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LETTER OF TRANSMITT AL

To the General Assembly of Pennsylvania:

Under authority of the Act of July 1, 1937, P. L. 2460, as last

amended by the Act of March 8, 1943, P. 1. 13, and pursuant to Senate

Resolution Serial No. 61 (1945), I have the honor to present herewith

a report on co-operatives.

IRA T. FISS, Chairman}

Joint State Government Commission.
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FOREWORD

The purpose of this report is to present an analysis of the taxa­
tion and economic importance of co-operative and mutual enterprises
in Pennsylvania. This report, submitted by the Committee on Co-oper­
atives, was prepared pursuant to Senate Resolution Serial No. 61,
(May 4, 1945), which directed "that the Joint State Government Com­
mission shall cause a study and investigation to be made of the matter
of taxation of co-operatives, co-operative agricultural associations , and
other similar associations by a committee to be appointed by its chair­
man which shall submit to the General Assembly at its next regular
session recommendations for proposed legislation."

The committee proceeded with its study of co-operatives and mu­
tuals by analyzing the statistics of specific types of co-operatives and
mutuals which were available in the various departments of the Com­
monwealth of Pennsylvania and in certain Federal agencies. The com­
mittee did not make a field surveyor an analysis of the individual
reports of these enterprises. However, refe rence was made to the
business activities of specific farmers' marketing and purchasing co­
operatives which were analyzed by the School of Agriculture of the
Pennsylvania State College in 1945. Since there bas been considerable
controversy in recent years concerning the taxation and business activ­
ities of co-operatives, the committee held a conference with representa­
tives of co-operatives and other business enterprises who presented
their arguments. At another conference the committee conferred with
the representatives of 42 consumer co-operatives doing business in the
State ; at this meeting the provisions of the Co-operative Act of 1887

were discussed. In addition, the committee sent questionnaires to state
tax officials in ten selected states! in order to ascertain the types of state
taxes which were imposed upon these enterprises in other states . Some
materials are presented on co-operative activities in United States and
taxation by the' Federal government since these materials are closely
related to the operations of these enterprises in Pennsylvania.

1 California, Connecticut, Delaware, Massachusetts, Minnesota, New Jersey, New York,
Ohio, West Virginia, and Wisconsin.
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SUMMARY
United States

(1) The most recent statistics issued by the Co-operative Research and
Service Division of the 'United States Department of Agriculture
indicate that farmers' marketing co-operatives transacted approxi­

mately $4,430,000,000 of business in the 1943-1944 marketing
season; in this same period farmers' purchasing co-operatives
transacted approximately $730,000,000 of business. In 1932
farmer co-operatives handled 36.8 percent of the total farm prod­
uct sales in the entire country; in 1944 they handled 21.6 percent.

.. 'The trend of the percentage of farm product sales handled by
co-operatives was upward until 1932, and since that year has been
downward.'

(2) The percent of total consumer expenditures represented by the
dollar volume of farmers' co-operative business has never exceeded
5 percent; in fact, since 1925 this percentage has fluctuated be­
tween a low of 2.53 percent and a high of 4.64 percent."

(3) In 1943, 104,000 co-operative and mutual enterprises filed income
tax returns with the U. S. Bureau of Internal Revenue. These
enterprises reported a gross income of over 5 billion dollars for
this year. This income was exempt from Federal taxation, pri­
marily because of the tax exemptions existing in Section 101 (1)

/ -, ...... • on r 1 !l 'T'1' h l'to ~ lY) or toe Internal rcevenue ~OLtc: .L ncre 13 reason to OJ:::.L1e"Cle

that the actual gross income of these enterprises was much larger
than that reported to the- Bureau of Internal Revenue because of
the fact that many co-operatives which were required to file reports
failed to do so.

(4) Although co-operatives still transact a relatively insignificant per­
centage of the total volume of business in United States, they
are growing rapidly in certain fields of business, such as in retail­
ing, .the production and sale of electric 'power, the lending of
credit, and in the actual production and manufacture of goods.

1 U. S. Congress, Committee on Small Business, First .Interirn Report, pursuant to
H. Res. 64, April ~9, 1946, p. 24.

~lbid.

3 Actually it is the net income which is tax exempt.
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The dollar volume of co-operative production more than doubled
between 1943 and 1944. The most important fields of co-operative
production at present are: farm seeds, feeds, fertilizers , petroleum
products, food products , farm machinery, and lumber.'

Pennsylvania

(1) Co-operatives 111 Pennsylvania , including mutual insurance corn­
panies, are incorp orated under seven major state laws: the Acts
of 1874, 1887, 1919, 1921, 1929, 1933, and 1937. Since 1887,
co-operatives 'have been incorporated under special state laws,
rather than under the regular business corporation acts.

(2) Co-operatives operate in a manner unlike that of regular business
corporations, especially in relation to their members and customers.
Most of the special acts providing for the incorp orati on of co­
operatives impose certain restrictions upon their business opera­
tions. For example, these restrictions may take the following
forms;

(a) restrictions upon the issue of capital stock;
(b) restrictions on the amount of dividends or interest paid;
(c) statements concerning the co-operative's relations with

its customers; these involve the use of contracts and
agreements;

(d) restrictions on the type of business carried on, includ ing
the area of operations;

(e) restrictions on the voting power of stockholders ;
(f) restrictions on the ~se of reserve accounts;
(g) restrictions concerning the methods of distribution of

net income.
•

In addition, the special acts providing for the incorporation of co­
operatives may contain certain tax exemptions; thus, the Acts of
1929, 1933, and 1937 provide for certain exemptions from state
taxation for farmer co-operatives with capital stock, credit unions ,
and rural electric co-operatives.

(3) The most comprehensive, although incomplete, statistics of the
number and gross income of co-operatives and mutuals operating

1 Lumbering is not permitted und er the Pennsylvania Co-operative Acts of 1919 and
1929.
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in Pennsylvania in 1943 are those.provided by the U. S. Bureau of
Internal Revenue. The bureau reported that 5,890 co-operatives
and mutuals filed returns of income in that year. Of this total,
1,348 co-operatives and mutuals were engaged in actual business
or "commercial" functions; these enterprises reported a gross in­
come of $83,000,000 which was exempt from Federal taxation.'
The remaining 4,542 co-operatives which were engaged in "non­
business" functions reported a gross income of $118,098,000 in
1943. The most important co-operatives and mutuals in the group
engaged in business functions were the mutual savings banks and
farmers' marketing and purchasing co-operatives. The most im­
portant co-operatives and mutuals in the group engaged in non­
business functions were the labor organizations, educational and
charitable organizations, local associations of employees and wel­
fare org anizations , social clubs, and business leagues.

(4) The most important farmers ' marketing and purchasing co-opera­
tives in Pennsylvania are those engaged in the handling of the
following products and services: dairy products, fruits and veg­
etables, purchasing of supplies, poultry and poultry products, wool
and mohair, grain , dry beans and livestock. They also handle
feeds , fertilizers, and petroleum products. In 1925 the Pennsyl­
vania Department of Agriculture reported that the farmer co­
operatives in the State transacted a volume of business of 31
million dollars; in the 1934-1935 marketing season there were
153 £~rmer cooperatives !!l the State which tr~ns~,ted a volume

of business of $36,260,000. In 1945 Professor J. K. Stern of the
School of Agriculture, The Pennsylvania State College, reported
that there were 177 farmer-owned and farmer-operated co-opera-

(.

tives doing business in the State . From their annual reports filed
with the Secretary of Agriculture, he ascertained that they trans­
acted a 102 million dollar business in the year 1943. These statis­
tics are believed to be the most comprehensive available on the
subject of farmer co-operatives in the State.

