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ooperation is one of the main systemic

Capproaches aimed at the development of
small and medium-sized enterprises, which form
the basis of the economy of any country. This
mechanism is widely used all over the world and
has fully proven itself [2, p. 125].

S.I. Pakhomova and A.R. Purge note that
even during the New Economic Policy period,
cooperative-based joint activity was considered
the main driving force of economic progress [6,
p. 102].

The development of cooperative organizati-
ons has not lost its importance in many areas of
the economy, primarily in agriculture [4, p. 179].

Legislative regulation of cooperatives’ ac-
tivities is of great importance in ensuring their
efficient operation [7, p. 21].

The restoration of independence in the Re-
public of Azerbaijan and the transition from a
planned economy to a free market economy led
to fundamental changes in the legal status of all
participants in civil turnover. In Soviet civil law,
collective farm-cooperative property, along with
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state property, was considered one of the main
forms of socialist property and constituted a spe-
cial legal regime of public property.

According to the current legislation of the
Republic of Azerbaijan, cooperative ownership
does not act as a separate form of ownership, but
as one of the forms of manifestation of the private
property rights of legal entities, and the property
of the cooperative is considered private property
belonging to the cooperative legal entity.

Cooperatives can be classified into three
main types, taking into account their legal status
and operating objectives: production cooperati-
ves, consumer cooperatives, and mixed (produ-
ction-consumption) cooperatives. However, in
the practical organization of cooperative activi-
ties, production and consumption cooperatives
dominate. For this reason, most researchers in
the scientific literature prefer to study the legal
regulation and operational characteristics of pro-
duction and consumption types of cooperatives.
According to M.L. Minina, the classification of
production cooperatives as commercial organi-
zations and consumer cooperatives as non-com-
mercial organizations does not fully reflect the
specific features of the legal nature of coopera-
tives and the goals of their establishment [5, p.
49].

The effectiveness of the legal and econo-
mic activities of both production, consumer and
mixed-type cooperatives directly depends on the
procedure for forming a share fund, the mecha-
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nism for exercising the right to dispose of coope-
rative property, as well as the principles of dis-
tributing profits obtained as a result of activities
among members.

The main feature that distinguishes coope-
ratives from Limited Liability Companies and
Joint Stock Companies is that they operate on
the basis of a membership (persons) rather than
a capital unit. It is this feature that has a decisive
impact on the rules for the formation and mana-
gement of cooperative property and the distribu-
tion of profits among members.

According to S.A. Khodyrev, profit is consi-
dered the main goal of the economic activity of
all economic entities carrying out entrepreneu-
rial activity in a market economy. As an econo-
mic category, profit represents the net income
formed as a result of entrepreneurial activity and
obtained by the economic entity [3, p. 3].

Since a production cooperative is a commer-
cial legal entity, the main purpose of its activities
is to make a profit. This profit is a positive fi-
nancial result formed after deducting tax liabi-
lities, production costs and other necessary ex-
penses from the income of the cooperative from
the production and sale of products, performance
of work, provision of services, as well as other
entrepreneurial activities not prohibited by law.

A consumer cooperative, on the other hand,
is a non-commercial legal entity and its main
goal is not to make a profit, but to meet the mate-
rial and other needs of its members. At the same
time, it may engage in entrepreneurial activity,
provided that it serves the objectives of the char-
ter. The use and distribution of profits from such
activities is carried out in accordance with the
requirements of the legislation and the charter of
the cooperative.

One of the main doctrinal principles of co-
operative law is reflected in the mechanism of
profit distribution. While in joint-stock compani-
es, dividends are determined in accordance with

the size of the shares owned by the shareholder,
and in limited liability companies - in accordan-
ce with the size of the participant’s share in the
authorized capital, Article 110-2.2 of the Civil
Code of the Republic of Azerbaijan regulates the
distribution of profits in cooperatives according
to a mixed legal model based not only on capital
participation, but also on the participation of the
cooperative member through personal labor or in
other forms [1].

The main legal idea of Article 110-2 of the
Civil Code of the Republic of Azerbaijan is that
a production cooperative, unlike classical capital
associations, is a legal entity model based on the
joint activity and personal labor participation of
members. Therefore, if one of the two members
who have contributed the same amount of share
capital has a more active personal labor partici-
pation in the activities of the cooperative, this fa-
ctor is also taken into account when distributing
profits. Thus, in cooperative law, profit distribu-
tion is carried out according to a mixed legal mo-
del based not only on capital participation, but
also on the degree of participation of the member
in the cooperative’s activities. The specific rules
for profit distribution can be regulated in more
detail in the cooperative’s charter, subject to the
imperative requirements of the Civil Code.

