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Scottish Agricultural Organisation Society Ltd (SAOS) 
 
Response to HM Treasury Review of the GB Co-operative and Credit 
Union Legislation June 2007 
 
 
Introduction 
 

1. SAOS welcomes the opportunity to respond to the consultation ‘Review of the 
GB Co-operative and Credit Union Legislation’, published in June 2007. The 
membership organisation of primary sector co-operatives in Scotland, SAOS 
has represented, promoted and advised co-operative businesses and those 
interested in forming co-operatives in farming, food and related rural 
industries for 102 years.   

 
2. SAOS has 78 member co-ops, which in turn have more than 600 directors 

and more than 44,000 members.  The financial throughput of the membership 
in 2006 was £1.4 billion, a value equivalent to approximately 60% of 
agricultural output in Scotland.  72 of SAOS’ members are registered 
Industrial and Provident Societies (IPS).  SAOS is a democratic organisation 
(an IPS), owned and governed by its member co-ops (full list see appendix 1).  
Member co-ops elect Council at the annual general meeting, and Council 
appoints a Board of Directors.  This submission is made on behalf of the 
72 IPS co-ops in membership of SAOS and reflects their views. 

 
3. The organisation has established links with co-operative development 

agencies worldwide, and has knowledge of legislative and regulatory 
provisions introduced in various countries, which have supported the 
development and expansion of agricultural co-ops.  As a consequence of 
more enabling legislation and regulation, that has adapted and evolved over 
the years, several overseas agri co-ops have become global in sales and 
brand recognition.  Both the Council and Board of SAOS have discussed the 
need for updating GB Industrial and Provident Societies legislation on many 
occasions.  Their view is that outdated legislation and regulation, coupled with 
little understanding of the sector’s needs by UK Government, has constrained 
development and expansion.  SAOS participated in a project managed by 
English Farming and Food Partnerships in 2005, which investigated legal and 
fiscal constraints to the development of agricultural co-ops, and which 
included comment on the Industrial and Provident Societies Act.   

 
4. The business activities of SAOS members are very varied (both horizontal 

and vertical integration, local and national in scale), encompassing primary 
production in agriculture and aquaculture, provision of agronomic and farm 
financial management services, cross-contracting of machinery and labour 
through ‘ring’ businesses, purchase of a wide variety of farming inputs, grain 
and potato conditioning and storage, processing and marketing of cereals, 
livestock, milk, potatoes, pigs, soft fruit, vegetables, farmed fish, farmed 
shellfish, and timber.  At the smaller extreme of business scale, most farmers 
markets in Scotland, selling home produced food and drink direct to 
consumers, have registered as IPS co-ops. At the opposite extreme, Scotland 
based First Milk and ANM Group Ltd are vertically integrated, capital intensive 



 
 
 
 
 

2 

businesses, selling branded products nationwide through retail outlets.  Their 
recent respective annual turnovers were approximately £500 million and £250 
million.  Two federal societies are included in our membership.  Several 
members own, or part own, subsidiary companies.  

 
Why Agricultural Co-ops Register Under IPS  
 

5. We consider it important in establishing the context of our response to the 
consultation both to distinguish the co-operative business form, which is quite 
different to other business models (having to conform to the bona fide co-
operative criteria set by the Financial Services Authority), and to demonstrate 
why a co-op registered under the IPS Act is the entity of choice for most 
farmers’ co-operatives. 

 
6. Despite the fact that enterprise agencies and professional business advisers 

lack awareness or understanding of the co-op business form, and, in our 
experience have never been known to recommend it, farmers, when fully 
informed of all alternatives, generally choose to adopt IPS co-operative 
structures for their joint venture enterprises.  This is because the distinct 
features of the co-operative constitution most precisely match their purpose 
and their preferred method of operation. 

 
7. After considering the alternative forms of constitution, farmers generally 

choose to constitute their co-ops as bona fide co-ops under the Industrial and 
Provident Societies Act for the following reasons: 

 
a. Their purpose is to achieve the advantages of scale or collective 

action without creating a profit maximising intermediary in their supply 
and marketing chains.  Their purpose is to transfer benefits back to 
members’ own farm businesses, on an equitable basis, not retain 
them in a collective central entity.  Their motives and objectives are 
therefore consistent with the FSA’s ‘community of interest’ and 
‘conduct of business’ criteria for a bone fide co-operative.  

 
b. They wish the basis of their participation, investment, profit share and 

voting to be equitable amongst members, so that the co-op cannot be 
‘hijacked’ by any small group within the membership for it’s 
disproportionate advantage.  Their requirements are therefore 
consistent with the FSA’s bona fide co-op tests on ‘control’ and 
‘profits’. 

