










Comments of the CDD and on behalf ofTFC 

through its general assembly, and in any case is always 
limited. 

• The allocation of dividends in a cooperative is not a "gain" or a 
"profit" as described under the "mutual entity" concept, but 
only an adjustment aimed to compensate the members for 
what they paid in excess or received less in their transactions 
with the cooperative. It is for this reason that those dividends 
are generally taxed to the cooperative members as individuals, 
not to the cooperative. 

• If dividends are distributed, it is only on part of the surpluses, 
the most substantial part of which is usually destined to 
reserves, the development of the cooperative, or other activities 
beneficial to the community at large for social inclusion, 
education, health and the fight against poverty. When the 
cooperative provides goods or services to third parties that are 
not members, the surplus of such activities is often destined 
to indivisible reserves or educational activities. In turn, the 
IASB's "mutual entity" appears to allocate profit exclusively to 
the capital owners, contrary to the cooperative International 
standards discussed above. Using the example of Tanzania, a 
cooperative, through members' general assembly, allocate any 
surplus in the following order:-

4. Statutory reserve Fund (20%) 
4. Bad and doubtful debts provision account for those 

societies giving out loans or credit (15%). 
4. Share transfer Fund (15%) 
4. The remainder of annual net balances may be disposed of 

as decided by general meetings for:-
Ci7" Payment of dividend or share income 
Ci7" Recapitalization of member shares 
Ci7" Contribution to a development fund 
Ci7" Contribution to any charitable, education, medical or 

any other purpose in accordance with the Cooperative 
Law, Rules and By-Laws in place. 

The example of Tanzania demonstrates that distribution of 
dividends is but a minor component of how a cooperative surplus is 
disposed off. Indeed this is within the confines of the whole motto of 
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a cooperative which is "to meet members' common economic, social 
and cultural needs and aspirations". 

Also since cooperative owners are the users of their services (a more 
appropriate term than the more commercial term of "customers" 
used in the Exposure Draft to define "mutual entity" members), it is 
not difficult to comprehend why cooperative member's main 
objective is not to generate lucrative profits on their own 
transactions and then redistribute such profits among themselves 
later. What CDD&TFC are restating here is that cooperative 
members do not join a cooperative in order to make lucrative profit 
out of their own dividends, rather the main motivation of members 
in joining a cooperative is to obtain, together with other members, 
the satisfaction of a specific need, according to the type of 
cooperative, such as, interalia, creating sustainable employment, 
building their own housing, accessing credit, ensuring access to 
food of quality at the most reasonable cost, accessing electricity in 
marginalized and rural areas, and ensuring a fairer income to 
individual farmers through joint commercialization of their 
products. 

The lASB considers that "interests of members of a mutual entity 
usually include a right to share in the net assets of the mutual entity 
in the event of its liquidation or conversiorr', it is obvious that this 
cannot be the case in the many countries of the world (including 
Tanzania) where part of the surpluses are allocated to reserves that 
are indivisible even in case of liquidation or conversion. Even in the 
countries where the legislation does not include such provision, we 
usually do not observe substantial liquidations or conversions of 
cooperatives, which, again, shows that cooperatives are not driven 
by lucrative profit but by other intentions. 

From the foregoing it is important to add that, on the basis of the 
above-mentioned characteristics, the emerging global policy 
framework around cooperatives is clearly based on that 
universally accepted Statement on Co-operative Identity. lLO 
Recommendation 193/2002 on the Promotion of Cooperatives 
formulates a whole policy framework at the world level. The lLO has 
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also stated that "" Co-operatives have proved to be a key 
organizational form in building new models to combat social 
exclusion and poverty. A cooperative member learn from each other, 
innovate together, and by increasing control over their livelihoods 
build up the sense of dignity the experience of poverty destroys ''2 . 

The IASB affirms that "the unique attributes of mutual entities were 
not sufficient to justify an accounting treatment different from that 
provided for other entities", developed also in BC 180 - 183. As 
already stated above CDD&TFC would like to remind the IASB that 
there are fundamental characteristics which distinguish mutual 
and cooperative societies from capital companies and thus objects 
to this statement. 

A mutual or a cooperative society is "controlled" collectively by its 
members insofar as the latter (or their delegates) elect its executive 
directors at the general assembly according to the "one person, one 
vote" principle, not according to the amount of shares or any other 
voting system. 

