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Introduction 
In June 2000, the Canadian Co-operative Association (CCA) and le Conseil 
Canadien de la Coopération (CCC), initiated a strategic planning process, in 
partnership with Agriculture and Agri-Food Canada's CARD program (CARD 
Phase I), with the aim to identify the critical challenges for Canada's agricultural 
co-operatives and to map an action plan that will renew and revitalize the sector 
for the continued economic benefit of farmers and their communities. 
 
While all partners recognized the contribution co-operatives have made to the 
well-being of Canadian farmers and rural communities for nearly a century, the 
CARD Phase I initiative was launched on the premise that changing economic 
trends highlighted the need for a new era of development to ensure that co-
operatives remain as an economic alternative for farmers – to add value to farm 
products while allowing farmers some measure of control and higher returns in 
an increasingly integrated marketplace.  
 
Phase I began with an Action Research Report that provided a thorough and 
critical account of the challenges our agricultural co-operatives are facing – 
including both the internal and external pressures – and it set forth clear 
recommendations on how to adapt in order to remain competitive. This report 
set the stage for an intensive dialogue in the sector, bringing together all key 
stakeholders at eight regional forums and a national symposium to agree on the 
barriers that must be overcome, and to map an action plan to ensure that co-
operatives continue to evolve to serve farmers' needs and position themselves 
firmly to compete in this changing economy.  
 
The recommendations coming out of Phase I resulted in a proposal for CARD 
Phase II that was designed to reinvigorate the agricultural co-operative sector in 
Canada by building the knowledge, skills and capacity to use the co-op model in 
new ways that create sustained economic opportunities for farmers and rural 
communities.  This was to be achieved by addressing key barriers related to 
capital, leadership, the co-operative advantage and resources to support new 
development. 
 
In February 2002, Minister Lyle Vanclief announced that three activities would be 
funded under the CARD Phase II program.  Activity 1 was to identify the best 
tools, mechanisms and government policies, programs and instruments to 
stimulate member and community investment in agricultural co-operatives.  The 
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aim was to enable agricultural co-operatives to improve their capital strength 
which is important for innovation and the exploration of new opportunities.  
 
In May 2002, the Expert Advisory Committee for activity 1, agreed to contract 
consultants Ernst & Young to undertake the research project on capitalization 
issues confronting agricultural co-operatives.  The Expert Advisory Committee 
included:  Claude Lafleur, Secrétaire général, Coopérative Fédérée de Québec; 
Benoit Gagnon, Vice-Président finances et Trésorier of Agropur; Gary Rogers, 
Senior Vice President of Finance for Credit Union Central of Canada; Professor 
Daniel Ish, Dean of Faculty of Law, University of Saskatchewan; and Gordon 
Andrusiak, Albert Daoust and Genevieve Pickett, ex-officio representatives from 
the Department of Agriculture & Agri-Food Canada.   
 
The Expert Advisory Committee met three times to discuss the contents and 
focus of the study with the consultants.  The final report – Canadian Agricultural 
Co-ops – Capitalization Issues and Challenges:  Strategies for the Future was 
submitted by the consultants, Ernst & Young, on 31 November 2002 and is 
attached. 
 
While le Conseil Canadien de la Coopération (CCC) endorsed the final report, the 
Canadian Co-operative Association (CCA) decided to consult its members briefly 
in order to assure the Board of Directors that the members supported the 
general thrust of the consultant’s report.   
 
CCA distributed the final report to its members in mid-December 2002 and asked 
for their comments on the recommendations as soon as possible.  While it was 
hoped to have feedback from the membership before the federal budget in 
February 2003, this proved impossible.  The size of the report as well as the 
technicality of the discussion meant that the members required more time to 
digest and consider the implications of the recommendations. 
 
