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Bill Summary:  AB 2849 would create the Association of Cooperative Labor 
Contractors (ACLC), as specified. 

Fiscal Impact:   

 The Labor and Workforce Development Agency (LWDA) indicates that it would likely 
incur unknown one-time costs, potentially in the tens of millions of dollars, to 
organize a corporation under the Nonprofit Mutual Benefit Corporation Law to 
function as a membership organization for cooperative labor contractors (CLCs). 

 

 Additionally, the bill would result in cost pressures to the trial courts by authorizing 
workers to bring a cause of action for violations of ACLC labor standards. It is 
unknown how many additional actions would have to be adjudicated as a result of 
the implementation of this bill.  However, it generally costs about $8,000 to operate a 
courtroom for one eight-hour day.  Consequently, every filed case, assuming 10 
hours of court time, would result in costs of $80,000. Courts are not funded on a 
workload basis; however, increased pressure on the courts and staff may create a 
need for increased funding for courts to perform existing duties.   

 

Background: A worker cooperative is a business that is owned and controlled by its 
workers, who constitute the members of the cooperative. The two central characteristics 
of worker cooperatives are workers (1) own the business and they participate in its 
financial success on the basis of their labor contribution to the cooperative, and (2) have 
representation on and vote for the board of directors, adhering to the principle of one 
worker, one vote. Whereas a traditional corporation generates earnings for its owners or 
shareholders, a co-op is required to proportionately and equitably distribute earnings to 
its members based upon their “patronage” of the corporation.  A worker co-op is 
organized for the benefit of its members who provide their labor in the production of the 
good or service sold by the co-op.  Distributions are generally based on the amount of 
hours worked or wages earned, with a share in year-end profits.   

In recent years there have been renewed interests in promoting worker cooperatives 
and addressing the obstacles owners (or future owners) face in trying to grow or start 
the business. An August, 2019 informational hearing hosted by the Assembly Labor 
Committee explored the challenges faced by worker cooperatives. The Committee 
identified the following challenges: (1) cooperatives face difficulty in finding investors or 
financial institutions willing to assist with start-up costs and thus become more reliant on 
internal financing, and (2) the legal framework for establishing a cooperative is not 
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widely taught and potential owners navigate a myriad of tax and corporation laws 
related to formation. 

A joint report by Project Equity and the Democracy at Work Institute suggests that 
worker cooperatives may have a potential impact on reducing inequalities for low-wage 
workers.  This report further found that since the Great Recession, there has been 
widespread reported dissatisfaction with prevailing economic models, which has driven 
interest in worker cooperatives.   

Proposed Law:   This bill, among other things would do the following: 

 Establish the Promote Ownership by Workers for Economic Recovery Act (Act) 
requiring LWDA to organize, and members to maintain, a corporation under the 
Nonprofit Mutual Benefit Corporation Law to function as a membership 
organization for CLCs.  

 Specify that the association is a nonpublic entity, and shall not constitute a public 
agency or state employer for any purpose, as specified, nor shall it constitute an 
employer pursuant to any statute administered by the Public Employment 
Relations Board. 

 Provides that once LWDA organizes the association as a nonprofit mutual benefit 
corporation and the Governor, Speaker of the Assembly, and President pro 
Tempore of the Senate appoint the initial board of directors, as specified, there 
shall be no further control of the operation of the association by any 
governmental entity. 

 Require the initial board of directors to set forth rules in the bylaws for the 
composition of future directors, as specified, and provides that following the term 
of the initial board, no voting directors shall be appointed by the Governor, the 
Speaker of the Assembly, the President pro Tempore of the Senate, the 
Legislature, or any other governmental entity. 

 Require the initial board members (appointed by the Governor and the 
Legislature) to establish or grant membership to at least one cooperative labor 
contractor and by December 31, 2024, the board of directors shall approve a 
plan to establish or grant membership to additional members. 

