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Surplus Sharing Model Rules for Social Enterprise


These model rules are provided ‘as is’ under a Creative Commons Licence.  These guidance notes may be freely shared, but not amended.  The model rules can be shared and adapted for either your own or commercial use, providing the author’s work is fully acknowledged and any new versions are made available under the same Creative Commons Licence.
No warranty is provided that they are suitable for your situation.  They are provided to stimulate and inform innovation in social enterprise, to inform practice, and also to stimulate new thinking about the democratisation of management, ownership and governance in a socially enterprising economy.
As with all model rules, professional advice is recommended to help you adapt them to your specific needs and circumstances.

These model rules draw on thinking from a variety of academic and consultancy projects conducted over the last 11 years, plus a further 12 years as a practising social entrepreneur.  For additional background information, please see the social enterprise development model  and a Community Interest Company consultation submission published at:
http://www.scribd.com/doc/21548825/ (Start Up Model)
http://www.scribd.com/doc/13647544/ (CIC Submission)
For your convenience, the model rules are appended to the end of this document.  

Introduction 
These notes describe a social enterprise model suitable for companies in England and Wales who wish to implement co-operative governance and/or community or employee-ownership.  The rules are designed to balance the interests of those establishing the enterprise, and those contributing labour and finance.
This model is an evolution of the democratic business rules developed by Guy Major and Gavin Boby of Democratic Business Ltd that were used (in adapted form) by some cooperatives and private businesses in the period 1999 - 2002.  Ideas were developed further during the author’s period of PhD study.  This involved working with Peter Beeby and Rick Norris (of School Trends Ltd), and John Cullen (of Sheffield Hallam University).  One product of this period was the idea of combining internal (direct) membership with external collective ownership (including trust-based ownership) that both directly and indirectly helps a ‘beneficiary group’.
Following completion of the author’s PhD thesis (Communitarian Perspectives on Corporate Governance), the model rules were revised and checked by a professor of Corporate Law at Sheffield Hallam University in light of the (then) forthcoming Companies Act 2006.  They were revised again in January 2009 to update voting procedures when a poll of shareholders is called in General Meeting.  In October and December 2009 small amendments were introduced to reflect further changes in UK Company Law, and to clarify the way the rules can be used to support a combined producer/consumer owned cooperative business, or cooperative consortium.  The most recent changes (March 2010) followed discussions with social enterprise advisors and entrepreneurs in the Yorkshire & Humber region of the United Kingdom.
The rules were first published under a Creative Commons Licence in 2007 as part of the Open Social Enterprise Organisational Structures Bank created by the Common Cause Foundation.  The foundation is a trust specialising in "development of enterprise that involves employees and other local stakeholders in ownership and control...and helps end exploitation and injustice in enterprise and trade generally."  These, and other rules, are available from:
http://www.commoncausefoundation.org/?q=node/4 
The rules provide for Founder, Labour and Investor shareholders.  Founder shares are allocated to those who create the enterprise.  Labour shareholders acquire shares in proportion to their labour contribution.  The mechanism for allocation and distribution of Labour Shares is left to the individual enterprise to decide democratically in General Meeting.  Investor shareholders acquire shares in proportion to the financial value of their (labour) contribution.  
By default, Labour shareholders acquire Investor Shares (either through the issue of free shares, or upon payment to the company, or through acting as a consumer / customer of their own business).  The rules control the allocation and distribution of trading surpluses, as well as the voting rights of Founder, Labour and Investor shareholders with the goal of ensuring an appropriate balance is created in different social entrepreneurial settings.

Applications of the Rules
Application in a Worker Cooperative or Co-owned Company
In a worker cooperative the emphasis is on issuing Labour Shares to those contributing labour (normally employees), then allocating profits as Investor Shares in proportion to labour shareholdings at the end of each year.  Using this mechanism, those contributing the most labour receive larger rewards over the longer term.  Many successful co‑owned businesses use a similar incentive system whereby share distributions based on annual profitability contribute to an entrepreneurial culture with a highly committed workforce (St Luke’s Adverstising Agency, Gripple and School Trends are oft-cited examples).  No up-front investments are necessary as the shareholdings are generated as a by-product of creating a profitable trading enterprise.  In some cases, staff are permitted to increase their shareholdings through buying shares, or can be required to buy shares upon joining.  At School Trends Ltd, for example, staff buy a shareholding equal to 5% of their starting salary after one year of service.  In School Trends case, a person’s shareholding is limited to 5% of share capital.  At Gripple, staff buy shares to the value of £1000.

Application in a Consumer Cooperative
In a consumer cooperative, the key goal is to benefit consumers in proportion to their trading with the enterprise.  The Labour Share Fraction (the % of trading surplus and voting power given to the workforce) can be lowered, while the Investor Share Fraction (the % of surplus and voting power given to Investor shareholders) can be increased.  The issue of free shares may be adapted to include customers as well as members of staff.  Provisions regarding the transfer of Investor Shares may need to be adapted (to retain a minimum shareholding) or revoked completely to ensure that consumer members never lose their right to participate in decision-making.
 
Application in a Cooperative Consortium / Marketing Cooperative
In a cooperative consortium, Founder Shares can be issued to organisations who establish the consortium.  Labour Shares can be issued to consortia members in proportion to the amount of labour they supply, and Investor Shares can be issued to consortia members in proportion to the financial capital they invest.  This way, dividends are paid to consortia members for both their labour and financial investments.  The collective interests of the founders are protected through the voice reserved for Founder Shares in decision-making and governance.  
If additional staff are employed directly, they participate by acquiring Labour and Investor Shares using the principles established at incorporation.
Mechanisms for allocating Labour Shares are decided in General Meeting.  By way of example, they might be allocated as follows: one share per FTE equivalent member of staff; one share per 100 hours of labour provided; one share per £10k of labour provided annually.  Provisions for mediation in the event of a dispute are particularly important in consortia: conventional approaches to discipline/grievance are hard to apply in law because of the complexities of employee relations in consortia.  Cooperative cultures are better suited to the use of mediation in dispute resolution.