CCA feels confident that our members have carefully considered this report and 
its recommendations, and their response has confirmed us in the view that this 
report will require further consultation and consideration by our members 
throughout the next year.  This is unsurprising given the complexity of the issues 
and the lack of information on financial or capitalization options available to 
Directors, members and staff of co-operatives – a fact reflected in one of the 
recommendations of the report itself. 
 
However, this snapshot of what our members think about the recommendations 
from the consultants should encourage the federal government to continue 
supporting efforts to address the capitalization challenges facing agricultural co-
operatives. 
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RESPONSE FROM CCA’S MEMBERS 
CCA’s members supported the overall thrust of the report’s recommendations, 
although they did not universally accept the recommendations made by the 
consultants.   Overall, they agreed that raising capital is a major issue for all – 
including agricultural - co-operatives.  Worker co-operatives in particular thought 
that they should also benefit from any adopted changes which support 
agricultural co-operatives since that precedent was first set in Quebec.  Retail co-
operatives thought that capitalization was an issue that needed to be addressed 
primarily by members in the development of the co-op’s business strategy. 
 
For the most part, however, CCA’s members thought that Ernst & Young’s report 
covered technical issues in which their personal expertise was limited.  In the 
responses to the taxation recommendations in particular, members supported 
the idea of taxation but were concerned that the implications of the 
recommendations went far beyond agricultural co-operatives and therefore 
required further study from a co-operative and credit union perspective.  Retail 
co-op members also expressed regret that the study did not put capitalization 
more firmly into the context of a co-operative’s business strategy, and as result 
thought that the report’s focus on taxation was being used as a substitute for 
sound long-term business strategies. 
 
Another concern raised by members was that the report put too much emphasis 
on the separation of membership and capital providers.  Some members believed 
that the importance of members as a source of capital for the co-operative was 
not emphasized enough by the consultants in the report.   
 
Finally, members were concerned that the emphasis on pursuing legislative, 
taxation and regulatory changes was a “can of worms” that history shows will 
require a great deal of groundwork before it is undertaken by the sector.  They 
thought that the lack of experience of the consultants in analyzing the taxation 
issues confronting agricultural co-operatives came through in the 
recommendations which lacked sensitivities to recent historical experiences in 
this particular policy area. 
 
There was unanimous support for many of the consultants’ recommendations 
however and the following short synopsis of our members’ comments on each of 
the 13 recommendations provides a brief context for CCA’s official response to 
each of the recommendations. 
 
EDUCATION ON CAPITALIZATION & FINANCING ALTERNATIVES 
There was unanimous agreement on this recommendation that co-operatives 
particularly small, start-up and mid-size co-ops, should be educated on the 
various capitalization methods identified in this report, and that a broader range 
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of financing alternatives would, as a result, be made available to address some 
of their capitalization challenges.  For most co-operatives, education and 
information on all aspects of business and financing opportunities is vital.  Some 
cautioned however that understanding the options thoroughly before taking any 
decision on financing is important, but particularly if the investment is coming 
from outside the membership.  
 

RECOMMENDATION - THE CURRENT CCA/CCC CARD PHASE II ACTIVITIES 2 & 3 

PROVIDE AN OPPORTUNITY TO DEVELOP INFORMATION PACKAGES AND PROVIDES AN 
AUDIENCE TO ALLOW CCA & CCC TO ADDRESS THIS RECOMMENDATION OVER THE NEXT 
YEAR.  CCA RECOMMENDS THAT CCA AND CCC INVESTIGATE THIS POSSIBILITY WITH 
THE PROJECT MANAGER OF THE CARD PHASE II PROJECT AND WITH STAFF IN THE 

DEPARTMENT OF AGRICULTURE & AGRI-FOOD CANADA.  
 
