Cleveland Goesto Mondragon

In October 2008, the Cleveland Foundation sponserstudy trip to the Mondragon
Cooperative Corporation (MCC) in Spain’s Basqueioego examine the utility of that
model for the Evergreen Cooperatives in the Greblt@wersity Circle area in
Cleveland. The Evergreen Cooperatives will be a group of evafive businesses
employing residents of Greater University Circlegidorhood. The first cooperative to
be established will probably be a laundry servieglth care institutions in the
neighborhood and beyond

The Mondragon cooperatives prove the viabilitylef €o-op model on a large scale in a
market economy. They began in 1956 with one cadper with five employee-owners
making paraffin stoves. Today, they af&largest business group in Spain. They
comprise an interconnected group of some 87 indlistvoperatives organized in 11
industrial groups with 71 subsidiaries in Spain &8glants abroad (largely in Europe
and Latin America); a major grocery and retail cagpive which is the™ largest retail
chain in Spain; and a financial group that includesedit union/bank (th€aja

Laboral with 19 billion euros in assets and 1.1 millionmieers) and a mutual
insurance company. The Mondragon Cooperative girmelpdes numerous secondary
co-ops established by the primary cooperativesduvige economies of scale. These
include a dozen joint R&D centers to support thaustrial cooperatives, a number of
training cooperatives, consulting and accountingpeoatives, a consulting engineering
company, a cooperative university with close toG8tudents (about half in
engineering), and more. Together the Mondragopexatives employ over 100,000
and have sales of more than 15 billion eugds< $1.35).

The co-ops are highly innovative. Mondragon'’s saibgal R&D efforts absorb about
5% of the value-added in the industrial cooperativEwenty-eight percent of the
industrial group’s sales in 2008 were new produdteh weren't sold in 2004.

The Mondragon co-ops put money back into the capersector. Co-ops can deduct
their contributions to their industrial group’s eege funds (an average of 20%) and to
the MCC funds for investment in new products, newps, the MCC reserve fund and
Mondragon University (14%) from what otherwise wabbke pre-tax profits. Co-ops’
statutory income tax rates on the remainder are (3%35% for conventional
companies), provided the cooperative also cone®b@b% of profits (after income tax
is deducted) to a social welfare and education amtlearmarks a minimum of 20% of
remaining profits for the indivisible reserve fuwithin the individual cooperative. The
indivisible reserve would belong to the public sechot to the members, if the co-op
liquidated. In practice, Mondragon co-ops go weldnd the statutory minimums to
put more money into education and individual co-egerves.

Here’s the way it works for the average indusic@bperative:

Gross profits (after other business costs)



- 20% average to group reserves (ranges fromtb520% as determined by

the group)

- 10% to MCC investment co-op to invest in qawducts and co-ops (5%
grants, 5% equity)

- 2% to MCC education fund (Mondragon Univgrsind R&D projects)

- 2% to MCC Solidarity Fund (to cover indivalico-ops’ losses)

= Taxable profits

Taxable profits
- 10% tax to government
= Net profits which are split
10% to Social and Education Fund (each co-opldetow to distribute this

money)
45% to indivisible reserves in the individual@p (Statutory rate 20%)
45% to members’ accounts in the individual gofoaid out at retirement)

This is a very different tax regime than for AmancESOPs, especially Sub-S 100%
ESOPs which are tax free and have no obligatiom&yone, and certainly not to
develop new employee-owned firms. The Spanish sygiees a high level of tax relief
but only in return for employee-owned firms puttgignificant sums back into the
community and into cooperative development, andMbadragon cooperatives do
more than is required by law. Over time, it alsadieto a high level of permanent
capitalization in the employee-owned sector, re¢éato the American ESOP structure in
which 100% of value is distributed to employee ok8neThis system of distributing
profits obviously strengthens the coops as a gesupincreases the long-term viability
of the individual employee-owned company.

Unlike American employee-owned companies, the Magdn co-ops support each
other in hard times. Each of the 11 industrialparative groups pools a portion of its
profits to cover potential losses in member coawjikin the group. Typically this
covers about half of losses. The Mondragon Coaper&orporation backs this up

with a pool of 2% of total group profits that pickp 1/3 of an individual co-op’s
remaining losses. Only the remainder — about 1fB@briginal loss — is debited against
the individual co-op’s capital (and member accounfthis doesn’t continue indefinitely
but supports a money-losing firm for 2-3 yearsebigpast a cyclical downturn or a
restructuring. Add that to the fact that the indual co-ops put 45% of profits back into
indivisible reserves every year, and you beginndenstand why the whole system is so
resilient in bad times, despite the small sizenefihdividual industrial co-ops.

Members make substantial investments. To joinadribe industrial co-ops,
prospective members serve a probationary periagh @b three years and then pay a
€14,000 membership fee, or roughly $18,000, typyoaller the next three to seven
years. (Even in Eroski, the retail chain that h&st af people working part-time,
membership costs a still-substang8l000.) The membership fee helps to capitalize
the co-op. In years when the co-op makes monembaes receive 7%2% interest on
their membership fees. They receive 45% of therdéix and after-social-contribution



profits, and that is divided among their accoumdhe basis of labor input into the

cooperative. Their internal accounts also pay 7¥##rest in years when the co-op
makes money. At retirement, the member gets thabeeship fee and the value of
his/her internal account paid out over 4 years.

