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INTRODUCTION

"We must ell hang together, or assuredly we shall hang separately”
are famous words spoken by Benjemin Franklin at the signing of the
Declaration of Independence in 1776.,) That attitude of working to-
gether resulted in the founding of the United States of America. The
establishwent and growth of the eooperative form of business in the
United States has been derived from much the same attitude of working
together for the mubual benei’it of the ones who are cooperating.

The oooperative enterprises in this counbry have had much of
alternating success and fallure. From the Cranger movement of the
18608 ;nd 1870s until the present, there have been various attempts
by farm groups to better their lot by ecoperative handling of their
products and wantse AL the present time, the cooperative enterprises
have a considerable influence in the business of some reglonse

Thare‘hap been & general tendenoy of the Congress to assist the
farm groups in the first half of the present centurys Included is
governmentel assistence to cooperative organizations among the farme
ers through the extension services of the state colleges and through

Department of Agriculture informations Through a goverament-sponsored

ljohn Bartlett, Familiar Quotetions (Boston: Little, Brown and Co.,
1987). Pﬂ 22?.
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Bank for Cooperetives, through the Farm Credit Administration, and by
means of income tax exerptions, the continued operation of these co=
operative businesses has been assisteds The depression of 1930 o
1933 saw the mushrooming of form cooperatives, in attempts to offset
the extrome financial reverses suffered by the farm peoples in gene
eral during thot period of monetary crisise Tho growth of farm coe
operatives, including regional wholesale organizations, as well as
the establishment of urban cocperatives in some areas, has contimued
to the present,

In the last decade, there has been developing opposition to what
is eonm,demd a favored position granted to cooperatives by laws of
texation, particularly in the federal income tax lawes There have been
special commitbees set up by the louse of Representatives to invesbie
gate the inroads and effect of cooperatives upon the small businesses..
of the country, In November, 19L7, the Committee on Vays and Means of
the House of Representatives held hearings regarding the tax trestment
of cooperatives, with atierpite being made to hear all agpects of the
taxation of cooperativess This series of heoarings was Just one portion
of the hearings in connection with the tex revisions at that meeting of
Congresss 'hile the hearings have resulted in no chonges in the fodm
eral income tax laws, the whole discussion was significant in covering
the relationship of cooperatives to taxation on 2 neticnal levels

n orgenization titled the National Tax Equality Association has
been directing much of its activity since ite formation in 1943 toward



the changing of the exemptions and privileges being used by cooperative
organizations under the income tax lswse In trying ostensibly to do
awey with any and all inequities of the tex structure, the tax advane
tapges of the cooperatives have come under the most vigorous attentions
of the Association, usually designated the NTEA.

The regional and national organizations of cooperastive associa~
tions have countered this ectivity of the NITA by forming a National
Association of Cooperatives (NAC) for the purpose of propagandizing
the viewpoint that cooperatives eare not now deriving any particularly
important tex advantage by the present exemptions.

Other national organigzetions besides the NTZTA and the NAC have
also had some say in the controversy, with the result of much informa-
tion and misinformation, along with some accusations, personal and
businesswise, appearin; in numerous national publications. Opinions
as to any tex advantags or disedvanbtege of cooperative organizations
geen to veary rather consistently with the viewpoint of the one making
the statement of opinion.

In Oregon,'tho development of cooperative organizations has been
consistent with the national trend, excopt that the lack of strietly
eon;uﬁnr cooperatives in the cities would indicate that the farm
groups are more active cooperatively here than in the more urbane
populated sectlons elsewhere. Since the cooperative ectivity in Oregon
is of considerable importance, it is %o be expected that any decision

in Congress resulting in a change of income tax procedures relating
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to cooperatives will have its effects on the cooperatives in this
state.

The writer's purpose in preparing this paper was two-fold, He
wighed to leorn what the effect of various proposod changes in the ine
cone tax laws would have on cooperatives in Oregon. Also, he wished to
determine the aporoximate business being done by the cooperatives in
the state. To obtain this inforation, a questiomnaive was sent to
all of the knowm business cooperatives in Cregon. The retwrns from
this questiomnaire appear in chapter four,

The proposed changes in federal incore tax laws, mentdoned zbove,
were nainly those mentioned during the Congressional hearings durding
Hovenber, 1947. Consideration for and egainst these proposals were
made and an attenpt was made to determine which proposed change, or
gombination of changes, would be move equitable tax-wise than the
present federal income tax laws, State income toses and other business
taxes were considered 21s0s



CHAPTER 1
HISTORY AND PRESEBNT STATUS OF COOPERATIVES

Cooperatives, in the sense known today, originated in a sbtore
founded by a group of twenty-eight impoverished weavers in Rochdale,
Englande In 1843, the lot of the worker in the mills of industrial
England wae that of much want and privation. The nickename "the
hungry forties"” was indeed apt for the working class, for the prog-
ress of the industrial revolution hed not yet reached the pocketbooks
of the common leborere Over a period of a year, these twenty-eipght
weavers saved their pennies until the very modest sum of about $140.00
had been accumulateds With that amount, a small stock of staple goods
was placed on the shelves, and the Rochdale Society of Equitable Pione
eors was in business, in December, 1844.

There had been other cooperative enterprises before this time,
but prior efforts had failed for verious reasons. The Rochdale group
built a lasting business, however. The endurance of thie cooperative
was due largely to the very complete, yet simple, prineiples set forth
for the operation of the cooperative stores The Rochdale Principles are
as follows:

Rule 1. Open membership. Mo one to be excluded because of race,

creed or color.
Rule 2+ One member, one votes No vobing by proxy.



Bole 3. Share eapitel to be pald a moderate, fised meturn,

Rule L. Surplus of an association to be returned to a membeyr

in ratico to his purchaoses,

Mule Y lNeutrality of the Cowop in religion and politics.

Rule 6, Trading on o cash basis.

Bale 7. mtimﬁmaylwmmmcmmr%

operative Principles,

These prineiples were prepared for the use of consumer COOPErEs
tive enterprises, but they have also been adapted to the use of prow
ducer cooperatives, thus epplying the cooperative principles of busie
nese both to enterprises purchasing morchandise for their members and
enterprises marketing the goods produced by their menberse

Since the small begimmings of the Roechdale Society, the cooperas
tive movement has reached a world-wide growthe In some areos it has
become an important factor in the business being done, The Internae
tional Cooporative Alliance, founded in Iondon in 1695 for the purposes
of uniting the consumers and producers of the whole world, now includes
representatives of cooperative organizations in morve than thirty-five
countries, more then 100,000 cooperative sccieties, and more then
15,000,000 meribers of Wraﬁima

The Seandinavians heve nade morve use of the cooperative form ofhm:l».
ness than have people in other areas, Defore the Second Viorld War, the
Consumers' Movement in Denmark handled thirty per cent of the country's

mtﬂlmw&ﬁe,mﬁmw)yfﬁ@mmtofmmhﬁmm

Brovm and Cempany, 191&7’

s De 124




served by Consumers' Soclietiess 1In Finland, one«third of the national
retall trade and over one~third of the wholesale trade were handled by
the two Consumers' Movementssl It is estimated that almost onsethird
of the population in Norway are served by Consumers' Societles. Dure
ing World War II the Cooperative Consumers' lovement was the only Nore
wegian democratic institubtion which was not dissolved or placed under
control.® Sweden's cooperative movement is well known for its fight
against cartels and monopolies and has reduced the general level of
prices to consumers, especially in areas of high monopolistic profits.
The Consumers' lovement is estimated to reach nearly thirty per cent
of the population and handles over twenty per cent of the nation's food
trade.®

In other sections of the world also, cooperatives have grown to
& place of some influence, although their progress is not as well known
as in Scandinavias The Nezi and Fasclst controlled countries apparent-
ly eliminated the cooperative societles early in the dictatorial rngimu."
There are cooperatives throughout the world, but it is difflcult to evale
uate the entire influense of this form of business orgsnization, partice-
ularly in this time of postewar rebullding and lack of the best povern

mental cooperations

1Ibido 2 Pe 2e
21bide, po e
%bid& s D= de

‘Ibido; Phe 2, 3, 4



Although f.lwré was some cooperative activity before the Civil
War, the largest nincteenth century cooperative activity in the
United States was brought sbout by the Cranger movement in the peried
from 1870 to 1075, Expansion on too rapid 2 seale plus an exphasis on
price-cutting involved these Grange-originated fammer cooperstives in
price vars that often proved fatal, A few cooperatives survived, but
the cooperatives in the nineteecnth century were gemrallymbmﬁé ;
ful in the United States,:

In the early pert of the twentieth century, there were vorious
xbtumtewgtopmlgataaeoopemtimmtinm ith
a very fow exceptions, these efforts were doomed to failuve, The
reasons apparently were several, Prior to World War I, Americans had
an unlimited frontier, While the fromtier lasted, there was not as
groeat a need for the cooperative movement as there had been in Buvopes
There wes 2 tendency by those foztering cocperative organisations to
try to "do something big" with a rosulting over-expansion of the busie
ness enterprises being opened. Instead of the methodical plodding of
the successful cooperatives in Burope, over-expansion, in an fmeriea not
yet ready for extensive cooperative orgenizations, proved the domnfall

%ﬂ@’ﬂg g in Ameydga (Hew York cmﬂwlmm;‘,
Ince, 191&3): PPe 80 . |




of nearly all of the early cooperatives of this eentury.l

After World War I, the farm groups found themselves in the posie
tion of oppression economically in the United States. Farm organiza-
tions such as the Farmers' Union, Crange, and Farm Bureau, were lead-
ers in organiging stores for the purpose of saving in the items whioh
farmers had to purchase. In areas where the farm organizations were
not partioularly active, cooperatives emong farmers also began to
flourishe Since 1920, and spurred on with the edvent of National Coe
operatives, in 1938, and United Cooperatives, in 1937, there has been
a strong end building cooperative movemente Both of these organizations
are nation-wide in scope and are affiliations of wholesale cooperatives
of all regions of the United States.?

In addition to the purchasing associations and affiliations of the
two national cooperative federations named above, many of the marketing
assoclations have purchasing departments for their members, even though
marketing associations were organised originally and primerily for the
purpose of obbtaining higher prices for thelr memboers for products mare
keted.

Marketing associations are to be found in almost every type of
agricultural activity. The ccoperative esctivities of the marketing
associations emount in dollar velue %o € much lerger sum than that of
associetions engaged in purchasinge Thig can be seen by the data in
Table 1, for the markebing season 1948-49, the latest fipures available

l1bids, ppe 95«114.
21bide, ppe 116-151
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TABLE 1

Farmers' larketing and Purchasing Associations

Estimabed Business with Percentages
194840 @MiMmm

Iype of Asscciation Estimated Business Percent
larketing §7,700,000,000 82.6
Purchasing 1,620,000,000% 7.4
Totals $9,320,000,000 10040

sAfter combining the marketing business of all associations and
the purchasing business of all, the estimated total for markete
ing was §7,297,560,000 or 78.3 percent, and for purchasing
$2,022,440,000 or 21.7 percent.

Source: Cooperative Research and Service Division, Farm Credit Admine
istration, Preliminary report for 1948-48.
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at this times

In Table 2 will be seen a recently prepsred summary of essentie
elly all types of cooperative endeavor in the United States todaye. It
ecan be seen that the cooperetive form of business sctivity is verse-
tile and has reached considerable size.

The 1940 census, with data of merchandising stores, revealed the
fipgures shown in Table 3 for the groups as classifieds It can be seen
that the proportion of retall sales made through cooperatively operated
stores 1s small, about one~third of one percent. The same census report
listed 231,400 wholesale ertablishments, doing e total bDusiness of
$59,075,548,000, of which 5,540 were cooperative businesses, deing a
total volume of $1,647,856.000.1 These wholesale cooperatives, doing
2.8 percent of the volume shown, are listed in Table 4.

It is rather difficult to determine the importance of cooperatives
ot & national scale, as to dollar value of business done and as to the
proportion of the entire businesss Sources of statistics can be found
with informetion as to the total national business, but these figures
are not necessarily on the same basis as amounts available for the total
sooperative business aoctivity. The national income for 1946, per United
States Department of Commerce survey, is stated as $178,204,000,000,2

1John H. Davis, An Economic Analysis of the Tex Status of Farmer
Cooperatives (Washingbon: Americen Institute of Cooperation, 1950), ps 18s

2y, Nelson Peach and Walber Irause, Basic Date of the American
Boonomy (Chicago: Riohard D Irwin, Incs, 1948), p. Oe




People's Need

Thrift, Credit
Farm and Home
Supplies

Household
Supplies

Security

Medical Care

Rural Electric-
ity

Farm Credit

Home Qunership

TABLE 2

Co=ops in Us Se--January 1, 1951

{All figures rounded)

Filled by - Hoe of such Their Volume of Business
(Type of cowop) Cooperatives Yembership
Credit Unionss 13,000 6,000,000 $1,000,000,000 Assects
- Rural Consumer-
Purchasing
Go=ops 3,000 2,500,000 $2,000,000,000
City Consumer :
Cowops 1,000 500,000 $100,000,000
Co=op Insurance £130,000,000 Assets
Companies+* 13 4,500,000 £$865,000,000 Premium
Income
Group Health
Plans s 70 800,000 $15,000,000 Health
Services Hendered
Rural Bleetric - $200,000,000 Annual
Co=-ops 1,000 3,000,000 Energy Charges
Production Credit :
Associations 500 450,000 $900,000,000 Loans
Qutstanding
Housing Cooperat= ' $9,000,000 monthly
ives 50 30,000 payments by members



TABLE 2 (CONTINUED)

Volume of Business

People's leed Filled by Fos of such Their
{Type of co=op) Cooperatives Membership
Education Student Co-ops 500 50,000
Fair Prices Farm Harkebing
Cooperatives 7,000 4,000,000
Decent Burial Funeral Co-ops 44 40,000

*Credit Union figures are for the Us S. and Canasda.

$10,000,000

§7,300,000,000

$500,000

ssInsursnce figures include only those companies mssociated with the Insurence Confor-
ence of the Cooperative League and do not include many hundreds of genuinely coopera=
tive farmers' mutuals scattered through many of the counties of the country.

+e+Figures for health cooperatives do not include trade union health plans, despite cere
tain obviously coopsrative features of those plans. Were they included, the member-

ship of suech plans would probably exceed 5,000,000

Source: The Cooperative Consumer, Vole XVIII, (January 17, 1951), pe 5.

et



TABIE 3

Retail Esteblishments - 1940

Type of Business Fumber
Sole Proprietorships 1,357,408
‘Partnerships 189,681
Corporations 210,670
Cooperative Assoeiations 3,280

Sales
$16,524,970,000
5,198,901,000
18,810,302 ,000

144,725,000

Source:s The Sixteenth Census of the United States: 1940, Census of
Business, Volume I, Rebtail Trades 5335. Part I3 cited by
John He Davis, An Economic Analysis of the Tex Status of

Farmer Q%p’“ﬁiVﬁga




TABLE 4

Wholesale Gooperstive Esteblishuents « 1940

Retailer-Cooperative Warehouses az2 $222,096,000
Potroleun-Cooperative Bulk Stations 665 87,562,000
Cooperative larketing Associations 2,688 611,028,000
Cooperative Sales Agencies 191 678,989,000
Cooperative Country Grain Elevators 1,463 196,480,000

Source: The Sixteenth Census of the United Stetes: 1940, Census of
Dusiness, volume 1, Reteil Irede; 1969, Part I; cited by

John He Davis, % Economic Analysis of the Tax Status of
Farmer Cooperatives.
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Ascepting 8 1946-46 estimate (see Table 5) of $6,070,000,000 for the
Bushnane of Dien seoperwiives s MARS S & sinparebly Waite;. Sib i
cent of the total national income for that period was farm cooperative
businesse '
According to the Bureau of Agricultural Economies, Unﬁoﬂ States
Department of Commerce, the tobtal cash fam income for 1946 was
$25,522,900,000,} Again assuming the £igures to be approximately of
a comparable basis, tho §6,070,000,000 of farr cooparative business
would represent 24 perceant of the t&kd farm incomes

In some phases of agriculturel activity, the proportion of business
done by cooperatives is considerably larger. As early as 1929, it was
ogtﬁnatod that approximately 40 percent of the milk sold to urban omw
ers was merketed by ccoperative associationse Alsoy about one-third of
ﬂm butter and one~third of the cheese manufactured in this country ﬁcﬂ
marketed cooperativelys? Thus, the dairying phese of agriculture showed
even then a large amount of cooperative activity.

Estimates of the proportion of the total dairying activities being
done by cooperative organlzations in 1943 showel an even higher amount
of cooperative motivity. It was estimated (Farn Credit Administration
figures) that 40 percent of the butter, 25 percent of the cheese, and
50 percent of the fluid milk distributed on urban markets, were handled

lpeach and Krause, ope oits, pe 13

2ooperative larketing lakes Steady Crowth (Washington: Federal
Fearm Bd Bulletin Hos #Aprﬁ. m’a’f Ps 48,




Porliod*

1913
1318
1921
192526
192728
192930
1880=31
198132
153235
193334
193435
1835-536
193G=37
1987388
108B«39
153940
1940441
194142
194243
194344
1944 .45
1945«46
(1546-47
1947 w48
19484 9%+

TABLE &
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Parmers' Marketing and Purchasing Asscclations

Esbineted Business for Specified Periods

1913 to 1948-49

Marketing

§ 304,385,000
624,161,000
1,198,493,000
2,265,000,000
2,172,000,000
2,310,000 ,000
2,185 ,000,000
1,744 ,000,000
1,198,500,000
1,218,000,000
1,343 ,000,000
1,586 ,000,000
1,882,600,000
2,060,000,000
1,766 ,000,000
1,729,000,000
1,911,000,000
2,360,000,000
3,180,000,000
4 ,430,000,000
4,885,000,000
6,005 ,000,000
7 4196 ,000,000
7 4700,000,000

?x;_rc&si%

5,928,000
11,676,000
67,721,000

140,500,000
152,000,000
187,000,000
254,000,000
18,400,000
560,000,000
835,000,000
358,000,000
369,000,000
480,000,000
600,000,000
780,000,000
810,000,000
923,000,000
1,111,000,000
1,440,000,000
1,620,000,000

Total

§ 810,318,000
685,839,000
1,256,214 ,000
2,400,000,000
2,800,000,000
2,600,000,000
2,400,000,000
1,925 ,000,000
1,340,000,000
1,365 ,000,000
1,630,020,006

3,780,000,000
5,160,000,000
5,645,000,000
6,070,000,000
7 4116 ,000,000
8,635 ,000,000
9,320,000,000

#Statietics now compiled on the basis of the marketing season.

#21948«49 data from Preliminery report, obtained from Farm Credit
Administrations

Source:

Pivision, Parm Credit Administration.

Historical and Statistical Section, Cooperative and Research
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eoopcrativoly'l

liot all phases of agricultural activity have had cooperatively
formed businesses for as long e time or for as successful operations
as the dairy industry. Nevertheless, there is now much being done by
ecooperative organizations in ell phases of agricultural marketing and
purchasing.

An idea as to the growth of agriculturel cooperative activity can
be seen in Table 5, which reports the estimated business of farm cooper-
atives from 1913 to date. This table does not teke into consideration
the changing price levels since that time, however, so that the piocture
shown by Table § would be distorted to the extent that rising prices
account for part of the dollar increases

For further analysis of the trend of cooperative business, Teble 6
transeribes the data from Table 6 into percentage trends, to counteract
the distortion mentioned sboves lote that the purchasing associations
have lnoreased their business more, progcrt&onately. sinee 19356 than
have the marketing associationse

By referring to Tables 7, 8, and 9, the trend of farm cooperative
business growth can be compared with the trends of prices, both in gene
eral and relative to farm receipts and paywents. It is seen in these
tebles that the growth of farm oooyé?ativos’ busineqa has been much

faster then even the change in priee levels could cause.

lgooperatives in the Dairy Industry of the United States (Chicage:
Netional Tex Lquelity Assoociation, October, 1045), pps l=te
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TABLE 6

Fermers' Harketing and Purchasing Associations
Index of Business, from
Base Year 189356-36

Karketing Purchasing All
Associations Associations Assoclations

Percent of " Percent of Percent of
Season 198636 193636 - 165536
1935-36 100 100 100
108637 119 128 119
108738 129 138 130
193839 111 182 ; 114
198040 108 141 114
1940-41 120 145 124
104142 149 169 154
1942453 200 236 206
194344 279 288 281
104446 305 819 306
1945.46 324 368 380
1946-47 379 437 387
194748 454 567 469
164849 4386 658 506

Source: Data in Teble 5 placed on percentage baslis, marketing season
1035«36 considered base year, equals 100 percent.
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TABLE 7

Farmers' Marketing and Purohnaggg Associations

Index of Business Gompared With
Wholesale Price Index

Cooperative %holesale

Associations Price Index

Percent of Percent of
Season 1385=36% 1586»
1935«36 100 100
155637 119 101
193738 130 108
198839 114 98
193940 114 96
184041 124 98
1941w42 154 108
194243 206 123
194344 281 129
194445 806 130
1945«46 380 132
194647 387 161
194748 469 190
194849 506 206

#Calendayr yoar 1935 considered comparable to marketing seeson
198536 for purposes of this tables The same relationship is
maintained for later years.

Source: Cooperative Associations Percent {rom Table 6+ Wholesale
Price Index adapted from index of wholesale prices, all
commodities, Federal Reserve Bulletin, June, 1850, p. 783.
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TABLE 8

Farmers' larkebing Associations

Index of Business Compared With
Prices Received bz Farmers

Markebing Prices Received

Assocliations by Fermers
Percent of Percent of
Season 1535=36% 1636%
183536 100 100
15958637 119 104
1538758 128 ' 112
153839 ‘ 111 89
153940 109 87
1840-41 120 92
15941-42 149 114
154243 200 148
1543-44 279 176
154445 30 179
194546 324 186
184647 878 212
1047448 454 256
194849 4886 263

*Calender year 19356 considered comparsble to marketing season
108656 for purposes of this tables The sawe relationship is
maintained for later years.

Sources: Marketing Associations Percent from Table 6+ Index of
Prices Received by Farmers from Us S« Department of
Agriculture, Agricultural Stabtistics, 1949, p. 621,




TABLE ©

Parmers' Purchas asoclations

Index of Businegs Compared With

Prices Pald W Parmers

Purchasing Prices Paid

Associationa by Farmers

Percent of Peroent of
Season 1985=86¢ 1986«
198536 100 100
193637 123 99
193738 138 109
1938«39 132 100
1959-40 141 88
1940-41 145 89
194142 189 106
1942-43 286 118
1048=44 288 180
194445 : 319 1388
194546 363 138
104647 437 154
194748 567 187
194849 638 204

*Calendar year 1985 considered comparable to marketing season
1986«36 for purposes of this tables The seme relationship is
maintained for later years.

Sources: Purchasing Associations Perceat from Table 6. Index of
Prices Paid by Farmers from Us S. Department of Agricule
ture, Apricultural Statistiocs, 1949, p. 622,




Cooperatives In Orepon

The earliest organizations in Oregon that apparently were the
forerunners of cooperatively operated business activities were the
Agriocultural Societies, beogun as sarly as 1853, These resulted more
in the holding of fairs end farm exhibitions than in actual business
activities.!

Probebly the first cooperative business was at Fairfield, in
Marion County, in 1870, but thers seeme to be no record of its exise
tence other than its filing at the county courthouse.? By 1872, Parme
ors! Clubs wers being organized, with some limited activity in merkete
ing grain, mainly to combat diseriminating Preight charges.® These
were absorbed by the (ranger mmt in 1874,

The first Grange in Oregon was organized in 1872, with the state
Grenge being established in 1873.4 The Grange set up a central agency
in Portland in December, 1873, and began conducting business in 1874,°
By 1879 this had failed, through imternal snd orgenizationsal strife.®

The local Granges were also attempting the formetion of associations,

lpdna Ae Scott, The Gres
University of Oregon Thesis,

gzvor We Masterson, A History of the Consumers' Co-operatives in
Oregon Prior te 1900 (Bugene: University of Oregon Thesis, June, 1988), ps Gs

e Movement in Oregon, 187341900 (Bugene:
June 3 2 Pe S

Sseott, ops 2ite, pe e
“yasterson, ops oite, pe 5e
Sm‘ » Do Be

S1bide, ppe 14-15.
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but the more prosperous of these did not start until after the State
enberprise had feiledel The Grange orpanization continued on into
this century, and Oregon is still a stronghold of the national Grange
orgenization.

Although there was a lepse of general activity in the organiszing
of cooperatives after the failure, in the main, of the Crange efforts,
the present cooperative movement in Oregon is represented mainly by
farm groupse This includes both purchasing and mariketing assocciations.
Some of the larger marketing associations have a long end prosperous
record of service for their menbers. In the marketing of fruits end
dairy products, perticularly, there are severasl cooperative orgeniza-
tions that had their beginnings prior to World War I. For example, the
Fugene Fruit Crowers Assocletion was organized in 1907;% the Tillamook
County Creamery Association in 1909;4 the Mount Angel Cooperative
Creamery in 1912;% and the Apple Growers Association of food River in
1913.% other marketing associations, in these and other fields of

1&1&.. p' 16.
2300tt, Ops Cite, pe 15.

5John He Lister, Cooperative Purchasing of Farm Bugguea in Oregon~
1988 (Washington: Government Printing Offilce, 1056), ps &e

- %phe Story of Tillamook Cheese (Tillamook: 7illamook County Creamery
Association, undated), ps 2«

Bsister Joeine Darrington, The lt. Angel Cooperative Cre
(Eugene: University of Oregon thesis, 1941), pp» Eqﬁ.

Srister, ops oite, po 7
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agrioulture, were begun in the 1920s. Mein produocts marketed included
poulbry, berries, nuts, cherries, and grains.

Except as branch departments in some of the above indicated markete
ing associetions, cooperative purchasing of supplies by farm groups now
in operation did not have ite beginnings gquite so earlys The Farmers
Union Cooperative Warehouse at Dallas was organized in 1916, 1 Others,
in Bugene, Hermiston, Roseburg, and Junction City, began operations in
the years 1920 to 1924,% mostly under the sponsorship of the established
farm organizations of the Farmers' Union and the Farm Bureaus The associ~
ations for the purchasing of oil cooperatively for their menbers were
being first organized in the early 1930s.° The orgenization in 1934 of
the Pacific Supply Cooperative,® headquarters at Walla Walla, Washingbon,
ami serving ae a wholesele firm for local cooperatives engaged in pure
chasing for members, has aided materially the development of eooperative
setivity, mainly among farm groups, in Oregon and the entire Pacifie
Horthwests ‘

Etﬁiﬁtiﬂg the proportion of the total business in Oregon that is
j».tag done through eooperative orgenizations is rather diffioult, due
to the lack of adequabte end comparable date for both cooperative and none
cooperative businessess Teble 10 gives the latest available figures for

businees as a whole in Oregon.

lm" ps 6o
21b1de, ppe 7=
3%-, pe Ga
4&_{.&5, pe Se
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TABLE 10
1948 Census of Bmim% 3 in Qregon
Business and Number of B .shments
Number of 1948 Sales
Bestablishments and Receipts

(21000
Retail trade, total 17,471 $1,590,621
Food group 5,874 569,879
Eating and Drinking places §,685 114,165
General Werchandise group 748 281,083
Apparel Group 862 71,408

Furniture~home furnishings-applisnce
group 840 78,151
Automotive group 1,018 281,006
Gasoline Service stations 2,409 90,292
Lumber«build ing-herdware group 1,228 150,024
Drug and Proprietary stores 840 38,818
All other retail stores 2,249 174,885
Wholesale trede, total 2,544 1,886,737
Merchant wholesalers, total 1,488 054,871
Groceries, confectionery, meat 143 112,064
Farm products, edible 118 78,003
Tobaceo 87 26,149
Furniture, home furnishing 21 11,5087
Automotive supplies 206 45,551
Electrical merchandise 61 66,662
flardware, plumbing, heating 67 57,720
Lumbey, construction materials 143 197,862

tachinery, egquipment, industrial
supplies 830 126,610
All other merchant wholesalers 358 229,233
Hanufectures sales branches, offlces 228 BE67,671
Petroleum bulk plants, terminals 435 168,101
Agents, brokers (merchandise) 227 252,200
Assenblers of farm products 176 144 ,39¢
Belected service trades, total 5,586 94,547
Personal services 3,164 43,283
Buginess services 312 18,210
Automotive repairs & services 1,389 25,288
Other repairs & services 1,041 12,819
fiotels 462 19,667
Tourist courts and camps 1,189 7,088
Amagements 538 21,988

Source: 1948 Census of Business in Oregon (Retail, Wholesale, and Service)
cited in Oregon Business Review, Vols IX (July, 1980).
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Comparsble figures for the btusiness of cooperatives during the
sane yeor of 1948 ave difficult to obtain, The estimates of the Pam
Credit idmindctration for the mavketing period 19L8-L9 ave probobly
sonewhat comparable as to source data, This estimate of the total
maviceting and purehasing operations af foymer cooperatives in Oregon -
totals (155,370,000, of which 20,500,000 is the estimate for purchage .
ing cooperatives, the balance for cooperative organizations whose main
activity is mavkoting, (see Table 11) '

liry Panl Carpenter, Secrotory of the Agricultural Cowoperative
Council of Oregon, stated in that group's latest meeting that ", , .

- 22l agrieultursl co~operatives handle a gross business of approud
§1145,000,000, + o o &" in Oregon,® The move than £ifty membors of the
Agrioultural Co-cperative Council of Oregon account for sbout eighty
per sent of the totel business being done by cocperatives in Oregone”

A questiomaire sent to the business cocperatives in Oregon ine

eluded a request for data as to the Wa»ammalmbmm transacted :
by each organization. lot 21l of the businesses replied to the request,
but enough replies were received to provide a quantity of usable data,
This data has been supplemented from several sources, OCurvent newspaper
 dnformation hes Tewseled business deba Sor mamy edditionsl eooparebivess
The suthor's personal kmowledge of the scope of mumerous other fam cow

' mmmmwmmmymco-m,
(ﬂamerm.mo),p,s?.

2Paul Carpenter, Extension
ﬁm F] m 28’ 19!&9'




TABLE 11

Farmers' liar and Purchasing Assocletions in Oregon
Estimated Membership end Estima giness
Perketin; Seasons i :Ehrog@ O4
Season larketing Assoclations Purchesing Assoclations Total
Membership  business Flembership Business Wembership  business
1955«36 31,250 $22,940,000 4500 $1,670,000 30,730 $24,610,000
193637 * * ® - = Y
© 198738 30,400 40,400,000 11,000 3,400,000 41,400 43,800,000
1938=39 27,780 56,260,000 10,800 8,100,000 38,680 39,360,000
185040 29,700 52 4,660,000 11,000 3,800,600 39,700 56,460,000
194041 25,990 41,815,000 12,500 3,520,000 42,450 45,335,000
154142 34,500 52,285,000 14,000 4,450,000 48,500 56,745,000
154243 33,5600 64,600,000 16,000 5,300,000 49,500 69,900,000
1945=44 34,400 68,640,000 17,500 6,700,000 51,900 105,240,000
194445 37,600 1,260,000 15,000 9,000,000 56,600 100,260,000
1945-46 40,800 101,600,000 285,100 10,700,000 63,800 112,300,000
194647 41,800 127,650,000 27,400 13,800,000 €9,300 141,450,000
194748 42,000 128,540,000 40,000 17,000,000 82,000 145,540,000
194849 41,760 134,870,000 42,600 20,500,000 84,360 155,370,000

sDate for 193637 not published by Farm Credit Administration for Oregon.

