying durations 
ranging from a single-shipment pool to 
an annual pool. Again, the rationale 
here is to foster the equitable treatment 
of the members in relation to the sales 
receipts.

In general, the length of the pooling 
period is influenced by a set of inter
related factors: (a) the seasonal nature 
of crop production; (b) the perishable 
nature of most agricultural products;
(c) the usually erratic price behavior of 
agricultural products in the market; and
(d) the availability of storage and pro
cessing facilities. To be sure, it is im
perative for the management to be 
thoroughly familiar with the patterns 
of supply and demand for particular 
crops in order that it may be able to set 
the appropriate length of pooling 
period that will yield the highest net 
returns for the pool members.

C. Pooling Illustrated

Presented in Exhibit VI-3 is an illustra
tion of how a typical pooling works with 
particular emphasis on the method of com
puting the average pool prices. The illustra
tion shows the participation of only five 
farmers in the pool and therefore actually 
represents only a portion of the entire 
pool. However, the total figures for the 
entire pool are shown.

D. General Criteria and Requisites fo r  
Successful Pooling

1. General Criteria for Success

The success of the operation of a 
pooling plan can be appropriately mea
sured in terms of the following:
a. Equitable treatment o f  the p o o l  

m em bers
This has particular reference or rele

vance to; (a) equitable distribution of 
marketing risks and (b) equitable pro
rating of the expenses among the pool 
members.



EXHIBIT VI -  3

ILLUSTRATION OF THE MECHANICS OF THE POOLING 
METHOD OF COOPERATIVE MARKETING

Palay/Rice Pools
rarticulars

Variety “A” Variety “B” Variety “ C”

A. Pooling of 

Product— 

Palay

Farmer Jose 500 kilos 2,000 kilos —
Farmer Juan 2,000 ” 1,500 ” 4,000 kilos
Fanner Mario — 3,000 ” 8,000 ”
Farmer Antonio 2,500 ” 1,000 ” 1,500 ”
Farmer Pedro 1,000 ” 5,000 ”

T o t a l 150,000 kilos 250,000 kilos 200,000 kilos

B. Pooling of 
Receipts— 
Rice

(Based on 5,000 k. @P2.07 15,000 k. @P2.05 10,000 k. @P2.06
65% milling 20,000 k. @P2.10 50,000 k. @P2.09 30,000 k. @P2.09
recovery.) 10,000 k. @P2.05 10,000 k. @P2.07 5,000 k. @P2.05

35,000 k. @P2.09 60,000 k. @P2.10 60,000 k. @P2.10
27,500 k. @P2.06 5,000 k. @P2.04 

22,500 k. @P2.08
5,000 k. @P2.07 

20,000 k. @P2.09

97,500 kilos 162,500 kilos 130,000 kilos
T o t a l for for for

P202,650 P338,950 P271,700



Particulars
Palay/Rice Pools

Variety “A’ Variety “B’ Variety “C’

C. Pooling of Expenses
(Based on 15% of sales 
receipts covering fixed 
and variable expenses 
such as milling, trans
porting, storing, drying, 
etc., plus margin.)

P202,650 
X 0.15

P338,950 
X 0.15

P271,700 
X 0.15

Total P 30,397.50 P 50,842.50 P 40,755.00

D. Liquidation of 
Palay Deposits

1. Average (liquidation) 
price

Net sales receipts 

Total palay deposits 

Ave. price per kilo

2. Amount Received 
per Farmer

P172,252.50 P288,107.50 P230,945.00

150,000 kilos 250,000 kilos 200,000 kilos

P 1.1484 P 1.1524 P 1.1547

Farmer
Palay
depo
sited
(k.)

Value
Palay
depo
sited
(k.)

Value

Palay
depo
sited
(k.)

Value

Farmer Jose 
Farmer Juan 
Farmer Mario 
Farmer Antonio 
Farmer Pedro

500
2,000

2,500
1,000

P 574.20 
2,296.80

2,871.00
1,148.40

2,000
1,500
3.000
1.000 
5,000

P2,304.80 
1,728.60 
3,457.20 
1,152.40 
5,762.00

4.000
8.000 
1,500

P4,618.80 
9,237.60 
1,732.05

Total 150,000 P172,260 250,000 P288,100 200,000 P230,940



b. Operating efficiency
This is a test of the management 

capability with respect to: (a) effective 
and full control of the marketing pro
cesses; (b) power to bargain advanta
geously; and (c) proficiency in reducing 
costs of operations.

2. Requisites for Successful Pooling
From the welter of past experiences 

in pooling operations, the following 
success factors have been isolated:

a. Members must be treated equi
tably.

b. P rod u cts must be carefully 
graded in accordance with esta
blished grades in the market.

c. Each grade must have sufficient 
volume of products to support 
economical operations.

d. Periods of pools must be of 
reasonable length.

e. Areas covered by pools must be 
limited to the proper size.

f. Costs must be allocated equi
tably.

g. P ay m en ts m ust be made 
promptly and accurately.

h. Financing of the pooled pro
ducts must be adequate.

i. Marketing of the products must 
be orderly and systematic.

j. Accounting system must be up- 
to-date and accurate.

IV. OTHER METHODS OF HANDLING 
MEMBERS’ PRODUCE

Aside from pooling, cooperatives custo
marily handle the products of the members 
in two other ways; (a) outright purchase 
for cash and (b) selling for individual 
account.

A. Outright Purchase f o r  Cash

Under this arrangement, the members’ 
products are bought outright and paid for 
in cash by cooperatives immediately upon 
delivery. The local market price on the date 
of delivery of the products is invariably 
used as basis for making cash payments. A 
significant feature of this method of out

right purchase is that the cooperative as
sumes the risks of price fluctuations as 
soon as it purchases and obtains title to the 
products of the members.

The more or less conventional arrange
ment in newly organized cooperatives is in 
essence a carryover of a practice to which 
the members have been accustomed to even 
before the inception of their cooperative 
and which may be primarily attributed to 
their dire need for immediate cash right 
a fte r  harvesting their products. This 
marked preference of the members for the 
immediate settlement for cash for their de
liveries also stems from the usual over
concern of the members for the safety of 
their products once they are placed in the 
hands of their cooperatives.

Among the advantages of this practice 
may be cited: (a) the farmer-member re
ceives full payment in cash immediately 
upon delivery of his products; (b) the asso
ciation is able to match the existing prac
tice of competitors of paying cash for the 
purchase of farmer-members’ products; 
(c) the management of the cooperative, 
particularly those whose previous training 
and experience in private business is cash 
buying, encounter not much difficulty in 
employing this system; (d) the cooperative 
can boost its volume of business more 
readily; and (e) the bookkeeping job is less 
voluminous compared to that of the pool
ing arrangement.

To be weighed E^ainst the said advant
ages are the following disadvantages of the 
subject outright purchase for cash system:
(a) the cooperative assumes considerable 
additional risks in marketing, especially 
during periods of sharp price fluctuations' 
since the ownership of the products is 
transferred from the individual members to 
the cooperative; (b) the cooperative has to 
provide more working capital and greater 
financial resources than is normally necess
ary since more funds will be tied up in in
ventory while waiting for better prices; 
(c) the manager has to be exceptionally 
alert and well informed of the market 
prices; and (d) it contravenes a basic 
concept in cooperation in the sense that 
the agency relationship between the coope
rative and the members is unduly trans



formed into one of a buyer and seller 
relationship with all the possible resultant 
disorientation in the program outlook and 
understanding of cooperation.

B. Selling fo r  Individual A cco unt

In this system, where the products of 
the members are sold under their individual 
account, the identity of the individual pro
ducts of the members is maintained and the 
member retains the option to determine 
when and how much his product should be 
disposed of. For its services, the coopera
tive receives a fixed handling commission 
or fee. After deducting the expenses in
cluding the charge for commission or fee, 
the sales proceeds are returned to the indi
vidual members concerned.

Unhke in the outright purchase and 
cash payment method, the members and 
not the cooperative takes the risk from 
price changes from the time the product is 
delivered up to the time it is sold. In this 
particular case, the cooperative assumes its 
rightful role as the agent of the members.

This system has several advantages, to 
wit: (a) the cooperative takes less risks 
since it does not take title to the members 
products; (b) the cooperative requires not 
much working capital and financial re
sources since the products of the members 
are not paid by the cooperative out of its 
own funds; (c) the members with quality 
products can possibly receive a premium 
price; and (d) it is a more practical arrange
ment than pooling in the case of those co
operative making daily sales of products in 
small quantities.

The principal disadvantages of the 
system are: (a) it is a disorganized and un
systematic method of selling since the co
operative does not have control of the 
marketing of the products and therefore 
cannot work out a well-laid marketing 
program; (b) it sometimes results in increas
ed marketing costs to the members; and 
(c) it entails a voluminous bookkeeping 
job.

V. COMMODITY EXCHANGES AND 
FUTURES TRADING

The various highly significant techno
logical innovations in production, improve

ment in market organizations, and advances 
in marketing procedures and practices all 
tend to bring most developing countries 
closer and closer, perhaps sooner than ear
lier expected, to the era of commodity ex
changes and futures trading. In which case, 
practitioners of marketing management will 
necessarily have to draw heavily from the 
vast experiences of the United States which 
has long pioneered in the highly specialized 
field of commodity exchanges and has 
developed the practice of hedging to a high 
degree of efficiency. It ought to be empha
sized that in the United States, the farmers 
and their cooperatives, although at first 
hesitant to trade in commodity exchanges 
primarily because of lack of appreciation 
and understanding of the benefits of trad
ing in commodity exchanges and their 
methods of operation are now, to their big 
advantage, making full use of the services 
and facilities of commodity exchanges.

A. Commodity Exchanges D efined

A commodity exchange may be defined 
as a terminal market organized mainly by 
producers, dealers, processors, speculators 
and consumers for the chief purpose of 
providing the necessary services and facili
ties for futures trading of specific com
modities, together with the rules and re
gulations appurtenant thereto, on the basis 
of a standardized futures contract which 
permits the operation of a price-insuring 
scheme known as hedging.

The definition underscores the basic 
organizational and operational features of a 
commodity exchange. First, a commodity 
exchange is a terminal market with a 
multisectoral membership. Second, the 
main function of a commodity exchange is 
to provide such services and facilities as are 
necessary for the futures trading of parti
cular commodities including the pertinent 
rules and regulations. Third, the basic in
strument in futures trading is a standard 
futures contract. And fourth, the novel 
price-insuring process in futures trading is 
called hedging.

At this juncture, it is high time to 
thresh out two things on the use of termi
nology in this discussion. In the first place,



the terms commodity exchange and ex
change market, which are synonymous, will 
be used interchangeably. Secondly, the two 
distinct types of commodity markets will 
consistently be referred to as commodity 
exchange or exchange market, on the one 
hand, and physical market, on the other. 
This clarification of terminology is neces
sary precisely to avoid possible misinterpre
tation of terms in this discussion since ex
change markets are also known and refer
red to in some other materials by such 
other terms as contracts, paper or futures 
market. In like manner, physical markets 
are sometimes denoted as cash, spot  or 
actual markets.

B. Relationships Betw een Physical M arket 
and Exchange M arket

It is keenly felt that a basic requisite to 
the proper understanding and appreciation 
of an exchange market is a thorough per
ception of the relationship between a 
physical market and an exchange market. 
For this purpose, the discussion will be 
centered on two general essential points:
(a) the exchange market and physical mark
et are two separate and distinct types of 
commodity markets and (b) the exchange 
market is an outgrowth of the physical 
market.

1. The Exchange Market and Physical 
Market are Two Separate and Dis
tinct Types of Commodity Markets

The basic fact stands that the physi
cal market and the exchange market are 
two entirely different types of com
modity markets. One performs a func
tion which is different from the other. 
The said functions are, however, closely 
related and interlinked, such that it can 
be said that one market supports the 
other. The economic functions of ex
change markets are dealt with at length 
in the ensuing discussion and a perusal 
thereof will greatly assist in discerning 
the functions of the two markets.

For the present, however, it will 
perhaps suffice to point out the sharp

contrasting motives of traders in each 
market. In the physical market, which 
deals in contracts for both spot and 
futures deliveries, the fundamental pur
pose of traders is to make or take 
actual delivery of the specific com
modity at the fixed contract delivery 
time or period. On the other hand, in 
the exchange market, which properly 
deals in contracts for futiure delivery of 
a commodity, the fundamental purpose 
of the traders is not to make or take 
actual delivery of the commodity but 
rather to merely cancel out every pur
chase contract by an offsetting s^es, 
and vice-versa, thus avoiding actual 
commodity deliveries and setting all 
difference by cash payments.

2. The Exchange Market is an Out-
Growth of the Physical Market
In point of development, physical 

markets come into being much ahead 
of exchange markets. It  is an accepted 
fact that the organization of physical 
markets is a condition preceding the 
setting up of exchange markets. In view 
of the foregoing, it is a well-recognized 
notion that exchange markets are deri
vatives of physical markets. And as 
such, exchange markets are certainly 
not intended to supplant or replace 
physical markets. On the contrary, ex
change markets are contemplated to 
perform such other functions which 
physical markets are definitely inca
pable of doing.

The inception of exchange markets, 
however, is an offshoot of the desire to 
remedy certain basic defects of physical 
markets which may largely be attribut
ed to two factors: (a) the unregulated 
supply of commodities and (b) the 
absence of assurance of delivery and 
payment at contract time. On the first 
point, normally, either uneven or insuf
ficient supply of commodities results in
(a) adverse price fluctuations in futures 
trading transactions because of an un
even supply and (b) failure to satisfy 
large volume transactions due to insuf
ficient supply situations. On the second 
point, the faithful compliance, either 
by the buyer or seller, of contractual



obligations is not fully guaranteed par
ticularly of the delivery of the com
modity at contract time and also pay
ment at contract time.

C. Econom ic Functions o f  Commodity  
Exchanges

As mentioned earlier, the organization 
of commodity excheinges was precipitated 
by the inability of physical markets to cope 
with the essentials of futures trading. With 
such a rationale, commodity exchanges 
were particularly designed to be veritable 
insurance devices whose services mainly 
revolve around a price-insurance as well as a 
credit-insurance mechanism which, on the 
one hand, guarantees against infringement 
of legal obligations as regards deliveries at 
contract time and payments of contract 
price, on the other.

As conceived, commodity exchanges 
encompass a wide range of economic func
tions. In this regard, Julius B. Baer and Olin 
Saxon, in their book Com m odity E x
changes and Futures Trading, broadly out
lined the economic functions of com
modity exchanges as follows:

“ 1. The Insurance Function

(a) The exchange provides liquidity
and relative price stability through 
a broad and continuous market, 
made possible because of large
funds of speculative capital not 
otherwise available.

(b) The machinery of the exchange
establishes a means of protection
(for those who desire it) against 
adverse price changes through a 
process known as hedging — an 
insurance device that is available to 
all producers, traders, and conver
ters.

(c) The machinery of the exchange
clearing house furnishes to all buy
ers and sellers of exchange con
tracts a sure method of guarantee
ing that both deliveries at contract 
time and payment therefor at con
tract price will be made, regardless 
of changes in market prices after 
the contract is made and regardless

of the msolvency of either con
tracting party at the time of de
livery under contract.

“2. The Financing Function
(a) A continuous market and the rea

dy transferability of standardized 
commodities by means of negotia
ble warehouse receipts give the 
commodity a high degree of liquid
ity.

(b) Liquidity of the commodity is an 
encouragement to more liberal 
loans by bankers and is a safeguard 
to them.

(c) A bility  to finance commodities 
readily and to insure against adverse 
price changes or defaults on con
tracts enables producers, dealers, 
and manufacturers to operate suc
cessfully on smaller profit margins 
to the benefit of the consumer.

“ 3. The Price Registration Function
(a) Joinder of markets by telegraph, 

telephone, radio, and cable focuses 
all price influences on the commo
dity exchange; all (domestic and 
foreign) futures markets in the 
same commodity are thus linked 
together and made one broad world 
markets.

(b) The presence of a large volume of 
risk-bearing speculation insures that 
every known influence bearing 
upon prices will be given careful 
consideration and weight.

(c) Interpretation of news by pro
ducers, dealers, manufacturers and 
speculators assures a degree of anti
cipation of future trends and events 
that would otherwise be possible.

“4. T he Publicity and Information 
Function

(a) Exchanges gather from all available 
sources and make public in an un
biased manner statistics of present 
and potential supply, transporta
t io n , current consumption and 
potential demand which are useful 
in estimating price trends and 
changes.



(b) Daily publication throughout the 
world of a record of volumes and 
prices of all exchange transactions 
in contracts for future delivery in
forms all interested parties, not 
only of present prices, but also of 
future trends.

(c) On the basis of widespread publi
city of all future quotations, deal
ers, producers and manufacturers 
are enabled to make their purchases 
and sales with a higher degree of 
certainty and confidence.

“ 5. The Regulatory Function
(a) Exchanges gear large speculative 

funds of capital into their insurance 
machinery and regulate speculation 
so as to prevent abuses and provide 
for its conduct along orderly lines 
in the pubhc interest.

(b) Exchanges develop uniform or 
“basis” contracts which, with their 
standards of inspection, weighing 
and grading, contribute to the cer
tainty, efficiency, and uniformity 
of practices in each trade.

(c) Exchanges establish and enforce, 
usually through compulsory arbitra
tion procedures, rules and regula
tions governing the settlement 
of all disputes arising out of trans
actions on the exchanges, thus pro
viding quick, cheap, and efficient 
settlements by experts, without the 
need for recourse to the courts; 
they establish codes to maintain the 
ethical conduct of business by 
their members and enforce them 
through their own sanctions and 
penalties.”

D. Conditions Essential fo r  Futures Trad
ing in Com m odity Exchanges

The numerous and outstanding multi
secto ra l benefits that commodity ex
changes offer coupled with demonstrated 
efficacy of their operations, especially in 
the United States, have since catalyzed se
rious moves to adopt and transplant the 
scheme in different countries. Because of 
its special adaptation, however, a com
modity exchange in the United States can

not simply be carbon-copied and be set up 
with guaranteed success in any other coun
try.

It is well recognized in this regard that 
the efficient functioning of futures trading 
which is the main activity in commodity 
exchanges is contingent on a set of factors. 
Fortunately, based on experiences of the 
most successful commodity exchanges, the 
conditions which are essential for the effec
tive organization and operation of futures 
trading in commodity exchanges have been 
identified and defined. These are: (a) adap
tability of the commodities; (b) availability 
of large speculative funds; (c) validity of 
futures contract; (d) existence o f clearing 
house; and (e) inviolability of warehouse 
receipts.

E. Hedging

i .  Hedging Defined
In a nutshell, hedging is a 

trading practice which is unique to 
commodity exchanges involving two 
opposite transactions in the physical 
and exchange markets; specifically, a 
sale of a commodity in the physical 
market is offset by a purchase of a 
futures contract in the exchange 
market while, on the other hand, a 
purchase of a commodity in the 
physical market is matched by a 
sale of a futures contract in the ex
change market also for an equal 
quantity of the same commodity, 
^ r  the purpose of minimizing price 
and credit risks in dealing on com
modities with parallel price move
ments in the physical and exchange 
markets.

An identification and a brief dis
cussion of the salient aspects or fea
tures of hedging which can be 
gathered from its foregoing defini
tion vdll enhance better understand
ing of hedging, to wit:

a. Hedging is a trading practice that is
unique to com m odity  exchanges
Hedging is actually a creation of 

and is practiced only in commodity ex-



changes. The practice of hedging has 
been so popularized in commodity ex
changes that the two terms, hedging 
and commodity exchanges, although 
definitely referring to two different 
things, are invariably used interchange
ably.
b. H ed g in g  involves two counter

acting transactions in two distinct 
markets, the physical m arket and 
the exchange m arket
In hedging, there are actually two 

opposite transactions: a sale against a 
purchase of an equal quantity of a com
modity and vice-versa that takes place 
in two different markets, the physical 
market, on the one hand, and the ex
change market, on the other.
c. Hedging is done through the instru

mentality o f  a futures contract 
Hedging is effected through the use

of the so-called futures contract. In the 
main, a futures contract is a contract of 
sale of stipulated amount of a specific 
grade of same commodity at a fixed 
price at a fixed date. The use of the 
futures contract which conforms strict
ly with the rules and regulations of the 
commodity exchange both in form and 
content particularly in the standardiza
tion of commodities facilitates the 
operation of hedging.
d. Hedging is intended to minimize 

price and credit risks
The real purpose of hedging as indi

cated in the definition is to minimize 
price and credit risks. It is for this 
reason that the hedge is usually referred 
to as price or credit insurer. Since hedg
ing restrains speculative risks, it follows 
that there should be no room for specu
lative profits in hedging.
e. Hedging is particularly applicable to 

those  com m odities with parallel 
price movements in the physical 
and exchange markets
A condition contingent to hedging 

is that the commodities involved should 
have parallel or the same price move
ments in the physical and exchange 
markets. Otherwise, hedging will not be 
able to provide the protection from 
severe price and credit risks. Actually,

hedging operates under the theory that 
prices in the physical market and those 
in the exchange market tend to increase 
or decrease together at practically the 
same rate. Consequently, the basic as
sumption is that a loss or gain in a tran
saction in the physical market is offset 
by a gain or a loss in the exchange 
market and vice-versa.

