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The recent development of the non profit
organizations in Italy has been followed by a slow

ABSTRACT

The Third Sector in Italy records a slow but consigrowth due to the increase of the number oftiesti
but not of their dimension. The difficulties in éincial management, generated by a low attractichebt
and equity financial resources and a low level onagerial skills characterized the non profit
organizations. Focused on the social cooperatihesarticle describe the effects on the finandialcsure

of innovative financial instruments as the parttipe loan. In the last years in Italy there hasrban
increasing attention towards the ethical finandee €onsideration of the social co-ops as a patief hird
Sector allows them to have a privileged interlamutivith the institutions of the ethical finance.tBhe
development of this institutions, although it isgamated from the will to support the social resgibie
development, at the moment seems not to suppambstantial resolution of the financial needs relate
the management of the social cooperatives. Thelarshows an analysis on a particular financial
intermediary, the Cooperazione Finanza Impresa)(CHiis institution is a private equity investor iain
since twenty years is dedicated to worker cooperatiand social cooperatives. The interest for this
institution, besides the entities financed, is dase a particular form of participative loan deyedd. The
investigation start from the observation of a siagwsocial cooperatives with the elaboration ofed af
indicators based on the financial ratio analyslse €valuation regard the financial structure previto the
financing operation and its subsequent modificatidwe to the first conclusions, the investigatienlarged
the analysis to a sample of 10 social cooperaiivegder to confirm the first results. The obseiwatof
modified financial structure up a period of fiveaye shows significative positive change that suppoth
the economic and the financial equilibrium, witkignificant reduction of the average cost of thetde all
the cooperatives financing by participative loans.

Keywords: Social Cooperatives, Financial Instruments, Peréorce Analysis

1. INTRODUCTION «  The difficulties in financial management, generdigd
a low attraction of debt and equity financial reses

The aim of our research is to analyze the probleins

constant increase which may be due to various facto the financial management in social cooperatives,

amongst which there are: investigating:

« A set of fragmentary rules not always so clear and* The characteristics of financial needs and the
useful for the third sector financial instruments currently available, also in

« A low level of managerial attitude in non profit light of the innovations introduced by the social
organizations reform of 2003
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» The modifications to the financial structure opedat

Today the Third sector includes many organizations,

by the choice of various instruments, through the with different structures of partnership, but alet

analysis of a business specific case

The methodology in use follows the typical
inductive-deductive approach of the Italian and t€gn
European business economics studies. The firstistep
define the research object; secondly to develothinva
descriptive-inductive dimension, an analysis onr@upg
of social co-ops financed with a specific financial
instruments, in order to verify the effects of thlsice
on the financial structure.

After a short description of the Non profit-sector
Italy (section 1) and of its various actors, thedsgt
focused on the social cooperatives (section 2)sehe
institutions have been regulated by the Italian {sith
the enactment of the act n. 381 of 1991. This hotilsl
be considered as a result of a “legal and consftitat
acknowledgment” of the activity of some cooperatias
organizations of public interest.

The choice of the research object is motivatedhigy t
acknowledgment that, in the context of the Italion
profit organizations, the social cooperatives repne the

most articulated and advanced example of a “social

subjects are non profit organizations (Weisbrod7519
Airoldi, 1996; Capaldo, 1996; Matacena, 1999) which
operate without objective of profit for their ownnpose
of social usefulness or solidarity scopes.

In Italy an organic normative does not exist far third
sector but Italian law disciplines, with differextts:

* Not governmental organizations (L. 49/1987)
The voluntary service organizations (L. 266/1991)
Social cooperatives (L. 381/1991)
Banking former foundations (L. 461/1998)

e The associations of social promotion (L. 383/2000)

e The charities and public attendance institutions (L
6972/1890 modified with L. 328/2000)

e Patronages (L. 152/2001)

e« Committees and not banking private foundations
(disciplined from the Civil code)

The absence of an organic body of rules in the non
profit sector is a singular case in Europe. Théiala
legislator has tried to make laws in matter but has
succeeded in the attempt.

Also in doctrinal position it seems difficult tanfl an

enterprise”. The social cooperatives have their ownopinion on the topic.

characteristics and their own financial needs drebd
are different from those of the profit organizaton

In an international search they have defined taments
that “characterize” an organization like pertainioghe non

In accordance with the European law, recently profit sector (Weisbrod, 1975; Airoldi, 1996; Cafil
companies rules have extended to the cooperathees t 1996; Matacena, 1999), as based on:

possibility to issue new financial instruments, hwthe
aim to facilitate their capitalization.

Our research, in the light of this recently ledisia
reform, intends to analyze the effects of the ajayilbn
of innovative financial instruments on the social

cooperatives financial structure. The observatien i

conducted on a five years period.
1.1. Third Sector in Italy
The development of Third sector in Italy (ISTAT,

« Absence of distribution of the profits

* Private legal nature
Formal constitution of the organization

e Self-government (not to be controlled from

external subjects)

Presence of voluntary job

 Democratise of the organization (election of the
charges and effective participation of the suppsite

The census of the ISTAT published in 2003 about the

2003; 2014) began in the middle of the Seventies,0r9anizations profit give evidence that the numser

when the birth of new organizational systems were

promoted by the civil society, especially the vaany
and community organizations.

increased from 61.376 in 1991 to 235.232 in 20Gd. F
the voluntary service organizations the only reedrd
increase is the one realized between 2001 and 2003,
which was of 14.9%. However, the increase in Third

The arise of new social needs in the community, ingector-can be ascribed to the constitution of new

sanitary services, education, ecc., has stimulated
answer by people of such “common interests”, exicepd
the logic of an exclusive relationship between &tatd
Citizens and constituting private organizationsrapiag

in the field of social care (Defourny, 2001;
Desrochers and Fischer, 2005; Evers and Laville420
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organizations and not to the growth of those piistigx).