Statisties of Farmers! Marketing end Purchesing Associations, Farm Credit Adminie
stration Miscellaneous Reports, 1937 to 1950. Data for 1948-49 obtained by direct
correspondence with Farm Credit Administration.

Source:

83
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operatives assisted in £1lling menmy gape in the consolidabion of infore
mabtions A complete summary of the data of the business done by all eo-
operatives in Oregon for the year 1949 (including s few organizetions
whoge fiscal year ended in 1950) shows the amount to be §192,300,000s
This total inoludes both marketing and purchasing cooperatives and ine
cludes a feow whose activities are not primarily for farm groupss

A summery of the growth of the business of farmer cooperatives in
Oregon during recent years can be seen in Table 1ls The difference bee
tween the figures shown and those of the author's survey can be accounite
ed for by the use of a slightly different base, plus the inclusion of
some cooperatives in the survey that may not be included in the esti-
mates of the Farm Credit Administration's Statistiolans The growth in
dollar amount of business noted in Table 11 is considerables Eince the
general price index has also risen, Tableas 12 and 13 analysze the dollar
volume of business in the light of the farmers' price indexess It is
assumed that the Oregon price inder ocurves follow the trend generally
of the national price trendss |

It is inbteresting to note the trend of cooperative business in
Oregon as compared with the trend nationallyes The percentages for Oree
gon in Tables 12 and 135, as cheoked for the seme years in Table € for
eooperative business on a nationsl scalse, show a much larger gain in
Oregons Part of this larger inecrease in Oregon would be becausp of the
greater rate of increase in population in Oregon than was the ecase in
the country as a whole. Without the figures available for the annual
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TABLE 12

Farmers! Harketing Associstions in Oregon
Change in Amount of Annuel Business

Compared With Prices Regeived by Farmers

Herketing Associations Priceg Received by Parmers
Percent of roent
Season 103536 Year 18386
198636 100 193886 100
193637 * 1986 104
198738 176 1087 112
108839 158 1958 89
193940 142 1989 87
1040-41 182 1940 92
1941-42 228 1941 1l4
1942438 282 1842 146
1543-44 430 19438 176
194445 3908 1944 179
104546 433 1945 188
194647 567 1246 214
104748 661 1047 255
10408«45 6588 lo48 263

sDate for 1936.37 not published by Farm Credit Administration.

Sources: Marketing Association percentages determined by comparing
later seasons with base year, 193536, as per deta in
Table 1l. Percentages of Prices Received by Farmers asdap-
ted from index numbers of prices received by farmers, U. S.
Department of Agriculbure, Agriculbural Statistics, 1949,
Pe 621,
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TABLE 13

Farmers' Purchasing Associations in Oregon

Chenge in Amount of Annusl Business

Compared With Prices Pald by Farmers

Purchaesing Associations Prices &Ld%y Farmers
reent o areent
Season 1985-36 Year 1985
1235«56 160 19385 100
198637 * 1836 09
198738 204 1937 log
193089 186 1938 100
1939«40 228 1989 98
194041 211 1940 08
194142 267 1941 105
10424438 517 1842 119
194844 401 1943 130
1544 «45 639 1944 138
154546 641 1946 159
194647 826 1946 154
194748 1018 1947 187
194849 1228 1848 204

sData for 193637 not published by Farm Credit Administrations

Sources: Purchasing Association percenteges determined by comparing
later seasons with base year, 193536, as per data in
Table 1ll.

Percentages of Prices Paid by Farmers adapted from lndex
mumbere of prices paid by farmers, Us S. Department of
Agriculture, Agricultural Statistics, 1949, ps 622.






CHAPTER II
PRESENT TAX STATUS OF COOPERATIVES, OTHER THAN UNDER
FEDERAL INCOME TAX LAWS

Businesses in Oregon are subject to meany of the taxes to be found
in the various states and commnities of the nation. Since the Federal
Income Tax is subjeet to much current controversy, it will be treated
separately in chngtér IV of thie papers In thisg chapter, meany of the
verious other taxes to which businesses are subject will be discussed.
They are divided into three groups, for convenience: namely, Sundry

Texes-Federal; Sundry Texes~State; and State Excise (Income) Tex.

Sundry Federal Texes

The status of cooperative ucooiatioas relative to Federal taxes
other than the income tax depends upon its status under the inocome tax
lawss Unless an agricultural cooperative marketing or purchesing assooie
ation is exempt from the payment of Federal income taxes, it is subject
to the payment of all other Federal texes to the same extent and on the
same basis ee other business eorpcntions.l Honeagricultural coopera-

tives are by law not exempt from Federal income taxes and thus would

1. 8. Hulbert, Agricultural Cooperstives and Federal Income Texes,
(Weshington: Farm Credit istration liscellanoous Heport No. 44,

Hovember, 1941), ps 1«
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be subjeot to all other Federel taxes applying to business corporations.

If a cooperative assoeiation is exempt from the payment of Federal
income texes, it is also ezempt from payment of exeess profits taxes,
capital stock texes, documentary stemp taxes on the issue and transfer
of stocks, bonds, certificates of indebtedness and other securities,
and also to & limited extent from the payment of social security taxes, !

The Internal Revenue Code states relative to the Excess Profits
Texes that there shell be exempted "Corporations exempt under seetion
101." Identical wordings appear in this regard for the wertime Excess
Profits Tex, repealed as of 1946,% and the new Excess Profits Tax, efe
feoctive after June 30, 1650, ° Cooperative assoclations exempt from the
Corporation Income Tax under section 101 of the Internal Revenue Code
(see Appendix) will aleo be exempt under the Excess Profits Taxess It
is presumed that in the case of non-exempt corporations, rulings pormite
ting the exclusion of patronspge refunds from taxaeble income will also
be applicebles 4

The Federal Capital Stoeck Tex was repealed as of June 30, 1948,
This tex carried the same provision as the Exocess Profits tex for

exempbtion of "any corporation emumerated in section 101,"¢

Y1bide, pe le

3Intornal Revenus Code (Chicage: Commerce Clearing House, Incs,
1946+50), p» 1654,

S1bide, pe 5624
41hids, pe 2611,



Under the portion of the Code relating to taxation of the issue
and transfer of capital stock and other securities, the exemptions
enumerated inelude "Stocks and bonds and other certificates of indebte
edness issued by any farmers' or fruit growers' or like associations
organized and operated on a cooperative basis for the purposes, and
~ subjeet to the conditions, preseribed in peragraph (12) of section
108,"1

The various so-called Social Security texes are now applieceble
to nearly ell types of business employmente There are two main eme
ployment taxes, under the Federal Insurance Contributions Act, and
under the Federal Unemployment Tax Aots The bases for exemptions are -
different under the two aocts, with exemptions for egricultural labor
being the major one under consideration here, since that exemption
would be the one moet likely to concern the bulk of the cooperative
assoclations in Oregons

Under both the Federal Insurance Contributions Act (FICA) and the
Federal Unemployment Tex Act (FUTA) those cooperatives exempt from fede
eral income tax are here also exempted on wages of $50,00 or less per
quarter ($45.00 per quarter prior to January 1, 1951).%

The definition of employment, for the purposes of FICA, prior to
1951 wae steted not to include agricultural labors® In turn, the

libide, pe S1lle

2Creed V. Brattain, Head, Wage and Excise Tax Division, Portland,
Oregon, Office of the Collector of Internal Revenue, correspondence with
author, April 18, 1561.

Sinternal Revemue Code, ops oibe, ps 281l
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definition of agrioulturel labor included all service performed "s « « o
In the employ of e group of operators of farms (other then a cooperas
tive organization)e « « « " in packing, handling, processing, etos,
farn producbnl Since the cooperative organizations were specifically
not inecluded in the agricultural exemptlon, it follows that such coope
eratives were generally subject to FICA taxese I employees of cooperas
tive assoclations were performing services that mld have been custome
ary in hendling ferm products, the semeé as the individual farmer would
have performed, the employecs' wages would be exempt in the same manner
as if the work haed been performed for the individual owners of the
Parme?

The revision of the FICA provislons which became effective Janu
ary 1, 19561, eliminated the former general exemption for agriocultural
labor, and these wages are now subject to tax the same as wages paid
by commercial employerss®

In order for cooperative associabions to be classed as "agriocul-
tural labor" under FUTA, the work of the §mploynos Aﬁut be of the seme
kind as the individual mewbers would have to perform in the marketing
of their farm grown productse Services performed must be inecidental to
ordinary farming operations, a pre~requisite to marketing the agricule
tural or horticultural product in the umanufactured states A cooperase

1ibides pe 2815e3.
20reed Ve Brattain, ope oite
Sibide
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tive (or any commersial handler of such commodities) that can meet the
qualifications of agricultural labor is not subject to FUTA. It is %o
be noted that the exemption is for the nature of the employment, not
the form of business opunticn.l However, mest of the cooperatives in
Oregon are of an agriculbural nature; hence some of them may qualify
for consideration under this exemphion provisions

The numerous other Federal texes do not seen to provide for any
exemptions that would apply to cooperative associations in any differw
ent way than asnother form of business organizebtion engaged in the same
type of business. Some exemptions are noted in several of the excise
texee, but any such exemplions are related to the type of product, not
to the type of organizetion producing or handling the product or taxe
sble iteiss

Sundry State Taxes

The primary Yex exemption granted by the State of Oregon relative
to cooperatives is that of the State Fxelse, or Income, Texs That tex
shi] be doncidored 18 & Jabey sevtion of Shis chapbers In this seetion,
other state and local taxes that have any spplication to pgeneral busie
ness will be observed as to their relation to cooperative organizations.
The texes %o be discussed here include real and personal property, motor

LU. S« Treasury Department, Bureau of Internal Revenue, Employer's
Tex NHandbook, Cireular I, Revised January, 1951, p. 6.



38

vehicle license, motor vehlele carriers, individuale' withholding,
unemployment , corporation fees, gesoline; timber severance, and perw
sonal income tax,

Property exempt from texetion, accordlag to the Oregon Compiled
Laws, includes gemerally the property of the United States and its
agencies; of the State of Oregon, counties, eities, other minor civil
subdivisions and public or municipal corporations; of literary; beneve
olent, chariteble and sclentific institublons, of houses of public wore
ship, of publie libraries, of burial places, of Indians on reservations,
and of household furnibtures® The only exemption accorded specifioally
to any sorb of cooperative assoclation is found in paragraph 110-202
of Oregon Compiled Lewse Thls peragraph follows:

A1l real and personal property consisting of improvements;

fintures, eguipment or supplies; owned by any association

of persons, wholly mutual or cooperative in character,

whether incorporated or unincorporated, used exclusively

in storing, conveying and disbribubting water to the meme

bers of such association for domestic use or irrigation,

where such assoclabtion has no other business or purpose and

its operations ere conducted without profit in money, shall

be exempt from taxation; provided; however; that this exemp-

tion shall not imclude nor apply %o any parcel of land owned

by any such association, which land shell be assessed and

apportioned bg the state tex commission in aecordance with

existing laws '

There is no apparent provision for exemption of cooperative sgsoce

1"R¢vuaﬁs and ?axntion aﬂda, portion of Orepon Compiled Lews
‘ dwlS sondary Pock Part farﬁ:&“—#m&m

2'Revenue and Texation Code rtiaa af Orego Bum lod Law
m@tatﬁd’ Vol VIIX ﬂhﬂd‘ E En & g is . £




59

iations ia general, and 1t appears that there can be no exemptions
construed under the portiocns of the law stating the coverage of prope
erty to be taxed. In garagraphs 110308 through 110312 of the Oregon
Compiled Lews aia praviaiﬁns for asgessment of personal property of
individuals, gafﬁnerahiya. and corporations. Also, merchandice for
sale, and eapital and mechinery for use, are taxable, elthey to the
owners or to the person or corporation who shall bave charge ef or
possess the sames

That cooperative assoclabions are subjeet to, and do pay, real
and personal property taxes can be seen by the data in Tables 14 and
15.

One provision for partiel exemption of merchandise being markebe
ed on & pool basis should be noted here. The basis for tax assessment
is generally the velue of the inventory es of Jemvary l. A merketing
. sssooiation is permitted to file on April 15 e stetement of the amount
of pool merchandise marketed between January 1 and April 15, the
amount so marketed being deducted from the tazable inventory. The
morchandise marketed during this period is thus exempt from taxation,
sinse the purchaser of the merchandise is taxed on the basis of his
January 1 inventory figures The remainder of the merchandise in the
hands of the cooperative merketing association at April 15 of each

year is taxed on the same basis as that of any other type of business

11bide, pps 1098=1100.
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TABLE 14

Top Texpayers of Umatilla County, Oregon, 1948

Eira Asgunt
Union Pacific Rallroad $255,8689
Pacifio Power & Light 59,845
Paciflo Telephone & Telegraph 40,840
Hoke & Cameron 18,014
lorthern Pacific Rallroad 15,424
PENDLETON GRAIN GROWIRS 14,9856
Ingleheart Brothers . 14,209
Rogers Canning Company 13,200
Smith Canning Compeny 10,9785
Herris Pine ¥ills 10,558

Special tabulation for the businessmen of Pendleton,
Oregon, cited in Pacific Northwest Cooperator, XIV
(¥ay, 1948), ps 9.
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TABLE 16

Taxes Paid by Pacifie Bupply Cooperative
During Filscal Year Ended June 80. 1860

Type of Tax Anount
Property (local) $51,090.59
State Road tax and truck license fees 52,503.80

Payrell (State and Pederal) company payments only 23,888.29

Business (Washington and California) 4,502,78
Total $131,985.46

Source: Pacific Northwest Cooperator, XVI (Jamuary, 1851), ps lls
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organizations Land, buildings, and equipment are taxed to cooperae
tive associations on the same basis as any other type of businesss
The exemptions to laws requiring the annual purchase of motor
vehicle licenses have no connection with the type of business a firm,
or individual, may be operatinge The exemptions relative to payment
of such licenses are specified as being for vehicles owned by the
Federal govermment, by the State, or other political subdivision, or
vehicles not used on the highwayse The only apperent partiel exemp-
tion is that of a rate of one-half of the regular asnual license fee
for trucks or trailers used exclusively in aomeatioh with the trueck
owner's farme An opinion of the Attorney Ceneral states that “Speecial
seasonal licenses may be issued to indlviduals only and not to corpora-
tions or associations."®
The laws requiring the payment of tex for the use of vehiecles,
such as trucks and buses, as common carriers, require the securing
of special identification plates plus the reguhr paying of fees.
The exemptions under this tex inoclude, among others, vehicles operated
by fermers and orchardistse As amended in 1949, the lew indlcates
that "the meaning of the words 'farmer' and *orcherdiet' shall not be

construed to include associetions orgenised under the provisions of

leﬁorge A+ Stock, Lane County Assessor, Interview, April 8, 1951.

zere%ii?n Reporter (Chicapo: Commerce Clearing House, Incs, 1946-
1951). P. b
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chapter 5, title 77, O« Cs Ls As"} This section contains the laws of
cooperstive associationse Prior to the amendment in 1846, the Attor-
ney General's opinion was that a cooperative nséoinuon was entitled
to the same exemption as its individual menbers.

Under the provisions for personal income tex, paysble by individe
uals, a general pro«dgn of withholding of one percent of gross wages
paid is required of every employer. Exemptions from this law are guite
narrowly construeds It would appear that all cooperatives are subjeet
to the laws requiring withholding of income tax from their employees.
Effective lay 31, 1949, provision was made to allow employees whose
gervices were entirely on a part-time basis, and in conneotion with
the handling of seasonal crops, to be not subjeet to the withholding
requirementse This partial exemption is not intended to cover all agri-
cultural lebors Before the 1549 amendment, the withholding tax law
applied to such casual labor as foreign agricultural workers in the
State only for the harvesting seasons Employers of permanent agricule
tm; labor are subject to the provisions of the law, and no provis-
ions are noted for excluding cwmﬂvo associabtlons as employers in
this rego.rd.z

A speecial bulletin of the State Tax Commission, explaining pore
tions of the 1949 awendment, in connection with the present agriocul-

tural lebor exemption, states:

11bids, pe 5121,

2ibide, pe 2040,
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Sorting, grading, drying, freesing, or any other further handle
ing of & erop after it has left the field, is normally conside
ered to be "processing.”" WITHHOLDING IS REQUIRED on wages paid
employes engeged in performing this type of work unless such
work is on a minor scale end is accomplished on the grower's

own property.l

In the general instructions relative to the withholding tax on
wages, the definition of employers states that the term ". . « .
includes religlous, educational, charitable, and social organizations
or societies, even though such organigetions are themselves exempt
from payment of taxes."?

The definitions and rulings seem to indicate coverage of cooperas
tive organizations, whether exempt or not from any other taxes. The
withholding tax lew requires no payment of tax by the business for it
self; hence any tex paid to the commission would be amounts previously
deducted from wages peid to employeess

The Oregon Unemployment Compensation Leaw includes exemptions for
gsome cooperative organizations but as a portion of the general exclus-
ion from the definition of employment of agricultural labore The
restrictions applying to the type of cooperative included im the exempe
tion ecan best be seen by stating the portion of the Unemployment Law
that applies. The related portions include:

lpulletin We59 (a) (Salem: State Tex Commission, April 25, 1950),
e 1y (Mimeopra B ;

29:-0505 1% Withholding Tex on Wages, Instructions to Employers,
(8alem: State Tax Commission, 1040), pDe i
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The term “euployment® shall not inelude: l. Agriocultural

Lebore On and efter January 1, 1941, the term "agrioul-

tural laber" inecludes all services performeds « » + » (o)

In the employ of any farmers' cooperative association,

organized under the laws of the S%tate of Oregon and oper-

ated for the mutual benefit of its members; provided, that

such assoclation does not sell its commodities for none

members in any esmount greeter in velue than such as are

sold for its members, or doeg not sell its commodities to

nonmembers in any amount greater ’n wvelue then such as are

sold to lts members, and all earnings are apportioned as

dividends in accordance with the amount of bucmug trange

acted by each such member through the associations
Thus, cooperative asscciations clessified as agrioultural, whose
business is primerily done with members, and whose earnings are all
distributed on a patronage basis, are excluded from the definition
of employment subject to the state unemployment law.

The corporation laws of Oregon provide definite schedules of
fees Lo be paid in the procedures of incorporating and in the renowe
ing of the anuual licenses The comparisons of these fees with ree
spect to corporations for profit and to cooperative associations can
be seen in the accompanying Tebles 16 and 17, Table 16 gives the
soale of rates for profit corporations, which figures should be cone
trasted to the flat fee of §10.00 required of cooperative associations
for filing their organization paperss. Cooperative associations are
subject to the specific anmiel license fees presoribed for them by law.
As will be noted in Teble 17, the fees required of cooperative associa~

tions are exactly one~half the amounts required of profit corporations.

TR PR
Unemployment Co ation Law (Salem: State Unemployment Compene
sation Commission, 1047), ppe 6=7e




TABLE 16

State of Oregon

Organization Fees for Domestic Corporations

Authorized Capital Stock

Not to exeeed £5,000
Exceed $5,000 but not to exceed §10,000

10,000 25,000
26,000 50,000
50,000 100,000
100,000 250,000
250,000 500,000
500,000 1,000,000

Exceed $1,000,000, each additionel 1,000,000
or {raction thereof

Organization Fee Rate

?xgi of cowaﬂon
Profit {on-Profits

$10

15
20
28
35
45
60
76

75

$10
10
10
10
10
10
10
10

-

*Cooperative assoclations are subjeet to a flat fee of £10,00,

no matber what the amountt of subhorized stock.

Sources Oregon Corporation Lews, complled by Maurice Hudson, Corpora-

tion Commissioner, par. T7«205.
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TABLE 17

State of Oregon

Annual License Fees
Domestic Corporations

) 9 of Corperation

Authorized Capitel Stook Fgaffg Ton-Profit
ot to exceed ;5,000 $10.00 £5.00
Exceed $6,000 but not to exceed §10,000 1500 7450
10,000 26,000 20400 10400
25,000 50,000 30,00 15,00
50,000 100,000 50,00 25,00
100,000 250,000 7000 35400
250,000 500,000 100,00 50400
500,000 1,000,000 125,00 62450
1,000,000 2,000,000 175,00 87,50
Exceed §2,000,000 200,00 100,00

Hotesy Hoepar stock, for the purposes of computing the basis
for annuael license fees only, shall be considered as
valued at #10,00 per share, for Profit Corporations.

Sourees: Oregon Corporation Laws, compiled by iaurice ludson, Corpors
ation Commissioner, par. 77-243 and 77-519.
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Observing the Oregon laws relative teo the gasoline m. it appears
that cooperative assoclations are subject to all reguletions that are
applicsbloe to distributors of motor vehicle fuels. Pertinent oxoerpte
include the stetements that follow: ' ‘

Every dealer in motor vehicle fuel in the state of Orogone « « «

shall make an application te the secretary of state for a license

authorizing such dealer or person to engage in the business as a

dealere. « + «» othe secretary of state must require such desler

to files +» « «2 bond duly execubeds « « «which bond shall be

payable to the state of Oregon conditioned upon faithful perfore

mence of all the requirements of this act, including the payment

of all taxes, penalties and cther obligstions of such dealers « « « o}

Exemptions to the tax are specified as being in two groups only, for
export end for governmental official usee® :

Refunds are allowable for the usage, not for the type of organiza«
tion using the fuele Essentially, the usage for which refund of bex is
provided is for nonehighwey use, for individuals and corporations, with
some specific users, primarily' of minor govermmental subdivisions, elso
allowed refund on the tax paide® Presumedbly, any cooperative assoeciation
, 'dhou ugse of motor vehlcle fuel happened to be for non-highwey use, or
other use for which refund is permitted; would be entitled to the allowe
eble refund, but cooperative essociations would be im no different posi-

tion than any other corporation or individuel ia the states

lorezon Compiled Laws Annoteted, ope oite, pe 1856s
21bide, ppe 1863-1364.

aIbido. P 1365w0e
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Bagh person engaged in the business of harvesting timber or other
forest products is subject to the Timber Severance tax. The only proe
vision for exemption is a quantiltative one, exmrpting each taxpayer on
the first 25,000 board feet horvested each fiscal vear,l Any corpora-
tion engaged in the harvesting of timber products would pesunmably be
mbmwtmmmmtmwmmmmiwmﬁmm

The discusoion of the tax status of cooperatives would not be
complete without consideration of the effect uwpon the taxes of the
individuals who are members of the cooperatives.

In general, patronage refunds made to patrons of purchasing eoop=-
eratives are not taxsble if the refunds pertain to purchases made for
household use but would be taxable (as a reduction of the original
expense payment) if pertaining to purchases which were deductible as
business expenses. A1l patronage refunds made to patrons of mariceting
cooperatives are additions to the price received by the patrons for
their commoditics and would be added to the gross income for products
marketed. :

The Oregon personal income tax conforms to the general concept of
the ebove, Provieion is made, however, for the veporting to the State
Tmc-cmiasimofpatmmgsmﬁnﬁamade,eiﬂwbycaahurW&her
distribution, to patrons by cooperative associations, Forms 99-CA and
96-CA {see pprendix D) are required to be £iled with respect to any
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patron reeeiving e distribution of at least {100 during a caleandar
years These forms correspond in socope to State Forms 99 and 96 (see
Appendix D) required for dividend and other payments by other forms
of business operations Using the very realistic approach that small
items of payment require more official clerical work than would pay
in the receipt of tax money therefrom, none of the above-mentioned
forms are required to be furnished if the payments made are less than
$100 during the calender year under consideration.

A typicel form for notification of patrons of allocations made
is seen in Appendix Je¢ Presumably a copy of Form 99-CA would give
mach of the same fimancial information, if preparede The S'!'zutmnt
of Allocations illustrated gives e mach better opportunity for explan-
ation of association procedures to the patrons, howevers

I% is to be expected that the Tex Commission's use of filed Forms
99«04 would be in the nature of checking tax returne, such as would be
done in conneection with the filing of Form 99 with respect to payments by

businesses other than eooperative assoeiations.

State Excise SInoome} Tax

The Oregon Execise Tax of 1929, as adopted, includes as the scope
of the law the following:

The statute imposes an excise tax measured by net income on
every banking association, bank and financisl institution

located within the limits of this state, and every mercan-
tile, manufacturing and business corporation doing business
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within this state, except certain corperations which are
specifically e:omptcml

Although termed an "Excise Tax", the statute actually provides
for a tax on income, as indicated in the above passage, end as
ineluded in the definitions of the law, feo. 1101502, paragraph (e):

The term "excise tax", as herein used, means a tax measured
by or ascording to net income imposed upon national banking
assoclations, all other banks, and financial, mercantile,
manufacturing and business corporations for the privilege
of carrying on or deing business in this states”

The excise tax on busiress corporation incomes corresponds in
many ways to its federal income tax lew counterparte Part VIII of the
law, concerning Corporations Exempt From Tex, is very similar to the
related portion of the federal Internal Revenue Code (Seetion 101(12)e-
see Appendix A)s The main portion of the law being considered in this
study, Sees 110-1511 (i) l., follows:

Permers! and fruit growers' assoclations, orgenized and oper-
ated on a cooperative basis (A) for the purpose of marketing

the products of members or other producers and turaing back

to them the procseds of sales, less the necessary marketing
expenses, on the basis of either the gquantity or the value of
the products furnished by them, or (B) for the purpose of pur-
chasing supplies and equipment for the use of members or other
persons, and turning over such supplies and equipment %o them

at acbual cost, plus necessary expenses. Exemption shall not

be denied any such association because it has capital stock,

if the dividend rate of such stoeck is fixed at not to exceed

the legal rate of interest in the state of incorporation or eipght
(8) per cent per annum, whichever is greater, on the value of
the consideration for which the sbock was issued, and if sube
stantially all such stook (other than non-voting preferred stook,

%ormmtien Exelse Tax Law and Repulaebions (Salem: State Tax
Commission, 1046), DPs O+

21bide, pe 4o
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. the owners of which are not entitled or permitted to partie
eipate, directly or indireetly, in the profits of the assoce
iation, upon dissolution or otherwise, beyond the fixed divie
dends) is owned by producers who market their products or
purchase their supplies and equipment through the association;
nor shall exemption be denied any such association because
there is accumulated and maintained by it a reserve required
by state law or a reasomable reserve for any necessary purs
poses Such an association may market the products of nohe
members in an amount the value of which does not exceed the
value of the products marketed for members, and may purchase
supplies and equipment for nonmembers in an amount the value
of which does not exceed the value of the supplies and equipe
ment purchased for members, provided the value of the pure
chases made for persons who are neither members nor producers
does not cnimd fifteen (16) peér cent of the value of all its
purchases.

‘In Arts 51lei-l of the Repulations (see Appendix C), clarification
of the above section of the law reveals several requirements .for the
fulfilling of the exemption status of cooperatives. Proceeds of the
marketing business must be proportionate, that is, nommembers must be
treated the same as memberses It is necessary to keep permanent records
of business with members and nonmembers, to show that the association
wae operating during the year on a cooperative basis in the distribue
tion of patronape dividends to all producerss Although under the law
patronage dividends must be paid to producers, this requirement is met
if permanent records showing proportionate shares of patronage divie
dends due to nonmember producers are kept, and such shares are made
applicable toward the purchese prioce of a share of stock or of a

membership in the assoclation,?

Irbid. s Dpe 58=50,
%rvids, ps 6l
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The regulstions and specificetions regerding producers or none
produsers are elaborated upon, and the restrictlons indicated in the
law as to proportions of producers and nonprodusers, members and none
members, ere closely adhered Lot

Cooperative assoclations enpgaged in the purchasing of supplies
and equipment for farmer mesbers are subject to much the same linite-
tions as marketing cooperative associations in order to qualify for
exemptions BSupplies and equipment are stated to inelude groceries
and all other goods and merchandise used 1n operation and maintenance
of & farm or farmer's households An additional restriction not placed
on the marketing aumh.ﬂam is found here, in which purchases made
for nommembers who are not producers must not exceed 15 per cent of the
veluo of all its purchases.®

Both merketing and purchasing cooperative associations must estabe
lish that they have no net income for thelr own account other than ree
flected in authorized reserves or surpluse Assoclations engeged both
in merketing and purchasing activities must qualify in each of the funce
tions to meet the tax law requirementss They must be both orgenized
and operated in the manner and for purposes specified in the lews Co=
operative organizations engaged in occupations dissimilar from those
of farmers, fruit growers, and the like are not exempts Specifically

11bide, ppe 62+65.
21bide, ppe 68«64,
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mentioned are merchants' assoclations and assoclations marketing builde
ing materials.l |

0f the 32 states that levy corporation income texes, nearly all
provide some form of exemption for the verious types of cooperative
orgenisetionss These exempbions have been designed principelly to
encourage cooperative marketing and purchasing among farmerse As of
1046, Wisconsin was the only state Yo allow full exemption from taxse
tion of income of consumers' cooperativess THowever, patronage refunds
mst be Eepartad By individual members of consumers' cooperatives as
Wle perschal incomes?
| Cooperative associations in Oregon that wish to olaim exemption
mist file with the State Tax Commission en affidavit as to the none
prof'it charascter of the organization (see Appendix D), A copy of the
articles of association, and by-laws, along with latest financial
statements are required to be filed with the affidavite.®

The consideration of the texation of cooperatives, diaensgod in
Congressional hearings and publicized in pericdicals, has hed its ef«
fect on a state-wide levels Variocus state legislatures have been
faced with measures attempting to modify the exemption provisions as

applied to business cooperatives.

lrbid. s D G4

2rhomes Le Ford, Texation of Cooperstives (Washington: Bditerial
Research Reporte, Jan. 11, 1546}, pe 25.

Sgorporation Exeise Tax Lew and Regulabions, ops oite, ppe 58-9s
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Possible imdication of a trend by state legislative assemblies bo
"tighten up loopholes” of the exemption provisions for cooperative
usoﬂatiom mey be seen ih a measure approved by the North Caroline
General Assembly in 1949 (see Appendix G)s The Horth Carolina Act
exempbs cooperative associations if the net income, as defined, is
distributed to patrons on & patronage basiss The recipienis of such
patronage sevings, whether distributed in oash or credit, are required
to include the same in their individuel gross income figures for the
years Cooperatives are required to file with the State Department of
Revenue the names and addresses of all patrone and shareholders whose
patronege refunde or interest on stock smount to $50,00 or mores 1%
would appear that the members of the North Carolina legislature are
not trying so mmch o tax the cooperative sssocliations as 'ehey are
trying to meke sure thet the individual patrons of cooperatives ine
eclude the patronage refunds in their personal tax returnse The new
law would tax cooperative organizations that do not distribute thelr
net sevings on e patronage basis.