In view of the foregoing, CDD&TFC reaffirm that cooperatives have a 
justification to be treated differently in international accounting and 
reporting standards. 

2.2 Acquisition and resulting control under a relationship of 
mother-subsidiary applied to cooperatives. 

The new definition of business combinations given in IFRS 3 relies 
on the premise that an entity takes over or holds the control of 
another one. This entails that for every merger, the acquisition 
method should be applied and that, consequently, an acquirer 
should in each case be identified. 

According to the new definition that emerges in the Exposure Draft, 
the "purchase method" has become the "acquisition method" in 
order to cover intangible assets. The IASB considers customer 
relationships as intangible assets, and declares that "mutual 
entities" are composed of members who are both customers and 
owners". Indeed the main difference between "mutual entities" and 
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conventional businesses, according to the lAS Board, is that the 
owners are also customers (a commercial relationship with a 
different meaning from "users"). According to the lAS Board, the 
owners of a "mutual entity" will supposedly either seek the payment 
of dividends (as a fixed-term investor in any conventional business 
would want) or a reduction of the cost of what they buy (as any 
customer would like) or both. 

The new draft clearly states that the relationship after acquisition is 
one of control, namely of the parent to subsidiary. A new paragraph 
to IFRS3 is even being proposed on how to settle the acquisition 
date of a hostile takeover. Although "mutual entities" are not 
m entioned in this particular paragraph, it appears to apply to them 
as well, especially when we take into account the following 
sentence: "For example, an entity acquiring a co-operative entity 
should consider the value of the member discounts in its 
determination of fair value". It seems that any type of entity 
acquiring a coopera tive including its members as customer 
rela tionships, even through a hostile takeover. 

It is not clear whether the members' interests in a "mutual entity" 
are considered to be transferable or not: on the one hand, the IASB 
states that "interests of members of a mutual entity generally are 
not transferable; on the other hand, members' interests are 
potrayed as transferable in an "example" of assets to be calculated 
as part of the "the fair value of the consideration transferred in 
exchange for the acquirer's interest in the acquiree". 

Being an association of persons and not of capital, cooperative 
membership is nominal, and each person is free to join and to leave 
the cooperative. In this sense; cooperative members' shares 
cannot be sold as customers' relationships. Even if one 
cooperative "acquired" another one a s proposed by the IASB, 
cooperatives are open to all, and the old members of the acquired 
business could immediately join the acquirer cooperative as new 
members and have the same control of the acquirer as they had of 
the acquired one (due to the principle of one person- one vote). At 
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best, this operation may be useless; at worst it may open the door 
to inside and outside manipulation. 

In any case, a cooperative being an association of persons cannot 
be sold as such, because this would mean selling persons: 
certainly, the members as persons cannot be sold. Only in the case 
of non-members business relationships could there be a conception 
of intangible assets. To sell its business, a cooperative must be 
first terminated as an association of persons by the democratic 
sovereign decision of its general assembly. Only after its 
necessary conversion into a capital company, the business can be 
sold. At this stage, what is being sold is not the cooperative (which 
exists no more) but a conventional capital company. This is why 
cooperatives cannot be included in the scope of IFRS3. 

Concerning becoming a subsidiary, this is not possible for a 
cooperative, as must be democratically controlled in a sovereign 
manner through the one-person-one-vote in its general assembly. 
Otherwise, it is simply not a cooperative. It may however, be 
merged in a merger of equals or its business sold after its 
termination and conversion. It may also enter into network 
relationships as a peer, partner, etc. but must always remain 
autonomous as its recognized worldwide definition clearly 
establishes. 

Regarding the identification of the acquirer in a merger among two 
cooperatives, and taking into account the above paragraph, it could 
still be possible in some cases to identify an acquirer. But in many 
mergers this shall probably not be the case. There are many true 
mergers in particular in the sense that no definitive control is 
exerted by one entity over another. Owners are the same before and 
after the combination and they remain with equal powers and 
control of the combined venture. This, as the cooperative world 
definition clearly states, is closer to the idea of a joint venture. As 
we all know, joint ventures have a working group that has not yet 
issued conclusions and so far they are excluded from the scope of 
IFRS3. Until a more appropriate accounting treatment may be 
found for cooperatives and mutuals, the pooling of interest should 
continue to be used in the case of these true mergers. 
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2.3 The utilization of fair value in accounting "business 
combinations" between" mutual entities" 

The book value has so far been the most widespread type of 
accounting value among cooperatives because book value it is 
based on historical figures, while fair value is based on future 
hypotheses (speculation) and is useful to external investors, and 
consequently irrelevant for cooperatives. 