 
8. Farmers hold these principles sacrosanct, and agricultural co-ops operate on 

broadly the same principles worldwide.  Although it can be argued that the 
same principles could be incorporated in the memorandum and articles of 
companies registered under the Companies Act, farmers consider that under 
a Companies Act constitution, their preferred ‘community of interest’, ‘conduct 
of business’, ‘control’ and ‘profit’ criteria would be less secure than under an 
IPS constitution, against any sub interest group of members motivated to 
dilute them. 

 
9. Although a bona fide co-op, registered under IPS, is the constitution of choice 

for most agricultural co-ops, the provisions of the Act have become 
increasingly outdated and constraining.  The result is considerable frustration 



 
 
 
 
 

3 

at having to devise ways to overcome the obstacles that the Act presents to 
ambitious, growing, and capital intensive co-ops.  We are aware of 
professional business advisers who, with scant regard for the principles that 
under-pin farmers’ participation in their co-op businesses, recommend 
conversion to company form as the only feasible way to overcome the 
restrictions of the IPS.  This must change.  The provisions of the IPS Act must 
be updated in recognition of current business circumstances and needs. 

 
Accommodating Both Producer Co-ops and Consumer Co-ops  
 

10. We acknowledge that agricultural co-ops are unlike some other IPS co-ops.  
They are ‘producer’ co-ops, and as such, have a markedly different 
relationship with their members than ‘consumer’ co-ops.  It is essential that 
changes to legislation take account of these differences, recognising that 
mutual co-ops are essentially businesses with economic objectives.  In this 
respect we would highlight the following features to assist understanding: 

 
a. Farmers who are members of a marketing co-op typically commit (by 

contract) all their produce of the type in which the co-op trades (eg 
milk or pigs), for sale through the co-op.  Once a member has decided 
to join and has been admitted, a high degree of participation is 
required and normal. 

 
b. Farmer members therefore have a high degree of dependency on 

their co-op for their livelihoods.  The nature and purpose of co-
operation are economic, based on co-op principles, as described 
earlier.  Most farmers’ co-ops do not set social objectives, although a 
consequence of their activities is frequently social and economic 
benefit to rural communities in which they are based, through 
employment, skills development and a related multiplier effect.  

 
c. Farmer members are often required to make substantial investments 

in their co-ops.  In one co-op, we are aware of individual member 
investments (through loans made in proportion to use of the co-op) in 
excess of £100,000.  Such investments may constitute a significant 
proportion of a farming family’s wealth, and can only be made on the 
basis that they will be redeemable at some future time, in some way.  
Related to this point, making provision for an ‘asset lock’ on 
dissolution, as favoured by some others in the co-op sector, would be 
unacceptable in agriculture. 

 
d. In some agricultural co-ops, a marked imbalance has arisen in the use 

of the co-op by different members.  For example in a marketing co-op 
with 40 members, 80% of the throughput may be provided by 6 
members, who, also provide 80% of the member capital of the co-op 
(because investment is proportional to use of the co-op), and they 
carry a proportionally large share of the commercial risk.  In a small 
number of circumstances where this has arisen, the minority of large 
user members, whose capital and produce create the commercial 
momentum and success of their co-op, find the one member – one 
vote principle inequitable.  We have assisted some co-ops to make 
representations to the registrar on this point, and the registrar has 
permitted a degree of proportional voting (proportional to use of the 
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co-op) where members’ intention is to create equitability amongst 
‘large’ and ‘small’ members, and where he (the registrar) is satisfied 
that bone fide co-op status is not threatened.  We believe this 
discretionary approach by the registrar, and acceptance of 
proportional voting, has been essential to the development of 
agricultural co-ops and must be retained.    

 
11. We would be pleased to participate in any further investigations or 

consultations in which we can further explore the implications for producer co-
ops of proposed changes to IPS law.  We fully support the aims of other co-
ops incorporated under IPS Act, and would wish to contribute in examining 
proposals for updating IPS law that accommodate all our respective needs 
and circumstances.   