Notes on the Articles of Association
1. This is a document that defines the name of the company and its initial shareholders.  Although the Companies Act 2006 does not require the stipulation of share capital in the Articles, the share structure of this type of company needs to be set out clearly.  The Articles are sent to Companies House and can be inspected by any member of the public.  The address included on these articles should be the ‘service address’ of the director.  It no longer needs to be the director’s home address.  
The form IN01 (used to register a new company) defines how many shares each founder member receives/purchases when the company is established, as well as the total number of authorised shares.  The IN01 form can also be used to include beneficiaries who only hold Investor Shares.  This enables a person, or group of people, to establish a company for the benefit of other specific group(s), and allocate shares so they receive dividends on profits each year.  A beneficiary may be a person, community organisation or charity.
2.	The company rules define how the company is constituted, who governs it, and the rights of company members.  Potential investors often examine rules carefully because they determine the rights that they will get when they make an investment, and provide indications of the governance arrangements intended by the founders.  The rules are important to employees and existing investors too, because they control the terms under which others can take a stake in the enterprise, and the influence they gain by doing so.
Company Rules 1 to 9
3.	These set out terms used throughout the rules (“Definitions”) and the purposes of the company.  Most of these clauses match those that used to be set out in the Memorandum of Association (in the Companies Act 1985, 1989).  In clause 5 (Company Objects), community and public interest objectives can be added.

CAPITAL – Rules 10 to 16
4.	These articles define the shares that can be issued and the rights associated with them.  There are three types of share:
a) Founder Shares are held by people who establish the concept behind, and initial purposes of, the company.  Founder shares protect the organisation against “mission drift” without giving founders the power to determine strategic plans and/or the operational policies of the company.  As the founders (or any other shareholder group) can ask for a special resolution, the founders can veto changes that would violate their original intentions for the business.  In the case of ordinary resolutions, Founder Members vote (if applicable) using their Labour and/or Investor shares.  Founder shareholders can be (and elect) directors.
b) Labour Shares can only be held by those contracted for more than one year to deliver the company’s products and services.  This may include “employees” and “workers” (as defined in EU Employment Law), self-employed contractors and suppliers (whether sole traders or corporate “legal persons”).  Holders gain the right to attend, speak, propose and vote on resolutions at the company's General Meetings.  Subject to the provisions in the rules, Labour shareholders can elect (and remove) two directors.  The mechanism for allocating Labour Shares is decided in General Meeting by members and may – by way of examples - be based on: a one-person one vote; pro-rata based on annual hours worked; pro-rata based on annual salary; based on the number of years employed; or any other fair and equitable mechanism agreed in General Meeting.  By default, half the company's surplus, and one-quarter of the value added is distributed to Labour Shareholders in proportion to the number of Labour Shares held.  Labour shareholders are those who interact and trade with each other on the daily (or regular) basis to sustain the company.
c) Investor Shares can be held by any individual or group (including employees, customers, beneficiaries and support organisations) both individually and collectively.  Holders gain the right to attend, speak, propose and vote on General Meeting resolutions.  Subject to the provisions in the rules, investor shareholders can elect (and remove) up to two directors. The issue of these shares ensures that financial risks assumed by investors are given some recognition, but do not permit financial interests to dominate in decision-making.  A percentage of the company's surplus is distributed as a dividend in proportion to the number of Investor Shares held by each member.  The company is owned by its investor shareholders (any residual assets are distributed to them upon winding up, after reimbursing public and charitable bodies for any financial support provided).  Where Investor Shares are being used to support a consumer cooperative, a cap on the % of shares held (or voting power of) individual members is recommended.  Alternatively, the provisions for a poll of investor shareholders can be removed from the rules so that investor shareholder voting is always on the basis of one person, one vote.
The directors (minimum 1, maximum 7, by default) are elected by shareholders when the company exceeds a certain size.  They are legally responsible for the impact and implementation of company policy.  They control the appointment of the Chief Executive Officer and/or Executive Team (see below).  The minimum number of directors is three if the company is in receipt of public or charitable funds, or the number of company members exceeds an agreed threshold.
5.	Any “legal person” contracted to provide labour to the company on a continuous basis for more than one year (through membership, directorship, an employment contract or contract for services) must be offered Labour Shares, as well as a chance to buy Investor Shares to the value of 15% their first annual contract or salary.  The stake entitles the member to a share of future profits and the assets of the company upon dissolution.
6.	Suppliers of labour (typically employees) can earn free Investor Shares by increasing the value of the company.  A percentage of the increase in the company's value each year – agreed during incorporation, and thereafter in General Meeting - is distributed to employees as free Investor Shares in proportion to the number of Labour Shares currently held.
· The rules can be adpated to clarify that ‘investors’ can also be consumers or community members.  In this way, the arrangements typical of a consumer or community cooperative can operate alongside the arrangements of a typical worker cooperative or employee-owned business.  This precedent has been set by organisations in the Mondragon Cooperative Corporation who have mixed memberships of consumers and employees, and mixed boards that reflect the multi-stakeholder nature of the enterprise.