(5) In recent years since' 1930 there has been a rapid growth in the
number and volume of business of credit unions and rural electric
co-operatives. Although there were only 10 credit unions with

1 Actually it is the net income which is exempt f.rom taxati on.
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state charters operating in the State in 1933, the number increased
to 92 in 1941; in that year these credit unions had loans outstand­
ing of $3,501,261.64. By 1944, however, the number had de­
creased to 80 and the volume of loans outstanding had decreased
to $1,752,339.70. In 1937 there were 11 rural electric co-opera­
tives in operation in the state; these co-operatives had borrowed
$1,435,000 fr om the Federal Rural Electrification Administration,
and were serving 8,010 consumers. By 1944 there were 13 such
co-operatives in operation, with borrowings of $12,166,200 from
the Federal Rural Electrification Administration. These co-opera­
tives were serving 30,569 rural consumers in this year.

(6) The U. S. Census Bureau reported that co-operative wholesalers
and retailers in Pennsylvania transacted approximately one percent
of the total dollar volume of such business in the State in 1939.
The 21 co-operative manufacturing enterprises in the State pro­
duced 0.03 percent of the total dollar volume of manufactured
goods in the State in that year. These enterprises were primarily
engaged in the manufacture of agricultural commodities or com­
modities for farm use.

(7 ) In 1939 the U. S. Bureau of the Census reported that there were
136 consumer co-operatives (r etailers) doing business in the State ;
they reported a dollar volume of business of $5,511,000 for that
year. The most recent reports of the U. S. Bureau of Labor Sta­
tistics indicate that there are at present 109 consumer co-operatives
doing business in Pennsylvania. An examination of the records
in the office of the Secretary of the Commonwealth reveals that
39 of these consumer co-operatives are operating in the State with­
out a charter . Moreover, there are at present no available statis­
tics of the volume of business done by these enterprises.

(8) The co-operative incorporation acts of 1929 (agricultural co-oper·
atives with stock), 1933 (credit unions) , 1933 (agricultural credit
co-operatives), and 1937 (rural electric co-operatives) contain
certain tax exemption provisions with respect to State taxes. The
various tax statutes themselves, in some cases, provide certain tax
exemptions for co-operative enterprises. An examination of .the
incorporation acts affecting co-operatives, together with an exam­
ination of the tax statutes themselves, indicates that co-operatives

[13]



Subject to

Bonus
Stock transfer tax
Co-operative agricultural net in-

come tax
Unemployment compensation tax 2

Bonus
Stock transfer tax
Co-operative agricultural net in-

come tax
Unemployment compensation tax

No taxes
Bonus (if stock)
$10 annual license fee per 100

members
Stock transfer tax

Bonus
Capital stock tax
Corporate loans tax
Stock transfer tax
Corporate net income tax
Unemployment compensation tax

(agricultural labor exempt)

Unemployment compensation tax 1

Agricultural Credit co-opera­
tives (1933)

Credit Unions (1933)
Rural Electric Co-operatives

(1937)

Agricultural Co-operatives,
without stock (1919)3.

Agricultural Co-operatives,
with stock (1929):\

and mutuals operating in Pennsylvania are subject to the follow­
ing State taxes:

Type of Co-operatives
Co-operatives, productive and

distributive (1887)

Domestic mutual insurance
companies (1921)

Mutual savings institutions,
non-stock (1889)

Unemployment compensation tax 1

Net earnings tax of 1889
Unemployment compensation tax

All 9£ the above enterprises are subject to local real property
taxes and are exempt from county personal property taxes. It is
impossible at the present time to ascertain the yield of taxes'paid

1 Subject: to Unemployment Compensation Tax on that portion of its employment which
is not within the definition of "agricultural labor:'

'21 i1bid.
8 Foreign agricultural co-operatives, with and without capital stock. are subject to the

bonus (tax) as imposed by the Act of May 8, 1901, P.L. 150.
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by co-operative and mutual enterprises in Pennsylvania because of
the fact that the records of the various State departments con­
cerned with the collection of State taxes have not been set up to
record separately the taxes collected from these enterprises. How­
ever, Acts 357, 358 and 360, passed by the General Assembly in
1945, provide for more complete reporting of business activities
on the part of farmer co-operatives.

(9) An examination of the taxation of co-operatives in other selected
states reveals th'at there is no uniformity in the treatment of co­
operatives. An examination of questionnaires received from state
tax officials in ten selected states indicates that these states make
some use of gross receipts taxes, franchise taxes, real property
taxes, unemployment compensation taxes, retail sales taxes, and
business licenses. There has been a marked trend toward the use
of property tax exemptions for rural electric co-operatives. The
most recent statistics available indicate that 21 states have granted
real or personal property tax exemptions to these enterprises. There
is a tendency to impose gross receipts taxes in lieu of property
taxes on these enterprises in some states. There is also little uni­
formity in the application of retail sales taxes to co-operatives.
Some states exempt the sales of agricultural commodities from
retail sales taxes.

(15 ]





Part I

INTRODUCTION
Co-operatives have been the subject of some public discussion in

recent years primarily because of two reasons: first, they are alleged
to be in active competition with other types of business enterprises;
second, they have been granted certain' tax exemptions by the Federal
Government and some of the states , and these tax exemptions have
been the center of most of the public discussions involving them. In
addition to Congressional hearings held in the spring of 1945, the
legislatures of Iowa and Kansas have directed special committees to
inquire into the business affairs and taxation of such ente rprises. The
tax sta,tus of these enterprises has also been given brief consideration
by special tax committees in Utah and Kentucky.

A review of the literature on the subject of co-operatives and mu­
tuals indicates that there is considerable misunderstanding as to the
business structure and legal relationships of these enterprises. For
example, many people believe co-operatives operate in the same manner
as other business corporations; they thus consider that such enterprises
should pay the same taxes and be subject to the same set of regulatory
laws as other business enterprises. In practice, this is not the case,
because most co-operatives and mutuals operate in a manner unlike
that of regular business corporations. This is because of the fact that
co-operatives and mutuals possess special business characteristics which
distinguish them from regular business corporations. These special
business characteristics, applicable to co-operatives and some mutuals
in Pennsylvania, are as follows:

(1) Co-operatives and mutuals are incorporated under special
state laws, rather than under the regular business corporation
acts. In Pennsylvania there are seven major state laws, to­
gether with several minor acts, which deal specifically with
these enterprises.' .

1 Act of April 29, 1874, P . L. 73.
Act of June 7, 1887, P. L. 365 .
Act of June 12, 1919', P. L. 466.
Act of May 17, 1921, P. L. 68 2.
Act of June 30, 1923, P. L. 984.
Act of April 30, 1929, .P. L. 885.

2

Act of May 5, 1933, P. L. 289.
Act of May 15, 1933, P. L. 624.
Act of May 25, 1933, P. L. 1027.
Act of May 26, 1933, P . L. 1076.