 
Other Matters We Wish to Raise   

 
12. A ‘Level Playing Field’ for IPS Co-ops; in our view an explicit aim of the 

review of co-operative legislation should be, wherever appropriate, to create 
parity or equivalence between use of the IPS Act and the Companies Act.  
This would be a good objective to set and retain over the short and long 
terms.  This should extend to the services and charges administered by the 
registry.  We note that this was not identified as an objective in paragraph 1.1 
of the consultation document.    

 
13. Future Opportunities for Co-operatives; we believe there is immense 

potential to expand the use of IPS co-ops in new business starts, based on 
our experience in rural areas with groups seeking ways either to ‘save’ 
businesses under threat of closure, or seeking to replace public services, 
which are being progressively withdrawn.  Lack of promotion and low 
awareness of the co-op alternative means that such groups tend to form 
companies or trusts, often with inappropriate provisions for participation and 
accountability, simply because local solicitors are not familiar with IPS co-ops.  
We are aware of opportunities in rural Scotland where the co-op business 
model would be highly acceptable in, for example, transport, healthcare, 
shops, pubs, cafes and other businesses, education, inter-company trading, 
and in renewable heat and energy developments.  Whilst Co-operative 
Development Scotland was formed two years ago to seek to address the 
need for improved awareness and understanding, both government and the 
registry have vital contributions to make through their respective roles in 
creating an enabling environment for co-ops, and providing services to co-
ops.  

 
14. Providing Vision and Context for Co-operative Development; given our 

view that there are immense opportunities to expand use of the co-op 
business model, the stated aim of the current consultation (“to provide the 
mutual sector with a cost effective legislative framework, which will enable 
them to compete even more effectively in the modern economy, and to 
continue to fulfil their valuable social role”) appears limiting, and lacking in 
growth aspiration or vision.  It implies that the review of IPS legislation is 
concerned predominantly with the existing mutual sector.  The consultation 
document does not articulate an understanding or future vision for co-
operative enterprise in the context of the economy or society as a whole.  In 
the absence of that context, it is not possible to identify and recommend all 
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the changes and developments that may enable and stimulate new co-op 
formation.  We would ask Government to give consideration to defining a 
comprehensive future vision and context for co-operative enterprise, with all 
interested stakeholders.  An enabling policy and regulatory environment could 
then properly be designed to deliver Government’s vision.   

 
15. The Role of the Registry;  our experience suggests that the Financial 

Services Authority is not an appropriate registry for co-operative societies, 
and would not be able to deliver any enhanced or expanded role in creating a 
more enabling environment for co-operatives.   SAOS and our members have 
many experiences of service levels that are not competitive with equivalent 
services provided by Companies House in terms of response and delivery 
times, costs, and availability of information and guidance.  Even locating 
information on the FSA website about the IPS Act and co-ops is a challenge, 
and we regularly receive phone calls from co-ops asking where on the FSA 
website information about IPS co-ops can be found.  We do not consider that 
the registry is operating at a level of performance expected and required by 
businesses in 2007.  It is currently an obstacle to development.  We would 
like to see a much more proactive registry, seeking to improve services and 
working to promote the co-op business form.  At the very least, we would 
expect a dedicated website.  The role, responsibilities and siting of the 
registry function all require review.  

 
 
Responses to Consultation Questions on Co-operatives 
 
Question 1.  What are your views on whether the co-operative sector should have a 

wider role in financial services (including banking) and what evidence is 
there for a need for such provision? 

 
Response.   We do not think there is evidence for more involvement of the 
co-operative sector in financial services.  We are aware that in other 
countries, co-op banks were founded in agriculture, notably Rabobank and 
Credit Agricole.  Also, in the USA, special provision for channelling capital to 
agricultural co-ops for their development is achieved through Co-Bank and its 
related system of regional farm credit services co-ops.  Both Rabobank and 
Credit Agricole deliver their specialist and commercial services to agricultural 
co-ops, including banking, in the UK 

 
Question 2.  What are your views on the current title of “industrial & provident 

society” and do you have any suggestions on a possible name change? 
 

