








A cooperative’s objective per se is for its members to «satisfy their common
economic, social, and cultural needs and hopes», and not the distribution of

dividends or other types of benefits as in the IASB’s «<mutual funds entity», although a
cooperative, through its business function, needs to be as competitive as possible in the
market’s economy.

With respect to the business’s governance and control, a cooperative is «jointly owned
and is democratically managed». These concepts connect to the second cooperative
principle («democratic management on the members’ part») which stipulates that
«cooperatives are organizations that are democratically managed by their

members» who have «equal voting rights (one member, one vote)», despite the
amount of the different members’ financial commitments.

If a cooperative were mainly managed focused on the distribution of dividends or other
types of benefits as it is supposed that the “mutual funds entities” are, it would not be
coherent with the global standardized principle and practice of «one member, one
vote», a system that is its fundamental manner of operations (which is also shared with
the mutual funds entities) that is not mentioned in the IAS Board’s concept of «mutual

e Iltity» .

With respect to the re-distribution of any surplus, in the present discussion the most
important item is the fourth cooperative principle («the economic participation of
the members») which stipulates that “the members contribute on a equal basis to
their cooperative’s capital and they manage it democratically”, part of this capital is
the «cooperative’s common property», and that «the members receive a limited
compensation, if there is any, on their subscribed capital as a condition to be a
member» (the under-lining is added). The normal practice is equivalent to bank interest
in order to avoid the shares’ depreciation, which otherwise remain at their nominal
value. On the assignation of any surplus, «the members assign any surplus for all or
any of the following purposes: the cooperative’s development, possibly by means
of establishing reserves of which at least one part would not be assignable; to
benefit the members in proportion to their transactions with the cooperative;
and support for other activities approved by the members» (the under-lining 1s
added).

As we can see, the assignment of any surplus to “benefit the members «in proportion to

their transactions with the cooperative, is the only part of the entire declaration on
the identity of a cooperative that appears to be included in the definition of a «mutual
funds entity», and which fundamentally differs from the Draft that was Presented
because: Under the concept of “mutual funds entity” the benefits seem to be the owners’
inherent right and not submitted to any particular limit, as in any conventional
company, while in a cooperative the assignation of any surplus to the members is only a
possibility that is defined by the cooperative itself through its general assembly, and it is
always limited;



In a cooperative assignation of dividends 1s not a “gain” or a “profit”, as is described
under the concept of “mutual funds entity”, but just an adjustment destined to
compensate the members for what they paid in excess or did not receive in their
transactions with the cooperative. That is why the members of the cooperative usually
have to pay taxes on these dividends as individuals, not the cooperative.

If dividends are distributed, it is only on part of the surplus, the most substantial part of
which are normally destined to reserves, to developing the cooperative, or other
heneficial activities for the community in general (in terms of social inclusion,
education, health, fight against poverty, etc.) Especially, when the cooperative also
provides goods or services to third parties who are not members; the surplus from said
activities is often destined to indivisible reserves or educational activities. On the other
hand, the “mutual funds entity” that has been conceived by the IAS Board seems to
assign the profits exclusively to the capital’'s owners.

Distributing dividends is not part of a cooperative’s objective, which are expressed in
the definition of a cooperative (“to satisfy common economic, social, and cultural

needs and hopes”). In fact, if the owners are also the users (a more appropriate term
that the more commercial “clients” used in the Draft that was Presented to define an
“mutual funds entity”), it is hard to understand why a cooperative’s objective would be
to generate profits on its own transactions with itself to then later re-distribute them
amongst themselves. Members do not join a cooperative to make profitable gains from
dividends, because if that were so, they could make other investments that would be
specifically oriented towards this end, such as acquiring shares in a conventional
company with the idea of making a profit.

On the other hand, the main motivation of the members for joining a cooperative 1s to
obtain, along with the other members, the satisfaction of a specific need, according to
the type of cooperative, such as creating sustainable jobs, build one’s own house, have
access to credit, ensure access to quality food at a reasonable cost, access to electricity in
rural and marginal areas, ensure fair income for the individual farmers through jointly

selling their products, etc.

+ With respect to JASB’s consideration that “members’interest in an entity generally
include the right to a part in the mutual funds entity’s net assets in case it is
liquidated or converted”, it is obvious that this cannot be the case in many parts of the
world (for example, an important part of the countries in the EU, Latin America, India,
Africa, etc.) where part of the surplus is assigned to reserves that cannot be assigned,
including in the case of its liquidation or conversion. Even in the countries where this 1s
not the case, we generally do not see any substantial liquidations or conversions of
cooperatives which, again, shows that cooperatives are not driven by speculative gains,

but by another objective.