According to the last survey of the ISTAT (2003 t
field of the cooperation marks in Italy an increase
anniversary of more than 11%, records 225 thousands
amongst stable and voluntary occupied working units
the value of the production from the social coopera
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piles to 4,5 billions of euro, with average of 7AW
euro for every cooperative.

1.2. The Social Cooperativesin Italy

educated and the social cooperatives to you of Bpe
they carry out activity of working insertion of gabts
disadvantaged, through whichever economic activity:

A blend of old and new features, using voluntea a

what would be considered less desirable workerms, th

Italian social cooperativeare deserving of notice. These
cooperatives developed to furnish welfare serviogbe
“economically weaker layers of societyas Italy
(Matacena, 1990; Travaglini, 1997; Lionzo, 200Re |

other western European nations which had developed

extensive welfare state programs, sought to dimittie
financial burden of such programs. The first experits
with this new entrepreneurial form began in Itatythe
late 1970’s. Major growth followed the enactmentaof

For before the time one gives the possibility te th
volunteers to become associates of the
cooperative, not Exceeding but the half of the
total number of the associates

The category of disadvantaged peoples is defined
Ulterior economic restrictions are not demanded, in
order to the distribution of profits, reservoirs or
through Drawbacks, if not for indicated how much
for the ordinary cooperatives

He possibility is previewed, for the social
cooperatives enrolled in the regional dawn that

carries out activity for the Working insertion, to
stipulate conventions with Public Administration
Some fiscal facilities for the particular naturetoé
carried out activity are applied to the social
cooperatives, as an Example are considered of the
agencies “of right” for being able to benefit okth
regimen of facility in quality of Not Profit
Organizations for general benefit of the community-
ONLUS in Italian acronym

The constitution of social consortia is previewed,
with the obligation that at least 70% of the social
base are formed from social cooperatives

law on social cooperatives. But that law, firstftid in
1981, was ten years in the making, as politicatigar
and ltaly’'s major cooperative groups debated itacex °
form. The law was passed late in 1991, with acB81
“Discipline of the social cooperatives”.

At the end of the Seventies it began to be perdeive
that new type of cooperation was being developed,
which needed the definition of its legal charactigs.

It then began a debate about these new forms of
cooperatives, characterized by solidarity. Thispeaed .
in an historical context in which they were spegkinlot
about welfare and non profit.

The long procedure for the emanation of a spelaific
finds explanation in the fact that, it had to difioe a
developed economic phenomenon in an independent way

Inside about the movement of the social cooperation®
it is spoken about social cooperatives in terms of
solidarity cooperatives.

We indicate in synthesis the main points of the law
that has disciplined the phenomenon of the coopest
of social solidarity, then defined social coopesadi

At last the law imposed to the Regions to emarfate t
implementing norms in matter of;

White institution of the regional one of the social
cooperatives

« Conventions specimen to stipulate with Public
Administration

From what has been synthetically underlined, it is
evident that the purpose indicated for the social
o ) cooperative by the legislator “the social coopeestihave
* Definition of the social scope *has the scope t0 the aim to pursue the general interest of the comityiu

pursue the general interest of the community” represents a critical point of the cooperation rhode
 Inorder to achieve this scope two possible agtiwit The model of the social cooperation becomes,

are indicated that it can carry out the social through the prescription of the legislator, a hgtriodel
cooperative (Fici, 2005). In fact to the social cooperative the
« The management of services associate-sanitary angegistration is demanded in:

educated to you
 The development of whichever economic activity

having like purpose the working insertion of

disadvantaged people

* Reqgistry of prefecture in the field of activity in
which work
* Reqgistry of prefecture for the social cooperatives

s . . The associates in the social cooperatives. The
Classifying, based on the typologies of activity giscipline of the cooperatives previews the existenf
chosen between those indicated, the social codpesat two categories of partner associates: The ordinary

of type A to manage associate-sanitary services andnembers and the financial backer partner.
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The members are those who are interested to the

mutuality relationship that establishes with thepmrative
in order to the obtaining of a good or a servicartonferior
price regarding that one of market or other benefit

The members have limitations regards:

The remuneration of the equity

Prohibition of distribution of the reserves duriting
life of the society

The devolution, at the dissolution of the cooperti
of the resources which exceed equity capital terth
mutuality, in order to promote the development of
the cooperation

The financing member is who buys the financial

instruments that confer the participation to the
cooperative in order to carry out an investment.
They have limited rights as regards the

entrepreneurial management of the cooperative, asich

They cannot receive more than one third of the
voting rights attributable to the members presant i

the assembly

They cannot appoint more than a third party of the
administrators

They cannot appoint more than a third of the
members of the supervisory board

In the social cooperatives we can outline three
categories of members:

Ordinary members
Voluntary members
Financing members

The ordinary members carry out an activity for vhic
they receive a remuneration and they are also keguizl
the employees as regards the social security gervic

Inside this category, in the social cooperatives, w
distinguish:

The ordinary members
The disadvantaged members

A possible facility for the activity carried out lige
cooperative through:

The stipulation of conventions with Public
Administration, becoming therefore a privileged
interlocutor of the State and not having
necessarily to operate in a competitive market
The stipulation of conventions with Public
Administration, becoming therefore a privileged
interlocutor of the State and not having
necessarily to operate in a competitive market

Recently it has been previewed the emanation of
internal regulations for the discipline of the telaship
between members and worker.

