CREDIT CO-OPERATIVES

Law 13/1989 of 26 May 1989
(BOE of 31 May)

Article 129.2 of the Spanish Constitution ordains that government authorities shall
promote co-operative societies by means of adequate legislation. This mandate has been
fulfilled with respect to co-operatives in general by the General Law on Cooperatives
3/1987 , enacted on 2 April, which, however, in its sixth transitional provision provides that
until the new legal rules regulating credit co-operatives are established, credit co-operatives
will continue being governed by the legislation in force prior to the effective date of that
Law, with the particularities laid down in the same.

The Spanish government has prepared a Law on Credit Co-operatives that fulfils the
mandate laid down in article 129.2 of the Constitution in relation to promoting this type of
co-operative society to the fullest extent possible under the powers vested in the state.

As is known, Spanish state legislation is considered supplementary to the legislation
of the regional governments to which there have been devolved full legislative powers for
co-operatives. A nuance is introduced into this general rule, in the specific case of credit
co-operatives inasmuch as credit co-operatives registered in the Bank of Spain special
register are granted, under Legislative Royal Decree 1298/1986, of 28 June, adapting legal
rules on credit entities to European Economic Community law, status as credit institutions,
as are private banks, savings banks and official credit institutions.

These nuances derive from the fact that article 149.1.11 of the Constitution
mandates exclusive state jurisdiction for establishing the basis of regulations concerning
credit and banking. Consequently, this Law establishes the basis with respect to credit co-
operatives, but also includes other provisions not considered basic for the purpose of giving
supplementary rules to be applied in default of regional legislation, although those
provisions are expressly related to the second final provision in accordance with the most
recent requirements of constitutional case-law.

In conclusion, this Law is not intended to offer a complete and exhaustive regulation
of all aspects of credit co-operatives, but only to establish the basis for the legal framework
governing those co-operatives as credit institutions, as a responsibility that rests with the
state under article 149.1.11 of the Constitution.

This statute is structured into twelve articles, one additional provision, two
transitional provisions, two final provisions and a repealing provision.

The text begins by laying down the general principles, in which credit cooperatives
are defined and given status as credit institutions with supplementary application of the
legislation on co-operatives. It is stipulated that there shall be no limit on the number of
members of such co-operatives and the liability of members for the debts of the co-
operative is limited to the value of their contributions. The legal regime applicable to these



co-operatives is also specified, along with the particularities regarding their names.

Consistent with their status as credit institutions, as mentioned above, credit co-
operatives are allowed to carry on the same operations as credit institutions, although with
priority attention to the financial needs of their members.

The Law then refers to the formation and functioning of these co-operatives,
inspired by the principles of agile processing and equal treatment with all other credit
institutions for their registration in public registers, both in the Bank of Spain register and
in the Companies Registry, as well as in the register of co-operatives.

This statue also establishes the requirements which must be met by members of
these institutions and the events in which delegation of votes is admissible. As a
consequence of their status as credit institutions, the method for calculating their profit or
loss is regulated and rules are established for distributing profits, seeking to satisfy co-
operative principles and guarantee the solvency of these institutions and hence their
liabilities to third parties.

Article nine deals with the organisational bodies, distinguishing between the general
assembly, governing board and management and specifying the respective powers of each
and their rules of operation. The regional governments are allowed to establish other rules
of a different nature for the governing board and management, provided they comply with
the basic provisions established by the Spanish state.

Lastly, the Law refers to mergers and split-ups, accounting and disciplinary rules.

These provisions aim to guarantee the solvency of credit co-operatives, avoid
abusive actions harmful to co-operatives and assure they function perfectly within the
financial system in which they are included.

The second final provision is intended to ensure compliance with the most recent
constitutional case-law regarding the need for clear statutory specification of which
provisions are considered basic and which are not.

Article one. Status

1. Credit co-operatives are companies incorporated in accordance with this Lawwith
the corporate object of serving the financial needs of their members and of third parties by
means of pursuing the activities proper to credit institutions.