Act of June 21, 1937, P. 1. 1969.

[17 ]



(2)

(3)

(4)

(5)

(6)

These special state laws affecting these co-operatives, in many
cases, restrict the co-operatives to certain fields of business
operations. For example, the Pennsylvania Acts of 1919 and
1929 apply only to agricultural co-operatives; the Credit
Union Act of 1933 restricts these enterprises to transactions
with their members only, and the Rural Electric Co-operative
Act of 1937 restricts these co-operatives to the busin ess of
producing and sellin~ of electric power to members only in
rural areas. In contrast, the Cooperative Act of 1887 is ex­
tremely broad in its scope concerning the fields of business
which co-operatives may enter. This act is so broad that al­
most any type of agricultural, mining, manufacturing, com­
mercial , or trading activity may be engaged in. Co-operatives
incorporated under this act may deal with other persons and
enterprises, in addition to their own members. It should be
noted, however, that a co-operative organization gains no tax
advantage in Pennsylvania by incorporating under the Act of
1887, because all such co-operatives must pay the same taxes
as are paid by regular corporations, with the single exception
of the unemployment compensation tax, in the event that the
co-operative can qualify for such exemption because it is en­
gaged in strictly agricultural pursuits, specifically exempted
by law.

The co-operative or mutual capital structure is usually care­
fully prescribed by the statutes affecting these enterprises.
Every major Pennsylvania act relating to the incorporation of
co-operatives or rnutuals contains some restrictions concerning
either the type or t he amount or the value of the capital
structure.

Stockholders usually are given only one vote per person, irre­
spective of the numb er of shares owned. The Pennsylvania
Acts of 1887, 1919, 1929, 1933 (Credit Unions), 1933 (Agri­
cultural Credit Co-operatives), and 1937 specifically limit the
voting powers .of stockholders.

In some cases the method of distribution of net income is
specifically prescribed by law. Thus, the Pennsylvania Acts of
1887, 1919, 1929, 1933 (Agricultural Credit Co-operatives),
1933 (Credit Unions) and 1937 specifically mention certain
methods of distributing the net income of these enterprises.

In some cases, the co-operatives are required by law to set
aside annually a certain portion of their net income in order
to create and maintain specific reserve accounts . The Penn-

[18 ]



(7)

(8)

(9)

(10)

sylvania Acts ot IH87, 1921, 1929, 1933 (Credit Unions}, and
1937 specifically mention the use of reserve accounts.
The state laws in some cases require co-operatives to file an­
nual financial repo rts with certain state departments; in Penn­
sylvania, every type of co-operative and mutual enterprise,
with the exception of rural electric co-operatives and co-opera­
tives incorporated under Act of 1887 must file annual finan­
cial reports with designated state departments. Co-operatives
incorporated under the Act of 1887 must publish quarterly
reports.
In some cases the dividends paid on capital stock and the
interest paid on bonds arc limited by law. For example, the
Pennsylvania Acts of 1887, 1929 and 1933 (Agricultural
Credit Association), specifically limit the rate of dividends.
The Credit Union Act (1933) and the Rural Electric Co­
operative Act (1937) do not specifically limit the amount of
dividends paid by these enterprises, but there are statements
in these two acts which indicate the procedures to be fol­
lowed in the payment of such dividends.
Some of the incorporation acts affecting co-operative enter­
prises provide for certain tax exemptions for these enterprises.
For example, the Pennsylvania Acts of 1929, 1933 (Agricul­
tural Credit Associations), 1933 (Credit Unions) , and 1937
specifically provide certain State tax exemptions for these
enterprises. No tax exemptions are provided in the co-opera­
tive incorporation Acts of 1887 and 1919.1

The state 'laws, in some cases, prescribe the nature of the co­
operative's relationship with its customers. For example, the
'Pennsylvania Acts of 1919, 1929, 1933 (Ag ricul tural Credit
Associations) , 1933 (Credit Unions) , and 1937 specifically
mention certain business relations between the co-operatives
and their custome rs.

Much of the confusion existing in the literature concerning co­
operatives is due to the improper use of certain terms. The most im­
portant terms concerned with co-operative operations are as follows :

(1) FARMERS' MARKETING AND PURCHASING CO-OPERATIVES

.These co-operatives market farm commodities and purchase
farm supplies for their members; some of them take title to

1 Co-operative agricultural associations not having capital stock and not conducted foc
profit are exempt from the corp orate loans tax as provided in the Act of J une 30,
18~.5, P. 1. 193. as last amended by tbe Act of April 25, 1929, P. 1. 669.

(19]



•

the goods, while "others do not. Some of these co-operatives
act purely as bargairiing agents, such as in the field of mar­
keting milk and eggs. These co-operatives are incorporated
under the Acts of 1887, 1919 and 1929.

(2) PRODUCTION AND MANUFACTURING CO-OPERATIVES

These enterprises engage in the actual production of goods.
A ~o-operative may be said to be engaged in production or
manufacturing if the basic nature of the product is changed
as it passes through the hands of the co-operative. Examples
of co-operatives engaged in actual production and manufac­
turing are those engaged in the production of: petroleum
products, fertilizers, some food products, paint products, farm
machinery, dairy products such as ice cream, butter and cheese.
Over one-half ' of the manufacturing co-operatives in Penn­
sylvania are engaged in the production of agricultural com-
modities. '

(3) CONSUMER CO-OPERATIVES

These enterprises usually operate as retail stores in urban
areas. They sell a wide variety of consumer goods, and in
some cases, semi-durable goods, such as household appliances,
including refrigerators, washers, and automobile supplies.
Most of these co-operatives are incorporated under the Acts
of 1887, 1919 2 and 1929.2

(4) CREDIT UNIONS

These. enterprises, incorporated under a special act in Penn­
svlvania in 1933. loan mouev to individual members in small
sums usually fa; the purchase of consumer goods. They may
accept the savings of their members as part payments on
the purchase of shares of stock. They may do business only
with their members.

(5) RURAL ELECTRlC CO-OPERATIVES

These enterprises, commonly referred to as REA Co-ops, may
be incorporated under a special act of the General Assembly
enacted in 1937. They may produce and sell electric power

1 By number.

2 Some of these agricultural co-operatives were classified as consumer co-operatives by
the U. S. Bureau of Labor Statistics because of the fact that they sell consumer goods
such as groceries and household supplies. See U. S. Bureau of Labor Statistics Bulletin
No. 750, 1943. .
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to their members only, who must reside in rural areas which
are not adequately served by other power producers. These
co-operatives are authorized to borrow capital funds from the
Federal Rural Electrification Administration.

(6) MEMBER

A member is a person who has paid a membership fee in a
co-operative, or who has purchased capital stock of the enter­
prise. In some cases, superco-operatives may be formed,
whose members consist of other types of incorporated co­
operatives. In the case of a non-stock co-operative, a person
may become a member by executing a contract with the co­
operative and transacting business with it.

(7) NON-MEMBER PATRONS

Persons who have not paid a membership fee in a co-opera­
tive and who have not purchased capital stock in the enter­
prise, but who transact business with the co-operative.

