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THE NECESSITY OF CHANGING THE LEGAL
STATUS OF A CREDIT UNION

Abstract. Purpose. The article substantiates proposals for changes in the legal status of credit unions
based on the analysis of the provisions of the Ukrainian legislation on credit unions and the practice
of their activities. Research methods. The paper is prepared by applying the general research and special
methods of scientific cognition. The authors used the methods of analysis and synthesis, comparative legal
and historical legal, which allowed identifying inconsistencies in the legal status of the credit union with
modern realities and proposing changes.

Results. Credit unions are specific economic entities. They have a non-commercial status and are
financial institutions with exclusive competence and tasks to provide inexpensive credit resources to
their members and other persons. Credit unions in a simplified form act as follows: members of the credit
union give it money in the form of initiation, compulsory shares, and other fees in the amount, time,
and the manner determined by the charter of the credit union; the union may acquire ownership
of government securities and bonds of international financial organizations placed on the territory
of Ukraine; members of the credit union or other persons can receive loans at the expense of its property;
the credit union may receive payments for providing loans and other services to its members, as well
as income from other types of statutory activities, may receive monetary and other property donations,
charitable contributions, grants, free technical assistance, as well as other receipts not prohibited by law
from Ukrainian and foreign citizens (subjects), business entities and the state.

Conclusions. It was determined that the main task of credit unions was to provide their members
(potential or real entrepreneurs) with cheap credit resources, and additionally — other persons. As a result,
credit resources from Ukrainian credit unions are provided in small volumes at higher interest rates than
commercial banks. Credit unions compete with pawnshops in many cases, providing microcredits secured
by household appliances, precious metal products, etc. The simplest way to remedy the situation was
proposed - to deprive credit unions of non-commercial status with the possibility of obtaining benefits in
taxation of profits by those credit unions that provide at least 50% of their loans to their members to create
and develop their own business at interest not exceeding the average interest on loans of twenty largest
commercial banks of Ukraine, determined as of January 1 of the corresponding calendar year.

Key words: credit unions, financial institutions, contributions (deposits), non-profit organizations,
credit resources, income tax, commercial banks, pawnshops.

1. Introduction non-linearly, constantly changing directions,
The modern world market system is com- forms and methods. The advantages provided
plex and ramified. To obtain competitive by the legislation of various states for business
advantages within the framework of this sys-  entities formed using various organizational
tem, business entities have to act proactively,  and legal forms are important. At the same time,
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in many states and sectors of the economy, it is
quite common for business entities to perma-
nently change their organizational and legal
forms depending on economic feasibility. One
of the specific organizational and legal forms
with its own advantages and features is a credit
union. According to the legislation of Ukraine,
credit unions are specific entities that pro-
vide financial services — business entities with
a special status. The activities of such enti-
ties are regulated by the Law of Ukraine “On
Credit Unions” Ne 2908-111 dated December
20, 2001, according to which a credit union is
a non-profit organization founded by individu-
als, trade unions, their associations on a coop-
erative basis to meet the needs of its members
in mutual lending and the provision of financial
services through pooled monetary contribu-
tions from credit union members (Verkhovna
Rada of Ukraine, 2002). Despite the existence
in Ukraine of an official definition of a credit
union and the regulation of the peculiarities
of its activities in a special law, there are many
issues related to various elements of the legal
status of such entities.