2. General Workings of Hedging
The general workings of hedging 

showing the two principal groups which 
indulge in hedging, the specific price 
and/or credit risks protection sought 
and the general hedging transactions are 
presented in tabulated form in Exhibit 
VI-4.

VI. PRICING, MARKETING INFORMA
TIO N  AND MARKETING R E 
SEARCH

A. Pricing
Under the concept of “ full-cost pri

cing,” the selling price is computed by 
charging to the product all relevant costs 
involved in the performance of the buying 
and selling activities and adding to this a 
reasonable margin, figured usually as a per
centage of cost. The relevant costs are ac
tually full costs which include all the varia
ble and fixed costs. Variable costs, of 
course, are those that vary directly and pro
portionately with volume. Examples are 
direct labor, direct material, power costs 
and supplies. On the other hand, non-varia
ble costs, sometimes also called fixed costs, 
refer to those costs that do not v£iry all 
with volume. Depreciation of buildings and 
facilities, insurance, rent and administra
tive expenses belong to this category.

After accomplishing the first step of 
computing the initial estimate of the seUing 
price, the management can then make 
some ad-’istments as may be deemed appro
priate and necessary within the frame
work of the cooperative’s basic pricing poli
cy. Such price modifications may take the 
form of revising costs as well as changing 
margins in order that the selling price 
may, for example, be competitive or be at
tractive to the members.



EXHIBIT VI -  4 

GENERAL WORKINGS OF HEDGING

G r o u p
Specific Price/ 
Credit Protection 

Desired

General Hedging 
Transactions

Physical
Market

Exchange
Market

1. The Longs

Include those who have 
have physical possession 
or control of a specific 
commodity at the time 
of its sale either in the 
warehouse under con
tract or in the field 
such as farmers or 
producers, marketing 
agencies such as coopera
tives, suppliers of raw 
materials and manufacturers 
or processors who 
purchase and stock their 
raw materials in advance.

2. The Shorts

Include those who do not 
have physical possession or 
control of a specific com
modity at the time they en
tered into contracts for the 
forward sale of the commo
dity or products manufac
tured therefrom such as 
manufacturers or process
ors who do not stock raw 
materials and exporters who 
sell commodities that they 
do not own.

Transaction 1

1. Difference bet
ween the farm 
gate price and 
the market 
price of the 
commodity.

2. Difference bet
ween the price 
of raw materials 
at the time of 
purchase and at 
the time they 
are manufac
tured or pro
cessed.

1. Difference bet
ween the price 
of the raw ma
terials at the 
time of the for
ward sale of the 
materials or 
their products and 
at the time of their 
manufacture into 
finished products.

2. Difference bet
ween the price of a 
specific commodity 
at the time of its 
forward sale and
at the time of 
its actual delivery 
to the buyer.

Own or con
trol the spe
cific commo
dity.

Transaction 1
Short sale of 
the specific 
commodity 
or its products

Transaction 2

(The Hedge) 
Short sale of 
futures contract 
of an equivalent 
amount.

Transaction 2
(The Hedge) 
Purchase of a 
futures contract 
of an equivalent 
amount.



It is believed absolutely necessary for 
the management of the cooperative to 
know and be able to allocate all the costs 
involved in the buying and selling processes 
if it is to render service-at-cost to the 
members in furtherance of a foremost co
operative principle. To be emphatic on the 
point, a cooperative that cannot adopt the 
full cost pricing concept for the reason that 
it does not know what its full costs are will 
definitely not be able to serve its members 
at cost, hence it is bound to encounter dif
ficulties and uncertainties in operation.

B. Marketing Inform ation

Marketing information involves the col
lection, compilation, analysis, interpreta
tion and dissemination of current and 
long-run data and information with respect 
to the demand and supply situations. It 
touches on the vital aspects of production, 
consumption, prices, stocks, importations, 
exportations and the like which producers, 
traders and consumers alike will find parti
cularly useful in making their respective 
decisions.

With the introduction of the market- 
oriented concept of marketing manage
ment, marketing information becomes in
creasingly relevant and vital to an efficient 
functioning of the marketing system. For 
one, cooperatives have begun to awaken to 
the stark realization that to be able to se
cure maximum market returns for the 
produce of their members, it behooves on 
them to sharpen the use of marketing in
formation.

1. Types of Marketing Information
Based on period covered, marketing 

information is broadly classified into:
(a) short-term, (b) medium-term, and
(c) long-term marketing information.
a. Short-term marketing information

This type of marketing information 
contains current data and information 
on prices and volumes of specific quan
tities of products actually traded or 
being offered in selected market out
lets. It is intended to provide alter

native choices on where and when to 
buy or sell said products and it has 
particular relevance to those products 
which are ready to be marketed.

As a matter of practice, this type of 
inform ation is commonly obtained 
directly from the usual market outlets 
and traders. To be sure, time is of great 
essence in this short-term marketing 
report. It is usually rendered on a daily 
basis and any information that is one 
week old has practically of no more 
value to the users. It must be dispatch
ed with the least possible delay and is 
usually supplied daily by radio, tele
type or by the press.
b. Medium-term marketing inform a

tion
The medium-term marketing in

formation is concerned with the buying 
and selling of products in the coming 
few months, of say, six to nine months. 
In addition to reporting the current tran
sactions, this type of information fo
cuses likely projections of future prices 
of particular quality or grade pro
ducts based principally on an analysis 
of the expected supply and demand 
situation. It takes into full account the 
possible impact on prices of expected 
changes in government policies and the 
import-export movements of products.
c. Long-term marketing information

The long-term marketing informa
tion, which is the most sophisticated of 
marketing reports, deals on both mark
eting and production information relat
ing to long-run trends on food prices 
and expected crop yields. Its purpose is 
to assist producers decide on alternative 
production planning and investment 
opportunities or possibilities for the 
years ahead. Because of the long period 
it covers, the long-term marketing in
formation is often referred to as situa
tion and outlook report. Among all 
countries, the United States has dev
eloped this type of marketing informa
tion to a highest degree.

2. Sources o f Information
The most extensive and comprehen

sive marketing information is provided



by pertinent government agencies. 
Marketing information services are col
lected and disseminated in various 
forms by specialized government offi
ces usually operating under the agri
culture department.

In some developed countries, there 
are specialized private and government 
agencies that handle this type of service 
for their subscribing customers. Also, 
some trade organizations offer some 
marketing information to their affiliat
ed firms and to the public in general.

3. Some General Positive Elements of
Marketing Information

A random enumeration of some of 
the acknowledged desirable features of 
a useful marketing information Eire 
briefly outlined as follows:

a. T he price data should be 
specific as to grades or qualities 
of products.

b. T he collection of marketing 
information should, as much as 
p ossib le , be entrusted to 
well-trained personnel who are 
p ro v id e d  w ith su ffic ie n t 
funding support in order to 
insure that the said marketing 
information will be accurate 
and reliable.

c. It is desirable that the market
ing information be worded and 
expressed in terms which can 
easily be understood and inter
preted by the end-users.

d. An educational program must 
be conducted for the users of 
the marketing information for 
the purpose of insuring the wise 
and effective use of all data and 
information.

C. Marketing Research

1. Definition and Purpose of Market- 
ir^ Research
Marketing research may aptly be 

defined as the systematic, objective and 
comprehensive compilation, analysis

and evaluation of such data and inform
ation which are deemed useful to mar
keting executives for the efficient per
formance of their respective activities. 
Viewed in the light of the evaluation of 
the marketing function itself, market
ing research assumes a position of great 
importance in marketing management 
since it makes possible the determina
tion and measurement of both quanti
tative and qualitative aspects of the 
wants, desires and preferences of con
sumers.

It is not too premature to empha
size in this regard that marketing re
search, as in the case with other re
searches, is limited only in narrowing 
down the number of alternatives and 
minimizing uncertainties in the deci
sion-making process. Marketing exec
utives are cautioned against considering 
the results and findings of research 
studies as decisions in and by them
selves. Decisions will stiU have to be 
made and this is the responsibility of 
the marketing executives.

2. Uses or Application of Marketing
Research

Marketing research is considered an 
effective tool in planning, organizing 
and controlling functions of manage
ment. In planning, marketing research 
is a useful practical tool in assessing 
market opportunities such as: (a) esti
mating the market potential or measur
ing the quantity of a particular product 
that would be sold in a specific mar
ket for a specified period of time;
(b) estimating demand level and the 
magnitude factors; and (c) sales fore
casting. It also aids in project studies 
particularly in looking into: (a) oppor
tunities for new products; (b) develop
ing and testing new products; (c) de
termining product, performances; and
(d) testing package design and color. In 
addition, marketing research has its 
value in consumer and distribution 
studies and pricing.



In organizing, marketing research 
can be of immense assistance in:
(a) determining sales territories; (b) per
forming sales analysis; (c) appraising 
salesmen’s peformances; and (d) select
ing the proper channels of distribution.

On the other hand, marketing re
search can conveniently be employed in 
the effective evaluation and control of 
marketing effort in such specific areas 
as: (a) assessing market position;
(b ) com paring actual performance 
against established standards; (c) adver
tising research; and (d) distribution cost 
analysis.

3. Some Techniques Commonly Em
ployed in Marketing Research
Some of the methods or techni

ques at present commonly used in mar
keting research are; (a) market survey,
(b) statistical approaches, (c) paired 
comparison tests, (d) split-run techni
ques, (e) store audits, (f) distribution 
cost analysis, (g) consumer panels, and 
(h) operations research techniques ap
plicable to marketing research such as 
linear programming, Bayesian decision 
theory of simulation and PERT/CPM.
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CHAPTER VII

COOPERATIVE MANAGEMENT PRINCIPLES, 
TECHNOLOGY AND TECHNIQUES: 

COOPERATIVE FINANCIAL MANAGEMENT

The pragmatic value o f  the basic philosophies and concepts o f  coopera
tive financial management is accentuated as they are actually applied in the 
different areas o f  concern. The com m on m ethods o f  raising capital are con
veniently categorized into loan capital and equity capital A central feature is 
an exceedingly detailed discussion o f  the revolving fu n d  capital plan designed  
at establishing firm ly the real significance and value o f  this novel cooperative  
financing scheme. The principal financial statements, the multiple ratio 
analysis o f  financial statements, and the break-even po in t analysis constitute 
the main fram ew ork o f  discussion o f  the managem ent uses o f  accounting 
reports.

I. THE ROLE OF FINANCIAL MAN
AGEMENT IN A COOPERATIVE 
ENTERPRISE

In general, a cooperative needs capital 
for three principal purposes: (a) organiza
tion expense, (b) working capital, and (c) 
long-term investments. The common situa
tion expense, (b) working capital, and
(c) long-term investments. The common si
tuation is that while a cooperative is usual
ly able to raise sufficient funds to take care 
of organization expense, it is hardly able to 
provide enough additional funds either for 
of the funds is given to long-term invest
ments placing the cooperative in a difficult 
situation where it has facilities that it could 
not operate because of lack of working 
capital. Clearly, from the original instance, 
two intertwined significant characteris
tic of the funding scheme of coopera

tives emerge: (a) inadequate capital and
(b) unsound management of funds. The 
problems of financial management in co
operatives mainly revolve around these 
two critical areas.

On the problem of inadequate capital, 
it is accepted that even at the early stage of 
its operations, a cooperative normally suf
fers from the severe operating constraint of 
lack of sufficient capital. Consequently, it 
is hcird pressed to look for outside or exter
nal financing to beef up its initial opera
tions. This observation, it will be realized, 
exposes a naked and hard truth — that a 
typical cooperative in developing countries 
is so undercapitalized from the very start 
that it has to avail itself of outside finan
cing; otherwise, it will hardly be able to go 
far beyond its organizational stage.

Fully aware of this serious predicament 
confronting cooperatives in general, practi
cally  all coop eratives development



programs in developing countries provide a 
package of financial assistance mostly in 
the form of loans from both government 
and private agencies precisely to support 
the growth and development of coope
ratives from their infant stage.

Hand in hand with this critical problem 
of undercapitalization is perhaps an even 
more critical problem of inefficient and 
ineffective utilization of capital which in a 
cooperative is indeed a very scarce re
source. In this regard, the ever-increasing 
demand for expanded and better services 
by the members of cooperatives coupled 
with the growing complexity, not to men
tion the highly competitive nature of cur
rent business, are pressing imperatives. 
They should prompt the management of 
cooperatives to acquire and make full use 
of knowledge as well as skill and under
standing of financial management sufficient 
enough to propel the cooperatives to satis
fy the needs and demands of their mem
bers.

The key role which financial manage
ment is expected to play in the overall at
tainment of the goals and objectives of co
operatives in the wake of such a situation 
thus comes into sharp focus. As used here, 
the term cooperative financial management 
encompasses two distinct but closely re
lated activities corresponding to (a) sources 
of funds and (b) uses of funds. The point is 
stressed that from the management stand
point, the determination of the sources 
o f  funds specifically involves financing d e 
cisions while that of uses o f  funds relates to 
investment decisions. A clearer identifica
tion and distinction of these two vital deci
sions is reserved momentarily for the suc
ceeding discussion of the balance sheet 
where it will be seen that the assets side 
actually represents the uses of funds or 
investment decisions while the liabilities 
and members’ equity side shows the sour
ces of funds or financing decisions.

II. BASIC PHILOSOPHIES AND CON
CEPTS OF COOPERATIVE FINAN
CIAL MANAGEMENT

The financial management of coopera
tive corporations, on the one hand, and

that of ordinary corporartions, on the other, 
is an interesting study in contrast. Their 
underlying philosophies and concepts are in 
many respects diametrically opposed to one 
another. These contrasting features may 
largely be attributed to and are outright 
m anifestations in cooperative financial 
management of two main factors which 
distinguish cooperative corporations from 
ordinary corporations, namely: (a) the 
basic motivation of cooperatives of service 
to the members and (b) the workings of the 
cooperative principles.

The basic orientation of cooperative 
financial management and for that matter 
of cooperatives in general flows from the 
often emphasized fact that service and 
not profit is the prime motivation behind 
the organization of cooperatives. And as 
pointed out earlier, this service over profit 
motivation in cooperatives, contrary to the 
common notion or thinking, htis a meaning 
and implication in actual operations that 
has only a little relevance to the practice of 
cooperatives of rendering service to its 
members with just little savings or profit 
in pursuance of the service-at-cost prin
ciple. This again is a grossly off-target con
ception of the service orientation of co
operatives.

The real implication of this service over 
profit motivation in cooperatives lies in its 
role as the overriding consideration in 
making alternative choices of the specific 
types of service that a cooperative should 
handle taking into account the meager fi
nancial resources available for the purpose. 
In the actual implementation in the specific 
field of cooperative financial management, 
this means that the main criterion that 
should be used in evaluating the feasibility 
of a service-oriented project is the need by 
the members of such service and not its 
profitability. It may occur, therefore, that 
a service activity which the feasibility study 
shows may not be the most profitable 
will have to be handled by a cooperative 
precisely because it is the type of service 
that is needed most by the greater number 
of its members. This is actually what is 
meant when it is said that in cooperation, 
the sevice motive precedes that of profit. 
On the part of the management of a coop
erative, this particular case is more of an



investment decision rather than merely a 
price decision. Incidentally, the suggested 
practice of gauging the feasibility of a co
operative project both from the coopera
tive and business standpoint is based on 
this precept.

The cooperative principles and prac
tices collectively represent the main factor 
to which the peculiarities of cooperative 
financial management may be attributed. A 
brief discussion of the more pertinent first 
four cooperative principles as reformulated 
in 1966 by the ICA is presented hereunder 
specifically as they affect the nature and 
character of the financial management of 
cooperatives.

The first cooperative principle on 
membership has two clear implications on 
the financial management of cooperatives:
(a) it enables a cooperative to assemble 
capital by bringing into cooperatives as 
large a number of people as possible subject 
only to some restrictions and (b) it fixes 
principally on the members of a coopera
tive the responsibility of financing their co
operative. The common practice in co
operatives of setting a low par value for 
shares of stocks is principally intended to 
make it easy for potential members to 
comply with the usual minimum require
ment for membership of owning at least 
one share of stock.

The second cooperative principle on 
democratic administration which provides 
for the democratic control of a cooperative 
by its member-patrons or member-users, in 
essence, actually implies that the member- 
users ought to finance their cooperative in 
proportion to their use of its services. This 
implication is a very significant peculiarity 
of cooperative financial management and is 
indeed an invaluable guideline for coopera
tive finance managers in determining the 
appropriate method of cooperative finan
cing that will serve the purpose.

The application of the limited interest 
on capital principle, on the other hand, 
which places a maximum limit on the rate 
of interest on share capital has the follow
ing far-reaching effects and significance 
on cooperative financial management;
(a) share capital is considered only as a tool 
to enable a cooperative to render the neces
sary services to its members and (b) the

cooperative is provided with capital at a 
cheaper cost. The inviolability of this prin
ciple, as mentioned earlier, is now being 
questioned by many cooperative quarters 
principally on the ground that the fixing of 
a ceiling on the rate of interest on share 
capital is a deterrent for members to put in 
additional investment in their cooperative. 
On the part of those managing the finances 
of a cooperative, this apparent problem 
area should be viewed as another of those 
challenges for it to seek ways and means to 
overcome this apparent handicap.

Strictly from the standpoint of co
operative financial management, the opera
tion of the disposal of savings principle has 
the following significant effects: (a) theo
retically services have to be rendered at 
cost and (b) any savings have to be distribu
ted to the members on the basis of patron
age.

The whole situation, it will be realized, 
underscores the need for cooperatives, 
specifically the finance managers, to install 
a re a lis tic  members’ equity financing 
scheme in which the required level of capi
tal requirement will be maintained at all 
times.

Taken altogether, the foregoing peculia
rities of cooperative financial management 
clearly delineate it from the financial ma
nagement of ordinary corporations. In a 
way, it can be claimed that the financial 
management of a cooperative is more com
plex than that of an ordinary corporation. 
But it is incontrovertible that the successful 
financial management of a cooperative can 
be attained not by sidetracking these com
plexities but rather by meeting them head
long and battering them dovra.

III. METHODS OF RAISING CAPITAL

Different methods of obtaining capital 
are available to cooperatives. The choice 
of the method or methods of generating 
capital is best left at the discretion of 
individual cooperatives because of the 
variable conditions or situations under 
which each cooperative operates.

The capital in a cooperative corpora
tion as well as in an ordinary corporation 
may be broadly classified into two accord



ing to source, namely: (a) equity capital 
and (b) loan capital (also called debt or 
borrowed capital). Equity capital refers to 
the capital contributions provided by the 
cooperative members themselves. On the 
other hand, loan capital represents the 
borrowings made by a cooperative from 
outside creditors. Both types of capital, it 
is stressed, are presented in the liabilities 
and members’ equity side of a cooperative’s 
balance sheet. The loan capital is specific
ally shown in the liabilities portion while 
the equity capital is in the members’ equity 
column. It was deemed best to categorize 
the various methods of raising capital under 
the two types of capital firstly, because of 
the heavy emphasis and reliance which co
operatives normally place on equity capital 
and secondly, because there is a great deal 
of difference between the two types of 
capital in point of use and cost.

The common methods resorted to by 
cooperatives to generate capital are present
ed hereunder:

A. Equity capital
1. Sale of shares of stock
2. Collection of members’ capital con

tribution
3. Deferment of distribution of pa

tronage refund
4. Collection of retains
5. Accumulation of reserves
B. Loan capital
1. Borrowings
2. Deferred payment
3. Trade credit
4. Sale of bonds or debentures
5. Donations, grants, gifts, etc.

The different methods of raising capital 
are discussed separately as follows:

A. Equity Capital

1. Sale of Shares of Stock

Particular attention is invited to the 
fact that there are two major classes of 
stocks issued by a stock cooperative 
corp oration , namely: (a) common
stock and (b) preferred stock. The basic 
stock is the common stock. A coopera
tive corporation can therefore issue 
either the common stock only or both

common and preferred stocks. It can
n o t, however, issue only preferred 
stock.

It is pertinent to point out at this 
juncture that the capital arising from 
the sale of shares of stock, whether 
common or preferred, is what is com
monly referred to as “share capital.” 
This is actually the type of capital allu
ded to in the third cooperative prin
ciple as entitled to only a limited rate 
of interest. A distinction has therefore 
to be made between equity capital, on 
the one hand, and share capital, on the 
other, in the sense that share capital is 
only a part of equity capital. In other 
words, share capital is only one of the 
forms of equity capital.
a. Common Stock

In order for one to become a 
member of a capital stock cooperative 
corporation, he is required to purchase 
at least one share of stock. A share of 
stock actually represents a unit of inter
est in the cooperative corporation and 
its right to participate in its corporate 
business. A shareholder is therefore an 
owner of a cooperative corporation 
with propriety interest and has the 
right, among others, to vote and be 
voted on. A stock certificate is the do
cument issued to shareholders as the 
evidence of the ownership of shares of 
stock. The stock certificate which is 
issued only against fully-paid shares of 
stock should not be confused with the 
shares of stocks themselves.