Response.  For farmers, the current title ‘industrial and provident society’ is 
meaningless and not understood.  The title clearly belongs to a by-gone age.  
As such, it presents an obstacle to awareness raising and promoting 
understanding. 
 
We suggest that an alternative would be to have a Co-operatives Act (as an 
equivalent to the Companies Act), which would encompass Mutual Co-
operatives and Community Benefit Co-operatives (as the Companies Act 
encompasses companies limited by shares, companies limited by guarantee, 
etc).   
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We are indifferent about the title ‘society’, which is not readily understood 
outside the co-op sector as a business or corporate identifier.  However, it 
would appear to have a legitimate role in distinguishing a co-op registered 
under the IPS Act from a co-op registered under the Companies Act, although 
it is often used only where a legally correct definition is required.  Generally, 
SAOS members refer to themselves as co-operatives.  Some use the term 
‘company’ as an identifier in non-legal contexts, reflecting that this is the term 
most widely used to refer to a corporate entity, and are likely to continue 
doing so whatever changes are made to IPS legislation.  However, one SAOS 
member, and SAOS ourselves, have ‘society’ in their names. 

 
Question 3.  What are the advantages and disadvantages of introducing electronic 

communications for IPSs including set up costs? 
 
Response.  The fact that IPS co-ops cannot use electronic communications 
becomes a more serious disadvantage each year, as electronic 
communications become faster, cheaper, improve transparency, improve 
business processes, and become the norm for the business community.     
 
Statutory register available on line.  Societies are seriously disadvantaged.  
Many third parties, such as credit reference agencies, cannot effectively 
undertake on-line searches as to their status.  As an example, SAOS was 
refused a new mobile phone contract because a credit reference agency 
could not find us on-line.  When we pursued this matter with the phone 
company and suggested that their credit reference agency was in effect 
denying them good business, their response was indifference.  It was “not 
their problem” that co-op businesses were not included in on-line electronic 
registers.  This is an example of an obstacle that co-op business managers 
and directors have to deal with on a regular basis.  

 
Electronic submission of documents.  On-line submission and a related e-
mail enquiry service would provide the advantages of speedier submission of 
statutory documents, and fewer mistakes and returns of incorrectly completed 
forms.  User friendly formats and protocols would need to be carefully 
developed.   

 
Electronic communication with members.  Lower costs and increased 
responsiveness would result from on-line communication with members, and 
should enhance participation. Use of the internet and e-mail are now common 
business practice amongst farmers, who are accustomed to receiving and 
responding to important information on-line (such as registering new born 
cattle with the BCMS).  Co-ops need to be able to pursue cost efficiencies in 
their communication processes, and industrial and provident society law 
should not be an obstacle to this. 

 
Set up costs.   Whilst set-up costs are inevitable, and affordability an issue, it 
would be short-sighted for this to be a reason to prevent progress, as it is 
inevitable that the necessary investment will be required to be made at some 
time.  Consideration of set-up costs should constitute part of a wider 
discussion concerning the role and development of the registry (currently the 
FSA) and the need for a ‘level playing field’ with companies registered at 
Companies House.     
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Question 4.  What is an appropriate minimum age for membership? 
 

Response.  Whilst we are not aware of any demand for membership from 
under 16s, and we think this is unlikely to be a constraining factor for 
agricultural co-ops, we question the purpose of a minimum age restriction 
being provided in the IPS Act.  We would suggest that the limit be abolished 
and that each co-op have the discretion to consider this matter, and set age 
parameters in their Rules, if required.  It would then be for the registrar to 
seek clarification if it was considered there was a risk that bona fide co-op 
status might be compromised by proposed age limitations. 

 
The minimum age for becoming a co-op director should be reduced to 16, as 
required for company directors. 

 
Question 5. What are your views on the participation of non-user investor 

members within IPSs? 
 

Response.  We discussed this matter with the Financial Services Authority as 
part of their informal consultation.  We are in favour of the policy permitting 
non-user investor members that has been proposed by the FSA, and we note 
that this reflects changes in co-operative law that have been introduced in 
some other countries and in the EU co-op statute.  