GOVERNANCE – Rules 17 to 32
7.	These articles define how the company is run and the decision-making rights of shareholders, directors and the Chief Executive Officer or Executive Team.  There is a distinction between:
Founder Shareholders: who act in a Trustee capacity, nurturing the business and also with the power to block proposals that would violate the founders’ social objectives.
Labour Shareholders: who control the operations of the company.
Investor Shareholders: who own the company (i.e. have rights to residual assets).
Directors: who are legally responsible for the impact of company policies, and who evaluate and make recommendations on business objectives and their implementation.
Executive Officers: who decide how best to coordinate policy and business objectives, and report progress to the General Meeting and Board of Directors.
8.	The company's Board of Directors do not manage the company's employees directly – this is formally delegated to a Chief Executive Officer (CEO) or Executive Team.  The company is, however, structured to encourage self-management principles through institutions that support participative democracy.  The board may decide that operational decisions cannot be taken by a single individual by stipulating they must be approved by an Executive Team.  Alternatively, they may stipulate that a CEO can make executive decisions in the event that all members of the Executive Team cannot agree.
9.	The CEO and/or Executive Team is responsible for the organisation and management of the company and fulfilling the company's social policy and business objectives.  The CEO / Executive Team can be removed only by the Board of Directors, not shareholders.  However, as directors can be removed by shareholders, shareholders exercise influence over the appointment (and removal) of the CEO / Executive Team.
10.	When the company is in its early growth phase (by default, smaller than 50 members), the founders and existing directors can appoint board members.  Contracts above a certain value must be agreed in General Meeting, and cannot be agreed by the board alone.
11.	When the company grows (by default, over 50 members), directors are elected by their shareholder groups and sit on a board with up to two founder directors.  Members of the company also elect a company President.  The president has a non-executive role, acts as the Chair of the board with a specific remit to promote effective communication throughout the company.
12.	The arrangements for proxy voting limit the number of people for which a person can act as a proxy.  No person may vote or act for more than one other member at a General Meeting.  This provision prevents a single person casting many votes on behalf of members, but allows those who are sick or on holiday to express their view on specific resolutions.
EXPENSES, BENEFITS AND PAY – Rules 33 to 46
13.	All staff providing labour will be paid reasonable expenses.  A schedule of acceptable expenses can be agreed by all members in General Meeting.
14.	Remmuneration (“pay”) is made up by: a) wages; b) labour share dividends; c) investor share dividends.  The arrangements in these rules can be supplemented by an employment contract or contract for services.  Members can agree to receive their income solely through dividends on Labour and Investor Shares.  Following the Mondragon Cooperative Model, staff receive a monthly advance of their share of profits.  Under this arrangement, monthly advances on dividends are paid each month to provide members with a regular income, and are adjusted (up or down) in light of changing business performance.
15. All shareholders (including employees) receive dividend payments if the company is in profit at the end of each financial period.  Dividends are propotional to shareholding and are paid in the manner set out in the rules.  Labour shareholders and investor shareholders receive an equal proportion of any surplus (by default).
16. Following the outstandingly successful model used in the Mondragon Cooperative Corporation, a ratio for the maximum acceptable difference between the highest and lowest paid member of staff is set in the rules (by default this is 3:1).  The hourly rate for the highest paid member of staff cannot be more than 3 times the hourly rate for the lowest paid member).  Changes to this ratio can only be agreed through a class resolution of Labour Shareholders: the rules specifically prohibit changes to this ratio by either Founders or Investor Shareholders.  At Mondragon, larger cooperatives (with several hundred, or several thousand members) have sometimes adjusted the ratio to 6:1 to attracted highly skilled / professional staff.  None, however, have extended the ratio beyond 6:1 since the largest cooperative (in a vote supported by over 80% of its 4,500 members) affirmed its commited to the 6:1 ratio.  Of the 250 businesss now operating in this group, the current average is a ratio of 5:1.
ACCOUNTING, AUDIT, DISPUTE RESOLUTION AND DISSOLUTION – Rules 47 to 53
17. Accounting records are open to all members.  Executives and directors are not permitted to keep accounting records secret and they must be maintained in such a way that members can inspect them during working hours.  Even where secrecy may be encouraged by legal and commercial norms, members rights take primacy.  Access to accounting records is necessary for members to fully participate in General Meetings.
18. Taken together, the rules encourage company members to operate open systems in all areas of administration and management (both human and financial).  Even where these provisions may conflict with rights under the Data Protection Act, or the norms of professional bodies, members rights take primacy.  Information provided during recruitment and induction, and included in employment contracts and HRM policies, should alert new members to the rationale behind the protection of an open culture.  Access to administration and management information is necessary for members to fully participate in General Meetings.
19. Remuneration disputes are handled by referral to expert opinion (a mutally agreed agency or consultant).  If unresolved, the escalation process involves a resolution to a General Meeting, and then ACAS.  
20. Relationship disputes are handled in the first instance via mediation.  Members may agree a disciplinary and grievance procedure to satisfy Employment Law, and which includes mediation as the dispute resolution system of choice.  If mediation fails, individuals retains their rights under Employment Law (if they satisfy the legal definition of a worker or employee).  Managers appointed need to ensure that company documents are free of HRM practices likely to undermine participative democracy.  
21. If disputes are unresolved, they are normally escalated to a General Meeting, and then an ACAS mediator or conciliation service.  Discipline and Grievance should be a procedure of last resort, used only where mediation is not possible.
© Creative Commons 3.0 – Attribution No Derivatives, Rory Ridley-Duff, 2010.