As averred to earlier, a common 
stock is a form of share capital and is 
therefore entitled to receive, if any, 
interest that is limited.

Among the more significant prac
tices with regard to the sale of shares of 
common stock resorted to by coopera
tives designed at pursuing to the maxi
mum the underlying philosophy and 
spirit behind the cooperative principles 
may be cited:

(1) Low par value of shares of com
mon stock
It is a customary practice to peg 

such a low par value to the shares of



common stock that they are easily 
within the reach of anybody who 
wants to be a member of a coop
erative. In this way, a cooperative can 
attract as many members as possible 
and thereby create a wide base of 
membership. The par value of the 
shares of common stock in secondary 
or overhead societies whose members 
are associations or juridical persons is 
of course higher than that of in pri
mary societies whose members are 
individuals or natural persons.

(2) Liberal payment scheme for shares
of common stock
In a corollary move to the fixing 

of a low par value for shares of com
mon stock, cooperatives usually allow 
payment of shares of common stock 
through several ways; (a) full cash 
payments; (b) partial cash payment;
(c) accomplishment of promissory 
note; and (d) application of patronage 
refund and/or retains. The institution 
o f such liberal and convenient al
ternative payment schemes undoubt
edly makes it easier for one to be
come a member of a cooperative.

(3) Limited shareholdings
Designed at plugging any further 

possibility of capitalistic control of a 
cooperative corporation, it is a com
mon practice in cooperatives to set a 
maximum on the number of shares of 
common stock that one can purchase. 
This practice, together with the im
position of limited interest on share 
capital and the low par value o f  the 
shares of stock are definitely concrete 
measures intended to prevent coope
ratives from falling into the control of 
a moneyed few, to dispel the idea that 
capital contributions in a cooperative 
are investment opportunities and to 
spread the ownership of a cooperative 
into as many members possible.

(4) Apportionment on a pro-rata basis
of the ale of shares of stock
Still another common practice in 

many cooperatives is the prorating of 
the sale of shares of common stock

according to the use of the services of 
a cooperative by its members. The 
number of shares of stock the mem
bers are allowed to purchase is usually 
apportioned by brackets which are 
pro-rated based on any of the follow
ing: (a) size or area of farm; (b) vol
ume of production; (c) number of fruit 
trees; and (d) size of herd of cattle or 
flock of chicken.

b. Preferred Stock

It is a very popular practice among 
cooperatives to sell or issue preferred 
stock in addition to common stock. 
This method of raising capital needs is 
normally employed in order to provide 
the friends and symphatizers of cooper
atives who are not usually quahfied to 
buy common stock the next best alter
native to help boost the capitalization 
of a cooperative.

As in the case of the common 
stock, there is a ceiling on the interest 
that a preferred stock is entitled to re
ceive. This ceiling on the rate of inter
est on preferred stock as a form of 
share capital is, however, usually high
er than that of the common stock. 
Also, just like the common stock, the 
preferred stock bears the risks of the 
business operations of a cooperative. In 
other words, it also partakes the form 
of a risk capital.

On the other hand, a share of pre
ferred stock, as a general rule, is not 
vested with the right to vote or be 
voted on. Consequently the control of 
a cooperative is maintained by the com
mon stock holders even if the preferred 
stocks are held by non-members.

A share of preferred stock, in addi
tion to being entitled to higher rate of 
interest than that of the common 
stock, has some specified priorities or 
preferences. Customarily, a share of 
preferred stock enjoys priority over 
that of the common stock on two 
scores; (a) as to the assets of the coop
erative in case of disolution or liquida
tion and (b) as to interest.

From the foregoing, it will be real
ized that the effectiveness of the sale of 
preferred stocks depends largely on the



efficiency of operations of a coopera
tive, since as mentioned earlier, a pre
ferred stock is actually a risk capital. It 
will likewise be recognized that the 
capital generated from the sale of pre
ferred stock is more costly to use than 
that derived from the sale of common

stock because of the higher interest rate 
it commands.

The following comparative exhibit 
is intended to highlight further the 
basic differences between the common 
stock and the preferred stock.

EXHIBIT VII -  1

COMPARATIVE EXHIBIT OF THE COMMON 
AND PREFERRED STOCK

Kind
of

Stock

Voting
Right

Rate
of

Interest

Priority on 
Assets on 

Liquidation

Priority
on

Interest

1. Common With
voting
right

Limited
Next priority 
to preferred 
stock________

Next priority 
to preferred 
stock________

2. Preferred
Without
voting
right

Limited
Priority
over common
stock

Priority 
over common 
stock

A particular issue is focused here 
on the issuance of stock certificates. As 
previously stated, a stock certificate is 
the evidence of ownership of a share or 
shares of stock and as a matter of prac
tice is issued only against fully-paid 
shares of stock. Since from the techni
cal standpoint, interest on share capital 
can and should only be given to shares 
of stocks which are fully-paid, the 
issuance of stock certificate is, for one, 
linked with the distribution of interest 
on share capital in the sense that only 
holders of stock certificates are entitled 
to receive interest on share capital. For 
this reason, it is to the best interest of 
the cooperative as well as of the memb
ers that the corresponding stock certi
ficates be issued to the members as 
soon as practicable.

A major problem in this regard re
volves around the common practice in 
cooperatives of applying payments of 
members for shares of stock as partial

payments for the total number of sub
scribed shares of stock and not as full 
payment for individual shares of the 
subscribed shares of stock. Technically, 
therefore, no stock certificate can be 
issued to the members concerned until 
such time that the total number of sub
scribed shares of stock has been paid in 
full. And as a consequence, such mem
bers cannot be given interest on share 
capital, a situation which is very hard 
to explain to the members concerned 
and can easily become a possible cause 
fo r  serious misunderstanding with 
them.

Cooperatives usually manage to 
remedy the dilemma by resorting to the 
practice which is technically called 
issuing of stock certificate by block 
whereby a cooperative issues a stock 
certificate for every fully paid sub
scribed share of stock without the 
member concerned losing the option to 
purchase the full subscribed shares of



stock. However, it is very important 
that the prior specific authority of the 
government cooperatives office con
cerned be secured before any issuance 
of stock certificate by block is made. 
On its own, a cooperative does not have 
the power or authority to issue stock 
certificate by block unless such a power 
or authority is expressly provided in 
the pertinent cooperative law.

2. C ollection of Members’ Capital
Contribution (for non-stock coope
rative corporations)

A cooperative corporation may be 
organized either as a stock or a non
stock corporation. The choice of the 
particular type of corporation to be 
organized is more a question of prefer
ence of the organizers or it can be pur
suant to some legal mandates. At any 
rate, it should be emphasized that the 
type of corporation, whether stock or 
non-stock, does not have any bearing 
whatsoever on the amount of capitaliz
ation which is required by a coopera
tive. The usual impression that a stock 
corporation requires more capital than 
a non-stock corporation is completely 
erroneous and without basis in fact. 
The truth of the matter is that in some 
instances, a non-gtock corporation may 
need larger capital than a stock corp
oration. The amount o f capital required 
is one that is determined by the magni
tude of operations.

It is significant to note that despite 
the current widespread bias and partial
ity to the organization of cooperatives 
as stock corporations as shown by the 
preponderance at present of stock 
cooperative corporations, there are still 
some sectors who steadfastly main
tain that cooperatives should be ap
propriately organized as non-stock 
corporations. They contend that stock 
corporations are creations of and are 
particularly suited to capitalists. They 
claim that by organizing a cooperative 
as a stock corporation, a cooperative is 
actually exposed and subjected to the 
capital-centered concept and workings 
of a stock corporation—the very things 
which cooperatives are seeking to re

cast. The division o f the capitalization
of a stock corporation into stocks and 
the subsequent sales o f shares of stocks, 
it is pointed out, is a, practice that tends 
to open the corporation to capitalistic 
control. In contrast, i t  is inferred that 
the collection o f members’ capital con
tribution in a non-stock corporation 
which is firmly based on in pro
portion to the use by the members of 
the services of cooperative enables the 
members to have equitable contribu
tion in the capitalization of the cooperative.

Again, the fact is underscored, that 
the collection of members’ capital con
tribution is a rnethod adopted by non
stock cooperative corporations to raise 
necessary capital. While a stock corpor
ation sells shares o f stock to raise its 
capital needs, a non-stock corporation, 
in lieu of selling shares of stocks which 
it does not have, collects capital contri
bution from the members in some 
other forms. Such members’ captol 
contributions are, as mentioned earlier, 
conveniently based in proportion to the 
use by the members of the services of a 
cooperative. The members’ capital con
tribution are not only fixed but they 
are also collected on a regular basis.

The members’ capital contribution 
in a non-stock corporation should not 
o f course be confused with the mem
bership fees. The members’ capital con
tribution, as its name indicates, is a 
contribution by the members to the 
capitalization of their cooperative. On
the other hand, membership fees are 
considered and treated as an in c o m e  of 
a  cooperative. T h e y  are a c tu a l ly  re
quisites for membership in a  c o o p e r a 
tive and both stock and n o n - s t o c k  co
operative corporations u su a lly  collect 
membership fees.

3 . Collection o f R e ta in s

One of the most effective ways of 
boosting members’ contribution to the 
equity capital is through the collection 
of retains. Retains, which are also 
called capital retains, may be described 
as authorized fixed deductions usually



on a per unit basis from the sales pro
ceeds of products sold to or through a 
cooperative marketing association. As 
an example, a marketing cooperative 
may adopt a policy to deduct retains in 
the fixed amount of P0.20 per cavan of 
palay (50 kilos) sold to or through the 
cooperative.

The more salient characteristics of 
retains are outlined hereunder:

a. Retains are authorized deduc
tions and are therefore collect
ed on the strength of an ap
proved policy of a cooperative.

b. They are deductions usually 
based on the standard unit of 
measurement or packaging of a 
product, say, in cavans, bushels, 
crates, bales, baskets, etc. Re
tains are also sometimes collect
ed based on a certain percent
age of the sales proceeds.

c. Retains are deducted from the 
sales proceeds and therefore 
after the products have been 
sold.

d. The amount of retains is fixed 
and pegged at a reasonable level 
in order that the members will 
not be unduly burdened by the 
continuous deductions thereof.

e. R evolving fund certificates, 
shares of stock, or certificates 
of indebtedness may be issued 
against collected retains or they 
may be used to build up re
serves depending upon the 
policy of a cooperative.

f. The collection of retains is prac
ticed exclusively by marketing 
cooperatives.

Collection of retains is recognized 
as an effective way of augmenting 
equity capital which the members find 
convenient and not burdensome since 
the amount of retains is usually small. 
Furthermore, the retains are collected 
after the products have been sold.

The relatively small amount of re
tains collected per unit is made up by 
the quantity or volume of the marketed 
products. In other words, reckoned in 
terms of the large volume of products

handled by a marketing cooperative, 
the amount collected in retains event
ually adds up to a substantial sum. 
Marketing cooperatives in developing 
countries can draw a good example 
from the sucessful experience of mar
keting cooperatives in the United States 
in utilizing to the maximum the scheme 
of collection of retains to bolster their 
equity capital.

4. Deferment of Distribution o f Pa
tronage Refund

The deferment of the distribution 
of patronage refund is considered a 
standard practice in cooperatives to 
increase the equity capital contribution 
of the members. The magnitude of 
equity capital can be visualized when it 
is considered that the biggest portion of 
the yearly savings or surplus of a coop
erative is allocated for patronage re
fund.

Depending on the policy of the co
operative, the whole or a portion of the 
patronage refund (in the case of the lat
te r , usually 50 per cent due the 
members) is withheld by the coopera
tive. The amount withheld by the co
operative is credited to the members 
concerned against which amount the 
corresponding certificate of stock, re
volving fund certificate or certificate of 
indebtedness is duly issued in accord
ance with the policy of the cooperative.

5. Accumulation of Reserves
The setting up of reserves is one of 

the ways of generating capital which is 
strongly advocated in cooperatives. It 
has been observed that the cooperatives 
with stable financial structure are in
variably those which have been able to 
build up and accumulate substantial 
reserves.

As its name su^ests, a reserve is a 
type of fund set aside to take care of 
specific financial exigencies particularly 
with respect to future operations to 
thereby prevent any possible harmful 
impairment or depletion of capital that 
is being currently used in the opera
tions. Since they conveniently serve as 
back-up funds mainly to cushion the



impact of any financial reverses, reser
ves are popularly alluded to as “ shock 
absorbers” of the business.

The fact must be impressed that re
serves are in the nature of permanent 
capital the composition of which is 
made up of contributions not only of 
the current members but also the form
er members of a cooperative. This 
nature and character of reserves have 
subsequently given rise to four long
standing important practices in coope
ratives with respect to the treatment 
and disposition of reserves. A first prac
tice is that reserves are considered as 
fully ovi'ned by a cooperative. In other 
words, they are unallocated funds and 
therefore the members of the coopera
tive have no individual claims against 
reserves. A second practice is that in 
the event of liquidation of a coopera
tive, any unused reserves are not distri
buted back to the members. Instead 
they are normally donated to appro
priate community projects in order that 
as large a sector may become beneficia
ry of the said remaining funds. A third 
practice is that no revolving fund certi
ficates are issued against reserves since 
reserves are cooperative funds. And 
finally, as fourth practice, reserves do 
not earn interest. For this reason, re
serves are considered the cheapest form 
of equity capital.

It will be realized that this treat
ment of reserves as cooperative funds is 
firmly anchored on the accepted pre
cept that in a cooperative no member 
should gain at the expense of another. 
Since as has been previously stated, re
serves are actually accumulated contri
butions of all the members of a coop
erative from the time of its inception, 
then it is but proper that the current 
members of a cooperative should not 
divide among themselves funds which 
did not come solely and merely from 
their contributions. It may also be em
phasized in this regard that should the 
reserves be allocated to individual 
member equities, such an arrangement 
may possibly provide the strong motiv
ation for the members of even viable

cooperatives to move for its voluntary 
liqu id ation  as soon as substantial 
amounts of reserves have been accu
mulated. In which case the individual 
members are bound to derive substan
tial benefit from the voluntary liquid
ation of the cooperative.
a. C o m m o n  k i n d s  a n d  uses  o f

reserves
It is a standard practice in coop

eratives to set up reserves for specific 
purposes. Among the most common 
kinds of reserves and their uses may 
be mentioned;
(1) Valuation reserves — intended to 
pay off losses from bad debts and also 
to cover depreciation or absolescence 
of fixed assets such as land, buildings, 
equipment, etc.
(2) Liquidity reserves — earmarked to 
absorb losses from operations and to 
meet extraordinary contingencies and 
liabilities in general.
(3) Capital reserves — designed to prov
ide funds for working capital and also 
for fixed investment and to retire 
various forms of capital contributions 
such as common and preferred stocks 
and revolving fund certificates.
b. A m ount o f  reserves

There is actually no prescribed 
formula for determining what should 
be the proper amount of reserves. In 
practice, the amount of reserves varies 
not only by individual kinds of reserves 
but also by individual cooperatives.

It is widely recognized, however, 
in this regard that the following set 
of three factors render it essential for 
a cooperative to have larger amounts 
of reserves: (a) the highly competitive 
nature of the business operations;
(b) the sharp price fluctuations of the 
products being handled; and (c) the 
extremely risky nature of the operat
ions.
c. M ethods o f  building up reserves

Reserves are in general built up 
from the business operations of a 
cooperative. Conventionally, therefore, 
reserves may be raised either from the



undistributed savings or from the col
lection of retains or from both. Experi
ence has amply shown, however, that 
the building up of reserves from savings 
is quite a slow process. Consequently 
cooperatives are more inclined to use 
the authorized deductions or collection 
of retains for a more effective and 
expedient accumulation of reserves.

It should be emphasized that the 
kinds, the amounts, and the methods of 
building up reserves have to be clearly 
specified in the bylaws of a coopera
tive since reserves are matters of general 
concern to the members. It is import
ant and necessary that the raising of 
capital through accumulation of re
serves be fully discussed and explained 
to the members particularly during the 
organizational meetings.

B. Loan Capital

1. Borrovrings
Definitely the method of raising 

capital that is best known to coopera
tives is borrowings. The usually limited 
amount of equity capital that cooperat
ives can manage to raise at the time of 
inception makes borrowing virtually a 
standard practice they resort to in 
order to give their operation a respect
able initial boost.

Fully cognizant of this traditional 
grave problem of cooperatives, framers 
of national cooperatives development 
programs particularly in developing 
countries invariably include financing 
as a major program component. Under
standably, the bulk of the financing 
and credit support to cooperatives and 
their members is provided by the gov
ernment pursuant to its cooperatives 
development program in relation to the 
overall national goals and objectives. 
To cite a case in point, the field of agri
cultural credit can be considered as 
fully in the hands of the government in 
developing countries and it is apparent 
that no developing country has a real 
agricultural cooperative credit system 
to speak of.

G overnm ents channel financial

assistance to cooperatives through va
rious schemes mostly on an institution
alized basis. One such scheme is the 
establishment of a government-owned 
specialized financing institution for 
cooperatives. Another method is the 
setting up of special funds for coopera
tives development under the adminis
tration of the government cooperative 
agency or an appropriate national co
operative organization. Still another 
device is through exposure, either in the 
form of equity or loan capital, in 
national organization of cooperatives or 
agricultural credit institutions. There is 
therefore a country-to-country differ
ence in the system of financing co
operatives.

In Japan, for example, the principal 
cooperative financing institutions on 
the national level are the Central Co
operative Bank for Agriculture and 
Forestry and the National Agricultural 
Forestry and Finance Corporation. The 
Central Cooperative Bank is a federa
tion of cooperatives. On the other 
hand, the Finance Corporation handles 
most of the government funds for agri
culture and makes long-term loans to 
individuals and organizations whose 
credit needs cannot be served by the 
Central Cooperative Bank. In the case 
of Taiwan, the Taiwan Land Bank, a 
government-sponsored institution, and 
the Cooperative Bank of Taiwan, a 
federation of cooperatives, are the two 
banking institutions that cater to the 
financing and credit needs of the farm
ers associations and their members. 
Korea has a rather peculiar setup in the 
sense that the key financing agency in 
the national level is the National Agri
cultural Cooperative Federation or the 
NACF. Aside from financing, NACF is 
also handling agricultural supply, mark
eting and processing activities. The gov
ernment of Thailand has a government 
institution called the Bank for Agri
culture and Agricultural Cooperatives. 
In the Philippines, financial assistance 
to cooperatives is provided mainly 
through the Cooperative Development 
Loan Fund or CDLF which is adminis
tered by the government and through



the Agricultural Credit Administration 
or ACA, a government-owned financing 
agency. Cooperative rural banks ŵ hich 
are mainly federations of barrio-level 
p re-coop eratives called Samahang 
Nayons are in their own limited way 
serving the financing and credit needs 
of agricultural cooperatives and their 
fanner-members.

In the main, cooperatives have ac
cess to various types of loans, both 
long- and short-term, ranging from 
loans for working capital to fixed in
vestments. As a matter of policy, loans 
to cooperatives are normally granted 
under liberal terms and conditions. A 
form of service that usually goes with 
the loans is assistance in the prepara
tion of feasibility studies. Cooperatives 
should find it to their advantage to 
avail themselves of this type of technic
al assistance since it promotes the 
cementing of the desirable financing 
institution-client relationship and the 
exploitation of all possible areas of 
mutual understanding and assistance 
between them especially on the maxi
mum utilization of the loans and the 
sound programming of loan repay
ments.

2. Deferred Payment

Deferred payment which has parti
cular reference to the payment of pro
ducts after they are sold is a long-stand
ing practice among marketing coopera
tives. As a distinguishing feature of co
operative marketing, deferred payment 
is not exactly a form of loan capital 
but has the effect of making the 
member-patrons finance their coopera
tives indirectly and on a pro-rata basis. 
Cooperatives are therefore provided 
with the necessary financing cushion 
from the time the products are received 
until they are sold and are relieved of 
the financial burden that such transac
tions normally involve.

A point of caution that coopera
tives should strictly observe in this 
regard is that they should strive at all 
times to keep or maintain the trust and 
confidence of the member-patrons by 
settling the said accounts which are

actually in the form of trust accounts 
in accordance with the customary prac
tice. The practice of deferred payment 
is anchored on trust and every effort 
should therefore be exerted not to de
stroy the said trust placed on the co
operative by the member-patrons.

3. Trade Credit
A common but not too well under

stood practice of increasing the volume 
of business is through the use of trade 
credit. According to its more accepted 
definition, trade credit is the ability of 
the trading firm such as a cooperative 
to secure goods for sale in exchange for 
a promise to pay at some specific 
future time. This ability takes the form 
of a line of credit used for the purpose 
of buying goods.