 
Agricultural co-ops registered under the IPS Act are restricted in their ability to 
raise equity capital to finance their businesses.  In the absence of investor 
members, shares may be issued only to farmer members who join the co-op 
to use its services.  The capacity to raise finance by issuing shares is 
therefore restricted to this relatively small (in most cases) group.  As banks 
calculate their level of lending (risk exposure) with reference to the level of 
equity (risk capital) committed by members, lending capacity is often 
constrained as a secondary effect.  To exacerbate the constraint, under the 
current IPS Act, the maximum amount of shares that can be held by any 
individual co-op member is £20,000.  

 
The effect of this restriction is becoming acute in some agricultural co-ops, as 
they seek to vertically integrate into food processing and manufacturing.  The 
amount of capital required may be tens of millions of pounds, whilst, at the 
same time, the number of members may be relatively small (and the number 
of farmers is declining).  This restriction on use of shares as permanent equity 
means that many co-ops have adopted member loan instruments instead, but 
loans are liabilities, not permanent equity, and so provide only a partial 
solution. 

 
We have examples of agricultural co-ops that have encountered great 
difficulty in financing growth because banks regarded the level of permanent 
equity on the co-op’s balance sheet as insufficient to justify the level of loans 
requested, and regarded the use of members’ loans, even with a contractual 
5 year repayment condition, as a liability of the co-op rather than an asset.  In 
one example, members had made loans to their co-ops of between £50,000 
and £500,000 to help fund vertical integration, and have constantly struggled 
to finance ambitious business growth.   
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Along with English Farming and Food Partnerships (EFFP), our equivalent 
organisation in England, we identified several scenarios in which non-user 
investor members may be of interest to co-ops.  These are:  

 
a. Existing co-op – offering the opportunity to members to invest different 

amounts on different terms (eg interest on investor shares, throughput 
related bonus on user shares. Potentially different redemption terms). 

b. Existing co-op – rapid growth; some members willing and able to 
invest more than others, overcoming restriction of capital growth at the 
pace of the ‘slowest’.    

 
c. Existing co-op – supply chain joint venture; supply chain partner 

willing to invest in the co-op to enable expansion, or alternatively, 
share exchange with supply chain partner to ‘cement’ a commercial 
relationship and cross-influence / planning. 

 
d. Existing co-op – community investors; opening up investment by local 

businesses and community in a co-op that is acknowledged to be 
delivering wider community benefit through employment, commercial 
activity, multiplier effect, etc.   

 
e. Staff as investor members. 

 
It was acknowledged that scenarios a) and b) would require a case to be 
made to the FSA that it was appropriate for user members also to be investor 
members.  FSA has indicated that it would be willing to discuss these 
scenarios.  We are continuing constructive discussions with EFFP, Co-
operatives UK and the FSA on steps towards introducing non-user investor 
members that will not compromise bona fide co-op status.  
 
The FSA raised the issue of exemptions that co-ops enjoy from the 
requirement to produce a prospectus that conforms to FSMA 2000.  In our 
view, it is most unlikely that co-ops would be making public offerings.  It is 
much more likely that non-user investors would be few in number, and 
already be familiar with the co-op.  Removal of the exemption from producing 
a prospectus that conforms to FSMA 2000 would, most probably, make 
capital raising from non-user investor members not cost effective.       

 
Question 6.  What are the costs and benefits of raising the financial limit restrictions 

on withdrawable share capital? 
 

 Response.  The main benefit to agricultural co-ops of raising the current 
£20,000 limit on individual members’ shareholdings, would be to permit a 
larger equity base in the form of members’ shares.  Many agricultural co-ops 
have, by and large, ignored shares as a means of capitalising their business 
because of the £20,000 limit, and have entered contractual loans with 
members, related to use of the co-op.  Whilst these have been adequate in 
many circumstances, they have limitations that are becoming more 
constraining, as described earlier.   

 
 In circumstances of rapid growth and high gearing, banks, co-op finance 

managers, and also members would prefer to construct their balance sheet 
using a variety of equity and loans which may carry differing transfer or 
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redemption rights, enjoy differing voting and profit participation benefits, and 
carry differing obligations related to use of the co-op (as seen in agricultural 
co-ops in some other countries).  Over-all, there is a need for more flexibility 
and greater sophistication than the current £20,000 share limit permits.  Dairy 
co-ops in the UK are currently in a high growth, capital hungry phase of their 
development.  We believe that raising financial limit restrictions would be of 
immediate benefit to them. 