2. Credit co-operatives have their own legal personality.

3. The number of members is unlimited and their liability for the co-
operative’sdebts is limited to the value of their contributions.



Article two. Legal framework

Credit co-operatives shall be governed by this Law and the provisions implementing
the same, without prejudice, in relation to the latter, to such provisions as may be approved
by the regional governments in the discharge of the functions delegated thereto for these
matters. They shall also be subject to the provisions that generally regulate the activities of
credit institutions. On a supplementary basis, they shall be subject to the legislation on co-
operatives.

Article three.

1. The term Cooperativa de Crédito or its abbreviation Coop. de Crédito may only
be used by the undertakings defined in this Law and shall necessarily be included in their
name.

2. No credit co-operative may adopt a name identical to that of another pre-existing
company, whether a credit institution or of another kind.

Nor shall credit co-operatives adopt ambiguous or misleading names liable to
induce confusion in relation to their scope of operations or corporate objects or with
another type of credit institution.

3. Only credit co-operatives whose principal object consists in providingfinancial
services in rural areas may use, jointly with or separately from the name credit co-
operative, the expression Caja Rural (rural savings banks)

The “Banco de Credito Agricola, S.A.” and rural savings banks or any other credit
co-operatives that belong to the Grupo Asociado de Crédito Agricola-Cajas Rurales
Asociadas may use, jointly or separately and for so long as they belong to that group, the
expression Crédito Agricola.

4. No public register shall register undertakings not subject to this Law whichseek to
use any of the names provided for in this article, nor register any acts to which such
undertakings are party. Where such registration has been made nonetheless, it shall be
immediately cancelled, ex officio or at the request of the interested party.

Article four. Operations
1. Credit co-operatives may carry on all types of lending, deposit-taking andservices
permitted to other credit institutions, with priority attention to the financial needs of their

members.

2. In any case, the aggregate lending operations of a credit co-operative withthird
parties shall not reach fifty percent of the total assets of the co-operative.

In computing the above percentage, the following operations shall not be included:



those carried on by the credit co-operatives with members of associated cooperatives,
placements of surplus cash in the interbank market or acquisition of fixedincome securities
and financial assets acquired to cover the legal reserve ratios or to place surplus cash.

Avrticle five. Incorporation

1. Incorporation of a credit co-operative shall require prior authorisation fromthe
Ministry of Economy and Finance. The incorporation application must be undersigned by a
group of promoters, at least five of whom must be legal persons that have been pursuing
their registered corporate object on an uninterrupted basis for at least two years prior to the
incorporation date, or by fifty natural persons.

In order to incorporate a credit co-operative with the name Caja Rural, the promoter
group must include at least an agrarian co-operative or fifty natural person farm owners
amongst their members.

2. After authorisation is granted, the credit co-operative shall request to beregistered
in the relevant register of the Bank of Spain, submitting with such request a copy of the
public deed of incorporation and of the articles of association. Similarly, after being
registered in the Bank of Spain register, it must obtain registration in the Companies
Registry and in the relevant register of co-operatives, whereupon it shall acquire its legal
personality.

Avrticle six. Share capital (Z)

1. The government of Spain, upon prior report from the Bank of Spain,
shallestablish the minimum amount of share capital of credit co-operatives according to
their territorial scope and the total number of citizens in the towns included within that
territory. It shall also determine the extent to which that capital must be paid in.

2. Credit co-operatives shall not operate outside their territorial limits, as definedin
their articles of association, without having first modified the articles and increased their
share capital to adjust it to the requisite level. This restriction does not apply to the
operations provided for in the last paragraph of article 4.2 and to those which are merely
ancillary or instrumental to the corporate object.

Article seven. Member contributions

1. All members of a credit co-operative must possess at least one
registeredcertificate of contribution. The articles of association shall determine the nominal
value of these certificates, which shall not be less than ten thousand pesetas, and the
minimum number of certificates that must be possessed by members, according to the legal
nature and activity commitment assumed by the members, subject to the limits set forth in
part 3 of this article. All certificates shall have the same nominal value.