In the specific case of agricultural 
supply cooperatives, the operation of 
trade credit will principally apply to 
their ability to secure a line of credit 
from suppliers for the purchase of such 
farm inputs as fertilizers and agri
cultural chemicals.

In the trade credit transaction 
between the supplier, on the one hand, 
and the agricultural supply cooperative, 
on the other, the credit relationship- 
between the two is usually established 
and defined in the terms of sale. There 
is of course no such thing as uniformity 
of terms of sale in any particular in
dustry or for that matter among farm 
input suppliers. Normally, the terms of 
sale as well as the price are fixed by the 
suppliers although they are usually sub
ject to the agreement of both parties. 
In this regard, the management of co
operatives should pay particular atten
tion to the nomenclature of the terms 
of sale in order that they may be able 
to consider intelligently possible alter
natives.

For example, it should be reaUzed 
that the abbreviated terms E.O.M. (end 
of month) and M.O.M. (middle of 
month) are very important dating terms 
as they actually grant an extension or 
dating in addition to the credit period 
of the tefms of sale. Under the E.O.M. 
arrangement, all purchases made on or



before the 15th of the month are 
grouped and dated on the 15th of the 
month. In both cases, it will be realized 
that it is possible for the cooperative to 
secure a maximum extension of 15 
days in the credit period.

Moreover, the management of co
operatives should be meticulous in 
going over the two options usually 
given by suppliers on the time and 
amount of payment. For example, a co
operative may receive a quotation of 
PlOO for certain agricultural chemicals 
with terms of 5 per cent discount if 
paid within 10 days or due net in 60 
days. The said terms are customarily 
indicated as 5/10 net 60. From the 
foregoing, it will be noted that the sup
plier actually makes two distinct vahd 
offers for the sale of the same agricul
tural chemicals, to wit:

First offer

Second offer

P95 payment 
due in 10 days
PlOO payment 
due in 60 days

In the subject illustration, it will be 
realized that the actual worth of the 
agricultural chemicals is P95 and not 
PlOO. The terms can be interpreted to 
mean that the supplier is willing to give 
the cooperative a cash discount of P5 if 
payment is made within 10 days. In 
case, however, of failure to pay within 
10 days, the supplier will charge the 
cooperative P5 for the use of the P95 
for 50 days and for the credit risk 
involved. In effect, therefore, if the 
cooperative fails to exercise the first 
option, the P5 is the price it would 
have to pay for P95 from the supplier 
for 50 days. A simple computation will 
show that for the use of the supplier’s 
money of P95 for 50 days, the co
operative will pay P5 which is equiva
lent to a rate of 5.26 per cent for 50 
days or 38.39 per cent for 365 days. 
Assuming that the cost or worth of 
money to be 12 per cent per annum, 
the cooperative, in the given situation, 
will actually be paying 26.39 per cent 
more than the value of money for the 
privilege of being financed by the sup
plier. Faced with such a situation, the

cooperative may consider the possibili
ty of paying the agricultural chemicals 
in cash either out of its own or from 
borrowed funds.

4. Sale of Bonds and Debentures
Another possible way by which co

operatives can acquire loan capital is 
through the sale of bonds and deben
tures. The use of this method is, how
ever, extremely limited since only those 
large cooperatives with well-established 
cred it and with substantial assets 
enough to guarantee the payment of 
the bonds and debentures are in a posi
tion to float such issues.

Bonds and debentures which are 
practically identical instruments, except 
that debentures have shorter period of 
maturity, have fixed period of maturity 
and fixed rate of interest. They are 
issued in different denominations. 
Bonds and debentures enjoy preference 
on the assets of an association in case 
of liquidation.

5. Donations, Grants, Gifts, etc.
Some cooperatives are able to raise 

funds out of donations, grants, gifts 
and the like. Such countries as the 
United States, Sweden, West Germany, 
Denmark, Canada and others where co
operatives have attained a high degree 
of stability have long initiated various 
programs of assistance for cooperatives 
in developing countries. Most dona
tions, grants and gifts are usually given 
for specific purposes, mostly in relation 
to cooperative education and training 
activities.

IV THE REVOLVING FUND CAPITAL 
PLAN

The incessant and untiring efforts of co
operatives to work out a financing scheme 
that would completely conform with the 
established philosophies and concepts of co
operative financing finally culminated in 
the formulation of the revolving fund cap
ital plan. As a financing scheme, the re



volving fund capital plan is indigenous to 
cooperatives. It is as distinct and peculiar 
to cooperatives in the area of cooperative 
financing as the pooling method is in the 
area of cooperative marketing. It can there
fore be surmised that only cooperatives 
employ the revolving fund capital plan al
though not all cooperatives have yet taken 
advantage of its use.

ber-users shall be in accordance with a pre
arranged period and shall be on a first-in, 
first-out basis; and (e) the capital require
ment of the cooperative shall, in all cases, 
be maintained.

B. The Underlying Concepts o f  the R e
volving Fund Capital Plan

A. The Revolving Fund Capital Plan De
scribed

The revolving fund capital plan may be 
described as a distinctly cooperative system 
of financing wherein a revolving equity 
capital fund is created out of the capital 
contributions of the member-users, usually 
in the form of (a) authorized deductions or 
retains, and (b) undistributed patronage re
funds. Once the predetermined capital re
quirement of the cooperative has been 
raised, the earlier capita contributions of 
the member-users to the revolving equity 
capital fund are retired periodically on a 
first-in, first-out basis, by the latest capital 
contributions of the member-users, main
taining at all times the level of the revolving 
equity capital fund to that of the coopera
tive’s capital requirement.

In the main, there are two significant 
things that can be deduced from the fore
going description of the revolving fund 
capital plan. In the first place, it under
scores the fact that the revolving fund 
capital plan is a financing scheme that is 
unique and peculiar to cooperatives. And in 
the second place, it provides a general in
sight into the most essential working fea
tures of the revolving fund capital plan, 
namely: (a) the revolving equity capital 
fund, as its name suggests, is in the nature 
of contributions of the member-users to 
the capitalization of the cooperative;
(b) the two principal sources or forms of ca
pital contributions of the member-users are 
the authorized deductions or collections of 
retains and the undistributed patronage re
funds; (c) the preset capital requirement of 
the cooperative has to be fully raised first 
before any capital contribution of the 
member-users is retired; (d) the retirement 
of the capital contributions of the mem

The revolving fund capital plan has 
been formulated using as guideUnes certain 
basic concepts of cooperative financing. 
The recognition and acceptance that is at 
present accorded to the plan may be at
tributed mainly to its substantial, if not 
complete, attunement to the said basic 
guiding concepts thus making it truly effec
tive in contributing to the attainment of 
the objectives of a cooperative in full ob
servance of the cooperative principles.

The real value and effectiveness of the 
plan are drawn from the following inter
related basic concepts in cooperatives, in 
general, and cooperative financing, in parti
cular:

1. Financing of a cooperative must, as 
much as possible, be limited to its cur
rent member-users.
2. Financing of a cooperative must, as 
far as practicable, be shouldered equita
bly by the member-users in proportion 
to their use of its services.
3. The democratic control of co
operative must be vested in and exer
cised by mainly, if not exclusively, its 
member-users.
It will be realized that the foregoing 

very basic and important concepts are all 
interwoven tightly into the plan, some
thing which no other financing plan can 
rightfully claim, precisely because of the 
followdng key aspects of the said plan 
which had been pointed out earher:

1. The revolving equity capital fund 
has as principal sources the collection 
of retains and the deferment of distri
bution of patronage refund. At this 
stage it is possibly superfluous to state 
that these two sources are not only 
generated out of the use of the services 
of the cooperatives by its current



member-users but equally important, 
the amount of capital contribution of 
the member-users are in proportion to 
the extent of their use of its services or 
to the volume of business transacted by 
each member-user. Thus, the financing 
of the cooperative is restricted to its 
current member-users and in accord
ance with their patronage of its bus
iness operations or services.
2. The earlier capital contributions 
are retired by the latest contributions 
o f the member-users on a first-in, 
f irs t-o u t basis. By virtue of this 
scheme, it can be visualized that there 
will be a periodic phasing out of the 
membership from the cooperative of 
the inactive members or simply mem
ber-owners since under the setup, only 
those members who actually patronize 
the cooperative will have, at all times, 
capital contributions to the revolving 
equity capital fund. On the other hand, 
the membership in the association of 
habitually inactive members will be 
automatically terminated as soon as 
their capital contribution to the re
volving equity capital fund shall have 
been retired or paid back. Consequent
ly, the revolving equity dapital plan has 
that built-in mechanism which can pave 
the way for the desirable exercise of 
democratic control of a cooperative 
only by those members who are actual
ly and currently living up to their avow
ed primordial duty and responsibility 
of patronizing their cooperative. This is 
actually the contemplation of the 
democratic control principle in co
operatives since what is envisaged really 
is democratic control of a cooperative 
by th e  member-users or member- 
patrons. Also it may be mentioned that 
the plan is a realistic and practical ap
proach to the solution of the common 
problem of mustering quorum during 
meetings in the case of those coopera
tives which carry in their roster of 
membership a substantial number of in
active members.

C. General Schemes o f  Revolving Fund
Capital Plan

As currently being universally used by 
cooperatives, the plan partakes of three 
general schemes;

Scheme 1 — Full operation of the re
volving fund capital plan in a stock 
cooperative corporation.

Scheme 2 — Partial operation of the 
revolving fund capital plan in a 
stock cooperative corporation.

Scheme 3 — Full operation of the re
volving fund capital plan in a non
stock cooperative corporation.

Contrary to the common prevailing 
impression, the revolving fund capital plan 
can be adopted not only in non-stock co
operative corporations but also in stock 
cooperative corporations. Its operation in 
stock cooperative corporations can be con
sidered as more complicated than in non
stock cooperative corporations. This is 
particularly true with regard to Scheme 2 
above which actually is a combination of 
the conventional system of financing and 
the revolving fund capital plan. In the case 
of non-stock cooperative corporations, ex
perience shows that they either adopt the 
plan completely or not at all. There are 
only a few reported cases of what may be 
termed as partial operation of plan in a 
non-stock cooperative corporation.

The basic difference between Schemes 
1 and 2 is that in Scheme 1, the stocks are 
also revolved while in Scheme 2, the stocks 
are not revolved. The main disadvantage of 
Scheme 2 which can immediately be de
duced is that the membership in a coopera
tive may not be reduced and confined 
strictly to the current active member-users. 
This is because as long as a member holds 
at least one share of stock, then he is con
sidered a member of the cooperative al
though under the category of plain mem- 
ber-owner. To employ the plan under 
Scheme 2 will perforce vitiate the very 
essence of the basic concepts of coopera
tive financing as enunciated earlier since 
membership in a cooperative will always be



a dilute o f  active and inactive m em bers 
with all its undesirable implications.

D . Types o f  Revolving Equity Capital

The usual components of equity capital 
in a cooperative are: (a) capital stock or 
membership certificate as the case may be,
(b ) authorized deductions or retains,
(c) undistributed savings, and (d) reserves. 
Except for the reserves which as pointed 
out earlier are unallocated funds owned by 
the cooperative itself, the other items in 
the equity capital portion of the balance 
sheet can be revolved. It is of course at the 
discretion of a cooperative whether to re
volve any or all of the said accounts. 
Therefore, although the capital stock, the 
authorized deductions of retains, and the 
undistributed savings can all be revolved, it 
is up to the cooperative to decide which of 
the items will be of revolving nature.

Specifically for each account to be 
revolved, the follov«ng evidence of owner
ship or claim against a revolving equity 
capital is issued by a cooperative to the 
members concerned;

1. Common or preferred stock -  re
volving stock certificate
2. Members’ capital contribution -  
revolving fund certificate
3. Authorized deduction and/or un
distributed patronage refund -  either 
revolving fund certificate or certificate 
of Indebtedness.

Particular attention is invited to the 
fact that in actual practice, a revolving 
equity capital or to be more specific, a 
revolving stock certificate, a revolving fund 
certificate or a certificate of indebtedness;
(a) may or may not bear interest and
(b) may or may not have fixed period of 
maturity. These considerations are subject 
to the policy of the cooperative.

There is, however, a general tendency 
among cooperatives during the early stage 
of their operations when the confidence 
and trust of the members have yet to be 
completely gained to issue revolving fund

certificate with both fixed rate of interest 
and date of maturity. There is of course a de
cided advantage for the board of directors 
to be able to exercise sufficient flexibility 
in determining how much rate of interest 
should be given to a revolving equity cap
ital as well as when it should be retired. 
Vested with such a discretion, the board of 
directors will be able to prevent any undue 
impairment or dislocation of the capitaliza
tion of the cooperative by not declaring 
any interest or retiring any revolving equity 
capital in a situation where the cooperative 
may not be in a financial position during a 
particular period to meet such obligations 
or commitments.

E. Sources o f  Revolving Equity Capital

The principal sources of the revcdving 
equity fund may be categorized under two 
self-explanatory headings as follows:

1. Direct contributions
a. Purchase of shares of stocks

(for stock corporations)
b. Payment of members’ capital

con tribu tio n  (for non-stock 
corporations)

2. Indirect contributions
a. Authorized deductions or re

tains
b. Undistributed patronage refund

It will be noted that any potential or 
current member of a cooperative can con
tribute directly to the revolving equity
fund through the simple process of either 
purchasing shares of stocks, in the case of a 
stock cooperative corporation, or paying 
members’ capital contribution, in the case 
of non-stock corporation.

On the other hand, a member can only 
make the so-called indirect contribution to 
the revolving equity fund by using the ser
vices of his cooperative. This is because 
authorized deductions and undistributed 
patronage refunds are both outcomes of 
actual participation in the cooperative’s 
business operations. In other words, only 
those members, in the case of a marketing



cooperative, who had marketed their pro
ducts to or through their cooperatives can 
be subjected to the collection of retains 
and can be entitled to receive patronage 
refund.

Based on the foregoing, it should be 
clearljf apparent that the more preferable 
sources of revolving equity capital are those 
classified as indirect contributions, specific
ally, authorized deductions and undistri
buted savings inasmuch as both are tied-up 
or linked up with patronage. If it is desired, 
therefore, to derive the fullest benefit from 
the revolving fund capital plan, the proper 
direction and concentration of efforts 
should be in the building up and strength

ening of the revolving equity capital out of 
the contributions of the members as a re
sult of their patronage of the cooperative. 
This is actually the ideal setup in the re
volving fund capital plan toward which at
tention should be firmly focused.

The following ExhibitVII-2 is aimed at 
presenting in a nutshell the more salient 
facets of the various schemes of operating 
the revolving fund capital plan and the 
types and sources of revolving equity capi
tal. It is hoped that a better perspective 
more particularly of the interrelationship 
among the essential aspects of the revolving 
fund capital plan will be visualized.

EXHIBIT VII -  2 

SALIENT FEATURES OF THE VARIOUS 
SCHEMES OF THE REVOLVING FUND CAPITAL PLAN

Scheme Types of 
Revolving Equity Capital

Sources of 
Revolving Equity Capital

Scheme 1 — Full operation 
of the plan in a stock 
cooperative corporation

Scheme 2 — Partial opera
tion of the plan in a 
stock cooperative 
corporation

Scheme 3 — Full operation 
of the plan in a non
stock cooperative 
corporation

1.

Revolving stock 
certificate

Revolving fund certifi
cate or certificate of 
indebtedness

Revolving fund certifi
cate or certificate of 
indebtedness

Revolving fund certifi
cate

Revolving fund certifi
cate or certificate of 
indebtedness

1. Purchase of shares 
of stock (direct 
contribution)

2. Authorized deduc
tions and/or un
distributed patro
nage refund (in
direct contribu
tion)

1. Authorized deduc
tions and/or un
distributed patro
nage refund (in
direct contribu
tion)

1. Payment of members’ 
capital contribu
tion (direct con
tribution)

2. Authorized deductions 
and /or undistribut
ed patronage refund

(indirect contribution)



Predictably, an illustration of the me
chanics of operation of the revolving fund 
capital plan (Exhibit VII-4) will help im
mensely in infusing a better understanding 
and appreciation of this novel cooperative 
financing scheme. This illustration has been 
so designed, h o ev er, that it also focuses 
attention to some of the more vital aspects 
of cooperative financing which had been 
particularly stressed in the earlier discus
sions. For example, the illustration also 
seeks to underscore the pressing need for 
setting up and maintaining a strong reserves 
position. The value of reserves as a con
venient reservoir of funds which can be 
made immediately available to overcome 
financial handicaps or difficulties is clearly 
demonstrated in the subject illustration. In 
addition, the effectiveness of the collection 
of retains as a method of raising revolving 
equity capital, on the one hand, and for 
building up reserves, on the other, is like
wise prominently featured in this illustra
tion.

With its sufficiently broadened scope 
and with its close simulation of the actual 
condition, the subject illustration, it is 
strongly felt, can truly be meaningful and 
serve a real valid purpose not only in pro
viding a clearer and more incisive insight 
into the practical workings of the revolving 
fund capital plan but also in unveiling a 
realistic and workable pattern of approach 
in formulating a comprehensive package 
program of cooperative financing.

1. Assumptions
This illustration of the revolving 

fund capital plan is built around the 
following assumptions :
a. Type o f  cooperative and kind o f  

product handled
The cooperative involved is a farm

ers’ marketing cooperative engaged in 
the marketing of rice. The cooperative 
is organized aiid registered as a stock 
corporation.
b. Period covered and length o f  ac

counting period
The period covered is from 1961 to 

1970, inclusive, a span of 10 years.

The farmers’ marketing cooperative was 
of course organized in 1960 but started 
its operations only the following year, 
1961. The accounting period is reckon
ed by calendar year, that is, from 
January 1 to December 31.
c. R equired  capitalization and com 

position o f  initial capital structure
T he required  capitalization is 

P200,000. The members initially con
tributed P100,000 by purchasing com
mon shares of stock. To be able to raise 
the necessary  ca p ita liz a tio n  o f 
P200,000, the cooperative borrowed 
the balance of P100,000 from a coope
rative financing institution. The com
position, therefore, of the initial ca
p italization  of the cooperative of 
P200,000 is P100,00 equity capital and 
P100,000 loan or borrowed capital.
d. Schem e o f  plan used

The cooperative placed all equity 
capital, except of course, the reserves 
under the revolving fund capital plan. 
This corresponds to Scheme 1 of the 
previous discussion whereby there is a 
full operation of the revolving fund 
capital plan in a stock corporation.

e. Types o f  revolving equity capital
Specifically the types of revolving 

equity capital are; (a) common stocks 
covered by revolving stock certificates;
(b) authorized deductions or retains 
covered by revolving fund certificates; 
and (c) undistributed patronage re
funds, also covered by revolving fund 
certificates. All the revolving equity 
capital are non-interest bearing and 
have no fixed period of maturity.

f. Sources o f  revolving equity capital
The revolving equity capital came 

from the following sources: (a) pur
chases of the common shares of stocks;
(b) authorized deductions or collection 
of retains; and (c) undistributed patron
age refunds.

In the case of the collection of re
tains, a fixed fee of P2.75 is collected 
for every cavan of palay or rough rice 
(50 kilos) handled by the cooperative.



The said per unit retains of P2.75 per 
cavan of palay of 50 kilos is allocated 
as follows: P2.00 to the revolving 
equity capital and P0.75 to the re
serves.

On the other hand, all patronage re
funds due the members were withheld 
and made part of the revolving equity 
capital.
g. Schem e used to accumulate reserves

Two methods were used to build up 
reserves, namely: (a) 20 per cent of the 
net savings was allocated to reserves 
and (b) a portion of the retains collect
ed, to be exact, P0.75 per cavan of 
palay or rough rice was used to

boost the reserve funds. The reserves 
were intended generally to absorb loss
es in operations and to augment the 
capital requirements of the cooperative.
h. R ate o f  interest on share capital

A ceiling of 10 per cent was set for 
interest on share capital. The coopera
tive can of course declare interest on 
share capital lower than 10 per cent 
depending on the results of operations.

i. Pertinent data on operations
The pertinent data on operations 

which make up the basic framework of 
the revolving fund capital plan are 
tabulated hereunder in Exhibit VII-3.