A Discussion of Asset Locks
As argued in http://www.scribd.com/doc/13647544/ (CIC Submission), the use of an asset lock has long been associated with a business culture that inhibits both participative democracy and genuine worker / consumer ownership.  While the theory behind asset locks – and common ownership – is that it will encourage democratic control of capital, in practice this has been hard to achieve.  Research has repeatedly found that individual and collective rights need to be balanced, and that share ownerhip (i.e. capital allocated to individuals and collective bodies who provide labour) can play a part in sustaining cultures that maintain entrepreneurial energy while organising collectively.  
Economies dominated by common ownership (where capital is allocated to indivisible reserves under the control of a board) have not thrived as well as mixed economies.  At the same time, it can be recognised that introducing both individual and collective holdings is potentially more volatile, and at risk from predatory behaviour by shareholders.  Maintaining a balance requires constitutional arrangements capable of adapting to changes in the size and influence of different organisational stakeholders.
In these rules, therefore, much more emphasis is given to the democratic control of capital than the principle of an asset lock.  An asset locked company under the control of an unaccountable CEO (or Board) is as anti-democratic (and vulnerable) as a company where a large financial shareholding is in the hands of a single entrepreneur, or small group of investors.  Unchecked, both lead to control of the enterprise’s capital by a small self-selecting elite rather than a wider membership reflecting different stakeholder interests.  These rules reflect Carole Pateman’s views on participative democracy more than Joseph Schumpeter’s views on representative democracy.  The General Meeting, and not the Board of Directors, is cast as the sovereign body for decision-making.  It is also an important feature of these rules that the Directors’ power to control the transfer of shares (and the distribution of surpluses) is limited.
This said, in practice the rules provide for both asset and control locks to be enforced by any class of shareholder as needed (i.e. a shareholder class can force decisions about assets and social control to be subordinated to human decision-making processes rather than being left at the mercy of institutional or regulatory rules).  As the sale, merger and dissolution of the enterprise depends on the support of all classes of shareholder, no social enterprise created under these rules can be dissolved, sold or reconstituted without the support of its founders, workforce and investment community.  In short, the organisation cannot be removed from community ownership and control without the consent of the communities that created and sustain the enterprise.  This is not the case with a Community Interest Company (CIC).  In the case of Ealing Community Transport (ECT), despite incorporation as a CIC, and a notional asset-lock, the board were able to sell most of the business without the agreement or consent of other primary stakeholders.  The position in these rules, therefore, is as follows.  While decision-making rights to sell a business are a necessary condition for an organisation to be considered a social enterprise, it is only where that enterprise is socially organised (i.e. democratically controlled on the basis of one-person, one vote, with a voice for founder, labour and investor stakeholders) that ‘community interest’ can be protected in a meaningful way.
After meetings with social enterprise advisors and entrepreneurs, special provisions for dissolution have been added.  These provide for the company auditor to make an assessment of the level of grant funding received by the enterprise in the course of its trading history and to treat this as community equity.  The auditor will then calculate a community dividend which the Directors will pay to an asset locked body (typically a community benefit society, charity or community interest company), before dividing any remaining assets between Investor Shareholders.  
The rationale for this is to avoid the rules themselves triggering transfers of wealth and assets between the public, private and social economy organisations, unless such transfers are explicitly desired by members and decided in a democratic forum.  Members can express their wishes by allocating shares to social economy organisations.  If they do this, residual assets will be distributed to them.  What these rules avoid, therefore, is accidental self-exploitation (as might happen when rules are adopted before understanding the long-term implications of doing so).  They also prevent members being deliberately exploited by external funders (as occurs when funders require wholesale changes to articles before any funding is provided, thereby ignoring the value of contributions ("sweat equity") members have made before they sought funding.  
Any funder not satisfied by the surplus sharing and dissolution arrangements in these rules is likely to be seeking to exploit members for community, private or public benefit, or acting in accordance with ideological dogma.  As this would breach the principle of ‘democratic control’, these rules only provide for an “asset lock” to the value of any public/community subsidy plus the assets that members of the company have specifically consented to give to asset-locked organisations.  This applies to variable yield equity shares (Investor Shares) as well as other assets.
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THE COMPANIES ACTS 1985, 1989 and 2006.
Company Limited by Shares

ARTICLES OF ASSOCIATION OF
[COMPANY NAME]


1.  	Definitions. In these Articles:-
“the Act” means the Companies Act 1985 and any amendments in force, including those enacted in the Companies Act 1989 and 2006.
“Cash” includes cheques, electronic fund transfers, IOU’s, promissory notes and money orders.
“Member” a holder of a Labour, Investor or Founder Share.
[“Beneficiary” a holder of only Investor Shares listed on the IN01 form, at the time of incorporation]
“Quorum” a meeting in which a sufficient number of people are present to take decisions that are binding.
“Ordinary Resolution” means a proposal accepted by a majority of votes cast irrespective of shareholder class, subject to any adjustments provided for in Clause 23 and 24 of these rules.
“Class Resolution” means a proposal accepted by a majority of votes cast in one shareholder class on a one-shareholder one-vote basis.
“Special Resolution” means a proposal accepted by a majority of votes cast in each shareholder class separately, on a one-shareholder one-vote basis, plus at least 75% of all members in favour irrespective of shareholder class on a one-shareholder one-vote basis.
“Reserves” exclude the current year's profit and loss account.
“Labour Share” is a share owned by a member who invests labour in the Company, entitling her or him to participate in Company governance and receive a share of profits.  For the purposes of clarity, any person recognised in UK Employment law as a ‘worker’ will qualify for Labour Shares if they have worked for the company continuously for more than 1 year.
“Investor Share” is a share owned by a member who invests unremunerated labour or equity capital entitling him or her to a share of the Company's assets and profits.
“Founder Share” is a share owned by a company founder, entitling them to participate in Company governance.
“IPS” is an Industrial and Provident Society.
“CIC” is a Community Interest Company.
2. 	Regulations in Table A in the Schedule to the Companies Regulations 1985, and subsequent amendments in the Companies Act 1989 and 2006 do not apply unless they are referenced directly in these rules.
3. The name of the company is [COMPANY NAME]
4. The registered office of the company is in [England and Wales].
5. The company's object is:
a. to carry on business as a general commercial company, 
b. to pursue trading activities that are both economically and socially responsible,
c. to contribute to the development of a socially enterprising business culture,
d. to develop a social enterprise rooted in co-operative values and practices for the encouragement, development and promotion of business services that support human relationships and democratic governance.
e. to abide by the internationally recognised values and principles of co-operative identity as defined by the International Cooperative Alliance, in particular the values of self-help, self-responsibility, democracy, equality and solidarity and the ethical values of honesty, openness, social responsibility and caring for others; and
f. to abide by principles of equality of opportunity and oppose forms of discrimination on the grounds of social class, race, ethnic origin, gender, sexual preference, age, disability and religion.
g. [Add other community interest / public interest objectives here].
6. The liability of members is limited.
7. The company has the power to do anything which is incidental or conducive to the furtherance of its objects.
8. The company's authorised share capital is [£5000] divided into 3 classes of share:
a. [5] Founder Shares of nominal value 1p
b. [4995] Labour Shares of nominal value 1p each,
c. [4950] Investor Shares of nominal value £1 each.
9. These Articles of Association may be altered only by Special Resolution of all shareholder classes, i.e. passed by a majority of votes cast in each shareholder class separately and an overall 75% of members in favour, on a one-shareholder one-vote basis.