The voluntary member is a member which give their
working activity for solidarity scope.

The figure of the voluntary member must be previtwe
in the statute of the cooperative. Those one Haveght to
the reimbursement of “expenses effectively suppbrie
the exercise of its activity is recognized.

The financing members are legal entities or indiald
investors who bring money to the cooperative with af
investment, in order to obtain financial proceeds.

The financing members constitute a special category
of members which have financial instruments; thorses
may be transferred according to particular condgio
than clause of pre-emption and pleasure are not
previewed in the statute.

The society reform (Forestieri, 2002) previews the
possibility to distinguish three various kinds of
cooperatives:

Cooperatives to prevailing mutuality
Cooperatives to not prevailing mutuality
Cooperatives to external mutuality

The cooperatives of prevailing mutuality have
economic exchanges in prevalence with their own
members; for the social cooperatives, the mutuadity
recognized directly by the law, according to the
characteristics of its own activities, because its

The disadvantaged members are present in theéobjective is the general benefit of the community a
social cooperatives of type B, because this type ofthe social integration of citizens.

cooperative is born with the scope to develop an

economic activity in order to integrate disadvaeihg
people into the labour market.

Moreover the discipline of the cooperatives of type
B previews:

The possibility for such cooperative to carry out
entrepreneurial activity without few limitation tfe
activity field

workers which must represent at least 30% of mesnber
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Within the cooperatives of prevailing mutuality tae
are 14 various categories of cooperatives. Thethrere
numerous categories are in the order:

Worker Cooperatives (20,448 registrations)
Building cooperatives
Social cooperatives (9,617 registrations)

To carify the classification of the numerosity bkt

The presence in the company of disadvantagedcategories of cooperatives to prevailing mutualigge

theTable 1.
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Table 1. Classification of the numerosity of the categoriesamperatives to prevailing mutuality (absolutdués and percentages;

January 2006)
Worker or producer cooperative 20.448 35.1
Building cooperative 10.357 17.8
Social coo66perative 9.617 16.5
Agricultural cooperatives 4.746 8.1
Cooperatives of agricultural job 2.250 3.9
Consumer cooperative 1.334 2.3
Transport cooperatives 1.128 1.9
Burial cooperatives 929.000 1.6
Other cooperatives 5.786 12.6
Total 58.236 100.0

Sour ce: Elaboration Institute G. White Tagliacarte on dataperatives of the ministry of the productive\dties

2. THE FINANCIAL MANAGEMENT IN (2004), the absence in the no profit organizatiohs

THE SOCIAL COOPERATIVES specific function dedicated to the financial mamagat)
(Zimmermann, 1999).

The financial management is a critical elementlina A not very careful financial management could
types of enterprise. The characteristics of tharfaial ~ Weaken the social enterprise in a context in whiuh
instruments-its typology and date of expiration-are traditional financial intermediaries and particlyathe
fundamental to obtain a long run financial equilibn banks, consider more uncertain the solvency of the
(Teece, 1980). It is known that a temporary finahci social organizations; the worse profile of risk
disequilibrium  could not weaken the economic assigned to these organizations is translated in

equilibrium, nevertheless a bad financial managénmen rationing of the credit with the increase of théeiest
a long period damage the economic performance (Anexpenses (Poo-Inre al, 2014).

enterprise characterized by economic balance shutld According to Manelli (1996), the banks (Cenni
has too much difficulty in finding financial resees. 5445y assign a worse level of risk to the social
Nevertheless, if the financial imbalance becamsigtent ; )

. ) ; o . cooperatives due to:
(this assumptions is realistic for a social entegsr where
there are prevalence of activities with public tees), with » A strong dependence from the human factor, above

the increase of liabilities increase the average cbsuch all for the operating activities
usually not large and in the long run the excessmight of by banks as real guarantees

financial charges could lead to an economical ianze.
Moreover, a social enterprise is featured by exgésmvith
the market; so, it is necessary a good managenfght o
liquidity in order to not compromise the exchangiéh the

opportunity derived by such investments
suppliers (Messina, 2003; Nyssens, 2006).
The finding of resources to activate the operative 3. ETHICAL FINANCE AND FINANCIAL

cycle, requires a hard attention on the amount and INSTRUMENTS FOR SOCIAL

typology of such resources, in order to supportemily COOPERATIVES

the process of acquisition of the current assetes@&

assets are indispensable for the maintenance of th@ 1. Evolution of ethical Finance

guantitative and qualitative level of the supplying . ) ,

services. So, the quality of the financial managenie During the last few years the Third sector in Italy

considered more important in the social enterpriseshas assumed considerable dimensions, although not

whereas the quantitative and qualitative levehefaffer ~ comparable to those of other European countries.

may increase the level of social welfare. Recent studies have pointed out a composition which
In the social enterprises the attention of the is based above all on organizations of small-medium

management is often addressed to the social sphitghe, dimensions, both in terms of workers and of yearly

an insufficient entrepreneurial culture and theklwf turnover, which are characterized by a slow rhytifm

financial management knowledge (The consequence otconomic increase and organizational development

such insufficient financial culture is, accordingwPace  (Borzaga and Defourny, 2001).

e The lack of a detailed planning for the investmgnts
with the forecasts of the economical and productive

////4 Science Publications 23 AJEBA



Francesco Agliatat al / American Journal of Economics and Business Adstration 6 (1): 19-33, 2014

In the last years in Italy there was an increasinglong term, that it does not exist any statisticretation

attention towards the ethical finance (Perrati al,
2002). The development of an ethical finance (Batcgi
2000), although it is originated from the will tapport

between ethical business and poor performanceethde
it has more and more spread the conviction thahén
long term the balanced growth of the economy, obthi

the social responsible development, at the momentpy means of responsible behaviours, advantagestheth

seems not to support a substantial resolution ef th
financial needs related with the Third sector.

