
Raising Capital for Co-ops

Money that people want to get back #1:Equity. This is the best kind of capital.  It is patient, flexible, and 
risky.  That means, when someone puts equity into your business, they are not in much of a hurry to get it back, 
they will take as much of a return as you can afford to give them, and there is a risk that they will not get the 
money back.  For these reasons, equity is the hardest form of capital to get .  When people talk about 
‘investment’ or ‘investors’, they are usually talking about equity.

Where it comes from:

1.  You.  As members of the co-op, you are the entrepreneurs and you are expected to invest in the co-op.  Your 
investment comes in the form of the membership fee you pay to join, and the patronage returns that you have 
been allocated but not yet received in cash.

2.  Retained Earnings.  If your business is profitable, you can keep those profits in the business, where they 
become equity.  Co-ops can choose to have a collective equity account in addition to their individual capital 
accounts.  This doesn’t do much for startup businesses though, since most businesses lose money in the 
beginning.

3.  Outside Investors.  Co-ops can invite outside people to invest in the co-op, although some co-ops avoid 
doing this, as they feel like it takes some control out of the hands of the members.  Your friends and family are 
allowed to invest in your co-op, without much oversight from the government.  You can also offer shares of 
stock in your corporation (or memberships in your LLC) to investors outside your friends and family, but if you 
do, you will be triggering state and/or federal securities laws, and for that you will need a lawyer.  There are a 
few different ways to allow the public to invest in your business: a private offering (see Equal Exchange for an 
example), and a Direct Public Offering (see Real Pickles, People’s Grocery).

Money that people want back #2: Debt.  Debt is different than equity in that it is more secure for the person 
lending the money.  If you accept a loan from someone, you have promised to pay back that money no matter 
what.  Only bankruptcy will excuse you from paying the money back, and there is no guarantee that even that 
will work.  While equity investors are flexible about how long you can keep their money and how much you 
will pay them for it, Lenders will give you a repayment schedule that you must keep, with an interest rate 
agreed to at the time of the loan.  When people are talking about ‘Loans’, or ‘Lenders,’ they are talking about 
Debt.  If the business shuts down, any money that is left goes to pay lenders before investors, which is another 
reason why most people would rather lend you money than invest in your business.  Debt also usually needs to 
be backed by collateral, which is something you have of value that you promise to give the lender if it turns out 
you can’t pay them back.  

Where it comes from:

1.  You, your friends and family.  Members of a co-op, and their friends and family, can make loans to the co-op, 
and they often do.  

2.  The Cooperative Fund of New England.  We are very lucky to have this great financial institution in our 
region.  CFNE has money to lend, and they will not lend it to you unless you are ready, but they will keep 
working with you until you can get ready.  

3.  A Zero-interest lender: KivaZip.  The Democracy at Work Network (dawn.coop) has a relationship with 
KivaZip, an online lending portal.  If your project is endorsed by DAWN, you can use KivaZip  to raise money 



from people willing to make you a zero-interest loan.  One drawback is that only individuals can receive loans 
through KivaZip, not businesses.  But people have used this method to raise the money for their co-op 
membership fees.

4.  Banks and credit unions: Big banks are very shy these days about lending money to businesses, especially 
startups.  But some smaller, regional banks do have very good loan programs for small businesses.  Again, you 
will need collateral to get this type of loan.  

5.  Line of Credit: This is a type of loan that you are required to pay off  at least once a year.  It is meant for 
businesses with a seasonal or otherwise cyclical income stream, so that they can pay their overhead expenses 
during the slow times.  For example, a house painting company that does most of its business in the summer 
might have a line of credit to carry it through the winter.  They would be allowed to write checks out of the 
LOC account, up to an agreed amount, and then in the summer when the money starts coming in rom 
customers, they can pay the LOC down to zero.  

6.  Pre-selling: When a customer buys a gift certificate to your business, they pay up front for your service, but 
you only incur the cost of delivering that service once they come back to use the gift certificate.  This is pretty 
much borrowing money from your future customers.  This  method has its limitations though.   It is probably 
not enough to start a new business with, but can give you just enough of a cash boost to make a startup or 
expansion plan more feasible.  

Money that people don’t want back: Grants and Donations.  Some people might want to give money to your 
business just because they like what you’re doing, and they don’t need to get paid back.  This is great, but it 
might also be the hardest money to come by.

Where does it come from?

1.  Fundraisers: Donation sites like Kickstarter and IndieGoGo allow businesses to raise donations through their 
portals.  You can also have off-line fundraisers to help you get started.  Keep in mind, though, that any money 
you raise directly this way is not tax-deductible to the donor, and is considered taxable income to your business, 
unless you have a tax-exempt fiscal sponsor.  A fiscal sponsor can receive and spend tax-exempt money on your 
behalf, and this method is often used to pay for startup expenses like consultants, education & training, legal 
fees, etc.

2.  Grants: Some foundations will give grants to support the development of cooperative businesses, but you 
will also need a sponsoring organization, since foundations don’t usually give money directly to businesses.  

3.  Contests & Awards: Recently, there are more and more business plan or entrepreneurship contests, where 
you enter your plan to a competitive contest, and the winners get a chunk of money to help get started, often in 
the range of $5,000-$10,000.  Again, this money is probably taxable income to your business, so make sure you 
are living up to your obligations - check with an accountant!