Analysis of recent research
and publications. Certain elements
of the legal regime of credit unions’ activities
were the subject of researches of many Ukrainian
academic lawyers and economists. They are as
follows: B. Dadashev, O. Hrytsenko (Dadashev,
Hrytsenko, 2010; Hrytsenko, 2005, pp. 75-82),
0. Dobrovolska (Dobrovolska, 2016,
pp. 536-540), A. Dukhnevych (Dukhnevych,
2002, pp. 304—308; Dukhnevych, 2008), O. Hon-
charenko (Honcharenko, Dzemishkevych, 2014,
pp. 46-56), V. Honcharenko (Honcharenko,
1997), V. Manziuk, V. Zaborovskyi (Manziuk,
Zaborovskyi, 2014, pp. 129-135), K. Masli-
aleva (Masliaieva, 2009; Masliaieva, 2010),
O. Mishchuk (Mishchuk, 2015), V. Pokhyliuk
(Pokhyliuk, 2008, pp. 317-322), V. Poliukho-
vych (Poliukhovych, 2012), A. Pozhar (Pozhar,
2007, pp. 335-344), V. Roienko (Roienko,
Bozhenko, Ivanova, 2016, pp. 874-876),
N. Savchuk, O. Zolotarova (Savchuk, Zolo-
tarova, 2019, pp. 204-208), A. Semenoh
(Semenoh, 2011, pp. 139-148), N. Slavova
(Slavova, 2007, pp. 147-150; Slavova, 2010;
Slavova, 2011), H. Stoianov (Stoianov, 2016),
O. Yelisieieva (Yelisieieva, Stoianov, 2013,
pp. 40-43), O. Zubatenko (Zubatenko, 2009,
pp. 30-34) and others. At the same time,
the vast majority of research was conducted
in the framework of economic sciences. In addi-
tion, the majority of researchers analyzed
the elements of the current legal status of credit
unions that are enshrined in law. Changes in
the legal status of credit unions are rarely pro-
posed by authors. Therefore, the study of the legal
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status of credit unions and the legal status of their
activities does not lose its relevance.

Research methods. The paper is prepared
by applying the general research and special
methods of scientific cognition. The authors
used the methods of analysis and synthesis,
comparative legal and historical legal, which
allowed identifying inconsistencies in the legal
status of the credit union with modern realities
and proposing changes.

The purpose of the research is to substan-
tiate proposals for changes in the legal status
of credit unions based on the analysis of the pro-
visions of the Ukrainian legislation on credit
unions and the practice of their activities.

2. General provisions on the legal status
of a credit union

The idea of the organizational and legal form
of a credit union is to satisfy its members’ inter-
ests. In this regard, the first credit unions cre-
ated about 100 years ago in different countries
in a form similar to modern one had common
features with mutual aid funds. They provided
loans to some of their members at the expense
of deposits of others. It was not about making
a profit then. The idea meant that the person
“stood in line” while those who had previously
become a member of the credit union (includ-
ing through its contribution) took out a loan
and then one took out the loan at the expense
of contributions from persons who became
members of the credit union later. To imple-
ment such a scheme, a credit union had to have
a large number of members. Because of these
goals, most of the participants in the first credit
unions had some similarities with “financial
pyramids”. However, unlike the “financial
pyramid”, a modern credit union, following
the requirements of the current legislation,
undergoes state registration, receives the sta-
tus of a financial institution and a license from
the National Bank of Ukraine, acting based on
the charter; it is managed by the general meeting
of the members of the credit union, the super-
visory board of the credit union, the board
of the credit union. One member of a credit
union or a group of them cannot appropriate all
the property or money of a credit union like in
a “pyramid scheme”. The legal status of a credit
union differs significantly from the legal status
of other financial institutions and even more
from the main business entities.

A credit union is a financial institu-
tion, which means that it has certain tasks
and competencies that differ from those that
may have subjects of the main (primary) busi-
ness level. The exclusive activity of a credit
union is the provision of financial services
under the above-mentioned law. The activity
of the credit union is associated with the receipt
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of funds and, in a simplified form, can be repre-
sented as follows: at the conditional first stage,
the members of the credit union give it money in
the form of initial, compulsory shares, and other
costs in the amount, terms and the manner
determined by the charter of the credit union.
This forms the property basis of the credit
union’s activities. At this stage, a credit union
can acquire ownership of government securi-
ties and bonds of international financial organ-
izations placed on the territory of Ukraine.
At the conditional second stage, members
of the credit union or other persons can receive
loans at the credit union’s property expense.
For members of a credit union, preferential loan
terms are applied compared to the general loan
terms. At the conditional third stage of the credit
union’s activity, it may receive payment for
providing its members with loans and other
services, as well as income from other types
of statutory activities, may receive monetary
and other property donations, charitable contri-
butions, grants, gratuitous technical assistance,
as well as other income not prohibited by law
from both Ukrainian and foreign citizens (sub-
jects), business entities and states. These stages
are conditional since the given sequence is not
mandatory due to the permanence of the credit
union’s activity process. The obligation of such
a sequence is of a private nature. It is kept in
making contributions, obtaining a loan, paying
for it by one individual member of the credit
union, receiving a loan, and paying for it by one
person who is not a credit union member.