The Montena legislature in current session defeated by close vote
a measure that would have taxed the gross receipts of all Monbtana
mpurativu.l

A measure introduced during the 1949 session of the Oregon lLegise
lature would have terminabted in the stete excise tax law the exemptions

1parmers Gain By Vetos of lontana Law," Pacific Northwest Coope
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epplicable to cooperatives. The measure (Semate Bill 202) was referred
to the Committze on AQsoaamem’b and Taxation and was nhot recalled during
the remainder of the cessian;l hence, the proposed changes were not
effecteds The measure ree-stated section 110«1511, 0s Ce Ls As,; in essen-
tially its entirety, with the addition, following section 110«151leiel,
of the following:

e » o oprovided, however, that the exemption herein specified

shall cease and terminate on December 31, 1948, and shall be

of no force and effect with respest to texable years beginning

on or after Jamuary 1, 1949, and that portion of na; fiscal

taxable year extending into the calendar year 1948,

The above addiﬁim would have immediately followed the present
law, as quoted on pages 51-52 of this papers Since no final action
was taken during the Legialati@ Assexbly in 1949, the proposed meage
ure is, of course, inoperatives It is, however, indicetive of possible
other legislative action to arise in the fubure,

During the prgcam: legislative session in Oregon, only one memsure
has been introdused that would have any effect upon the taxation of
eooperatives under the corporation exeise texs This measure (see Appen
dix F) would terminate the exemptions for all types of associations
end organisations now exempt, not only cooperatives in business, but

other associations of nonprofit and nonbusiness natures This measure

lsonate Celendar (Salem: Forty-Fifth Legislabive Asseubly of
Oregon, Aprﬁ 14, 1049), pe 34

®senate Bill Nos 202 (Salem: Forby~Fifth Legislative Assenbly,
1649), ps Bs
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was referred to committee, and a substitute measure (House Bill 620)
offered in its places! The substitute bill did not change the prese
ent exemption given cooperative assoclations, but was concerned with

some other types of exempt corporationss? This substitute measure

failed to pass in the House of Representatives of the Leglslature,®

lnouu Calendar (Salem: Forty-Sixth Legislative Assembly of
Oregon, lpfis Es. 1551)‘ Pe 22s

Zyouse BLll Nos 620 (Selem: Forty-Sixth Leglslabive Asserbly,
1961), ppe Oa

®gouse Calendar, Ope site, pe 92,




CHAPTER III

CONTROVERSY OF FEDERAY INCOME TAX STATUS
OF COOPERATIVE ORGANIZATIONS

The 61lst Congress of the United Shates in 13909 adopted the sixe
teenth amendment %o the Constitution, which states: "The Congress
shall have power to lay and colleot taxes on incomes, from whatever
source derived, without apportionment among the several States, and
without regard to any census or enumeration.” This amendment was
ratified and made & pert of the Constitution by February, 1918.2
Since its adoption, the income tax has become the primary basis for
tax financing of the Federal Covermment.

From the start, there wes some exemption for certain types of
nonprofit concerns, inmeluding "egrileultural organiszetions.” In suce
ceeding revenue acte, exemption provisions were sugmented and clari-
fied, with exemption eligibility being broadened for agrieculbural
orgenizationss In 1828, Congress revised the entire section concerne
ing exemption of farmers' cooperativess With but minor changes since,

the exemption provisions stand as per the 1926 revisions.?

lire You An smericant (New Yorks: Charles Soribner's Sons, 1943)
pe 88




59

With the increased rates to whioch corporations were subjeet dure
ing the course of World War II, attempts are being made to close vare
ious "loopholes” in the Internal Revenue Code, the Code which contains
the income tex provisionse 7The Treasury Department has, since the end
of World War II, been making studies of various phases of the Code, for
use by Congressional conmitiees as bases for possible revision of all
tax lawse In Congreasional hearings in 1947, e representative from the
Department of the Treasury named 51 different studies, covering many
pheses of the tax lawse One of these studies concerned farm coopera-

'317.801 This study was a portion of hearings held before the Committee
on Ways and Means of the House of Representatives in November, 1947,

considering the exemption of cooperative associations.

Present Status

Section 101 of the Internal Revenue Code contailns exempbion proe
visions for numerous types of organizations, primarily non-profit in
their activitiess In Section 101 (12) is found the exemption granted
to farmerst?, frult growers', or like organizations organized and oper=
ated on a cooperative basls for marketing products of members or for
purchasing supplies and equipment for the use of memberss Various
qualifications and requir&nentu to qualify for the exemption are named.
(See Appendix A)

liearinge before the Committee on Weys and Means, House of Repree

sentatives, Taxwoxempt Organizations (Cooperstive Organizations
(Washingbon: Government F%m Oitice, %‘5, s PPe eﬁ’f!-ﬁ.
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Although those cooperative organizations qualifying for exempiion
are not subjeot to the federal income tax, there are two procedures
necessary to obtain and meintein Bureau of Internal Revenue grant of
the exemptione An Exemption Affidevit Form 1028 (see Appendix B) must
be filed by Parmers', Fruit CGrowers', or like associations claiming
the exemption under Section 101 (12)s Upon filing this affidavit, the
Comnissioner of Internal Revenue will determine whether or not such
exempbtion will be granteds Uponh receiving such determination of exempe
tion, no further returas of income will be required, obher than an
anmel information return on Internal Revenue Form 990 (see Appendix B).
Form 990 is an Annual Information Return of Orpganisations exempt from
income tex under section 101 of the Codes It i1s %o be noted that all
organizations coming under the provisions of section 101, whethor famm
cooperatives or not, are required to file form 990, but that the exempe
tion a;tfmvs.t (form 1028) is specified as beling applicable only %o
those qualifying for exemption under Section 101 (12) of the Internal
Revenue Code,

The present trestment of farm cooperatives, in effect since the
early days of the Federal income btax, includes benefite that are twoe
folde The exemption itself epplies to incowe used %to pay dividends on
sapitel stock, on emounts rebeined in certain reserves, and on none
operating incomes Also, patronapge dividends distributed to members and
patrons are exeludable in computing the net income of the cooperative,
if paid in acoordance with a contractusl obligation in effect at the
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time of the transactionst

In order for a cocperative organization to be exempt from the
Federal income tax statutes, the following conditions must be met by
the association:

(a) must be organized and operated on a cooperative basis by
farmers; (b) must be formed for the purpose of marketing the
products of members or other producers and turning back to
them the proceeds of sales, less the necessary marketing ex
penses, on the basis of either the quantity or the value of

the products furnished by them, or for the purpose of purchase
ing supplies or eguipment for the use of members or other pere
sons and turning over such supplies and equipment to them at
actual cost, plus necessery expenses; (¢) if organized with
capital stock "substantlally all such stock (other than nonvobe
ing preferred stock, the owners of which are not entitled or
permitted to participete, directly or indireotly, in the proe
fits of the assoeiation, upon dissolution or otherwise, beyond
the fixed dividends)" must be owned "by producers who market
their products or chaso thelir supplies and equipment through
the association"; (d) in fixing e dividend on such stoeck, it
may not exceed the legal rate of interest in the State of incore
poration or & perceat per annum, whichever is greater, on the
value of the consideration for which the stock was issued; (e)
may acoumulate end maintaln oanly reserves that are required by
State law, or that are reasonable reserves for a necessary pure
pose; (f) must treat member and nonmember patrons alike in
business dealings; (g) must operate so that the velue of the
products marketed for nonmembers will not exceed that of prode
ucts marketed for members and so that the value of the supplies
and equipment purchased for nonmembers will not exceed the
value of the supplies and equipment purchased for members,
provided that the value of the purchases made for persons who
are neither members nor producers ghall not exceed 16 perocent
of the value of all its purchases.

Thus, in order %o enjoy tax exemption, cooperative associations

mast be controlled by their farmer patrons and must do most of their

libide, pe 3129,

21 Se Hulbert, Legal Pheses of Cooperative Associations, (Washe
Angboins Tarm Oreass IEIATIATIVISS NoTIotls Yo, U0, Ty, TUH), pe B8k
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business with thems Business with the Federal Covernment or its agene
cles is disregarded in determining the right to exemption.}

In 1946, of the 10,125 farmers' marketing and purchasing associae
tions listed,? 6,009 filed Form 990 returns, indiesting their exempt
stetuse® Thus, less then sixty percent of supposedly eligible farm
cooperatives were t:nhimi.ng the exemption.

In order to qualify for the exemption, it is not required that
& cooperative be incorporated,® but it must conform to the regulations
set forth in the Internal Revenue Codes

General Basis of Controversy

The nontroversy relative to the tax exemption of cooperative busie
ness organizations has been a recent developments During the war years
of 1941 through 1945, corporation tex rates reached an all-time high,
due to the excessive needs of the federal government in an alleout ware
The corporations were, thus, rather limited in the expansion possibili-
ties, through their inability to accumulate the added capital required.

Cooperative organizations grew at a rapid rate, spurred on by rege

ional wholesale organizations, during the period since about 1985.5 Nost

lgommittee on Ways and Means, ope oite, ppe 3138-3139,
3John He Davis, ope cits, pe 7¢
5_}_1_)_1;9._.. ps 60s

40reed Vo Brattain, ops cite

5See Table 6, pe 19
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of the cooperatives were organized as corporations, and many, although
not all, have been exempted from the payment of federal corporation
income taxes under Sections 101 (12) and 101 (13) of the Internal Row-
emie Code, Although numerous cooperative organizations built up their
rather extensive physicol plants during the years before the increased
tax rates, many other cooperative orgenisations have greatly enlavged
the scope of their operations in recent years.

The capitalisation of the layger cooperatives hes inereased very
mich in recent yearse This hos resulted in claims that the cocperatives
have an unfair advantage over ordinary corporations, not on)y)ﬂmgh
the specific exemptions granted, but alsc through rulings favorable te
' eooperatives relative to the distribution of patronage mﬁuﬂm demn
men for the cooperative aﬁeofthomtmersycmmter\ﬂ.thdmi&
of any real tax advantapes They maintain that the different fom of
business organization that is the cooperative, along with restrictions
to the cocperatives to qualify for the tax exemption, eliminate the
favoritien and so-called unfair pogition of the cooperative organizations

Spearheading the groups demanding the taxation of cooperatives
is the National Tax Equality Association, which clains to represont
two million businessos, both large and emall,® The lNational Tex

mmaa Ko Fm. ODe Clles s 19
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Equality Association (NTEA) came into existence in 1943, ostensibly
to work toward the egquality of taxablon by the Federal Govermmente

So far, much of the activity of this organization has been directed
toward elimination, or adjustment, of the exemptions presently being
.grsntod to certain cooperative organizations and businessess In
addition, the NTEA is meking recommendations regarding the tax handle
ing of the patronage refunds of both exempt and non-exempt cooperative
organizations.

The cooperative orgenization leaders seemed to feel that an
attempt was being made to put the cooperatives out of business, and
formed the Hational Association of Cooperatives to oppose activities
~ of the NTEA that appeared detrimental to the field of cooperative
enterprises

The controversy has reached a high enough pitch to have warrented
several sessions of committee hearingse A House Select Committee on
Small Business considered the matter in 1946+ A renewal of this Come
mittee (but under Republican Congressional control this time) egain
considered the matter in 1947, The most extensive hearing to date
was before the louse Committee on Ways and Means in November, 1947.
Additional hearings before this committee were held in 1950 and early
in 1951,

Bxoept for the requirement, passed by Congress in 1943, of the
Tiling of an annual information return by cooperatives, along with
other nouprofit associatlons and organizations, no basie change in
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the tax status of cooperatives has been mades There have been meass
ures introduced in Congress each of the last two years to eliminate
the exemptions granted to cooperatives (see Appendix I), but none of
these msuﬁn has gone beyond their Committee designations.

A major point of dispubte, in addition to the exemption itself,
is the question of the real nature of patronage refunds, or dividends.
The problem arising is whether a refurd mnde to patrons on the basis
of business conducted with the cooperative is a distribution of prof-
its, as olaimed by those working for taxation of cooperatives, or an
adjustment of price, as maintained by the spokesmen for the coopera-
tives.

Wilfrid E. Rumble, an attorney for various cooperative groups,
makes & good presentation of the cooperative viewpoint relative to
patronage refunds in the following?

Cooperative assoclations vary in their actual methods
of operations Generally, however, the marketing coopera-
tive agrees to market all the agricultural products of the
type handled by it produced and delivered to it by its pat-
rons, and to pay each petron the entire marketing proceeds
after deduction of expenses. Vhen a patron delivers prod-
uets to the cooperative for sale, the amount to which he
will finally be entitled cannot be known, so the coopera-
tive pays to the patron a substantial part of the estimated
sales prices At the end of the year, when the products
have been sold and the costs determined, the cooperative
distributes the remainder of the proceeds to ita patrons
in proportion to the products marketed for thems This
distribution is ealled a patronage refund, but in reality
it is further payment of the sales prices + « s+ «

4 purchasing cooperative agrees to buy and deliver
to ite patrons farm supplies and other goods at cost.
Since the actual cost of each purchase cannot be deter-
mined in advanece, the cooperative usually charges and cole
lects from the patron an amount more than sufficient to



cover the expected cost price plus estimated operating
expenses At the end of the accounting period the actual
cost of goods purchased plus cost of operation is deter-
mined, and any excess amount eollected from the patrons
is returned to them in proportion to their purchases.

The so returned to the patrons is a true patronage
refund.

Albert W. Adcock, General Counsel for the National Tax Equality
Association, refutes the argument that a patronage refund is a rebate,
or price adjustment, in another article in the same issue of the lLaw

and Contemporary Problems. iie cites several exemples of instances in

which patronage refunds were considered as distributions of profits,
in governmental rulingss Under the National Industrial Recovery Act,
in the middle 1930s, such distributions were stated as being distribu-
tions of profits, since under the NIRA rebates were contrary to the
codes set mp..2 Treasury Department rulings are also considered, as in
the case of a noneexempt cooperative which was permitted to deduct
patronage dividends before compubing the applicable income tax rates.
The ruling did not allow the deduction because of a price adjustment,
but rather the deduction was allowed because the net income was dise
tributed on a patronage basiss®

¥r, Adcock presents the example of a patron who limits his

I¥11frid Be Rusble, "Cooperatives and Income Taxes," Law and Con-
temporary Problems, Vols XLII (Summer, 1948), pps 536«8.

2p1bert We Adcock, "Patronasge Dividends: Ineome Distribution or
Price Adjustment,” Law and Contemporary Problems, Vole XIII (Summer,
1948), pe 510,

S1bide, pe 51l
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purchases from a cooperative to "lossw-leader" items, on which no net

profit would be mades This patron would still be entitled to patron-
age refunds, of the over=-all net mergins, or net profit, even though

there were no profits arising on his particular purchases.:

It is clear to lrs Adcock that oooperative corporations "possess
all of the essential atiributes of ordinary business corporations ex
ecept as to the basis of distributions of their net earnings. « « . .
since the business corporation distributes its profits among the sharew
holders in proportion te the shares owned, whereas a cooperative corpore
ation distributes its profits in proportion to the volume of the meme
bers' purchases or saless® The contention is that the profits should
be taxed accordingly, and under the same basis, whether a business
corporation or a cooperative corporation, regardless of the methods
used for distributing these profits.

A further matter of controversy relates to the procedure of make
ing distributions, or allocations, of patronage refunds on a basis
other than cashe This would include the issuance of eapitel stock,
the issuance of certificates of indebtedness or other form of note,
or the distribution by means of a revolving fund, the actual cash to
be paid at a definite period later, five years, for examples These
procedures, say the ones striving for taxation of cooperatives, allow

Libids, pe 522.

21bide, ps 524,
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the acoumulation of funde that would be taxable ‘_bo the ordinary busie
ness cooperatives Court rulings defend the practioce, however, on the
basis that the distributions, whether by cash or by allocation, are
reportable for tex purposes by the individuals receiving such distribe
utions.

The controversy between the two sides %o the question has grown
to such an extent that even name-calling end accusations have been
brought forth. Cooperative spokesmen and periodicals have stated that
the groups active in the work toward eliminating tax exemptions are
actually using that' approach to do away with cooperatives entirely,!
Some of those opposing the tax exemption for cooperatives have gone
so far as to accuse some cooperative leaders of attempting %o absorb
private business® and of working toward a Communistic form of govern-
monte® All in all, the controversy has reached sizeable proportions
and is worthy of the analysis being made here.

National Tax Equality Associatlon Pesition

The National Tax Equality Association has as its position regard-
ing the texation of cooperative associations that of eliminating all
exemptions and other "liberalitlies" accorded by the Treasury Department

1Jorry Voorhis, "The People's Business," Paoific Northwest Coop=

erator, Vole XVI (April, 1951), pe 18,

2"protests Inequity of Tax-Free Status for Co-ops," Nationsl
Petroloun News (July 6, 1944), pe 7s a3

Svyore Leftist Thunder," Electrical West (Jume, 1947), pe 101.
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end the courts to the cocperativess The NIEA opinion is stated in the
following:
In order to correct the present tax injustice, two things will
have to be done: First, it will be necessary to repeal Section
101 (12) end 101 (13) of the Internal Revenue Code beeause these
sections grant sbsolute tax-exemption to cooperatives and cor-
porations organized by them to finance co-op corporations. Sece
ond, it will be necessary to close the tax loopholes created by
Treasury rulingss This cen be done by a law meking it clear
that cooperative corporations are to be texed like other corpore
ations on their full income, including that part of their income
which is subsequently distribubted gs a dividend on patronege.
He Re 5064+ + .+ swould bring sbout tax equality by accomplishing
these two steps.t
It is maintained by NTEA that there should be no businesses exempt
from teaxation; hence the first item above, the repeal of the pertinent
gections of the Code reletive to cooperative assocliationse No other
exemptions from taxation have as yet come under the surveillance of the
Associations, but presumsbly such would be considered in the futures
The “tex loopholes” referred to above are Treasury Department and
Tex Court rulings that allow cooperative corporations to deduct or exe
elude from their texable income the amounts that are allocated or dis-
tributed as a dividend on patronage in accordance with the provisions
of their charter, bylaws, or contracts. The Treasury Department justi-
fies this uoluaioh upon the ground that it represents a rebate or an

additional cost of goods solds”

lyow Gooperatives Escape the Income Tax, (Chiecagos National Tex
Equality Auoslgion. 59505. Pe 124

®bide, po 5o
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The viewpoint of the NIEA is that the rulings permitting the
exclusion of dividends distributed on & patronage basis are in errors
A ocourt opinion of the Cireuit Court of Appeals for the Seventh Cire
cult in the case of In Re Wisconsin Cooperative Milk Pool, 112 Fs (24)
989, stated relative to cooperative corporations:

Such corporations differ from others not in corporate func-

tion but enly in that the profits, instead of being distribe

uted to stoeckholders, are allotted to patrons ratably in

proporti.on to the amount of business transacted with the

latber,

Since a group of patrons and a group of sbockholders are approximately
the same, 1t would make little difference whether awounts received are
as & dividend on pabtronage or e dividend on stock.?

It is apparently the elimination of the deductions of all patrone
age dividends that is the aim of the NTEA, as it is stated that "The
extra advantege gained by full compliance with the terms of Section 101
{12)s « « «is, on the whole, negligible. « « « +Treasury rulings permit
them to exclude from taxable income patronage dividends, either paid
or allocated, and to pay little or no tax."®

Further opinions viewed by the NIEA, regarding proposals for change

not to the full extent oubtlined above, will be considered laters

1o We Adoock, National Tex Equality Association Ceneral Counsel,
correspondence with the author, March 16, 1961, eiting In Re Wisoconsin

Cooperative Hilk Pool, 119 Fe (24) 999
2he W Adeock, correspondence with author, Mareh 16, 1961.

8 .
Legal Tex Mg% and Its Effects on Growth and ci-_gg!ution
(Chicago: National Tex ty Assocliation, m), De 10s
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liational Association of Cooperatives Position

The National Associetion of Cooperatives was orgenized for the
purpose of counteracting what has been termed the attacking of eocope
eratives by propaganda.l it is the purpose of NAC o publicize the
"true" pileture of cooperative activity and the relationship of coop=
erative organizations to income taxess

The position of the spokesmen for the cooperative enterprises is
thet & non-profit business opersbion cennot be taxed on profits that
are not there, and that the distinetion between cooperatives and other
businesses is not what they do, bubt the objective behind their opersne
tionss The primary objective of "old-line" businesses is to make a
profit for the owner, or owners, of the business, whereas the coopera-
tives' purpose is not to make profits for itgelf, but to realize the
most benefit for the patrons, as distlnguished from the owners. Thus,
sinee the income realized by cooperatives is not for itself, but for
others, the cooperative has no income that is taxable.?

It has been stated that "If cooperatives could forecast all expenw
ses, with unerring acouracy, and could pre-determine their own exact

business volumes, it would then be possible to quote prices to patrons

pavis Douthit, Taxes and Co=o (Chieagos National Association of
Cooperatives, undated, pe 4.

%p, Wayne Newton, National Assoceiation of Cooperatives lianager,
correspondence with author, Deccuber 29, 1947, pps le2.



72

thet would result in their operating exaotly at costs"} Under such
ideal circumstances there could not be any tex 1iability aceruing.
With the afore-mentioned {orecasting of expenses being not practiocable,
the generasl practice is to charge (_1:: the case of purchasing coopera-
tives) the poing retail prices, and refund the excess after the end of
the year, when the amounts of the overcharges are &ctemmmen Where
the cowop has bargained away its right to these overcharges before re-
ceiving any of these sums, it doee not own any of these sums, and thus
oan not have income arising from thems "lere inability to determine
the exact value of the property in advance of the olosing of its books
does not alter the fact thet the patron's title is above question and
attaches from the moment the property comes into the possession of the
wm{}‘na

The cooperative viewpoint is that the cooperative organizations
are of the same nature as in&iﬂdu&l and partnership forms of buelness,
that the business itself has no income, but that the individual partice
ipants are taxed upon the income recelved by them MWMua.liya The way
to have tax equality is to have it on every form of business« As it has
been stated:

s » » selther each business unit must pay tax on its net

business income while each individual pays a second tax on
his share of distributed earnings, or we nmust remove the

1. Wayne Hewbon, Corporation Income Texes &s Applied to Cowops
(Washington: Nabtional Tex Assoeciation, ;

21bide, ppe 10-11.
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present severe handicap of double and multiple taxetion
which now applies to some but not all corporations.l
This would mean elither the taxing as business entities all types
of business enterprise, including those not now taxed, such as partaer-
ships, or the elimination of the double tax om corporationss Since
| spokesmen for business have asked for the elimination of double Yexae
tion of distribubted corporate earaings, and the cooperative leaders
are not opposed to this procedure, the real issuve is pointed out as
being the " + « .overstaxation of those concerns which still pay full
- corporate rates while theéir stookholders pay again on the dividends
they receive."?
The solubtlon offered as a cure would not be the enactment of
more ponalty taxes on business, but the elimination of the burdens
which now over-penalize & part of business,®
The exemption itself is nob considered e particularly important
part of the dispube from the cooperatives' viewpoint, since "any coope
erative could adopt practical and known methods and still remain as
tax<free outside the amendment as it is today lnside."*
The closing of such loopholes ag do exist are more in the line of

1. Wayne liewton, Cow=ops and Income Tex Dx ions (Chicagos
National Assoclation of Cooperatives, reprinted from the Philadelphia
Business Almanack, October, 1947), pe 3. \

'gIbid.-, Pe S

sIbid:, Pe Se

4R, vWayne Newton, correspondence with the author, December 29,
1947, ‘ppe 2«34
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administrative attention needed than legislative astione} It ig not
questioned that there are likely asbuses to the present exemption laws
by eooperatives and others purporting to be operating as cooperatives.

Qther Stated Positions
In addition to the positione of the Hatlonal Association of Coop=-

eratives and of the Netional Tax Bquality Association considered preve
iously, other groups and persons have presented viewpoints regerding
the problenm of the taxabtion of cooperative organizationse These viewe
pointe vary from the mild chasbtisement of those cooperative associations
and organizations whose financial practices mey deviate from the restrice
tions provided by the tax exemption statubes to positions varying only
slightly from that of the WI'EA. The next section of this chapter will
oconsider the specific proposels being mede, with the differences being
showns In this section will be presented various of the opinions being
offered, some before Congressional Committee hearings, some independent
of any perticular legislative urgency.

In 1942 the House of Representatives created a Select Committee on
Small Business. Among other purposes, it was createl to investipate
the tax exemption of mpamts.vos and the relation of this cooperative
exemption to privaete business. The first interim report of this conme
nittee was presented to the liouse of Representatives April 9, 1546,

111“!;“, Corporetion Income Taxes as Applied to Co-ops, ope cita,
pe 1le '
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under the explanation "An examination of charges that cooperatives ene
Jjoy tex exemption and other privileges not enjoyei by other forms of
business enberprise end constitute, therefore, an alleged threat to
private enterprise in the United Statess"l The committee report cone
siders the existing statutes related to the texation of cooperatives,
the operation of various types of cooperative organizations, and come
parison of cooperatives with other types of businosss The Committee's
conclusions were several, and from the conclusions and mmndntzona
{see Appendix H) some items are noted. ‘

It was oconceded that farmer cooperatives have some advantage over
competitive businesses in the exemption of some reserves and dividends
on gtock but that the stook was not rated attractive to investors;
hoﬁeo the exempted reserves were a substitute for capital markets availe
able %o othar.bacmana. The non-profit character of the cooperatives
was recognized as eliminating income for itself; hence sould not be
subjeot to a tax on the incomes of others.

Recommendations included clarification of some of the regulations
contained in the exemption statubess Also, 1t was recommended that a
single govermmentel agency be directed to maintain recorde upon the
cooperative enterprises. Some changes of procedure and some defini-
tions were also reecmmendeds

The Committee of Small Business, portiones of whose report are indi-
cated above, was under the chalrmanship of Reps Patman (Ds, Texas).

lcmitt« on Small Business, House of Repunntattnn. The Come
of B
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The Uomnittee was continued in the next session of Congress under the
chairmanship of Repe Ploeser (Re, lissouri)s The report of the new
Committee chairman before the hearings of the Weys and Veans Committee
in November, 1947, presented oplinions rather different from those of
the prior Committee reports Cousiderable discussion in the hearings
was had regarding the wvalue of the prior report, as it was stated that
the entire conmittee did not concur in that reports The new Committee
on Small Business did not have a‘emnitt« report. The data and state-
ment presented in the heerings were the report by the chairmen alone as
%o the results of the committee investigations up to the date of the
Ways and Weans Committee hearingssl

The Committee on Small Business under the chairmanship of Repe
Ploeser attempted to investigate the details of cooperatives, some
specific cooperatives being examined in minute deteil regarding their
finenciel operations. A portion of the results of this investigation
is given in Appendix H.

Reps Ploeser's committee attempted to differentiate between the
farm cooperatives and the urban cooperatives end to see the place of
each in the economy of the countrys The points in summary that were
suggested by Reps Ploeser included: & eclear definition of deductible
reserves, permit deduction by all corporations of cash dividends of
any type, exempt nonecash refund distributions only when an option is

lgommittee on Vieys and lieans, Ope 0its, ppe 2040-42.
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given as to redeeming in cash the evidence of debt, and consider an
exemption of {25,000 on earned net income for all corporaticnss This
last recommendstion is intended to'éliminato the double taxetion of
small oerpeéntlons and put them on the same basis as other small busie
nesses,

In addition to the views presented by the two different committecs
on Small Business, other groups, independently or in conjunetion with
the Ways and leans Committee's hearinge, have prepared statements re«
garding the handling of the taxation of aaoporuttv; organi:tﬁiona» An
orgenizetion claiming bo represent the manufecturers of 85 percent of
all the goodn Anerica uses, the National Association of Manufacturers,
hes prepared as the official statement of the organization & pamphlet
"NAM AND COOPERATIVES," a speech by Morrie Sayre, a Director of the
HAM; epproved by the Executive Comuittee for publications This states
mnnt‘llst:'tha "HAM POSITION on cooperatives inm relation to other forms
of business enterprise with partinulgr reference to agricultural coope
erativess”? :

The proposed ﬁix polioy of the Associlation follows.

The Government's tex policy with reference to the coop~
eratives and other corporations as a form of business enter-
prise should invelve the recognition of the following (which
should be considered in combination):

(1) Yo justification is found for texing at the source patrone

ege refunds paid te customers of cooperativess Amocunt

available for, but not distributed to, patrons as patrone

ege dividends should be taxed as earnings.
(28) All double taxetion of earnings applied to dividends %o

lyorris seyre, Azricultural Cocperatived (New York: National
Association of lanufacturers, i§365. Pe 1s
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stockholders of all types of corporations, ineluding

cooperatives, should be eliminated., Manufacturing and

agricultural interests should joinm in s vigorous effort
to bring this eboubs

(8) The income status of patronage dividends as presently
defined means that to the receiver patronage dividends

(including stock dividends to patrons) are either (1)

e source of income in connection with sales of farm

produce; or (2) a deduction from expenses for goods

bought for production purposes; or (8) they aere not
income in the case of goods purchased {or personal con=
sumption. The question of administration of the tax
law to give effect to that definition is a metter rest«
ing with the Internal Revenue Buyresu. It is suggested,
however, that revision of individual income tax forms

%o provide for specific inclusion of such items would

be a proper first step before requiring the payer to

report to the Internal Revenue Bureau patronage divie
dend payments which represent income to the recipient.

In the event any regulations were issued to require

reporte on patronage dividends; they should apply to

all corporations which distribute such patronage
refunds.

These tex proposals do not of themselves overcome dif-
ficulties that might arise if we should run into a period
where excess profits taxes, or some other similar deviece,
might have to be used to mop up fortuitous gains in an emer-
genoy periods Careful sbtudy should then be given to the
problem in order that fairness be accorded to all business
ormiutiom.l

The Commerce and Industry Association of New York, Incs, ineluding

many industrial leaders of the metropolitan eree, does considerable res

on Teaxation and Public Revenue of the Association created a special come
mittee to study the subjeet of tax liability of cooperativess After s

year of study, the special committee's report was presented to and adopt-

11bide, pe 9

The Committee
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‘od by the Association's Board of Directors in November, 1946, 1

The report includes a brief history of cooperatives, a discussion
of the points of disagreement relative to the taxation of co-ops, conw
sideration of the tax status in other countries, and recommendations by
the committee as to the Assocliation's stand on the matters These recom-
mendetions are here includeds

o recommendations are offered regarding the taxation
of patronage dividends or oredite as earninge of the coope
erativess The present exempbtion is not one which is pro-
vided for by Section 101, but is made by court ruling and
administrative regulations It should be pointed out, how-
ever, that the patronage divideads, although exempt to the
cooperative from Federal corporate income taxes, ultimabtely
will be reflected in increased income of the recipients of
the patronege dividends either through the increased price
the recipients receive for the products or through the dee
creased coste of doing businesss Increased incomes of the
recipients ere subject to federal income taxes.

Private corporations frequently sdjust prices of both
sales and purchases after transactions have been consurmateds
In meany ocases of renegobiation discount rates are revised
to reflect reduced costs or the results of cumulative quane
tity sales (or purchases) in & given period or seasons In
practice such adjustments are considered as costs of opera-
tion to the corporation and not as distributions of earnings.
{ Any decision %o construe pabtronage dividends as income
to the cooperative while price adjusiments by private core
porations are recognized as coste of operations would result
in confusion of existing practices.

