
FINANCIAL CONDUCT AUTHORITY (FCA) 
 GUIDANCE CONSULTATION 15/4 

Guidance on the FCA’s registration function under the Co-operative and 
Community Benefit Societies Act 2014 

 
Response from:  
Edgar Parnell1, in my capacity as an individual member of several co-operative societies. 

Introductory observations: 
1.   The following observations relate to co-operative societies and not to community 

benefit societies.  
 

2.   It is understood that the draft guidance notes set out the FCA’s approach to 
registering societies under the Co-operative and Community Benefit Societies 2014 
(the ‘Act’) and that the FCA is governed by the ‘Act’ and can only exercise the 
powers which are provided to it by the ‘Act’.  

 
3.   Elucidation of the ‘Act’ should only rely upon the wording used in the ‘Act’, and here 

there can be no room for conjecture. In the event that there exists any doubt as to 
the meaning of any part of the ‘Act’ as written, then any precedents established 
within the courts become the basis for interpreting the ‘Act’. In the absence of such 
precedents, other forms of guidance as to the interpretation of the ‘Act’ may be 
cited, which could include references drawn from other relevant laws but would not 
reasonably be expected to include references prepared by third parties. The 
guidance provided by the FCA is not to be used as the means of changing the ‘Act’ 
by the back door; if this were to occur it could result in the FCA being deemed to 
have exceeded its powers and becoming open to challenge in the courts. 

 
4.   It is important to appreciate that there exists a fundamental defect in the ‘Act’, 

which is the fact that the word ‘profits’ is used in Section 14. Content of a society’s 
rules - Item 12. Application of ‘profits’, when, to be consistent with the overriding 
intentions of the ‘Act’ the word ‘surplus’ ought to have been used. This defect simply 
perpetuates an error made in the Industrial and Provident Societies Act 1893, 
repeated in the Industrial and Provident Societies Act 1965, and carried forward into 
the current ‘Act’. However, in both the 1893 ‘Act’ and the 1965 ‘Act’, this item 
appeared only in schedules to the ‘Act’, whereas it has now been included within the 
body of the 2014 ‘Act’. The confusion that this defect causes appears to be evident 
in the draft guidance notes prepared by the FCA. This defect is best corrected when 
any future amendments to the ‘Act’ are prepared. 

 
5.   The FCA Consultation paper CP 14/22 October 2014, makes it clear, in paragraphs 

4.3, that societies are prohibited from carrying on business with the object of 
making distributions in relation to any form of investment in a society. However, in 
subsequent paragraphs it refers to ‘profit’ or ‘profits’ in a context that suggests that 
it is a function of a society to generate profits - See Paras: 4.46, 5.6, 6.53. On the 
other hand, the term ‘surplus’ is used in a similar context in the following paragraph: 
6.32.1, 6.35, 6.46.6, 6.48, 6.52, 6.62.1, 6.72, 9.98. In paragraph 6.71, both ‘profit’ 
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and ‘surplus’ are used as though both terms have the same meaning, which cannot 
be correct. The ICA 4th principle: Member Economic Participation confirms that co-
operatives generate ‘surpluses’ not ‘profits’. 

 
6.   One further potential cause of confusion is the use of the word ‘business’. 

Throughout the ‘Act’, the term is only used in the context of societies ‘doing 
business’, whereas, in the FCA Consultation paper CP 14/22 October 2014 it is 
sometimes implied that societies are ‘businesses’, which I would contend is not 
correct2. 

 
Question 1: 
Do you agree with the indicators set out above relating to interest rates, and in 
particular: what do we need to add, remove or amend? 
 

I believe that the indicators set out should prove to be adequate for the purpose. 
 
Question 2: 
Do you agree with our approach to the ICA Statement in our application of the 
‘bona fide co-operative society’ statutory test? 
 

1. Taking into account the above introductory observations, I contend that it will be 
most unwise to link directly the test for a bona fide co-operative to the ICA 
Statement on the Co-operative Identity. Instead, the existing procedure of setting 
down specific criteria based upon the existence, or absence of, a set of proven 
practices3, which may be readily identified by reference to a co-operative society’s 
rules and current practices. 