CAPITAL
10.		Share Capital.
(a) Subject to the provisions of the Act, the company may issue additional Labour Shares and Investor Shares only. The rights and conditions attaching to shares are:
(i) Founder Shares:  issued at nominal value; to be issued to the founders of the enterprise; transferable at the discretion of the founder; one vote per shareholder at General Meetings (except as defined in Clauses 23 and 24); 1p fixed preference dividend; forfeited on holder's death, bankruptcy or insolvency; cancelled without payment on winding up.
[bookmark: WorkerShareArt](ii)	Labour Shares:  issued at nominal value; to be issued to investors of remunerated labour in proportion to their labour contribution; non-transferable; one vote per shareholder at General Meetings (except as defined in Clauses 23 and 24); 1p fixed preference dividend each; forfeited on holder's death, bankruptcy or insolvency; cancelled upon cessation of contracts to provide labour; cancelled without payment on winding up.
(iii)	Investor Shares may be held by any person; issued at a fair price; issued to investors of equity capital upon payment; issued to unremunerated labour in recognition of the financial value of their contribution; one vote per shareholder at General Meetings (except as defined in Clauses 23 and 24).
(b)	Alteration of Share Capital. The Company may increase its authorised share capital by ordinary resolution or as provided for in these Articles, but only by new Labour Shares or Investor Shares.
11. 	Transfer of Investor Shares.
(a) Investor Shares are freely transferable unless the holder is in debt to the company.
(b) The 5 members who have traded the most Investor Shares over the last 5 years should be listed, together with their contact details, at the start of the register of members. 
(c) Nothing in these articles requires title to securities to be evidenced or transferred by a written instrument if the Act permits otherwise.
12. Equity Capital Stakes.
(a) Every legal person contracted to provide labour continuously for more than one year (director, employee, supplier or self-employed contractor) will be offered Labour Shares, and the chance to buy Investor Shares at the Fair Price to the value of [15%] of their initial labour contract (i.e. a person’s annual salary, or projected annual remuneration for contracted services) after 366 days (1 year + 1 day) of continuous service;
(b) The Company may lend money to an existing member at 3% above the bank base rate of the National Westminster Bank for the purpose of buying Investor Shares;
(c) A contract for labour (director, employee or contractor) may specify that part of the remuneration will be made in the form of Investor Shares;
(d) After the anniversary of a labour contract (12 months), Investor Shares offered by the Directors can be purchased at the then current Fair Price as defined in 15(b) and 15(c);
(e) Subject to special resolution, the provisions in clauses 12 (a) to (d) can be applied to other legal entities (companies, associations, charitable and employee trusts etc.) who support the work of the Company.
(f) [Consumer members will offered a minimum of one Investor Share upon acceptance of their membership application].
(g) The company shall not be entitled to withhold shares or share transfers, or reject applications for membership, on the grounds of social class, age, politics, race, creed, religion, culture, ethnic origin, sex or sexual orientation, marital status or disability.
13. 	Valuation. 
(a)	Pre-emption rights are excluded.
(b)	The Company is to be valued at the start of every financial year, and this is the “Reference Value”.  The valuation shall include, primarily, a valuation based on the assets and future profit stream of the Company.
(c)	A Class Resolution can require revaluation of the Company or any of its assets.
14. 	Share Issues.
(a)	Excluding issues of Free Shares, a “Major Issue” of Investor Shares (increasing issued Investor Shares by more than [10%] within 6 months) must be at a share price agreed by ordinary resolution.
(b)	Any other issue of Investor Shares should be at the Fair Price (see 15 (b) and 15 (c)).

15.	Free Shares and Fair Price.
(a)	The “Capital Gain Fraction” is [0.25], and may be changed only by special resolution.
(b)		If the Company’s value at the end of an accounting period (the “New Value”) is greater than its Reference Value, then:

the “Workers’ Gain” 	is 	(Capital Gain Fraction)  (New Value – Reference   Value); 
the new Fair Price 	is	(New Value – Workers’ Gain)  (number of Investor Shares in issue);
the number of Free Shares	is	(Workers’ Gain)  (new Fair Price);
This number of Investor Shares is to be issued credited as fully paid to those holding Labour Shares in proportion to the number of Labour Shares held at the commencement of the accounting period.

(c) If the number of Free Shares exceeds the number of available Authorised Investor Shares, the new number of Authorised Investor Shares will be calculated as below.  The Directors will sign a board resolution agreeing the new Share Capital and the Company Secretary will inform Companies House of the change:

(Free Shares) + (Issued Investor Shares) – (Authorised Investor Shares)

(d) Otherwise, the new Fair Price is (New Value)  (number of Investor Shares in issue).

Worked Example – Calculating Free Investor Shares and the Fair Price
Investor Shares Issued:	4,500
Capital Gain Fraction:		0.25 (25%)
Reference Value:		£60,000 (Existing fair price = £13.33)
New Value: 			£75,000
Workers’ Gain:			= (£75k - £60k) * 25% = £3,750
New Fair Price			= (£75k - £3,750) / 4,500 = £15.83
Number of Free Shares:	= 3,750 / 15.83 = 287
Investor Shares (Revised):	4,500 + 287 = 4,737

16. 	Borrowing. The directors may exercise all the powers of the Company to borrow money and to mortgage or charge its undertaking, property and assets (present or future) and to issue debentures.