(8) RESERVES

There are reserve accounts which may be required by certain
state laws or which may be permitted by the Internal Reve­
nue Code. There are three types of reserve accounts ordi­
narily maintained by co-operatives:

(A) Liability reserves
These are created out of income for purposes of
meeting actual or contingent liabilities such as
taxes, fire losses, expenses of lawsuits.

(B) Valuation reserves
These are created out of income for the purposes
of maintaining asset accounts at their correct values
at all times. Typical examples of such reserve ac­
counts are: reserves for depr eciation of equipment
and reserves for bad debts.

(C) Capital reserves Of surplus accounts
These are set aside out of net income for purposes
of increasing the equity of the enterprise or for
providing for expansion of the enterpri,se.

(9) PATRONAGE REFUNDS OR PATRONAGE DIVIDENDS

These refer to net income of the co-operative which is paid
to members or patrons on the basis of the amount of business
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transacted with each. They may be.paid in the forms of cash,
shares of stock, certificates of equity, merchandise, or prop-
erty. '

(10) DIVIDENDS

These refer to the amount of the co-operative's net income
which is paid to stockholders on the basis of their stock
ownership in' the co-operative, They are paid in cash, but
may also be paid in other forms such as "the issue of addi­
tional stock or certificates of equity.

Since co-operatives and rnutu als are incorporated under a number
of special acts of the General Assembly and not under the regular
Business Corporation Act, the committee began its study of these enter­
prises by examining the provisions of these special incorporation acts.
With the exception of mutual insurance companies which were incor­
porated under the Act of May 17,1921, P. 1. 789, it was found that
co-operatives in Pennsylvania were incorporated under six separate
incorporation acts. The following tabulation indicates the number of
co-operatives incorporated under each of these acts -since the enactment
of the law.

NUMBER OF CO-O:rERATIVES INCORPORATED IN PENN­
SYLVANIA UNDER SPECIFIC INCORPORATION

LAWS AS OF MARCH 1, 1946 1

(Credi t (Rural Electric
Unions ) Co-operatives)

Acts oi us/4 1887 1919 i ; 2;i 1933 .. "'.,.,.. .. . . . . . .... . .1.)' .1 1

Number of Co-opera-
tives . . . . . . .... . . . 100 344- 429 70 80 11 2

The above tabulation was derived from lists of co-operatives which
were taken from the records of the Department of State by the Penn­
sylvania Department of Agriculture. The above tabulation does not
include unincorporated associations, savings banks and savings institu­
tions without capital stock, and cemetery and burial associations. The
following tabulation indicates the number of consumer co-operatives
incorporated under specific acts in Pennsylvania since 1874.

1 There are no agricultura l credit co-operatives in existence at the present time; these
co-ope rativ es were authorized by the Act of May 25, 1933. P . L. 1027.

2 The Federal Ru ral Electrific-ation Administra tion has reported 13 ruraJ electric co­
operatives in opera tion in Pennsylvania; see T able X II and X VII, Append ix.
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CONSUMER CO -OPERATIVES DOING BUSINESS IN
PENNSYLVANIA, 1946

(Number of co-operatives incorporated under specific acts)

T otalJ

No records existing in
Secretary of Commonwealth

Offi ceActs of " " ." . . ,' . 1874 1S87 1919 1929
Number of Co-opera.

tive s '". " . . . ,. " , 2 38 7 23 39 109

Source: U. S. Bureau of l abor Statistics, D irector}' of Consumer Co-operatives in U, S.,
1943, and Revised List. Records, Secretary of the Commonwealth Commonwealth of
Pennsylvania. '

The various acts permitting the incorpora tion of coo-operative enter­
prises in Pennsylvania' briefly contain the following provisions:

The Act of April 29, 1874, P, L. 73, Section 2, provided for the
incorp orat ion of non-profit corpora tions for the purposes of the encour­
agement of agriculture and horticulture. These corporations were
permitted to issue both common and preferred stocks. This act was re­
pealed in so far as it related to non-profit corporations by the N on­
profi t Corporation Act of May 5, 1933, P. L. 289, Section 2851.

The first important act of the General Assembly relating to co­
operatives was the Act of June 7, 1887, P. L. 365. Section 1 of this
act prov ided for the incorporation of co-operatives for the following
purposes: "Co-opera tive associations, productive and dist ributive, may
be incorporated under this act, . . . by any five or more far mers, me­
chanics, laborers or other persons, who shall have associated themse lves
together by wr itten articles of association, . . , for the pu rpose of
carrying on any agricultural, horticultural , mining, quarrying, build ing,'
mechanical , manufactu ring, cultivating, raising, trading or dea ling in
all kinds of goods, wares, merchandise, chattels, grains , vegetables,
roots , fruits and other produce, or animals for sale; food or other pur­
poses, or for the purpose of buying, selling, holding, leasing or ' im ­
proving lands, tenements or buildings. . . ." It may be observed
from the language of this act that co-operatives could be formed under
its provisions for a great variety of purposes ranging from the opera­
tion of retail stores to the regular manufacturing and production of
goods, From the standpoint of State taxation , however, there was little
advant age to be gain ed by co-operatives in incorporating under this act,
since such co-operatives were treated like regular business corpora tions;
hence, they were subject to the- corporation bonus charge, the capital
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stock and corporate loans taxes, stock transfer tax, and corporate net
income tax. Such enterprises are also subject to the unemployment
compensation 'tax unless they are engaged in strictly agricultural p~r­

suits with certain limitations or some other activity specifically exempt
by the' Unemployment Compensation Tax Act. These co-operatives
were permitted a corporate existence of only thirty years. They were
permitted to issue two types of stock, "permanent stock," which was
not withdrawable, but which could be transferred, and "ordinary stock,"
which could be transferred or withdrawn. The amounts of shares of

, either type of stock were limited to not less than five dollars per share
nor more than twenty-five dollars per share. The ad prescribed that
certain reserve funds should be set up; it also prescribed the method
of distributing net profits. .

Most of the farmer marketing and purchasing co-operatives in
Pennsylvania are incorporated under the Acts of 1919 or 1929, rather
than under the Act of 1887.1 This is because of the fact that the Acts
of 1919 and 1929 were specifically designed for the incorporation of
farmer co-operatives, and also because of the fact that these two acts
enable agricultural co-operatives to operate as special types of business
enterprises. 'By operating under the provisions of these two acts,
farmer co-operatives may obtain exemptions from certain regular State'
taxes and become subject to other forms of taxation specifically ap­
plicable to them only. Co-operatives incorporated under the Act .of
June 12, 1919, P. L. 466, may engage in the following activities: ag-
11~ 1L~_ .. _ .J .... ~ ...__~ 1; ... ,,"!':""""!-_ .....1.. ..,j ....... ~ ..... ; ...... r. ~_... 1~ ....... .......,:i'1;9"'-rP .J=11""' .. ~r'1,l.J.,..,i""'O i'"'lr"\l"1Ch_
.l.lLU.llU.LC, Ud..l.l Y.lHt), .1..1 v ~':)lU~1\.. .La.J.,:)J..1.lt), t'UU.lLl- y l-a....J ...u O ' .u.V.L.L,-"U ... L"-4"'--, ... .LH...".L~

room growing, beekeeping, horticulture, and other allied occupations.
The Act defines agricultural products to include: all agricultural, hor­
ticultural, vegetable, fruit, and fl9ricultura~ products of the soil, live
stock and meats, wool, hides, poultry, eggs, dairy products, nuts and
honey, but shall not include timber products. These co-operatives may
exist perpetually or for a term stated in the charter; they may also
carryon -business activities similar to those of other business enter-

1 Professor J.' K. Stern of the School of Agriculture. The Pennsylvania State College,
found that of the farmer co-operatives doing business in Pennsylvania in 1943, 2 were
incorporated' under the Act of 1887, 78 were inc~rporated under. the Act O! 1919, anP
63 were incorporated under the Act of 1929. while 34 co-operatives were incorporated
under the acts of ather States.