The following recommendations are made regarding the
taxation of cooperatives in the United States:

1. Require all cooperatives %o furnlsh the Bureau of
Internal Revenue with detailed information as to
each member's or patron's interest ia the coopera=
tive's earnings (margine) whether such earnings
are distributed or withheld by the cooperatives.
Such information returns would serve purposes simi-
lar to those now achieved by information at the
source returns filed by ordinary business concerns.

lpax Lisbility of Cooperatives (liew York: Commerce and Industry
Assooiation of New York, 1AGs, 1047 )5 De 3s



A certificate or other evidence of all emounts
retained in capital reserves should be issued
to each patron indleating the amount of his
equity or investment, whioch amount, if income,
mist be reported for tax purposes by the patrons
3+ Revise Form 980, which is required to be filed
by taxe-exempt corporations under section 54 (f)
of the Inbternal Revenue Aot as amended in 1943
to show in detail the amount of member and non-
member business, the amount of reserves; the al-
location of reserves, the menner in which patron's
equity and capitel is evidenced, and other data
which would indicete readily a compliance or
nonwcomplianee with the exemption restrictions.
4+ Permit exempt farmer cooperatives to establish
reserves from income (margins) derived from cure
rent operations which would be exempt from corpore
ate lncome taxes if thu amount does not m«d
"reasonable reserves" for "necessary purposes.”
The use of :ub;)eativ' tests in order to deternine
what wmtiMee “reasonable reserves” for "necesw
sary purposes"” haa not proved utlsi‘setoryu The
determination of "reasonable reserves” should be
made by Congress based on objeciive teshes as,
for example, a reasonable percentage of the orige
inal paid-up ocapitale This determination should
be made after a study by Congress as to the finane
eial needs and the size of the cooperative's opera=
tions Income taxes ab corporate rates would apply
to any balance of reserves established in excess
of this restricted amountsl

The information returns referred to in recommendation number one
above ave federal forms 1099 and 1086 (see Appendix B), or similar fomu
adepted for the use of cooperative organizetions.

The foreword of the po.ﬁphlot includes the opinion that the problem
of tex exemption granted to ocooperatives should not be exaggerated,
since the total volume of cooperabive activity is small in comparison

11bide, pe 20.
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with the total business conducted in this country and suggests that
cave should be baken o puard against unfoir tax diserimination,’

In Tovember, 1947, during the course of the hearinge before the
House Committee on Vays and leans, meny opiniong, briefs, and state
ments relative to the taxation of cooperative orpanisations were pre-
senteds Vhile many of the opinions voleed were repetitions of the basie
differencos given by the Naticnal Association of Cooperatives and tho
Hational Tax Dquality Assoeiation, there were some shades of difference
presented, and some of the more signifiecant of these diff_erames will
be presented in the remaiwder of this scetions

: A representative of the Uhio Chamber of Cormerce, George Dy DBrobe
son; presermted the results of a study by the organisetion, It was
suggested that gross income be redefined to include "patronage divie
dends, rebates, or allocationss® The repeal of Section 101 (13) of the
Intornal Reverme Code was advoenteds Cooperatives would be required to
furnish information as to "each member's or paitron's interest in the
cooperative’s carnings (marpins)® whother distributed or withheld, In
oxder to retanrn to the original purpose ofﬂwtaxmtionanﬁtepmv.
vent abuses to the exawpition, the following suggestions also were ineluded: .

That Section 101 (12) of the Internal Devenue Code be
anended so as to limit membership in cooperative associa~
tions for 2ll tax emempiion purposes to actual famers, fruit
growers, and like persons engaged in agricultural pursuits.

That the same section be amended so as to exempt from
taxation only such organizations whose income ariscs exclus-

ively from actuel transactions with or on behalf of ite om
menbors,

Ibides pe 3s
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That the same section be amended so as to permit the
acoumilation of reserves only for the purposes of deprecie
ation, depletion, and bad debts, which in no case should
exceed the annual charges allowed to private corporations
engaged in the same or simllar business.!

Mre We Go Wysor, General ienager of Southern States Cooperative,
in the question period of his testimony, in answer to the question
placed by a oommittee member "Could you indicate just what are the
tax advaentages, favors, and exemptions that are enjoyed by the Southe
ern Stetes Cooperativel™, stated the following:

I think we enjoy favoritism in two respects, both of
them having to do with the Federal income taxs The income
which we use to pay dividends on outstanding eapital stock
is taxed once in the hands of the recipients of those divie
dendss They are not texed twice as lg the income of none
exempt corporationse 5o there is diserimination there in
that the dividend money ic taxed once, but not twice.

« » o oThen there is diseriminetion. « « «with respect
to any income which our board of directors may choose to
put intos s « ereserve funds, unallocated reserves, which
we may hold as working cepital as long as we see fit, and
some of ite « « swe intend to keep more or less permanentlys
That incomes « « +is neither taxed in the hands of the corw
poration nor is it taxed in the handes of the patron.?

The radio commentator, Fulton Lewis, Jre., a critic of the above=
nemed Southern States Cooperative, referred to the reserves mentioned
above upon which no Federal corporation income tax had ever been paids
He stated:

It is sbundantly clear to me that if the tax exemp-
tion for farm cooperatives were removed, and Congress

wore to declare that the annual margin between the costs
of operation and the income of the cooperative is to be

lCommittee on Ways and Means, ops oibs, ps 2854,
21bide, pe 2689,
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considered profit, in the same sense that it is considered

profit in private eanterprise, the whole problem would be

solveds The cooperative would then be subject to the same

taxes on income that is sidetracked into these reserves,

that any private corporation would have to pay on similar

income placed in similar reserves, and all competifive tax

advanteges of the cooperative would be eliminated.

During the questioning of Mrs Lewis, he made the statement that
"The patronage dividends that go to the membership in eash unguestione
ably should be subject to taxation at the level of the individual."?
In further discussion, and in reply to questioning by a member of the
Comnitbee, lire Lewis said:

¢« & » ols it your idee there are many people who think that

the net profits, the net margins, should be taxed as corpore

ate incomes are texed, at the corporetion level, and then

the refunds retaxable to the reciplent at the individual pere

sonal income~tax level? With that I could not agree.®

To olarify further his point, the statement was mede by iir. Lewls
that "s « + ob0 tax dividends that sctually are returned to the publiec
in cash would be to impose an edded burden on the cooperatives over and
sbove the burdens that are imposed on privete enterprise."®

Walter Le Bradley, a Certified Publie Accountant, who has been

chairmen of the committee on cooperatives of the American Institute of

Yrbide, pe 2077,
2Tbide, ps 2086.
$1bide, pe 2087,

41b4ds, pe 2087,
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mmantc,ltmtiﬁ.edonmmorlema“pmmatiw” basis. The
- suggestions made by lr, Dradley were escontislly the same as were stated
in a previous article appearing in the Harvard Dusincss Review, s
vlmomb wags that no legiclation is necogsary, sinee thaot would not
satiafy those who objeet to the explusion of patronage refunds in debers
mining taxable net income. [Hs sugpestions include these mar!:st

. e 0 .MMsofmanmmw
and without injurs to the established practices of nrcprin
etary comercial business,; if matters conld be so arranged
that there could be definite assurence that 2ll margins
realized by any cooperative orgenizetion, whether an owenpt
agriculturel ascociation or a cooperative assoclation serwe
mmtmmmmms.mmmm SO
one at a definite time. The realisation of this purpose
should be simple of attaimments Opportunitice for evasion
and abuse could be removed through amendment of Treasury
tiong, spelling out definite measures pertaining tos
1) Classification of reserves which an exermpt ascociation

might accumlotes

(2) The setting of definitive limits to such permitted
Teservess

(3) Definitive rules with vespeet Lo the taxnbility of
amounts retained in reserves, as income of the

trms.

) vaisions for reporting infommation at the source
with respeet to patronage refunds paid 3r eredited
to patrons by cooperative nssoglations,

Some of the suggestions mentionsd in this portion of the study
are being considered in the next section, and in connection with the
survey made relative to cooperatives in Oregons

Americon Instituta or Caopemt ong -

%, L, L, Dradley, "Taxation of Cooperatives,"
(b, 1947), Ppa 585G b



Proposed Changes in Fedoral Incame Tax Laws end Regulstions

Vhenever a controversy reaches the stage of sﬁgge-ting possible
changes in the law, very often it will be found that the number of suge
gested changes will be nearly as large as the number of people who are
considering changess That situation seems o be no less true inm the
case of the proposed changes in the Federal income tax laws as related
to cooperative organizations.

During the course of Congressional hearings on the subjeot in
1547, there were no less than 19 different proposals made for changing
the present ﬁgﬁhtim regarding cooperatives. Some of the plans, or
opinions, were not capable of analysis, such as the one that the big
co=ops be baxed and the little onea go free, in which no definition of
"big" was mades Other items made reference to slight revisions of some
of the forms to be filed, to allow for coverage of cooperative organizae
bions. By sifting through the various proposals, & list of twelve proe
posed changes wes derived, these changes belng concrete encugh to ware
rent considerations These will be steted in the same order as they
will be considered in the later analysis of questionnaire data.

1, REPEAL THE PRESENT EXEUPTION. This would eliminate the ocure
rent exempbion granted to farm cooperetives, and would make subject to
tex dividends on sbock, amounts reteined in reserves, and nonoperating
incomes |

2+ TERMINATE THE EXCLUSION (PROM INCOME) OF ALL PATRONACE REFUNDS.

This proposal would require cooperatives to pay tax on all net margins
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ineluding those distributed in dividends on a patronage basis, whether
in cash or otherwise.

8, TAX NONCASH PATRONAGE DIVIDENDSs In this proposel, only thet
portion of patronage dividends not paid in cash would be subjeot to tax,
with patronage distributions in eash being excluded for tax purposes,
from income, as per present court rulings.

4, NO EXEMPTIONS, AND NO EXCIUSIOES OR DEDUCTIONS FOR PATRORAGE
REFUNDS. All margins of cooperatives would be texed to the cooperative,
no mabter what the disposition made of the marginse

B¢ TAX DIVIDENDS ON STOCK, AND AMOUNTS RETAINED IN CAPITAL AND
RESERVES (INCLUDING NON.CASH PATRONAGE DIVIDENDS)e This is similar to
number 3, in effect, with the addition of dividends on stock as being
subjoct to taxe Cash patronage dividends would not be subjeot to tax
on the cooperabives ;

6+ TAX RESERVES NOT ALwcm TO MEMBERS. Any net savings, or
margins, not distributed, or allocated, to members, would be subjeot to
inoome texe '

7« TAX SAVINGES KOT' ciiEDITEB 70 MEMBERS (HMMBER SAVINGS)e The
present exemptlon requires that nonmembers be treated the same as meme
berss Presumably, under this proposal, these savings would be texed
even though distributed to nonmembers on the same basis as to members.

8 TAX NONCASH.DIVIDERDS AS INCOMD - ALLOW $25,000 WET INCOME TAX
EXEMPTION FOR ALL CORPORATIONS (WHETHER COOPERATIVE OR NOT)s This is
intended to eid all "small" businesses, and the small local cooperatives

would be included.
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9, LDOT EXUPFICH 70 TRAUSACTIONS FOR MEUDGRS,DEFTIE GROSS
INCOME AS INCIUDING ALL DIVIDIND DISTRIBUTIONS, LIVIT EXEMPTION TO
PARLERS! COOPERATIVES, Tids is appavently intended to preserve the
exrmption for fammer cooperatives in their dealings with members, m
to subject all other cocperatives to taxation on their nob savingsy
whether distributed to mewbers or not, and regardless of procedure,

10, SPECIAL TAX Ol GROSS RECEIPTS,; OR CROSS BALES. This is of the
nature of the gross receipts bax of the state of Indiama, a bax on all
gross business, Thig, nationally, would be applied to cooperatives in
lieu of any income tax and would have offect whother or not thove were
losses or gains,

11, SPECIAL TAX O INVESTED CAPITAL. Tiis, also, would be & spece
ial tax on cooperative organigaetions, based on the amount of capital

12, EXEUPT ALL CORPORATIONS O BARNINGS DISTRIDUTED AS DIVIDEIDS.
This would apply to all corporations, whether cooperative or not. lbo
distinction was made regarding whether dividends not made in eash
were to be distinguished from cagh dividends and would attarpt +o elinme
inate the present double taxation of ordinary corporate dividends.

Tt is not expectod that all of the above-named proposals will meeb
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with serious enough cmidmtm to be introduced for adoption by the
Congress. Some of the proposals are not feasible ae far as being equite
sble is concerned, although all have been suggested as possible solutions
to the controversy of texation of cooperatives. lNost of the items proe
posed have not as yel reached the state of coming before the sessions of
Congress, but there have been some megsures introdueced that incorporate
some of the ideas expresseds

In 1949, He Re 5064 (see Appendix ), as introduced, would have re-
pealed the exemption of farm cooperatives, Section 101 (12) and (13) of
the Internal Revenue Codes The measure would also have required that
income of cocoperative corporations be determined without any subbtraction
of patronage dividends, mid or m:ﬂ* For marketing cooperatives,
only emounts other than pabtronage dividends would be used in compubing
eosts of products handled (or the option provided of using either pree
vailing market price or costs plus patronage dividends, whichever is
lesser, as the amount used as cost)s This measure seems comparsble o
proposal Nos 4, as steted aboves Other corporations, of any nature,
exenpbted under Code section 101 would be subjeet to tax on all business
incomes Cooperatives would be required under the mm to file &
return of its payments of patronage refunds to members.

He Re 7343, introduced in 1060, ineluded essentially the identical
wording of Hs Re 5064, but included, in addition, a provision for credit
to the recipient of pabronege dividends for tex paid by farmer coopera=
tives (see Appendix E). This was apparently intended to alleviate the
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effect of double taxntion of the income of fammers cooperatives and its
members on patronage dividends.

In 1949, H, R Lh31 (sce Appendix E), as introduced, would have
allowed to essentially all corporations an exemption of 325,000 for ine
come tax purposes,; and would have provided that the corbined normal tax
and surtax rate of thirty-eight per cent be aprlied to all corporate ine
come azbove the exerption. This measure provided for the exarption mene
tioned in propesael nunber eight above but did not meke any distinetion
between cooperatives and oﬁxer types of corporations, Fresumebly this
measure as introduced would have had no effoct upon the taxation of
exempt cooperative organisations, but would I:xave provided for nonexenpt
cooperatives (as for all corporations) a 25,000 exemption before
applying the income tax rates as reviseds

He R. 8703, introduced in 1950, consisted of identienl provisions
to those of H, Re Lh31. This measure was, also,  referred to the Cone
mittee on Ways and Means,® lo action was talten other than the referral,

The "sugrostione with vespect to the texation of famer cooreratives™
(see Appendix E) were prepared by "a mmwber of cutstanding cooperative
leaders at the request of Senator George of the Senate Finance Coumitbee."
This recomendation is essentially that of the proposal mmber six above,
¥r, R, D, Barker, of the Apple Crowers Association, is of the opinion
that this suggestion will probably serve as a bosis for legislation

1z , R, 8703 (Washington: 8lst Congress, 2d Seseion, June 5, 1950),
PP 1=3s



whenever suggestions get to that point.’»

There were no amendments relative t» the taxation of farmer coope
eratives in the measure H. R. 8920 as adoptcdog

Thus far in 1961, there has been no change mede in the treatment
of farmer cooperativess The House Committee on Ways and Msans has
held sdditional hearings, on Febs 22 and 28, 1951,% and on March 2 and
3, 19651y The copies of the hearinge ere not yet available, but from
reports noted, results of the hearings indicate that "« « ¢« «farm coeop
leaders felt it 'unlikely' thet the comnittee will recommend any change
in tax treatment of cooperatives' patronape uvinglo"‘

The various proposals for change in the federal income tex laws
all have some ur:lf, st least as far as the view of the one presenting
‘the proposal is concerneds The eubhor has noted some definite opinlons
relative to these proposals, through comments mccompanying returned quese
tionnaires, by remarks made in the Congressional hearings, and from
other sourcese It would be well here to consider some of the aspects
of each of the propositions mentioned earlier. The sequence used will

be as per the prior listing in this chapter.

1z, De Barker, Treasurer, Apple Growers Association, correspondence
with the author, August 14, 1650,

2povenue Act of 1950 With Explanation (Chicago: Commerce Clearing
Houge, Incs, f9§35, T0e

Smpouse Committee Extends Cowop Tax Hearings for 'New Evidence,'®
Pacific Northwest Cooperator, Vols XVI (March, 1951), pe le

4v17ex Bquality' Crowd Gets Grilling Before Comuittee," The Coope
erative Consumer, Vols XVIII (Mareh 15, 1951), pe 1.
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The value of the present exemption, whose repeal is the essence
of the first proposal, has been considered esarlier in the discussions
of the viewpoints of the Hational Tex Equaelity Associebtion and of the
National Associabtion of Cooperatives. Those representing the opposite
views of these two organizations ere in egreement that the repeal of
the exemption, and nothing else, would yesult in no great change in the
taxability of funds in the hands of the cooperativese I% is seen that
in actual practice the exemption is not of such great monebary impore
tance, since ™. » » +it is entirely possible fors » . sassoclations to
be organized and operated in such & way as to have litile, if any, taxe
able inoome."l

Opinions received from the several Oregon cooperative assosiation
officers who answered page two of the questionnaire (see Appendix I)
varied regerding the tex exemption by itselfs Some indicated it made
1ittle or no difference to thelr cooperatives One writer said that
sooperetives should be baxed as corporations (but that the tax on dise
tributed dividends should be eliminated for all corporations). One who
did not favor repeal of Section 101 (12) of the Inﬁml Revenue Code
stated the reason that it would probably subjeet aoopox-atina to secure
ities exchange repgulations which did not appear to be necessarys Another
comment received was that some amendments would teke care of certain

sbuses practiced by a few cooperatives.

la-eorgo Je Waas and Danlel Gs White, Ope cibe, pe 1l
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Regarding the second proposel listed, which would terminate the
exelusion from income of all patronasge refunds, the cooperstive replies
received were unanimous in opposing the taxation of patronage refunds,
primarily on the baau'th&h ma!; refunds did not belong to the coopera-
tives and hence could not be taxed to thems One reply questioned how
patronage refunds could be taxed withoub baxing a lot of other refunds.
One writer outlined the probable result of any of the proposals that
would tex patronage refundse In & merketing association, it would be
seen to 1t that the ourrent pool returns were up Yo the meximum throughe
out the years In a purchasing cooperative, the merchandise would be iane
voiced to the members at oost plus ectual operating expensess In both
cases, there would, if compubations were accurate, iae no patronsge ree
funds to be considered.

The Hatlonal Tax Bquality Association reply to this proposal was
.M it wonld rgault almost in tax equality, but that the large ccope
eratives would qualify for the exempbion and thus not be subjest to any
largo amoust of taxe

The third lisbted proposed change, which would tex only the noncash
patronage dividends, brought out no additional comments from the cooperae-
tive representatives beyond those slready mads in conneetion with the
proposal just previouse |

The HTEA reply relative %o this proposal was that it was meaninge
less because of ecourt decisions maiing the da&mitiaia of a cash dividend.

Comment was mede that in numerous instances, and not necessarily in
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connection with cooperative associations, dividend distributions not

made by cash were so considered by the courtss These included sgtock

dividends, issuing of pre-endorsei checks payable to the corporation

and to be immediabtely endorsed by the recipients as capital contribu.
tions, end other similer trensectionse

Bven assuming tkat the cash payments were actually payments in
ulsh and without réatrictlon. the WIBA reply did not recognize any dife
ference between the payment of ecash dividends by cooperatives and profit
ecorporetions, calling the exclusion frau income of cooperatives ocesh
dividends paid a spoeio.l privilege.

Proposal number four, the application of tex rates before any deduce
tions, is the goal of the National Tax Equality Association, and the
NTEA viewpoint has been discussed earlier in the chaybor.. in the spece
ial section regarding the position of the NIEA,.

The replies from the questionnaire sent to the cooperative assooli-
ations were unanimous ia opposing this proposals

The £ifth proposed change listed is simller to the third, except
that specific items Yo be taxed are named to include some other items
in addition to nonw-cash patronage dividends. Dividends on stook, and
amounts retained in capital and reserves are included under taxable
itemse This fif'th proposal was not included among the proposals sent
as part of the survey questionnsire, It is quite similar in general
effect to the third proposal, since for many cooperatives it would ree
sult in the mere taxing of noncash dividends, as that um to be the



main distribution procedure useds

The NTFA suggestions in the Congressional hearinge mentioned this
proposal as one that might be put forth and gave reasons for its not
being accepteble to the association, oa the basis primarily that the
cash dividends would be excluded, and that is contrary %o the policy
of WIEA.L

Proposal nuwber six would provide for taxation to the cooperative
of funde retained as property of the cooperative, and not in any way
distributed, or allocated, to the patrons. Thies was, also, not included
in the survey list.

As considered in the hearings before the Ways and lieans Committee,
a distinction was made between the keeping of the funds, or margins,
and the distribution of such margins to patrons, only to have the pate
rons indicate their willingness for the cooperative to reinvest the
funds es capital rather than accept the cash dividend payments immedie
ately.?

The replies to proposal seven, the taxation of nonmember savings,
show divided opinions among the ropéosontativu of the cooperatives.
Conmments received indicated that some thought it incorrect that the
exenption should apply to business done with and for members only =

treat everyone alikkes Other returns polated out the faet that numerous

Yoommittee on Ways and Means, ops oite, ppe 2502-3.
21bide, ppe 26654, 2861, '
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cooperatives have given up their exempt status in order to make patrone
age refunds, and hence the excluded portion of their margins, to meme
bers only, with tax being paid on nonmember businesss It was pointed
out that the present nonexempt cooperatives operate on approximately
that condition, although the writer of that reply did not mention the
epplication of the present tax exemption to dividends on cepital stosk,
which would not be exempt even to members under the present laws affect=
ing nonexempt cooperativess

The reaction of NTEA to this proposal was that it was a meaninge
less gesture, since the cooperatives made their own definitions of
members and eould so define the term to include Wom who was doing
business with it.
: The texation of nonocash patronage dividends provided for in the
eighth proposal is the same as mumber three, with the eaddition of the
provision for a flat exemption of $25,000 to apply to .1'1 corporations.
This particular provision has been introduced into the Congress, (see
Appendix E) but has not proceeded further than delegation to & commite
tees It was developed as a portion of the recommendations of the House
Comnittee on Small Business under the cheirmansghip of Reps Ploeser (see
Appendix Hi)e

The somments from cooperatives included such as that one sbuse
could not be corrected by adding another, and that no corporation could
ever grow in competition with another corporation already large,

From NIEA an objection is raised to allowing eash dividends not to
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be texed, as per proposal threes The double texation of corporations
is considered as inequitable, but disadvantages of this proposal ine
eluded the probebility that large corporations would divide inte
nunerous small corporations in order to get mo& $25,000 deductionss
Also, with Congress now trylng to get more taxes, the proposals would
not have any present significanses I was also stated that it was
doubtful if e §25,000 corporate incame tax exemption would be allowed
without o withholding tex, of perhaps twenty perceat, placed on the
stookholders for a pre-payment of income tex on dividends distributeds

The ninth proposal would not provide for repeal of the present
exemption, but would limit the exemption to transactions for nanbers
and to farmers! cooperativess OCross Inocome would be defined as include
ing all dividend distribubions, alsos As will be seen in the following
chapter, this proposal is practically a duplieation of number seven as
far as its offect on Oregon cooperatives is concerneds The limitation
of the exemption to fawmers' cooperatives hes véry little significance
here because very nearly all of the cooperatives in the state are farmer
sponsoreds

Ae presented in the Congressional hearings, the intent was to res
turn the lew to its original meaning, the siding of farmers, fruit grow
ers, and the like, in the transacting of their business and the markete

ing of their productsol

Libide, pe 2353,
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Proposals ten and eleven were not included in the survey questione
naire, mainly because they were not seriocusly under consideration in
the Congressional hearingss These were both special baxes to be applied
to cooperativess The tenth proposal would be a speeial tax on gross
receipts or gross sales, while a special tax on invested capital was
’tho proposal listed mumber eleven by the authors Both these sugges-
tions were inocluded in the report to the Ways and Means Committee by
the Treasury Department as possible elbernative means of imposing taxes
of a comparable nature to other corporationss

Cbjections to both were that thelr imposition would have no relaw
tion to income and ablility to pay, as well as the problem of determining
a rate that would be comparable.l
e For the tax on gross receipts, the problem would include the great
veriance of the amount of net income per dollar of sale between many
types of businesses, hot only in different lines of business, or be-
tween wholesalers and retellers in the same llnes, but between two dif-
ferent businesses of comparable natures
| 1t was thought that a tex on imvested eapital would bear more heave
ily upon the weaker businesses then upon the strong end that e tax rate
somparable to the income tax would be nearly impossible to determine.
The problem of defining satisfectorily the amount of invested capital
was oited as being very difficult to solve under the excesseprofits tax

11bide, ps 1687,
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and would be no less complex in the case of the cooperatives.

The last listed proposal, with the dilstribution of all dividends
being exempbed, was considered likely not to be successful because of
the unsatisfactory experiences had in the older laws imposing a tex on
the undistribubed profites The result at that time was that many core
porations made dividend distribublons when the sapital structure could
not afford to let the working ocapital gos This sort of tex would tend
to regulate the dividend policies of corporate Sexpayerss

The proposal itself wes made for the purpose of c&imi@ﬁng the
present double taxation of corporabe profits generally which are dise.
tributed as dividends, with both the corporation and the recipients bee
ing bYaxeds

One cooperative association response was to the effect that if the
sorporations fighting ocoperatives would spend as much time trying to
put all businesses on the same basis, they would be far more suscessful
and the entire setup would be much fairer.

Another response cited the fact that the Treasury Department allows
interest as a deduction, bubt did not treat dividends the same ways hence
meny corporations finance too great a portion through the use of intereste
bearing securities rather than through the use of stook. |



CHAPTER IV

COOPERATIVE SURVEY QUESTIONNAIRE

Iaich of the information published regarding cooperatives is
on the bagis of estimates, Decause of this, 2 questionnaire was sent
to the business cooperatives in the state of Oregon in order to obtain
first-hand information as to the business being trannacted. Also,
‘certain iteme of financlal data were needed to make an analysis of
the effects on Oregen cooperatives of proposed chenges in the income
tox laws, (See Appendix I for questiomaire and covering letier.)

It was intended that the questiomnaire be sivple enough that the
information requested could ecsily be transferred fran finaneial
reporte to the provided form, IHowever, it was recognized that manmy |
cooperative managers or accountants might not hawve the time to enter
the requested data themselvesi hence the covering letier sent to the
cooperative organizations included a statement to the effect that
a copy of the cooperative's latest financial report would provide
the information for the needs of the questionnaire. Also, corresponds
ente were requested to return the blank fomms even iﬁ'ttmymv\mable



to furmish any data for the suvoy.

Ietters and questionnaires were sent to every imowm business
cooperative organization in the state of Oregons From the office
of the State Gor:p;omtion Commissioner was cobteined a list of the
agrioultural cooperatives in Oregon as of 19L6,F The list included
235 Oregon cooperative associations in the verious clascifications
naned, The classifications made were on the basis of type of bhusiness
activity. plicete listings were eliminated for those organizations
named in more than one classifications The list was further reduced
by onitting the names of organizations kmowm to be nonbusiness, Cure
rent dirvectories provided names of additional cooperatives whose
tuginess activities had comenced after the campiling of the source
lists The compiled list included 131 Orepgon cooperatives. The ques
tionnaire and accorpanying materials were sent to each of the coopers
tives on the finnl list, Table 1C lists the returns from these quese
tionnaires,

In addition to thirty-one satisfoctory finencial reports received
by direet return of the questiomnaires or anmal financial reports,
partial reports of financiel data were cbtained of twenty-seven
cooperatives whose questiomaivre reports were blank or were not re-
turned,

lPanl Gamen‘aer and ﬂary Holthouse, Orecon Apricultural Coopers
o) (Corvaliist Oregon State College, Docon
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TABLE 18

Cooperative Survey Questionnaire Returns

Information Received Kumber Percent
Satisfactory Reports (completed forms, or the

cooperative's financial reports inmecluded) 51 2346
Blank Questionnaires Returned by Cooperativess 16 12.2

- Returned Forms, marked "out of business” or

"not & co-op" 8 348
Cooperatives That Did Not Reply e 60e4

Totals 151 100.0

#0ne such report was of a nonbusiness cooperatives This
report included good comments but no financial date.
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One finaneial woport included not only the date of the organizas
tion contacted but the complete finaneial reporte of fourteen affilie
ated cooperatives not included in the original list, Availsble and
uszble information considered may be seen in Table 19, With data on
hand from gpproximately one~half of the knovm business cooperatives
in Oregon, it wee folt thot the results to be obtained from anale
yeing this large sample should be of significance for the purposes of
this papers

A musber of cooperatives did not wigh to teke the time to analyve
their finmneinl veporbs; henco they sent copies of their anmal vee
ports, Meny of theee were in printed or nimeographed fomm, Soveral
psent their typewritten audit reports from the auditors of the bookse
of the rospective organiszations, In cases where it was so requested,
financial or andit reports were retumed to the cooperatives as soon
as the data wos obtuined for the writer's needs.

Upon receiving veporte from cooperatives, or upen obtaining data
regording cooperatives from other sources, a tolly card (see Appendix
1) was prepared for each cooperative reporte Yor the analysis of the
tally cards, relative to the effect of proposed changes in federal ine
come tax laws, columar sheets were used (see Appendix I). After come
puting the income tax under each proposed change, these corputations
were cambined in oxder to reach totals for the varicus proposalss The
results detormined by these analyseos appear in the following scetiong



TABLE 19

' Data Available for Use in

Questionnaire Analysis

Iype of Data Available

Satisfactory Reports
Additional Reports for Affiliated Cooperatives

Cooperatives from Which Some Data Are Availsble
from Sources Other than the Questionnaire

Total Cooperstives with Available Data

Cooperatives from Which no Direct Data is
Availeble

Total Xnown Active Business Cooperatives
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Fumbey Percent
31 21.4
14 846
27 18.6
72 4546
T8 504

148 10040



Mnalysis of Data

The date requested on the questiomnadre (see Appendix I) was of
tro fypea: financial data, and questions to be answereds Defore cons
gidering the financial data and the application of this data to pro=-
posed changed in the federal income tax laws, the answors to the quesw
tions will be analyzed. As with most of the finaneizl data; the re-
plies to questions will be coneidered ac of 1949,

The Pirst question wos whethor the cooperetive organization being
polled was a corporation, Of reports received; the following is
revealeds

Corporations, & & & & % & & & % » & 30

Yot Corporations + o RN B W 0

Question Not Answereds + & » &  » » » _2

TOUAL E k5 A A ¥ K & W B B oW b-@ 32

.

