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1.INTRODUCTION

Cooperative companies represent one of the three foundational pillars of the Iranian national economy, as ex-
plicitly recognized in Principles 43 and 44 of the Constitution and reaffirmed in the General Policies of Principle
44. These constitutional mandates envision cooperatives as instruments of economic inclusion, distributive jus-
tice, and participatory governance. Despite this elevated status, empirical developments since the enactment of
the Cooperative Companies Act of 1971 and the Cooperative Sector Act of 1991 show that the cooperative sector
has struggled to become an effective actor within Iran’s economic landscape.

A substantial body of evidence demonstrates that a major cause of this underperformance is rooted in the leg-
islative gaps, structural ambiguities, and deficiencies embedded in the legal framework regulating cooperative
governance. These include the absence of comprehensive rules on civil and criminal liability of directors, lack of
clarity concerning acts beyond the authority of managers, uncertainties surrounding the status and obligations
of legal-entity representatives serving on cooperative boards, inadequacies in statutory provisions governing
membership qualification and revocation, silence regarding the legal consequences of unfair competition among
members, and conflicting or incomplete regulations concerning indivisible reserves in dissolution proceedings.
These legal inconsistencies not only generate uncertainty for cooperative members and third parties but also
weaken supervisory structures, compromise managerial accountability, and ultimately impede the realization of
cooperatives’ constitutionally mandated economic and social functions. In comparison with commercial compa-
nies—whose governance is guided by a more detailed legislative framework, particularly the 1968 /1969 Amended
Act on Public Joint Stock Companies—cooperatives suffer from legislative fragmentation and conceptual under-
development.

This research, therefore, undertakes a systematic legal pathology of the cooperative governance regime, estab-
lishing the nexus between legislative inadequacies and the systemic challenges experienced by Iranian coopera-
tives over the past decades.
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2.PURPOSE

The purpose of this research is to provide a comprehensive and critical analysis of the legislative gaps and legal
ambiguities affecting the governance structure of cooperative companies in Iran and to propose coherent re-
form strategies rooted in comparative legal reasoning, constitutional principles, and cooperative values. Specifi-
cally, the study aims to examine deficiencies in the criminal liability regime for cooperative directors, analyze
the legal consequences of ultra vires acts and the absence of a doctrine protecting bona fide third parties, clarify
the civil and criminal liabilities of representatives of legal entities on cooperative boards, determine the com-
petent authority for revoking memberships that were invalid ab initio, formulate a statutory definition of unfair
competition applicable within cooperatives, resolve the ambiguity surrounding the fate of indivisible reserves
after dissolution, and identify governance gaps in the legal framework of Cooperative Chambers.

3. METHODOLOGY

This study adopts a descriptive-analytical and legal-pathology methodology, drawing on statutory analysis,
judicial opinions, regulatory guidelines, and interdisciplinary scholarly literature. It employs a comparative ap-
proach by evaluating cooperative governance provisions against the more developed governance regime ap-
plicable to commercial companies under the 1968 /1969 Amended Commercial Code, as well as selected foreign
jurisdictions with advanced cooperative legislation. The interpretive method emphasizes systemic consistency
within Iranian private law, teleological interpretation aligned with constitutional economic mandates, and fidel-
ity to cooperative principles such as democratic participation, member equality, and collective benefit. Through
this methodological lens, the study identifies structural inconsistencies, conceptual omissions, and operational
weaknesses in the existing cooperative legal framework and develops reform proposals grounded in normative
coherence and practical feasibility.

4.1. Deficiencies in Criminal Liability of Directors

The analysis shows that cooperative legislation provides only rudimentary and vague grounds for criminal sanc-
tions—such as “mismanagement” or “breach of trust”—which fall short of addressing modern forms of managerial
misconduct. In contrast, Articles 243-269 of the Commercial Code explicitly criminalize acts such as falsifying
financial documents, distributing fictitious profits, and misappropriation. The absence of such provisions in co-
operative law undermines deterrence, allows misconduct to go unpunished, and jeopardizes members’ financial
interests. A legislative amendment incorporating a comprehensive criminal liability framework parallel to the
Commercial Code is therefore essential.