EXHIBIT VII -  3 
PERTINENT DATA ON OPERATIONS

Year

Allocation of Net Savings Allocation of Retains
Total

Revolving
Ekjuity
Capital

Total
Net

Savinĝ s

Reserves Interest 
on Share 
Capital

Patronage
Refund

Total
Retains

Revolving
Equity
Capital

Reserves

(1) (2) (3) (4) (5) (6) (7) (8) (9)

1961 P 18,375 P3,650 P 5,000 P 9,725 P14,806 P10,768 P4,038 P20,493
1962 29,250 5,850 7,000 16,400 23,568 17,140 6 ,4 2 8 33,540
1963 27,625 5,525 7,000 15,100 22,258 16,188 6,070 31,288
1964 35,200 7,040 10,000 18,160 28,362 20,627 7,735 38,787
1965 32,350 6,470 10,000 15,880 26,065 18,957 7,108 34,837
1966 38,450 7,690 10,000 20,760 30,982 22,533 8,450 43,292
1967 (23,700) — - - 28,201 20,510 7,691 20,510
1968 (11,350) — - - 22,158 16,115 6,043 16,115
1969 18,550 3,710 5,000 9,840 14,946 10,870 4,076 20,710
1970 32,450 6,490 10,000 15,960 26,147 19,016 7,131 34,976

TOTAL P46,425 P64,000 P121,825 P237,493 P172,723 P64,770 P294,548

Footnotes on computations —
1. Allocation of net savings—

(a) 20% to reserves
(b) maximum of 10% interest on share capital
(c) balance for patronage refund

2. Allocation of retains —
The fixed retains of P2.75 per cavan of palay or rough rice which represents 5% of the 

floor price of one cavan of palay of P55,00 was distributed as follows;
(a) P2.00 to the revolving equity capital
(b) P0.75 to reserves

3. Total revolving equity capital — (Column 9)
The sum of patronage refund (column 5) and revolving equity capital (column 7).



The mechanics of operation of the 
revolving fund capital plan is shown in 
Exhibit VII-4.

It can be seen in said exhibit that 
the entire process of formulating and 
implementing the revolving fund capital 
plan mainly involves the performance 
of some basic sequential and closely 
related steps which can conveniently be 
broken down in their order of priority 
as follows:

Step 1 — Raising of the revolving 
equity capital fund to the projected 
capital requirement

It will be noted in the illustra
tion that when the cooperative 
started its operations in 1961, its 
minimum required capitalization of 
P200,000 was made up of two com
p on en ts: (a) equity capital of 
P100,000 and (b) loan capital of 
P100,000. In the light of the basic 
requirement in the revolving fund 
capital plan that the revolving equi
ty fund must first reach the preset 
minimum level of capitaUzation 
before any fund can be retired or 
revolved, the primary concern of 
the cooperative was to increase its 
equity capital from P100,000 to 
P200,000. In this illustration, the 
cooperative was finally able to 
accomplish this in 1964 when its 
revolving equity capital fund reach
ed the amount of P224,108.

In the process, as can be glean
ed in the illustration, the cooperat
ive was able to repay back all its 
loan of P I00,000 by applying in 
full the capital contributions of the 
members of P20,493 in 1961, 
P33,540 in 1962, P 31,288in  1963, 
and P14,679 out of the total capital 
contribution of P38,787 in 1964.

At this juncture, to avoid pos
sible misconception, it should be 
impressed that the liquidation by 
the cooperative of its loan o f

P100,000, as shown in the illustra
tion, is not a necessary adjunct or 
feature of the revolving fund capital 
plan. Actually this payment of the 
borrowed funds should be properly 
looked upon and considered as 
merely incidental to the efforts of 
the cooperative to increase its re
volving equity capital to the pres
cribed P200,000. In other words, 
the main or greater concern of the 
cooperative was to be able to satis
fy the requirements insofar as the 
revolving equity capital is con
cerned and definitely not merely to 
be able to repay its loan. To stress 
the point further, the operation of 
the revolving fund capital plan is 
contingent on the creation of a re
volving equity capital fund that will 
sa tis fy  the projected minimum 
capital requirement of the coope
rative and not, by any means, on 
the repayment of the loans of the 
cooperative. This matter has to be 
fully clarified, otherwise, the wrong 
impression may be created that a 
cooperative with outstanding loans 
cannot adopt the revolving fund 
capital plan. Or that a cooperative 
which has adopted the revolving 
fund capital plan is inhibited from 
securing loans. There is nothing in
compatible in the adoption and 
operation of the revolving fund 
capital plan and the acquisition of 
loans.

Step  2 — Retirem ent of the 
initial equity capital

Having successfully pushed its 
re v o lv in g  equity  cap ita l to  
P224,108 in 1964, the coopera
tive, after 5 years of operations, 
was prepared to start the retire
ment of funds in 1965. In accord
ance with the cardinal rule that 
funds should be retired strictly on 
a first-in, first-out basis, the co
operative proceeded to retire first 
the initial equity capital. It will be 
noted that the cooperative retired 
its in itia l equ ity  cap ita l of



P I 00 ,000  in two equal install
ments — P50,000 in 1965 and 
the balance of P50,000 in 1966. 
In this regard, the recorded date 
o f purchase of the shares of 
stock as indicated in the corres
ponding certificates of stock was 
used as the reckoning date for the 
retirement of the stocks.

With the retirement in full of 
the in itia l equ ity  capital of 
P100,000 accomplished, the coop
erative then shifted to Step 3.

Step 3 — Retirement of the sub
sequent equity capital

Involved in Step 3 were the 
cap ita l co n trib u tio n s  of the 
members which were generated 
from the business operations of 
the cooperative since it com
menced operations in 1961. And 
so following again the cardinal rule 
of retiring capital on the basis of 
first-in, first-out, the cooperative 
retired in 1967 the capital con
tributions of the members made in 
1961 amounting to P20,493. In 
1968, however, the capital con
t r i b u t i o n s  o f the m em bers 
amounted to only P16,115. Con
sequently, in order not to disturb 
the level of capitahzation, the co
operative did not retire in full the 
capital contributions of the mem
bers w hich should be retired 
amounting to P33,540. Instead it 
retired only P16,000 of the said 
amount in 1968 and retired the 
balance of PI 7,540 the following 
year, 1969. Subsequently, how
ever, in 1970, the cooperative was 
able to retire in full the 1963 
capital contributions of the mem
bers in the amount of P31,288 out 
o f the capital contributions re
ceived that year of P34,976.

T h i s  i l l us t r a t i o n  of  the 
mechanics of operation of the re
volving fund capital plan, it should 
be realized, brought to the fore

what had been described earlier as 
the essential features of the plan 
itself, to wit; (a) the revolving 
equity fund is in the nature of 
capital contributions of the mem- 
ber-users; (b) the two principal 
sources of capital contributions of 
the members are the collection of 
retains and undistributed patron
age refunds which are actually 
offshoots of the patronage by the 
members  of  their cooperative;
(c) the pre-determined capital of 
the cooperative must first be fully 
satisfied before any retirement of 
funds is made; (d) retirement of 
the capital contributions should 
strictly be made on a first-in, first- 
out basis; and (e) the prescribed 
level of capital should be main
tained at all times.

The point may be emphasized 
that the capitalization of a coope
rative may be maintained at the 
prescribed level by limiting the 
amount  to be retired to the 
amount of capital contributions 
received that year. Through this 
amount matching process, the in
coming and outgoing funds mere
ly offset each other. This practice, 
it must have been noticed, was 
demonstrated in the subject illus
tration.

Finally, one significant feature 
of this illustration of the revolving 
fund capital plan which, it is 
strongly believed, merits particular 
attention is the accompanying sup
plemental scheme of accumulation 
of reserves. By adopting a systema
tic and effective scheme of re
serves formation, it will be noted 
m the illustration that the coop
erative was able to gradually build 
up its reserves from a mere P7,688 
in 1961 to the substantial amount 
of P i l l , 195 in 1970. This import
ant aspect of cooperative financial 
management, which is often over
looked if not entirely neglected, 
was particularly focused in this 
illustration because of two reasons.
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MECHANICS OF OPERATION OF THE REVOLVING FUND CAPITAL PLAN OF A FARMERS’ MARKETING COOPERATIVE,
INCLUDING ACCUMULATION OF RESERVES

EXHIBIT VII -  4

Capitalization P200,000 P200.000 P200,000 P200,000 P224.108 P208.945 P202,237 P202,254 P202.369

Initial
Equity
Capital

PI00,000

1960 1961

Initial
Equity
Capital

P100.000

Loan
Capital
P45,967

1962
P33,540

1961
P20,493

Initial
Equity
Capital

P100.000

1962

Loan
Capital

P14.679

1963
P31,288

1962
P33,540

1961
P20,493

Initial
Equity
Capital

P100,000

1963

1964
P38.787

1963
P31.288

1962
P33.540

1961
P20,493

Initial
Equity
Capital

P100,000

1965
P34,837

1964
P38,787

1963
P31.288

1962
P33.540

1961
P20,493

Initial
Equity
Capital

P50.000

Initial
Equity
Capital
P50.000

196.6
P43.292

1965
P34,837

1964
P38.787

1963
P31.288

1962
P33.540

1961
P20.493

Initial
Equity
Capital
P50,000

1967
P20.510

1966
P43.292

1965
P34,837

1964
P38.787

1963
P31,288

1962
P33,540

1961
P20,493

1968
P16.115

1967
P20,510

1966
P43.292

1965
P34.837

1964
P38.787

1963
P31.288

1962
P17.540

1962
P16.000

P205.539

1969
P20,710

1968
P16.115

1967
P20,510

1966
P43,292

1965
P34.837

1964
P38,787

1963
P31,288

1962
P17.540

1964
P50.000

1965
P50,000

1966
P20.493

1967
P16.000

1968
P17,540

1969

P209.227

1970
P34.976

1969
P20,710

1968
P16,115

1967
P20,510

1966
P43,292

1965
P34,837

1964
P38,787

1963
P31.288

P31,288
1970

R E S E R V E S

This Year 
Total

P7,688 P12.278
P19,966

P11.595
P31.561

P14.775
P46.336

P13.578
P59.914

P16.140
P76,054

P 7,691 
P83.754

P 6,043 
P89.788

P 7,786 
P97,574

P13.621 
P i l l ,195

144-A



For one, the accumulation of A. Principal Financial Statement
reserves can play a vital role in 
bolstering the financial capability
of a cooperative. And for another, There are three and only three prin- 
a cooperative which reflects a cipal financial statements, namely: (a) the
strong reserves position can de- balance sheet, (b) the statement of opera-
finitely command the highest res- to*1. and (c) the funds flow statement, 
pect and admiration of even the these financial statements come by
most critical eyes o f those in the different names but such difference in 
financial world. names is just a matter of terminology

rather than of substance.

V. M A N A G E M E N T  U S E S  OF  
FINANCIAL STATEMENTS

As a matter o f  practice and policy in 
cooperatives as well as in other corpora
tions, the general manager is required to 
submit periodically to the board o f direct
ors certain financial statements or ac
counting reports. The importance o f sub
mitting these financial statements need 
not be over-emphasized. It would be logi
cal to assume, however, that the submis
sion of the financial statements should be 
observed not as a matter o f compliance 
with a requirement. But rather, it is a 
means by which the board of directors, 
and the entire management in general can 
secure necessary monetary information 
that will aid them in discharging their 
management functions more efficiently 
and effectively.

Basic, however, to the whole propo
sition is that the management should 
understand the financial statements. 
Otherwise, the financial statements will be 
utterly meaningless or worthless. In fact it 
will indeed be a catastrophe for a coopera
tive if its management, particularly the 
board of directors and the general mana
ger, does not even have an inkling of the 
contents of financial statements.

This discussion is intended to impart 
to management an understanding o f fi
nancial statements sufficient enough to 
have a general insight into what is hap
pening in the business of the cooperative 
and to be able to use the accounting 
figures to recognize and solve management 
problems as well as to plan and control 
the activities.

For a better comprehension of the 
above-mentioned financial statements to
gether with their relationships, they will 
be discussed and illustrated separately.

1. Balance Sheet (also called financial 
statement of condition, position state
ment or statement of financial posi
tion.)

The balance sheet presents the 
financial condition or status o f the 
business as of a specified period. 
Structurally, the balance sheet is made 
up of two sides: (a) the assets side 
and (b) the liabilities and members’ 
equity side. Because of the dual-aspect 
concept in accounting, the two sides 
exactly balance one another. In other 
words, the assets listed on one side of 
the balance sheet are equal in total to 
the sum of (a) the liabilities and 
(b) the members’ equity listed on the 
other side. It may immediately be 
pointed out that the fact that the two 
sides are balance does not mean any
thing insofar as the financial condition 
of a cooperative is concerned. As pre
viously stated, they are balance and 
they have to be balanced at all times 
precisely because balance sheets are 
constructed under the dual-aspect con
cept in accounting. And since under the 
said dual-aspect concept all transactions 
can be recorded in a balance sheet, the 
balance sheet is considered the most 
basic or fundamental o f the financial 
statement.

A typical balance sheet, presented 
in a format which is particularly pres
cribed for cooperatives, is shown in 
Exhibit VII-5. In order to promote
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EXHIBIT

BALANCE SHEET OF THE __ 

As o f ___

ASSETS (WHAT WE OWN)

Current Assets (resources which are expected to be converted into cash 
or sold or consumed during the normal operating cycle 
of the business)

Cash (on hand and in bank)

Accounts Receivable (amounts owed to the cooperative for com
modities sold or for cash advances trade)

Inventory (“ the aggregate o f those items of tangible personal pro
perty which (1) are held for sale in the ordinary course of 
business; (2) are in the process o f production for such sale; 
or (3) are to be currently consumed in the production of 
goods or services to be available for sale.” )

Total Current Assets

Investments (shares in cooperative corporations or investments in bonds, 
debentures, securities, etc.)

Fixed Assets (land, buildings, equipment, etc. depreciated to present 
value)

Prepaid Expenses and Deferred Charges (expenses paid for but still 
applicable to operations o f subsequent periods, i.e., rent and 
unexpired insurance and bonds)

Total Assets (Total o f What We Own)
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-  5

COOPERATIVE

LIABILITIES (WHAT WE OWE OTHERS)

Current Liabilities (obligations whose liquidation is done usually within
one year and is expected to require the use o f current 
assets)

Accounts Payable (claims for products or services furnished the 
cooperative)

Notes Payable (claims evidenced by a note or written acknowledgment 
of debt due usually within one year)

Accrued Expenses (unpaid expenses such as taxes, interests, salaries 
and wages which have accumulated; the converse o f prepaid 
expenses)

Total Current Liabilities

Fixed Liabilities {long-term indebtedness to creditors)
Total Liabilities (Total o f  What We Owe Others)

MEMBERS’ EQUITY (WHAT WE OWE OURSELVES)

Shares o f  Stock (capital contributions of the members through the 
purchase of shares o f  common or preferred stocks)

Undistributed Savings or Retained Earnings (current savings available 
for distribution to members, transfer to reserve, etc.)

Retains (authorized deductions from sales proceeds o f products market
ed through the cooperative)

Reserves (amounts set up to meet uncertainties and to furnish capital)

Total Members’ Equity (Total o f  What We Owe Ourselves)

Total o f  Liabilities and Members’ Equity
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and expedite better understanding of 
basic accounting terms, an attempt has 
been made in cooperatives to present 
them in more simple and understand
able terms. For example, in coopera
tives, it is suggested that (a) the 
assets be referred to as “ what we 
own;” (b) the liabilities as “ what we 
owe others;”  and (c) the members’ 
equity as “ what we owe ourselves.” 

Alternative views may be pursued 
in examining the relationship between 
the two sides in the balance sheet. 
One way is to consider the liabilities 
and members’ equity as claims against 
the assets. This viewpoint, it is clearly 
evident, is anchored on the precept of 
ownership and can be said to under
score the debtor-creditor relationship. 
The alternative viewpoint is to look 
upon the liabilities and members’ 
equity as sources of funds, on the one 
hand, and the assets as the uses of 
funds, on the other. This latter view
point is particularly suggested to 
students o f  financial management 
since two major decisions can be 
identified and interpreted in a balance 
sheet. Being sources of funds, the lia
bilities and members’ equity can be 
considered as financing decisions. On 
the other hand, being uses of funds, 
the assets can be identified as invest
ment  decisions. In this way, the 
soundness of financial management 
can be better evaluated or assessed in 
terms of financing and investment 
decisions.

2. Statement o f Operation (also refer
red to as income statement, opera
ting statement, profit and loss 
statement, statement o f earnings, 
etc.)
The statement of operations shows 

the results of operations of the bus
iness for an accounting period. Essent
ially, it presents: (a) all revenue items,
(b) all expense items, and (c) the dif
ference between them, that is, either 
net savings or net loss.

It is pertinent to stress the fact 
that the results of operations are 
directly reflected either as an increase

or decrease in the members’ equity. 
Such increases in members’ equity are 
called revenues while decreases are 
called expenses. The difference bet
ween revenues and expenses is called 
net savings or net loss. The net in
come, therefore, is directly related to 
changes in the members’ equity and 
not to changes in the amount of cash, 
as erroneously thought of. This is the 
essence of what is referred to in 
accounting as the accrual concept.

A simple illustration of an state
ment of operation for which, as in the 
case of the balance sheet, no specific 
format is prescribed, is presented in 
Exhibit VII-6.

The inter-locking relationship bet
ween the balance sheet, on the one 
hand, and the statement of operation, 
on the other, can be better compre
hended in Exhibits VII-7 and VII-8.

It will be noted in Exhibit VII-7 
that an statement of operation is pre
pared for each of the accounting 
periods. On the other hand, a ba
lance sheet is prepared for each point 
between accounting periods.

Exhibit VII-8 shows the changes in 
the members’ equity, specifically the 
retained earnings account, in the 
balance sheets as of December 31, 
1970 and December 31, 1971, ef
fected by the results of the current 
operations as reflected in the state
ment of operation for the year 1971. 
The illustration significantly features 
the use of the Retained Earnings Re
conciliation Statement to show clearly 
the changes in the members’ equity 
from 1970 to 1971.

It will be noted in the Retained 
Earnings Reconciliation Statement 
that the net savings of P4,573 in 1971 
was added to the retained earnings of 
P6,440 in 1970 to give a total retained 
earnings of P ll,013 in 1971. The 
arrows in the illustration are intended 
to facilitate understanding of the con
struction of the said statement.
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EXHIBIT VII — 6

STATEMENT OF CONDITION OF TH E________________COOPERATIVE
For the period ended________________

REVENUES (money received for goods and services sold) 
Sales (covers all types of goods and services)
Cost of Sales

Inventory (beginning) _________
Plus Goods Purchased fiuring

Period _________
Total Goods Handled _________
Less Inventory (ending) _________
Net Cost o f  Sales 

Gross Margin (Sales less Cost of Sales)

\

EXPENSES (money spent in operating the business)
Selling Expenses _________
Administrative Expenses _________
General Expenses _________
Total Expenses

INCOME (difference between Revenues and Expenses, 
either Net Savings or Loss)
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EXHIBIT VII -  7

SEGMENTATION INTO ANNUAL ACCOUNTING PERIODS 
OF A PORTION OF THE LIFE CYCLE 

OF A BUSINESS

ACCOUNTING PERIOD 
(Last Year)

ACCOUNTING PERIOD 
(Next Year)

ACCOUNTING PERIOD 
(This Year)

Statement of Operation 
(For the accounting period.)

Statement o f  Operation 
(For the accounting period.)

Statement o f  Operation 
(For the accounting period.)

I *
Balance Sheet Balance Sheet

(As o f the accounting period, (As o f the accounting period, 
last year.) this year.)
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3. Funds Flow Statement (also called 
statement of sources and uses o f 
funds, statement of sources and 
application of funds, where got — 
where gone statement, and funds 
statement.)
The funds flow statement, the 

third principal financial statement, is 
an accounting report that helps ex
plain the changes that have taken 
place between two balance sheet 
dates. Its purpose is to show the flow 
of funds between the various items in 
the assets and liabilities and members’ 
equity during an accounting period 
which is bound by two balance sheets, 
one at the beginning and one at the 
end. Viewed in proper perspective, the 
funds flow statement is actually an 
indicator of trends and tendencies in 
the financing and investment decisions 
made by the management of a coop
erative.

In its simplest form, the funds 
flow statement is nothing more than a 
meaningful and organized presentation 
of the “ increase or decrease”  column 
o f  the comparative balance sheets,. 
This presentation uses as main guide
line the counter-balancing relationship 
between the increases or decreases in 
items on the balance sheet expressed 
as follows:

Increases in assets + Decreases 
in liabilities and members’ equity 
= Decreases in assets + Increases 
in liabilities and members’ equity
This basic relationship between the 

increases and decreases in the various 
items in the balance sheet is actually 
used as the basis for describing or 
identifying the sources and uses of 
funds during an accounting period. 
The decreases in assets plus increases 
in liabilities and members’ equity re
present sources o f  funds while the 
increases in assets plus the decreases 
in liabilities and members’ equity 
represent the uses o f  funds.

The two-Step process involved in' 
the preparation of a simple funds flow 
statement is presented in Exhibits VII-9 
and 10 using as hypothetical example

the 1974 and 1975 financial statements 
of Agricultural Cooperative Marketing 
“ A.”  The first step which involves the 
organized presentation of the compara
tive balance sheets o f the cooperative as 
of December 31, 1974 and December
31, 1975 is shown in Exhibit VII-9. On 
the other hand, the second step which 
specifically pertains to the identifica
tion of the sources and application of 
funds during the 1974 to 1975 ac
counting period or the funds flow state
ment itself is presented in Exhibit 
VII-10.