 Require, before granting membership to a CLC and at least once per year during 
a CLC’s membership, the association to conduct an audit of each member and 
CLC being considered for membership to ensure and confirm membership 
compliance. 

 Specify that if a member has violated or is violating the democratic worker control 
requirements, as specified, the association has the right to restore control in the 
member’s governing documents, corporate governance, and employment 
practices, and shall exercise that right to cure any violations within 90 days. In 
addition, it requires the CLC to make workers whole for any within 90 days as a 
condition of continued membership.  
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 Provide the association with the right to suspend, expel or provide a 90 day right 
to cure, a member’s membership if it finds the CLC has violated or is violating the 
operational requirements of this bill, as specified.  

 Specify that a CLC is found to not be in compliance if, during the preceding three 
years, it has violated labor standards, laws and regulations governing workplace 
or civil rights two or more times. Provides the association with the discretion to 
excuse certain violations, as specified, however, it may not excuse any violation 
that results in a monetary judgment or administrative determination exceeding 
the lesser of one hundred thousand dollars ($100,000) or 5 percent of the annual 
payroll applicable to the CLC – and the association must suspend the 
membership of or expel such CLC.  

 Grant the association the right, at its discretion and without providing the 
opportunity to cure, deny membership to, suspend the membership of, or expel 
any CLC it finds to have engaged in repeat or flagrant violations of the 
membership requirements, as specified.  

 Specify that all workers have a right to bring a civil action for injunctive relief to 
require the association to carry out its duties under this Act. 

 Grant the association the right to set the labor policies of the members, including, 
but not limited to, policies for hiring, firing, promotion, discipline, compensation, 
and assignment of work. 

 Provide all workers with the right to inspect any employment liability insurance 
policy and the right to bring a civil action for injunctive relief to require the 
association or the worker’s corresponding member to comply with these 
provisions, as specified. 

 Require the association to establish and oversee the implementation of labor 
standards for itself and its members that meet specified minimum requirements, 
but specifies that these don’t reduce the member’s or the association’s separate 
obligation to comply with all other laws:  

 Permit workers, under specific industry or occupational wage orders of the 
Industrial Welfare Commission (IWC), to waive through a valid collective 
bargaining agreement any wage order rights, provided that any right for which 
the Labor Code provides an independent, overlapping, or corresponding right 
shall not be waivable. 

 Specify that it is the policy of the state that joint employment liability be construed 
broadly in favor of workers, however, specifies that a person that contracts with a 
member CLC for the provision of contracting services shall not be deemed an 
employer or joint employer of workers, as long as the member’s membership in 
the association is not suspended, as specified.  

Related Legislation:  SB 1407 (Becker) would establishes the California Employee 
Ownership Program (EO Program) within the Office of Small Business Advocate 
(OSBA), to assist small businesses in transitioning to employee ownership. The bill 
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would also establish an Employee Ownership Outreach and Technical Assistance Grant 
Program (EOTA Grant) for the purpose of funding education and outreach programs 
that increase awareness and technical assistance for employee ownership transitions. 
Finally, the bill establishes an Employee Ownership Feasibility Assessment Grant 
Program (EOFA Grant) to assist in the development of financial assessments to 
determine viable employee-ownership transition scenarios. The bill is currently pending 
in the Assembly Appropriations Committee. 

Staff Comments:  As noted above, this bill would provide government assistance to 
address the complexities of this business model by establishing an association for 
worker co-ops; however, once established would then be run by member CLCs (with no 
government participation) to provide guidance and assistance on the day-to-day 
operations of the co-ops through the employment of “association managers” that will be 
assigned to each CLC. The association would be organized as a mutual-benefit 
corporation, which is a nonprofit or not-for-profit corporation providing an association of 
people a common benefit, but is not a charitable organization and must still file tax 
returns and pay taxes because the benefits it provides is not meant for the general 
public. 

-- END -- 


