L esson 9
Co-oper ative Society

Sofar you havelearnt about sole proprietorship, partnership and joint stock company as
different formsof business organisation. You must have noticed that besides many differ-
encesamong them in respect of their formation, operation, capital contribution aswell as
ligbilities, onecommon similarity isthat they all engagein businessactivitiesto earn profit.
Without profititisimpossiblefor themto surviveand grow. But thereare certain organisations
which undertake bus ness activitieswith the prime objective of providing servicetothe
members. Although someamount of profitisessentia to surviveinthe market, their main
intention isnot to generate profit and grow. They pool availableresourcesfrom the mem-
bers, utilisethe samein the best possible manner and the benefitsare shared by the mem-
bers. Let usknow more about them.

9.1 Objectives

After studying thislesson, you will beableto:
e explainthemeaning of co-operative society;
state the characteristics of aco-operative society;
describe the procedure of formation of aco-operative society;
identify different typesof co-operativesocieties,
discussthe advantages and disadvantages of aco-operative society; and

assessthe suitability of co—operative society form of business organisation.

9.2 M eaning of Co-oper ative Society

L et ustake one example. Suppose apoor villager hastwo cowsand getsten litresof milk.
After consumption by hisfamily everyday hefindsasurplusof fivelitersof milk. What can
he do with the surplus? He may want to sell the milk but may not find acustomer inthe




Business Studies

Objectives of Coopera-

tive Society

e Render servicerather
than making profit

e Mutual help instead
of competition

e Self helpinstead of
dependence
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village. Somebody may tell himto sell themilk inthe nearby town or city. Again hefindsit
difficult, ashe does not have money to go to thetown to sell milk. What should hedo?He
isfaced with aproblem. Do you have any solution for him?

Oneday that poor villager met alearner of NIOSwho had earlier read thislesson. The
learner told him, you see, you are not the only person facing this problem. Therearemany
othersinyour villageand alsoin the nearby villagewho faceasimilar problem. Why don’'t
you al sit together and find asolution to your common problem? Inthemorning you can
collect the surplusmilk at acommon place and send somebody to the nearby town to sell
it. Againintheevening, you can sit together and distribute the money according to your
contribution of milk. Of coursefirst you have to deduct all the expensesfrom the sale
proceeds.

That villager agreed to what thelearner said. Hetold everybody about thisnew ideaand
formed agroup of milk producersin hisvillage. By selling the milk inthe nearby townthey
wered| ableto earn money. After that they did not face any problem of finding amarket for
thesurplusmilk.

Thisprocesscontinued for along time. Oneday some body suggested that instead of sdlling
only milk why not produce other milk productslike ghee, butter, cheese, milk powder etc.
and sell theminthe market at abetter price? All of them agreed and did the same. They
produced quality milk productsand found avery good market for their productsnot only in
the nearby town but in the entire country.

Justthink it over. A poor villager, whowasnot ableto sdll fivelitresof milk inhisvillage, is
now selling milk and milk productsthroughout the nation. Heisnow enjoying agood life.
How did it happen? Who made it possible? Thisisthereward of a joint effort or co—
operation.

Theterm co-operation isderived from the Latin word co-operari, where the word co
means‘ with’ and operari means‘towork’ . Thus, co-operation meansworking together.
So those who want to work together with some common economic objectivecanforma
society whichistermed as* co-operative society” . Itisavoluntary association of persons
whowork together to promotetheir economicinterest. It worksontheprincipleof self-help
aswell asmutua help. Themain objectiveisto provide support to the members. Nobody
joins a cooperative society to earn profit. People come forward as a group, pool their
individual resources, utilisethemin the best possible manner, and derive some common
benefit out of it.

Intheabove example, al producersof milk of avillagejoined hands, collected the surplus
milk at acommon place and sold milk and milk productsin the market. Thiswaspossible
because of their joint effort. Individually it would not have been possible either to sell or
produceany milk product inthat village. They had formed aco-operative society for this
purpose.