4.2. Uncertainty Regarding Ultra Vires Transactions

A major gap is the absence of a statutory mechanism to validate transactions conducted by managers beyond
their authorized powers. Without a doctrine of apparent authority, bona fide third parties engaging with co-
operatives face legal vulnerability, as ultra vires transactions risk nullification. This contributes to contractual
instability and discourages commercial partnerships. Extending the doctrine of apparent authority to coopera-
tives would harmonize legal protections and strengthen transactional confidence.

4.3. Liability of Representatives of Legal Entities

Cooperative law allows legal entities to become members and representatives to sit on boards, yet fails to regu-
late their liability. Unlike Article 110 of the Commercial Code—which attributes liability both to the appointing
entity and its representative—cooperative legislation provides no such framework. This gap leads to a fragment-
ed liability regime and potential evasion of responsibility. The research recommends codifying solidary liability
between the entity and its representative to ensure accountability and prevent legal loopholes.
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4.4. Revocation of Membership of Ineligible Individuals

The legislation outlines procedures for expelling members who lose eligibility after admission but remains silent
on individuals who were never qualified at the outset. Two interpretive views exist, attributing this authority
either to the board or the general assembly. The study concludes that, in the absence of explicit statutory rules,
the general assembly—as the supreme cooperative authority—should decide such cases to ensure transparency,
legitimacy, and procedural fairness.
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4.5. Absence of a Statutory Definition of Unfair Competition

Article 13 of the Cooperative Sector Act references unfair competition but fails to define it. Existing ministerial
guidelines govern managerial conduct but do not regulate member-to-member competition. Drawing on Article
10bis of the Paris Convention and comparative law, the study proposes a statutory definition covering decep-
tive practices, coercive conduct, market manipulation, and other acts contrary to honest cooperative behavior.

4.6. Ambiguity Concerning Indivisible Reserves After Dissolution

Significant uncertainty arises from inconsistencies between Article 16 of the 1971 Act—which prescribes specific
uses for indivisible reserves—and subsequent executive regulations referring dissolution to the Commercial
Code, which is silent on the matter. This conflict suggests possible implicit repeal, creating a legal vacuum. The
study concludes that members have no individual proprietary rights over these reserves, as they constitute
collective assets accumulated through mandatory deductions. Legislators should expressly mandate that such
reserves be redirected to public-interest or cooperative-development initiatives.

4.7. Governance Gaps in Cooperative Chambers

Although Cooperative Chambers play a vital role in sector-level coordination, their statutes lack provisions on
dissolution, the replacement of board members, and remuneration. Given their classification as non-commer-
cial entities, the study recommends supplementing their statutes with the 1955 Regulation on Non-Commercial
Institutions and eventually drafting a dedicated legislative framework.

The study concludes that meaningful improvement in the governance structure of cooperative companies in
Iran is unattainable without comprehensive legislative reform addressing the numerous gaps and ambiguities
identified. By integrating comparative legal analysis, constitutional principles, and cooperative governance the-
ory, the study proposes a coherent reform agenda that includes modernizing the criminal liability regime, codi-
fying protections for third parties, clarifying the authority and liability of legal-entity representatives, defining
unfair competition, establishing clear membership revocation procedures, and resolving conflicting rules con-
cerning indivisible reserves. Implementing such reforms would enhance legal certainty, strengthen account-
ability mechanisms, safeguard member and third-party rights, and enable cooperatives to better fulfill their
constitutional mandate as engines of economic justice, community participation, and sustainable development.

Keywords: Cooperative Law; Governance; Legislative Gaps; Director Liability; Ultra Vires Transactions; Unfair
Competition; Legal Entities’ Representatives; Indivisible Reserves; Cooperative Chambers; Legal Reform,; Iran.
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