There were no cooperative organizations replying that were not
corporations, It is appavent that nearly all of the business COOp=
eratives in Oregon are orgenised under the state corporation lows for
cooperative assocliationse ‘

The question as to whether the cooperative, if a corporation, was
exenpt or not exempt from federal income taxes was answered as follows
by those stabing that their organization was of corporate formt

Exorpt from Federal Income Taxes:s « s o » » 26
Hot exenpt from Federal Income Taxes « « » = U

Total & « . S T o e S RN R e 30
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1f the proportion of exempt or nonexempt cooperatives shown here
can be assumed to hold throughout the state, then it would seem that
the proportion of exempt cocperative corporations in Oregon is much
higher then the national trend. Joseph C. Knapp states regarding the
exemption appliceble to sgriculbural cooperatives that ". . « .little
more than half of them take this exemption."l

The final question regarding procedures of the reporting coopera-
tives was relative to the treatment of nonmember patrons. Of the
organlutilona answering the questions, the results of this question
appear as follows:

Nonmember patrons awarded patronage refunds on the

same basis a8 mexbErs. « o o o + ¢ o ¢ 4 ¢ 5 o o 24

Honmember patrons not on the same basis « «  « « ¢ » 3
o nonmember pltm (“d'd 'umnt)t I S

B e h s s bbb e a e R NS st rnenes W

1t seeme Yo be a general plan, among the reporting orgenizations,
to treat nommember patrons on the same basis as members. Only three
reporting eooperatives replied that nommembers did not receive equal
treatment with meumbers relative to distribution of patronage refunds.
Specific examination of the returned questionneires reveals that two
of the three whose treatment of nonmembers is not the same as members
are cooperatives not exempt from federal income taxe That lack of

identical treatment would appear to be a reason for nonexemption of

these cooperatives. The other reporting cooperative that indicated

1Jouph Ge Enapp, "Answering Tall Teles About Co-ops," News for
Farmer Cooperatives, Vole XVII (October, 1950), ps G
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not equal troatment of members and nommembers was an exompt merketing
cooperative, It is presumed that nonmember business was negligible
in this case. :

Of the four cooperatives not exampt fron federal incone taxesy two
wore of the organiszetions that did not sccord nommembere the same patrone
age vefund treatment s membors, One of the other nonexempt cooperatives
indicated there were no nommerber patrons, with the fourth indicating
the same treatment given nommembers as momberss

Ae indicated in Table 19, data from seventy-two cooperatives will
be congidered, Finaneial dota yeceived includes both from the quosw
tionneires and from other sourcens The data from sources other than
~ veturned questionmaires inclnded generally the twe items of gross
' business and net savings, ormrm.né.

Table 20 shows the size of the cooperatives in Oregon, based em
thnvgmwumsatrmmtad.

The net savings, or margins, resulbing froem the operations of these
cooperatives are shown in Table 21, There is not necessarily axny con=
mtimbgmmmtofmtsavmgamﬂﬂmmtalvomqrm
nese doney although obviously the larpest amounts of net mergine will
“have to come from those cooperatives with the larger volumes of busiw

nesse
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' TABLE 20

Gross Annual Business

Cooperatives in Oregon

Humber of
Gross Business Cooperatives
Less than $100,000 9
$100,000 to $200,000 7
$200,000 to $500,000 20
§500,000 to §1,000,000 16
$1,000,000 %o $2,000,000 9
$2,000,000 o £5,000,000 4
$6,000,000 to $10,000,000 5
$10,000,000 to $26,000,000 2
Over §$25,000,000 . N
Total Cooperatives 72

Sources: Data returned with Cooperative Survey Cuestionnaire;

Pacific Northwest Cooperator, Vols XIVXVI, various
B8USSB.
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In the consideration of the various proposals, the cooperative
organizations will be divided into groups that fit the graduated

scale of the federal corporation income tex rates for the year
199! (since that is the year of most of the date being used), This

scale is as shown below, with the tax compubtation procedurcs given,
The normal tax and the surtax are combined in all cases, since the
basis for both is identieal, so far as is knowm, for every cocpera-
tive whose data ig under congideration,

less than $§,00° taxable Ancowe o o & ¢ ¢ o 218
55,000 to 320,&0 e o e s 8 8 5 s s s s e 5}105’0 plns 235‘3’
3‘20',@0 to 325',000 ¢ o 8 8 s a8 s s s s 31:500 plus ?5%
-'25 ,OQO ‘o 5}50,000 S 6 & 8 9 8 % s o8 6 e e :.e’.r}'?f)‘o pluﬂ 5353
Over 5‘350,000. @ ¢ o & B s 8 s % s o8 387" of entire income

In 2ll ecases, it was assumed that the figures shovm on the
questionnaire or financial reports exmmined for net margins or
pavings would be compereble, without adjustment, to the operating
figures for income tax purposes of similar businesses operdbing for
profite

The data to be used in the following analyses will be confined to
those cooperatives whose questionnaire returns were complete, so as to
iasure comparability of data and computations for the various proposals
under considerations Although there are additional data availzble
relative to some of the propositions, the results would not show their
true significance if only pertial date were considered from some
cooperatives and full reports from others,
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TABLE 21
let Anomal Savings
Cooperatives in Oregon

: liumber of
Net Savings (or Margins) Cooperatives
Het Losz 5
Less than $5,000 138
$6,000 to $10,000 e
$10,000 to $25,000 14
$25,000 to $50,000 12
$50,000 to $100,000 6
$100,000 to §200,000 2
$200,000 to $400,000 1
$400,000 to $600,000 5
Over $600,000 b

Total Cooperatives 65
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The first proposal listed in the preceding chapter would provide
for the repeal of the present exempbion allowed certain agrieultural
cooperatives that qualify under the Internal Revenue Code, This would
require tax rates to be applied bo dividends paid anvstcek, anounts
. wetained in the reserves not allocabted to members, and non-operating

In 2apdyzing the data, it was noted that many eocperstives would
not be affected, gince there scemed to be ;’w that reported any of the
itens for which the exmrpliion was provided, The remulis of the analysis
under this proposal arve shown in Table 22,

Proposal -mumber two would anél the mluaim, or deduction, from
income of all dividends distributed on 2 patronage basise o disting-
ﬁmmmﬁai&ﬁﬁam@s&lwm the handling of dividonds paid in
cash or distributed in some other mamer, such as by eertificates of
indebtedness, capital stock, or other nongash items,

This proposal would mean the centimuance of the provisions of
exorption for cooperative argmmmama at present exampt from b
tions It was esoumed, howewer, thot this proposition would be applis
cible to 21l cooperatives to the extont provided in the statement of
the proposals Table 23 gives the results of the date anslyesis rolaw-
tive to this proposal,



TaBLE 22

Additional Federal Income Texes

for Oregon Cogperatives

Proposal Noe 1

Hurmber of
Divisions of Taxable Amounts Cooperatives
No texeble amount 81
Less than $5,000 12
$6,000 to $10,000 1
$10,000 to §20,000 1
$20,000 to $560,000 0
$80,000 to §100,000 0
Over §100,000 0
Totals 45

111

7,607449
8,236430
18,261446

$84,005.25



TABLE 23

Additional Federal Income Taxes

for Orepon Cooperatives
Proposal lo. 2

Number of
Divisions of Texable Amounts Cooperatives
Ho taxable amount 6
Less than §5,000 21
$5,000 to $10,000 6
$10,000 to $20,000 &4
$20,000 to $50,000 8
$60,000 to §100,000 i
Over {100,000 4
Totals 45

112

Amount of
Revenue

$ -
45,208,31
46,945,838
52,678.56
04,026.24
60,450.40

646,375+68
$9438,674.98
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The third proposal for tax change of eoocperatives is similar to
the second, with the exeeption that patronage dividends paid in eash
would be excluded, for tax purposes, from income to the cooperative,
‘The assunptions made relative to tax exerption in the previous propow=
sal are applied here, also, in the data as presented in Table 2l ‘

Proposal mumber four would tax, in effect, the entire net margins,
or savings, of cooperatives as income to the cooperative, without any
econgideration ag to the dispogition of these net margins, The analysis
of this proposal ibasqdont}mmmptionthat t{senerbmargms, or
savings, as showm on the anrmal mperts of the?onsidemd cooperative
ascociotions are the some figures that would be subject to tax were
the proposal put into effects The analysis of this proposal appears
in Table 25

The £ifth proposel here considered is similar to the thimd in
effects The primery taxsble items here arve the noneagh patronage
dividends plue the dividends paid on capitel stock. Iainly, this plan
would tax the entire net mergins, or savings, except for that pert paid
out in ecash distributions, For mmy cooperatives, who de not make any
payments of dividends on stock, the data considered for them in Table

26 is the sane as under Table 2l

It would be well to state herc, also, that for those cooperatives
whose entire net marging-or savings are alloeated to pa‘brona in é NOnN-
cash patronage refund; the effect will be identical under proposals
two, three, four, and five,
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TABLE 24

Additional Pedersl Income Taxes

for Oregon Cooperatives

Proposal Noe &

Humber of Amount of
Division of Taxable Amounts Cooperatives Revenue
Ko texable amount 6 ] -
Less than $56,000 21 87,508.74
$5,000 to $10,000 7 52,660.26
$10,000 %o $20,000 4 60,040.65
$20,000 to $50,000 2 68,579,256
$50,000 to §100,000 1 60,450.40
Over $100,000 & 640,812,756
Tobals 45 $9004,540,06
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TABLE 25

Additional Federal Income Taxes

for Oregon Cooperatives

Proposal Hoe 4

Bunber of Anount of
Divisions of Taxable Amounts Cooperatives Revenue
No taxable amount . 8 $ -
Less than $5,000 22 40,173.78
$6,000 to §10,000 6 48,746494
$10,000 to §20,000 4 56,616420
$20,000 to $50,000 6 168,604.79
$50,000 to $100,000 1 60,751436
Over $100,000 ' 4 674,941459

Totals 45 $1,014,924.96
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TABLE 26

Additional Federal Income Taxes

for Oregon copgo_s_! tives

Proposal lioe B

Number of Amount of
Divisions of Texable Amounts Cooperatives Revenue
No taxable amount & @ -
Less than $5,000 22 58,530.16
$5,000 to §10,000 6 43,518, 86
$10,000 to $20,000 é 52,508432
$20,000 to $50,000 5 92,042,04
$50,000 to §100,000 1 60,751.56
over $100,000 4 658,783,238

Totals 45 $947,608,97



117

The considered change listed sizth provides for taxing those re-
serves not allocated to member-patronss The analysis for this propo-
sition, as can be noted in Table 27, includes many cooperatives for
which there would be no apparent tax effect, since most of the reporte
ing cooperatives have either no nonmexber patrons or alreedy make the
entire allocation to members.

The seventh proposal, as with the one just prior, finds very few
reporting organizations subjeect to texe Comments on the returned quese
tionnaires relative to business with nonmembers iﬁdioatad generally a
vuﬁy small préporticn'af the total business, or no business, wiﬁh nob=
memberse The very few cooperatives whose report included segregation
of member and nonmember business ean be seen by Table 28 with the anal-
yeis of data for this proposed change in law. ' '

The next possible change, the eighth being considered, is based
on the same dabe as proposal three as far as the amounts subject to texa«
tion are concerned, but has the additiomal point of allowing an exemp=-
tion of §25,000 before somputing the taxe Only cooperative organize-
tions are belng considered here, of course, but the exemption as stated,
and as provided in bills inbtroduced before Congress in past sessions
(see Appendix E), would apply to all corporations, to bncourage the
growth of small corporate organizations.

To conform to the tax rates provided in He Re 4431, the tax divise

lons in Teble 29 ere adjusted accordingly.



Divisions of Taxeble Amounts

lio taxable amount
Less than $5,000
$5,000 to $10,000
Over $10,000
Totals

TABLE 27

118

Additional Federal Income Taxes
for Oregon Cooperatives

Proposal los 6

Number of Amount of
Cooperatives Revenus
42 $ -
3 1,866430
0 -
0 -

45 § 1,866.80



TABLE 28

Additional Federal Income Taxes

for Oregon Cooperatives

Proposel Nos 7

Humber of
Divisions of Taxable Amounts Cooperatives
Yo taxable amount 42
Less than §5,000 2
$56,000 to §$10,000 0
$10,000 to $20,000 1
Over §20,000 v N

Totals 45

119

Amount of
Revenue

563469

10,5697.91

el

$11,561.60



TABLE 29

Additional Federal Income Texes

for Oregon Cooperatives

Pro loe 8
Number of Amount of
Divislons of Taxable Amounts Cooperatives Revenue
lio taxable amount 28 $ -
Less then $25,000 11 31,781l438
$25,000 to $100,000 2 79,070440
Over §$100,000 A& 526,312476

Totals ' 45 $687,164.53
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The ninth proposal is, for all the cooperatives being considered
in this peper, identical with the sevenths The difference between the
two proposals is that of limiting the exemption to farmers! coopera-
tivess Since all of the reporting cooperatives were of farm origin,
the net savings of none of the organizations under consideration are
here considered. Hence, the data under analysis would be the seme as
presented in Table 28, and is not here repeated.

in the tenth proposal, there is a departure from the usual sort
of federal taxation procedure, with a tex belng epplied on the gross
sales, or gross business, of the cooperatives It is assumed that such
a tax, if adopted, would be applicable to the total turnover of the
cooperatives, without any deductions for patronage refunds or any other
items not deductible from the gross sales of similar type businesses
not of e cooperative naturec.

in the introduction of this proposal before the Congressional heare
ings, no rate of tax was menticnheds For purposes of illustration the
writer has taken the rate of tax as in effect in the State of Indiana,
one<half of one percent of the gross businesss Note that the rete of
one-half of one percent 1s purely arbitrary, chosen only because there
is now such & rate in use in one of the states. The tendency in income
tax levies is for the Federal rates to be higher than the state rates.
The highest corporation income tax rate %o be found in any state is the

eight percent rate in Oregonsl The federal corporation income tax

Irquick Facte About State Income Taxes," State Tax Review, Vole XI
(Januery 5, 1950), pe 1l



122

rates begin (as of 1949) at twentyeone percent and are graduated to a
maximum of thirty-elight percent of corporate net incomes Were this
trend of higher federal tax rates to be followed in the presently cone
sidered proposal, any such higher rates would ineresse the revenues
proportionately; that is, a rate of one percent would mean just twice
the revenue shown in Table 30. The breakdown used in Teble 350 is the
sane as that used in Table 20.

As in the previous plan, the eleventh proposal considers an ene
tirely different plan of taxetion of cooperative orgenizations, a
special tax on invested capitale In considering this proposal, it
was ratheyr difficult to determine Jjust what would be considered in-
vested capitals The writer has atbemplted %o analyze the data at hand
on the basis of the definition of equity invested capital used under
the wartime excess prof'ite taxes This meant the use of the figure for
net worth as imew;d oapitel, ineluding money or property paid in,
stock dlstributions, and eernings and profits on handel There are
included, for purposes of analysis, mmbcrahip reserves, invested capi=-
tal stoock, and other items of surplus as the equity invested capital
of the cooperatives. Issentially, this inecludes the items ocontained
in the ordinary net worth of the oooparﬂtiven s the total assets less
the liabilities to outside interestse

linternal Revenue Code, ope eite, ppe 1686, 1652,




128
TABLE 80

Additional Federal Income Taxes

for Cregon Cooperatives

Proposal Hoe 10

Humber of Amount of
Amount of Gross Business Cooperatives Revenue
Less than §100,000 8 § 2,189,81
$100,000 to §200,000 g 2,000,638
$200,000 to $500,000 12 17,798,086
$600,000 to $1,000,000 7 24,478,08
$1,000,000 to §2,000,000 6 46,142,68
$2,000,000 to §6,000,000 2 21,380,12
$6,000,000 to §$10,000,000 5 175 ,677+17
$10,000,000 to §25,000,000 2 186,843464
Over 25,000,000 N -

Totals L5 $476,52814



Additional Federal Income Taxes

TABLE 31

for Oregon cooggnthu
Propesal Nos 11

Amount of Invested Capital

Less than $10,000
$10,000 %o $25,000
$25,000 o §50,000
$50,000 to $100,000
$100,000 to $250,000
$250,000 to §500,000
$5600,000 to §1,000,000
$1,000,000 to $2,000,000
Over §2,000,000

Tobtals

Bumber of
Cooperatives

lt‘ 0 o (4] < o -3 o [

45

Amount of
Revenueo

§  528.18
3,968:14
9,643.70

28,911,90

44.322.44‘

98,730+88
127,680428
122,161440

897,959.08
$629,080446
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In Teble 31, the division of cooperatives by size is purely arbie
trary, attempting to show differences in the sizes of the various coope
erative organizations.

As in proposal number ten, no rate of tex, as applied to invested
ocapital, was mentioneds The choioe of a rate of four percent wes a
purely arbitrary one, arrived at by taking one<half of the percent used
in the World War II excess profits tax law for the credit to be allowed
egainst the excess profits tax as camputod.l The assumption made here
is that if eight percent is allowed as an excess profits tex eredit, and
the excess profits tex itself was intended, among other things, to ralse
additional tax revenue for the federal governmen:, a rate of four percent
would probably not be far from what a govermment decision would call an
equitable rate. Any veriation from the rate chosen would be directly
proportional in the effeet upon the estimated revenue to be received
(that is, a rate of two percent would result in exactly half the revenue
shown hers in the four percent rate).

The last proposal to be considered here is that of exempting all cor-
porations, whether ccoperative or profit, for sarnings distributed as .
dividends. This wo;xld not apply exclusively to cooperative organizations,
but‘thoy are the only corporations belng considered here.

It will be noted by Table 32 that very few cooperatives reporting
have failed to distribute their margins as dividends.

.

livide



TABLE B2

AGditional Pederal Income Taxes

for Oregon Cooperatives

Proposal Eo. 12

Number of

Divisions of Taxable Amounts - Cooperalives
No taxable amount £l
Less than $5,000 2
§6,000 to $10,000 ’ 0
$10,000 to $20,000 1
320;000 to §50,000 1
§50,000 to §100,000 0
Over §100,000 L2

Totals : 45

12¢

Amount of
Revehue

s -

1,444,406
15, 8130 ?2
26,760, 54

’41.%.”
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In o summary analysis of the dozen proposals here coneidered,
Table %3 compares the emounts to be received in additional federal
income taxes were each of the proposals to be adopted.
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TABLE 38

Additional Federal Income Taxes

for Oregon Cooperatives
Qo son of 12 Provosals

Proposal Cooperativess Amount of
Number Subjest to Tex Revenue

1 ‘ 14 $ 34,095.25
2 3 943,674,98

3 30 904,540,086

& 42 1,014,924,96

5 40 : 947 ,608497

6 $ 1,866.30

7 3 11,561460

8 17 687 ,164458

9 3 11,561.60
10 45 476,623414
11 45 629,080.45
iz 4 41,028.52

sDete besed on information from forty«five Oregon cooperatives
in each instence.



CHAPTER V
COLCLUSIoNS

During the 1947 hearings relative to taweexerpt cooperative organ—
izationu, the chairman of the House Comittee on Ways and leans stated
that "If we act on this metter /of taxing cooperativeg/, I am reason-
obly sure neither side vill be satisfied, which will lead me %o bBelieve
we have done pretty nearly the wight thing,"s

It ie logical that those whose business is belng lost to nearby
eooperatives should attempt to eliminate the couse of this dis
to their businessy namely, the cooperative enterprises themselves. The
cooperatives carmot very well be eliminated, since most state lows make
provision for their formation and operation. In the eyes of the compets
itors, the next bost thing is to attemt to elininate some of their come

petitions It appoars to the ones opposed to the cooperative fom of
buginess that the cooperatives have grown too fast, The blame for this
fast growth is placed on government tax exmmpidon subsidics and favorw
dble court rulings.

Logieally, the. cooneratives! reaction is to oppose anytidng which
they believe will tend to put them out of business. Cocrerative leaders
peen to be convineed that their elimination frem business entirely is

Lommittee on Vays and leans, gp. gites Ps 2179
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the aim of their oppositions Thus, the leaders of the cooperatives
in this country ore putting forth whatever efforts arve at their come
mand to maintain approximately the status quo of taxation as far as
cooperative organigations are concerneds

Several of the proposed tax changes consideved ineluded the point
of repeal of the vresent exomption for agrienltural cooperatives, The
mtm‘losstoﬂweooperativesin%gmbywmal of Internal
Reverue Code Section 101 (12) and (13) would be relatively emall (see
Tablos 22 and 33)s Drovping the emempiion would not seem to add & parw
ticularly great hardmﬂ.p upon the cooperatives. In fact, some of the
cooperatives remove themselves from an exowpt status in order to expand
nore easily. The favorable publicity resulting from the removal of any
exenption probably would prove helnful to cooperatives in the long runm,

The proposals for speelal taxes on cooperatives, in lieu of applye
ing income tames, would seem to be not entirely practicable, Singling
out one type of business for a tax on gross receipts, or sales, secms
not equitable. It could force ocut of business the cooperatives that are
doing the most for their members by operating with the smallest margine
sbove actual expenses, Such cooperatives would have to pay a tax whethey
there were any margins or not. Iventually they would fail if they were
conpeting with similay types of business with a comparsble margin. In
the state of Indiana, cocperative associations are subject to the state
tax on gross receipts thet is appliceble to 21l businesses,: In that
cape, such a tax is equitable since the basis of the tax is business

1Tbide s pe 2220,
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transacted, no matter what the circumstonces. If all businesses were
subjected to a groess receipts tax on a national basis, the cooperatives
should be subject to such a tax, as the tax would not then be discrine
inatory.

A toax on invested capital would be even less equitable than the
gross receipts tax., Cooperatives not engaged in any business tronsace
tions would otill be subject to the tax on invested capital, There was
one such cooperative with 2 report in the survey, aprarently in the proce
ess of closing its affairs. There were no ordinory business transactions
during the vear whatsoever, but the investment of over 98,000 would have
subjected the cooperative to @ tax on invested eapital, Thie sort of
tax would appesy to be discriminatory, In many cases the tax resulting
fron this proposal would be not much different (less in some instances)
fvon thet computed by other and move equitable means,

Inughtofthefederalgcmment'spmsmtdesirafox;nwm
during the current emergency, it seers unlilkely that all corporation
anmmm distributions would be made nontaxable, as has been advoecated.
It seems likely thot added taxation might more logically be imposed
upon other types of business enterprise, such as partnerships, individe
ual businesses, and the like.

The taxing of reserves not ellocated, or savings not distributed,
to members would seem to come under the heading of regulation of the
cooperatives' capital structures, in insuring that margins or savings
are distributed to members and patrons on & truly nonprofit basis, In .
Oregon, most cooperatives do not transact much business with normenbors,
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Such @ regulstion would gererally prove to make little change in these
cooperatives, It is probable thot the provisions could helr to regulate
gore nonfamm eonpuner cooperatives, whose business is uwsually not roe
stricted to members. There were no such cooperatives that reported in
the survey made, and apparently thore are wery few in Oregon,

The question most subject to controversy is that of the taxation of
patronege refunds, Included is the entire amount of patronege refunds,
viether distributed by cash or by some other procedures The lational
Tax Equality Asscciation representatives are vigorous in thelr insiste
ence that refunds, or dividends, are mere distributions of profits.

They consider it immaterial whethor distributdons are made on the basis
of stoek: cimed or on the basis of merchandise purehaseds On the obher
hond, the lational Association of Cooveratives representatives ave ine
sistent that refunds distributed on the basis of patronage are adjuste
wments of price and ave refunds of overchorpes made (in the case of a
purchasing cooperative) or of evcess expense :mnés held out (in the case
of & narketing coonerative). The overcharges and excesses ave necessary
because it ie physically impossible to detormine in advance the ezact
expenses to he sustained in a season's business operations,

The proponente of taxation of patronage dividends meintein thet any
such excesses, as just defined, are in reality profits, The fact that

such eve distrituted on a patronage basis is of no consequence, since the

patrons and the ovmers are essentially the same in most cooperatives,
The epponents to taxation of patronage dividends point to the
example of a large auvtomotive industrialiet who at the beginndng of &
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year offered prospective purchasers of his produet a refund if the total
nurber of wvehiclees sold during the ontire year were to cxcecd a certain
pre~determined and adverbised figure. The fim was successful in cone
swmating the sales of more than the specified figure and made the a=-
greed refunds at 050,00 per wehicle. That refund was deductible frem
the flpure of the seles, since it had been amnounced bofore the your bew
gan, Any nonexorpt aesociatio;x, almost regerdless of the way in whieh
1twa§ organized, could make such & refund without paying income taxes
on it, provided there was a2 prior obligabtion te do 8Os+

The refund procedure of cocperctives is likened to the above exe-
amples The byw-lows of most gooperaetive sssociations inelude the speel=
fication that any net margins above expenses ave to be returned to the
patrons on the basis of purchases made, as socn as the amounts can be
determined at the end of the years These prior obligations, say the
cooperators,; male such amounts of excosses over actual expenses not the
property of the cooperatives, but actually property held in trust for
the patrons, and the patrons must so regard the same as far as their om
finances are concerned.

The distribution of morgins on a patroncge basis seems essential
to the nonprofit charscter of any cooperative asscciat.ton. It is the
distribution to patrons on the bagls of actual patronage that is the

lyman 8, Hilbert, General Counsel, Fawm Credit Administration,
speech before the Twenty-seventh Ammual Veeting of the Agricultural -
Cooperative Couneil of Oregon, Portland, Oregon, Uowember 1516, 1948,
Wm&m—a witten copy of proceedings courtesy of
an ter, Secretary)s pp. 62-03,
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difference between a cooperabive and a profit corporations 7The corpo-
ration for profit is attempting to secure these mavging for the owmers
of the business. Profit corporations can reduce prices to patrons o
make refunds on a patronage basgie and reduce their osm tax liabilitye
It might be thought that there would be no one te pay the taxes if all
tusinesses made patronage refunds axxi thus avoided the corporation btase
egs Taxation would then vevert to the individual., OSavings made in
prices would enable the indiwviduals to pay more taves, in order to abe
sorb the tax shorbtage that would develop; hence govermment functions
Wmm aﬁmmm'ammmrﬂmwtwpmﬁmwm
‘patronsge refundse

The regulations could be altered to require the taxation of margins
returnod to patrons, whether by cash or nots It scems likely that the
cooperative organisations would make adjusinments of current prices at
very short intervals, to insure & minimmm of net mavygine or savings.
Tids would eliminate the application of the federal incore tax upon the
cooperatives, and the procedure of adjusting prices for the benefit of
the patrons would be retaineds There is sone wisic involved in such a proe
cedure of price-cutting. Unforeseen circumstonces eould cause {inaneial
difficultics with the cooperatives, but efficient management would be
able to operate the buginesses with 2 minimm of actuael risks

A eriticism of the procedures of cooperative asscciations is their
handling of funde eveilable through price overcharges. These funds ave
supposed to be rofunded to the patrons, bub actually the funds often are
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not returned but arve retained in the business through the procedure of
allocation. Iy this procedure, each menber-patyon is credited on the
books of agcount for his share of the net mergins, but the cash is kopt
in the lueiness. The menbership reserves created by the allocations
made ave a part of the cocperatives, and each memberwpatron has his sl
located share of the net margins shown on the bhooks as a portion of his
. dnvestment. It has beon proposed by eritics that such retentions of
funds in the tusiness be subject to bax, since this represents capital
accurmlations rather than distributions of maygines or savings.

This procedure (the retention of funds by allocation rather than
making cash payment) seems contrery to the intent of the ecooperative
prineiple of patronage distributions, It is recormended that patronage
distributions be paid in actuval cash within a specified period of time
in order to be deductible from gross income for tax purposes, One year
after the close of a fiscal year should be adequate as a time limit for
such payments to be made and still be deductible. :

A coament wos received regarding ‘the amptién of dividends paid by
all corporations to the effect that the income tax is misused when it
attempte te regulate the dividend policies of corporate taxpayers.t This
comment does not seem applicable in the case of patronage refunds, The
patronage refunds supposedly have no connection with the mt‘worth of &
cooperative but are debits payable to the patrons,

The present methods of malring allocations are considered the equive

14, W, Adeock, correspondence with the author, gp. gits



alent of reinvestment of net margins or savings, However, such a pro-
codure of reinvestment should not be compulsorys 4 common prastice of
cooperative associations is to have decided a2t an anmual meeting the
disposgition %o be nade of net marging or savings for the yeer just ended,
The members may vote to divide the amounts to be refunded into part cash
payrents and part allocations, or they may decide to allocate the entire
amount of the patvonage rofund, The majority vote (usually) mules, and
those who might wish to receive their patronage refunds in cash are
foreed to leave them in the coorerative=—as an investment, true enough,
but involuntarily so. It would be a sinplo matter to distribute the
patronage vefund cheques to all patrons and to seek the reinvestment of
fundls from the members on the basis of the needs of the cooperative,

Yo objection is radond 40 & current conmon practice of allowing
acoumulated patronage refunds to pay for the first share of stock, or :
the membershinp fee, required for membership in a cooperative association,
Such retention of funds should not be subject to taxation in the cases
of eooperatives that have been following such a practice through the
yoars, Deyond the fivet shave of stock, however, retaining ecash from
refunds supposedly distributed would seem contravy to public poligcy,
lod that the courts! definitions of cash distribum

It is recomuen:
tions be altered to allow recipients of cash patrenage vefunds to use
such distributions for other then reinvestment if they so desire. The
burden of the need for reinvestment of patronage refunds should rest
upon the actual financial condition of a cooperative rother thon the



whime of the Board of Directors, whose rece
accepted without much opposition in presentation tec the wmembership.

There could be some clarification made as to the definition of
"any necessery reserve" appearing in the present exemptions If the
exerption should be repealed, cooperative organizations would be sube-
Jject to the same regulations as profit corporations, If the exemption
is mw.md, it would be well to place limits wpon the amounts that
might be placed in allowable reservess This would not include deprew
glation and other ususl valustion reserves, since tax regulations ale -
ready require reasongble judgment regarding such reserves.

The distrilution of patronage refunds provides funds that ave tax-

gble to the recipients. It should not worl undue hardship upon the
office forces of cooperative associations to provide tha government with
reports gimilar to those now required of profit comors;t&ms for divie
dend distributionss These could be similar to Form 1099 and the accome
panying suwary Form 1096 (iprendix B), The information included might
not be as extensive as shown on the Oregon Form 99-CA (Appendix D), bub
gimilar information probably should be showm, Form 1099 requires the
reporting of dividend distributions bo individuals of ameunts over $100
within a calendar year. A similar form for cooperative associations
should be consistent with the reporting for profit corporations and
ghould not reguire information for distributions less than $100 per
patron. lonexoupt cooperative associations are ot present requirved to
file Forme 1099 and 109¢ for any distributions of dividends on eapital
stock that mmtiscmm than §100 for any one individual, The addi-
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tional fom herein recommended would be imbended for patronage refunds
but would be nocessary in the case of eny individuel whose combined
dividends on stock and on patronage amount to 3300,

In sumery, it eppears that the reccmendations would not satisfy
either of the extreme views relative to the controversy.

Those groups that favor the cooperatives and the present tax staw
tus would not zprrove the mm@ti@, since they oliminate the tax
exermybtion and nay tend to deprive the cooperabtives of the funds so
eagily cbtained in the past. Such funds seem often to be derived by
involuntary contributions on the part of the patrons,

Those groups proposing the fullest taxation of cooperatives would
not accert the rgcommendations, since some distributions would be al-
lowed that are not taxable, IHowever, a camparable procedure of patrone
age refunds could be used by any hueiness that would help its patrons
rather than its ownmers through the reduction of profits.