Inasimilar way, the consumersof aparticular locality canjoin handsto provide goods of
their daily need and thus, form aco-operative society. Now they can buy goodsdirectly
from the producersand sell thoseto membersat acheaper price. Why istheprice cheaper?
Becausethey buy goodsdirectly from the producer and thereby themiddlemen’sprofitis
eliminated. Do you think it would have been possible on the part of asingle consumer to
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buy goodsdirectly from the producers? Of course, not.

In the sameway people can form other types of co-operative societiesaswell. Let us
know about them.

9.3 Typesof Co-oper ative Societies

Although all typesof cooperative societieswork onthe same principle, they differ with
regard to the nature of activitiesthey perform. Followingsaredifferent typesof co-opera
tive societiesthat exist in our country.

1. Consumers Co-operative Society: These societiesareformed to protect theinter-
est of general consumers by making consumer goodsavailableat areasonableprice.
They buy goodsdirectly from the producers or manufacturersand thereby eliminate
themiddlemen in the process of distribution. Kendriya Bhandar, ApnaBazar and
Sahkari Bhandar are examplesof consumers co-operative society.

2. Producers Co-operative Society: These societiesareformed to protect theinter-
est of small producersby making availableitemsof their need for production likeraw
materials, toolsand equipments, machinery, etc. Handloom societieslike APPCO,
Bayanika, HaryanaHandloom, etc., are examplesof producers’ co-operative soci-
ety.

3. Co-operativeMarketing Society: These societiesareformed by small producers
and manufacturerswho findit difficult to sall their productsindividually. The society
collectsthe productsfrom theindividua membersand takestheresponsbility of sall-
ing those productsin the market. Gujarat Co-operative Milk Marketing Federation
that sellsAMUL milk productsisan example of marketing co-operative society.

4. Co-operativeCredit Society: These societiesareformed to providefinancial sup-
port to the members. The society accepts depositsfrom membersand grantsthem
loans at reasonablerates of interest intimesof need. Village Service Co-operative
Society and Urban Cooperative Banks are examples of co-operative credit society.

5. Co-operative Farming Society: These societies are formed by small farmersto
work jointly and thereby enjoy the benefitsof large-scalefarming. Lift-irrigation co-
operative societies and pani-panchayats are some of the examplesof co-operative
farming society.

6. Housing Co-operative Society: These societiesareformed to provideresidentia
housesto members. They purchaseland, devel op it and construct housesor flatsand
allot the sameto members. Some societiesa so provideloansat low rate of interest to
membersto construct their own houses. The Employees Housing Societiesand Met-
ropolitan Housing Co-operative Society are examplesof housing co-operative soci-
ety.

Intext Questions 9.1

Fill intheblankswith suitableword(s) inthefollowing statements:
(i) A co-operativesociety worksontheprinciple of self-help aswell as

(i)  Through housing co-operative societies members may get at low ratesof
interest to construct their own houses.

95




Business Studies

96

(ii)
i)

)

Small producerswho find it difficult to sell their productsindividually may form
co-operative society to sell their produce.

Consumers’ co-operative societieshelpto eliminate inthe processof dis-
tribution of goods.

Pani-panchayats and lift-irrigation co-operative soci eties are exampl e of co-
operative society.

9.4 Characteristicsof Co-oper ative Society

A co-operativesociety isaspecid typeof businessorganisation different from other forms
of organsation you havelearnt earlier. Let usdiscussitscharacteristics.

Open member ship: Themembership of aCo-operative Society isopento dl those
who haveacommon interest. A minimum of ten membersarerequired toformaco-
operative society. The Co—operative societies Act does not specify the maximum
number of membersfor any co-operative society. However, after theformation of the
society, themember may specify the maximum number of members.

Voluntary Association: Membersjointhe co-operative society voluntarily, that is,
by choice. A member canjointhe society asand when helikes, continuefor aslong as
helikes, and leavethesociety at will.

Statecontrol: To protect theinterest of members, co-operative societiesare placed
under state control through registration. While getting registered, asociety hasto sub-
mit details about the membersand the businessit isto undertake. It hasto maintain
books of accounts, which areto be audited by government auditors.