 In other circumstances, we are aware of co-ops that have, over a prolonged 
period, enabled members to choose each year whether to receive their share 
of their co-op’s profit distribution as cash, or as additional co-op shares.  
Many members decide to accept at least a proportion of their distribution in 
the form of shares, thus strengthening the equity base of their co-op.  At least 
one SAOS member is concerned that some members will shortly reach the 
£20,000 limit, and they would like the limit raised as a matter of urgency. 

 
 Our preference would be to see a limit on shares that may be held by 

individual members provided in the Rules, and determined by the members of 
a co-op in general meeting, without a statutory maximum being set.  The 
circumstances of individual co-ops vary considerably, and we see little point 
in attempting to set a new maximum limit that inevitably will be appropriate to 
some, but not others.  It would be for the registrar to seek clarification if he 
had concerns that bone fide co-op status may be at risk of being 
compromised in any proposals submitted by a co-op to change the limit in its 
Rules. 

   
Alternatively, if it should be decided simply to increase the current £20,000 
limit to a higher level, we would propose this should be not less than £75,000, 
and that their should be some instrument for regularly updating the amount 

 
Again, retaining the exemption from the requirement to produce a prospectus 
that conforms to FSMA 2000 would be crucially important.  

 
Question 7.  What are your views on the application of the above proposals from the 

Company Law Review to societies? Please give reasons. 
 

Response.  We understand that the Industrial and Provident Societies Act 
2002 gave the option of assimilating company law following company law 
reform (the Thomas power), and that the Companies Act 2006 provides 
opportunities for the use of the Thomas power, thus providing a means of 
applying the provisions that are raised.  The following are our responses to 
the specific questions raised. 

 
Option for directors to provide a service rather than personal address – 
we are in favour of this provision.  Agricultural co-op directors, and their 
address, are typically well known to members, but as they are generally non-
executive directors, some consider it more appropriate to provide either a 
service address or the co-op’s trading address in the public register.    

The application of the Company Director’s Disqualification Act – we are 
in favour of this provision.  The current exclusion of societies from its remit 
tends to suggest that societies are less well regulated and overseen than 
other corporate forms.   
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Guidance on self-dealing by directors or officers –  this has not been an 
issue in agricultural co-ops.  However, while many, as a matter of good 
practice, report directors’ and officers’ transactions and interests related to 
their co-op in the annual report, there is no reason in principle why the 
provisions of the Companies Act should not apply to co-operatives, where 
they are appropriate to co-ops.      

The ability to remove a director by ordinary resolution – SAOS model 
Rules, and therefore the Rules of many of our member co-ops, contain 
specific provisions for the removal of directors in certain circumstances.  So 
far as we are aware, this approach has been effective.  We see no particular 
reason to adopt company law if the issue can be left to members to determine 
through their society’s Rules.  

 
Statutory statement of directors/officer’s duties – we are in favour of a 
statutory statement of directors’ and officers’ duties.  Whilst SAOS already 
provides guidance on directors’ duties, we draw information from a variety of 
sources.  A definitive statutory statement would help us to provide 
authoritative advice.  It would be essential that any such statutory statement 
be adapted to ensure that the duties defined are specific to, and appropriate 
for, IPS co-ops.  

 
Information on directorships held and requirement for societies to notify 
change of directors  - we think it would be appropriate for co-ops to notify 
the registrar of changes to their board at the time, or soon after, changes 
have been made.  We already recommend that our members, as a matter of 
good practice, write to inform the registry when a change occurs mid-year.  
This would be more easily facilitated if an electronic register, and electronic 
submission of information, were introduced.    

 
Question 8.  What would you suggest as an appropriate fee for copy rules for 

societies? 
 

Response.  It is inappropriate to specify the amount in the Act.  It would be 
preferable to specify that a reasonable and proportionate administrative fee 
can be charged. 

 
Question 9.  What is your view on whether IPS legislation should have adequate and 

clearer provisions to facilitate easier dissolution, tidying up of the register, 
and cancellation? Please suggest how this can be achieved. 