B. Multiple Ratio Analysis o f  Financial 
Statements

The use of financial statements, parti
cularly the balance sheet and the state
ment o f operation, for analyzing and eva
luating the financial condition and opera
tions o f a cooperative has long been r̂e- 
cognized and demonstrated. Practicajly all 
materials on financial management treats 
of the subject quite profusely. It is ap
parent, however, that the analysis o f fi
nancial statements still has to gain a degree 
of acceptance that is commensurate with 
its immense value judging from the still 
quite limited number of cooperatives that 
employs this valuable management tech
nique in all seriousness. A possible reason 
for this perhaps can be traced to the mis
conception that financial statements are 
for the use of accountants only, a fallacious 
belief that the previous discussion on the 
understanding of financial statements or 
accounting reports sough to dispel. It has 
been impressed earlier that it is possible 
for all, accountants and non-accountants 
alike, to adequately understand and have 
a working knowledge of financial state
ments. But it is felt that a stronger reason 
is the lack of proper understanding and 
appreciation of the immeasurable value of 
the analysis of financial statements to the 
management of cooperatives for a more 
efficient and effective performance or 
handling o f its functions. This discussion 
on financial management analysis, speci
fically with the use of financial state-
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EXHIBIT VII -  9

AGRICULTURAL MARKETING COOPERATIVE “ A”
COMPARATIVE BALANCE SHEETS

Dec. 31 
. 1974

Dec. 31 
1975

Increase
(Decrease)

ASSETS 
Current Assets:

Cash .............................................. P 17,180 
23,765 

8,473 
57,497

P 9,182 
32,419 

5,376 
62,328

P (7,998) 
8,654 

(3,097) 
4.831

Accounts Receivable....................
Advances .....................................
Inventories ...................................

Total Current Assets........... P106.915 P109.305 P 2,390

Fixed Assets:
L a n d .............................................. P 25,450 

175,579 
(28.360)

P 25,450 
182,471 
(12.369)

P 6,892 
(15.991)

Buildings and Equipment...........
Less: Depreciation ......................

Total Fixed Assets (Net) . . . 
Total Assets....................

LIABILITIES AND MEMBERS’ 
EQUITY

Current Liabilities:
Accounts Payable .........................
Short-terqi Loans ......................

P 172.669 P 195.552 P 22,883
P279.584 P304.857 P25.273

P 53,973 
38.516

P 67,733 
48.798

P 13,760 
10,282

Total Current Liabilities . . .  

Long-term Liabilities..........................

P 92.489 P116.531 P 24.042

P 83.163 P 94.334 P. 11.171
Total Liabilities...............

Members’ Equity:
Capital ..........................................
Retained Earnings........................

P175.652 P210.865 P 35.213

P 72,500 
31,432

P 75,500 
18,492

P 3,000 
(12.940)

Total Members’ Equity. .

Total Liabilities and Members’ 
Equit^

P103.932 P 93,992 P (9.940)

P279,584 P304.857 P 25,273
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EXHIBIT VII -  10

AGRICULTURAL MARKETING COOPERATIVE “ A”
FUNDS FLOW STATEMENT FOR THE YEAR ENDING DECEMBER 31,1975

UgES OF FUNDS SOURCES OF FUNDS

(Increases in Assets (Decreases in Assets
+ +

Decreases in Liabilities Increases in Liabilities
and Members’ Equity) and Members’ Equity)

Increases in Assets:

Accounts Receivable____P 8,654
Inventories_____________________  4,831
Fixed Assets (net)_____  22,883

P36.368

Decreases in Liabilities
and Members’ Equity:

Retained Earnings________ 12,940

P49.308

Decreases in Assets:

Cash__________________P 7,998
Advances_____________  3,097

PI 1,095

Increases in Liabilities
and Members’ Equity:

Accounts Payable______ P13,760
Short-term Loans_______ 10,282
Long-term Liabilities___11,171
Capital 3,000

P38.213
P49.308
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merits, is precisely intended to add to the 
understanding o f financial statements.

An extremely valuable guide in analyz
ing and evaluating the financial condition 
and operations at the disposal o f coopera
tives is the so-called “ multiple ratio” 
analysis — a method of analysis wherein 
interrelated ratios are computed from the 
financial statements and the significance 
o f  each o f the ratios evaluated. This 
method of analysis is relatively simple 
that the management of cooperatives can 
make full use o f it.

At this juncture, it is particularly stress
ed that the analysis o f the financial state
ments should as much as possible be based 
on audited financial statements precisely to 
ensure the reliability o f the figures that will 
be used in the analysis. It cannot be over
emphasized that an analysis o f the financial 
statements with the use o f  doubtful figures 
will serve no useful purpose and will merely 
be a futile exercise.

1. Steps Involved in Using the 
Figures in the Financial State
ments for Analytical Purposes
It will be realized that in order 

that the full meaning o f the figures in 
the financial statements may be clear
ly perceived for analytical purposes, 
two steps have to be pursued. As first 
step, the said figures should be ex
pressed in relative terms, in the form 
of ratios in this specific case. And as 
second step, the ratios should then be 
com pared with some standard or 
norm.
a. Selection o f  the Ratios

In connection with the first step, 
that is, reduction o f the figures in the 
financial statements into ratios, it will 
be particularly noted that a ratio is 
nothing more than One number 
expressed in terms o f the other. It is 
derived by dividing the base figure 
into the other. Under the situation, it 
is actually'possible to come out with 
many ratios from the different figures 
in the financial statements. In fact, 
there is always the danger o f one 
being tempted to do so, a clear ex
ercise in futility since there are dif

ferent uses for the ratios. A logical 
procedure is to select the ratios in 
advance and use only the ratios which 
are deemed applicable and relevant to 
a given problem.

b. Bases o f  Comparison for the Ratios
With regard to the second step, 

the five possible bases of comparison 
for the ratios are :

(1) A comparison against targeted 
or budgeted performance in 
the cooperative.

(2) A ratio-to-ratio historical com
parison o f the current ratios 
with past ratios, also in the 
same cooperative.

(3) A com parison with corres
ponding ratios of other coop
eratives engaged in comparable 
activities and operating under 
more or less the same con
ditions.

(4) A comparison with published 
average ratios for groups of 
cooperatives in the same in
dustry and o f similar size.

(5) A comparison against standards 
set by the analyst himself from 
experience.

Of the above-listed basis of com
parison, the first two are certainly the 
most convenient to use since the data 
are drawn from the same cooperative. 
Such attendant difficulties in making 
comparisons that may arise from pos
sible differences in situations and 
accounting practices between coopera
tives are reduced to the minimum. 
Understandably, however, a com
parison o f  ratios in the same 
cooperative can at best only reflect 
whether the performance of the coop
erative in the current period is in a 
general way better or worse than the 
past. Such a comparison therefore has 
a tendency to be more subjective 
rather than objective in the absence of 
a really valid standard. At any rate, it 
should be emphasized that either the 
budgeted comparison or the historical 
comparison, as the two bases o f com
parisons are sometimes known, or
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both, are particularly prescribed for 
use of neophytes.

The third listed basis of compa
rison, that is comparison with corres
ponding ratios o f other cooperatives is 
susceptible to the creeping in of ma
n ifo ld  differences usually resulting 
from the use of data coming from two 
cooperatives w hich are possibly 
operating under different situations 
and using different accounting prac
tices. In this case, it is necessary for 
the analyst to make sufficient allo
wance for these possible differences.

The use of published industry-to- 
industry average ratios, it will be 
realized, has to take into account also 
the usual differences or difficulties 
involved in using data coming from 
other sources in addition to the 
problem  o f  possible lack of in
formation on the specific figures that 
were lumped together in deriving the 
average ratios. Nonetheless, the indus
try-wide average ratios, with all its 
limitations, are helpful guides in in
dicating the general situation in an 
industry. In the United States, for 
example, certain specific standards had 
been developed for food and oil co
operatives.

Finally, the standards developed 
by the analyst himself appear to 
be his most reliable bases of compar
ison o f those listed. The analyst, on 
the basis of his experience, is fully 
equipped to provide the necessary 
allowances in comparing ratios and to 
determine reasonable ratios under 
specific situations.

Particular attention is invited to 
the fact that this acumen of analysts 
is developed only through long ex
perience. Neophytes certainly cannot 
match the skill o f experienced analysts 
in this regard. However, they can be 
better than those who simply, if not 
blindly, rely on rigid formula or rules 
of thumb with -the use of more com
mon sense regardless o f the bases of 
comparison for the ratios.

i
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2. Financial Ratios and Their Signi
ficance
The more commonly used finan

cial ratios and their significance are 
discussed in accordance with the 
sp ec ific  financial statements from 
which they are drawn out, to wit: 
(a) balance sheet, (b) statement of 
operation, and (c) combination of ba
lance sheet and statement o f opera
tion.
a. Balance Sheet Ratios

(1) Current Assets to Current liabili
ties

This ratio which is popularly 
called “ current”  ratio or “ working 
capital”  ratio is computed by dividing 
the total current assets by the total 
current liabilities.

The significance of the “ current” 
ratio lies largely in its value for mea
suring the ability of the cooperative to 
meet current debts or obligations. This 
ratio is chiefly used particularly by 
financing institutions to gauge the 
“ short-term”  credit standing o f a co
operative. It is generally assumed that 
if the current assets of a cooperative is 
twice as much as its current liabilities, 
there is a reasonably safe assurance o f 
payment of current indebtedness, even 
in the event of forced liquidation. 
Hence, a current ratio o f 2:1, which 
can be interpreted to mean that for 
every PI.00 of current liabilities, a 
cooperative has P2.00 o f current assets 
to answer for it, is usually accepted as 
the standard measure for judging the 
relative debt-paying ability o f a coop
erative.

It is pertinent to point out at this 
juncture that the working capital o f a 
cooperative can be determined simply 
by deducting or subtracting the 
current liabilities from the current 
assets. In other words, the working 
capital is the difference between the 
current assets and the current lia
bilities.

Referring back to the “ current”  
ratio, it is not enough to determine



how much current assets a cooperative 
has. It is equally important to know 
what kind of current assets it has. In 
other words, it is very relevant to as
certain the composition of the current 
assets— an examination not only o f the 
quantity but also the quality of the 
current assets. It is therefore necessary 
to pursue this matter in the light of 
other ratios which are related to the 
“ current”  ratio.

(2) Accounts and Notes Receivable to
Current Assets

This ratio indicates the extent to 
which a cooperative has indulged in 
credit trading. Through this ratio, 
therefore, the management o f a coop
erative can guard closely the trends of 
its receivable accounts.

Extensive studies have shown con
clusively that cooperatives with more 
than 40 per cent o f their current 
assets tied up in receivables make less 
savings. More specifically, if more than 
40 per cent of its current assets are in 
receivables, which actually means that 
for  every PI.00 of current assets, 
P0.40 is in the form of receivables, 
the supposed “ ready” money is not 
really ready and available for im
mediate use and the cooperative is not 
only losing possible savings owing to a 
depletion of its working capital but 
also running the risk of not being able 
to meet its current indebtedness on 
time.

(3) Cash and Receivables to Current
Liabilities

Commonly known as “ acid-test” 
ratio, this ratio expresses the relation
ship between the “ quick”  or relatively 
liquid assets, such as cash and re
ceivables, and the, current liabilities or 
obligations which should be met in a 
relatively short time. The “ acid-test”  
ratio is actually a more severe test of 
the liquidity of the current assets than 
the “ current”  ratio.

A cooperative with an “ acid-test”  
ratio o f 1.5:1 or P1.50 o f cash and

receivables for every PI.00 of current 
liabilities may be considered as being 
in a good current financial condition 
although in most cases a ratio of 1:1 
is considered as reflective of a fair 
financial condition o f a cooperative.

(4) Fixed Assets to Fixed Liabilities
This ratio answers the crucial ques

tion, “ Have the members put enough 
of their money into the business? ”  
and “Where do they want their capital 
to go? ”

As to be expected, the members 
like to  see their money used to 
acquire buildings and equipment and 
inventories o f goods. If, therefore, 
there is an absence of sufficient 
capital to cover those necessities, it 
may be because the cooperative’s 
capital has been diverted to some 
other uses as for example to accounts 
receivable.

It is widely accepted that to have 
a ratio o f 1.5:1 or PI.50 of fixed 
assets for every PI.00 of fixed liabili
ties is quite ideal.

(5) Members’ Equity to Total Assets
This ratio expresses the relation

ship between the permanent capital 
furnished by the members and the 
total of the different asset accounts to 
which the members’ equity capital was 
used. The members’ equity, it will be 
recalled, represent that portion o f the 
capital o f the cooperative which is 
furnished or supplied by the members 
themselves.

A ratio o f 0.5:1 or P0.50 of mem
bers’ equity for every PI .00 of total 
assets may be reasonable for a coop
erative which has just started its 
operations. However, it is of course 
desirable, for the ratio to become 
higher each year as the members put in 
more equity capital in their coopera
tive. Every cooperative should aspire 
to attain a maximum ratio o f 1:1 in 
this regard which means that the 
cooperative is being financed com
pletely by the members.
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b. Statement o f  Operation Ratios

(1) Cost o f  Sales to Average Inventory

This ratio shows the relationship 
of the cost o f sales for a given period 
to the goods carried in stock for sale. 
It indicates the turnover of invent
ories, showing the number of times 
within a period the inventories are 
converted into sales. It, therefore, re
flects the purchasing policy of a 
cooperative.

One o f the most dangerous things 
that may happen to a cooperative is 
to  get its m oney “ tied up” or 
“ frozen”  in slow moving inventories 
or in goods that do not sell in its 
supply operations. Good management 
requires maintaining a well-chosen 
stock o f goods that is fast selling and 
never becomes shopworn and does not 
have to be sold at a loss.

A relatively high ratio of, say, 12 
times reflects a reasonably rapid turn
over o f inventories o f once a month.

(2) Gross Margin to Sales
The significance o f this ratio o f 

gross margin (sales minus cost of sales 
or cost of goods sold) to sales is that 
it is a direct measure of the spread 
between buying and selling prices as 
determined by competitive conditions 
and is not affected by actual operating 
expenses. A general tendency among 
newly organized cooperatives is to 
attempt to pay higher prices for farm 
produce, on the one hand, and to sell 
farm supplies and merchandise at 
prices lower than the prevailing com
petitive levels. The net result, in either 
case, is to reduce the ratio of gross 
margin to sales, a practice which is 
defin ite ly  disadvantageous to the 
cooperative.

Most o f the older and more success
ful cooperative have learned the un
soundness of this practice. They no 
longer attempt to operate strictly at 
cost but are taking reasonable gross 
margins and subsequently pass on 
their earnings or savings to their mem

ber-patrons in the form of patronage 
refunds.

A ratio o f gross margin to sales of
0.20:1 which means a gross margin of 
P0.20 for every PI.00 of sales is re
garded as a reasonable level.

(3) Net Savings to Sales
This ratio is frequently considered 

the most reliable indicator of success 
in operations, a high ratio being de
sirable. Viewed by an average member 
o f a cooperative, however, the net 
savings is o ften  regarded as the 
amount of cash left after all expenses 
had been paid. Since this is not neces
sarily true, the proper significance of 
this ratio needs to be compared and 
evaluated with the use of other related 
ratios such as the ratio o f receivables 
to sales.%
(4) Operating Expenses to Sales

This ratio shows the relationship 
o f cost of doing business to volume of 
business. Competitive conditions cause 
the establishment o f  relatively 
standard prices and sales services 
which competitive business must meet. 
This is definitely one of the most re
liable indicators of how efficient the 
cooperative is being managed. A rela
tively low figure is to be desired in 
this ratio.

(5) Salaries and Wages to Sales
Inasmuch as salaries and wages 

invariably represent from one-half to 
two-thirds of the total operating ex
penses, the ratio of salaries and wages 
to sales is an indicator of the overall 
labor efficiency. A low ratio value is 
to be desired in this regard.

c. Composite Balance Sheet and
Statement o f  Operation Ratios

(1) Accounts and Notes Receivable^ to
Average Daily Sales

Actually, this ratio is intended to 
reflect the average credit sales in rela
tion to the accounts and notes re
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ceivable. However, since credit sales are 
not usually segregated from the cash 
sales in the statement o f operation, it is 
most often necessary to use simply the 
sales figure. The validity of this ratio 
can therefore be gauged best if com
pared with a similar ratio o f  another 
cooperative having more or less the 
same proportion o f credit sales to total 
sales.

The resulting ratio which reflects 
the average collection period is in
dicative of the adherence to the credit 
policy of a cooperative — the rule of 
thumb being that the collection period 
should not exceed 1-1/3 times the re
gular payment period. Hence, if the 
regular payment period of a coopera
tive is 30 days, the collection period 
should not exceed 40 days.

(2) Accounts and Notes Receivable to
Sales
This ratio is roughly indicative of 

the extent to which the cooperative 
indulged in credit sales. The evaluation 
o f this ratio suffers from a major 
constraint in the sense that the in
formation on accounts receivable in 
the balance sheet of a cooperative is 
on a cumulative basis. Thus the 
periods covering the items o f  sales and 
the accounts and notes receivable are 
not identical.

Nonethelesss, this ratio, as pre
viously stated, gives a rough informa
tion on the practice of credit sales, 
particularly significant shifts or changes 
in credit policies and is in essence 
another way o f expressing the rela
tionship conveyed by the average col
lection period.

3. Illustration o f the Multiple Ratio
Analysis o f Financial Statements
This is an attempt to illustrate the 

use of financial ratios as a method o f 
analyzing the financial condition and 
operations o f a cooperative. For the 
purpose, the financial statements of 
Agricultural Marketing Cooperative 
“ A”  will be used as hypothetical ex
ample.

For understandable reasons, only a 
general and brief analysis of the fi
nancial condition and operations is 
presented and, for the most part, the 
historical comparison (wherein ratios 
for the current period' are compared 
with those for the past period) was 
used as basis o f comparison of the 
ratios.

The management o f cooperatives 
can no doubt draw out from this 
illustration a practical worksheet for 
the ratio analysis o f their financial 
statements subject o f course to whate
ver modifications or revisions that 
may be required by varying local con
ditions.

a. Balance Sheet Analysis and Discus
sion o f  its Results

(1) Comparative balance sheets for
1974 and 1975

The comparative balance sheets of 
the Agricultural Marketing Cooperative 
“ A”  for 1974 and 1975 are presented 
in Exhibit VII-11.
(2) Balance sheet analysis

The balance sheet analysis is 
shown in Exhibit VII-12.
(3) Discussion o f  results o f  analysis

The results o f the balance sheet 
analysis provide clues on two possible 
problems or weaknesses in the financial 
condition of Agricultural Marketing 
Cooperative “ A ”  namely: (a) apparent 
lack o f liquidity sufficient enough to 
enable it to meet its current ob
ligations and (b) seemingly inadequate 
members’ capital contribution.

The marked unfavorable trends in 
the “ current”  ratio (from 1.15:1 in
1974 to 0.94:1 in 1975) and in the 
“ acid-test”  ratio (from 0.44:1 in 1974 
to 0.36:1 in 3975), tend to indicate 
that the cooperative may encounter 
great difficulty in settling its current 
debts. The current ratio in 1975 of
0.94:1 can be interpreted to mean that 
the cooperative has only P0.94 o f  cur
rent assets to answer for every PI.00 of 
current liabilities. This is of course quite
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EXHIBIT VII -  11

AGRICULTURAL MARKETING COOPERATIVE “ A ”
COMPARATIVE BALANCE SHEETS

Dec. 31,1974 Dec. 31,1975

A S S E T S  
Current Assets:

Cash.......................................... P 17,180 
23,765 

8,473 
57,497

P 9,182 
32,419 

5,376 
62.328

Accounts Receivable...............
Advances .................................
Inventories...............................

Total Current Assets . . . .

Fixed Assets:
Land..........................................

P106,915 P109.305

P 25,450 
175,579 
(28.360^

P 25,450 
182,471 
(12.369^

Buildings and Equipment . . . .  
Less: Depreciation..................

Total Fixed Assets (N et). 
Total Assets . . . .

P 172,669 P195.552
P279.584 P304.857

LIABILITIES AND MEMBERS’ 
EQUITY

Current Liabilities:
Accounts Payable.................... P 53,973 

38.516
P 67,733 

48.798Short-term Loans....................
Total Current Liabilities . 

Long-term Liabilities
Total Liabilities .............

P 92,489 P116,531
P 83,163 P 94,334
P175.652 P210.865

Members’ Equity:
Capital ..................................... P 72,500 

31.432
P 75,500 

18.492Retained Earnings....................
Total Members’ Equity . .
Total Liabilities and 

Members’ Equity . . . .

