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CONVERSIONS TO CO-OP: Converting conventional businesses to co-operatives / 

Co-ops as a Succession Option

Quintin Fox & Peter Hough

Peter gave the outline of the session.

PRESENTATION ONE: QUINTIN FOX:

The Canadian Co-op Association (CCA) has been working on a conversion project with focus on rural areas, though of course similar issues apply in urban regions.

The CFIB estimates that there is a risk of 2 million job losses due to lack of family members available to take over businesses.  Many small business owners are reluctant to sell to multi-nationals or other large companies.

The reasons that the project focused on rural areas are:

--there is already significant structural unemployment in those areas; there is social exclusion, out-migration, etc.  

--There has previously been work done in this area, with CWCF having done a research study a few years ago on this, with a focus on worker co-op.

In Quebec, an I&R project was approved (Projet Relais) to create tools to support conversions.  Then CCA, along with other partners such as CWCF, carried out a similar I&R project, to build on the Quebec project, as well as what has happened in the UK.

Several co-ops are in start-up or have started as a result of this CCA project.

There are several different barriers to conversion:  

--Role of traditional advisors:  including credit union advisors.  Many are either ignorant of, or not supportive of conversion to co-op.

--They began to implement a “watch” system to identify businesses undergoing succession.  This has been a challenge.  They came up with a number of tools:  one is a coop-specific conversions website.  They have found the importance of working with local / regional partners.  

In the UK, a rural communities advocate organization identifies trends where services are declining, looks at new models & then seeks to implement.  This will be a recommendation to the Coops Secretariat/ Rural Secretariat.

They have worked with a number of rural businesses & communities; are seeking opportunities to provide training & advice to developers – like today.  They are using the CZ site as a primary resource to get out this information. 

Projet Relais came up with 3 different guides:

1) for the co-op group

2) for the owner

3) for the co-op adviser

Q&A:

Cathy:  I have a question around some of the older conversions.  Did anyone gather information from them?  (White River store, Temaskaming store – there were several of these in Ontario).  

Quintin: we looked at several; though not those you mentioned.  What we found is that there were as many needs in the first few years past conversion (3-5 years), as during the conversion process.  One of the issues is around the role of the former owner: varied from hostility to being involved, to active involvement.  And there is also the role (in worker co-ops) of the new worker-owners.

Peter: with wc’s once they get beyond the first few years, the challenges are typical of that of any wc of that age.

April:  Recommendations on reading materials in the UK?

Quintin: yes, at slide 13 in the slides distributed.

Melanie:  I like the focus on the human element and the role of the employer.  I have been involved in only one attempted conversion, & it was the attitude of the owner which had it not work.

PRESENTATION TWO: PETER HOUGH:

I will not try to lay out the usual co-op development process, but assume that the usual process needs to be used, simply recognizing the fact of the conversion & that the process needs to be adapted.

Scope of the issues/ my experience:

I have been involved in the CCA project on behalf of CWCF.  I have done about 6 case studies & been involved in several conversions.

I think that the place to start in understanding succession issues is to know that the co-op option is one choice among many for the owner.  For the owner, choosing a co-op option may be a difficult one.  The co-op option is competing against alternative options that can meet the goals of the owner.  

The next key thing:  business owners when dealing with succession have a whole host of issues to address.  It is not a straightforward thing; they may be doing this unwillingly; there could be issues with children, employees, etc.  

One key issue is whether the business is viable.  A business valuation must be done, and effectively.  Many business owners have an inflated sense of what the business is worth.  Other key stakeholders are other family members who may be involved; any managers.  If it’s unionized, the union is another stakeholder.

There also may be other financial stakeholders: creditors; financial planners.

There are very many factors that must be dealt with, and many stakeholders.  Clearly it is important to start the process as early as possible.  

It is possible to develop the skills of a Succession Coordinator, as a co-op developer – specialized skills.

Lastly, there is the succession process: developing the interest & commitment, doing the assessing & planning; & finally the implementation.  

In general, one challenge is you’re trying to marry 3 different sets of interests:  

#1 owners; 

#2  employees / managers; & 

#3 potential members (which may or may not be the same as #2).  

It is crucial to have a transparent process with excellent communications.  I feel that I have done this reasonably well, but never been able to do it in the exact way I feel it should be done ideally.  There’s significant time resources required.  If any one of the stakeholder groups does not want to proceed, the chances of the co-op moving forward are greatly reduced.  

As w/ any co-op you need to incorporate the 3 different organizational elements:

Membership,

Governance, &

Management 

You need to identify what are the key driving factors of that success, & ensure that those learnings / success factors are clear to everyone.  

Pitfalls / challenges:

1) Crisis situations are very difficult for creating conversions, eg receiverships.  One reason is that there are so many different kinds of things that can go wrong.  

2) Finding an effective leadership group.  It can be difficult to broaden away from just one or 2 people who brought the idea.  

3) The owner may change his / her mind if it appears that the formation of the co-op will result in receiving less value from the business than another option.  This type of issue is not always put on the table.  

Shaun:  it sounds from Quintin as though there is lots of potential, but from Peter that there are many pitfalls & it’s a concern to go for it. 

Peter: there is a real opportunity.  The reason that I wanted to highlight the pitfalls is that it is complicated.  

Shaun: do you see part of the role to advocate the co-op model more actively?

Peter: yes; we would like to do this but lack the resources.   It would take a really focused effort to develop the right kind of promotional materials.  We would like to train many dev’rs as succession facilitators, to bring them together as a team: to say that we have a full package to provide a block of services.  

Hazel:  in the 4 Western provinces, CWCF has been working with labour and other partners in a network called the Western Labour-Worker Coop Council.  The Council’s primary objective is to build the capacity to respond where unionized employees want to explore buying out a business as a worker co-op or other type of employee-owned enterprise, due to business succession or a crisis situation.  The primary approach has been to focus on building relationships between the co-op and labour movements, with the Ohio Employee Ownership Centre involved to provide mentorship.  

Quintin:  the Project RELAIS materials will be translated, to be made available on the CZ site within coming months.  The materials in French are available now; Quintin will find out when / how they can be obtained.  

People thanked everyone for the presentations & participation.

