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Case 11.5 
Somerset Rules (Critique)
Background
Somerset Cooperative Services (SCS) is a ‘social enterprise positive’ cooperative development body that is itself a cooperative of service users. It advances a mission to promote “the application of international co-operative principles […] to enable social enterprises to work together to be financially, environmentally and socially sustainable.” In 2009, they applied to the Financial Services Authority (FSA) to be a ‘sponsoring body’ for multi-stakeholder coops using Somerset Rules. They have now registered 30+ coops using them.
Historical Development
There were three projects that triggered the formalisation of a new model. The first was a cooperative of biodiesel producers (Good Fuel in 2008). The second was GO-OP (www.go-op.coop), a continuing project to develop the UK’s first cooperatively-owned train company. The third was the Ecological Land Cooperative (www.ecologicalland.coop) which promotes sustainable development in rural areas through forestry, farming and ‘land-based’ businesses. These projects needed risk capital but it was impractical or impossible to raise it all from producer/user members. As a result, SCS created a rule book that engaged non-user members in cooperative governance to raise additional social and financial resources. Initially, they only provided for two stakeholders (users and non-user members from a community of interest) but it was not long before SCS realised that multi-stakeholder model rules could support collaborations between producers, consumers and people in their host community. Cooperative projects would have new ways to access capital and create more social solidarity if they are able to define and include more stakeholders.
	A key impetus came from a 2007 memo by the Financial Conduct Authority (FCA) circulated by Jim Brown. This responded to European Co-operative Society legislation to establish the legitimacy of non-user members in a cooperative venture. SCS interpreted this in a way that advanced the principle of open cooperation within multiple stakeholder groups. Once SCS established that multi-stakeholder cooperatives would work, there was a period where clients began asking for ‘too many’ stakeholder groups (as many as six, in one case). SCS advisers learnt to persuade clients to limit the number of groups and gradually the rules settled on providing for a maximum of four ‘user stakeholder groups’ plus non-user stakeholders. The ownership and voting rights of each stakeholder group was set out in the cooperative’s bylaws (Articles of Association). 
	SCS updated the model rules in 2012 and 2014. The 2012 changes were more extensive as they had to integrate changes brought about by the 2010 Cooperatives and Community Benefits Society Act. The Act changed the language of cooperation in the UK from Industrial and Provident Societies (IPS) to Cooperative and Community Benefit Societies (CS and CBS). SCS also started to encourage the term ‘director’ instead of ‘management committee member’ and/or ‘trustee’. This followed language changes encouraged by the 2006 Companies Act. SCS also took the opportunity to redraft rules on weighted voting which were complicated in use, and sought legal advice from Bates, Wells and Braitwaite to increase confidence and compliance with sector norms.
	Through their dialogue with various sector bodies, by 2014, they offered three versions: 1) for Cooperative Societies (CS); 2) for Community Benefit Societies (CBS); and 3) for Community Interest Companies (CICs). In the first two, the £20,000 equity limited was updated to £100k (in line with the 2014 Act). New optional rules were added to ensure compliance with the Social Enterprise Mark and Cooperatives UK’s one-member, one-vote voting principles. Lastly, SCS responded to the development of alternative multi-stakeholder social enterprise models (e.g. the FairShares Model) by issuing guidance on how to use Somerset Cooperative Society Rules as the foundation for a new FairShares enterprise.
Key Features
There are a number of key features. Firstly, to ensure the rules follow cooperative principles, they are laid out in 7 sections corresponding to International Cooperative Alliance’s (ICA) values and principles. At incorporation, the balance of power between stakeholders is fixed. Following advice from Coops UK, SCS suggest that the ownership and voting power of the user community should not drop below 25% (which ensures that they can block rule changes that would disenfranchise them). Whilst voting by a show of hands is the norm, there are constitutional provisions for weighted voting (by member request). This means that the relative power of producers, users and community supporters in governance can be written into the rule book to deal with potential conflicts of interest. Lastly, the rules make provisions for social accounting. Members either vote to have ‘lay social accounts’ (accounts not prepared by a social auditor – which are generally free and quite short) or they can opt for professionally audited social accounts. 
	Under Somerset rules each member has to choose which stakeholder group they belong to. This ensures that even if someone is eligible to be a member of more than one stakeholder group, they can only vote for one group when they participate in ownership and governance. This is different to the options available from the sector’s official trade body. Coops UK have introduced multi-stakeholder model rules but they do not support group-based voting or weighted votes amongst different classes of members. Coop UK’s rules still have people from different stakeholder groups voting on a one-person, one-vote basis as if they are a single community. In SCS’s opinion, this allows one stakeholder group to dominate (e.g. customers will almost always outnumber workers, for example, so the interests of the workforce cannot be protected). Coop UKs ‘multi-stakeholder’ model does not structure voting in a way that enables collective interests to be protected within the enterprise. The only way to do so would be to form two co-operatives that either contract with each other or create a secondary cooperative (e.g. a consumer cooperative contracting a worker cooperative as a supplier, or entering into a partnership with it).  Lastly, SCS were not satisfied that Coop UK’s model rules made adequate provision for the recruitment, retention and involvement of non-user members (as encouraged by EU legislation for European Cooperative Societies). SCS’s latest Community Benefit Society version permits the unique combination of a regulated asset-locked enterprise with user-led cooperative governance. Furthermore, their rules are ‘investment ready’, with provisions that permit social investors and member-owners to take advantage of enterprise and social investment tax incentives. 
	In summary, the creation of Somerset Rules was a pioneering initiative that made it possible to incorporate multi-stakeholder cooperatives under the Industrial and Provident Societies Act within the UK. This model combines one person, one-vote principles with recognition of interest groups who express their collective voice in General Meeting with other interest groups (e.g. consumers, producers and community supporters) through provisions for weighted voting.
Limitations
In the UK, not all cooperative funders are comfortable lending to cooperatives that provide for weighted voting. For example, Somerset Rules – in their 2014 update – alert clients that Cooperative and Community Finance (ICOF’s successor) will still not lend to Somerset cooperatives if they implement weighted voting. Internationally, cooperative networks (particularly those with integrated primary and secondary cooperatives) do – in practice – permit weighted voting. In China, voting rights have been linked to the amount of land contributed to producer cooperatives. In New Zealand, voting rights are linked to the amount of milk solids contributed to dairy production. At Mondragon, weighted voting is based on the headcount of worker-members in secondary cooperatives. Even though situations can arise where members of several primary cooperatives can vote more than once on the same issue, the norm in the UK is to avoid breaches of one-person, one-vote principles.	
	SCS acknowledge that operating a multi-stakeholder co-operative is more complex, but they make it simpler by working with Coops UK on strict adherence to one-person, one-vote principles. In helping clients reach decisions, they consider the capacity of the people involved and recommend the simplest rulebook that meets a client’s needs. They anticipate that there will be further developments when Somerset Cooperatives generate surpluses and need to make distributions of dividends to multiple stakeholders (see case 11.3). They wonder how producers and users will resolve the challenge of ‘comparing chalk and cheese’ because - at the moment - there is little guidance on achieving fair dividend distributions in multi-stakeholder cooperatives. For now, they restate the principle that dividends should be proportional to transactions, and that non-users should only get interest on capital, not dividends.
Further information on co-operative, community benefit society and CIC versions of Somerset rules are available from: http://www.somerset.coop/p/somerset-rules-registrations.html. Somerset Cooperative Services have also issued a flyer and update on the 2014 versions of Somerset Rules.
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