A systematic analysis of Article 110-2 of the
Civil Code shows that the use and distribution
of cooperative profits is usually carried out in
the following sequence (although the Law does
not directly determine the sequence of these pay-
ments):

* Payment of taxes and other mandatory
payments established by law;

* Making allocations for the formation of
funds (reserve fund, indivisible fund and other
funds) provided for by law and the cooperative’s
charter;

= Fulfillment of the cooperative’s existing
obligations to creditors;
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= Distribution of the remaining profit among
the members in accordance with Article 110-2 of
the Civil Code of the Republic of Azerbaijan and
the cooperative’s charter, taking into account the
amount of their share (absolute and additional)
fees, as well as the degree of participation in the
activities of the cooperative through personal la-
bor or in any other form.

Article 110-2.2 of the Civil Code of the Re-
public of Azerbaijan defines the substantive and
legal criteria for the distribution of cooperative
profits. This norm provides for two independent
criteria for the distribution of profits and allows
their application both separately and together.
The first criterion is the amount of the share fee
contributed by the member to the cooperative’s
share fund. This includes both mandatory mem-
bership fees and voluntary additional fees. This
approach is close to the principle of profit distri-
bution proportional to the share of participation
in capital companies. The second criterion is the
member’s participation in the cooperative throu-
gh personal labor or in some other form. This
feature is one of the main elements that distin-
guishes a cooperative from corporate legal enti-
ties based solely on capital participation. While
in joint-stock companies, dividends are usually
calculated solely on capital participation, in a
cooperative the personal labor participation of a
member can also act as a legal criterion for pro-
fit distribution. The expression “participation in
other forms” used in the article is evaluative in
nature and may also include other forms of eco-
nomic participation of the member, depending
on the type of cooperative, its characteristics of
activity and the provisions of the charter. The
expression “participation in other forms” used in
the article is evaluative in nature and may also
include other forms of economic participation of
the member, depending on the type of cooperati-
ve, its characteristics of activity and the provisi-
ons of the charter.
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The content of the concepts of “participation
through personal labor” and “participation in ot-
her forms” and the criteria for their evaluation,
reflected in Article 110-2.2 of the aforementio-
ned Code, have not been specified. As a result,
the determination of these criteria is subject to
the regulation of each cooperative’s charter, whi-
ch may lead to the same legal relations being re-
gulated differently in different cooperatives and
to disputes in law enforcement practice. In par-
ticular, the issue of the criteria on the basis of
which the volume of a member’s personal labor
participation or its economic equivalent is asses-
sed has not been resolved in the legislation.

In other words, the main drawback of Artic-
le 110-2.2 of the aforementioned Code is that,
although it defines the criteria for profit distri-
bution, it does not normatively specify the pro-
cedure for applying these criteria, their mutual
ratio and calculation methodology. As a result,
determining the above issues by the cooperati-
ve’s charter and decisions of the general meeting
creates a wide margin of discretion, which may
pose risks in terms of legal certainty and equal
protection of the rights of cooperative members.
In our opinion, it would be appropriate to amend
Article 110-2-2 of the Civil Code of the Repub-
lic of Azerbaijan and provide the following wor-
ding: “The profit of the cooperative is distributed
in accordance with the procedure established in
the cooperative’s charter, taking into account the
amount of contributions made by members to the
cooperative’s share fund, their personal labor or
the volume of their participation in the cooperati-
ve’s activities in any other form”. The criteria for
profit distribution, the mutual ratio of these crite-
ria and the calculation procedure are determined
in advance in the cooperative’s charter and are
applied on the basis of the principle of equality in
relation to members in the same legal situation”.

Article 110-2.3 of the Civil Code grants the
general meeting broad discretionary powers, but



QANUN Xt 07 (381), 2026

does not define the legal criteria and limits for
the exercise of that power. As a result, the gene-
ral meeting can significantly limit the amount of
cooperative payments and dividends. The failure
to define the limits of such restrictions in the law
may, in individual cases, lead to the abuse of this
right, damage to the property interests of mino-
rity members, and the emergence of corporate
conflicts.

We believe that in order to determine the le-
gal basis and limits of the exercise of discretio-
nary powers of the general meeting of the coope-
rative, strengthen the principle of legal certainty,
ensure more effective protection of the property
rights of minority members, strengthen the prin-
ciples of equality and honest behavior in corpo-
rate governance, as well as ensure a fair balance
between the financial stability of the cooperati-
ve and the economic interests of its members, it
would be appropriate to amend Article 110-2.3
of the Civil Code of the Republic of Azerbaijan
and provide it with the following wording: “The
general meeting of members of the cooperative
may adopt a decision on limiting the amount of
cooperative payments and dividends in order to
ensure the financial stability of the cooperative,
the formation of funds provided for in its charter,
financing the development of the cooperative, as
well as ensuring the fulfillment of obligations to
creditors. Such a decision should not disproporti-
onately restrict the rights and legitimate interests
of the members of the cooperative, should be

applied on the basis of the principle of equality
in relation to members in the same legal situation
and should be based on objective criteria previ-
ously established in the cooperative’s charter”.