HARMONIZATION OF PROVINCIAL & FEDERAL CO-OP LEGISLATION 
No one disagreed with the idea of harmonizing provincial and federal legislation, 
although some cautioned that this only be undertaken if the co-operative and 
credit union sector are assured that the end result will better suit the sector and 
not place co-operatives or credit unions at a disadvantage.  The experience of 
the Arctic Co-operative Development Fund and Arctic Co-operatives Limited who 
are amalgamating this year illustrated the practical problems with the current 
patchwork approach to co-operative legislation in Canada.  One co-operative is 
incorporated under NWT legislation while the other is incorporated under federal 
legislation.  The NWT legislation provides a prescribed formula allocation for 
statutory reserves, and if followed to the letter, will result in the significant 
allocation to reserves being treated as retained income and taxed at the 
corporate rate.  This recommendation for harmonization of legislation provides 
an opportunity for the federal government to take a leadership role with the 
provinces and territories in developing an innovative legislative framework that 
supports the co-operative sector. 
 

RECOMMENDATION - WHILE CCA  RECOGNIZES THE IMPORTANT BENEFITS THIS 
RECOMMENDATION MAY PROVIDE IN THE LONG-TERM, THE PROBABILITY OF REACHING 
FEDERAL, PROVINCIAL AND TERRITORIAL CONSENSUS ON THIS AS A PRIORITY ISSUE IS 

LOW.  THEREFORE, CCA  RECOMMENDS THAT THE FEDERAL GOVERNMENT PLACE THIS 
ON THE AGENDA FOR THE NEXT FORMAL MEETING OF THE INTERGOVERNMENTAL 
MEETING OF SENIOR OFFICIALS RESPONSIBLE FOR CO-OPERATIVES IN ORDER TO 

IDENTIFY WHETHER THERE IS AN APPETITE FOR PURSUING THIS RECOMMENDATION. 
CCA  ALSO RECOMMENDS THAT THE FEDERAL GOVERNMENT REVIEW THE CURRENT 
CHALLENGES BEING FACED BY THE ARCTIC CO-OPERATIVE DEVELOPMENT FUND IN 

AMALGAMATING WITH ARCTIC CO-OPERATIVES LIMITED IN ORDER TO IDENTIFY 
WHETHER THIS MIGHT BE A USEFUL EXAMPLE TO SHARE WITH SENIOR OFFICIALS AT 
THAT MEETING IN JUNE 2003. 
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EDUCATE CANADIAN CO-OPS ON CAPITAL RAISING ENTITIES 
While no-one disagreed with this recommendation for a detailed communication 
strategy to educate Canadian co-ops on the benefits, risks and costs associated 
with implementing a capital raising entity, a number wondered if the cart was 
being put before the horse in this recommendation.  A number thought that the 
establishment of the capital raising entity was required before any 
communications strategy should be developed.  One member suggested the 
federal government should consider the development of a Co-operative 
Sponsored Venture Capital program similar to the labour-sponsored venture 
capital fund (a suggestion which also fits with recommendation #8) and another 
member recommended further research into the Co-op Investment Fund 
program in Nova Scotia as part of educating Canadian co-operatives on capital 
raising entities. 
 

RECOMMENDATION - THIS RECOMMENDATION SHOULD BE IMPLEMENTED BY THE CO-
OPERATIVE SECTOR AND CCA  WILL BE EXAMINING THE POTENTIAL FOR ACCESSING THE 
CO-OPERATIVE DEVELOPMENT INITIATIVE – RESEARCH & INNOVATIONS FUND – IN 

ORDER TO PURSUE THIS RECOMMENDATION FURTHER WITH THE SECTOR AND OUR 
PARTNERS . 

 
 
WORK WITH FIMCLA ON PROGRAM CHANGES 
There was unanimous agreement with this recommendation for CCA/CCC to 
work with FIMCLA to review its eligibility requirements respecting co-operatives.  
One suggested that FIMCLA consider a national co-operative securities board 
which could assist and protect smaller co-ops interested in raising capital without 
the costs and times associated with going through a securities commission.   
 