At its first stage of evolution, the ethical fin@nbas
been considered above all as the participatiomah€ial
intermediaries in support of those donations wtacé
destined to deserving initiatives in the charigldi The
instruments and the used modalities of financiny &
considered substantially as beneficence, withouta
participation of the financial institution on theedit rating
of the grantee. Such instruments, which are siniiar
those appeared in the United States in the Sesemtare

represented above all by the donation to solidarity

initiatives of part of the credit interests of thecount
holders and the proceeds deriving from the investme
funds. The ethical finance “was practiced” by the
traditional financial intermediaries like an active
engagement towards the increase of the flows asdign
to social initiatives, by soliciting their own costbers
to the renunciation to quotes of the proceeds dteoto
destine them to various sort of charity. Such

enterprises and the investor. So the problem besdme
identify parameters, economically valid, which péro
correctly evaluate the relationship between economi
increase and social responsibility (Marcon and Hieg
2000; Marano, 2006; Matacena and Marano, 2006).

3.2. Financial Instruments in the Companies
Legidative Reform

3.2.1. Equity
The low capitalization often represents a

characteristic of the social cooperatives (Man&®96).
In view of the application of Basel 2, the insuitict
presence of equity capital is one of the elemerthy
can penalize the rating process, since it may be
interpreted as a structural weakness (Marotta, R00dt
always the members are ready to support the eautitly
the times of the equity increase. In order to favihe
finding of financial resources, also in the formvehture
capital, the legislator of the society reform of030has
broadened number and typology of the financial

participations were and are basically considered aspstruments on hand of the cooperative societiebas

being marketing instruments turned to the improvweme
of the offerer’'s image, rather than instruments éor
socially responsible development. As what regahas t
offeree, the selection is therefore referred exeglg to

been asserted that, with the increase of the bewfghe
two traditional instruments for the finding of fimaial
resources, the shares and the bonds, the legidiamor
disciplined the grey zone which is interposed betwe

the social merit and to “the media appeal” of the the two institutes (Capelli, 2004).

proposed initiative, which are supported entirely b
means of liberal distributions (Azrét al, 2014).

In  consequence of the pressures that
environmentalist and pacifist groups have turnehtds
the public opinion in order to oversee the employtrod
the recourses by the financial intermediaries, coséd
step of the ethical finance has developed, whicghini

As far as the shares, the reform expressly edhaislis
the possibility to create special categories ofmal”

theshares, also providing the possibility to determtheough

the statute, the contents of the shares of therdiit
categories (Cusa, 2003; Lamandini, 2003; Genco6200
lengo, 2006). For the first time the right of vain
connected to the possession of the shares, becames

be defined as “negative selection” (Schena, 2003).variable element, which can be limited or quite

The increasing attention of the public opinion tossa
the ethical business,

suppressed, without any administrative or patrirabni

brings to the offering of consideration. Such forecast might be particularly

investment instruments which are proposed as beingnteresting for the social cooperatives: The pdbsib

ethical, since they exclude from their own investise
those enterprises or activities which are non ethic

to reduce the voting rights is likely to allow gat the
equity capitals at disposal of certain categorids o

Later on, it is possible to identify a phase in the financing subjects, without the fear, which is $teo a

development of the ethical finance which may béngef
as “positive selection”. In this phase we move frthre

penalization-exclusion from the investments-of non-

ethical enterprises, to an investment rating badsal on
the ethical business. This new approach to thecalthi
finance has been supported also by the evidendigein
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cultural heritage of such groups, to compromisdrthe
own social nature.

A further innovative forecast of the reform is the
institute of the “tracking stocks” or tracking skar Such
financial instrument, already famous in other caest
are Shares issued by a company which pay a dividend
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determined by the performance of a specific portibn
the whole company. In this way the legislator wotdd
favour the participation to equity for the finankcia

investors, as the ordinary members too, which are

interested to finance only specific activities dfet

whole cooperative. Moreover, such instrument could
favour processes of business combination between

cooperatives which, although carrying out actiate

varied amongst themselves, are interested in the™

realization through the concentration of econonués
scale, particularly for the general cost, by kegpam
to dedicate each of them to the specific core assn

3.2.2. Loan

The social cooperatives in Italy have traditionaihd to
interact, for the resolution of the problematicfio&ncial
management, above all with banking system (Mazaudi
Rocchi, 1996, Fiorentini, 1996). The difficultiearently
encountered are the kind of difficulties concernétth the
generality of the PMI: Credit rationing, difficultyn
supplying the guarantees, undercapitalization. Withe
traditional instruments of indebtedness, the mostraon
ones to the social cooperatives are:

* In the short term financing, the credit line ané th

restructure and for environmental investment, foe t

technological innovation and for employment support

4. AN INSTITUTIONAL INVESTOR
DEDICATED TO SOCIAL
COOPERATIVES: CFlI

1. History

Cooperazione Finanza Impresa is a private equity
investor which since twenty years is dedicated doker
cooperatives and social cooperatives. CFl was etdeat
1986 at the initiative of the three major coopemati
associations in order to manage the Fondo Marcora,
which was set up to safeguard employment through th
creation of companies.

In the first phase of activity CFl it has invested
approximately 80 million euro in equity of the 160
worker cooperatives constituted by dependent of
companies in crisis situation (operations  of
workers/employment buy out) and overall, promoted
stable employment for about 6.000 workers.