See J. K. Stern, Inventory of Farmers' Co-operat~ves, Pennsylvania, 1943. .
Bulletin 474, June, 1945, p. 4, The Pennsylvania State College, School of Agricul­

ture, Experiment Station.
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prises, such as the buying and selling of properties, the making of
contracts, the borrowing of money by means of notes , bonds, and
other evidences of debt. They may also own the stocks of other cor­
porations engaged in the buying or selling of agricultural products .

. Each member of the association shall have only one vote , and voting
by proxy is not permitted. ' '

Agricultural co-operatives having capital stock may be incor­
porated under the Act of April 30, 1929, P. L. 885. The act provides
that "co-operative agricultural associations, instituted for the purposes
poses of mutual help, having capital stock, may be formed . . . by
any number of persons, not less than five, engaged in agriculture. For
the purposes of this act, all persons engaged in agriculture, dairying,
live stock raising, poultry raising, floriculture, mushroom growing,
beekeeping, horticulture, and other allied occupations shall be deemed
to be engaged in "agriculture." 1 These associations may engage in
the buying and selling of agriculture products, and take title to such
products, and may, as agent for its stockholders or any of them perform
for them services connected with the production, preservation, drying,
grading, canning, storing, handling, utilization, marketing, or sale of
agriculture products produced by them; and for the agricultural pur­
poses of such stockholders, may perform for them services connected
with the purchase or hiring for or use by them of supplies, including
livestock, machinery, and equipment, and the hiring of labor, or any
one or more of the kinds of service specified in this section ." These
co-operatives have corporate powers similar to those of regular busi­
ness corporations. For. example, they may buy and sell properties,
make contracts, and may own stock in other corporations which are
engaged in the buying and selling of agricultural products. The Gen­
eral Assembly in Act No. 358, May 23, 1945, broadened the powers
of these associations by permitting .them to own sto~k in corporations
engaged in the freezing, refrigerating, warehousing, packing, and
processing of agricultural products. These associations may issue both
common and preferred stocks, but common stocks may be sold to
patrons only . Dividends on both common and preferred stocks are
limited to six percent per year. In the distribution of pa.tronage divi­
dends, patron stockholders and non-stockholder-patrons shall be en-

1 The Act does not permit these co-operatives to engage in lumbering.
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tided to patronage refunds at the same rate. This latter provision was
added by the General Assembly in Act No. 358, 1945, mentioned
above . Common shareholders may have only one vote, and voting
by proxy is not permitted unless the association has more than 500
common shareholders. The act also provides that the association must
set aside ten percent of the total net earnings annually for a reserve
fund until the reserve fund shall equal at least thirty percent of the
paid up capital stock. These associations are subject to the corporation
bonus charge, the stock transfer tax, and the co-operative agricultural
association corporate net income tax. This latter tax was enacted by
the General Assembly under the provisions of Act No. 360, May 13,
1945.

Agricultural co-operatives incorporated under the Acts of 1919
and 1929 are required to file annual financial reports with the Secre­
tary of the Pennsylvania Depar~ent of Agriculture, as well as with
the Dean of the School of Agriculture, the Pennsylvania State College.
The General Assembly in Acts 357 and 358, May 23, 1945, supple­
mented the requirements concerning the filing of annual reports by
these co-operatives. The Secretary of Agriculture is given power of
enforcement concerning these reports, and if such co-operatives do not
file reports for three successive years, and if such co-operatives are
determined to have ceased operations, the Secretary of the Common­
wealth may proceed with involuntary dissolution of such associations.

Co-operative agricultural credit associations having capital stock
were permitted to incorporate under the provisions of Act or May 25,

1933, P. L. 1027. These associations were authorized to assist regular
agricultural co-operatives in their borrowing activities with the Federal
Intermediate Credit Banks and the Reconstruction Finance Corpora­
tion. Little use was made of these special co-operatives, and there are
none in existence ' at the present time.

The newest type of co-operatives in operation in Penasylvania 1

and in the country at large are the credit unions and the rural electric
co-operatives. These co-operatives have experienced a very rapid
growth both in Pennsylvania and in the entire country. Like some of
the other co-operatives, these associations are also incorporated under
special acts of the General Assembly. The credit unions are author-

1 With the exception of artificial livestock breeding co-operatives,
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ized to incorporate under the provisions of the Act of May 26, 1933,
P. L. 1076. The incorporation act states. that "a credit union shall
be a co-operative society, in the nature of a corporate entity, incor­
porated for the purpose of promoting thrift among members and cre­
ating a source of credit for them, at legitimate rates of interest." These
co-operatives may receive savings of members .as payments of shares
of stock; they may also make loans only to members and other co-op­
erative associations. They are under the supervision of the State De­
partment of Banking, and must file annual reports with this depart­
ment. The capital of credit unions consists of the payments that have
been paid in on shares of stock. The par value of shares shall not
exceed $10 per share and membership fees shan not exceed $1.00 per
member. A member shall have only one vote , and voting by proxy
is not permitted. Interest rates on loans to members shall not exceed
the rate of six percent per year when discounted on loans which are
repayable in equal installments, or the rate of twelve per cent per year,
when calculated on the unpaid principal balances . The act requires
that all entrance fees and 20 percent of the annual net earnings shall
be set aside as a reserve fund which may not be loaned out to members.
The act further provides that the sum annually set aside as a reserve
fund may be reduced under certain prescribed conditions when ap­
proved by the Secretary of Banking. Credit unions are not subject
to any State faxes in Pennsylvania at the present time.

Rural electric co-operatives may be incorporated under the pro­
visions of Act of June 21, 1937, P. L. 1969. They may produce and
sell electric power to members only in rural areas who are not receiv­
ing central station service. They may assist in the wiring of the
premises of persons in rural areas or assist in the acquisition, supply
or installation of electrical or plumbing equipment. They may also
furnish members with electrical and plumbing equipment. Members
have only one vote and voting by proxy is permitted. These co-oper­
atives are required to operate as non-profit corporations, and the act
prescribes that any income in excess of that required for the operations
of the enterprises shall be returned to the members on a pro rata basis,
according to the amount of business done with each during the period,
either in cash, abatement of current charges, or in general rate reduc­
tions. These enterprises are subject to no State regulations so long as
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they serve members only. They are not required to file reports with
any State department. They are subject to a single State tax which
amounts to $10 per 100 members per year.