In addition to interest on capital contributiortsg imember has a guarantee of
employment throughout the Mondragon co-ops. If yaatop is reducing employment,
you have a right to employment in another co-opcWiig hiring. Co-ops receiving
members from other co-ops don’t have to lay offyatonary employees (no bumping
rights), but they do have to hire members from dgming co-ops rather than hire new
probationary members. As a result, the co-ops iemedoto say that they have never laid
off a member in 52 years, though what the futulehwing, no one can say.

The co-ops are democratically run. General masagyer responsible to the general
assembly of co-op members and to the governingaboiithe general assembly in
between general assembly meetings. The Mondragopetative Corporation (MCC)
itself is, in effect, a reverse holding companwinich the individual cooperatives
“‘own” the corporation, and the MCC'’s general assgrabd governing council is made
of representatives from the component cooperatives.

The co-ops promote economic equality in the soagetyerally. Manual workers in the
Mondragon co-ops earn 10% more than they woulddrithe co-operative sector,
supervisors earn the same, and managers earn 46%Net surprisingly, 98% of
managers are promoted from inside the co-ops. rBoaiires a major leadership
development program, provided by Otalora, the Magdn training cooperative.

Management salaries are capped in related to thienmin salary of co-op members:
92% of the cooperatives cap top manager pay atmé&stthe minimum salary; larger
industrial co-ops cap top managerial pay at 6 tithesninimum salary; and FAGOR,
the largest industrial cooperative, with 4,000 esypEs, pays its general manager 7%
times the minimum salary. Tigaja Laboralpays its general manager 8 times the
minimum salary. And the Mondragon Cooperative ©aaion pays its CEO 9 times
the minimum salary. Contrast that with the Amamni€artune 500 CEO compensation
of 410 times the average wage.

European Union statistics say that the Basque mdgas the most equal distribution of
income of any region in Europe, and Basque regigoaérnment surveys show that the
highest level of equality in the Basque regiomithie Gipuzkoa province where
Mondragon is located and, within Gipuzkoa, in theridragon valley itself.

Here are some of the things that impressed theygjuoup
[T]he most important message was that the Mondr&ymperative Corporation only

works with businesses that they feel are viablewifidnake a profit. While they do
social good, they are not promoting a subsidy @wgr Their companies are in



business to make money and keep people workinge\akidiing to the GDP of the
economy.

-- Margaret Hewitt, University Hospitals

| was struck by the overall unity of the effortovihthe various pieces of financing,
governance, worker recruitment, review of whetloesidcept employees into the co-op,
the level of cost for co-op shares etc all fit tibge. This meant to me it was hard to
pick up any single piece and move it to US withiiriking through how the other
pieces fit with it.

-- Bob Eckardt, Cleveland Foundation

Visiting Mondragon -- meeting the people, seeirglihisinesses, experiencing the
culture -- was a real eye opener. For most of uspaly connection to a cooperative is
an occasional visit to the local food coop. In Magbn we walked the floor of an
appliance manufacturer producing 800,000 washinghinas a year; we saw a multi-
billion dollar bank; we met with a professor at Mioagon University. All organized as
democratically run, worker cooperatives that afieieht and effectively run
businesses. Of course, none of this happened g¥erti all began in the early 1950s
with three workers; today Mondragon has grown anteetwork of 120 plus cooperative
companies with more than 100,000 worker-ownerstikase of us interested in
adapting this model to the realities of Cleveladtio, this study visit to Mondragon
provided new insights into critical strategic isssech as moving to scale, financing,
governance, nurturing a network of local entergrisend fostering a culture in which
cooperative ownership and management are valuedlifi@ permitting, I'd urge that
we organize additional study visits for other laad# Cleveland.

-- Ted Howard, The Democracy
Collaborative

The study team has been an inspiration. Everigooemmitted to learn and has been

open and diverse in discussion of cooperative®iretpl and Evergreen in particular.
| especially can relate to the need to create émé learly in the Mondragon experience.
We have a similar issue with the Evergreen Furttk Mondragon experience
reinforces the need for through planning as compsarg ups are vetted and launched
over time. It was gratifying to note the needguoofits in order to sustain the
enterprise. Also, the commitment to customer sersais the priority goal above all
other strategies.

-- Jim Anderson, OEOC and CEO,

Evergreen

Cooperative Laundry

As a co-op developer, making the pilgrimage to Magdn was like | had died and
gone to co-op heaven. Mondragon and the Basgaepateserious resources into co-op



development, and the region is rewarded with an 868tess rate of new business
start-ups. Mondragon co-op organizers are quiteysabout keeping abreast of market
trends, utilizing cutting edge technology, nurtgrcompetent management, incubating
the business idea, and securing ample self fingndihat a refreshing alternative to
expecting a solitary entrepreneur to shoulder thieesburden of starting a new
business - and then lamenting the high failure rate

-- Margaret Bau, US Department of
Agriculture Rural Development

We are not angels and this is not paradise.

-- Mikel Lezamiz, Otalora, Mondragon
training cooperative

[possible sell line]

The Mondragon Cooperatives have been describedreiderable length previously in
Owners at Work, most notably in Karen Thomas, “bassof Mondragon’s Employee
Owned Network,” Oaw, Summer 2000, pp. 5-9, and lague, “From Mondragon to
Ohio: Building Employee Ownership,” OaW, Summer2Qip. 16-17. You can read
those articles in our website library at
http://dept.kent.edu/oeoc/publicationsresearch/g@D0O0/EnvisioningEmployeeOwner
ship.htm(2nd article) and at
http://dept.kent.edu/oeoc/publicationsresearch/serdh pdfrespectively. Thanks to
Mikel Lezamiz for his assistance in getting thédaight in this article.