Inaddition tothe property of the credit union
itself, it can also use contributions on the deposit
accounts of its members, which belong to them
based on the right of private property. These
funds are used to provide loans to members
of the credit union. If there are temporarily free
funds from members of the credit union, they
can be placed by the union on deposit accounts
in banks licensed to work with citizens” depos-
its and in the united credit union, as well as in
state securities (Derevianko, 2021, pp. 46—47).

3. Actual features of the credit union’s
activities

In countries with a developed modern
sphere of financial services, including those
which are provided by credit unions, the latter
attract money in the form of contributions from
their members at low-interest rates and lend
this money to other members at slightly higher
interest rates. Usually, in such countries, union
members do not manage to earn a lot on depos-
its. However, this is not their main goal when
joining a credit union. People are more likely to
join credit unions to obtain loans at low-inter-
est rates in the future (Derevianko, 2021, p. 47).
For these reasons, the success of credit unions

is directly dependent on the number of their
members. In the early 1990s, the first credit
unions on the territory of the former Soviet
republics appeared in Moscow and St. Peters-
burg, and a few years later — in Kyiv. Part 1
of Article 6 “Creation of a credit union”
of the Law of Ukraine “On Credit Unions” stip-
ulates that the number of founders (members)
of a credit union may not be less than 50 peo-
ple (Verkhovna Rada of Ukraine, 2002). The
first credit unions had thousands of members.
Under such conditions, many people among
the very members and other persons want to get
the credit resources they need.

The activity of credit unions as full-
fledged subjects of economic law has the goal
of realizing public law interests — increasing
the welfare of citizens of the state or foreigners
permanently residing in this state, and, conse-
quently, the welfare of the state itself. However,
the credit union’s activities are mainly aimed
at achieving the private interests of credit union
members and other persons. These interests are
directly related to obtaining credit resources by
them. It is also important to ensure the private
interests of credit union members in receiving
fraction of revenue from its activities.

As noted, the members of a credit union
can be citizens, foreigners, and stateless persons
permanently residing in the state’s territory.
The provision of part 1 of Article 6 “Creation
of a credit union” determines that the mem-
bers of the credit union must be united at least
according to one of the above criteria: 1) to have
a common place of work or study; 2) to be affil-
iated to one trade union, an association of trade
unions, another public or religious organization;
3) to live in the same village, town, city, district,
region (Verkhovna Rada of Ukraine, 2002).
The above indicates the direction of implemen-
tation by the credit union of the public interests
of the state of Ukraine, since foreigners who do
not have a place of work or study in Ukraine, do
not belong to a trade union or other organiza-
tion, do not live in a village, town, city, district,
region of Ukraine cannot become the members
of the credit union.

The main task of a credit union is to meet
the needs for credit resources, and generating
income is a secondary or related task. The fee for
the provided credit resources is not distributed
among the members of the credit union, except
for payments on deposits. Still, it is directed
at fulfilling the main task of the credit union’s
activities — the provision of financial services,
including, first, lending services.

Ukraine is a country with poor financial
services market. Therefore, objective eco-
nomic laws are in effect in this market, but
there are often certain features. The first credit
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unions were formed more than 100 years ago
as an alternative to commercial banks. It was
planned that members of credit unions would
get credit resources on better terms than they
would have done in commercial banks. How-
ever, the income from providing money to
a credit union as a deposit was planned to be
less than the same in commercial banks. How-
ever, the amount of profit, or more precisely,
the “final financial result”, even if it was planned
to be less than that of the bank, was not less by
much. The reason is that, unlike a commercial
bank, a credit union is a non-profit organization
and does not pay income tax.

In fact, in countries with a low level
of the financial system, including Ukraine,
the situation has developed differently. Ukrain-
ian credit unions often offer slightly higher
interest rates on deposits and loans than banks.
This is especially true for loans for individu-
als who are not members of a credit union. In
general, Ukrainian credit unions have occupied
their niche in microcredit, providing loans for no
more than a few thousand hryvnias. Often such
loans are provided on the security of household
appliances, jewelry, etc. In such cases, credit
unions are competitors of pawnshops (Derevi-
anko, 2021, p. 47). In other words, credit unions
do not pay income tax, and loan rates are often
set higher than those of commercial banks.