RECOMMENDATION - CCA  WILL CONTACT FIMCLA  THROUGH THE FEDERAL CO-
OPERATIVE SECRETARIAT TO ASK TO BE INCLUDED IN THE REVIEW OF THEIR PROGRAMS. 

 
RESEARCH CO-OPERATIVES & GOVERNMENT PROGRAMS 
This recommendation for further research as to why co-ops are not benefiting 
from government support programs or programs currently being offered through 
financial institutions was met with general – although not unanimous – approval.  
Many replied that co-operative sector needed to undertake a strategic approach 
to raising awareness of the co-operative model amongst federal government 
staff in order to address the underlying issue.   Others thought that if co-
operatives were asked to provide CCA/CCC with their personal experiences of 
trying to obtain funding from federal programs, a report illustrating the 
disadvantage co-operatives face compared to other business organizations in 
federal programs would be readily compiled and more useful for countering the 
problem.   
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RECOMMENDATION -- CCA  RECOMMENDS THAT THE FEDERAL CO-OPERATIVE 

SECRETARIAT WORK WITH CCA  AND WITH CCC TO DISCUSS THIS RECOMMENDATION 
FURTHER.  WE ARE CONCERNED THAT THE TIME REQUIRED TO UNDERTAKE THIS 
RESEARCH THOROUGHLY MAY NOT PROVIDE THE MOST COST-EFFECTIVE RESULTS, AND 

WOULD LIKE TO EXPLORE FURTHER THE POSSIBILITY OF GREATER AWARENESS RAISING 
OF THE CO-OPERATIVE MODEL AMONGST FEDERAL GOVERNMENT STAFF. 

 
WORK WITH FINANCIAL INSTITUTIONS TO AVOID RESTRICTIONS  
This recommendation to work with financial institutions so that they do not 
impose restrictions that potentially violate co-op principles received overall 
support however comments were raised that while banks and other financial 
institutions need to be educated on the co-operative principles, co-operatives 
also must learn to deal with the lending rules of the non-co-operative lending 
organizations.  One respondent asked for more discussion to ensure that the co-
operative sector understood clearly the implications of changing the board 
composition – in other words, when is a co-op not a co-op? – before proceeding. 
 

RECOMMENDATION – CCA  BELIEVES THAT THIS RECOMMENDATION REQUIRES 
FURTHER RESEARCH AND ANALYSIS  AND WILL BE ASKING OUR MEMBERS AT THE 2003 
ANNUAL GENERAL MEETING IF THIS SHOULD BE A PRIORITY FOR THE NEXT YEAR. 

 
EDUCATION ON ALTERNATIVE FUNDING MECHANISMS 
This recommendation for education on the potential benefits of alternative 
funding programs such as provincial labour-sponsored funds and other venture 
capital type financing arrangements was met with approval by CCA members.  
This recommendation for a Co-operative Sponsored Venture Capital Fund was 
seen as something that should be examined further by the sector in partnership 
with government, and another recommendation was for the establishment of a 
Co-operative Development Venture Fund which would allow co-operators to 
invest in co-operatives rather than in mutual funds. 
 

RECOMMENDATION – CCA  RECOMMENDS THAT CCA  AND CCC STAFF WORK WITH 
OFFICIALS IN THE FEDERAL CO-OPERATIVE SECRETARIAT TO IDENTIFY WHETHER THERE 

IS FUNDING AVAILABLE TO DEVELOP THIS RECOMMENDATION FURTHER. 
 
REVIEW OF THE TAXATION REGIME RELATING TO CO-OPERATIVES 
There was no consensus from the members of the Canadian Co-operative 
Association to support this recommendation for a full review of the taxation 
regime relating to co-operatives.  While some members supported this 
recommendation, others were extremely concerned about the consultant’s 
analysis of the taxation situation.  There was strong concern expressed about the 
consultant’s lack of awareness of the experience surrounding previous Royal 
Commissions on taxation issues involving Canadian co-operatives.  Some 
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members believed that co-operatives have to do a great deal of groundwork in 
educating the sector, government and the general public about co-operatives 
before they could support asking government for a review of taxation.  Others 
recommended that the sector undertake a fuller examination of the taxation and 
capitalization issues for all co-operatives and credit unions.  They thought that 
this recommendation had significant implications for all co-operatives and credit 
unions, and that a more comprehensive review was required before moving 
forward on this recommendation for agricultural co-operatives. 
 