Sour ces of Finance: In a co-operative society capital is contributed by all the
members.However, it can easily raiseloansand secure grantsfrom government after
itsregidration.

Democr atic M anagement: Co-operative societiesare managed on democraticlines.
The society ismanaged by agroup known as“Board of Directors’. Themembersof
theboard of directorsarethe el ected representatives of the society. Each member has
asinglevote, irrespective of thenumber of sharesheld. For example, inavillagecredit
society the small farmer having one share hasequal voting right asthat of alandlord
having 20 shares.

Servicemotive: Co-operativesare not formed to maximise profit like other forms of
business organisation. The main purpose of aCo-operative Society isto provide ser-
vicetoitsmembers. For example, inaConsumer Co-operative Store, goodsaresold
to itsmembers at areasonable price by retaining asmall margin of profit. It also
providesbetter quality goodsto itsmembersand the genera public.

SeparatelL egal Entity: A Co-operative Society isregistered under the Co-opera-
tive SocietiesAct. After registration asociety becomesaseparatelegal entity, with
limited liability of itsmembers. Death, insolvency or lunacy of amember doesnot
affect the existence of asociety. It can enter into agreementswith others and can
purchaseor sell propertiesinitsown name.
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Vi.

Vii.

Digtribution of Sur plus. Every co-operative society inadditionto providing services
toitsmembers, a so generates some profit while conducting business. Profitsare not
earned at the cost of itsmembers. Profit generated isdistributed to itsmembersnot on
the basi s of the sharesheld by the members (like the company form of business), but
onthebasisof members participationinthebusinessof the society. For example,ina
consumer co-operative storeonly asmall part of the profit isdistributed to members
asdividend on their shares;, amajor part of the profit is paid as purchase bonusto
membersonthebasisof goods purchased by each member from the society.

Self-help through mutual cooper ation: Co-operative Societiesthriveonthe prin-
cipleof mutual help. They arethe organisationsof financialy weaker sectionsof soci-
ety. Co-operative Societies convert the weakness of membersinto strength by adopt-
ing theprincipleof saf-help through mutua co-operation. Itisonly by workingjointly
ontheprincipleof “Eachfor al and al for each”, thememberscan fight exploitation
and secureaplacein society.

Intext Questions 9.2

Fill inthe blankswith suitableword (s) relating to co-operative societies.

0)

A co-operativesociety isa association of individualswho cometogether to
achievecommon objectives.

Their motiveisto provide tothemembers.
They haveaseparate fromthemembers.
The books of accounts of the society are audited by auditors.

Profit is shared amongst members on the basis of member’s inthe
businessof thesociety.

9.5 For mation of a Co-oper ative Society

A Co-operative Soci ety can beformed as per the provisionsof the Co-operative Societies
Act, 1912. At least ten persons having the capacity to enter into acontract with common
economic objectives, likefarming, weaving, consuming, etc. can form aCo-operative So-
ciety. A joint application along with the bye-laws of the society containing the detail sabout
the society and itsmembers, hasto be submitted to the Registrar of Co-operative Societies
of theconcerned state. After scrutiny of theappliation and thebye-aws, theregistrar issues
aCertificate of Regigtration.

Requirementsfor Registration:

1.
2.

Applicationwiththesignatureof al members

Bye-lawsof thesociety containing:

(@ Name, addressand aimsand objectives of the society;
(b)  Names, addressesand occupations of members;

(©)  Modeof admitting new members;

(d) Sharecapital anditsdivison.
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9.6 Advantages of Co-oper ative Society

A Co-operativeformof businessorganisation hasthefollowing advantages.

Vi.

Vii.

Easy Formation: Formation of aco-operative society isvery easy comparedtoa
joint stock company. Any ten adults can voluntarily form an association and get it
registered with the Registrar of Co-operative Societies.

Open M ember ship: Personshaving common interest can form aco-operative soci-
ety. Any competent person can become amember at any time he/shelikesand can
leavethesociety at will.