It is noteworthy that the legislator regulates
the concepts of “cooperative payments” and “di-
vidends” as types of payments with different le-
gal content. The parallel existence of these forms
of payment reflects the hybrid legal nature of the
cooperative. This indicates that the cooperative
is a special corporate-legal organization form
that combines both the participation of members
through personal labor and share (capital) parti-
cipation.

Since a consumer cooperative is a non-com-
mercial legal entity, its main purpose is not to
make a profit, but to ensure the economic and
social interests of its members. Therefore, inco-
me from entrepreneurial activities permitted by
law and the charter is primarily directed to the
implementation of the charter goals of the coo-
perative. The use and, if possible, distribution of
such income among members is carried out in
accordance with the requirements of the legis-
lation and the cooperative’s charter. Although in
comparative cooperative law, the volume of use
of cooperative services by a member is conside-
red one of the main criteria for the distribution
of income in consumer cooperatives, Azerbaijani
legislation does not establish this criterion as a
general rule for all consumer cooperatives.
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Zeynall Nihat Yusasif oglu,
Baki D&vlst Universitetinin Hiquq fakiiltesinin
Miilki hiiquq kafedrasinin doktoranti

KOOPERATIVIN MONFOOTI VO ONUN BOLUSDURULMOSI
XULASO

Umumilikds, Azarbaycan Respublikast Miilki Moacallosinin 110-2-ci maddasi kooperativin hiiquqi tobiotino xas
olan kapital istiraki ilo soxsi omok va ya digor formada istirakin uzlasdirilmasi prinsipini 6ziindo oks etdiron, monfastin
boliisdiiriilmasinin asas hiiquqi meyarlarini miioyyon edon mithiim normadir. Homin madda dispozitiv hiiquqi tonzimetmao
tisuluna Ustiinliilk vermoklo kooperativ tizvlorino monfootin boliisdiiriilmesi qaydalarinin miioyyon edilmosindo genis
sarbostlik verir, eyni zamanda kooperativin kreditorlar1 qarsisinda dhdoliklorinin prioritet qaydada yerino yetirilmasi,
moanfoatin boliisdiriilmasinin asas meyarlart vo bu masalalorin kooperativ {izvlsrinin imumi yigincag torafindsn hall
edilmosi kimi fundamental hiiquqi ¢ar¢ivoni miioyyon edir.

3eiinabl Huxat FOcacug oruy,
JOKTOPAHT Kadenpsl TPakKIaHCKOTO MpaBa IOPHINYECKOro GaKyasTeTa
BakuHCKOTO TOCYyTapCcTBEHHOTO YHHBEPCHUTETA

IMPUBbIJIb KOOITIEPATUBA U EE PACTIPEJIEJIEHUE
PE3IOME

B menom crarest 110-2 I'paxmanckoro xomekca A3epOaiikaHcKoi PecyOmuky mpencTaBiseT co00H BaXKHYO TIpa-
BOBYIO HOPMY, YCTaHABIIMBAIOLIYI0 OCHOBHBIC IOPHMYECKHE KPUTEPUH PacTIpe/eiICHUs] TPUOBIIM B KOONIEPATUBE U OT-
PaXKAOUIYI0 MPUCYIINI €ro MPaBOBOM MPUPOIE MPUHLIUI COYETAHMS YJacTHs B KallUTaJe C JUYHBIM TPYAOBBIM JTHOO
MHBIM yJacTHEM YJIEHOB KoolleparuBa. [IpeqocTasisist IpUOPHUTET AUCIIO3UTHBHOMY METOLy IPABOBOTO PETYIIMPOBAHMS,
yKa3aHHasl CTaThsl HAJIENSET WICHOB KOONEpaTHBa MIMPOKOH CBOOOION YCMOTPEHHMS IIPH OTPEJISIICHNH TTOPSI/IKa pactpe-
JeneHus mpuObLUI. BMecTe ¢ Tem OHa 3akpernisieT (pyHIaMEHTaIbHbIE MPABOBbIE OCHOBBI, IIPEAyCMaTPHUBAIOIIUE ITPHUO-
PHUTETHOE HCIIOIHEHNE KOOIIEPAaTHBOM 00s13aTEIIbCTB Mepe]l KPEJUTOPAMH, OIIPEJIeIIsieT OCHOBHBIE KPUTEPHHU pacIpeielie-
HUSI TPUOBLIHN, @ TAKIKE OTHOCHUT PEIICHHUE YKa3aHHBIX BOIIPOCOB K KOMIIETEHIIMHU OOIIETO COOpaHHs YWICHOB KOOIepaTHBaA.
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