The recomendations would eliminate the criticise of favoritisn
through tax exermtions Cooperatives and thoir investments would be
made to stand on their om merits. Efficiengy of management and better
accounting procedures for those cooperatives with inadequate gystems of
beoks should recult. Cooperatives should operate, under the recomens-
detions, with better service to patrons, in order to insure patronage
and attract adequete investment.
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EXEMPTION FOR COUFERATIVE ASSOCIATIONS
INTERNAL REVENUE CODE
Section 101

sssssthe following organizations shall be exempt from texatioNssess

(12) Farmers', fruit growers's or like associations organized and
operated on a cooperative basis (a) for the purpose of marketing the
products of members or other producers, and turning beck to them the
proceeds of sales, less the necessary marketing expenses, on the basis of
either the quantity or the value of the preducts furnished by them, or
(b) for the purpose of purchasing supplies and equipment for the use of
wembers or obther persons, and turning over sush supplies and equipment
to them at actual cost, plus necessary expensese Exemption shell not be
denied any such assoclation because it has eapitel stoek, if the dividend
rate of such stock is fixed at not to exceed the legal rate of interest
in the State of incorporation or & per ceatum per annum, whichever is
greater, on the value of the consideration for which the stock was ls-
sued, and if substantially all such gtock (other than nonvoting preferred
stock, the owners of which are not entitled or permitted to participate,
directly or indireetly, in the profits of the assoelation, upon dissolue
tion or otherwise, beyond the fixed dividends) is owned by producers who
market their products or purchase their supplies and egquipment through
the association; nor shall exempbion be denied any such association bee
cause there is accumulated end maintained by it a reserve required by

State law or a reasomable reserve for sny necessary purpose. Such an



148

association may market the products of nonmembers in an amount the value
of which does not exceed the value of the products marketed for members,
end may purchase supplies and equipment for nonmembers in an amount the
value of which does not exceed the value of supplies and equipment pure
chased for members, provided the value of the purchases made for persons
who are neither members nor producers does not exceed 16 per centum of
the velue of all its purchases. Business done for the United States or
any of its egencies shall be disregarded in determining the right to
exemption under this paragraph; |

{13) Corporations orgenized by an association exempt under the proe
visions of paragraph (12), or members thereof, for the purpose of finance
ing the ordinary crop operations of suoh members or other producers, and
operated in conjunction with such essociations Exempbtion shall not be
denied any such corporation because it has oapital stock, if the dividend
rate of such stock is fixed at not to excesd the legal rate of interest
in the State of incvorporation or € per centum per annum, whichever is
greater, on the value of the consideration for which the stock was issued,
and if substantially all such stock (other than nonvoting preferred stock,
the ouners of which are not entitled or permitted to partieipate, directly
or indirectly, in the profits of the corporation, upon dissolution or
otherwise, beyond the fixed dividends) is owned by such association, or
members thereof; nor shall exemption be denled any such corporation bee
cauge there is acoumulated and mainteined by it a reserve required by

State law or & reasonable reserve for any necessary purpose;
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Form 1028
U. S. TREASURY DEPARTMENT
INTERNAL REVENUE SERVICE

(Revised Oct. 1949) EXEMPTION AP PLICATION

FOR USE OF FARMERS’, FRUIT GROWERS’, OR LIKE ASSOCIATIONS CLAIMING
EXEMPTION FROM FEDERAL INCOME TAX UNDER SECTION 101 (12) OF THE
INTERNAL REVENUE CODE AND THE CORRESPONDING PROVISIONS
OF PRIOR REVENUE ACTS

(To be made only by a principal officer of the organization claiming exemption)

(Date)

15 . _,declare under the penalties of perjury that
(Name of declarant)
Tramithe = e ol BEAREE 0 B 0 o r OfRther = =0 "L o e L L e .
(Title of declarant) (Full name of association)
located at . andithat

(Full address, including street and number)

the following answers and statements relative to the yearended ... L[N

(Fiscal or calendar year on basis of which your bool\s are kept)

are true to the best of my knowledge and belief :

1. Date association was organized

2. Purpose for which organized

8. Is the association incorporated? —.........___... If so, state:
(Yes or no) :

(e¢) Date incorporated

(b) Under the laws of what State?

4. State the amount of each class of capital stock outstanding and the value of the consideration for which it

was issued

(@) State the rate of dividend paid on each class of such capital stock

*5, State the amount of each class of capital stock owned by:

(a¢) Producers

(b) Nonproducers

(¢) Persons who were nonproducers at the time stock was acquired

*6, State the circumstances surrounding the acquisition of your capital stock by nonproducers ...

(@) What provision is made for retiring the capital stock held by nonproducers?

* The information called for in 5 and 6 above need not be supplied with respect to nonvoting preferred stock, the owners of which are not
entitled or permitted to participate, directly or indirectly, in the profits of the a on, upon or otherwise, beyond the fixed
dividends. 16—8462-4
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7. If the association issues any nonvoting preferred stock, explain whether the owners thereof may participate

, beyond the fixed dividends

in the profits of the iation, upon

8. What is the legal rate of interest in the State in which the iation is incorp

If so, state the amount of such

9. Does the State law require the i of a reserve?
(Yea or no)

reserve, §..

10. Does the association maintain any reserve or reserves other than required by the State law? “ i
‘s or no)

If so, state:

(@) Amount of each reserve .

(b) Purpose for which each reserve is

. What are the re

. Does the association deal with both members and nonmembers? ...

. Value of agricultural products marketed (or handled) for:
+(a) Members [ (1) actually produced by such merbers. ?
@) Members | o) urchased or otherwise acquired by such Sirark

(1) actually produced by such nonmembers.
® N""‘“““b"s{(z) purchased or otherwise acquired by such nraabersd
. Value of supplies and equipment purchased for or sold to:
* (@) Members who were producers.

(b) Nonmembers who were producers

(¢) Persons who were neither members nor producers.
(Do not include this amount in Ttem 14(b)
15. Amount of business done for the United States Government or agencies thereof. . §..
it is necessary to own one or more shares of st order to become a member, only the amount of business transacted with persons
m\nny Swning the required mumber of shares Shonia e’ inciuded 1n 18 (o) wnd 14 (a:

oy Afembers

17. State fully the plan followed in charging for supplies and equipment purchased for:

(a) Members

(b) Nonmembers

18. Does the association pay patronage dividends? If so, explain how such payments are made

and whether in cash or otherwise: (S
() Members

(b) Nonmembers ...

() Were all of the net earnings for the year, after payment of dividends, if any, on capital stock, dis-
tributed as patronage dividends? .-

(Yes orno)

If not, state the purpose for which the balance of the net earnings was used or held

(d) If any portion of the net earnings was set aside in a reserve or surplus, or was used o acquire capital
assets, or to reduce indebtedness thereon, was such portion allocated on the records to all patrons on
a patronage basis? .__ 5
(Fex or 1)
19. Ts the information contained herein representative of the purposes and activities of the association since
January 1, 1925, or date of i if d to that date? _ _If not, state the changes
‘es or n0)

that have occurred and dates of such changes




4

20. Has the association filed income tax returns? s e If so, for what year or years? ____________. __________
(Yes or no

21. Attach to this declaration a classified statement of the receipts and expenditures of the organization during
the year herein covered and a complete statement of the assets and liabilities as of the end of that year; a copy of the
articles of incorporation, if incorporated, or, if not incorporated, a copy of the constitution, articles of association, or
other document setting forth the aims and purposes of the organization; and a copy of the bylaws, or other similar
code of regulations. (N. B.—When specifically requested by the Commissioner, a separate declaration and financial
statements must be submitted for each year for which exemption is being claimed.)

(Signature of officer making declaration)

IMPORTANT

A mere claim or contention by an organization that it is exempt from income tax under section
101 of the Internal Revenue Code and the corresponding provisions of prior revenue acts will not
relieve the organization from filing income tax returns and paying the tax. Unless the Commissioner
has determined that an organization is exempt, it must prepare and file a complete income tax return
for each taxable year of its existence. Accordingly, every organization that claims to be exempt
should furnish the information and data specified herein, together with any other facts deemed
material to the question, with the least possible delay, in order that the Commissioner can determine
whether or not it is exempt. As soon as practicable after the information and data are received, the
organization will be advised of the Commissioner’s determination, and, if it is held to be exempt, no
further returns of income, other than an annual return of information on Internal Revenue Form
990, will be required.

(If the space provxded for the insertion of information or data under any of the qnestlons herem is madequate, additional sheets may be
used Whlchiw l» broperly identified and securely attached hereto.)
e U. S BOVERNMENT rnrurlnconlcu 16—84@2‘;}& &3
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Page 1

UNITED STATES

ANNUAL RETURN OF ORGANIZATION EXEMPT FROM INCOME TAX UNDER SECTION 101 OF THE
INTERNAL REVENUE CODE, OR UNDER CORRESPONDING PROVISIONS OF PRIOR REVENUE ACTS

(Statement of gross income, receipts, disbursements, efc., as required under Section 54 (f) of the Internal Revenve Code, as added by Section
117 of the Revenue Act of 1943) (See Instruction 1)

or

For Calendar Year

Fiscal Year Begun

, and Ended

This return must be
filed on or before the
15th day of the 5th
month following the close
of the annual accounting
period. Return must be

led with the Collecter
of Internal Revenue for
the district in which is
located the prineipal place
of business er principal
office of the crganization.

PRINT PLAINLY LEGAL NAME AND ADDRESS OF THE ORGANIZATION
(Give name in full) Fﬂéo el *
(Street and number)
ial
(Post office) (County) (State) Se% _________________
Have you been advised by Bureau letter of your exemption?.“& ......... If so, state
€8 or no)
date of letter and subsection of section 101 under which you are exempt......_..._
£ 1 DIV (O vt i
State nature of your activities

1B

@

(=]

What is the legal form of your organization (corporation,
trust, unincorporated association, ete.)? _______________________

. In what year was your organization formed? ___________________

In what State or country?

If this is your first return under your present name, indicate
whether (¢) completely new organization [} or (b) suc-
cessor to previously existing organization(s) [[] If suec-
cessor to previously existing organization(s), give name(s)

and address(es) of the predecessor organization(s) ........

Enter the approximate number of members (if a cooperative)
or stockholders at the close of the year. Members ...
Stockholders: Preferred ._..______________ ; Common ____________

If you have capital stock issued and outstanding, state with
respect to each class of stock (a) the number of shares
outstanding, (b) the number of shares held by individuals,
(¢) the number of shares held by organizations, and (d)

whether any dividends may be paid .___________________________

Are you affiliated with any other organization whether or
not tax exempt? ...._________
zation and nature of affiliation

If so, give name of organi-

. State the names and addresses of the officers or other persons
having care of the books of account, minutes, correspond-

ence, and other documents and records of the organization:

(Name and title) (Address)

(Name and title) (Address)

. Have any changes not previously reported to the Bureau

been made in your articles of incorporation or bylaws

or other instruments of similar import? _..__..________ If
(Yes or no)
80, attach a copy of the amendments.

. Have you had any sources of income or engaged in any

activities which have not previously been reported to the
Bureau? If so, attach detailed statement.

{Yes or no)

11,

12,

13.

Do you derive any rents or royalties from property which
Is any

you have purchased from the lessee? _._.___

(Yes 0)
property of the organization leased or rented to, or does
the organization lease or rent any property from, any
person or groups of persons directly associated with the

organization filing this return? _______ o e If either
(Yes or no)

yes,” give a detailed statement.

Check whether this return was prepared on the cash [] or
accrual [[] basis.

If you were held exempt under section 101 (4), state the
total amount of mortgage loans made during the year to

(a) members, $.ocoo... ; (b) nonmembers, $._.....__.___

If you were held exempt under section 101 (6), state whether
any of your activities consisted of earrying on propaganda

answer is ¢

or otherwise attempting to influence legislation
If so, attach detailed statement.

(Yes or no)

. Farmers’ cooperative marketing and purchasing organiza-
tions shall also state—
(a) Number of shares of voting stock owned by (1) pro-

A GeTR ; (2) nonproducers «.._.___._.______
(6) Were nonmembers charged the same as members for

marketing and merchandise?

(Yes or no)

(c) State— Members Nonmembers
Sales for 3 $
Purchases for $ $
Patronage dividends to- $ $

(d) Value of agricultural products marketed (or handled)
Jor members (1) actually produced by such members,

R e 1 ; (2) purchased or otherwise acquired
by such members, $ ... ; for monmembers (1)

actually produced by such nonmembers, $____.__________
(2 purchased or otherwise acquired by such non-

mem

(e) Value of supplles and equipment purchased for or sold

to (1) members, $.. -; (2) nonmembers who
were producers, $ +_; (3) nonmembers who

were not producers, $._.____________
(f) Amount of business done for United States Govern- »

ment or agencies thereof, $...._____________
16—30695-4




Ttem No.

£

Dues, assessments, etc., from members, excluding service and other charges properly included under
item 7 (see Instruction 5).

Dues, assessments, cte., from affiliated izations (see Instruction 5)

Contributions, gifts, grants, etc., received (see ion 5)

Interest

Dividend:

INCOME, DUES, CONTRIBUTIONS, ETC.

Rent:

SToiguge 00

©

11.

e

Gross receipts from business activities (state nature):

. Patronage dividends (or patronage refunds) received
Gain (or loss) from sale of assets, excluding inventory items (from Schedule B)
0. Other income (if more than 10 percent of item 11, attach itemized schedule. Also see on 5)

Expenses attributable to income items 6 and 7 (See Instruction 6):
12. Cost of goods sold (or, in the case of farmers’ cooperatives, purchases for or advances to patrons)-
13, Compensation of officers, directors, trustees, etc.

14. Wages, salaries, and commissions (other than compensation of officers, directors, trustees, etc.)
15. Interest

Total of items 1 to 10, inclusive. 8.

DISPOSITION OF INCOME, DUES, CONTRIBUTIONS, ETC.

16. Taxes (such as property, income, social security, 5 taxes, etc.)
17. Rent.

18. Dy

19. Miscellaneous expenses (state nature):

Other dispositions:
28. Benefit payments to or for members or their dependents:

29. Dividends (lher fhan pelonsgo dividends) and other- distributions to members, or
30. Cash patronage dividends (or patronage refunds) (for farmers’ ives only)
31. Patronage dividends (or patronage refunds) in stock, notes, credits, or other evidence of equity or

(@) $.
®)
(O]

@

B. Other expenses:
20. Dues, efi., to affiliated
21, Compensation of officers, directors, trustees, ete. (not included under item 13).
22. Wages, salaries, and commissions (not included under item 14) 5
23. Interest (not included under item 15)
24. Taxes (not included under item 16)
25. Rent (not included under item 17).
26. Miscellancous expenses not elsewhere classified (state nature):
(@) 8.
®)
©
@
C. Contributions:
27. Contributions, gifts, grants, ete., paid (state to whom paid):
(a) $.
®

(@)

(a) Death, sickness, hospitalization, disability, or pension benefits

(b) Other benefits.

(for farmers’ ives only).

34.

32. Additions (if any) to reserves (attach itemized schedule)
33. Additions (if any) to surplu:

Total of items 12 to 33, inclusive (see ion 7).

 Cash

16500053
Schedulo A—BALANCE SHEETS (See Insruction 8) Pace 3
(To be completed if gross value of assets Is $25,000 or more) ‘
> BEGINNING 0F YEAR EXD oF YEAR
ETS Amount Total Amount

1
2. Notes and accounts receivable. $.
Less: Reserve for bad debt e
3. Invent
4. in
5. in bonds, et
6. Investments in corporate stocks (see Tnstruction 9).— A
7. Other investments (itemize)

o

Capital assets:
(a) Depreciable (and depletable) assets (attach

() Land
9. Other assets (itemize) : .

itemized schedule) 8. 8.
Less: Reserve for iation (and depletion).

TOTAL ASSETS.

11. Accounts payable.
12. Bonds, notes, and mortgages payable:
(@) With ori
(b) With ori

P

LIABILITIES

ginal maturity of less than 1 year.
inal maturity of 1 year or more....

13. Other liabilities (itemize). 8
14, Surplus reserves (itemize) % : 3
15. Capital stock:

(a) Preferred stock. .
(b) Common stock.

17. Paid-in

18. Earned surplus and undivided profits.
19, TOTAL LIABILITIE : m

or capital surplus (or donated capital if a trust)—..

Schedule B.—GAINS AND LOSSES FROM SALE OF ASSETS, EXCLUDING INVENTORY ITEMS

s G 2 Datoso- | o Backvatnsns | & Cposs sates | & Soticeame * BTGNS | 7. Doprosation | * (14 i &

Dt el tovecty - . B oeg omtia | [ G
AuC A Brico duisitionifdo- | subequent to |  tion sum of cols.

acquisition and 6)

(@) 3. 3. 3. 3.

®)

()

@

(e)

@ -

Total net gain (or loss) (enter as item 9, page 2).

Supplemental information required for Schedule B

State with respect to each item of property reported in Schedule B:
(1) How property was acquired

(2) Relationship of purchaser to vendor organization, or'founder, officers, directors, or trustees of vendor organization

(3) If property was not sold for cash, state terms of sale.




Pace 4

We, the undersigned, president (or vice president, or other principal officer) and treasurer (or assistant treasurer, or chief
aceounting officer) of the organization for or by which this return is made, each for himself declares under the penalties of perjury
that this return has been examined by him and is to the best of his knowledge and belief a true, correct, and complete return

CORPORATE

SEAL _I (President or other principal officer) (State title)

(Date)

(Treasurer, Assistant Treasurer, or Chief Accounting (Date)

Officer) (State title)

The following additional declaration shall be executed by the person other than an officer or employee of the organization

actually preparing this return:

I declare under the penalties of perjury that I prepared this return for the organization(s) named herein and that this return
is to the best of my knowledge and belief a true, correct, and complete return.

(Name of firm or employer, if any)

(Signature of person preparing this return)

(Date)

GENERAL INSTRUCTIONS

1. An annual statement of gross income, receipts, disburse-
ments, ete., on this form, is required by law of every organization
which is exempt from tax under the provisions of section 101 of
the Internal Revenue Code, excepting only a (1) religious
organization exempt under section 101 (6); (2) educational
organization exempt under section 101 (6), if it normally main-
tains a regular faculty and curriculum and normally has a
regularly organized body of pupils or students in attendance at
the place where its educational activities are regularly carried on;
(3) charitable organization, or an organization for the prevention
of cruelty to children or animals, exempt under section 101 (6),
if supported, in whole or in part, by funds contributed by the
United States or any State or political subdivision thereof, or
primarily supported by contributions of the general public; (4)
organization exempt under section 101 (6), if operated, super-
vised, or controlled by or in connection with a religious organi-
zation exempt under section 101 (6); (5) fraternal beneficiary
society, order, or association solely exempt under section 101 (3);
or (6) corporation exempt under section 101 (15), if wholly
owned by the United States or any agency or instrumentality
thereof, or a wholly owned subsidiary of such corporation.

2. This form shall be prepared in accordance with the method
of accounting regularly employed in keeping the books of your
organization.

3. Fill in the items on pages 2 and 3 of this form to the extent
that they apply to your organization,

4. A group return on this form may be filed by a central,
parent, or like organization for two or more of its chartered,
affiliated, or associated local organizations which (a) are subject
to its general supervision and examination, (b) are exempt from
tax under the same provision of revenue law as the central
organization, (¢) have authorized it in writing to include them in
such return, and (d) have filed with it statements, verified under
oath or affirmation, of the information required to be included
in this return. Such group return shall be in addition to the
separate return of the central organization, but in lieu of separate
ieturns by the local organizations inciluded in the group return.
There shall be attached to such group return a schedule showing
separately (a) the total number, names, and addresses of the
local organizations included, and (b) the same information for
those not included therein. In addition, if the parent or any
one affiliated organization included in a group return has income
of more than $5,000 from rents and business activities includible

U. S. GOVERNMENT PRINTING OFFICE

under items 6 and 7 of this form, there shall be submitted for
such parent and each such affiliate (1) a separate statement
showing the information called for in items 6 and 7 and items 12
through 19, and (2) a separate balance sheet as provided in
Schedule A of the return but only if the gross value of the assets
of such parent or such affiliate is $25,000 or more.

5. In all cases where item 1, 2, 3, or 10 includes money ox
property amounting to $3,000 or more, which was received
directly or indirectly from onme person, in one or more trans-
actions during the year, itemized schedules showing the total
amount received from and the name and address of each such
person shall be attached to this return. (The term “person’”
includes individuals, fiduciaries, partnerships, corporations,
associations, and other organizations.) Receipts by a ‘“‘central”
organization from organizations included in a group return need
not be itemized in the “‘central” organization’s separate return.

6. If the total of income items 6 aad 7 is not more than $5,000,
amounts includible in item 12 through item 19 may be entered
under item 21 through item 26 under the appropriate headings.
Where sections “A’” and “B” must both be completed, items of
expense may be divided between these sections on the basis of
accounting records, or, if such records do not provide for this
division, any items of expense. which do not fall wholly under
either of these sections may be divided on any reasonable basis,
such as an approximation of the use of a facility or the time
spent by an individual.

7. If item 34 does not equal item 11, attach a schedule account-
ing for the difference.

8. The balance sheets, Schedule A, should agree with the
books of account or any differences should be reconciled. All
organizations reporting to any national, State, municipal, or
other public officer may submit, in lieu of Schedule A, copies of
their balance sheets prescribed by any such authority as at the
beginning and end of the taxable year.

9. In all cases where line 6, Schedule A, includes 10 percent or
more of any class of stock of any corporation, attach a list show-
ing the name of the corporation, the number of shares of each
type of stock owned (including information indicating whether
the stock is voting or nonvoting), and the book value of the
stock included in line 6.

10. For further information see regulations under sections 54
(f) and 101 of the Internal Revenue Code.

16—389695-3




" INFORMATION RETURN FOR |

CALENDAR YEAR 1950

INSTRUCTIONS TO PAYORS

Prepare one of these forms for each
payee in accordance with the instruc-
tions on return Form 1096. THIS
FORM IS NOT REQUIRED WITH
RESPECT TO WAGE PAYMENTS
REPORTED ON FORM W-2a.

Forward with return Form 1096 so
as to reach the Commissioner of In-
ternal Revenue, in care of Processing
Division, C. ©C. Station, Kansas
City 2, Missouri, on or before Febru-
ary 15, 1951.

Copy of this form as filed with the
Government should be furnished to the

loyee whose i is reported in
first column to assist him in preparing
his income tax return.

(Print full name and home address) (Show employee’s social
married woman, name of husband should

neurlbnumbar.ﬂm If employee is a

KIND AND AMOUNT OF INCOME PAID

Salaries, Fees, Com- Ayunities S Dividends
missions, or Other | Interest on Notes, Rents and si%natﬁllmnginia &3100 ora:lorezn
Compensation. Do| Mortgages, Etec. Royalties A Determinable | Foreign Items | (Total paid, in-
not includ t e T ($600 or more) | cluding amounts
reported on Form P claimed
~ W-2a ($600 or more aggregate amount of above items) nontaxable)
$ $ $ $ $ $
By 16—62580-1
WHOM
PAD VER
(Name and e )
address)

181



FORM 1096 =
U. S. Treasury Department
Internal Revenue Service

UNITED STATES

ANNUAL INFORMATION RETURN

< DR B

- 1950

SUMMARY OF REPORTS OF SALARIES OF $600 OR MORE, OTHER INCOME PAYMENTS OF $600 OR MORE,
DIVIDEND PAYMENTS OF $100 OR MORE, AND DISTRIBUTIONS IN LIQUIDATION OF $600 OR MORE

(Date received)

(Name of payor of income)

(Street and number or rural route)

(City or town, postal zone number)

(State)

INSTRUCTIONS

1. When and Where to File.—This return (Form 1096) must
be used to summarize and transmit copies of Forms 1099 and
10991, in accordance with the instructions hereon, and deliv-
ered together with such forms on or before February 15, 1951,
to the Commissioner of Internal Revenue, in care of Processing
Division, C. C. Station, Kansas City 2, Missouri.

2. General Rules for Form 1099.—Except as specified in
Instruction 3, a separate information return on Iorm 1099
must be made by every individual, partnership, and corpora-
tion with respect to each individual to whom payments were
made during the calendar year 1950 in the following amounts:

a. Salaries, wages, fees, commisgions, and other compen-
sation for personal services totaling $600 or more, to the
extent not reported on Form W-2a or Form 1042. (See
definition of compensation in paragraph 4, below.)

b. Interest, rent, premiums, annuities, royalties, or other
fixad or determinable income totaling $600 or more.

¢. Dividends (other than distributions in liquidation)
totaling $160 or more.

3. Exclusions from Form 1099.—No report on Form 1099
is required in the following cases: (a) Wages reported on Form
W-2a; (b) payments of any type to a corporation; (¢) payments
to a nonresident alien reported on Form 1042; (d) distributions
or salaries to members of a partnership reported on Form
1065; (e) distributions to beneficiaries of {rusts or estates
reported on Form 1041; (f) rent paid by a tenant to a real
estate agent; {g) payments made by a broker to'his customers;
and (k) interest on tax-free covenant bonds reported on Form
1012.

4. Compensation Defined.—Compensation for personal serv-
fces to be reported on Form 1099 includes not only wages and
salaries in the ordinary meaning of the terms but also other
items such as (e) the value of living quarters or meals furnished
in lieu of cash compensation for personal services, (b) traveling
or other expense allowances for which the employee is not
required to submit an itemized account showing that such
allowances were ordinary and necessary expenses in the employ-
er’s business, and (¢) insurance premiurns which under section
29.165-6 of Regulations 111 are income to the employee for
the year in which the insurance is purchased. Such items
should be scparately identified on Foim 1G99.

5. Effect of Form W-2a.—Where the aggregate compensa-
tion of an employee is $600 or more and a portion thereof is
reported on Form W—2a, the remainder of the compensation
must be reported on Form 1099, regardless of amount. For
example, if the total compensation paid to an employee is $600

of which $400 is reported on Form W-2a, the remaining $200
must be reported on Form 1099.

6. Annuity Payments to be Reported.—Annuity payments
shall be reported in an amount equal to 3 percent of the aggre-
gate premiums or consideration paid for the annuity (whether
or not paid during the taxable year) until the aggregate amount
paid to, and not required to be included in the gross income of,
the annuitant equals the aggregate premiums or consideration
paid for such annuity; thereafter, the entire amount of the
annuity payments shall be reported.

7. Foreign Items.—In the case of foreign items, i. e., interest
upon the bonds of a foreign country or of a nonresident forcign
corporation not having a fiscal or paying agent in the United
States, or dividends upon the stock of such corporation, a
report on Form 1099 shall be filed by the bank or collecting
agent accepting the items for collection, if the amount paid to
an individual (citizen or resident of the United States), a resi-
dent fiduciary, or a resident partnership any member of which
is a citizen or resident, during the calendar year 1950 is $6C0 or
more.

8. Nontaxable Distributions.—The reverse of this form
should be used to explain dividend distributions made in the
ordinary course of business (but not distributions in liquidation)
which are considered by a corporalion to be nontaxable or
partly nentaxable to the shareholders. Such report should be
filed not later than February 1, 1951.

9. Form 1099L—Distributions in Liguidation.—Ivery cor-
poration making any distribution in liquidation of the whole or
any part of its capital stock shall make a report on Form 10991
with respect to each shareholder to whom such distribution
amounting to $600 or more was made during the calendar year
1950, unless such distribution is one with respect to which
information is required to be filed pursuant to section 112(b)
(6), 112(g), or 371 of the Internal Revenue Code and the regu-
lations issued thereunder. A copy of the resolution of the
board of directors authorizing payments in liquidation should
be attached hereto.

10. Calendar Year Basis.—Reports on Forms 1099 and
1099L are required to be rendered on the basis of the calendar
year even though the income tax return of the payor is filed
on the basis of a fiscal year.

11. Verification,—Returns of individuals must be signed by
the individual or his duly authorized agent. Returns of cor-
porations, partnerships, ete., must be signed by an officer of the
corporation or member of the partnership.

I hereby declare under the penalties of perjury that to the best of my knowledge and belief the accompanying reports
on Form 1099 and Form 1099L, and/or the statements on the reverse of this form, including any accompanying schedules,
constitute a true and complete return of payments of the above-described classes of income made by the person or organi-

zation named above during the calendar year 1950,

Number of reports on Form 1099 attached __
Number of reports on Form 1099L atiached ..

(Signature)

(Title)




' STATEMENT RELATING TO DIVIDEND DISTRIBUTIONS MADE IN ORDINARY COURSE OF BUSINESS
CLAIMED TO BE NONTAXABLE OR PARTLY NONTAXABLE

In the event the corporation is of the opinion that the dividend distributions made during 1950 are, for any reason, non-
taxable or partly nontaxable, the eorporation should furnish the information called for below and file this form, together with
Forms 1099, with the Commissioner of Internal Revenue, in care of Processing Division, C. C. Station, Kansas City 2,
Missouri,-not later than February 1, 1951. The corporation will be promptly advised by letter as to any apparént errors in
order that the corporation may, if time permits, furnish such advice to its stockholders before the stockholders file their
income tax returns for the calendar year 1950.

A schedule should accompany this form showing the manner in which the taxable and nontaxable portions were deter-
mined, including an explanation of any change in the outstanding capital steck during the year.

The following general principles should be observed in the determination of the taxable status of dividend distributions
made during the year 1950:

(@) Distributions are considered taxable if the total earnings and profits of the current year are equal to the total
distributions made within the year, regardless of any deficit existing at the beginning of the. year and regardless
of the amount of the earnings or profits of the taxable year on hand at the time of the distribution.

(b) In the event the earnings and profits of the current year are not sufficient to cover the distributions, then that pro-
portion of each distribution which the total of the earnings or profits of the year bears to the total distributions
made during the year shall be regarded as out of the earnings or profits of that year.

(¢) As a further source of taxable distributions in eonnection with that proportion of the distribution not regarded as out
of the earnings or profits of the taxable year, the earnings and profits accumulated since February 28, 1913, and on
hand at the beginning of the year must be considered.

(@) In arriving at the amount of earnings accumulated since February 28, 1913, the earnings of each year or accounting
period beginning prior to January 1, 1936 (and in the case of an operating loss for any year or accounting period),
should be prorated up to the date each dividend was paid, if the actual earnings to the date of a distribution within

: any taxable year cannot be shown.

(¢) For years beginning on or after January 1, 1936, the earnings available for dividends are not prorated, but the
distributions are made out of the earnings of the taxable year, to the extent that there are sufficient earnings,
cemputed as of the close of the taxable year without diminution by reason of any distributions made during the

- taxable year.

(f) Payment of nontaxable stock dividends does not reduce earnings available for ordinary dividends.

(g) If dividends are paid in a medium other than cash, the cost to the corporation and fair market value of such
property at date of distribution should be furnished.

() In determining the taxable status of dividends paid to several classes of shareholders in the same taxable year, divi-
dends paid on shares entitled to priority in payment out of earnings are considered as being paid first regardless
of the date of payment.