In a changed economic-industrial scenario, from
2003 onwards, CFI redefined and broadened its own

advance on commercial credit, respectively for investment strategy: Indeed, it began to finanaet sip,
the 88 and 68% of the cooperatives that havedevelopment, consolidation and re-positioning misje

obtained financings
e For the long term financing (Cesarini and
Barbetta, 2004). The mortgage loan,

subsidized loans by special laws and the leasing,

of companies that have been constituted as a catbper
Its operational instruments take the form not oafy

the €quity, but also financing to support fixed investits.

Furthermore, CFI makes available, to the companies,

respectively, for 70, 29 and 21% of the subjects & human resource team that represents a good mix of

that have activated tools of long term financing

A mixed financial instruments is deriving by the

experience and knowledge in the area of financial
planning and management control.
It participates to the enterprise risk, supporte th

experience of profit organizations and is finding jnyestments, it guarantees to management the cbnsta

application also in non profit. The equity loans ar
introduced in Italian law by the act of 5 Octob&91 n.

317. The equity loan is represented
relationship between the bank, the financed erisspr

in triangular

support in the strategic decisions and the operatioices
(Oster, 1995). It has assets of 108 million eurd an
portfolio to the 31.12.2005 composed from 55 coafpess.

and the thirds parties (usually the members). The4.2. Mission

financed society is obligated to correspond tohihak,
the amortization quote, the interests and a pesigentf
the net income. As well as, the members, which tiee

loan guarantee, have to supply to the society they
The
operation is configured as an advance of the equityy

necessary resources for the loan repayment.
subscription. The advantage for the members ceniist
delay the financial engagement, while the advanfage
the enterprise consists in obtaining immediatelg th
necessary resources for its activities. The loagrasted

in relation to a program of activity, finalized tihe

The mission of CFl it can be synthesized in
following objectives:

To support the success of the cooperative company
model

To stimulate entrepreneurship and forward planning
capacities of the worker members

To promote and increase employment

To enhance the capacity to grow and compete

The target sector are industry and the servicdserOt

constitution, to the development and the businessrequirement for financing is the dimension withimet
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parameters for the European SME; may be considereagnaximum value of the equity subscription may ineeea
SME, in extreme synthesis, the autonomy enterprisesuntil a double amount of cooperative’s equity (The

which respect the following parameters:

YEARLY
EMPLOYMENT  TURNOVER ASSETS
MICRO ENTITIES <10 <2 mL/€ <2mL/ €
SMALL ENTITIES <50 <10 mL/€ <10 mL/ €
MEDIUM ENTITIES <250 <50 mL/€ <43 mL/€

If the entity take part in a business group, tlspeet
of the parameters comes verified considered in aoeob
way the group of enterprises.

In the presentrig. 1, we can see the comparison
between Ethical Finance and CFI’ target:

4.3. Financial Instruments Proposed

As far as the equity subscription is concerned, CFlI
provides equity capital by taking a minority
shareholding as a financing member. This statusgyiv
it administrative and asset financial rights, as

governed by the civil code, the statutes and an,

appropriate regulation.

The maximum value of its participation is equal to

the cooperative’s equity; the limit is necessargplider to
provide not excesses resources and for not actjuire
control of voting rights. This limit can be excedda
case of consistent own reserves;

in such case the

maximum amount of CFI's participation may be
determined in the following: Example 1. capital c&to
100+reserves 60+social loan 1Qthen the maximum
value of cfi's participation will be 170. Example 2
capital stock 100+reserves 60+social loan-5then the
maximum value of cfi's participation will be 2Q0)

The participation of CFI to cooperative’s equitysha
temporary character. The terms of repayment are:

Within the 5th year for 25% of the equity loan;
Within the 10th year for the remaining 75%.

The disinvestment plan is correlated to the
characteristics of the project and the company’'s
economic/financial feasibility plan.

CFl integrates private equity deals by financingd
investments with:

Loans

Equity loan

Bonds, convertible bonds

Debt guarantee

Building leasing (Trough a specific spin off
entity, Picoleasing)

Institution of ethic finance

Workers’ ;

NGO

Other non profit
organization

Third sector

Fig. 1. (Our elaboration)
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The financing must be finalized to support a new e

fixed investments plan, in order to obtain a sultsih
development of the cooperative. CFl does not cffert
term financing, because its objective is suppaetsgic

Working Capital (Current Assets): It includes the
assets that have the attitude to create liquiditiim

twelve months; in such aggregate we locate the
Inventory, Accounts receivables (credits) Cash and

choice and the consequent financial needs. Cash equivalent

Furthermore, CFI makes available, to the companies.  Fixed Assets: It includes the long run investments
a human resource team that represents a good mix of that have the attitude to create luiquidity lateart
experience and knowledge in the area of financial twelve months such aggregate include Property,
planning and management control. Plant and Equipment, Intangible assets

The activity of CFl may assume, in the specific one
of the social cooperatives, a relevant role foresiz
development, because CFI, with its services, care@se  « Current Liabilities: It includes the sources of

the financial and managerial resources. financial resources in the short run; they have the
attitude to drain liquidity within twelve months
5. THE FINANCIAL ANALYSIS: CASE  Non Current Liabilities: It includes the financial
STUDIES sources with expiration limit later than twelve rtfen

) ] _.* Equity: It includes the sources without expiratimne
The financial statement can support the recognition

and the evaluation of economics and financial tssul 5.1. Financing  Social
in an administrative period. Obviously, the evaioat Participative Loan
of the results has influenced by subjective factas
the personal requirements of the subject that esurri

out the e_valuz?mon. L . ) residential care services both for children andafdults.
The financial analysis is a complex activity, wigel |, g part of a group of 14 social cooperativesge on

used, based on formal and techniques rules elabrat 5sgociation and one organization of voluntary sesi
from the dOCtrine, directed to the evaluation o€ th The Strategies of deve]opment include the reseafch
management and of the business. The financial sisaly financing in order to buy and restructure a buitd t
do not supply directly the evaluations, but it dypihe destine to the organization of a new residentialise
useful informations to evaluate the quality of for children. Other required expenses are relatethé
management and the state of the firm equilibrium necessary equipment and to the training of the erstk
(Phalavani and Ezzati, 2014). The financing is provided by CFI by a participatiean.