2. Membership shall not be lost when, as a consequence of a financialreconstruction



plan approved by the Credit Co-operative Deposit Guarantee Fund (Fondo de Garantia de
Depositos en Cooperativas de Crédito) or by application of the terms of the last paragraph
of this article, the nominal value of contributions is annulled or reduced to below the
minimum limit stipulated in the articles, on a general basis, without the member restoring
the diminished part.

3. The total amount of contributions of each member shall not exceed 20 percentof
the share capital in the case of a legal person and 2.5 percent in the case of a natural person.

In no event shall legal persons who do not hold status as a co-operative society
possess more than 50 percent of the share capital.

4. The contributions shall be returned to the members on the conditionsstipulated by
regulation, but only where the result is not insufficient coverage of the mandatory share
capital, reserve or solvency ratio requirements. (2)

Similarly, where so specified in the articles of association, they may be applied to
setting off operating losses. In all events, the reductions that result must be carried out
proportionally in all contributions.

Article eight. Results of the financial year

1. At the close of each financial year, the results shall be determined accordingto the
principles and methods applicable in other credit institutions, without prejudice to the
provisions of the Law on Taxation of Co-operatives (Ley sobre Régimen Fiscal de las
Cooperativas).

2. Losses shall be covered with a charge to the co-operative’s own funds and,where
the latter are insufficient or where the share capital would be reduced to below the
stipulated minimum, the co-operatives shall be wound up, unless the capital or funds are
restored in sufficient measure.

3. The profits shall be allocated to covering losses from previous years whichcould
not be absorbed with a charge to own funds. The credit balance of the profit and loss
account shall constitute the net surplus for the financial year and, after deducting the taxes
payable and interest on capital paid in, subject to the limits set down in the legislation on
co-operatives, the disposable surplus shall be applied: a) at least 20 percent to the allocation
to the mandatory reserve; b) at least 10 percent to the allocation to the education and
promotion fund; and c) the rest shall be available to the general assembly, which may
distribute it as follows: refund to members, based on the criteria laid down in this respect in
the articles of association, allocation to voluntary or comparable reserves, which may only
be distributed upon prior authorisation from the supervisory authority, and, where
application, to employee profit sharing schemes. All of this shall be construed without
prejudice to compliance with the solvency ratio and to the legal rules applicable to the first
three years of existence of a credit co-operative. (3)



Article nine. Company bodies

1. The company bodies of credit co-operatives are the general assembly and
the governing board .

2. Each member shall have one vote in the general assembly. Nevertheless,
where so stipulated in the articles of association, the vote of members may be made
proportional to their share capital, to the activity carried on or to the number of members of
the associated co-operatives. In this case, the articles of association must set out clear
criteria for the vote proportionality.

In all events, the limits indicated in article 7.3 shall apply to member votes.

3. Members may appoint other members as their proxies for general
assemblymeetings, subject to the following restrictions:

a) The proxy appointment must be made in writing before the assembly meeting and
specify the name of the proxy.

b) The aggregate votes held by a member directly and as proxy shall not exceed the
voting limits indicated in this Law.

4. Power to appoint, hire and remove the general manager shall rest with
thegoverning board.

5. Governing board meetings shall be called by the chairman at his owninitiative or
at the request of at least two or more board members or of one general manager.

6. Members of the governing board may receive remuneration where sostipulated by
the articles of association.

7. The management of credit co-operatives shall be performed by one or
moregeneral managers.

8. The following persons shall not be members of the governing board or
generalmanagers:

a) Undischarged bankrupts or debtors subject to insolvency proceedings, persons
legally incapacitated, sentenced under judgments including disqualification from holding
public office, and those who have been sanctioned for serious violations of the law or
company provisions, especially for property crimes, disqualified in a disciplinary
proceeding from holding directorships or executive office in a credit institution.

b) Directors, or board members, or senior officers of other credit institutions, except
for those who have holdings in the share capital.



c) Persons belonging to the board of directors of more than four credit institutions.
For the purposes of computing these directorships, there shall not be included the seats held
on boards of directors of credit institutions in which the interested person, his spouse,
ancestors or offspring are owners, jointly or separately, of a number of share not less than
the quotient yielded by dividing the share capital by the number of seats on the board of
directors.

d) Persons who for their own account or on behalf of other persons or undertakings
have debts due and payable of any kind with the credit co-operative, or who during the
discharge of their functions incur in breach of the obligations to the cooperative.