Furthermore, the lAS Board in the document uses 'fair value' to 
cover a range of measurements, resulting in a diversity of methods 
which shall result in neither comparability nor standardization. In 
itself, this is a weak point of the draft, and therefore one worthy of 
concern. The various types of measurement proposed all have in 
common a speculative approach which is not functional or useful to 
cooperative needs. 

Those approaches include the "income approach" (discounting 
future cash flows) which is n either verifiable nor objective, and 
involves speculation about future amounts, speculation about their 
timing, and speculation about the rate at which to discount them; 
the cost approach which is also concerned with speculation or 
expectations about the future - what it might cost to acquire a 
substitute asset of "comparable utility" after speculating further 
about its obsolescence; and the fair value to be estimated "with 
significant entity inputs", reportedly one of the reasons why Enron's 
financial reports proved to be so unreliable. 

It needs to be emphasized here that cooperative shares are not 
transferable, and since members are not looking for the maximum 
possible profit, the exercise of fair value is not meaningful. And as 
almost all cooperatives in the world are not listed at the stock 
market, information generated through accounting etc, is basically 
for use by members, not for external agents such as stock market 
investors and analysts. In a number of cases historical cost could 
well give a reasonable approximation of net realisable value. A 
formal revaluation to net realisable value would then only be 
necessary when the governing board of a cooperative had reason to 
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believe that historical cost materially understated the value of the 
co-operative's assets. 

Finally, the value of the membership in a mutual or cooperative 
comprises financial as well as non-financial advantages. 
Consequently, the notion of fair value, which makes sense for 
investors, seems ill-adapted to cooperatives and mutuals. 
Cooperative accounting should thus, among other issues, take into 
account the various components of the value of membership. 

3.0 Proposal to the IASB 

Consequent to the foregoing; 

4. CDD&TFC requests the definitive exclusion of cooperatives 
and mutuals from IFRS3 on which there is a wide consensus 
within the cooperative movement. 

4. CDD&TFC strongly emphasizes that cooperatives and mutuals 
as they function and as they are configured around the world 
do not correspond to the concept of "mutual entities" as 
described along the exposure draft, nor with the wider concept 
of "profit oriented entities" which exclusively includes 
conventional enterprises and "mutual entities", and therefore 
requests that the internationally-agreed distinctive 
characteristics of cooperatives and mutuals be clearly 
recognized. 

4. CDD&TFC underlines the fact that the technical knowledge on 
how to treat cooperatives in international accounting and 
reporting standarsd is still lacking and that there is a need of 
re-thinking a distinctive accounting category for 
cooperatives, appropriate to their distinctive nature, 
function, mission and modes of operation as described in 
their Statement of Identity and ILO Recommendation 193. 
This category could be common with mutuals provided that 
the differences between the two models are explicitly clarified, 
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and provided that this common category is clearly 
differentiated from the present "mutual entity" concept. 

4. In particular, since the concept of control is becoming central 
in the lAS Board standards, the permanent practice of joint 
ownership plus democratic control (i.e., common control) in 
cooperatives and mutuals should become a central element in 
a distinctive accounting treatment for these types of 
enterprises in the future. The book value would be maintained 
in general, and, in order to address possible needs of 
revaluation of assets, specific methods (e.g. the calculation of 
'net realisable value') can be developed. 

4. CDD&TFC proposes the establishment of a specific working 
group on this topic with the participation of experts on 
accounting specialized in cooperatives and mutuals from 
around the world. 

I humbly present for your due consideration, 

Dr Anacleti K Kashuliza 
Director for Cooperative development & Registrar of Cooperative 
Societies, 
THE COOPERATIVE DEVELOPMENT DEPARTMENT (CDD) 
POBox 201 DODOMA, TANZANIA 

And on behalf of; 

THE TANZANIA FEDERATION OF COOPERATIVES (TFC) 
POBox 2567, DAR ES SALAAM, TANZANIA. 
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