P103.932 P 93.992

P279.584 P304.857
-
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EXHIBIT VU -  12

AGRICULTURAL MARKETING COOPERATIVE “ A ”
BALANCE SHEET ANALYSIS

Computation o f Ratios
Description o f  Ratios For 

Dec. 31.1974
For 

Dec. 31,1975

1. Current Assets to Current Liabilities 
(“ Current”  ratio)

P1Q6,915. = 115;1 
P 92,489

P109.305 
P 116,531

= 0.94:1

2. Accounts and Notes Receivable 
to Current Assets P = 0.22:1 

P 106,915
P 32,419 
P 109,305

= 0.30:1

3. Cash and Receivables to Current 
Liabilities (“ Acid-test”  tatio) 0.44:1

P 92,489
P 41,601 
P 116,531

= 0.36:1

4. Fixed Assets to Fixed Liabilities £172,669 _  2 08;1 
P 83,163

P195.552 
P 94,334

= 2.07:1

5. Membets’ Equity to 
Total Assets

3 ^ M 3 2 .  = 037 :1  
P 279,584

P 93,992 
P 304,857

= 0.31:1
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low when it is considered that the re
cognized reasonable current ratio is 
2:1. Furthermore, the related “ acid- 
test”  ratio in 1975 o f  0.36:1 or P0.36 
of liquid resources for every PI.00 of 
current indebtedness seems to place 
even in more serious doubt the ability 
o f the cooperative to repay its current 
obligations.

On the other hand, the ratio o f 
members’ equity to total assets in
1975 of 0.31:1 or a members’ equity 
o f P0.31 for every P1.00 of total 
assets when measured against the re
commended ratio o f  at least 0.50:1 
appears to suggest the existence o f the 
rather unhealthy situation wherein the 
bulk of the cooperative’s financing 
which should appropriately be sup
plied by the members themselves com
es instead from external or outside 
sources.

In sum, the results o f the ratio 
analysis provide the management of 
the cooperative with leads to some 
problem areas. In pursuing further 
these leads and in formulating alter
native remedial measures to improve 
the financial condition of the coopera
tive, it will perhaps be advisable for 
the management o f the cooperative to 
seriously look into the possibility of 
restructuring the financial posture of 
the cooperative principally through the 
conversion o f  the accounts payable and 
short-term loans into long-term loans. 
In addition, o f course, it may be appro
priate for the cooperative to make an 
all-out appeal for more capital contri
butions from the membership.
b. Statement o f  Operation Analysis

and Discussion o f  its Results

(1) Comparative statements o f opera
tion for 1974 and 1975
The comparative statements of 

operation o f  Agricultural Marketing 
Cooperative “ A”  for 1974 and 1975 
are shown in Exhibit VTI-13.

(2) Statement o f  operation analysis
Exhibit VII-14 shows the analysis 

o f the statement of operation.

(3) Discussion o f results o f  analysis 
The results of the ratio analysis 

tend to pinpoint probable causes o f  the 
sharp reduction o f the net savings from 
P31,432 in 1974 to P18,492 in 1975, a 
drop of P12,940 or 41.17 per cent. 
Based on the ratio analysis, among the 
possible inter-related contributory fac
tors to this unfavorable development 
may be mentioned: (a) the slowing 
down of the annual turnover o f  inven
tory o f from 24.62 times in 1974 to 
17.03 times in 1975, a decrease of 7.59 
times or 30.83 per cent; (b) the reduc
tion in the percentage o f gross margin 
to sales of from 11 in 1974 to J8 in 
1975, a decrease of 3 per cent or P0.03 
for every PI.00 of sales; and (c) the 
decrease in the volume o f sales o f from 
PI,145,600 in 1974 to P916,862 in 
1975, a difference of P228,738 or al
most 20 per cent.

On the other hand, the cooperative, 
perhaps in an effort to cope with what 
could be a pressing cost-price squeeze 
problem, seems to have opted to adopt 
a strategy of severe cutting down of 
expenses as reflected by (a) a decrease 
in the percentage o f operating expenses 
to sales o f from 8.26 in 1974 to 5.98 in 
1975, a reduction of 2.28 per cent or 
more than P0.02 for every P1.00 of 
sales and (b) a reduction in the percent
age of salaries and wages to sales of 
from 3.40 in 1974 to 3.21 in 1975, a 
difference of 0.19 per cent.

In the main, it would seem that the 
ratio analysis has provided the manage
ment o f the cooperative with initial 
indicators that it can consider and work 
on in probing extensively into the oper
ating deficiencies of the cooperative in 
search of appropriate remedial mea
sures therefor.
c. Composite Analysis o f  the Balance 

Sheet and Statement o f  Operation ' 
and Discussion o f  its Results

(1) Composite analysis o f the balance 
sheet and the statement o f opera
tion
The composite analysis o f the ba

lance sheet and the statement of 
operation  is presented in Exhibit 
VH-15.
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EXHIBIT VII -  13

AGRICULTURAL MARKETING COOPERATIVE “ A”
COMPARATIVE STATEMENT OF OPERATION

Dec. 31,1974 Dec. 31,1975

REVENUES
Sales ..................................................... PI,145,600

25,342

1,051,739
1,077,081

57,497
1.019.584

P 916,862

36,723

869,118
905,841

62,328
843.513

Less: Cost o f Sales
Beginning Inventory..................
Plus goods purchased during 

p eriod .....................................

Less: Ending Inventory.............
Net Cost o f Sales ......................

Gross Margin...................... P 126.016 P 73.349

EXPENSES (Selling, Administrative and 
General)

Salaries and wages...............................
Travelling expenses ..........................
Freight and hauling expenses ...........
Store supplies ...............................
Interest on loan .................................
Depreciation.......................................
Taxes and licenses...............................
Miscellaneous expenses ....................

P 38,943 
3,423 
1,845 

562 
17,035 
28,360 

479 
3.937

P 29,472 
2,311 
1,773 

465 
12,043 

7,069 
507 

1,217
Total Expenses.................. P 94.584 P 54,857

NET SAVINGS (LOSS>............................... P 31.432 P 18,492

163



EXHIBIT VH -  14

AGRICULTURAL MARKETING COOPERATIVE “ A” 
STATEMENT OF OPERATION ANALYSIS

Description o f Ratios
Computation o f Ratios

For 
Dec. 31,1974

For 
Dec. 31,1975

1. Cost o f Sales to Average 
Inventory

Pl,019,584 
P41,419.50

= 24.62 
times

P843.513 
P 49,525.50; 17.03

times

2. Gross Margin to Sales P126.016 
PI,145,600

= 11.00% P 73,349 
P 916,862

8.00%

3. Net Savings To Sales P 31,432 = 2.74% P 18,492 2.02%PI,145,600 P 916,862

4. Operating Expenses to P 94,584 = 8.26% P 54,857 5.98%Sales P 1,145,600 P 916,862

5. Salaries and Wages to P 38.943 = 3.40% P 29,472
3.21%Sales PI,145,600 P916,862
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EXHIBIT VII -  15

AGRICULTURAL MARKETING COOPERATIVE “ A”  
COMPOSITE ANALYSIS OF THE BALANCE SHEET AND THE 

STATEMENT OF OPERATION

Description o f Ratios
Computation of Ratios

For 
Dec. 31,1974

For 
Dec. 31,1975

1. Accounts and Notes Receiv
able to Average Daily Sales 
(Average Collection Period)

2. Accounts and Notes 
Receivable to Sales

P23,765 = 757 
P 3,138.63 days

P-23,765 = 2.07%
P 1,145,600

P 32,419 _  in  
P2,511.95 dayf

P 32’419 -3.54% 
P 916,862

(2) Discussion of results of analysis

The results of the analysis seem to 
indicate a marked upward trend in the 
average collection period of from 7.57 
days in 1974 to 12.90 days in 1975, 
an increase of m6re than 5 days, as 
well as in the percentage of accounts 
and notes receivable to sales of from 
2.07 in 1974 to 3.54 in 1975, an in
crease of 1.47 per cent or almost

P0.015 for every sale of PI.00.

Under the situation, although the
1975 figures are still way below the 
accepted standards, it behooves on the 
management of the cooperative to 
take a really serious look at its credit 
operations for possible defects or 
unduly loosening up in the imple
m entation of an otherwise sound 
credit policy.
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EPILOGUE

Agricultural cooperation is an undertaking that is extremely enormous, 
highly complex, and potently challenging. The success o f  its management will 
be greatly enhanced given the formidable combination o f ( l )  understanding o f  
cooperation; (2) management know-how; (3) commitment to the task; and (4) 
hard work.

In retrospect, there are at least three very valid perceptions of the overall task 
of setting up a viable agricultural cooperative system that immediately comes to the 
fore. For one, it is extremely enormous. The activities span such a broad field of 
endeavor that manifold service opportunities abound both within and outside the 
movement itself. The task is indeed not only for a few but rather for all. For 
another, the undertaking is highly complex. It demands no less than the most 
effective matrix of management working knowledge, skill and experience with a 
liberal dose of common sense and backed up with a firm commitment to the move
ment. And finally, the task is potently challenging. It is a crucial test of individual 
and group determination and tenacity to utilize their limited capabilities to the 
maximum in the total effort to help themselves.

Every country has its own unique experience in tapping agricultural coopera
tion as an effective vehicle for change. And, as expected, the experience of each 
country is checkered with successes and failures, mostly of the latter. Cooperators 
should, however, always find solace and inspiration in the thought that agricultural 
cooperation is definitely workable, that it can be done. It has long ceased as a mere 
concept or idea ever since the Rochdale Society of Equitable Pioneers of England 
succeeded in making an actual demonstration o f the efficacy o f cooperation as an 
instrument of service to its members in the middle of the 19th century. This un
precedented feat o f the Rochdale Pioneers, it is too well known, has since then been 
duplicated with equal success in many other countries.

As developing 'countries continue with their unabated strivings to provide a 
stable footing for agricultural cooperation in their respective areas, it will perhaps do 
well for them to always keep in mind the fact that cooperators may fail but coopera
tion will not. The burden of proof is with the cooperators themselves. They will 
have to prove themselves through the only way they can and should — through hard 
work.
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APPENDIX A

“ LAWS AND OBJECTS”
Rochdale Society o f  Equitable Pioneers 

Rochdale, England

1. The objects and plans of this So
ciety are to form arrangements for the 
pecuniary benefit, and the improvement of 
the social and domestic condition of its 
members, by raising a sufficient amount of 
capital in shares of one pound each, to 
bring into operation the following plans 
and arrangements:

• The establishment o f a store for the 
sale o f provision and clothing, etc.

• The building, purchasing or erecting 
a number of houses, in which those 
members desiring to assist each 
other in improving their domestic 
and social condition may reside.

• To commence the manufacture of 
such articles as the society may de
termine upon, for the employment 
o f such members as may be without 
employment, or who may be suf
fering in consequence o f repeated 
reductions in their wages.

• As a further benefit and security to 
the members of this society, the 
society shall purchase or rent an 
estate or estates of land, which shall 
be cultivated by the member who 
may be out of employment, or 
whose labour may be badly re
munerated.

• That as soon as practicable, this 
society shall prbceed to arrange the 
powers of production, distribution, 
education, and government, or in 
other words to establish a self-sup
porting home-colony of united in

terests, or assist other societies in 
establishing such colonies.

• That for the promotion of sobriety 
a Temperance Hotel be opened in 
one of the society’s houses, as soon 
as convenient.

[ Addition to the first law
That for the establishment of the store 

department a capital o f one thousand 
pounds be raised in shares of one pound 
each, by not mote than two hundred and 
fifty members . . .]

2. That the government of this so
ciety shall be vested in a President, Trea
surer, and Secretary, three trustees and five' 
directors, the President, Secretary, Treasur
er, and Trustees to be elected at the gene- 
meeting to be held in January, the direct
ors to be elected at the July general meet
ing, any of them being eligible for re-elect- 
ion, but if through death, resignation, or 
otherwise, a vacancy should occur among 
the trustees or other officers of this so
ciety, a special general meeting of the mem
bers shall be called, at which meeting 
another or others shall be elected to fill 
such vacancy or vacancies.

3. That two auditors be appointed, 
each to remain in office six months, and 
retire alternately. They shall audit the 
accounts of the society, see that they are 
correctly kept and balanced quarterly, and 
report the same to each quarterly meeting 
or be fined.

4. That the officers and board of 
directors shall meet every Thursday even
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ing, at eight o ’clock, in Committee Room, 
Weavers’ Ams, Yorkshire-street, Rochdale, 
for the transaction o f the society’s bus
iness; the officers names shall be called over 
at a quarter past eight o ’clock, and any 
officer not present shall be fined, — the 
secretary shall keep a record of all ab
sentees.
[A new law to be placed or read between 
the 4th and 5th laws]

That general meetings of the members 
be holden on the first and third Monday 
evenings in each month, the business to 
commence at eight o ’clock, the four gene
ral quarterly meetings to be included. The 
business of these meetings to consist in the 
explanation of the principles, objects, and 
laws of the society, to discuss the affairs, 
and suggest any improvements for the con
sideration of the officers and board of 
directors.

At these meetings, shall be proposed 
and seconded by two members, all persons 
for membership. A person proposed and 
seconded at one general meetings, may be 
admitted a member at next, if approved by 
a majority then present.

Members present at all general, quarter
ly, and annual meetings to have, each, one 
vote, and no more, in the decision of all 
questions, and should the number be equal 
for any motion, the president, or chairman 
acting in his place, shall have the casting 
vote, a majority to govern in all cases, ex
cept on a motion for the dissolution of the 
society, for which a special law is enacted.

5. That general meetings of the mem
bers shall be holden on the first Monday in 
the months of January, April, July and 
October, at eight o ’clock P.M., at which 
meetings the officers o f this society shall 
make their quarterly financial report, in 
which report shall be specified the amount 
of funds, and value o f the stock possessed 
by the society.

6. That an annual general meeting be 
holden on the “ first Market Tuesday,”  on 
which occasion a dinner shall be provided 
at a charge o f one shilling each person, and 
one week’s notice.

7. The president shall act as chairman 
at all meetings of this society, and should 
be not present at any o f the society’s meet

ings, the officers or members present shall 
elect one from amongst themselves to act 
as chairman on that occasion. The pres
ident or chairman acting in his absence, 
shall sign the minutes of the proceedings at 
each of the society’s meetings.

8. The secretary shall attend all meet
ings o f this society, record the names of 
officers present or absent, take minutes of 
the proceedings at each meeting, keep all 
accounts, documents, papers, book etc. in 
such form, maner, or place as the society 
may appoint, and summon all general 
meetings.

9. The treasurer shall be responsible 
for such sums of money as shall from time 
to time be placed in his hands by any of 
the society’s officers, on account o f the 
society, and for the investment and applica
tion of the same under the authority of the 
officers of this Society.

10. The property of this society shall 
be vested in the trustees, and the said 
trustees shall hold such property for the 
benefit o f this society, and in the names of 
the trustees for the time being shall be 
made and taken all grants, conveyances, 
and assurances of property in favour of this 
society, and all instruments and assurance 
for the security of this society; they shall 
transact all business connected with the 
paying of money into, or withdrawing from 
the bank, but on no pretence whatever 
shall they transact such business unless all 
three are present.

11. They shall jointly and severally be 
responsible for all funds, deeds, effects, or 
assignments placed in their hands for the 
use and benefit o f this society; and should 
they at any time either unitedly or indivi
dually misapply any property placed in 
their hands, upon due proof thereof, the 
president and directors shall give such 
trustee or trustees so misapplying the pro
perty, fourteen days notice to give up pos
session of all funds, deeds, effects, or 
assignments in his or their possession 
belonging to the society, and should he or 
they refuse to do so, then the officers shall 
compel him to give up the property, and 
transfer the same pursuant to the 10th 
Geo. IV., c. 56, sec. 14. The trustees are to 
attend all weekly meetings, or be fined.
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11 (Sic). That all securities, invest
ments, and purchases which shall be taken 
or made by, or in the names of, the trustees 
of this society, and all monies thereby in
vested or accruing therefrom, shall be 
under the control of the officers and 
directors, and every order made in writing 
by the officers and directors touching the 
management of or dealing with, the said 
securities, investments, or purchases, shall 
be obligatory on and observed by the 
trustees of this society, and be a justifica
tion to them and their indemnification in 
acting in obedience to the same order, and 
all such trustees shall when required by a 
majority of the officers and directors, sign, 
seal and execute such declaration of trust, 
of the estates, securities, moneys, and 
effects vested in them in behalf o f this so
ciety, as the majority of the officers and 
directors shall require.

12. That any person who may be 
appointed to any office in anywise touch
ing or concerning the receipt, management, 
or expenditure o f money collected for the 
purpose of the society, shall, if required to 
do so, before entering upon the duties of 
such office give such security as may be 
thought sufficient, by a majority of the 
members present at a general meeting. 10 
geo, IV c. 56 sec. 11.

13. Any person desirous o f becoming 
a member of this society shall be proposed 
and seconded by two members at a meeting 
of the officers and directors, and if approv
ed of by a majority of those present, shall 
be eligible for election at the next weekly 
meeting, each candidate shall pay the sum 
of one shilling as entrance money, on being, 
admitted to membership, shares may be 
paid for by installments of three pence per 
week, on each share.

Any member neglecting to pay such 
instalments for three months shall, except 
in case o f  sickness or want of employment 
be fined in the sum of six pence.

Any membeV neglecting to pay such 
instalments for the space of six months, 
shall be expelled, his or her shares sold, and 
the remainder after paying all necessary 
expenses, returned to such expelled mem
ber. No member to have more than fifty 
shares.

14. That should the officer and 
members of this society find the conduct 
of any of its members to be injurious to the 
interests of the society, the president is 
hereby called upon to remonstrate with 
such member, and should any member 
after such remonstrance still pursue the 
same offensive line of conduct, such mem
ber shall receive one month’s notice of 
exclusion from this society, at the expira
tion of which time the offending member 
shall be expelled without further notice.

15. That should any member wish to 
withdraw from this society such member 
shall give one month’s notice of such in
tention to the officers, at the expiration of 
which time the member shall be at liberty 
to withdraw from the society, such liberty 
continues in force until the next meeting of 
the board but no longer.

16. That in all cases o f exclusion or 
withdrawal from this society, previous to 
receiving the balance remaining (after 
paying all necessary expenses) for shares 
sold, the excluded or withdrawing party 
shall sign his or her name in a book kept by 
the society for that purpose, after which he 
or she shall have no further claim upon this 
society, nor shall this society have any 
further claim upon him or her.

17. Any member withdrawing from 
this society desirous of retaining possession 
of his or her share or shares until they can 
be disposed of advantageously, will be al
lowed to retain possession o f such shares or 
shares for the space of twelve months but 
no longer, but such member withdrawing 
shall not enjoy any of the privileges of a 
member, nor receive interest on such share 
or shares.

18. That this society shall not be 
responsible for the debts o f any of its mem
bers except to the amount of the share or 
shares held by a member, should any 
member of this society become bankrupt 
or distressed for debt, and application be 
made to the officers o f this society by the 
creditor or creditors of such distressed 
member may have invested in the funds of 
this society, the officers are hereby bound 
to examine the accounts o f such member, 
and make declaration of such accounts, and 
should the creditor or creditors claim the 
amount of such member’s investment, then
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the share or shares shall be sold, and the 
amount, after paying all necessary ex
penses, be paid to the proper party for re
ceiving it, after signing his or her name in 
the book as in the case of expelled mem
bers.

19. That in case o f dispute between 
this society and any o f its members, or 
members or persons claiming on account o f  
a member finding himself aggrieved, or 
having any complaint against any member 
or officer, may apply to the officers and 
directors for redress, but should the party 
not receive satisfaction, appeal may be 
made to a general meeting o f the members 
of the society, whose decision shall be final 
and binding, except reference be made to 
arbitration.

20. That at the first meeting of the 
society after the enrolment of the laws, 
five arbitrators shall be named and elected, 
none of whom shall be either directly or 
indirectly interested in the funds of this 
society, in case of dispute the names o f ar
bitration shall be written on pieces of 
paper, and placed in a box or glass, and the 
three whose names are first drawn out by 
the complaining party, or by some one ap
pointed by such party, shall be arbitrators, 
to decide the matter or difference whose 
decision shall be final.

21. That no person shall be allowed 
to purchase anything on behalf o f this 
society, exept those who are regularly 
appointed by the officers or members, and 
the officers o f this society shall not in any 
case, nor on any pretense purchase any 
articles except for ready money, neither 
shall they be allowed to sell any article or 
articles except for ready money. Any offi
cer acting contrary to this law, shall be 
fined in the sum of ten shillings, and be 
disqualified from performing the duties o f 
such office.

22. That at each quarterly general 
meeting the officers in their financial state
ment shall publish the amount of profits 
realized by the society during the preceding 
quarter, which shall be divided thus; — 
interest at the rate o f 3.5 per cent, per 
annum shall be paid upon all shares paid 
up previous to the quarter’s commence
ment; the remaining profits shall be paid to 
each member in proportion to the amount 
of money expended at the store.