GOVERNANCE
17. The Directors may call General Meetings and, on the requisition of members holding a tenth or more of the shares in any class, must convene a General Meeting for a date not later than 4 weeks after receipt of the requisition.
18. In each financial year, a minimum of one General Meeting will be held in addition to the Annual General Meeting (AGM).
(a) No business shall be transacted at a General Meeting unless a quorum of members is present.  Unless and until otherwise decided by General Meeting, two-fifths of the membership shall be the quorum, subject to the number of members being more than [10] and less than [50]. 
(b) In the event of the membership exceeding [50] the quorum shall be [20].
(c) In the event of the membership being less than [10], the quorum shall be one-half subject to a minimum of [3].
(d) No business shall be transacted at a General Meeting until the meeting has agreed a  chairperson.  Whenever a President is in post, the President will chair the General Meeting.  If a President is not in post, or the President is not present, the meeting will elect one of the Directors to chair the meeting.  If no Director is present, the meeting may elect a chairperson from amongst those present.
19. The General Meeting can set corporate policy, approve/reject business plans, and take decisions about acquisition and disposal of property, and partnership arrangements with other organisations.
(a) A proposal to acquire another organisation may be taken by Ordinary Resolution.
(b) A proposal to merge or sell the company must be put as a Special Resolution.
(c) A proposal to wind up or dissolve the company must be put as a Special Resolution.
20. Corporate policy and business plans are implemented by a Chief Executive Officer or Executive Team appointed by the Directors.  The board will stipulate their authority whenever appointed.
(a)		When no Chief Executive Officer or Executive Team is in post, the director with the most Labour Shares will assume the responsibilties of the Chief Executive Officer until a new Chief Executive Officer or Executive Team can be appointed.
(b) 	If the situation in 20(a) arises, and two or more directors have the same number of Labour Shares, the one with the most Investor Shares will assume the responsibilities of the Chief Executive Officer until a new Chief Executive Officer or Executive Team is appointed.
(c)	The Chief Executive Officer or Executive Team is responsible to the General Meeting and Board of Directors for the organisation and management of the company and the implementation of the Company's business plans.
21. Every Founder, Labour and Investor shareholder can attend, speak and propose resolutions at a General Meeting, can stand (subject to clauses 30 and 31) for election as a Director and can cast one vote at General Meetings (except as provided for in clauses 23 and 24).
22. [bookmark: _GoBack]Any person can act as a proxy for a member at General Meeting.  An instrument appointing a proxy must be written in a usual form, or a form approved by the Directors.  
(a) A proxy may act for a maximum of one other member at General Meetings (i.e. can cast a maximum of two votes, including their own).
23. Decisions at General Meetings are made by passing resolutions with a show of hands, unless a poll is demanded by at least [2] members.  Unless required by law or by these articles, all decisions will be made by Ordinary Resolution, i.e. passed by a simple majority of votes cast.
(a) For Ordinary Resolutions taken by a show of hands, Founder, Labour and Investor shareholders have one vote each, irrespective of the number of shares held.
(b) For Ordinary Resolutions where a poll is called, only Labour Shareholders and Investor Shareholders vote on the basis of their shareholdings.  Founder shareholders may vote using their Labour and Investor Shares.
(c) If a poll is requested by at least [2] members, the chairperson must offer each shareholder class a chance to pass a Class Resolution in accordance with the provisions of Clause 26 before proceding with the poll.
24. On a show of hands every member holding a share who is present in person or by proxy, has one vote.  On a poll, every Labour and Investor shareholder who is present in person, by representative or by proxy, has one vote for every share held conferring a vote on the issue which shall then be subject to the following adjustments: 
(a) In the event of a poll, the total number of investor share votes and labour share votes for and against the resolution will be recalculated using the following formulae (see clause 44(a) for [Investor Share Fraction]; see clause 40 for [Labour Share Fraction]:

i) 	[Investor Votes For] / [Investor Votes Cast] * [Investor Share Fraction]
ii) 	[Investor Votes Against] / [Investor Votes Cast] * [Investor Share Fraction]
iii) 	[Labour Votes For] / [Labour Votes Cast] * [Labour Share Fraction]
iv) 	[Labour Votes Against] / [Labour Votes Cast] * [Labour Share Fraction]
(b) The total vote for the resolution is the aggregrate of i) and iii)
(c) The total vote against the resolution is the aggregate of ii) and iv)
(d) For the resolution to pass, the aggregate of i) and iii) must be greater than 0.5, otherwise the resolution is not passed.

Worked Example – Taking a Poll for an Ordinary Resolution at a General Meeting
Investor Shares Cast: 	3000
Investor Shares For:	1800		= 1800 / 3000 * 50% = 30%
Investor Shares Against:	1200		= 1200 / 3000 * 50% = 20%
Investor Share Fraction	50%
Labour Shares Cast:	17		
Labour Shares For:	5		= 5 / 17 * 50% = 15%
Labour Shares Against:	12		= 12 / 17 * 50% = 35%
Labour Share Fraction:	50%
Total For = 30% + 15% = 45%
Total Against = 20% + 35% = 55% 
The resolution is defeated.
25. A Class Resolution passed by any shareholder class can amend an Ordinary Resolution so that it becomes a Special Resolution (with the exception of contract terminations described in clause 51).
(a) A Special Resolution is passed if:
i. a majority of votes cast in each shareholder class separately (on a one-shareholder one-vote basis) are in favour of the resolution;
ii. at least 75% of all members cast their vote in favour of the resolution, irrespective of shareholder class, on a one-shareholder one-vote basis.
26. Unless a poll is demanded, a declaration by the chairperson at the meeting that a resolution has, on a show of hands, been carried or lost and an entry to that effect in the book containing the minutes of the proceedings shall be conclusive evidence of the fact without proof of the number or proportions of the votes recorded in favour or against a resolution.
27. A written resolution signed by all members is valid as if properly passed at a General Meeting.
28. The proceedings of a meeting are not invalidated by the accidental omission to give notice of the meeting to, or the non-receipt of notice of the meeting by, a person entitled to receive notice.
29. Directors.  The Company shall have a Board of between one and [seven] directors except in the circumstances described in clauses 29(a) and (b).  A sole director shall have authority to exercise all the powers and authorities vested in the Directors unless:
(a) The company is in receipt of grant or loan funding from a public authority, charitable body or other asset-locked organisation (e.g. a credit union, community cooperative or community interest company), in which case the minimum number of directors shall be three (one from each shareholder class).
(b) The company has [50] or more members, in which case the minimum number of directors shall be three (one from each shareholder class).
30. If the Company has fewer than [50] members, directors will be proposed by the Founders or existing Directors and approved by a vote of existing directors.
(a) Directors may freely negotiate contracts of any value until the company produces audited accounts.  Thereafter, directors may freely negotiate contracts to the value of [25%] of the company's annual turnover (as reported in the previous year's audited accounts).  Contracts in excess of this amount require General Meeting approval.
(b) The maximum number of directors shall be [seven].
(c) A director may be removed at General Meeting (as set out in 31 (e)) or after a vote of no‑confidence at a meeting of the Directors.
(d) All acts done by any meeting of the Directors or by any person acting as a member of the Board shall, even if it be afterwards discovered that there was some defect in the appointment of any Board members or person acting as such, or that they or any of them were disqualified, be as valid as if every such person had been duly appointed and was qualified to be a Board member.
31. If the Company has [50] or more members, directors and a president will be elected annually as follows.  
(a) Labour Shareholders will elect a maximum of [two] directors (one will be subject to re‑election by rotation every two-years), following Table A.
(b) Investor Shareholders will elect a maximum of [two] directors (one will be subject to re‑election by rotation every two-years), following Table A.
(c) Founder Shareholders will elect a maximum of [two] directors, who may be removed only by the provisions set out in 31(e).
(d) A maximum of [one] director may be appointed (co-opted) by the other directors.
(e) A director may be removed from office at any General Meeting by a Class Resolution of a shareholder class that elected him or her, or by Ordinary Resolution.
(f) A company president will be elected from the Directors on a poll of all shareholders (one vote per shareholder) at the Annual General Meeting.  The president has a non‑executive role in the running of the company, and is responsible for overseeing board meetings, maintaining the public image of the company, and facilitating good communications between directors and company members.  The president has a casting vote at board and General Meetings, but is not required to use their casting vote.
(g) In the absence of a president, or if a president is not elected, the holder(s) of Founder Shares will fulfil this role (as set out in 31(f)).
(h) A director cannot be removed by other directors except at General Meeting (as set out in 31 (e)).
(i) The maximum number of directors shall be [seven].
(j) Company directors may freely negotiate contracts to the value of [12.5%] of the company's annual turnover (as reported in the previous year's audited accounts).  Contracts in excess of this amount require General Meeting approval.
(k) All acts done by any meeting of the Directors or by any person acting as a member of the Board shall, even if it be afterwards discovered that there was some defect in the appointment of any Board members or person acting as such, or that they or any of them were disqualified, be as valid as if every such person had been duly appointed and was qualified to be a Board member.
32. [bookmark: EmergencyVotingRights]Directors’ meetings may be held between General Meetings by any means defined within the Act, including video and audio conferencing.