4. Hybridity and inconsistency of the non-
profit status of a credit union

The status of a non-profit organization in
a credit union and many other non-profit busi-
ness entities looks hybrid and contradictory.
In Ukraine, two criteria are applied for recog-
nition or non-recognition of a business entity
as non-profitable. The first is the actual receipt
of profit, i.e., monetary or material values that
exceed expenses. In the first lines of subpara-
graph 134.1.1 of paragraph 134.1 of Article 134
“Object of taxation” of the Tax Code of Ukraine,
the object of taxation with profit tax is defined
as “profit with a source of origin from Ukraine
and abroad, which is determined by adjusting
(increasing or decreasing) the financial result
before taxation (profit or loss), determined in
the financial statements of the enterprise under
national regulations (standards) of accounting
or international financial reporting standards,
fordifferencesarising under the provisions of this
Code” (Verkhovna Rada of Ukraine, 2011).
As a follow-up to this provision, paragraph 3
of part one “General Provisions” of the national
accounting regulation (Standard) 1 “General
requirements for financial reporting” defines
profit as the amount by which income exceeds
related expenses (Natsionalne polozhennia

(standart) bukhhalterskoho obliku 1 “Zahalni
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vymohy do finansovoi zvitnosti”, 2013). Thus,
any profitable activity of any business entity
indicates that it has the first criterion for rec-
ognizing it as profitable. The same credit
union receives money that usually exceeds its
expenses. However, there is a second criterion
in the legislation of Ukraine and the current
theory. In the presence of this criterion, even
generating income or profit allows the subject
to be recognized as a non-profit organization.
This criterion is the intended use of the money
received by the subject exclusively to ensure
the implementation of its main activities.

Confirmation of the existence of this crite-
rion is the indication by subparagraph 133.4.2
of paragraph 133.4 of Article 133 “Taxpayers”
of Section ITI “Corporate Income Tax” of the Tax
Code of Ukraine that the income (profits)
of a non-profit organization is used exclusively
to finance the expenses for the maintenance
of such a non-profit organization, the implemen-
tation of the goal (goals, objectives) and areas
of activity defined by its constituent documents
(Verkhovna Rada of Ukraine, 2011). The same
is found in acts of special legislation that define
the specifics of the legal status of certain types
of non-profit business entities.

By applying this second criterion, credit
unions and commodity exchanges, chambers
of commerce, religious organizations, charitable
foundations, political parties, and other entities
receive money that is often referred to by law
as income. Paragraph 1 of Article 1 of the Law
of Ukraine “On Credit Unions” stipulates that
a credit union is a non-profit organization. Para-
graph 2 of the same article provides that a credit
union is a financial institution which exclusive
activity is the provision of financial services pro-
vided for by the 2001 Law of Ukraine “On Credit
Unions” (the issue arises “Can financial services
be provided free of charge without the purpose
of making a profit?”) (Derevianko, 2013, p. 239).
By their very nature, all types of financial activ-
ities involve achieving profitability, and there-
fore, at least generating income. The non-profit
status of financial institutions, in general, is
something superfluous and incomprehensible.

In many countries of the world, there is
a division of business entities into undertak-
ings and non-profit business entities. At the
same time, a non-profit organization’s status
is considered a benefit or state support, which
should be earned and which should be met. It is
unlikely that today Ukraine is such a rich state
(especially considering more than seven years
of aggression, hybrid warfare, loss of territory
as a result of the annexation attempt, as well as
the global coronavirus pandemic, corruption in
various echelons of power, etc.) to leave bene-
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fits for a significant number of types of business
entities, especially in the field of financial activ-
ities. In the second group of countries, there is
no division of business entities into commercial
and non-commercial (non-profit) ones. All busi-
ness entities have the same status (a set of rights
and obligations) to the fiscal authorities. They
pay income tax or its analogs in case of making
a profit and do not pay it in case of non-receipt.
In the latter case, they can apply to the state
for help. Obviously, this option is more suita-
ble for Ukraine. Earlier, we proposed applying
the basic and unified criterion for determining
income status to higher education institutions
(Derevianko, 2012, p. 118). To a greater extent,
such a proposal is relevant for financial institu-
tions. It is incorrect that credit institutions have
a non-profit status due to their fierce competi-
tion with commercial banks and pawnshops (the
latter are also formed in organizational and legal
forms that are inconvenient for the founders
but convenient for their counterparties). Banks
and pawnshops are payers of income tax and do
not have any tax or other benefits.