» It is important to add that, based on the above-mentioned characteristics the emerging
framework of global policies on cooperatives is clearly based on the universally accepted
Declaration of Cooperative Identity. ILO’s Recommendation 193/2002 on Promoting
Cooperatives formulates the entire framework of policies on the global level. ILO has

also declared that “Cooperatives have proven to be a key organizational way to
build new models to fight social exclusion and poverty. Cooperatives’ members
learn from each other, they innovate together and, upon increasing their control
over their means of sustenance, they strengthen the sense of dignity destroyed by
the experience of poverty ".

Justification of the Different Treatment

+ TASB affirms that "just the attributes of mutual funds entittes were not sufficient to
justify a different accounting treatment from the one granted to other entities”, which is
also developed in BC 180-183. As we have seen, Cooperativa Jesus Nazareno Ltda.
would like to remind the TASB that there are fundamental characteristics that
differentiate mutual funds companies and cooperatives from capital compames and,
thercfore, the objective of this declaration.

+ A mutual funds entity or a cooperative business is collectively “controlled” by its
members insofar as the latter (or their delegates) elect their executive directors in the
general assembly according to the principle of “one person, one vote” and not according
to the number of shares or any other voting system.

« With respect to BC 180 a, mutual funds entities and cooperatives not only provide
their members with financial advantages, but above all, with non-financial advantages
(for example, relevant actions for the local community and social and economical

development, responses to poverty and exclusion; etc.).

2) The acquisition and resulting control under a headquarters-subsidiary relationship

that is applied to cooperatives.

The new definition of business combinations given in IFRS 3 is based on the premise of
an entity that takes or maintains control of another. This consequently leads to, in each
merger, the type of acquisition that must be applied and, consequently, in each case,
someone must be identified as having acquired [the business].

According to the new definition that emerges from the Draft that is being presented,
“the purchasing method has become the “acquisition method” for covering intangible
assets. IASB considers the clients’ relationship as an intangible resource and declares
that the “mutual funds entities” are formed by members who, in turn, are clients and
owners. In fact, the main difference between “mutual funds entities” and conventional
companies, according to the IAS Board, is that the owners are too client. The new
project clearly establishes that the relationship after the acquisition will be a
commanding one, in other words, headquarters to subsidiary. A new paragraph in the



IFRS3 is even proposing how to establish the date of a hostile takeover as an acquisition.
Although the “mutual funds entities” are not mentioned in this particular paragraph, it
also seems to apply to them, especially if we take into account the following sentence:
"For example, an entity that acquires a cooperative entity must consider the

discount value of its members when determining its fair value” 5. "An entity”
means any entity. It seems that any type of entity that acquires a cooperative, including
its members as client relationships, event through a hostile takeover.

It is not clear if in a “mutual funds entity” the members’ interests are considered to be
transferable or not: on the one hand, IASB declares that generally "the members’

interest in a mutual funds entity are not transferable; on the other, the members’
interests are pictured as transferable in an “example” of the assets to be calculated as part

of the "fair value of the transferred payment in exchange for the acquirers’

interest in the acquired [entity}"s.

Cooperative membership is nominal as it is an association of people and not capital, and
each person is free to join and leave a cooperative. In this sense, the cooperative’s
members “shares” cannot be sold as client relationships. Even when a cooperative
“acquires” another as IASB proposes, the cooperatives are open to all, and the oldest
members of the company that is bought can immediately join the cooperative of the
acquirer as new members and have the same contro! in the acquired company as they
had before (one person — one vote). In the best of the cases, this operation would be
useless: in the worst of the cases, it could open the door to internal and external

manipulation.

In any case a cooperative, as an association of people, cannot be sold as such because
that would mean selling people: certainly, the members cannot be sold as people. Only
‘1 the case of non-members could the commercial relationships be considered in the
concept of intangible assets. In order to sell its company, a cooperative must first stop
existing as an association of people by the sovereign and democratic decision of its
general assembly. Only after its necessary conversion into a conventional company can
the business be sold. In this phase, what is being sold is not the cooperative (which no
longer exists) but a company that is purely conventional. That explains why
cooperatives cannot be included in the IFRS3’s scope.

With respect to becoming a subsidiary, this is not possible for a cooperative as the same
must be democratically controlled by its sovereignty through one person — one vote in
its general assembly. Otherwise, it simply 1s not a cooperative.