 
2. In the context of this section, it is critical to understand that the purpose of the FCA 

Guidance Notes are to set guidelines for deciding what is and what is not a bona fide 
co-operative. The ICA Statement on the Co-operative Identity provides a description 
of what constitutes an ideal set of practices for a co-operative to follow. However, if 
adopted as the basis for deciding what constitutes a bona fide co-operative, this 
could have the unintended consequences of debarring co-operatives that do not 
match this ideal, which could lead to the debarring of many co-operatives that 
properly serve their members. Instead, the guidance provided should establish what 
the minimum acceptable requirements are. This has hitherto been the approach 
taken in previous guidance notes, and is one that is best continued. However, these 
notes may be improved by taking more account of the ICA Statement on the Co-
operative Identity. 

 
3. Those societies wishing to refer to the ICA Statement on the Co-operative Identity 

within their own rules would be free to do so, however, this should not be a 
statutory requirement. In my experience of working with numerous agricultural and 
horticultural societies, many of them would be unlikely to welcome such an 
imposition. 

 
4. There are problems in being reliant on an externalised statement, most importantly 

because this is likely to change overtime. For example, during my own working life, I 
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have worked using three different sets of Co-operative Principles, and I cannot 
believe that these will not change yet again at some future date. 

 
5. The possibility of referring to the ICA Statement on the Co-operative Identity is not 

to be excluded; perhaps by way of an example as to how societies may reinforce 
their commitment to being a bona fide co-operative. The alternative of linking any 
reference to the ICA Statement on the Co-operative Identity  via the Promotion of 
Cooperatives Recommendation, 2002 (No. 193)4, may be more acceptable because 
this recommendation has already been accepted by Her Majesty’s Government. 

 
Question 3: 
Do you agree with our approach to society names, in particular in our aim to 
align the naming regimes for companies and societies where possible? 

I agree that the approach to society names appears to be reasonable and the 
alignment with the approach used for companies could be beneficial.   

 
Question 4: 
Do any words need adding to or removing from the list at Appendix 1? 
 

I suggest adding the compound word “cooperative” alongside the hyphenated word 
“co-operative” because the compound form, in due course, is likely to replace the 
hyphenated form by force of common usage, as has been the case in most other 
English speaking countries. 
 

---------------------------------------------------------- 

ANNEX 

The Seven Foundation Practices of Bona fide Co-operatives 
 
‘Practices’ - are those actions needed to achieve specific outcomes. Practices are actions, as 
opposed to theories. The ‘foundation practices’ in a co-operative, are those practices that are 
necessary to ensure that the essentials of the organization are embedded into the day-to-day 
operation of the enterprise. Co-operatives are not the products of a theory or the means of 
achieving any form of social engineering, instead they need to focus on the practical impact that 
they have on the lives of their members.  Every ‘foundation practice’ needs a set of supporting 
practices, and the policies and systems to sustain it, without which, such practices become nothing 
more than a ‘wish list’.  
 
The foundation practices of cooperatives have been developed over a long period of time, and are 
based upon the practical experience of ‘what works’,  and of failures that have been shared 
between people over several generations. Foundation practices provide a set of organizational 
features, and help to identify genuine co-operative enterprises.  
 
 
 
 
 
A genuine co-operative: 
 

http://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:12100:0::NO::P12100_ILO_CODE:R193
http://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:12100:0::NO::P12100_ILO_CODE:R193


Page 4 of 6 
 

1. Has a clear purpose and function, which is not the generation of profit, instead it is a 
common purpose, mutually set by its members. The main function of a co-operative will 
normally be market intervention in the best interest of members. 

 
This involves: 

a. Not any sharing any surplus (or profit) in relation to investments made in the 
enterprise. 

b. Rewarding investments only based on a fixed rate of investment, which shall be the 
minimum required to attract and retain such capital. 

 
2. Is a voluntary association of persons.  A co-operative is an association of persons, 

whereas a company an association of capital. Membership can only be a voluntary act and 
not as the result of any form of coercion. Members are to be empowered by means of 
relevant education and training, designed to improve their capacity to control their own 
enterprise, better understand the markets in which their enterprise operates, and to 
safeguard their future wellbeing within the market. 

 
This involves: 

a. Ensuring that members are recruited without any form of coercion and that no form 
of discrimination is practiced. 

 
b. The criteria for membership being transparent and members admitted provided that 

they are willing to accept the responsibilities of membership, and that the expansion 
of membership does not threaten the viability of the enterprise. 

3. Is democratically controlled by its members; using a system of control based upon 
equivalence, sharing power based on each individual having equal rights. In particular, 
meaning that each member only has the power of one vote (or equivalent arrangements 
where the members are co-operatives). 