N

Date of incorporation Kind of business
Check (+/) whether on the cash [] or acerual [] basis. The corporation’s income tax return is filed for the year ending
(Month) (Day)
STATEMENT OF CAPITAL STOCK, SURPLUS, AND EARNINGS
Earnings as shown on books for the ealendar year 1950, or fiscal year ending $
Actual undistributed earnings aceumulated since February 28, 1913, or date of incorporation if
subsequent thereto, and on hand January 1, 1950, or beginning of fiscal year $
CAPI’I‘AL.STOCK OUTSTANDING
DATE UNDISTRIBUTED SURPLUS 2
- CouMON PREFERRED
March 1, 1913 $ $ : $
*January 1, 1950. $ $ $ |
¥Peccinbee 31950/ 5 N S T e P e e e $ 18
*Or beginning and end of fiscal year.
TOTAL DISTRIBUTIONS MADE TO SHAREHOLDERS DURING THE CALENDAR YEAR 1950
AMOUNT PAID IN 1950 FroM EARN- | AMOUNT PAID IN 1950 FROM OTHER THAN
TOorAL AMOUNT PAID RATE PER INGS AND PROFITS OF THE CURRENT EARNINGS AND PROFITS OF THE CURRENT
DATE PAID s YEAR OR ACCUMULATED SINCE FEB- YEAR OR ACCUMULATED SINCE FEBRU-
(Common (C), Preferred (P)) HARE: RUARY 28, 1913, OR DATE OF INCOR- | ARY 28, 1913, OR DATE OF INCORPORATION
PORATION I¥ SUBSEQUENT THERETO IF SUBSEQUENT THERETO
$ 3$ $ $
! ToraLs $ XXX XS $
¢ U.'S. GOVERNMENT PRINTING OFFICE : 1950—0-894797 16-—62535-1







CORPORATION EXCISE TAX REGULATIONS
STATE OF OREGON

Art. 5lleiel. Farmers' Cooperative Marketing end Purchas
Associabionse

{a) Cooperstive associabions engaped in the marketing of farm prode
uots for farmers, fruitgrowers, livestoock growers, and deirymen, and
turning back to the producers the proceeds of the sales of their products,
less the necessary operating expenses, on the basis of the products fure
nished by them, are exempt from the excise taxe For instance, cooperative
dairy compenies which are engaged in collecting milk and disposing of it
or the products thereof and distribubing the proceeds, less necessary opere
ating expenses, among the producers upon the basis of the gquantity of milk
or of butterfat in the milk furnished by such producers, are exempt from
the tax. If the proceeds of the business are distributed in any other way
than on such e proportionate basis, the association does not meet the
requirements of the tax law and is not exempt. In other words, nonmember
patrons must be treated the same as members insofar as the distribution
of patronage dividends ls concerneds that is, if products are marketed for
nommember producers, the proceeds of the sale, less necessery operating exe
penses, must be returned to the patrons from the sale of whose goods sueh
proceeds result, whether or not such patrons are members of the association.
In order to show its cooperative nature and to establish compliance with
the requirement of the tax law that the proceeds of sales, less necessary
expenses, be turned back to all producers on the basis of the producte
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furnished by them, it is necessary for such an assoeiation to keep perma-
nent records of the business done both with members and nonmemberss The
law does not require, however, that the assoclation keep ledper eaccounts
with each producer selling through the association. Any permanent records
which show that the assocoiation was operating during the texable year on a
cooperative basis in the distribution of patronage dividends to all pro-
ducers will suffices While under the tex lew patronage dividends must be
paid to all producers on the same basis, this requirement is complied with
if an association, instead of paying patronage dividends to nonmember proe
ducers in cash, keeps permanent records from which the proportionate shares
of the patronsge dividends due to nommember producers can be determined,
and such shares are made appliceble toward the purchase price of a share
of stock or of a membership in the assooiation.

An association which has capital stock will not for such reason be
denied exemption, (1) if the dividend rate of such stock is fixed at not
to exceed the legal rate of interest in the state of incorporation or 8
‘per cent per annum, 'hich-ver is greater, on the velue of the considera=-
tion for whioch the stock was issued, and (2) if substantially all of such
stoek (with the exception noted below) ie owned by producers who market
their products or purchase thelr supplies and equipment through the assoce
iatione Any ownership of stock by others than such actual producers must
be satisfactorily explained in the association's application for exemption.
The essociation will be required to show that the ownership of its eapital

stock has been restricted as far as possible to such actual producerss If
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by statutory requirement all officers of en assoclatlon must be stocke
holders, the ownership of a share of stock by a nenproducer to qualify

him as an officer will not destroy the association's exemption. Likewise,
if a stockholder for any reason ceases to be a producer and the sssoscia=
tion is unable, because of a constitutional restriction or prqhibition or
other reason beyond the control of the ‘useoiation, to purchase or retire
the stock of sush nonproducer, the faet that under such circumstances a
small amount of the outstanding steoek is owned by stockholders who are no
longer producers will not destroy the exemptions The restrietion placed on
the ownership of capital stock of an exempt cooperative assceiation shall
not apply to nonvoting preferred stock, providei the owners of such stock
are not entitled or permitted to partiecipete, directly or indirectly, in
the profits of the ilmuuon, upon dissolution or otherwise, beyond the
fixed dividendss The acoumulation and maintenance of & reserve required by
state statute, or the accumulation and maintenance of o reasonsble reserve
or surplus for any necessary purpose, such as to provide for the erection
of builldings end facilities required in business or for the purchase and
installetion of machinery and equipment or %o retire indebtedness incurred
for such purposes, will not destroy the exemptions An association will not
be denied exemption beeause it markets the products of nonmembers, provided
the value of the products marketed for nonmembers does not exceed the value
of the products marketed for memberss Anyone who shares in the profits of
e farmers' cooperative marketing assooiation and is entitled to participate

in the manegement of the association, must be regarded as a member of such



assooiation within the meaning of this subsestions

(b) Cooperative associations engaged in the purchasing of supplies
and egquipment for farmers, fruitgrowers, livestook growers, and dairymen,
and turning over such supplies and equipment to them at actual cost, plus
the necessary operating expenses, are exempts Supplies and equipment ine
elude groceries and all other goods and merchandise used by fermers in the
operation and maintenance of a farm or farmer's households The provisions
of (a) relating to a reserve or surplus and to capital stock shall apply
to associations coming under this paregrephe An association which pur-
chases supplies and equipment for nonmembers will not for such reason be
denied exemption, provided the value of the purchases for nommerbers does
not exceed the value of the supplies and equipment purchased for members,
end provided thQ velue of the purchases made for nonmembers who are not
producers does not exceed 15 per cent of the value of all its purchases.

(e) In order to be exempt under either (a) or (b) an association must
esteblish that it hes no net income for its own account other than that re-
flected in a reserve or surplus authorized in (a). An assceiation engsged
both in marketing farm products and in purchasing supplies and equipment
is exempt if as to each of its funetionms it meots the requirements of the
tax lawe An association to be entitled to exemption must not only be
organiged but actually operated in the manner and for the purposes specie
fied in seetion 110-1511(i).

{a) cocpoutivo brgani.nticm engaged in oscupations dissimiler from
those of farmers, fruitgrowers, and the llike, such as merchants'! associa-

tions and assocliations marketing bullding materials, are not exempt.
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unless 0 E f
law. Oregon ineome tax ret or the calendar yea:

on or before April 15, 1951.

; 0
inj which a returr

FORMS OF INCOME PAID

“Fees, commissions, salaries, or other compensation

and < =
i Rents and royalties Dividends Other income
not subject to Oregon withholding tax and interest ($750 single, $1,500 married) ($100 or more) (Specify)

reported on Form 99W

($250 or more)

BY WHOM PAID (Name and address)

Payor—Prepare one of these forms for each payee according to the
instructions on Form 96. Report payments for the calendar year 1950.
Forward the completed Forms 99 and Form 96 to reach the State Tax
Commission, Salem, Oregon, on or before February 15, 1951.

It is suggested that the payor furnish the payee a copy of the
completed Form 99.

481



int full name and address)

FORMS OF INCOME

durtng

e s uired by
law. Oregon income tax retums for the calendar year 1950 are due 4
on or before April 15, L

Patronage dividends
paid in cash

Certificates issued in
1950

Certificates (issued prior
to Jar. 1, 1950) redeemed

Interest

Other income
(Specify)

$

$

$

$

BY WHOM PAID (Name and address)

Payor—Prepare one of these forms for each payee according to the
ons on Form 96-CA. Report pa ents for the calendar year
1950. Forward the com leted Form 99-CA and Form 96-CA to reach
n, Salem, Oregon, on or before February 15,

the State Tax Com
1951.

It is su%gested that the payor furnish the payee a copy of the

completed

orm 99-CA

8sT



Form 96

STATE OF OREGON, - e 1 " ! : ; - c-n;ms et
State Tax Commission Lo 1l OD<E L o 74 i | a8 j
Income Tax Division i E v AFFIDAVIT

swenoen " OREGON INFORMATION RETURNS .. oo vt oom i

Use this form and Form 99 reporting wages, salaries,

for reporting interest, divi- ior Calendar Year 1950 commissions and other remu-

dends, rents, and other pay- neration for personal serv-
ments mot subject to state ices, which are subject to
withholding tax. state withholding tax.

Name and
Address of

This return (Form 96) accompanied by the separate returns of information (Forms 99) must be filed with the State
Tax Commission, Salem, Oregon, on or before February 15, 1951.

Before preparing the forms read carefully the instructions on both sides of this sheet.

A separate return of information (Form 99) must be filed for each payee to whom a payment required to be
reported was made during 1950. All required information concerning each payee should be reported on the same Form 99.

Even though no Forms 99 are required to be filed, this Form 96 should be completed and returned to the
Commission.

It is suggested that the payor furnish duplicate copies of the Forms 99 to the respective payees for their convenience
in filing income tax returns. Additional blank Forms 99 will be provided upon request.

AFFIDAVIT

(If the payor is an individual, the affidavit must be signed and sworn to (or affirmed) by the individual or his
authorized agent. If the payor is a partnership, the affidavit must be signed and sworn to (or affirmed) by a member of
the partnership. If the payor is a corporation, the affidavit must be signed and sworn to (or affirmed) by an authorized
officer of the corporation.)

I swear (or affirm) that to the best of my knowledge and belief the attached reports on Forms 99 constitute true
and complete returns of the payments required to be reported made during the calendar year 1950 by the person, firm,
corporation, or governmental agency named above.

Number of Forms 99 filed herewith

(Signature)

Sworn to (or affirmed) and subscribed before me

this day of . 951. (Title)

(Signature of officer administering oath) (Title)

My commission expires

(OVER)




Every person, firm, and corporation, resident or operating in Oregon, in whatever capacity acting, and every
governmental agency must file annual returns of information reporting the kinds of income described below. Those
required to file returns of information include individuals, partnerships, fiduciaries, trustees, receivers, banks, insurance
companies, joint-stock companies, associations, churches, hospitals, clubs, syndicates, and organizations of every kind.

The payor should report all amounts paid to a resident individual, fiduciary, or partnership of salaries, fees, wages,
commissions, bonuses, and other compensation for services, not subject toc the Oregon withholding tax (and therefore
not reported on Form 99W), rents, royalties, dividends, annuities, interest (other than on coupons payable to bearer),
and other gains, profits, and income. ;

The payor should report all amounts paid to a nonresident individual, fiduciary, or partnership of salaries, fees,
wages, commissions, bonuses, and other compensation for services rendered in or allocable to Oregon not subject to the
Oregon withholding tax (and therefore not reported on Form 99W), rents and royalties from real or personal property
located in Oregon, and gains, profits, and other income from the payee’s property, business, or enterprise situated or
operated in Oregon. ‘

Returns of information (Form 99) must report payments made during the calendar year 1950 even though the
books of the payor, or of the payee, are kept on the basis of a fiscal year other than a calendar year, if the amounts paid
during the calendar year equal or exceed:

(1) In the case of salaries, wages, fees, commissions, bonuses and other compensation for services not subject to
the Oregon withholding tax (and therefore not reported on Form 99W), (a) $750, if the payee was single, or married and
not living with husband or wife, or (b) $1,500, if the payee was married and living with husband or wife.

(2) In the case of annuities, and of interest on notes, mortgages, etc., $250. Report only annuities paid after the
sum of all payments made (at any time in this or prior years) exceeds the annuitant’s cost. All payments must be reported
after cost has been recovered.

(3) In the case of dividends, $100. (Dividends must be reported even though deemed nontaxable in whole or part.)

(4) In the case of rents and royalties, and other fixed or determinable income, (a) $750, if the payee was single, or
married and not living with husband or wife, (b) $750, if the payee was a fiduciary or partnership, or (c¢) $1,500, if the
payee was married and living with husband or wife.

If the payor does not know what the marital status of the payee was during 1950, the report should be made on the
assumption that the payee was single. If the payor believes that the payee, or the payee’s spouse, has sufficient income from
all sources to require the filing of an income tax return, it is suggested that the payor file an information return even
though the amount paid does not equal the amount indicated above.

For the purposes of a return of information an amount is deemed to be paid when it is actually paid, or when it is
payable in the sense that it is credited or set apart and made available to the payee without any substantial limitation or
restriction as to the time or manner of payment or condition upon which payment is to be made. In the case of salaries,
wages, etc., report the amount actually paid during the year. December, 1949, salaries paid in 1950 should be reported.

Reports on Forms 99 are not required for the following types of payments:

.

(1) Partnership distributions paid to the partners, but such payments should be reported on the partnership
return of income (Form 65).

(2) Distributions to the beneficiaries of an estate or trust, but such distributions should be reported on the
fiduciary return of income (Form 41).

(3) Salaries, fees, wages, bonuses and other compensation for services reported on Forms 96W, 99W and 96R
under the Oregon withholding tax law.

(OVER)
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Form 96-CA
State of Oregon=-State Tax Commission-eIncome Tax Divisione-Salem, Oregon
OREGON IRFORMATION RETURNE FOR CALENDAR YEAR 1960 FOR COOPERATIVE ASSOCIA-
TI088
Instructions and Affidevit
Neme and Address

of Cooperative
Association

INSTRUCTIONS

This return (Form 96-CA) accompanied by the separate returns of infore
mation (Forms 99-CA) must be filed with the State Tax Coimission, Salem,
Oregon, on or before Februery 1§, 1961, in compliance with section 110-.1618,
OsCelishs Under this section the commission requires every cooperative assoe
ciation operating in Oregon to file an annual return of information, report-
ing as to each patron, whether an association mewber or not, (1) all sums
paid in cash es patronage dividends, (2) the face amount of all certificates
distributed in the current year, evideneing earnings, savings or rebates
based upon the amount or value of poods furnished to the cooperative assoclie
ation by sueh patron or purchased by him from a cooperative during the ocal~
endar year 1950, (3) the actual amount of all certificates or eredits dise
tributed prior to Januwary 1, 1950 whioch have been redeemed in the year 1950,
(¢) miscellaneous payments including reni, interest, or other (except any
sums reported on the withholding form, 99, or salaries, wages, feecs, and
items which have been reported on the general information return, Form 98).
No report is required where the items total less than §100.

Certificates or evidences of eredits inelude those distributed in the
form of capital stock, revolvihg fund certificate, retail certificate, cerw
tificate of indebbedness, letter of advice as to net amount retained, or
any other fors or stetement evidensing earninge, savings or rebates basged
upon the amount or value of goods furnished to the cooperative by the pabte
ron or purchased by him from a cooperative.

Returns of informetion (Form 99-CA) must show payments made during
the calendar yeer 1950 even though the booke of the associabtion or of the
patron are kept on the basis of a fiseal year other than e calendar years
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A separate return of informetion (Form 20~CA) must be filed for each patron
to whom & payment required to be reported was made during 1950. Even
though no Forms 99-CA are required to be filed, this Form 96-CA should be
completed and returned to the comnissions It is suggested that the assooi-
ation furnish duplicate coples of the Form 95-CA to the respective patrons
for their convenience in filing incomo tax returns.

; AFPIDAVIT
I swear (or affirm) that to the best of my knowledge and belief the
attached reports on Forms 99-CA constitube true and complete returns of
the payments required to be reported mede during the calendar year 1980
by the cooperative association named above.

flumber of Torms 9904 filed herewith »

(Signature)

(7itle)

Sworn to (or affirmed) and subsoribed to before me this day of
s 1961,

Teignature of Oificer)

T7itie of Officer Administering OASh)

My commission expires
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AFFIDAVIT « PROOF OF EXEMPTION

There is no form provided for preparing the affidavit and proof of
exemption required of cooperative assoeiationse It is required that
exempt organizations establish the exemptions in accordance with Artiecle
611 of the Corporation Excise Tax Law and Regulations.

Arte B11ls Proof of Exemptions A corporation is not exempt from
the exelise tex merely because it is not organized and operated for pro-
fits In order to esteblish its exemption and thus be relieved of the
duty of filing returns and paying taxes, each organization claiming exempe
tion muet file an affidevit with the commission showing the character of
the organizetion, the purpose for which it was orpganized, ite sctual active
ities, the sources end the disposition of its income, whether or not any
of its inocome is ecredited to surplues or may inure to the benefit of any
private stockholder or individual, and in general all other facts relat-
ing o its operations which affect its right to exemptions To such affie
davit should be attached a copy of the erticles of association or incore
poration, the by-laws of the organization, and the latest {inanecial state-
ment showing the assets, liabilities, receipts and disbursements of the
organisation. When an organlzation has established its right to exemp-
tion, it need not thereafter meke a return or any further showing with
respect to its status unless it changes the character of its organizetion
or operations or the purpose for which it is organized, or unless the come

mission requests the filing of returns or the furhishing of other informations






He Re 5064
81st CONGRESS, let SESSION
IN THE HOUSE OF REPRESENTATIVES
June B8, 1949
iir, k¥ason introduoed the following bill; which was referred to the Come
nittee on Ways and Means
A BILL

To impose income taxes on the business income of certain exempt corpora-
ticns,; and for other purposess

Be it enacted by the Senate and House of Representatives of the
United States of Amerieca in Congress assembled,

SECTION 1. TAX ON BUSIEESS INCOME OF SECTION 101 CORPORATIONS.

(a) Chapter 1 of the Internal Revenue Code is amended by inserting
after section 421 the following:

"Supplement VesTaxation of Business Income of Seetion 101 Corporations
"BECs 431. IMPOSITION OF TAX.

"(a) IN CENERALs--Every corporation specified in section 101 shall be
subject to the tax imposed by this chapter (exeept the tax under section
102) with respect to its business income.

"(b) DEFINITIONs~eAs Used in this section, the term 'business income’
means (1) the gross income derived from any activity of a kind which is
recognized es an ordinary trade or business activity commonly engaged in
by other persons for profit, minus (2) the deductions allowed by seotion
2% which, under reguletions prescribed by the Commissioner with the
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approvael of the Secretary, ere determined to be properly allocable theretoj
but such terms shall not include dividends or interest.”

(b) TECHNICAL AMENRDMENT,eeSection 101 of the Internal Revenue Code
is emended by striking out "The" at the beginning of such seotion and
inserting in lieu thereof "Except as provided in Supplement V, the".

(¢) EFFECTIVE DATB.--The smendment made by this section shall be
‘applicable with respect to taxeble years beginning after December 31, 1948.
SEC. 2+ TAXATION OF COOPERATIVE CORPORATIONS,.

(a) REPEAL OF EXEMPTION OF FARM COOPERATIVES.eeSection 101 (12) and
{13) of the Internal Revenue Code are repealed.

(b) IMPOSITION OF TAX AND COMPUTATION OF INCOME,we

(1) TECHNICAL AMENDMENT,sSection 4 of the Internal Revenue Code
is amended by inserting at the end thereof a new subsection reading
as follows:

"(m) COOPERATIVE CORPORATIONSwwSUPPLEMENT W."

{2) TAXATION OF COOPERATIVES.--Chapter 1 of the Internal Revenue

Code is amended by inserting before subchepter D a new supplement

reading eas follows:

"Supplement We-Cooperative Corporations
"SEC. 441, TAX OF COOPERATIVE CORPORATIONS.

“(e) IN GENERALs~e

*(1) COOPERATIVE CORPORATIONswefor the purposes of this chapter

the term 'cooperative corporation' means a corporation (A) that calls
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iteelf a ‘cooperative' or 'co-op', or (B) that represents to any
persons or classes of persons which deal with it thet their patrone
age will or may entitle them (i) to the payment, either actually
or constructively, of patronege dividends, or (ii) to an equity
interest in any of the corporation's assets, or (C) that is othere
wise operated for the mubtual benefit of persons or clesses of pere
sons that deal with it; but such term does not include a mubual
insurance company or any corporation exempt under section 10l.
%(2) GROSS HECEIPIS.weThe gross receipts from the sales of
goods or services used in computing the gross income of a cooperae
tive corporation shall be determined without the exclusion or sube
traction of any patromage dividends, paid or payable to patronss
“(3) CoST OF PRODUCTS BOUGHT FROM PRODUCERS.-eIn determining
the cost to a cooperative corporation of produets sold to it by a
producer for resale (whether or not in their original form), only
amounts, other than petronage dividends, paid or payable to such
producer on ascount of such seles shall be used in computing such
cost unless under regulations preseribed by the Commissioner with
the approval of the Seeretary, the corporation establishes that
the application of this paragraph would more clearly refleet in-
come, in vhich case the prevalling market price on sales of such
products by producers, or the amounts, including patronege divi-
dends, paid or payable in money on account of such snloi. whiche
ever is the lesser, shall be used in determining the cost to the

corporation of such products so sold to 1% for resale.
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"(4) PATRONAGE DIVIDENDsweFor the purposes of this chapter the
term 'patronage dividend! means an allocation or a distribution

paid or peyeble (whether or not in money and whether deseribed as a

refund, rebate, price adjustment, or peyment of a balance due under

a marketing agreement) to member patrons or to member and nommember

patrons on some basis related to their sales %o or purchases from

the corporation during the taxable year, if (A) the sllocation or
distribution is conditicnal (1) upon profits or margins being earned
by the oorpe:etion from all its operations or a class of its opera=
tions during its fiscal yeer, or (ii) upen income attributeble te
the resale of the produscer's product along with products or a class

. or classes of products of some other producers lees any deductions,
determination of which is within the discretion of the corporations,
or (B) the amount of the allocation or distribution can be determined
only with reference to the amount of the profits, margins, or income
earned, or (C) the smount of the allocation or distribution can be
determined only after decleration or payment of dividends on any
class of stock of the corporation or orly after the fixing of sums
to be transferred to capital, reserves, or surplus."

(e) INFORMATION RETURNS REQUIRED OF COOPERATIVES.e«The Internal Reve
enue Code is amended by inserting between sections 148 and 149 a new sec=
tion as follows:

"SECs 149A. INFORMATION BEY COOPERATIVES.

(a) PAYMENTS OF PATRONAGE DIVIDENDS, REFUNDS, OR REBATES,~eEvery
associatlion organiszed and operated as a cooperative shall, when required
by the Commiesioner, render e correct return, duly verified under oath,
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of its payments of patronsge dividends, rebates, or refunds, stating
the name and address of esch member in the association, and the amount
of peyments paid to each member and patrons

"(b) ACCUMULATED EARNINGS AND PROFITS.e-When requested by the Come
missioner, every association organi;cd and operated as a cooperative
shall forward to him a correct statement of accumilated earnings and
profits, including patronage dividends, rebates, or refunds allocated
to, but not peid in cash to, members and patrons, and the names and
eddresses of members and patrons who would be entitled to the same if
divided or distributed, and the amounts that would be payeble to each."

(d) TAXABLE YEARS T0O WHICH APPLICABLE.--The smendments and repeals
made by this section shall be applicable with respect to taxable years
beginning after Decerber 31, 1948,
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He Re 7343
8lst CONGRESS, 2d SESSION
IN THE HOUSE OF REPRESENTATIVES
February 20, 1950
Mre Davis of Tennesses introduced the following bill; which was referred
to the Committee on Ways and Means

A BILL
To equalize taxation by imposing income taxes on cooperative corporations
and on the business income of certain other taxexempt corporations and
organizations.
Author's Note: He Re 7843 repeats He Re 50643 hence that portion of
He Re 7343 will not here be includeds The counterpart of last paragraph
of He Re 5064 will be repeated, with a change in date therein as appears
in He Re 7343+ The remainder of Ils Re 7343 is here presenteds
(d) TAXABLE YEARS T0 WHICH AFPLICAELE.=eThe amendments and repeals
made by this section shall be appliiceble with respect to texable years
beginning after December 81, 1945.
S8ECs 3¢ TAX CREDIT FOR FARMERS RECEIVING PATRONAGE DIVIDENDS FROM FARM
COCPERATIVES.
(a) CEEDIT AGAINST FARMFR'S TAXe--Chapter 1 of the Internal Revemue
Code is mmended by inserting after section 35 a new section reeding as
follows: ‘
"SECe 36+ CREDIT TO RECIPIENTS OF PATRONAGE DIVIDENDS FOR TAX PAID BY
FARVMER COOPERATIVES.
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"(a) In the case of the reolpilent of a patronage dividend from a

fermer cooperative, which is includible in his gross income, there shall

be allowed as & oredit against the teax of such reciplent (if an individe

ual) an amount equal to the tax imposed on the cooperative in respect of

the portion of the income of the cooperative that is represented by sueh

dividend, if such reoipient includes in his gross inocome, in addition %o

the patronage dividend so received, an amount equal to the tax so imposed

on the cooperative.

"(b) As used in this chapter, the term 'farmer cooperative' meanse
"(1) a fermer's, frult grower's, or like association organized
and operated on a cooperative basis (A) for the purpose of market-
ing the products of members or other producers, and turaing back teo
them the proceeds of seales, less the necessary marketing expenses,
on the basis of either the gquantity or the value of the produsts fur-
nished by them, or (B) for the purpose of purchasing supplies and
equipment for the use of merbers or other persons, and turning over
such supplies and eguipment to them at ectual sost, plus necessary
expensess Such an essoclation shall be considered a farmer coopera=
tive under this peregraph even though it haes eapital stock, if the
dividend rate of such sbtock is fixed et not to exceed the legal rate
of interest in the State of incorporation or & per centum per annum,
whichever is greater, on the value of the consideration for which
the stock was issued, and 1f substantially all such stock (other than

nonvoting preferred stock, the owners of which are not entitled or
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permitted to participate, dinctly‘ or indirectly, in the profits of
the assoclation, upon dissclution or otherwise, beyond the fixed
dividende) 1s cwned by producers who market their products or pure
chase thelr supplies and oquipmnt‘through the associetion; and such
an association shall not cease to be a farmer cocperative beeause
it acoumulates end welsntelns a reserve required by Stete lew or a
reasonable reserve for any nesessary purposes Such an essociation
shall be considered a farmer ccoperative even though it markets the
products of nommembers, if the walue of the products so marketed
does not exceed the value of the products marketed for members, and
shall be considered & farmer cooperative even though it purchases
supplies end equipment for nommewbers if the value of the supplies
and equipment so purchased does not exceed the vtlne of the supplies
and equipment purchased for members, provided the value of the pure
chases made for persons who are nelither @btﬂ nor producers does
not exceed 16 per cenbum of the value of all its purchasess Busie
ness done for the United States or any of its agencies shall be dise
regerded in determining the status of such an assoelation as a fare
meyr cooperative; and

"(2) a corporation organized by an association which is & far-
mer cooperative under peragraph (1), or by mewbers thereof, for the
purpose of financing the ordinary erop operations of such members
or other producers, and operated in econjunction with such associa~

tions A corporation shall be considered a farmer cooperative under
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this paragraph even though it hee eapital stock, if the dividend
rate of such stoeck is fixed at not to exceed the legal rate of
interest in the State of incorporation or 8 per centum per annum,
whichever is greater, on the value of the consideration for which
the stock was issued, and if substantially all such stoek (other
than nonvoting mreferred stook, the owners of which are not entitled
or pernitted to participate, direotly or indirectly, in the profits
of the cérporatioa. upon dissolution or otherwise, beyond the fixed
dividends) is owned by such assoociation, or members thereof; and
such a corporation shall not cease to be a farmer ccoperative under
this puragraph because it accumilates and maintains a reserve re-

.quired by Stabe law or a reasonsble reserve for any necessary purs=

pose.
(b) The eamendments made by this seetion shall be effective with

respect to taxable years beginuing after December 31, 1949.
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He Re 4431
8lst CONGRESS, lset SESSION
IN THE HOUSE OF REPRESENTATIVES
April 28, 1949
Mre Philbin (by request) introduced the following billsy whieh was referred
to the Committee on Ways and lMeans

A BILL

Te allow to corporations an exemption of $26,000 for income-tax purposes,
and o provide that the combined normal tax and surtex rebe of 32 per
cenbum shall be applicable to corporations having taxable incomes of less
than $60,000.

Be it enacted by the Senate and House of Representetives of the
United Stabtes of America 5.5 Congress assembled,

That section 13 (b) of the Internal 'Rmxmo Code (relating %o normal bax
on corporations) is hereby amended to read as follows:

"(h) IMPOSITION OF TAX.--There shall be levied, collected, and paid
for each taxable year upon the normal-tax net income of every corperation
{except e corporation subject to the tax imposed by section 14, section
231 (a), supplement G, or supplement Q) a tax of 24 per centum of the
amount of the normal-tax net income in exocess of $25,000."

8ECs 2+ Section 14 (b) of the Internal Revenue Code (relating to tax
on sorporations with normaletax net incomes of not more than $25,000) is

hereby repealed.
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SECs 3e Section 14 (e) (1) of the Internal Revenue Code (relating
to tax of foreign corporations engaged in trade or business with the
United States) is hereby amended to read ae follows:

"(1) In the case of a foreign corporation engaged in trade or
businese within the United States, the tax shall be an amount equal
to 24 per centum of the normal-tax net income."

SECs 4+ Section 15 (b) of the Internal Revenue Code (relating to
surtax on corporations) is hereby emended to read as follows:

"(b) IMPOSITION OF TAXsewThere shall be levied, collected, and
paid for each taxable year upon the corporation surtax net income of
every eorporation (execept a Western Hemisphere trade corporation as dee
fined in section 108, and except a corporation subjeet to a tax imposed
by section 231 (a), supplement ¢ or supplement Q) e surtax of 14 per cene
tum of the amount of the corporation surtax net income in excess of
$25,000."

SECe S5s The amendments mede by this Act shall be applicable with

respect to taxable years beginning after December 31, 1949,
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SUGGESTIONS WITH RESPECT TO THE TAXATION OF FARMER COOPERATIVES (8«8«50)

HeRe 8920

Author's Note: The amendments here were prepared by a speeial
committee of cooperative leaders at the request of Senator Ceorge of
the Senate Finance Committee.

Amend Seeotion 101(12) of the Internal Revenue Code as followsi#

Secs 101(12) Farmers', fruit growers', or like associations organe
ized and operated on a cooperative basies (a) for the purpose of marketing
the products of members or other producers, and turning back to them the
proceeds of sales, less the necessary marketing expenses, on the basis
of either the quantity or the velue of the produets furnished by them or
(b) for the purpose of purchasing supplies and equipment for the use of
members or other persons, and turning over such supplies and equipment to
them at actual cost, plus necessary expensess Exemption shall not be denw
ied any such association becsuse it has ecapital stoek, if the dividend
paid on wate eF such stock is Fiwed ob doos not be exceed bhe legad rabe
of Laborest in bhe Stabe of ineerperabion o 8§ 6 per cenbtum per annum,
whiohover i aweaber on the value of the consideration for whieh the stock
was issued, and if substentially all such stock (other than none-veting
preferred stook, the owners of which are not entitled or permitted to pare
tieipate, directly or indirectly, in the profits of the association, upon

dissolution or otherwise, beyond the fixed dividends) is owned by

*Deleted language is crossed out and new language underlined.
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producers who market their products or purchase their supplies and equipe
ment through the association; nor shall exemption be denled any such
asgoclation because there is mocumulated and maintained by it e reserve
required by State law or 2 reasonable reserve for any necessary purpose.

However, any such association whiech may be exempt hereunder, shall pey &

tax at the corporate tax rate preseribed in Sections 13 end 14, on the

emounts of any additions mede, in any texable year beginning after Deceme

}boir 81, 1950, to reserves gn) gother than those reserves additlons Lo

which are recognized as deductions from income under section 23) to the

extent that the amounts so edded ere not distributed (b) on a patronage

bagis, within nine months following the end of the taxeble vear, in the

form of sapital stock, other certificates (such as revolving fund certife

lcates, retain certificates, certificates of equity or certificates of

indebtedness), letters of advice oi' in some manner which discloses to each

reciplent the smount of his interest in such eddition %o such rescrve.