BUSINESS EXPENSES AND FRINGE BENEFITS
33. (a) 	Providers of labour (directors, employees, self-employed contractors) shall be paid reasonable expenses wholly incurred in relation to furthering the business of the company.
(b)	A schedule of acceptable fringe benefits and expenses may be agreed by ordinary resolution.  Any expenses paid, or fringe benefits provided, outside the scope of an agreed schedule must be itemised in the annual accounts.
(c) 	Fringe benefits and expenses must be itemised and recorded in such a way that they can be inspected by any member during normal office hours.

[bookmark: StandardEmploymentContractMinimumWage]PAY, EMPLOYMENT AND SURPLUS
34. Remuneration has three components: Basic Wages (“Pay”), Labour Share dividends and Investor Share dividends.
(a) 	Each provider of labour is subject to one or more contracts (employment contract, contract for services or company membership) which controls the manner in which they are remunerated for their labour.  These articles, including subsequent modifications, are part of any contract between the Company and those providing labour (directors, shareholders, employees, self-employed contractors).  All members of the company shall be provided with a copy of these rules upon agreement or variation of a contract to supply labour.
(b) 	Labour may be recognised solely through company membership and remunerated solely through Labour Share dividends.  A formal contract of employment will be issued if, in the view of the directors, ‘employee status’ tests used in employment tribunals have been, or are expected to be, satisfied (i.e. a person works regular hours, receives regular pay, has agreed holiday entitlements and is subject to regular supervision etc.).
(c) If the company issues contracts of employment to members of staff, the maximum ratio between the hourly rate of the highest and lowest paid member of staff shall be [3:1].  This ratio can only be amended by a Class Resolution in a meeting of Labour Shareholders.  This ratio may not be amended by Ordinary Resolution.
(d) 	At the start of each accounting period, if the company has any employees, an amount equal to (Basic Wages  Current Inflation Rate) will be set aside for increases in Basic Wages.  The application of any remuneration system to employees and self-employed contractors is at the discretion of the CEO or Executive Team (unless overridden by the procedure set out in clause 42).  If the budget for increases in remuneration is not distributed within an accounting period, any unused part must be distributed as Labour Share dividends.
(e) 	An increase in the budget set in 34(d) can only be passed by Special Resolution.
(f) 	Directors’ pay and conditions follow the same principles as other company members and employees.
35. (a) 	“Total Revenue” means sales plus earnings from services provided plus any other income, but excludes proceeds of new issues of securities or loans obtained.
(e) “Profit” is equal to Total Revenue less cost of materials and services less depreciation less rents less interest.
36. [bookmark: Borrowing]“Associated Costs” means the costs directly associated with a given amount of Pay, including employee’s and employer’s contributions for National Insurance, superannuation, healthcare plan, childcare, staff club and any other benefits deducted from pay, together with sickness, maternity, paternity or other statutory pay, and Pay-As-You-Earn income tax.
37. “Surplus” is equal to Profit, less Pay including their Associated Costs, less corporation tax.
38. Capital Expenditure, Extraordinary and Research and Development Costs in excess of [£5,000] must either 
(a) 	be deducted from Surplus in exchange for new Investor Shares credited as fully-paid, or 
(b) 	be paid for from Reserves, 
or as determined by special resolution or the auditor.  Any member may require the auditor to determine if an item comes under these categories.
39. “Labour Share”.  The Labour Share of surplus, distributed in dividends, is calculated by multiplying [Surplus] (if greater than zero) for the relevant period by the [Labour Share Fraction].  If [Surplus] is less than or equal to zero, no Labour Share dividends are paid.
40. [bookmark: _Hlt451526361]“Labour Share Fraction”.
The Labour Share Fraction is [0.5] and may be changed only by special resolution.  If the Labour Share Fraction is decreased, Investor Shares credited as fully paid at the fair price must be given to holders of Labour Shares in proportion to the loss of their projected dividends.
No Labour Shareholder may receive a dividend of more than [Surplus] x [Labour Share Fraction].
41. [bookmark: ApportionmentOfBonusesToStaff]“Labour Share Dividends”.
	At the end of an accounting period, the Labour Share is distributed as follows to each Labour shareholder:
	[Labour Share]  (Member’s Labour Shareholding / All Issued Labour Shares).
42. [bookmark: _Hlt444586580][bookmark: AdvancesOfBonus]Labour Share Advances.
At the discretion of the directors, members and employees may be advanced a proportion of their projected Labour Share dividends on a regular basis in addition to monthly Pay.  Advances must be listed in the Annual Accounts.
43. Providers of labour (directors, employees, self-employed contractors) may, subject to mutual consent, be part-paid with new Investor Shares, credited as fully paid.