In summary, the co-operative enterprises now in operation in
Pennsylvania, exclusive of mutual insurance companies, have been in­
corporated under six special incorporation acts; the Act of 1874, under
which some of the earlier co-operatives were incorporated, has been
repealed. Many of the consumer co-operatives and very few farmer

I

co-operatives are incorporated under the Act of 1887. Although the
provisions of this act are very broad, enabling a co-operative to engage
in almost any type of ~gricu1tural, mining, manufacturing, commercial,
or trading activity, there is no advantage which will 'accrue to a co-op­
erative in the matter of State taxation by incorporating under this act.
This is because of the fact that co-operatives incorporated under this
act are subject to the same State taxes as are paid by regular corpora­
tions. Agricultural co-operatives incorporated under the Acts of 1919
and 1929 are restricted in their operations to those connected with
agriculture; furthermore, the acts affecting these co-operatives place
certain restrictions upon their business operations, such as restrictions
on the use of capital stock, the payment of interest and dividends, and
the establishment of required reserves. These co-operatives, however,
benefit from certain State tax exemptions and become subject to others
specifically applicable to them and thesewill be discussed in a later
section of this report. Credit unions are restricted in their operations
to transactions with members only; furthermore, ~hey are subject to
supervision by the State Department of Banking. Most of these organ­
izations are very small in the matter of their annual gross receipts.
The U. S. Treasury Department has reported that on the average the
State-chartered credit unions received gross income of $2,900 each
in 1943; nearly two-thirds of all credit unions received gross income
less than $1,000 each in the same year. , Credit unions, however, at
present are subject to no State taxes in Pennsylvania. The rural electric
co-operatives, like the credit unions, are restricted to transactions with
their members only, who must reside in rural areas which are not
adequately served with electric power. These co-operatives are re­
quired by law to operate as non-profit organizations, and they therefore,
cannot operate as profit ventures. These co-operatives are not subject
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to any supervision by any State department; they also are not subject
to any State taxes, with the single exception of a very nominal annual
license fee which amounts to $10 per 100 members . Although' certain
types of co-operatives receive Federal tax exemptions, they must con­
duct their business operations according to a prescribed set of regu­
lations which are provided by the Federal Internal Revenue Code and
by the Treasury Regulations. -
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Part II

THE GROWTH OF CO-OPERATIVE BUSINESS
ENTERPISES IN UNITED STATES

The first co-operative business enterprises in United States were
mutual fire insurance companies organized by groups of farmers well
over one hundred years ago. There is also evidence tha t co-operative
cheese plants were in operation as early as 1810. The co-operative
movement grew rapidly , especially during periods of agricultural eco­
nomic distress , when groups of fa rmers organized in order to obtain
additional m arke ts, better prices for their produce sold , and also to
obtain lower prices On goods purch ased. The growth of co-operatives
was especially rapid during the period of the depression in 1872-1877,
in 1920, and after 1929. There has been a very marked growth in the
number and volume of business of certain special types of co-operatives
since 1929. These types of co-operatives include those engaged in the
actual production and manufacture of goods,' consumers co-operati ves,
credit unions, and rural electric co-operatives.

The growth of farmers' marketing and purchasing co-operatives
has been rapid since the first World War. The statistics presented
in 'Tables I, II, III Appendix indicate the growth of these co-operatives

. since 1913. Their gro"vi.h illa y be measured by the numb er of 2.S $C~!2.­

tions, the number of members , and the dollar volume of business trans­
acted. In 1913 there were 2,988 farmers' marketing co-operatives. In
1929-1930 marketing season these co-operatives reached their peak
of growth .with respect to the number of such associations; in this
marketing season 10,546 such associations were in business; by 1944
there were 7,522 such units . In 1913 there were 111 farmers' pur­
chasing co-operatives, but by 1944 there were 2,778 such units. There

1 A producti on or manufacturing co-ope rative has pr eviously been defined as one en­
gaged in any business activi ty in which th e basic natur e of the product is changed in the
production or manufacturing p rocess. Th e U . S. Bureau of Labor Statist ics includ es the
followin g in co-operative production activi ties : food pro ducts, chemical products, coal,
crud e oil, pipeline operati ons, refined petroleum ,products, grease, pr in ting, paint, lu m­
ber and shingles, shelving, poult ry and poultry produ cts, inseoticides, feed, seed, fertil-
izer, and farm machinery. (Bul, No. 843. Sept. 14, 1945). .
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has been a steady growth in the number of farmers' purchasing asso­
ciations since 1913. In 1915 the farmers' marketing co-operatives had
a membership of 591,683 members; by 1944 this number had increased
to 2,730,000. The purchasing co-operatives had a membership of
59,503 in 1915, but by 1944 there were 1,520,000 members in these
units. In 1913 the marketing co-operatives transacted a volume of
business valued at $304,385 ,000 ; by 1944 this business had increased
to $4,430,000,000. In 1913 the purchasing co-operatives transacted a
volume of business valued at $5,928,000; by 1944 this business had
increased to $730,000,000. The higher price level during the war
years was responsible for some increase in this dollar volume of
business.

The House Committee on Small · Business, which held hearings
during the past year on the subject of the competition between co-op­
eratives and regular business corporations, commented upon the growth
of farmer.co-operatives as follows:

" . . . the committee has prepared a chart which indicates the
relationship between farm co-operative marketing volume and
the total farm product sales and the gross consumer expenditures.
It is interesting to note with respect to farm marketing in 1932
when the percentage reached 36.8 percent that the trend had been
upward until that year and since 1932 has been downward, reach­
ing 21.6 percent in 1944. The percent of total consumer expen­
ditures represented by the dollar volume of farmers' co-operative
business has never exceeded 5 percent, in fact since 1925 this per­
centage has fluctuated between a low of 2.53 percent and a high
of 4.64 percent.

In view of these astonishing statistics the committee does not
see anything alarming, or particularly noticeable, from a Nation­
wide viewpoint in the dollar volume of business done by co-opera­
tives during 1944." 1

In 1914 there were 1,947 farmers' mutual fire insurance com­
panies in the country with $5,264,119,000 of insurance in force; in
1941 there were 1,885 such mutual companies with $12,51'8,913,000 of
insurance in force (Table IV, Appendix); although there was a slight
decrease in the number of such mutual companies at various times

1 House Committee on Small Business, The Competition of Co-ope ratives with Other
Forms of Business Ente rpri se, First Interim Report, Pursuan t to H. Res. 64, p. 24, April
9, 1946.
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during this period, the amount of insurance in force continued to in­
crease during the period.

In 1943 the Farm Credit Administration reported 40,812 farmers;
co-operative organizations of all types which were serving 11,296,121
members and participants.' These farmer cooperatives were classified
according to the following functions: production, marketing and pur,­
chasing, financing, mutual fire insurance companies, mutual telephone
and mutual electric power companies, and burial associations. These
statistics are presented in Table V J Appendix.

The importance of specific agricultural commodities in the busi­
ness of farmer co-operatives is indicated by the statistics presented in
Table VI, Appendix, which indicates the trends in selected years from
1913 to 1943. It is apparent from this table that four 'commodity
groups were of primary importance to these farmer co-operatives,
These commodity groups and their relative importance in the 1942-1943
marketing season were as follows:

Percentage of Farmer
Co-operative Market­
ing and Purchasing

,Business in
1942-1943

25.1%
18.5
15.8
11.9

Commodity Group
Dairy products .
Grain, dry beans, rice .
Livestock .
Fruits and Vegetables .