Such type of analysis is carry out on the assumptio This_ r_nixeo_l for_m of _equity/liabilities _attribute te€FI
that the simple observation of financial statemests administrative rights, includes the choice of a rhennf
insufficient to understand the business fundamentalin® board of directors and an acc%rdance for anmii
(Marano, 2006). Therefore, is necessary to useremunera‘uon by net income of 3.5%.
reclassifications, margin and ratios which giveedtér 5.1.1. The Solidity Analysis
representation of the business performance. The
information derived from such indicators naturally
neither explain the reason of economical or finahci

imbalances, nor can suggest the “therapy”.;, ine long period. With this kind of analysis, téfere,
Nevertheless, such informations give the signahef e \yant to evaluate the effects on the long tenarfcial
problems in a useful time to search solutions and t strycture by using the financial instrument “pagtitive
analyze the effects of each decision. loan”. If an enterprise has the characteristichefgolidity,
The financial statement data could not be jt has the possibility to go beyond the situatiérashort
immediately useful for the required informations; term financial imbalance. In fact, its sound finahc
according with the financial analysis objective, is structure agrees to absorb the negative effectsuoh
necessary a reclassification. In the present wibrkas  financial imbalance without to weaken the goingazon.
used a reclassification of the assets and liadslitivith The ratios and margins used are: Primary difference
reference to their attitude to create/drain liqyidiWe (E-NCA); Secondary difference  (E+NCL-NCA);
intend for the followings aggregates of assets: Solidity Ratio (E+NCL/NCA). The Primary difference

While the liabilities are reclassified in:

Cooperatives by

The first analysis is related to a social coopeeata
type, operative in the field of the residential agai-

This analysis has the aim to investigate on the
configuration of the Non Current Assets and Liaieii,
in order to verify the existence of a financial giguum
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indicates the capacity of the social cooperativinance of an individual rationality, a high profile of ksshould
the investments in non current assets, that may bde associate with a high debt, with a smaller nunafe
considered the strategic investments for the aehi@nt intermediaries available to finance the enterprise.
of the entrepreneurial objectives, with the owroteses,  Instead, a low debt cost should indicate a low risk
with those sources that haven't a time of expiratio profile, with more suppliers.

It's known that often the fixed assets can’t be Moreover this indicator could supply information
covered only with equity; so we extend the analysis about autonomy, about the liquidity and about the
the secondary difference. Such indicator shows theearnings. It is obvious that a lower weight of thebt
relationship between the time of the financial ratu cost increases the potential margin. In the fir@nci
by investments and the time of expiration of the finding it is supposed that the choices that dessrahe
sources. This correlation, allows the evaluatiorinef  average cost of the indebtedness enlarge the nuafber
capacity of the enterprise to realize a financial the financial institutions and so the financial ices
equilibrium in the long term. available. Because of this enlargement, it shoeldnore

The differences supply absolute values; they cansimple to change the financial provider, with oo
support a comparison, for the same enterprise,dB8tW  jmpact on the autonomy. In the liquidity analysi,
d_|ffere.nt period. However, it is important to evale the ., rse the lower rate allows to obtain, with thensa
financial structure in a reIauve_way, in orderlhncrb expense, more financial resources.
allow a comparison between different enterpriseth bo
“to sterilize” the effects on the absolute valudstle 5.1.3. Liquidity Analisys
dimensional growth. We has chosen to use therefise

the Solidity Ratio. This kind of analysis considers the financial
) equilibrium with reference to the short time. An
5.1.2. Autonomy Analysis operating firm has a large number of payments teema

It represents a further investigation of the stfidi N2 regular basis. The liquidity is an importardicator
aspects. The sources that do not increase thecfalan for the short-term solvency. _
risk for the enterprise are evaluated also in imlship ~ Such type of analysis is considered extremely
with the possible dependence that such sourcesecreaimportant in each enterprise, also in a socialrpnge.
towards third subjects. This aspect is investigatgdhe Those organizations are often characterized fromd ha
distinction between internal resources (resourcgs b problems of liquidity. In effects the typical fingal
equity) and external resources (resources by debt)structure in a social enterprise is characterizgdhdow
Obviously the more is the dependence from externallevel of fixed assets and equity; this situationnado allows
resources, the more is likely that in the decisitaking an easier research of financial resources from sdebt
process could have some influence the objectivéisiiaf Moreover, the income statement shows the prevalefice
subjects, increasing the risk that the organizasioould monetary costs, with a low capacity of self-finaugci
take different decisions from those optimal. The ratios and margins used are: Net Current Assets