 
Response.  Whilst SAOS is occasionally called on to assist societies to 
dissolve, we do not have any suggestions to make that would simplify the 
process, even though it can be laborious.  It is most likely a problem when a 
society’s membership and share register have not been maintained, and 
when annual returns have not been prepared and submitted.  Quite often, co-
ops that are thus dormant continue to be registered through neglect.  The last 
known office holders assume that their responsibilities have lapsed.  In these 
circumstances, the registrar should be as helpful as possible in recognising 
the circumstances of a co-op, and providing practical advice that will lead to 
dissolution.  The registrar should as, a matter of standard procedure, pursue 
societies that fail to submit an annual return. 
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Question 10.  What are the advantages and disadvantages of societies publishing a 
full audit report to support their revenue accounts and balance sheets? 

 
Response.  This has not been an issue for agricultural co-ops. Our members 
publish revenue accounts and balance sheets only once each year, in their 
annual report.   Those societies whose turnover falls below the audit 
thresholds, decide, in general meeting, whether or not to carry out a full audit.  
Some have changed their Rules to remove the requirement for a full audit 
where it is not required under the exemption criteria, due to limited turnover 
and / or assets held.   

 
Question 11.  Section 255 of the Enterprise Act 2002 will allow rescue regimes such 

as administration afforded to companies to be extended to IPSs.  Do you 
think these regimes should be extended to IPSs, and why?   What 
protections should be in place? 

 
Response.  Although the lack of an administration option has not been 
highlighted as a particular concern by our members, we consider that, in 
principle, an equivalent option should be available to co-ops, which might 
permit the administrator and members to discover a strategy for continuation 
of the business, whilst it continues to trade.   

 
We acknowledge the practical difficulties that the consultation raises with 
regard to maintaining co-op principles during an administration period.  It 
would be necessary for member consultation and participation to continue in 
administration, indeed, without this, the prospect of recovery would be 
severely diminished.  Applying an administration regime to co-ops would 
require the development of a bespoke scheme that takes into account the 
distinct co-op business purpose and modus operandi.  

 
The consultation document raises the potential risk of forced demutualisation, 
through conversion to a company, without reference to members.  However, if 
a society is insolvent, or on the brink of insolvency, there would be little for 
members to lose.   In addition, conversion can only take place with the 
required votes of members, thus providing them the choice.  If conversion to a 
company was the only valid way of saving the business, that option should 
also be available. 

 
Question 12.  Should societies be allowed to have a year-end of their choice? What 

are the advantages and disadvantages? 
 

Response.  We are in favour of societies deciding their year end to suit their 
own circumstances.  Many agricultural co-ops have business cycles that 
relate to crop seasons and sales, and have secured the permission of the 
registry to set their year ends to coincide.  

 
Question 13.  What are the advantages or disadvantages of the introduction of 

powers of direction and investigation for the Registrar? 
 

Response.  We are in favour of the introduction of powers of direction and 
investigation for the registrar.   The main advantage would be that members 
(and potentially other stakeholders) would have a form of investigation and 
redress in circumstances where directors and / or officers of a society are not 
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performing, or have not performed, to a level that is considered acceptable.  
Over the last 20 years, a small number of agricultural co-ops in Scotland have 
failed.  The conduct of directors was called into question, as some members 
considered that directors had been negligent, and that they had not acted in 
the best interests of the membership as a whole, nor worked sufficiently 
diligently to secure the future of their co-op.  Currently, there is no effective 
means of investigation for co-op members in these circumstances.    
Again, we anticipate that a scheme would need to be designed especially to 
meet co-op circumstances.     

 
Question 14.  What are your views on the effect of the introduction of penalties for 

providing false or misleading information to the Registrar? 
 

Response.  We are in favour of the introduction of penalties for providing 
false or misleading information.  In respect of agricultural co-ops, we do not 
foresee any effects, as we assume that all co-ops already provide true and 
accurate information to the registrar. 

 
Question 15.  What are the benefits or otherwise of the FSA having the power to 

suspend or deregister a society for offences such as failure to submit an 
annual return and failure to pay the periodic fee to the Registrar? 

 
Response.   We are in favour of the FSA having such powers, providing they 
may be used only as an action of last resort, with clear guidelines stipulating 
the circumstances in which they may be used, and a clear series of warnings 
and communications prior to removal from the register being enacted.  The 
main advantage is to ensure that governance and management disciplines 
within societies maintain the highest standards.   

 
It would be necessary also to provide a process whereby a society could re-
apply for registration.  