Provided that such assoshﬁions %25 such additions to undistributed

reserves shall heve the benefit of a carry-back and carry-over with re-
spect to any annual reduotion in such undistributed reserves similar to

the carry-back and carry-over of net operatings losses provided for in

Seotion 122+ Such an association may market the products of nonemenbers
in an amount the value of which does not exeeed the value of the products
marketed for members, and may purchase supplies and equipment for nohe

members in an amount the value of which does not exceed the velue of the

supplies and equipment purchased for members, provided the value of
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the products marketed or the purchases mede for persons who ere neither

members nor producers does not exceed 16 percentum of the value of all
its merketlngs or purchases respectively. Business done for the United

States or any of its agencies shall be disregarded in determining the
right to exemption under this paragrephs

EXPLANATION

ls This emendment changes dividend rabte allowed tex exempt coopera-
tives from a maximum of 8 persent to a meximum of 6 percents This recoge
nizes the generally lower inberest rates snow in effeet end will meet the
eriticiem that the present exempbion applies to cooperatives peying divie
dends in excess of normal intereat rates.
. 2, This amendment imposes a tax &bt regular corporate tax rates on
any edditions o reserves that are not allocabed end distributed es patrone
age refunds in such maxm'or as to glve the patron notiece of his interest
therein which he can then report either on an secrual or cash basise This
moots the only substantial eriticism of the farmer cooperative tax exempe
tions. A cooperative meking unallocated and undistributed additions to ree
serves would not lose its exemption bubt would be texed on the amount of
any such unallocated and undistributed additions. In order to make this
tax on unallocated and undistributed reserves fair, lines 16«15 (page 178)
permit the carry-back and carry-over of any reduetions in such unallocated
and undistributed reserves. The conditions for such treatment would be the
seme as those specified in section 122 with respect to the carry-back and
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carry-over of net operating losses of other corporations. By thie means
the cooperative would pay the required tax on its net additions over a
period of years, just as other corporations pay the tax on their net ine
comes over a period of years.

3¢ This amendment places on marketing oooperativ@s the same limita-
tione as now exist with respect to nonemember, noneproducer business of
purchasing cooperatives. Under existing law beth purchesing and market=
ing cooperatives are permitted to engege in limited non-member and non-
producer businesss In the case of purchasing cooperstives this is speo-
ificelly limited by the statute to 15 percent of the total businesss In
the ease of marketing cooperatives the statute is ss.lax;t as to any spece
ific limitations This amendment imposes the 15 percent limitation on boths
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House Bill No. 1351
Forty-Sixth Legislative Assembly--Regular Session
Introduced by Representative FRENCHE and Semators BELION and MARSH and
read first time January 22, 1951

A BILL
For an Aect relating to corporation excise taxes; amending section 110-1502,
Os Co Le Ae, &3 amended by seotion 1, chapter 172, Oregon Lews 1947 and
gection 110-1511, Os Cs Les Ae, as amended by section 1, chapter 406, Oregon
Laws 1940,
Be It Enacted by the People of the State of Oregon:

Authorts Note: Seoction 110-1502, O« Ce Ls As, is not under considera=
tion heres hence that portion of the bill relating to Section 110-1502 will
be omitted.

Section 2. Section 1101511, O« Ce Ls Ae, as amended by seotion 1,
chapter 406, Oregon Laws 1949, is amended to read as follows:

Secs 10-1511. (1) For taxable years beginning prior to Jamuary 1,
1961, /Fhe/ the following corporations shall be exempt from the taxes ime
posed by this Act:

{a) Labor, agricultural or hortiecultural organizations no part of the
net earnings of which inures Yo the benefit of any private stockholders or
individuale

(b) Fraternal beneficiary societies, orders or associations (1) opere
ating under the lodge system or for the exclusive benefit ‘of the members

of a fraternity itself operating under the lodge system, and (2) providing
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for the payment of life, kiak, accident or other benefits to the members
of such soclety, order or association or their dependents.

(o) Cemotery companies which are owned and operated exolusively for
the benefit of their members or which are not operated foy profit; and
eny corporation chartered sclely for buriel purposes as a cemetery corpors
abion and not permitted by its charter %o mgngé in any business not nece
essarily ineident to that purpose, no part of the net earnings of which
inures to the benefit of any private stockholder or individuals

(d) Corporations, and any community chest, fund, or foundation, ore
ganized and operated exclusively for religious, charitable, scientifio,
literary, or educational purposes, or for the prevention of cruelty te
children or animals, no part of the net earnings of which inures to the
benefit of any private stockholder or individual.

{e) Business leagues, chambers of commerce, real estate boards or
boards of trade, not organized for profit, no part of the net earnings of
which inures to the benefit of any private aeﬂekhelécg ér individuale

(£) civie leagues or organizetions not organized for profit but oper-
ated exclusively for the promotion of social welfare, or local associations
of employes, the membership of which is limited to the employes of & desipge
neted person or persons in a partieculer munieipality, end the net earnings
of which are devoted exclusively to charitable, educational, or recreae
tional purposes, and no part of the net earnings of which inures to the
benefit of any private stockholder or individual.

(g) Clubs organized and operated exelusively for pleasurs, recreae

tion end other nonprofiteble purposes, no part of the net earnings of
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which inures to the benefit of any private stoekholder or individuals

(h) Farmers' or other mutual hail, eyclone, fire or life insurance
companies, mutusl diteh or irrigation companies, mutual or cooperative
telephone companies or like organizations of a purely local character,
but only if 86 percent or more of the income of whioh companies consists
of assessments, dues and fees collected from the members for the sole pur-
pose of meeting expenses. |

(1) AEaJ7 (a) Farmers and fruit growers' asscoiations, organized end
operated on a cooperative basis ZtA)Z (1) for the purpose of marketing
the products of members or other producers and turning back to them the
proceeds of sales, less the necessary marketing expenses, on the basis of
either the quantilty or the value of the products furnished by them, erv
£E83Z (2) for the purpose of purchasing supplies and equipment for the use
of members or other persons, end turning over such supplies and equipment
to them at actual cost, plus necessary expensess Exemption shall not be
denied any such association because it has eapital stock, if the dividend
rate of such stoeck is fixed at not to exeeed the legal rate of interest in
the state of incorporation or 8 percent per annum, whichever is greater,
on the velue of the consideration for which the stosk was issued, and if
substantially all such ct&k (other than nonvoting preferred stock, the
owners of which are not entitled or permitted to participate, direetly or
indireetly, in the profits of the association, upon digsolution or otherw
wise, beyond the fixed dividends) is owned by preoducers uhb market their

products or purchase their supplies and equipment through the assoeiationg



181

nor shell exemption be denied any such association because there is acoume
ulated and mainteined by_ it & reserve required by staete law or a reasone
able reserve for any purposes Such an association may market the products
of nonmembers in an amount the value of which does not exceed the value
of the products marketed for members, and may purchase supplies and equipe
ment for nonmembers in an amount the value of which does not exceed the
value of the supplies and equipment purchased for members, provided the
value of the purchases made for persons who are nelther members nor proe
ducers does not exceed 16 percent of the value of all ite purchases.
ga_{? (B) Corporations organized by an association exempt under the
provisions of paragraph (i) M {A), or members thereof, for the purpose
of finenoing the ordinery orop operations of such members or other proe-
ducers, and operated in conjunetion with such association. Exempbion shall
not be denied any such corporation because it has ecapital stock, if the
dividend rate of such stock is fixed at not to exeeed the legal rate of
interest in the state of imeorporation or 8 percent per annum, whichever
is greater, on the value of the consideration for which the stock was is=-
sued, and if substantielly all such stock (other than nonvoting preferred
stock, the owners of which are not entitled or permitted to partiecipate,
directly or indireetly, in the profits of the corporation, upon dissolue
tion or otherwise, beyond the fixed dividends) is owned by such associa-
tion, or menmbers thereof; nor shall exemption be denied any such corporae
tion because there is acoumulated and melntained by it a reserve required

by stete law or a reasonable reserve for any necessary purposes
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£Ei) Erourasee sompanies and inbePiusupanse med seelsPeend exehenses,
upon whioh-a bax on promiums be levhedsl

L8} (3) Every corporation whose gross receipts to the extent of at
least 95 percent thereof is derived from rentals of real property owned by
it; provided, however, that this exemption sﬁall not epply to any corporas
tion which receives direetly or indireetly 50 percent or more of the total
amount of ite gross rentals from a person or corporation controlling, or
from a corporation controlled by, the sorporation which receives the rent,
or from any group or combination of such persons and/or corporations. For
the purposes of this subsection a corporation shall be deemed to be con-
trolled by the ownership of 80 percent of its outstanding vobting stoecks

ARa)E (k) State and federel oredit unions so long as the interest or
dividends peid on shares do not exceed 8 percent per annume

A&s)Z (L) Corporations whose properties are essessed by the State Tax
Commission under the provisions of subseetion 14, section 1i0-506. OeCeliodle

(2) For taxable years beginning efter December 31, 1950, those core
porations specified in subseotion (1) of this section shell be subjeot %o
the taxes imposed by this Acts The provisions of sestions 110.1508, 110«
1512 and 1101513, OsCelefs, as amended, shall apply to all such corporae
tions to the same extent as.would have been the case had they been sube
jeot to the tex imposed by this Act from its inception.

(8) The following corporations shall be exempt from the taxes imposed
by this Act.

(a) Insurance companies and interinsurance end reciprocal exchanges,
upon which & tax on premiums is levied.
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Committee Substibute for House Bill 80
Sessglon 1949
A BILL TO BB ENTITLED AN ACT TO AMEND AKD SUPPLEMENT “I'HE REVENUE ACT,"*
BEING SUBCHAPTER I OF CHAPTER 108 OF THE GENERAL STATUTES.

The General Assembly of North Carclina do enach:

Author's Hotes Only the portlon of the bill relating to cooperative
associations will be entered here.

SECs 3¢ Amendments to the Iancome Tax Article.

Article 4, Schedule De

Subsection (a)s Amend subsection ® of Section 105-138 of the General
Statutes by adding et the end thereof the following:

"Nothing in this subsection shall be construed to exempt any coopera-
tive, mutual assoelation or other organization from an incoms tax on net
income (gross income minus operating expenses, including interest paid on
eapital stook) which has not been allocated Yo patrons on a patronage basis
and distributed either in cash, stook, certificates, or in some other mane
ner that discloses to each patron the emount of his pabronage refund; pro-
vided, that no stabilization or marketing organization, which handles agri-
oultural products for sale for producers on a pool basis, shall be deemed
to have realized any net income or profit in the disposition of a pocl or
any part of a pool until all of the products in that pool shall have been
sold and the pool shall have been closed; provided, further, that a pool

shall not be deemed closed until the expiration of at least 90 days after
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the sale of the last remaining péoﬂuott in thet pools Euch cooperatives
and other orgenizations shall file an snnual informatioa return with the
State Department of Revenue on forms to be furnished by the Commissioner
and shall include therein the namwes and addresses of all persons, patrons
and/or shereholders, whose patronage refunds or interest on stock amount
to §50.00 or more.”

Subsection (b)s Add a new subsection %o section 105-142 to read as
follows: |

"An individual, who patronizes or owns stook or has membership in a
farmers' mariceting or purchesing cooperative or mutual, organized under
Subechapber 4 or Subechapter § of Chapter 54 of the General Statutes of
Worth Carolina, shall ineclude in his gross income for the year in which
the allocation is made his distributive share of any savings or interest
on stoeck, whether distributed in cash or credit, allocated by the cooperae

tive or mutual assooiation for each income yeare"
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Excerpts From

THE COMPETITION OF COOPERATIVES WITH OTHER FORMS OF BUSINESS ERTERPRISE

FIRST INTERIM REPORT
from the
COMMITTEE ON SMALL BUSINESS
HOUSE OF REPRESENTATIVES

Taxeexempt farmer cooperatives apparently do have an advantage over
competitive businesses operating in the seme flelds tc the oxtent that
amounts of income availaeble for the payment of dividends on capital stoeck
and sccunulated in reserve for the use of the cooperetive for its corpors
ate operation escape Federal income texetions Nonfarmers may lovest in
the preferred stook or other nonvoting stock of tax-exempt farmer cooperae
tives, but this stock is not rated as sabttractive to investors since the
dividends are limited end the stoock does not constitute conbrolling stoecks
The cooperative reserves apparently constitute a subsbtitute for the caple
tal markets rormally available to sther business enterprises, sinece the
capital for an exempt cooperative comes principslly from farmers, sad they
have a very limited capacity for supplying capital at any one time.

Apparently about only 5& percent of the farm coopereatives have slecte
ed to and have teken the reguisite effirmative action necessary for gqualie
fication se an exempt cooperative. As a result of the limited mumber of
cooperatives which have qualified as exempt the aggregate amount of income
available for ﬁh; payment of dividends on capital stock and/or retained ia
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one allocated reserve is relatively smalle No appreciable revenue would
acerue to the government if income tax were levied on these amountss

It does not appear that the btax exemption available to exempt farmer
cooperatives has any true bearing upon any competitive advantage which
the cooperative might have in its normal operations.

Agriculturel cocperatives which are nonexempt from Federal income tax
and all consumer cooperatives apparently enjoy no privileges or advantages
under the tex lews which are not available te all other types of competie
tive businesses operating in the same lines of endeavore 1t seems reade
ily apparent thet noncooperative business agencies, if they are willing
%o render services at cost, would not be subjeet to any income tax.

There is undoubbedly some relaxation or nonobservance of the restrice
tions of section 101 (12) and (13) in some cases, the exact extent of
which, however, was not developed or determinable, Enforeement of the
restrictions of section 101 (12) and (13) is a matter of administrative
and not legislative responsibility. lore strict administrative supervis-
jon is indicated. If rigidly enforced, no competitive advantage can be
afforded agricultural cooperatives over other types of business with which
they are in competition.

It is obvious %o the conmittee that no benefit would derive to prive
ate business if section 101 (12) and (13) of the Revenue Aot were repealed.
It eppears possible thet farmer cooperatives having to qualify for tax
exemption under the aect do have income which escapes texation, but it ape
pears that no substantial advantege ie afforded them by virtue thereofs



137

The epox"s'aion viﬁhin restrictions of the statute seenms Lo constitute a
SLtviatngs o SupariLiiy ot A YIRE 00 W6 atvesbigty Sk, SNPVRIE,
since the amount of income involved seems so significant, any advantage
may be hypothetical only.

The enactment and reensctment of section 101 (12) and (18) of the
internel Revenue Act appo@re to represent a continuing attitude on the
part of the Congross thet the maintenance of ‘a. sound agricultural econ-
omy is necessary for the preservation of the national wellebeinge « « « o

Existing incomewtex laws elearly spell out a nonprefit operation by
farmer cooperativess A strict applicatlon by the Bureau of Internal Reve
enue would provide a marked deterrent %o any group which attempls %o
abuse the exewption gr@M Y0 true eooperabives, and which has tried evae
sion of corporate taxes behind a cooperative masize « . P '

Since nonexempt cooperntives are subject to all of the taxes nor-
mally essessed against comparable noncooperative organizetions it appears
that to tax the income of a cooperative would require a drastic change in
the basic principle of .our reveaue lawsc. The Bureau of Ianternal Reveaue
has ruled, and the sourts have upheld, bhe prineiple that the cooperabive
entity serves only as an agent for and con bohalf of its wmembers, and that
at no time does its indome beloug te other than its memberss Siluce the
apparent intent of the Congress in levying texes has been to levy on abile
ity to pay, it does not appear to Le reasoneble or eguitables to attempt to
levy a tax on & cooperative for income which does not belong to it nor to

levy & tax for witieh it has no funds %o pays The levy of e receipts tex
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on such Q cooperative would probebly raise constitutional cbjectionse

Suech & tax would have to be levied qgginst all typu. of organizations

which have incomey which, by virtue of ﬁzeh‘ cherter, does not belong

to them as an entlty, but which belongs in a nonprofit sense to their

memberses Such a tax would seriously effect schools, churches, charie

table and sclentific organisations, and maeny social clubs which heve a
compereble advantege of tex exemptions « « +

There iz no evidence to show that cooperetives have been grented
a type of preferential finaneial treatment by the Federal Govermmend
thet hes not likewise been made aveilable to and accepted by other forms
of business enterprise, ineluding banks, savings and loan societies,
manufecturers, distributors and other types of privete enterprise operate
ing for the principal purpose of making profits. + « + «

There is substantiel evidence to indicate that many of the most
vooal opponents of cooperatives are themselves wmewbers of cooperatives
and thelr firme engege as members in ecooperetive enterprises. One pare
ticular industry group has organised and gperates one of the h.rg;osﬁ
cooperative insurance agencies. Other wholesale and retail groups have
organized and operate cooperative purchasing and distributive organize-
tionse o v ¢ &«

The theory that the cooperative movement is seriocusly endangering
other economic forms of business operation can be utterly disregarded inese
much ee the volume of business enjoyed by cooperatives and their degree of
participation in the national income is very nominal.
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RECOMENDATIONS
It is recommended, after due exeamination of all of the facts dise
elosed herein, that the following procedure Le followed by the Congress
with respeot to cooperatives:

1, That a single sgency of government be amthorized and directed to
compile and maintain complete and accurate records and make periodioc re-
ports to the Congress on the operation of all types of cooperative enter
prises; and that this single agency shall be held responsible for supply-
ing all other interested agencies of the Federal Goveranment with informae
tion pertaining to cooperatives and the cooperative movement.

2+ Thet the Bureau of Internel Revenue be requested to amend and ree
state its regulations perteining to section 101 (12) and (13) of the
Internal Revenue Act with respect to cooperatives as follows:

(a) Speeificelly designate whot shall constitute "reasonsble re=
sorves” and what shall constitute a "necessary purpose” in an example
farm cooperative which qualifies under the acte.

(b) Require that the allocation of all capital and other reserves
to each patron be mede in accordance with the deolsion of the Cirouit

Court of Appeals in Fertile Cooperative Dalry Association ves The Come

missioner of Iuternal Revenue, (119 Fed. (2d) 274).

(¢) Require that, as to all amounts retained in cepital reserves,
a certificate or other evidence be issued to each patron indicating
the smount of his equity or investment, and further reguire the coope
erative to file information returns with the collestor of Internal
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revenue showing the amount of patronage refund of each patron, whether
paid in cash, sbock, certificate of partiolpation, or otherwisece

(4) Regquire that farm purchasing cooperatives limit their transsctions
$o the handling of fara production supplies, and place upon coopera=
tives the burden of eetablighing the faet that 1t meets this restrice
tilone '

(e) Require thet @li refunds due to the patrons bub retained as re=
gerves by the aobpameive be sub;}.aot}a mandebory payment at stated
intervals not Yo exceod five yoars, thereby limiting the furnishing of
capital for the cooperative to those pabrons curreatly using its facil=
itiess

S+ That the Bureau' of Internal Revenue be requested to revise Form 990,
which it is required be filed by btax-exempt corporatiocns under section 54
(f) of the Internal Revenue Act as amended in 1943, %o show in detail the
Mnt of member and nonmember business, the amount of reserves, the allow
cation of reserves, the manner in whilch patroas'! equity and ocapital is evie
denced, and other daba whioh would indicabte readily a oémpllmoc Or nobe
eompllanece with the exempbion restristions.

4« That thers be established by leglislatlive action a basis upon whiech
nonexenpt cooperatives may be established, operated, expanded and be or
beoone federated in thelr various types of ¢ombination operationse. Sec-
tion 101 (12) and (13) establishes sertain eriteria for the establish-
ment of corporations under Stete controls lo such law exists controlling

nonexenpt cooperatives with the exception of minor State regulations.
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legislation seems necessary which will provide the manner in which patrone
age refunds will be handled, interest rates on capital stoek will be come
puted, reserves will be limited, end whioh will deseribe the scope of '

operations of nonexempt cooperativese.
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Excerpts Frm
STATEMENT OF WALTER O+ PLOESER, CHAIRMAN, SELECT COMMITTEE ON SMALL
BUSINESS, HOUSE OF REPRESENTATIVES, BEFORE COMMITYTEE ON WAYS AND MEANS
OF THE HOUSE OF KEPRESENTATIVES, NOVEMBER 24, 1947.

It has been argued by cooperative lndomh.ip. + » oLhat the cash
refunds can in no sense be considered corporate money or a part of core
porate profitss « + « it is most difficult to determine in the ocase of
the marketing cooperative corporation where personal profit of the patron
ends and corporate profit begine so far as the cash refunds are concerned,
but my observation leads me to the belief that both elements existe + + » »
might be resolved to the benefit of the farmere by the application of core
porate income taxes on the net income which is retained in the cooperative
corporations :

In the marketing cooperative corporation, I can see a degree of mrlt_
in both arguments relative to personal or corperate profite I have not
gained eny such impression in relation to purchasing or urban consumer coop=
eratives. ' -

s » » ofrom the beginning oi; our cocperative investigation, the oper
ators of farm cooperatives have impressed on me in private that they are
not blood brothers d‘ the urban consumer cooperatives--and curiously
enough, the operators of urban consumer cocperatives have been elaiming
that they are identical twins with farm cooperatives. We ere trying to
learn by exhaustive study just where each £its into the pattern of our come

petitive economye As of thie date, it appears to me, personally, thet
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~ there is room in our economy for all Gtypes of cooperatives which seek
through feir competitive enterprise to improve the standerd of living of
their merbers. ' |

But I must admit that in the course of our cooperative investigation,
I have gotten the impression that farm coocperatives apparently stem from
one ideology, while urban consumer cooperatives apparently stem from
another. :

I em convinced. + « «that farm cooperatives where not monopolistiec,
geem to be a logical part of a competitive capitalistic profit systems.
But I heve not been able to determine in my own mind as yet, in what kind
of an economic system the urban consumers cooperative finds its nmatural
and logieal p).age.

« « » stertain points seem to naturally sugpest thomselves and they
are these: |

1, Por tax purposes all deductible reserves in corporations shall be
olearly defined and the definition be made applicable to all sorporations
alike with regard to the computation of their net taxable income under
the Federal tax on corporate lncome. _

2. For tax purposes all corporate income should be treated equitably
at whatever rate is determined by the Congress for all elike and all cors
porations should be permitted to deduet from gross income dividends paid
in cash on sbtock and all pabronage refunds paid in cash as & result of
contractual obligations, provided section 101-12 of the Internal Revenue

Code is repealeds
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8+ All stock dividends and patronage refunds paid by evidence of ownere
ship or debt but not im cash should be treated alike for the purposes of
taxations Only when a corporation gives a clear option %o the beneficiary
of such stock dividend or refund either to redeem within specified reason=
able time for cash or to make & ecapital contribution to the corporation,
shall such amounts as are thus conbtributed te the corporation be tax exempt
at corporate level.

4, All of the above presupposes & conbtinuebion of th& Fedoral tax on cors
porate incomes

(During the course of the commlttee's hearings, the sugpestion was made
by cooperative leaders, and even by the former chairman of the Small Busie
ness Committee, that the solution of the problem eould best be accomplished
ii‘ the Federal tex on corporate income was repealeds The very fact that
this proposal was made indicates to my mind that such persons realize that
there is ilnequity in the present application of the Federal %ax on corpore
ate incomee Such a sugpestion falls Yo btake into consideration the present
day enormous cost of Govermment on the one hand, and on the other hand, the
heavy concentration of corporate reservess This would be a terrible injury
to small business whether it be proprietary or cooperative.)

5e I definitely recommend to the committee that you consider in your tax
revision an exemption on the first $25,000 earned net income for all ocorw
porationsa _

Such an exenption will, in my opinion, be e much needed incentive for

the birth and growth not only of small proprietary corporations, but suall
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cocperative corporations as wells

Such 2 proposal is just because it gives equal compebitive opportune
ity to probably 80 percert of all cooperatives and smell proprietary core
porations. When you have sscomplished this selution, you will eliminate
most of the present-day controversy.

This recommendation is directly im line with the expressed belief of
most cooperative leaders that the eliminetion of double texation would
solve the roblems I am proposing to eliminabe double texation with re-
speet to the first §26,000 of net earnings which will give life and oppore
tunity to grow to 80 percent of all corporate enterprises whether propriee

tary or cooperatives
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UNIVERSITY OF OREGON
SCHOOL OF BUSINESS ADMINISTRATION
EUGENE, ORECON

Dear Sirs

In fulfilling the requirements for a Masbter's degree in the Scheol
of Business Administration at the University of Oregon, I an preparing
& thesis about the current controversy regerding the status of cooperae
tives under the federal income tax laws.

In newspaper and magazine articles, and in recent Congressional hears
ings, there has besn mach said about the effect of changes in the laws on
the cooperative organizations, and the amount of tax money to be gained
(if any) by the federal govermment as a result of varioue changes proposeds
Opinions vary so much ’that estimates are not relieble, end usually tend to
mppérb the viewpoint of the one belng quoteds In order to cwphﬁ ny
study with any degree of accursoy, I need first-hand information about the
ones affected, the cooperative orgenizations themselvess There have been
at lesst 19 different proposals made, and I am trying to learn what effect
each of the proposals would have on the cooperatives in Oregone

Deteiled information availeble in newspapers ebout individual coope
eratives is usually not complete ecnough to supply the date for making my
analysess Therefore, I would appreciate your cooperation in furnishing
the deba not ctherwlse avallables This may be entersd in the blank spaces
on the enclosed sheet for any (or all) of the years indicated, Abny data
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I have on hand regarding your cooperabive is already entereds A ocopy of
your latest anmal financial report, if evailable, would serve %o provide
most of the informetion needed. I will be glad to return any financial
statements Yo you, if requesteds All information will be held strictly
gonf ident and will be used only in summery form, A self-addressed
envelope is included for your convenlence,

Some of the proposed changes in the federal income tax laws are enw
closeds Any comments and suggestions regarding these proposale end the
study I am making would be helpfuls

If circumstances prevent your furaishing data for this study, I
would appreciate your returning the form anywey, so that you need not re-
selve any "follow-up” correspondences

If you desire a suwrmary of this study, please check in the space pro=
vided at the bottom of the enclosed forms

Thank you for your cooperation and asscistance in this project,

Very truly yours,

(s) Melvin Wolt



COOFERATIVE SURVEY

198

1647 | 1948 | 1949
1. Gross Sales, or Receipts
2+ Vet Vergins, or Savings
S8« Net Margins, or Saevings, on business with
lonemembers
4+ Totel Pabronege Refunds
6« Dividends Pald on Capitel Stock
G+ Honecash Patronege Allcestions made eash year
(Revolving Fund, Stock Certificates, ete..g
7« Amount of Federal Income Texes Paid, if any
8 Amount of invested Cepital
9¢ Total amount of Net Worth Reserves (Surplus
Reserves)
10s Total Amount of Savings Allocated to Petrons
but not yet pald in cash
11s Total Amount of Net Savings Not Allocated
12, Total Amount of Wet Worth
13, Total Amount of Assets
14.

The Approximete Membership of your Organigation




ie9

L

Plosse answer the followlng questions by checking the appropriste blank

space for sachs

Ie this cooperative orgenization a corporation? Yes Heo

- If 4% is a sorporation, is 1t exempt  or not exemph from federal

SR

ineome texes?

Are non-member patrons, if any; awerded patronage refunds on the same

basis as menbors? Yes Ho
Cheek here if you want the results of the study seat to youe This

supmary should be malled tot

Nams

Address

(List of proposals to ascompany questionnaire)

Following ere some proposels for changing the federal income tax laws as

they rihte Yo cooperstive orgenizationss If you care %o comment on any

of these proposals, your remerks would be greatly appreciabeds

le

Ze

Sa
s
Be

Be
Te

Repeal the present exemptlon granted Lo cooperetives that qualify under
present lawss

Tax eg income to the cooperstive patronage refunds distributed but not
paid in cashe

Terminate the exclusion from net income of sll patromage refundss
Repeal all exempbtions, and eliminate all exelusions for patronage refundse
Tax nonecash dividends as income to the cooperative, but sllow a $25,000

net inocome tax exemption on all corporations (both cooperative and none
sooperative)s

Exempt all corporations on earnings distributed as dividends.
Limit the exemption to transactions for members onlys



Grogs Receipts

Corpe Hoe Wembers

Exenpt Want Swamary

1947 1948 1949

Net larging

Bet Plus Pat. Refunds Received

lon-member savings

Total Patronace Refunds

Cash Patronaze Refunds

Non-cash Patronere Refunds

Dividends peid on Capital Stock

Invested Capital

Weubership Reserves (allocabed)

Surplus Reserves (allocated)

Unallocated Regerves

Total Net Worth

Total Assets

Federal Income Taxes Paid




EXFMPT or NONEXEMPT
(if known)

Informmation / Proposal--=-=-
Dividdnds Paid on Capital Stock
Cash Hatronage Refunds Paid
Nonecagh Patronage Allocations
Additiions to Unallocated Reserves
Nonmember Savings (or Margins)
GrosaiReceipts

Net Sgvings (or Margins)

Investied Capital

Not Dilstributed as Dividends

Less $25,000 Exemption (No. 8 only)
Net ount Taxable

Tax Rates: (Per 1949 Federal)

First {$5,000: 21%
$5,00Q - $20,000: $1050 plus 23%
$20,000 - $25,000: $4500 plus 25%
$25,000 - $50,C00: $5750 plus 53%
Over $50,000: 38%

% of 1% (per Indiana state rate)
(far No. 10 only)

4% (% lof Excess-Profits Tax capital
eradit) (for No. 11 only)

TOTAL [PROJECTED TAX
[PRO
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NAME OF COOPERATIVE ASSOCIATION

XXXXX

(7) (8)
i
nxxx‘
xxxxi |
|
|
250 00|00

_(a) if nonfarm

(9)

(10)

(11) (léi‘

XXXXX

XXXXX
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BANME OF COOPERATIVE
Statement of Allocatiens

December 1, 1948
Dear Patron:

Presented below is a statement of your share of the 1947 eapital accoumus
lation of your Associations

As you know, & true cooperative does not have earnings for itself as a
sorporations All margins belong to the Patrons on basis of patronage.

Undey authority of the bylaws, all marging are held in the business as
new capitale However, the ownership of thie capital is identified to
each individual patron ~ hence, the issuance of this statement to re
flect your share of the 1947 cepital.

As funde become avallable by the retention of yearly margins, the oldest
marging are redeemed in cashe At the present time, your Assoclation has
redeemed all Association mergins through 1943,

Also, your Associabion receives patromape refunds from Pacifie Supply
Cooperative, which, in turn, are identified to each individual patron,
just as actual Association margine are.

Pacifio Supply is also on & revolving program, and funds received from
them will be utilized %o revolve your share of their refunds %o yous

In other words, all of the capitel of every true cooperative asscciation
is identified as to ownership by the individual patron.

If there is anything you do not understand about this or any other fea=
ture of your Association, please come in and talk %o Mr. « It
is vitally important that you have a thorough understanding of not only
your own Assooliation but of cooperatives in generals

Here is your statement.

Your share of Paeifioc Supply Refund for 1947 «

Operating Loss Reserve ¢

GGeneral Reserve

Certificates and Stock $
Your share of Assceiation margin for 1947

Your share of 1947 Capital ¢

BOARD OF DIKECTORS
RAME OF COOPERATIVE