It can, however, be the object of a merger between peers or sell its business after its
termination as a cooperative and conversion [into a conventional company]. It can also
enter into network relationships as a peer, partner, etc, but it must always remain
clearly autonomous as its acknowledged global definition establishes.



With respect to the acquirer’s identification in a merger between two cooperatives, and
bearing in mind the previous paragraph, in some cases it could still be possible to
identify an acquirer. But in many mergers this will probably not be the case.

There are many true mergess in the particular sense that no definite control is exercised
by one entity over the other. The owners are the same before and after the combination
and they remain with the same powers and control of the joint combination. This, as
the global definition of a cooperative clearly establishes, is closer to the idea of a joint
venture. As we all know, joint ventures have a work group that has not yet issued its
conclusions and to date are excluded from the IFRS3’s scope. Until a more appropriate
accounting treatment is found for cooperatives and mutual funds entities, any grouping
of interests must continue to be used in the case of these true mergers.

3) The use of fair value in accounting for the “business combinations” between “mutual
funds entities’.

So far the accounting book value has been the most widely used accounting value
between cooperatives because book values are based on historical figures, while fair
values are based on future hypotheses and are useful for external investors, which is not

relevant for the cooperatives.

Moreover, in the document, the IAS Board uses “fair value” to cover a tange of
measurements which result in a diversity of methods that will not lead to comparison or
standardization. This, per se, is a weak point of the Draft and, consequently, is worthy of
concern. The several types of measurements that are proposed all have a speculative
focus that is not functional with respect to a cooperative’s needs. As the cooperatives
shares are not transferable, and given that the members are not locking for maximum
profits, carrying out an exercise of fair value is not significant. And since almost all the
cooperatives in the world are not listed on the stock market, the information 1s basically
for the members, not for external agents such as stock market investors and analysts.

In several cases the historical cost could well give a reasonable approximation of the
salable net value. A formal re-evaluation of the salable net value would then only be
necessary when the governing council of a cooperative had any justification for
believing that the material historical cost sub-estimates the value of the cooperative’s

dassets.

Finally, the value of the membership in a mutual funds entity or cooperative includes
financial advantages as well as non-financial advantages. Therefore, the idea of a fair
value, which makes sense for investors, does not seem to adapt to cooperatives and
mutual funds entities. Cooperative accounting must, amongst other items, take into
account the different components of the memberships’ value.

3) Proposal for IAS’s Board



Cooperativa Jestis Nazareno Ltda. requests the definite exclusion of cooperatives and
mutual funds entities from the IFRS3 (since a general, broad agreement already exists
within the cooperative movement, as has been seen in last year’s consultation) and,
rather, the use of pooling interests method; the technical arguments can be found in last
year’s communications and in section 2 of this document. Moreover, after last year’s
request for exclusion by 78.8% of all the respondents, due process must be respected.

The Cooperative System strongly emphasizes that, all over the world in general, the
functioning and configuration of cooperatives and mutual funds entities do not
correspond to the concept of “mutual funds entities” that are described throughout the
draft presented for consultation, or with the broader concepts of “profit earning entities”
that exclusively include conventional companies and “mutual funds entities”, and
therefore, it requires that the internationally agreed upon distinctive characteristics of
cooperatives and mutual funds entities be clearly acknowledged.

Cooperativa Jesis Nazareno Ltda. under-lines the fact that the lack of technical
knowledge and the need to think again about a different accounting category for
cooperatives that is appropriate for their nature, function, mission, and distinctive
manner of operations which are described in the ILO’s Recommendation 193. This
category could be in common with the mutual funds entities with the condition that the
differences between the two models be explicitly clarified and as long as this common
category be clearly different from the present concept of “mutual funds entity’.
Specifically, given that the concept of control is becoming a main issue in the IAS
Board’s standards, the permanent practice of joint property plus the democratic control
that the cooperatives and mutual funds entities have (which would mean common
control) must in the future become a main element in the distinctive accounting
treatment for this type of businesses. The accounting value must be maintained in
general, and in order to treat any possible needs for re-valuing their equity, specific
methods (such as calculating a “salable net value”) would be developed. Cooperativa
Jestis Nazareno Ltda.  proposes the creation of a specialized work group with the
participation of accounting experts from cooperatives and mutual funds entities from all
over the world.

Sincerely yours,

Miguel Cirbian Gutierrez Bergman Balcazar Jiménez
President, Administrative Council Secretary