5. Conclusions

The Ukrainian state requires significant
financial resources. Therefore, new taxes are
introduced, the cost of utilities increases,
violations of the rules for exporting goods
and other valuables abroad and importing
them to Ukraine are criminalized, etc. We have
previously raised the question that should be
repeated: “why should the state provide finan-
cial benefits to credit unions, which in general
failed to cope with the task for which they were
introduced into the legal field of Ukraine?”
(Derevianko, 2021, p. 48). Their main task was
to provide their members (potential or real
entrepreneurs) with cheap credit resources,
and additionally — other persons. As a result,
credit resources from Ukrainian credit unions

are provided in small amounts at higher interest
rates than is done by commercial banks. More-
over, credit unions compete with pawnshops in
many cases, providing micro-loans secured by
household appliances, precious metal products,
etc. At the same time, the activities of credit
unions are often accompanied by violations,
and there are cases of initiating criminal pro-
ceedings against the activities of individual
credit unions and their members. On the other
hand, the receipt by a credit union of income
from activities inherent in pawnshops is posi-
tive both for the union itself and its members
and for the state economy. The disadvantage
is the absence, unlike a pawnshop, of income
tax amounts received from a credit union
to the state budget of Ukraine. At the same
time, the pawnshop is also limited in choosing
the organizational and legal form of the business
entity. At the same time, credit unions provide
loans at low-interest rates to their members
and others. Therefore, it would be not feasible
to deprive them of state support.

Thesimplest way toremedy the situation was
proposed — to deprive credit unions of non-com-
mercial status with the possibility of obtaining
benefits in taxation of profits by those credit
unions that provide at least 50% of their loans to
their members to create and develop their own
business at interest not exceeding the average
interest on loans of twenty the largest commer-
cial banks of Ukraine, determined as of January
1 of the corresponding calendar year (Dere-
vianko, 2021, p. 48). It is clear that as a result
of more thorough research, other organizational
and legal forms of financial institutions can be
invented that can ensure the implementation
of private and public interests and other options
for improving the components of the legal sta-
tus of credit unions. The following scientific
research should be aimed at this issue.
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PO HEOBXITHICTb 3MIH ¥ IIPABOBOMY CTATYCI KPEJIUTHOI CIIIJIKA

Anoranisa. Mema — Ha OCHOBi aHAIi3y IOJIOXKEHb 3aKOHOABCTBA YKpPaiHU TIPO KPEIWUTHI CITJIKK
Ta MPAKTHKH iX JisSUIBHOCTI 0OTPYHTYBATH MPOMO3HILi MO0 3MiH Y MPABOBOMY CTaTyCi KPEAUTHUX CITi-
J0k. Memoou docnidscenns. CTaTTio MATOTOBIEHO 3 BUKOPUCTAHHSIM 3araJIbHOHAYKOBHX i CHEIiabHUX
METO/[iB HAYKOBOT'O Tli3HaHHS. 30KPeMa, 3aCTOCOBYBAJIMCS METO/IM AHAJII3Y i CHHTE3Y, TTIOPiBHAIBHO-IIPa-
BOBHII Ta iCTOPUYHO-IIPABOBUIT METO/IH, 1110 1aJI0 3MOTY BUSIBUTH Y IIPABOBOMY CTaTyCi KPEAUTHOI CIIiIKN
HEBIAIOBIIHOCTI Cy4YaCHUM peaslifM Ta 3allpOIOHYBATU 3MiHU /LA ITOIIICHHA i€l cuTyauii.