General managers shall not hold the same or equivalent office in another credit
institution, co-operative or commercial company, nor the position of director, except as
representative of the credit co-operative.

9. The Bank of Spain shall maintain a register of credit co-operative seniorofficers
in which there must be registered, prior to taking office, the persons elected or appointed to
hold the position of board member or general manager in a credit cooperative. The Bank of
Spain shall refuse registration when there is a conflict of interest under the applicable laws,
in which event the election or appointment shall be null and void.

Article ten. Merger and split-up

Mergers, split-ups or takeovers affecting credit co-operatives shall require prior
administrative authorisation.

Where the undertaking which results from a merger, split-up or takeover is a credit
co-operative, it shall apply for registration in the relevant register of the Bank of Spain.

Article eleven. Accounting

Credit co-operatives shall manage their accounting according to the rules
established for credit institutions. The annual balance sheets and profit and loss account
must be audited by the persons and with the requirements stipulated in Law 19/1988, of 12
July, on Account Audits ( Ley de Auditoria de Cuentas).

Article twelve. Discipline and intervention

Law 26/1988, of 29 July, on the Discipline and Intervention of Credit Institutions (
Ley de Disciplina e Intervencion de Entidades de Crédito) shall apply to credit co-
operatives.

ADDITIONAL PROVISION

Grupo Asociado Banco de Crédito Agricola-Cajas Rurales Asociadas.



The Grupo Asociado Banco de Crédito Agricola-Cajas Rurales Asociadas shall be
incorporated by the Banco Crédito Agricola and the cajas rurales (rural savings banks) that
enter into the agreement with the same, with full contracting capacity in the pursuit of its
purposes, and its governing bodies and operations shall be governed by the terms of that
agreement.

TRANSITIONAL PROVISIONS

First. Credit co-operatives must adapt their articles of association to the provisions
of this Law prior to 31 December 1993, without prejudice to their compliance with the
mandatory provisions of the same and to such other dates as may be stipulated by
regulation for attaining the own funds required under prudential rules, which shall take
special account of credit co-operatives with a local scope of activity and domiciled in
municipalities with less than 100,000 inhabitants. (4)

Second. Promoters of credit co-operatives which at the effective date of this Law
are awaiting resolution on their applications for authorisation shall have one year within
which to adapt their applications to the provisions hereof.

FINAL PROVISIONS

First. The Spanish government may dictate, within the scope of its powers, all such
provisions as may be required for application and implementation of this Law.

REPEALING PROVISION

As from the effective date of this Law, there shall be repealed all provisions of equal
or lower ranking opposed to the terms hereof. In particular, this Law repeals the sixth
transitional provision of the General Law on Co-operatives (Ley General de Cooperativas)
and Royal Decree 2860/1978 of 3 November 1978 regulating credit cooperatives, as well as
the following Royal Decrees and Ministerial Orders that supplement and implement those
regulation:

Royal Decree 1549/1979 of 29 June 1979.
Ministerial Order of 26 February 1979.
Ministerial Order of 30 June 1979.
Ministerial Order of 9 January 1980.
Ministerial Order of 12 May 1980.
Ministerial Order of 2 July 1980.
Ministerial Order of 31 July1980.
Ministerial Order of 4 October 1980.
Ministerial Order of 29 October 1981.



(1) Amended by Law 20/1990, of 19 December.

(2) In accordance with Law 20/1990, of 19 December , the first paragraph.
(3) Redrafted according to Law 20/1990, of 19 December, the number 3.
(4) Redrafted according to Law 13/1992, of 1 June.

(5) Provision declared null by Spanish Constitutional Court on 6 May 1993