 
Question 16.  Please list in order of priority the policy changes which would have the 

most impact on improving the ability of IPSs to compete with proprietary 
firms.  Explain with supporting evidence why any changes are needed. 

 
Response.  The introduction to the HM Treasury consultation states; “The 
long-term aim is to provide the mutual sector with a cost effective legislative 
framework, which will enable them to compete even more effectively in the 
modern economy, and to continue to fulfil their valuable social role.”  All the 
changes proposed (and on which we have provided comment as evidence) 
are necessary to achieve HM Treasury’s stated aim.  Our request and 
expectation is that all will be addressed.  The most helpful short-term change 
would be to remove or increase the £20,000 maximum limit on individual 
member shareholdings, for the reasons described earlier.  We regard the 
introduction of electronic communications and register as urgent.  We also 
consider that the current limited role of the registry constrains the number of 
start-up businesses registering as IPS co-ops, and should be reviewed as 
matter of urgency. 

 
 
SAOS Limited 
The Rural Centre, West Mains, Ingliston EH28 8NZ. Tel 0131 472 4100. www.saos.co.uk  
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Appendix – Membership of SAOS, September 2007 
 
ANM Group Ltd 
Aberdeen Grain Marketing Ltd 
Agricultural Central Trading Ltd 
Argyll and the Islands Rural Business Ring Ltd 
Atholl Glens Ltd 
Ayrshire Country Lamb Ltd 
Birsay Farmers Ltd 
Borders Machinery Ring Ltd 
Borders Premium Potatoes Marketing Ltd 
Branded Beef Producers 
Buccleuch Farmers Ltd 
Caithness Livestock Breeders Ltd 
Caithness Machinery Ring Ltd 
Clydeside Trading Society Ltd 
Dalkeith Farmers Ltd 
Deeside Woodland Products Marketing Ltd 
Deveron Potato Growers Ltd 
East Lothian Potatoes Ltd 
East of Scotland Farmers Ltd 
East of Scotland Growers Ltd 
Farm Stock (Scotland) Ltd 
Farmers Creamery Co-operative Ltd 
Financial Control Services Ltd 
First Milk 
Galloway Lamb Ltd 
Girvan Early Growers Ltd 
Girvan Early Growers (Vegetables) Ltd 
Grainco Scotland Ltd 
Grainfarmers Ltd 
Grampian Growers Ltd 
Harlaw Fruit Ltd 
Harris Livestock Ltd 
HI Health Ltd 
HBS Ring Ltd 
Highland Fruit Stocks Ltd 
Highland Glen Producers Ltd 
Highland Grain Ltd 
Highlands and Islands Sheep Health Association Ltd 
Highlands and Islands Sheep Strategy Ltd 
Lewis Crofters Ltd 
Lothian Lamb Ltd 
Lothian Machinery Ring Ltd 
Montrose Potatoes (Growers) Ltd 
North Highland Products Ltd 
North Uist and Benbecula Livestock (Marketing) Ltd 
Northern Grain Ltd 
Orkney Auction Mart Ltd 
Orkney Business Ring 
Ringlink (Scotland) Ltd 
Rural Services Scotland Ltd 
SE Growers Ltd 
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Saltire Seed Ltd 
Scot Trout Ltd 
Scot Trout Farming Ltd 
Scotlean Pigs Ltd 
Scott Country Lamb Ltd 
Scott Country Potatoes Ltd 
Scottish Agronomy Ltd 
Scottish Association of Farmers Markets Ltd (encompassing all farmers markets) 
Scottish Borders Produce Ltd 
Scottish Crop Innovation Initiative Ltd 
Scottish Farm Venison Ltd 
Scottish Nuclear Stock Association Ltd 
Scottish Organic Milk Producers Ltd 
Scottish Organic Producers Association Ltd 
Scottish Pig Producers Ltd 
Scottish Shellfish Marketing Group Ltd 
Shetland Abattoir Co-operative Ltd 
Shetland Livestock Marketing Group Ltd 
South West Machinery Ring Ltd 
Tarff Valley Ltd 
Tay Forth Machinery Ring Ltd 
Taygrow Produce Ltd 
Timber Marketing Group Ltd 
Uist Calf Producers Ltd 
United Farmers Ltd 
United Oilseeds Marketing Ltd 
Wigtownshire Quality Lamb Ltd 