Demaocratic Control: A co-operative society iscontrolled inademocratic manner.
Thememberscast their voteto elect their representativesto form acommittee that
looks after the day-to-day administration. Thiscommitteeisaccountableto all the
membersof the society.

Limited Liability: Theliability of membersof aco-operativesociety is limitedtothe
extent of capital contributed by them. Unlike sole proprietors and partnersthe per-
sonal properties of members of the co-operative societiesare freefrom any kind of
risk because of businessliabilities.

Elimination of Middlemen’sProfit: Through co-operativesthe membersor con-
sumerscontrol their own suppliesand thus, middiemen’sprofitiseliminated.

State Assistance: Both Central and State governments provideall kindsof help to
the societies. Such help may be provided intheform of capital contribution, loansat
low rates of interest, exemptionintax, subsidiesin repayment of loans, etc.

StableLife: A co-operative society hasafairly stablelifeand it continuesto exist for
along period of time. Itsexistenceisnot affected by the death, insolvency, lunacy or
resignation of any of itsmembers.

Intext Questions 9.3

State whether thefollowing statements about co-operative societiesaretrueor false:

0)
(i)
(i)

)
)

Any competent person can become amember of asociety, at anytime.
Theliability of themembersisunlimited.

Thegovernment encourages and supportstheformation of co-operative societiesby
providing subsidiesand exemptions.

It canexist for long dueto alega entity separatefromitsmembers.

The society ismanaged by one person only.

9.7 Limitationsof Co—oper ative Society

Besdesthe above advantages, the co-operativeform of business organisation also suffers
fromvariouslimitations. Let uslearntheselimitations.
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Limited Capital: Theamount of capital that acooperative society canraisefromits
member isvery limited becausethe membershipisgenerally confined to aparticular
section of the society. Again dueto low rate of return the membersdo not invest
more capita . Government’ sass stanceis often inadequate for most of the co-opera-
tivesocieties.

Problemsin Management: Generaly it isseenthat co-operative societiesdo not
function efficiently dueto lack of manageria talent. Themembersor their elected
representatives are not experienced enough to manage the society. Again, because of
limited capital they arenot ableto get the benefitsof professional management.

L ack of Motivation: Every co-operative society isformed to render servicetoits
membersrather than to earn profit. Thisdoesnot provide enough motivationto the
membersto put intheir best effort and managethe society efficiently.

L ack of Co-oper ation: The co-operative societies are formed with theidea of mu-
tual co-operation. But it isoften seen that thereisalot of friction between the mem-
bersbecause of personality differences, ego clash, etc. The selfish attitude of mem-
bersmay sometimesbring an end to the society.

Dependenceon Gover nment: Theinadequacy of capital and variousother limita-
tions make cooperative soci eti es dependant on the government for support and pa-
tronageintermsof grants, loanssubsidies, etc. Dueto this, the government some-
timesdirectly interferesin the management of thesociety and also audit their annual
accounts.

L et usnow sum up—

Advantages

Disadvantages

e Easyformation

e Openmembership
e Democratic Control
e LimitedLiability

Profit
e State Assistance
e StableLife

e Elimination of Middleman's

Limited Capital

Problemsin Management
Lack of Mativation

Lack of Cooperation
Dependence on Government

9.8 Suitability of Co-operative Societies

You havelearnt that the main objective of co-operativeform of businessorganisationisto
provide servicerather thanto earn profit. The co-operative society is theonly dternativeto

protect the weaker sections of the society and to promote the economic interest of the

people. In certain Stuationswhenitisnot possibleto achievethetarget by individual effort,
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IFFCO: Indian Farmers
and Fertilisers
Co-operativeLtd.
KRIBHCO: Krishak
Bharati Co-operatives.
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collectiveeffort intheform of aco-operative society ispreferred. Housing co-operatives,
Marketing co-operatives, tc., areformed to achieve the common economic objectives of
themembers. Generaly co-operative society issuitablefor smal and medium sizebusiness
operation. However, large scale co-operative societies like |[FFCO, KRIBHCO etc. are
adsofoundinindia

Intext Questions 9.4

Fill intheblankswith suitableword (s) :

0]

The co-operative society suffersdueto limited capacity of membersto contribute

Co-operative Societiesareformedto provide servicerather than maximizing

(i)

(i)  Professiona managersdo not prefer to work in co-operative societiesbecause they
do not get adequate :

(iv) Largeco-operative societieslike KRIBHCO and IFFCO servethewhole .