RECOMMENDATION – CCA  BELIEVES THAT FURTHER DISCUSSION WITH OUR MEMBERS 
AND MORE RESEARCH ON THE BROADER IMPLICATIONS OF THIS RECOMMENDATION ON 
THE ENTIRE CO-OPERATIVE AND CREDIT UNION SECTOR IS REQUIRED BEFORE WE CAN 

SUPPORT THIS RECOMMENDATION.   
 
 
INTEGRATE CO-OP TAXATION FROM SUBSIDIARY TO MEMBER LEVEL 
There was no consensus from CCA members to support this recommendation to 
amend the current tax regime to integrate co-op taxation from the subsidiary 
level to the member level.  While some members think that the current taxation 
regime should be amended to allow parent co-ops to claim a dividend tax credit 
on the dividend received from non-co-op subsidiaries, others disagree totally 
with the recommendation and believe that the recommendation shows a total 
lack of understanding by the consultants of co-operative taxation in Canada.  
Significantly more research and consultation is required before this 
recommendation is pursued further.  The comments also reflect the difficulties 
the sector faces in using consultants with significant expertise in Canadian 
taxation issues but without the historical knowledge of Canadian co-operatives 
and taxation. 
 

RECOMMENDATION – CCA  BELIEVES THAT FURTHER DISCUSSION WITH OUR MEMBERS 
AND MORE RESEARCH ON THE BROADER IMPLICATIONS OF THIS RECOMMENDATION ON 

THE ENTIRE CO-OPERATIVE AND CREDIT UNION SECTOR IS REQUIRED BEFORE WE CAN 
SUPPORT THIS RECOMMENDATION.   

 
DEFERRAL OF TAXATION ON PATRONAGE DIVIDENDS 
There was no consensus from CCA’s members on this recommendation that the 
current co-op taxation regime be amended so that the taxes on patronage 
dividends paid in shares at a federal level are deferred.  Some expressed concern 
that this recommendation could have a significant negative impact on liabilities 
and cash flow for co-operatives.  Others noted that credit unions and co-
operatives participating in Ontario’s Fair Tax Commission had observed – 
deferred taxation of patronage share allocations would not be universally 
beneficial.  A significant number of those consulted proposed further research 
and analysis on this recommendation.   
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On the second part of the recommendation – for changing the term “member” to 
“patron” in order to give co-ops flexibility to include non-members in the 
issuance of patronage dividends - unanimous reservations were expressed with a 
strong recommendation for greater study before proceeding. 
 

RECOMMENDATION – CCA  BELIEVES THAT FURTHER DISCUSSION WITH OUR MEMBERS 
AND MORE RESEARCH ON THE BROADER IMPLICATIONS OF THIS RECOMMENDATION ON 

THE ENTIRE CO-OPERATIVE AND CREDIT UNION SECTOR IS REQUIRED BEFORE WE CAN 
SUPPORT THIS RECOMMENDATION.   

 
CAPITAL TAX EXEMPTION EXTENDED TO ALL CO-OPERATIVES 
The February 2003 federal budget proposed to phase out the federal Large 
Corporations Tax (federal capital tax) over five years beginning in 2004, so this 
tax will be completely eliminated by 2008.  Furthermore, there is an earlier 
increased in the exemption threshold, from $10 million to $50 million for taxation 
years ending after 2003 which benefits large co-operatives and credit unions.  As 
a result, the goal of this recommendation will be achieved by 2008.  The co-
operative sector is pleased that their representations to government about the 
cost of this tax have been heard, and that the government is taking action over 
the next five years. 
 