CORPORATION TAX AND INVESTOR DIVIDENDS
44. Investor Share Dividends are paid after Labour Share dividends.
(a)	The “Investor Share Fraction” is [0.5] and may be changed only by special resolution.
(b) The total dividend paid in any accounting period is the lowest of the following:
	(i) 	that which may be paid by law;
	(ii) 	[Investor Share Fraction]  [Surplus]; and
	(iii) 	the balance of the profit and loss account, if greater than zero;
otherwise it is zero. The dividend is divided equally between all Investor Shares, and must be paid within 2 calendar months of the end of the accounting period.  Interest at the company’s bank overdraft rate is to accumulate on unpaid dividends after this time.
45. Shares instead of Dividends.  The directors can offer all Investor shareholders the choice of receiving additional Investor Shares credited as fully paid, instead of some or all of the dividend. The directors must specify a procedure fair to all Investor shareholders for exercising this choice.
46. No sum may be transferred from the profit and loss account to Reserves unless it represents new Investor Shares credited as fully-paid, or is approved by special resolution, or is required by law.

[bookmark: CalculationOfBonusPool][bookmark: SharesToBeHeldByEmployees][bookmark: AmendmentsToBonusFraction]ACCOUNTING AND AUDITING

47. Audited accounts are to be prepared annually using accounting conventions agreed in General Meeting, or as required by law. Any member or person authorised in writing by a member may inspect the accounting records during normal working hours.
(a) The Board may additionally ask for a social audit to include an assessment of the internal democracy and decision-making of the company, the wages, health and safety, skill sharing and educational opportunities of its employees, or other matters concerning the overall personal or job satisfaction of employees; an assessment of the company’s activities externally, including effects on customers and suppliers, on people living in the area where the company operates, and on the natural environment.
48. [bookmark: ApprovableCharges]Auditors and Independent Experts. These must be chosen by ordinary resolution, or by the President of the Institute of Chartered Accountants, or by the Board of Trade.  

DISPUTE RESOLUTION
49. Labour Contract Revaluations.  In the event of a dispute, the escalation procedure is:
(a) Valuation by a recruitment agency or recruitment consultant agreeable to all parties;
(b) Appeal (with resolution) subject to a vote at General Meeting;
(c) Advisory, Conciliation and Arbitration Service (ACAS).
In the event that a labour contract revaluation leads to a breach of the ratio between the highest and lowest paid member of staff (as set in clause 34(c)) the revalution will only be applied if labour shareholders pass a Class Resolution adjusting the ratio to permit the new level of pay.  Until such time as a Class Resolution is passed, the maximum pay permissable is capped in accordance with the current ratio (e.g. if the ratio is 3:1, the maximum pay is 3x the lowest paid).
50. Relationship Disputes.  In the event of a dispute between two or more members, the escalation procedure is:
(a) Mediation by the President, or a Director, a management consultant, trade union official or other third-party agreeable to all parties;
(b) Appeal (with resolution) subject to a vote at General Meeting;
(c) Advisory, Conciliation and Arbitration Service (ACAS).
51. Except in the case of resignation or voluntary termination by both parties, a member’s employment, supplier contract or company membership may be terminated only after an Ordinary Resolution proposing the termination of the contract has been passed in General Meeting.  
(a) Termination is subject to the satisfaction of all lawful terms contained in the member’s employment and/or trading contract(s).  A resolution to terminate an employment or supplier contract, or company membership, cannot be modified by Class Resolution to become a Special Resolution (clause 25 does not apply).
52. The Company may pay for directors’ and officers’ indemnity insurance against liabilities related to Company business, excluding negligence and/or fraud.
DISSOLUTION
53. Upon dissolution, the auditor will calculate the value of “residual assets” ([shareholder funds] + [accumulated profit and loss account] + [assets – liabilities].  After satisfaction of all creditors, residual assets will be distributed to Investor Shareholders in proportion to their shareholding after satisfying the following requirement:
(a) If the company has received grant funding from a public authority, charitable body or other asset-locked social enterprise (e.g. a community benefit society or community interest company), the company auditor will determine the amount of funding received, and calculate a “community dividend fraction” and “community dividend”.  The community dividend fraction will be calculated using the formula shown in 53 (a) (i).  The community dividend will be calculated using the formula shown in 53 (a) (ii):
i. [community and public funding] / ([community and public funding] + [shareholder funds]) 
ii. ([shareholder funds] + [profit and loss account] + [other assets]) * [community dividend fraction].

Worked Example – Calculating the Community Dividend

Community and Public Funding	£100,000
Shareholder Funds	£345,000
Profit and Loss Account	£200,000
Assets - Liabilities	£100,000

Community Dividend Fraction
= 100,000 / (100,000 + 345,000)
= 22%

Residual Assets
= 345,000 + 200,000 + 100,000 
= £645k

Community Dividend
= £645k * 22% 
= £144,944

(b) If the total value of residual assets is greater than [£5,000], not less than [community dividend] will be divided equally between the following bodies:
Organisation Name: 		
CIC Company No:		
or Charity No:		
or IPS Registration Number: 		
Organisation Name: 		
CIC Company No:		
or Charity No:		
or IPS Registration Number:		
Organisation Name: 		
CIC Company No:		
or Charity No:		
or IPS Registration Number:		
(c) Any remaining assets will be divided equally between Investor Shareholders in proportion to the number of Investor Shares reported in the company’s most recent Annual Return, or at set out in the registration document at Companies House (if no Annual Return has been filed).  For the avoidance of doubt, changes in shareholdings since registration (if not filed in an Annual Return), or since the most recent Annual Return, will be ignored for the purposes of calculating the share of residual assets paid out when the company is dissolved.
(d) In finalising the dissolution of the company, and subject to the requirements of Insolvency Law, debts and payments to creditors and shareholders will be satisfied in the following order:
i) Outstanding debts to employees, workers and contractors (e.g. wages/fees)
ii) Outstanding debts to other priority creditors (e.g. VAT and taxes)
iii) Outstanding debts to suppliers (e.g. unpaid supplier invoices)
iv) Outstanding debts to other creditors (e.g. loan balances)
v) Payment of the community dividend
vi) Division of remaining residual assets to Investor Shareholders
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