(v)  Theremay berigidity in coopestive societiesdueto excessive control and regulation
by

9.9 What You Havel earnt

e A co-operativesociety isavoluntary association of individual shaving common needs
who join handsfor the achievement of common economicinterest. ltsamistoserve
theinterest of the poorer sectionsof society through mutual help.

° Membership of co-operative societiesisvoluntary and opento all. It isdemocrati-
cally managed and it hasaseparatelegal existence. Themain motiveisto provide
servicetothemembers. It worksontheprincipleof self help through mutua coop-
eration of members.

° A co-operative society can beformed under the Co-operative SocietiesAct, 1912,
withaminimum of tenmembers. For regigtration, an applicationaongwithbye-laws
of the society hasto be submitted to the Registrar of Co-operative Societies.

° Co-operative societiesmay beclassified asfollows:

1) Consumers co-operativesociety - formedto eliminatetherole of middlemen
and supply high quality goodsand servicesat reasonabl e price to consumers.

2) Producers co-operative society - formed to help producersto procure raw
materid, tools, equipment etc.

3) Co-operative marketing society - formed to ensure afavourable market for
small producersto sell the output and get agood return on sale.

4) Co-operative credit society - formed to provide financial help to members
through loansat low interest rates. They encourage saving habit among mem-
bers.
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5) Co-operativefarming society - formed to achieve economies of large scale
farming and maximization of agricultura outpuit.

6) Housng co-operative society- formed to provideresdential housesto mem-
bersby congtructing them or providing loansto membersto construct their own
houses.

Co-operative societiesare easy to form and have astablelife. Membershipisopen
toal and membershavelimitedliability. Thereisdemocratic management based on
‘one-man, onevote' . Thesocietieshave stablelife and they enjoy government pa-
tronage.

They suffer from insufficient capital, problemsin management and conflict among
members. Thereislack of motivationin membersdueto absence of direct reward
forindividual effort. Excessive government regulation and control may also pose
problemsfor them.

Co-operative societies are suitablein protecting exploitation of weaker sections of
society and promoting their economicinterest. Itisideal where servicemotive, and
not profit, isthe priority.

9.10 Terminal Exercise

1.

2
3.
4

What isthe meaning of * Co-operative society'?

What arethe activitiesundertaken by ahousing co-operative society?

What ismeant by democratic management of co-operative societies?

Givetwo exampleseach of consumers’ co-operative societiesand producers’ co-
operativesocieties.

What ismeant by marketing co-operative society?

What informati on and documentshaveto be submitted to the Registrar at thetime of
registration of aco-operative society?

State thefunctions of co-operative credit societies. Statethetypesof co-operative
credit societies, giving oneexampleeach.

Givethedifference between * Producers co-operative society’ and ‘ Marketing co-
operativesociety’.

What are the causes of conflict and lack of motivation among members of aco-
operative society?

9.11Key toIntext Questions

9.1 (i) mutua help, (ii) loans, (iii) Marketing, (iv) middiemen, (v) Farmers
9.2 (i) Voluntary, economic, (i) Service, (iii) Legd entity, (iv) Government
(V) Participation

9.3 (i) True, (ii) Fase, (iii) True, (iv) True, (v) False
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9.4 (i) Capitd, (ii) Profit, (iii) Remuneration, (iv) Nation, (v) Government

(Activity For You )

Isthere any co-operative society inyour locality? If yes, thenvisit theofficeand find out:
(@  Whatisthepurposeof thesociety?
(b)  Whoarethemembersof the society?
() Whataretheactivitiesof thesociety?
(d) Doesthesociety faceany problemsinitsoperations?
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