[Amendment o f the 22nd law

That the rate of interest be five pounds 
per cent per annum, instead of three and a 
half.]

23. That on the death of any member 
of this society the heirs, executors or ad
ministrators of such deceased member shall 
succeed to the share or shares of such de
ceased member, on subscribing to the ob
jects and rules o f this society, but should 
the said heirs, executors or administrators 
not subscribe to the objects and rules the 
officers shall cause the share or shares to be 
sold, and dealt with as in the case of 
expelled members.

24. This society shall not be dissolved 
so long as the intents and purposes thereof 
or any of them, remain to be carried into 
effect, without obtaining the votes of five 
sixths of the ten existing members of this 
society. Pursuant to 10. th, Geo. IV. th, c. 
56. sec. 26.

25. That in giving effect to the fore
going laws the following meanings shall be 
assigned to expressions unless either the 
subject or content otherwise require. The 
word laws, shall include laws, rules, orders, 
regulations, etc.; treasurer or trustee to in
clude treasurers or trustees, the word per
son to include females as well as males, the 
word book to include books, bond to in
clude bonds, name to include names, ac
count to include accounts, members to 
include members, clerk of the peace to 
include town clerk, Pursuant to 10th Geo. 
IV. c. 56. sec. 38.

MANAGEMENT OF THE STORE

25. (Sic.) That the store be opened to 
the public on the evenings of Monday and 
Saturday: on Mondays from seven till nine; 
on Saturdays from six till eleven.

26. That all purchases be paid for on 
delivery.

27. That a cashier and salesman be 
appointed to conduct the business o f the 
store, each to serve six months alternately, 
and be eligible for re-election.
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28. The salesman shall weigh, mea
sure, and sell such articles and commodities 
as are to be disposed o f at the store, but 
shall not receive payment for any articles 
or goods sold.

29. The cashier shall receive payment 
for all goods purchases at the store; he shall 
give a receipt to each purchases for. the 
amount received, and keep a cheque of 
such receipt in a book provided for that 
purpose; he shall pay over to the secretary 
at each weekly meeting the money drawn 
at the store.

30. That purchasers be furnished with 
printed forms containing the names of such 
articles as are on sale at the store, these' 
forms to be filled up by the purchaser and 
handed to the salesman when goods are re
quired; the salesman shall hand in all such 
orders to the secretary at the weekly meet
ings of the board, as a cheque on the 
cashier.

31. That the amount o f money ex
pended by each member during each quar
ter be determined by the cheque receipts 
produced by each member.

32. That the cashier or salesman be 
fined one shilling for non-attendance at the 
proper time, unless 48 hours notice be 
given to the president and secretary of 
inability to perform the duties o f his or her 
office.

33. That the president and secretary 
be empowered to appoint a member to per
form the duty of any officer not attending 
to his duty, but that the board have power 
to alter such appointment should it be 
thought expedient to do so.

34. That the store be opened at the 
proper time by the president.

Miles Ashworth, President 
John Holt, Treasurer 
Charles Howarth 
James Standring 
James Daly, Secretary

FINES
That the following FINES be inflicted 

for non-attendance or non-performance of 
duty: —

• Auditors, 2s, 6d each, for each 
offense.

• Salesman or cashier, Is, for each 
offense

• President being late, 3d; non- 
attendance, 6d.

• Secretary being late; 3d; non-atten- 
dance, 6d.

• Trustee or Director, 3d; non-atten- 
dande, 6d.

• For a violation of Law 21st. 10s.
I hereby certify that the foregoing 

Rules are in conformity to Law, and with 
the provisions of the Act 10th, George IV,
c. 56, as amended by the 4th and 5th 
William IV, c. 40.

John Tidd Pratt,
The Barrister at Law appointed 
to certify Rules of Savings’
Banks.

London, 24th October, 1844.
Copy sent to the Clerk of the Peace for 

the County o f Lancaster.

J. Tidd Pratt
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APPENDIX B

ILLUSTRATION OF THE ALLOCATION AND DISTRIBUTION 
OF PATRONAGE REFUND AND INTEREST ON SHARE CAPITAL

It is quite a sad commentary on the 
part o f the management of cooperatives, 
particularly the members of the board of 
directors, that a substantial number of 
them grossly lack the necessary working 
knowledge on such vital aspects of opera
tions as the allocation and distribution of 
patronage refund and interest on share 
capital. Precisely to correct this uncalled 
for situation, efforts were exerted to pre
sent the basic guidelines governing the dis
pensation o f said benefits to the farmer- 
members. Hopefully, this illustration will 
pave the way for a clearer insight into the 
practical application of the principles on 
the distribution of savings and interest on 
share capital and promote a better under
standing and appreciation of the said prin
ciples.

A. Assumptions
The following assumptions were

made in this illustration —
1. Type of cooperative — Agricultural

Marketing Cooperative “ B”
2. Total volume of business

for the y e a r ...............  ?500,000
3. Net savings for the year T  15,000
4. Value of fully-paid shares of stock

(1,000 shares @-P10.00) . ?*• 10,000
5. Rate of interest on share

capital_______________ 10 per cent

B. Allocation o f  Net Savings
1. Net savings to be allocated — 

T 1 5,000

2. Basis o f allocation — specific pro
vision in the cooperative’s by laws

3. Mechanics o f allocation

Allocation Amount Balance

a. 10% to Cooperative 
Education and Train- 
inFund____________ P 1,500 P13,500

b. 10% to General Re
serve Fund ____________1,350 12,150

c. 10% to Interest on
Share Capital__1,000 11,150

d. Balance for Patronage
Refund______________11,150

Total_______ J f l  5,000

C. Formula for Computing Interest on 
Share Capital

1. Amount to be distributed . . .  "PI,000
2. Formula

Interest on 
Value of fully-paid share capital
shares o f stock o f X 10% = due the 
a member member
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D. Formula for Computing Patronage Refund

1. Amount to be distributed____P11.150

2. Formula (using the constant factor method)

Amount Allocated for Patronage Refund Volume of Business Patronage
Total Volume of Business Contributed by a = Refund Due the

Member Member

= 0.0223 (constant factor)
P500,000

E. Distribution o f Patronage Refund and 
Interest on Share Capital

In actual practice, two separate lists 
or schedules are usually prepared, one

each for patronage refund and interest 
on share capital. In this illustration, 
however, a different presentation of the 
distribution of the two benefits has 
been designed in order to accentuate 
their contrasting features.

AGRICULTURAL MARKETING COOPERATIVE “ B”

Table Showing Distribution o f Patronage Refund and Interest on Share Capital

Farmer-
Member

No. o f 
Shares

Value Interest 
on Share 
Capital

Volume 
o f Busi
ness Con
tributed

Amount 
o f  Pa
tronage 
Refund

Rank
Interest 
on Share 
CaDital

Patronage
Refund

J. Torres 4 P 40.00 P 4.00 P20,000 P446.00 3 1
E. Magno 1 10.00 1.00 10,000 223.00 5 2
T. Jacinto 10 100.00 10.00 3,000 66.90 1 4
M. Santos 3 30.00 3.00 7,500 167.25 4 3
D. Paz 5 50.00 5.00 1,500 33.45 2 5

Aj\/\yVW\AA/

Total 1,000 P10,000 PI,000 P500.000 P l l ,150.00 — —
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It will be noted in the table that for 
obvious reasons, the list of farmer- 
recipients has been limited to only five 
o f the total membership. In other 
words, what is shown in the table is 
only a partial list of the farmer-mem- 
bers involved. The figures under the 
total column, however, correspond to 
the entire membership of the coopera
tive.

In computing the amounts due the 
farmer-members, the amount o f inter
est on share capital each member is en
titled to receive is computed by multi
plying the value of the shares o f stock 
owned by each member by 10 per 
cent, the rate of interest declared for 
the purpose. On the other hand, the 
am ount of patronage refund each 
member will receive is determined by 
multiplying the volume of business 
transacted by each member by the 
constant factor o f 0.0223.

Particular attention is invited to the 
column under the heading “ Rank” 
which shows a disparity in the ranking

of the amounts received by the members 
under the two items of interest on 
share capital and the patronage refund. 
In the said column, it will be noted that 
insofar as the amount received in the 
form of interest on share capital is con
cerned the ranking of the amount 
received by the members depends on 
the value o f shares of stock owned by 
each, with the member owning the lar
gest value of shares o f stock receiving 
the biggest interest on share capital. 
However, with respect to patronage re
fund the members are ranked in accord
ance with the volume of business trans
acted by each, with the member contri
buting the largest volume of business 
receiving the biggest patronage refund. 
The point is reiterated that the pro
nounced difference in the ranking of 
the members can be attributed to the 
fact that the interest on the share cap
ital is based on the value of the shares 
of stock while the patronage refund is 
based on the volume of business trans
acted by the members.
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APPENDIX C

STRATEGIES EOR COOPERATIVE GROWTH AND EXPANSION

Growth and expansion have been attri
butes of cooperatives since the inception of 
the movement. So ingrained is expansion in 
cooperatives that it has been included as 
one of the principles of cooperation, to 
wit:

“ All co-operative organizations, in 
order to best serve the interests of 
their members and their communi
ties, should actively co-operate in 
every practical way with other co
operatives at local, national and 
international levels.”

The need for cooperatives to expand be
comes more imperative in this era of highly 
competitive business which is being increas
ingly dominated by large enterprises. Co
operatives must perforce grow and expand 
to strengthen their bargaining power and 
attain greater economies of scale and there
by place them in an effective competitive 
position.

What is important is for cooperative 
management to understand fully the prob
lems and implications of the different 
growth processes and not the processes 
themselves. While 'the members will have to 
make the final decision on all expansion 
proposals, the manager and the board of 
directors arfe expected to conduct a tho
rough study of the whole situation and 
make appropriate recommendation to the 
members. 1

Basically, growth and expansion can be 
effected in three ways which are inter
related. One way is by integration, both 
horizontal and vertical. Another way is by 
diversification. And still another way is by 
consolidation and merger.

A. Horizontal and Vertical Integration
In brief, horizontal integration involves 

the grouping together of associations or 
units with similar business activities. This is 
usually accom plished in cooperation 
through the formation by several similar 
associations of a federation. On the other 
hand, vertical integration has reference to 
the extension by an association of business 
activities to another stage of operation. In 
cooperatives, this involves the addition of 
services in the subsequent or successsive 
stages in the process as in the movement or 
flow of the products from the farm to the 
table.

The following short illustration will 
help in differentiating between the two 
types of integration.

Association A, B and C are all primary 
or local marketing cooperatives whose ser
vices are limited only to the storage and 
sales of palay and rice in their respective 
localities. When associations A, B and C 
form a larger overhead organization called a 
federation for the purpose of expanding 
their area of service, specifically from the 
local or town level to the provincial level, 
this process of expansion is called horizon
tal integration, since no new services are 
contemplated. It is actually a case of an 
expansion of area of services but maintain
ing the same type of services — that is, 
storage and sale of palay or rice. In this 
particular case, neither of the associations 
loses its independent identity.

However, when associations A, B and C 
extend their services with respect to the 
other stages of marketing such as milling, 
transporting, packaging in smaller units,
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just to cite a few examples, then the pro
cess is called vertical integration.

From the foregoing, it will be realized 
that integration involves expansion with 
particular reference to services and not 
organization matters.

In general, the advantages o f horizontal 
integration are those economies and op
portunities normally associated with large- 
scale operations, such as: (a) accessibility 
to the use of more capital; (b) increase op
portunity to employ better management 
materials; (c) additional emphasis on re
search; (d) control o f quality; (e) standard
ization of products; (f) scheduling of pro
duction; (g) elimination of competitive 
wastes; (h) improved business practices; 
and (i) utilization of by-products.

Vertical integration, on the other hand, 
has, among others, the following advant
ages: (a) prevents duplication and competi
tion of functions; (b) reduces cost through 
better and more economical utilization 
of the production factors and resources;
(c) effective coordination; (d) more ef
ficient and orderly flow of commodities 
from the producers to the consumers; and 
(e) better utilization of by-products.

In considering vertical integration in 
particular, the problems revolve around 
two crucial questions:

1. How fat should the cooperatives 
follow and control their products 
to the customers?

2. How far should cooperatives go to 
the primary sources of supply?

These are indeed very ticklish and baf
fling but nonetheless very relevant ques
tions encountered as an association grows. 
It is important to realize that the various 
decisions which perforce have to be made 
are mostly economic in nature. Thus, the 
problems have to be duly considered in the 
light of economic feasibilities.

B. Diversification
Growth and expansion may also be 

achieved by cooperatives through diversifi
cation. This involves the broadening of the 
range of services specifically by adding new 
lines o f service. For example, a purchasing 
association dealing exclusively on such 
farm inputs as fertilizers, seeds and farm

chemicals may diversify its services by 
engaging in such other lines as farm ma
chinery and equipment. In this case, diver
sification was effected through the addition 
o f  new product lines. Proceeding to 
another example, cooperatives originally 
starting as purchasing associations may find 
it desirable to perform marketing services 
also. Conversely, a marketing cooperative 
may decide to offer purchasing services. 
Diversification, in this second example, was 
undertaken by handling new services.

Diversification is closely related to hori
zontal integration. In fact the two pro
cesses are complimentary and one strength
ens the other. In a way but not necessarily, 
diversification may also be viewed as con
version o f a specialized cooperative into a 
multipurpose type.

Decisions to move toward diversifica
tion are motivated by two principal rea
sons. The primary reason is to increase the 
satisfaction of the members. Members find 
it a convenient and practical arrangement 
to have their requirements serviced by just 
one cooperative if possible. The other main 
reason is to effect economy in operations 
in terms of reduced overhead unit costs. 
The enlargement o f services is usually ac
companied by a minimum increase in over
head costs, if any, since practically the 
same set of personnel and facilities are 
employed in performing the additional ser
vices.

C. Consolidation and Merger
The general trend at present is for corp

orations throughout the world to get bigger 
and bigger. And cooperatives naturally have 
to keep in step with this development for 
their survival. In the cooperative picture in 
all countries in the world, this trend is re
flected in and accounts for the gradual re
duction in the total number of coopera
tives. As the number gives way to size, the 
strategy is to have less but bigger coopera
tives. The solidifying of the positions of 
practically all corporations, including co
operatives, is done either through consoli
dation or merger.

By way of brief explanations o f the two 
distinct legal processes and the basic differ
ence between them, consolidation is the
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combining of two or more associations 
wherein a new association is formed. It 
normally involves the dissolution o f the 
combining associations and the filing of 
new corporate papers for the new single 
association that is being formed. On the 
other hand, merger is the union of two or 
more associations wherein one o f the merg
ing associations absorbs the other associa
tion and therefore no new association is 
formed. The corporate existence of the 
more stable association is usually maintain
ed.

Consolidations and mergers may be re
sorted to in all levels o f the cooperatives 
system but they are usually effected in the 
larger organizations, say, on a regional or 
national level where overlapping of activi
ties usually occur resulting in competitive 
wastes. It is wisely and rightly contended 
that the cooperative system should be the 
bulwark o f cooperation and should not 
harbor competition.

Consolidations and mergers may be il
lustrated by taking associations A, B and C 
as examples. In consolidation, associations 
A, B and C are all dissolved as corporations 
and an entirely new corporation, say asso
ciation D, is formed. This means that a new 
set of corporate papers has to be prepared 
and filed for the incorporation of associa
tion D.

On the other hand, in merger, one of 
the associations, either association A, B and 
C absorbs the two others and retains its 
corporate identity. To be more specifiq, 
assuming that the decision is to retain the 
stronger association A, then associations B 
and C are both absorbed by association A. 
The corporate existence of association A is 
not disturbed and no new association is 
actually formed.

In sum, all decisions regarding expan
sion of a cooperative corporation, regard
less of the strategy to be adopted, that is, 
whether integration, diversification or con
solidation and merger, are responsibilities 
of the members. The manager and the 
board of directors should, however, initiate 
and develop all necessary moves to help 
bring about the growth of the cooperative.

There are no hard and fast rules of 
thumb that can serve as guides in the con
duct of the growth activities. In the final 
analysis, the vital determining criterion is 
the economic feasibility o f the under
taking. For the purpose, the different tech
niques and tools for determining the econo
mic feasibility of a project should be freely 
availed of.

Based however on past experiences, 
some statements can be advanced on the 
use of the various growth strategies:

1. Horizontal integration usually pro
ceeds from and is the basis of ver
tical integration. It has therefore 
been utilized more extensively by 
cooperatives than vertical integra
tion.

2. Horizontal integration is usually 
achieved through federation.

3. Diversification and horizontal integ
ration usually go hand in hand and 
the former strengthens the latter.

4. T o o  much vertical integration 
usually demands more complex 
management and requires more 
capital support.

5. Consolidations and mergers are 
essentially legal matters and should 
be instituted with the assistance of 
competent corporation lawyers.
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APPENDIX D

WORKSHEETS FOR DETERMINING THE BREAK-EVEN POINTS 
OF VARIOUS COOPERATIVE PROJECTS

An invaluable practical tool that can be 
used effectively by the management o f co
operatives for planning and forecasting pur
poses as well as for judging the results of 
operations is the break-even point analysis. 
It can actually be viewed from two stand
points. Firstly, it can be used to determine 
the level o f operations where total revenues 
equal total expenses. And secondly, it can 
be used in a broader sense to determine the 
probable savings at any level of operations.

In its simplest terms, break-even point 
may be defined as the specific level of ope
ration or point where the total revenues

equal total expenses. Based on the fore
going definition, at break-even point, a bus
iness is neither gaining nor losing.

Some worksheets which can be used 
for determining the break-even points of 
the more common departmental operations 
o f  agricultural cooperatives are presented. 
It will be noted that in general two basic 
steps are involved in the process: (a) segre
gation of expenses into fixed and variable 
expenses and (b) computation of break
even point. In the case of administrative 
expenses, they should be allocated to the 
different departmental operations.

A. STORE OPERATIONS

1. Segregation o f  Expenses

a. Fixed expenses

Fixed salaries and wages*....................................P
Depreciation........................................................
Expired insurance.................................................
Interest on lo a n ...................................................
Amortization on store facilities..........................
R e n t .....................................................................
Administrative expenses......................................

Total Fixed Expenses................................. P
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2. Computation o f Break-even Sales

Formula

Where

X = Break-even sal̂ s 
F = Fixed expenses
V =  Variable expenses 
CS = Cost o f sales 
S = Sales

b. Variable Expenses

Repairs...................................
Commission expenses...........
Advertisement ......................
Store supplies........................
Traveling expenses................
Freight and hauling expenses 
Miscellaneous expenses . . . .

Total Variable Expenses
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B. WAREHOUSING OPERATIONS

1. Segregation o f Expenses

a. Fixed expenses

Fixed salaries and wages...................................... *
Depreciation........................................................
Interest on lo a n ...................................................
Amortization on l o a n .........................................
Expired insurance on building............................
Expired bond premium of ware

houseman ........................................................
Taxes and licenses ..............................................
Administrative expenses ....................................

Total Fixed Expenses ...............................P

b. Variable expenses

Piece-work wages.................................................P
Warehousing supplies .........................................
Repairs...................................................................
Freight and hauling expenses ............................
Traveling expenses..............................................
Insurance o f stocks..............................................
Miscellaneous expenses......................................

Total Variable Expenses............................P
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Computation of Break-even Volume

Formula

g r  + c sa  x = f +  f  x

Where

X = Break-even volume
F = Fixed expenses
V = Variable expenses
GR = Gross revenue
P = Total value of palay stored
CSA = Cost o f shrinkage allowance



MILLING OPERATIONS

1. Segregation of Expenses

a. Fixed expenses

Fixed salaries and wages.............
Depreciation...............................
Interest on l o a n ..........................
Amortization of loan ..................
Expired insurance......................
Rent ...........................................
T axes...........................................

Administrative expenses............
Total Fixed Expenses . .

b. Variable expenses

Piece-work w ages.......................
Rice-corn mill supplies .............
Fuel and lubricants....................
Repairs and maintenance..........
Miscellaneous expenses.............

Total Variable Expenses



2. Computation o f Break-even Volume

Formula

Where

X — Break-even volume 
F = Fixed expenses
V = Variable expenses 
P = Total value of palay milled 
MF = Milling fee 
SBP=Sales o f by-products
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TRUCKING, TRACTOR AND THRESHER OPERATIONS

1. Segregation o f Expenses

a Fixed expenses

Salaries and wages.............................................. ?
Depreciation ......................................................
Expired insurance..............................................
Interest on loan .................................................
Amortization o f lo a n .........................................
Taxes and licenses..............................................
Administrative expenses....................................

Total Fixed Expenses...............................P

b. Variable expenses

Fuel and lubricant.............................................. F
Repair and maintenance....................................
Subsistence allowance ......................................
Miscellaneous expenses......................................

Total Variable Expenses..........................?



Computation o f Break-even Revenue

Formula

X = F +  r ]  X

Where

X = Break-even revenue’ 
F = Fixed expenses
V = Variable expenses 
R = Revenue
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