RECOMMENDATION – CCA  RECOMMENDS THAT CCA  AND CCC SEND A LETTER 
THANKING THE FEDERAL GOVERNMENT FOR THEIR RESPONSE TO OUR REQUESTS FOR 

THIS CAPITAL TAXATION EXEMPTION. 
  
 
CO-OPS SHOULD HIGHLIGHT THEIR CONTRIBUTION TO CANADA  
There was universal agreement to this recommendation that co-operatives 
should continue to reinforce to government and the general public their 
contribution to the economic and social fabric of Canada.  As one member said, 
this recommendation is not new, and we need to talk more about co-ops and 
their contribution to communities across Canada.  We also need to disavow 
people of the notion that co-operatives are only rural.  Co-operatives are 
increasingly found in urban environments with Aboriginal, youth, new immigrants 
or seniors as members.  Canadians need to become more aware of that fact. 
 

RECOMMENDATION – CCA  RECOMMENDS THAT CCA  AND CCC WORK TOGETHER TO 
DEVELOP A COMMUNICATIONS STRATEGY TO RAISE AWARENESS OF THE IMPORTANT 
CONTRIBUTION CO-OPERATIVES MAKE TO THEIR COMMUNITIES ACROSS CANADA.  THE 

FEDERAL CO-OPERATIVE DEVELOPMENT INITIATIVE MAY PROVIDE THE UNIQUE 
OPPORTUNITY TO ADDRESS THIS PARTICULAR RECOMMENDATION OVER THE NEXT FIVE 
YEARS. 
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CONCLUSION 
The report on capitalization issues and challenges facing agricultural co-
operatives was overall well received.  A number of our members mentioned that 
the recommendations are not new, and certainly there was a strong sense that 
the co-operative sector needed to take the lead on a majority of the 
recommendations. 
 
CCA members were pleased to see that the recommendation for the extension of 
the capital tax exemption was announced in the federal 2003 budget.  However 
the other three recommendations on taxation were not supported unanimously 
and given the potential implications for the co-operative and credit union sector, 
were seen as requiring a broader review before CCA members could support it. 
 
CCA also felt that four of the recommendations in report were directed to the co-
operative sector and required CCA and CCC to take the lead in developing 
further. 
 
Five of the recommendations were supported, and CCA will ask the federal 
government to work in partnership with the co-operative sector to address them 
over the next year.  These include the recommendations on: 
 

1) Educating Canadian agricultural co-operatives on capitalization and 
financing alternatives 

2) Harmonization of provincial and federal co-operative legislation 
3) Working with FIMCLA during their review of programs  
4) Researching how to approach raising awareness of co-operatives amongst 

government departments managing funding programs 
5) Developing alternative funding mechanisms to provide capital for 

agricultural co-operatives 
 
The recent federal announcement of a $15 million Co-operative Development 
Initiative includes funding under a Research & Innovation program which may 
provide the opportunity to develop a number of these proposals further.  Other 
federal government programs such as CARD will also support the federal 
government and the co-operative sector taking quick action on a number of 
these recommendations over the next year. 
 
Finally, CCA thanks the CARD program and the Co-operative Secretariat within 
the Department of Agriculture and Agri-Food Canada for their support of 
research into capitalization issues and challenges.  CCA believes that the 
consultant’s have provided a clear set of steps that can be undertaken by the co-
operative sector in partnership with the federal government to address some – if 
not all – the challenges confronting agricultural co-operatives in Canada.  The 



 

Prepared by Karen Philp, Government Affairs & Polic, CCA 10  

capitalization challenges are great, and there is no magic that will remove them 
overnight.  The co-operative sector knows that these issues will take many years 
to address, and CCA believes this report provides realistic steps that can 
successfully address some of the issues. 
 
 