 
This involves: 

a. Providing all necessary information to allow members to monitor and control their 
enterprise.  

b. A programme of regular reports, meetings and elections that will allow members to 
properly monitor and control their enterprise. 

c. Provide proper arrangements for the conduct of free and fair elections, and where 
appropriate, providing external validation of the propriety of these arrangements. 

 
4. Is self-sustaining; this requires that it be operated on the basis that at all times it 

remains financially self-sustaining, being viable, solvent, and having adequate liquidity. 
 

This involves: 
a. Not being wholly depended upon external grants or other support for is continuity. 
b. Not being dependent upon donations or any form of external funding to remain 

viable.  
 

5. Is owned by its members on a beneficial and mutual basis; this means that the 
current members have use of the assets of the enterprise and benefit from their use. 
Current members are in effect trustees, jointly holding the assets on behalf of both current 
and future members. Members own their personal investments in the enterprise, but have 
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no claim upon the enterprise in respect of any increase in the value of the assets held by 
the enterprise, which the enterprise owns on behalf of its members. 

 
This involves: 
a. Not making any distributions of mutually owned assets to members or other parties. 
b. In the event of dissolution any surplus remaining shall not be distributed to members 

but instead this may be donated to another self-help enterprise or to a designated 
charity. 

c. Ensure that any distributions of surplus made shall only be made to members and in 
proportion to the member’s participation in generating the surplus. 

 

6. Is independent and in control of its own destiny, a co-operative need to be a 
sovereign organization, otherwise it may not be in a position to act in the best interest of its 
members. This means being free from the control of the state, free from political 
interference, and from control by investors, patrons, and or cliques, of any kind.  

This involves: 

a. Operate a system of governance that is effective in maintaining control in the hands 
of members, and which provides for the maximum interaction directly between 
members and the supreme governing body (e.g. The Board of Directors). 

b. Limiting the extent of the role persons or organizations in financing the enterprise to 
members and other benign sources of finance, and the extent of any one person’s or 
entity’s participation to a maximum percentage of the total (e.g. not to exceed 20% 
of the total). 

c. If entering into any arrangement with any other organization or person, including the 
state or its institutions, and only be undertaken on terms that will guarantee the 
autonomy and the maintenance of democratic member-control  

 

7. Equitable relationships are the basis of its organization, being committed to treating 
all of its members equally.  

This involves: 

a. Voting and all other powers of members are to be allocated on the basis of all 
individuals being equal persons.  

b. Ensuring members are all treated equally, in every respect, with no member or non-
member receiving preferential treatment. Members all have equal - voting rights, an 
equal voice, equal chances, and equal access to the best deals. 

 

1 Edgar Parnell has spent a lifetime working in co-operatives and other forms of self-help enterprise. His 

experience with a wide range of enterprises, charities, non-governmental organizations and government 
institutions at local, national, regional and international levels, has encompassed more than forty different 

countries. A former Chief Executive of the Plunkett Foundation, he now acts an independent advocate, critic 
and commentator upon self-help enterprise. Previous appointments include, UN/ILO adviser in India, manager 

for the Fund for the Research and Development of Africa, adviser on cooperative management in Jamaica, 
manager and consultant for the CWS (The Cooperative Group), business consultant for Clarks Ltd., general 

manager of the Botswana Cooperative Development Trust, and has held senior management posts in several 

UK-based cooperatives. Edgar is the author of many publications about co-operatives and related topics.  See: 
www.co-oppundit.org 
 

                                        

http://www.co-oppundit.org/
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2 Co-operatives are not ‘profit-centres’, which is to say that they are not ‘businesses’ in any conventional 
meaning of the term. They act on behalf of their members, and any benefits they create belong to the 

members, as does any surplus created in the process. Such benefits are not by any means limited to those 
measured in financial terms. Where the members are individual consumers, the benefits created by mutual 

action accrue to those members, in whatever form they have agreed. Where the members are entrepreneurs 

or businesses (such as tradesmen/women, family farms, or small to medium sized enterprises) co-operatives 
help their members to increase their profitability, but it is not the task of co-operatives to make profits in their 

own right. Ultimately, co-operatives exist to serve their members, who use mutual action as a means of 
helping themselves to improve their lives and their livelihoods. 

 
3 The minimum requirements for a bona fide co-operative are contained in within seven foundation practices, 
as set out in the above Annexe. 

 
4 In 2001, I prepared the initial report on the Proposed Recommendation Concerning the Promotion of Co-

operatives for the General Conference of the International Labour Organization, leading up to the adoption of 
the Promotion of Cooperatives Recommendation, 2002 (No. 193). 
 