Pesynvmamu. Kpenurhi cninku € crnenudivHuMu cyd’€KTaMu TOCTIOAPIOBAHHS, OCKIIbKH BOHU
MaloTh HENPUOYTKOBHIA CTAaTyC i BoAHOYAC € (DiHAHCOBUMM OPraHisalliiMyi 3 BUKJIIOUHOIO KOMIIETEHILIEIO
Ta 3aBJIaHHIM — HaJaBaTU HEAOPOTi KPEAUTHI PeCypcH CBOIM ujleHaM Ta iHimM ocobam. KpexutHi cris-
KU y CIIPOIIEHOMY BUTJISIIL HIOTh TaK: YIeH! KPeAUTHOI CIJIKM HAJAIOTh iil TPOIIi y BUTJIS/ BCTYITHUX,
000BSI3KOBUX MAWOBUX Ta IHIINX BHECKIB Y PO3MIPaX, CTPOKH il y MOPSIIKY, 110 BU3HAYEHI CTATYTOM Kpe-
JIMTHOI CIJIKK; CITiJTKa MOXKe HabyBaTH y BJIACHICTh JepKaBHi IiHHI marmepy Ta obJiraiii MixKHapoIHuX
(binaHCcOBUX OpraHizalliil, siki pO3MIIIyIOThCSI HA TepUTOpii YKPaTHU; WIEHN KPEAUTHOI Criiku abo iHuti
0co6M MOJKYTh OTPMMYBATH KPEAUTH 3a PaXyHOK ii MailHa; KPeJIMTHA CITJIKAa MOKe OTPUMYBATH ILIaTy
3a HaJlaHHA CBOIM YJIeHaM KPEAUTIB Ta iHIIKUX MOC/IYT, JOXOAU Bijl IPOBA/KEHHS IHIINX BUIIB CTATyTHOI
JisLIbHOCTI, TPOIIOBI Ta iHIIT MaiiHOBI MOKEPTBY, 6JIArO/IiliHI BHECKH, IPAHTH, O€30ILIATHY TEXHIYHY 0110~
MOTY, & TAKOX iHIII1 HAZIXO/KEHHs, He 3a60p0HeHi 3aKOHO/IaBCTBOM, SIK Bi/l YKPaiHCbKMX, TaK i Bijl iHO3eM-
HUX TpoMajisiH (Tiaanux), cy0’€KTiB TOCIIOAAPIOBAHHS Ta IEPKAB.

Bucnoexu. BusHauero, 110 OCHOBHUM 3aBJIAHHSM KPEIUTHUX CITJIOK € 3a0e3MeYeH s B JCIeBUX Kpe-
JIMTHUX PECypcax CBOIX WIEHIB — MOTEHIIIHIX ab0 peaqbHUX MiANPUEMILIB, a TAKOK iHIINX ocib (1oaaT-
K0BO). TaK, KpeAUTHI pecypcH BiJl YKPAiHChKUX KPEAUTHUX CIIJIOK HANAOThCS B HEBENMKUX 00csArax
IiJT BUII BiZICOTKH, HiK 11e POOUTBCS KOMepIiiiHIuMK G6aHKaMu, a B 6araThOX BUMaAKaX KPEAUTHI CITLIKK
€ KOHKyPEeHTaMu JIOMOAP/IiB, OCKIJIbKU HAIaloTh MIKPOKPEIUTH IIijl 3acTaBy 1M00YTOBOI TEXHiKM, BUPOOIB
i3 IOPOTrOLIHHKX METAJIIB TONIO. 3aIPOIIOHOBAHO HAMIIPOCTININIT BApiaHT BUIIPABJIEHHS CUTYaLii — 11030a-
BUTU KPEAUTHI CIJIKM HEKOMEPIIIHOTO CTaTyCcy 3 MOKJUBICTIO OTPUMAHHA MiJIbI'M B OMOJATKYBaHHI
le/[6yTKy TUMU KPEUTHUMU CITIJIKAMU, AKi He MEHII HiK 50% cBoix KPEeINTiB HA/IAI0Th CBOIM 4YJIeHAM
JUUISE 3AMI0YATKYBAHHS i PO3BUTKY BJIACHOT0 Oi3HeCy ITijl BiZICOTKY, 110 HE [IEPEBUIIYIOTH CEPE/IHiil BiZICOTOK
3a kpeguTamu y 20 HaiiGinbIIX KOMePIIHHNX GaHKax YKpaiHu, 110 BUsHaYeHwi Ha 1 ciuHs BiAnoBigHOrO
KaJICHJaDHOTO POKY.

Kmo4oBi cioBa: kpeauTHi criiiky, piHaHcoBi ycTaHOBM, BHECKH (BKJIAZIHU ), HeMprOYTKOBI opramisarii,
KPEUTHI PeCypeH, TTOATOK Ha MPUOYTOK, KOMEPIIiiTHi GaHKH, ToMOap/In.
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