In the 1942-1943 marketing season 4.4 percent of the farmer
co-operative business was transacted in the cotton and cotton products
industry and 3.8 percent in the poultry and poultry products industry.

Since 1929 the growth of business transacted by co-operative enter­
prises has been especially rapid i~ the fields of actual production of
goods, retailing (consumer co-operatives), the lending of funds by
credit unions, and the production and sale of electric power by rural
electric co-operatives. The U. S. Bureau of Labor Statistics reported

1 Statistics of farmer co-operatives for the 1944-45 marketing seasons have not been
compiled as yet by the U. S. Department of Agriculture. This figure of 40,812 co-opera­
tives is large in comparis-on with the number Iof farmers' marketing and purchasing co­
operatives previously quoted because of the fact that this latter figure includes all
types of co-operatives serving farmers.
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that there were 26,673 consumer co-operatives engaged in business at
the end of the year 1944. These consumer co-operatives, operating
locally, transacted a volume of business valued at $1,604,860,479. The
statistics presented in Tables VII and VIII} Appendix, i~dicate the
growth of consumer co-operatives in the United States in the period
from 1929 to 1944. These statistics indicate the growth of these enter­
prises as measured by the number of associations and their dollar vol­
ume of business. A summary of the trend of development of specific
types of consumer co-opera~ives during the period 1929 to 1944 is pro­
vided in Table IX, Appendix. The development of these enterprises
is measured by the number of associations, the number of members, and
the dollar value of. _business transacted. The statistics presented in
Table X J Appendix, show the business transacted by wholesale co-op­
erative associations, by commodities, in 1944. In order of their eco­
nomic importance, these commodities were as follows: petroleum
products, farm supplies (including feed, seed, and fertilizer), food
products, building materials, paint, tires, tubes and accessories, coal
and farm machinery.

The growth of credit unions in the period from 1929 to 1944 has
been especially rapid. In 1929 there were 974 credit unions with a
membership of 264,908 members, and a volume of business (loans)
of. $54,048,000. In 1944 there were 9,099 credit unions (5,051 with
state charters and 4,048 with federal charters) with a membership of
3,027,694 and a volume of loans of $2J2,305,479. The statistics pre­
sented in Table XI, Appendix, indicates the growth of credit unions in

the period from 1929 to 1944.

The newest type of co-operatives, the rural electric co-operatives,
have made phenomenal progress and growth since 1936. The follow­
ing table illustrates the growth of rural electric co-operatives in United

States since 1936:
Federal

Number of Funds Advanced Number of Consumers
Year Co-operatives (Cumulative) (Oumulative)

1936 275 $823,262 693
1939 575 122,337,824 268,242
1940 700 221,287,287 567,998
1942 810 354,616,010 981,193
1944 ,........ 887 387,63'0,670 1,152,031

Source: Annual Reports, Rural Electrification Administration; 0l!e~ations of Consum-_
ers' Co-operatives in 1944, BuL No. 843, U. S. Bureau of Labor Statistics, (September 14,
1945).
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The statistics presented in Table XlI, Appendix, show the status
of rural electric co-operatives in all states as of June 30, 1944, as meas­
ured by the number of borrower associations, the funds advanced by the
Rural Electrification Administration, and the number of consumers
served by these associations.

The growth of co-operatives in the field of actual production and
manufacturing is of considerable interest; this growth was very rapid
during the years 1943 and 1944. The statistics presented in T able XlII,
Appendix, show the dollar value of production hy commodity groups
of all co-operatives for the years 1943 and 1944. The dollar value of
co-operative production increased from $31,104,255 in 1943 to
$65,255,203 in 1944. This rapid growth in production W4S primarily
in the fields of refined petroleum products, lumber and shingles, feeds,
seeds, and fertilizers .

Undoubtedly the most comprehensive statistics available on the
number of co-operatives and mutual organizations and their volume of
business transacted in United States are those published by the U. S.
Bureau of Internal Revenue. These statistics indicate the number of
co-operatives and mutuals doing business in United States in 1943, as
determined by those enterprises filing income tax returns with the Bu­
reau in 1944. These statistics are presented in Tables 1 and 2 of the
text. For purposes of classification the bureau divided the co-operatives
and. mutua Is into two groups ; the first group consisted of those enter­
prises which engaged only in regular business or "commercial" activi­
ties (Table 1) ; the second group consisted of those enterprises which
engaged primarily in non-business functions such as many non-profit
institutions such as business leagues, labor unions, educational and
employee benefit institutions and associations, (Table 2). The bureau
reported 24,045 co-operatives engaged in business functions in 1943;
these enterprises reported a gross .income of $3,206,572,000 which was
exempt from Federal taxes.' The most important group of co-oper­
atives in this first classification was the farmers', fruit growers ', live­
stock, and dairy co-operatives which numbered 4,397 enterprises with
a gross income of $2,233,904,000 in 19143.

11Actually it is the net income which is exempt from taxation because of the fact that
cost of goods sold items .and other regula'! business expenses may be deducted {rom
gross income in arriving at net income. In this case., cost of g~ods sold items and
business expenses represent 84 per cent of the gross Income. leaving $502,36~.OO net
income exempt from taxation.



Table 1
. .

TAX~EXEMPT BUSINESS ORGANIZATIONS IN
UNITED STATES-1943

Num ber 1 T otal gfOJJ
of income alld

return! receip ts
322 $445,220,000
28 877,00 0

3,461 170,344 ,000

3,458 8,484 ,000
1,188 19,288,000

176 4,27 3,000
765 6,087,000
406 571,OQO

1,017 54,144, 000

1,459 28,364,000

4, 397 2,2 33,904,000
27 1,447,000

934 15,221,000
3,092 5,031,000
1,301 110, 357,000
1,498 8,909,000

498. 14,092,000

T ype of Organiztllion
Mutual savings banks-Savings department _ .
Mu tu al savings banks- Life insu rance department _ .
Build ing and loan associatio ns, savings and loan associatio ns

(n ot Federal ) , co-operative banks organized in Massachusetts
Co-oper ative banks except th ose orga nized in Massachusett s,

credit uni ons including those in Massachusetts but not Federal
Cemetery comp anies and associatio ns _.
Local benevolent life insurance associati ons _ _. _
Mutual d itch or ir rigation compa nies _ _
Mutual or co· operati ve teleph one companies _. _. _
Mutual ru ral electrifi cation organizat ions, and o ther mutual

organ izations exempt und er subsectio n (10) __ .
Mutual insur ance comp anies o r associa tions other th an life or

marine; fa rmer' s mutual h ail, cyclone, fire or casualty insur-
ance comp anies , ." .

Far~ers ' , f~it:growers', livestock and dairy co-operatives, and
like associations _ _ _. _. . _.

Crop financing associations _ _ .
Financing and holding companies .
Federal cred it unions , _ _ .
Federal Savings and loan associat ions .
N ation al far m loan associations " __ .
Production credit ' associations .
Federal intermediate credit bank s, Federal land banks, banks of

co-operatives , ,production cred it corpora tions, and other cor­
porati ons organized under th e Act of Congress, which are
instrumentalities of the Un ited States hu t are not wholl y
owned by the Uni ted States . 18 79,959,000

T otal _... . _. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,045 $3,206,572 ,000
---

1 Re tu rns filed wi th Bureau of Intern al Revenue through D ec. 31, 1944. Source:
U . S. Treasury D ept ., "Supplement to Statiu ics of Income j01' 1943, Pari 2," pp .
9·10, (N ovember, 1945) .