The ratios and used are: Debt to Equity Ratio (CA-CL); Treasury Margin or Net Liquid Assets (LA+C
(Df/E), Average Cost of financial debts (I/Df) (The CL) (The acronyms used are: CA for Current Assktfa®
acronyms used are: Df for Financial (onerous) Débt; Current Liabilities, LA for Liquid Asset (includeagh and
for Interest expenses). _ equivalent, Bank deposit, financial instrument tbah be
~In th_e autonomy analy5|_s we _chqse as a Usefmimmediately liquidated), C for Credits).
information the Debt to Equity Ratio; it expressbs The Net Current Assets, if it has positive amount,

relat|(t)n d?etwetin thet f'nanc'?:] deb;cs af‘d ﬂ_:_% raﬁzﬁmr expresses the short term solvency of the entergtise
Invested irom the partners in the enterprise. 1heerne represented by the difference between the current

rela_t|c.>n will raise, the less should _be the autopdmrthe assets, that should guarantee positive cash flowtgnw
d(_aC|S|on making process. In fact, It should bedabthat twelve months and the current liabilities that ddou
with the growth of Debt should raise also the afieto instead drain cash in the same period. A positiGAN

control of third subjects in the decision making,order S . L
to induce the management to have behaviours thalndicates that the enterprise has sufficient casiv fo

guarantee them on the capacity of payback. satisfy both maturing short term debt and forthaagni
Other important indicator used is the Average @pst OPerational expenses. ~ Nevertheless, the NCA

financial debts. The information related to theomsimy  Measurement is able to be misleading for I' analysi

of such indicator is expressed by the capacityhef t the liquidity in absence of an analytic analysistba

enterprise to find alternative sources. On theragsion ~ Inventories: Often in this accounting data there ar
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elements that cannot be liquidated
obsolescence. For the difficulty

inventories liquidability, the analysis on NCA are

because of their Instead, In theTable 2 is synthetically reported the

in evaluating financial structure, during the period 2004-2006,a0

social cooperative analyzed: The 2004 represergs th

furthered with the calculation of the Margin of year before the operation of financing by CFI
excluding the participative loan. In the second part of 2005eigén the

treasury. This margin is built

inventories from NCA. If such margin is positivagh
the enterprise will be able to pay the short pededt
by the present liquidity and by the positive calsiwk

generated by short term credits.

The diagram of reclassification and the main margin
used can be represented in the followkig. 2.

5.2. First Step of Analysis: TheFirst Case Study

In the following Table 1, the spread of cooperatives
in the national context is shown, also the diffénypes

of cooperatives are highlighted.

financial operation, so 2006 represents the fiestiqa
that make evidence at the modified financial strrect
The margins and the ratios of the financial analysi
are shown in the following able 3. The table draw near
in three columns the values of the ratios in tharye
2004, 2005 and 2006, in order to appreciate in a
comparative way the different values.
The Primary difference emphasize a worsening in
2005 with a partial inversion of the trend in 200%e
Secondary difference also register a worsening052

with a substantial inversion of the trend in 2006.

T ——— 1 '\
. Cash and equivalent Current .
: liabilities :
Debt
Currentasset . Credits — e, 1 .
‘_‘ Treasury / E
. : margin Non current Secondary :
: r .................................... ].la.blhtles diff'erence :
E Net working Inventories ;
. capra Primary .
. - . difference .
v e SR I S JE-
Fixed asset Property. plant. .
. equipment, Equity
. intangibles
| ASSSSUUOUU SN—— 4
Fig. 2. (Our elaboration)
Table 2. The financial structure, during the period 2004&08f an analyzed social cooperative
2004 2005 2006 2004 2005 2006

Fixed asset 2.239.559,00 4.010.004, 00 3.823@®7, Equity

Current asset 1.520.792, 00 1.979.291, 00

Total asset 3.760.351, 00 5.989.295, 00

////4 Science Publications

liabilities
Current
liabilities

1.8652851, Non current

1.346.130, 00 2.583.222,00 2.615.959, 21

1.012.081,00 1.422.388,00 2.4819.86

1.402.140,00 1.983.685,00 593.676,

and libilities
‘Source: Elaboration Institute G. White Tagliacarte on dataperatives of the ministry of the productive\aties

29

5.6898%68, Total equity 3.760.351,00 5.989.295,00 5.688.034

AJEBA

27



Francesco Agliatat al / American Journal of Economics and Business Adstration 6 (1): 19-33, 2014

Table 3. Values of the ratios in the years 2004, 2005 ari$20

2004 2005 2006
Primary difference -893.429, 00 -1.426.782, 00 01.847, 85
Secondary difference 118.652, 00 -4.394, 00 1.861.01
Debt to equity ratio 1, 053 0,999 1,333
Leverage 0, 648207083 0,500835839 0,853020602
Average cost of debt 2, 96% 2,03% 1,88%
Liquidity 72.642, 00 74.981, 00 151.813,71
Net current asset 118.652, 00 -4.394, 00 1.27108B5,
Net liquid asset 110.655, 00 -8.050, 00 1.262.085,

‘Source: Our elaboration

Such course can be explained by the growth of qlétye
in 2005, realized through the CFI participativenand
by a strong expansionist strategy of investmentiad
asset. On the whole, is possible affirm that therpnise
have carried out a rebalancing between the short-te
liabilities and to long term liabilities, in ordés obtain a
better relationship between the asset and liadslitin a
situation of substantial solidity. It is emphasizedact a
considerable growth of the investments in Fixedefss
while there are small variations in the curreneass

In the liquidity analysis, the choice of inadequate
financial instruments shows very dangerous sigivals
2005: In such period in fact both the Net Currestét
and the Margin of treasury take on negative valliés
short term debt come to expiration while the assetsd
not guarantee sufficient cash flow. The participati
loan, started in 2005, assure the inversion otrised in
2006, with a balanced situation of liquidity.

A very important effect by using the tool analyzethe
significant reduction of the average cost of thbtd&his
ratio shows a decrease in the interest expendeoat 84%.
This reduction could be explained with the better
capitalization of the cooperative after the paptitive loan.
It's known that the cost of the debts has an irhgrs
proportion with the entity of the equity capital.h&
increase in equity is considered as an importamtasiof

case studies the results obtained in the firstysisal
(Chantachan, 2011).

The social cooperatives that have activated such
financial tool since at least three years, at tloament,
are ten. The data are compared for the period reeth
years 2005-2007 (In the first case study the amalgs
referred to the period 2004-2006. For such cadeast
updated the analysis with the data of 2007).

Significant results arise with reference to therage
cost of the financial debts. According with thefeliént
dimension of the ten cooperatives, the assessngent i
based on the variation (percentage) of the ratéhén
three years analyzed. The size of the variatiorthin
average cost of debt in each cooperative is regdrte
the followingTable 4.

The second step of analysis emphasizes that the
reduction in the Average Cost of the Debt is conéid
in the others social co-ops financed by a parttoipa
loan, even if with a lower rate than one registdérethe
first case analyzed. If the extreme values areuebed
from the average, the arithmetic mean of the \Jiaratin
the average cost of the debt is calculated in thé5Po:
Considering the ten cooperatives observed, these
benefited of an average reduction of 10,65% onctist
of the debts. Furthermore, within the ten coopeesti
there is one of them that has contracted a buédire,

the quality of the management. If the shareholderschoosing the accounting solution recommended by the
increase their investment, then the forecasting oninternational accounting standards (The Internation

earnings are supposed as positive. The lower riskig
assigned due to the increase of equity capitalalla
reduction of the cost of debt capital.

5.3.Second Step: Extension of
Analysisto Other Social Co-Ops

After analysing the results of the first case sfuthg
analisys has been extended to the other sociakcatdes
that have activated with CFl a participative lodrhe
further investigation has been conducted alwaya three
years period of observation, in order to compath wthers

Financial
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Accounting Standard n. 17, Leasing, require forhsuc
operations the financial method of accounting: &kset
is recognized in the balance sheet, as a fixed,askée
the debt towards the leasing company is recogrézed
liabilities; in the income statement instead aribe
interest expenses contents in the rent of leasetlzd
amortization of the asset). The recognition crieri
influences in this case with sensitive effects ititerest
expenses recognized in the income statement and
consequently the average cost of debt: If this dase
excluded, the average reduction in the cost ofiti#, in
the other nines cooperatives, is around the 15%.
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Table4. - Variation in the Average Cost of Debt after 1 year.

Variation in the average cost of debt (positivedecrease) Averages - | Observation

Case study 1 37, 62% Arithmetic mean 9,83%
Case study 2 51, 08%

Case study 3 32, 48% Without the extreme 10,65%
Case study 4 -22,53%

Case study 5 -6, 25%

Case study 6 -28, 76% Median 13,11%
Case study 7 -12, 55%

Case study 8 54, 19%

Case study 9 -41, 05% Without the leasing operations 14,89%
Case study 10 34, 10%

Source: Our elaboration

Table5. Variation in the Average Cost of Debt after 3 year.

Variation in the average cost of debt (positivedecrease) Averages — Il Observation

Case study 1 - % Arithmetic mean 16,18%
Case study 2 60,29%

Case study 3 91,93% Without the extreme 19,45%
Case study 4 -26, 39%

Case study 5 -69, 24%

Case study 6 -27, 10%

Case study 7 -24, 45%

Case study 8 60, 73%

Case study 9 -82, 44%

Case study 10 23, 86%

Source: Our elaboration

. . . . . . weakness of managerial capacity and to the ladken
54. Third step: Extension of Financial Analysis care of the financial management. The financial

tothe Medium-Term structure gives evidence of a very low level of iegu
The third step of analysis regards the medium-termcapital, with difficulties in the achievement of
effects. The results showed in Table 3 affect ffeces on ~ €conomical and financial balance. In those
average cost of debt after one year. In a secam Bt organizations the members are not always ready to
order to observe the effect in the medium term tm t Support the entity with an increase of equity calpit

financial structure, we analyse the increase/rémtuit cost With the aim to support the finding of financial

of debt in the three years followings the financipération ~ resources, the recent companies’ legislative refofm

(for most of the case studies 2007, 2008 and 2009). 2003 has enlarged in number and typology the filsnc
By analysing the results of the third stdmble 5), tools available for the cooperatives.

we can affirm that the reduction in the cost of tisb An innovative but not yet diffused financial tool,

an effect not limited to the short-time. After tere Which could be useful and profitable for the social
years from financing operation the average cost oféenterprises, is the participative loan. It consits
debt, in the cooperatives analysed, detects a durth advance equity capital that, in a period of tetgéh
reduction. After one years the decrease in the ACDyears must be “repaid” with a share re-buying. The
was about of ten points; in the followings years th purchase of the share could be done by the orgamiza
cooperatives detect a lower level of financial (with the retained earnings), by the same membeby o
expenditures, with a subsequent further decrease th other subjects (so they become new members). The

reach and overcome the sixteen points. advantage for the members consists in delaying the
supplying of financial resources, while the entesgr
6. CONCLUSION obtains immediately this resource.

The participative loan could be able to solve the
The economic analysis in the social enterprisesproblem of the low capitalization in the social
suggests some elements of criticality related te th cooperatives. It may assure the availability ofessary
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case studies) is developed by becoming “partner” of Forli e Cesena.

the social enterprise. Chantachan, S., 2011. A Comparative study of the
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