Table 2

TAX~EXEMPT ORGANIZATIONS IN UNITED STATES
WHOSE PRIMARY FUNCTIONS' ARE NON~

BUSINESS ACTIVITIES, 1943

$389, 686,000
310,893,000

78,793 ,000

T otal gross
income and

receipts

12,718 ,000
3,904,000
8,8 14,000

1944. Sourc e:
Pari 2," pp.

28,638
27,29 7

1,341

N u mber 1

of
returns
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T ype of Organization
Labor organi zations:

1. Tota! - . - ..
2. N ot engaged in busin ess activiti es .
3. Engaged in bu siness activi ties . . . .... • . .. .. . - .

AgriCultural and horticultural org anizati ons, county fair s, State
fairs, fa rm bur eaus :
1. Total 955
2. Not engaged in business activities 505
3. Engaged in business activi ties - . . . 450

1 Returns tiled w ith Bureau of Internal Revenu e th rough Dec. 31,
U . S. Treasury D ept ., "S up plement 10 Statisti cs of Income fo r 1943,
7 and 8, (November, 1945).



8,549 189,823,000
4,523 57,247,000
4,026 132,57~,000

7,297 144,038,000
4,303 16,164,000
2,994 127,874,000

423 48,077,000
363 35,421,000

60 12,656,000

6 1,502,000
6 1,502,000

./

Table 2-Continued

Type of Organization
Literary organizations, library associations, scientific or research

organizations, educational organizations, schools, colleges,
charitable organizations, hospitals, community funds or
foundations, Boy Scouts, Girl Scouts, Y. M. C. A., y. W.
C. A.:
1. Total .
2. Not engaged in business activities .
3. Engaged in business activities .

Business leagues, chambers of commerce, real estate boards,
boards of trade, manufacturer's associations, trade associations,
advertising clubs, audit bureaus, inspection bureaus, bar asso­
dati-om:
1. Total .
2. Not engaged in business activities .
3. Engaged in business activities , .

Local association of employees devoted to charitable, educational
or recreational purposes; civic leagues or 'Organizations for
the promotion of social welfare; American Legion:
1. Total .
2. Not engaged in business activities .
3. Engaged in business activities .

Clubs organized for pleasure or recreation social clubs, country
clubs, Greek ..Ietter fraternities and sororities, AAA motor
clubs, sport and athletic clubs, service clubs, rotary clubs:
1. Total .
2. Not engaged in business activities .
3. Engaged in business activities .

Employee's beneficiary associations paying .life, sick, accident,
or other benefits to the members or their dependents:
1. Total , .
2. Not engaged in business activities .
3. Engaged in business activities .

Teacher's retirement fund associations of a purely local char­
acter:
1. Total , .
2. Not engaged in business activities .
3. Engaged in business activities .

United States Employee's beneficiary associations paying life, sick,
accident, or other benefits to the members, their dependents, or
beneficiaries:
1. Total .
2. Not engaged in business activities .
3. Engaged in business activities .

Number 1

of
returns

8,901
5,411
3,490

5,695
4,453
1,242

138
132

6

Total gross
income and

receipts

$828,427,000
404,107,000
424,320,000

185,024,000
124,543,000

60,481,000

3,752,000
2,548,000

. 1,204,000

TOTAL TAX-EXEMPT ORGANIZATIONS WHOSE PRI­
MARY FUNCTIONS ARE NON-BUSINESS ACTIVITIES:
1. Total .
2. Not engaged in business activities .
3. Engaged in business activities , : .

60,602 $1,803,047,000
46,993 956,329,000
13,609 846,718,000

1 Returns filed with Bureau of Internal' Revenue through Dec. 31, 1944. Source:
U. S. Treasury Dept., "Supplement to Statistics of Income for 1943, Part 2}JJ pp.
7 and 8, (November, 1945).
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In the second group of co-operatives engaged in non-business func­
tions, 60,602 such enterprises filed returns in 1943 and reported a gross
income of $1,803,047,000 which was exempt from Federal taxation.'
In this group the labor organizations were the largest numerically, with
28,638 associations reporting a gross income of $389,686,000; the
next most important group numerically consisted of the non-profit edu­
cational and charitable organiaztions which reported the largest amount
of gross income of any such group; this amount of income in 1943
was $828,427,000.

It should be carefully observed that even these statistics reported
by the Bureau of Internal Revenue are incomplete for several reasons.
First, many co-operatives are legally excused from filing income tax
returns with the Bureau of Internal Revenue; second, many co-opera­
tives which should have filed returns failed to do so. The fact that
many co-operatives are legally excused from filing returns makes the
total returns appear much smaller than is actually the case. An exam­
ple in point is the fact that although there are approximately 177
farmer co-operatives doing business in Pennsylvania under the Acts
'0£ 1919 and 1929, only S5 such co-operatives filed income tax returns
in 1943. These 5S farmer co-operatives doing business in Pennsylvania
reported a gross income of $25,059,000 in 1943, whereas the gross
income of all the 177 farmer co-operatives in the same year was
$102,000,000 as reported by Professor Stern in his recent survey of
farmer co-operatives in the State."

1 In this case cost of goods sold items and regular business expenses represent about
83 percent of the gross income, leaving $269,642,000 net income exempt from taxation.

2 ]. K. Stern, op. cit., p. 4.
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Part III

THE GROWTH ·OF CO-OPERATIVES
IN PENNSYLVANIA

The history of organized co-operatives in Pennsylvania began in
1866 with the operation of cheese plants in SpringVill e, Bridgewater,
and New Milford in Susguehanna County and in Spring Hill in Brad­
ford county.1 The earliest purchasing co-operative in Pennsylvania
was one established in 1875 by the State Grange. The co-operative
movement in the state expe rienced a rapid growth following the first

World War. In 1929 there were 74 co-operative retail (consumer)
organizations in Pennsylvania with an annual sales volume of

$4,150,749 ; by 1939 there were 136 such retailers with an annu al
sales volume of $5;511,000. The sales made by these co-operatives,
however, constituted only about one-tenth of one percent of the total
retail sales in the state. The most recent information indicates that

the re :vere 109 consumer co-operatives doing business in Pennsylvania
in 1944.2 In 1929 there were 28 co-operative wholesale organizations
with an annual sales volume of $24,500,524 ; by 1939 there were 37
co-operative wholesale organizations with an annual sales volume of
$39,613,000. The co-operative wholesalers did approximately one
per('f'nt of thf' t0ta! wbolesale busin ess in the state . I!! 1939 there
were 21 co-operative manufacturing establishments which produced
goods valued at $1,647,354, or 0.3 per cent of the total value of goods
produced by all types of business in the state. Most of these co-oper­
ative manufacturers were engaged in the production of agricultural
commodities, or commodities for farm use. The statistics of co-oper­
ative retailing, wholesaling; and manufacturing in Pennsylvania as
repo rted by the Bureau of the Censu s for 1939 are presented in T ables

XIV, XV, and XVI, Appendix.

In the 1934-1935 marketing season there were 155 farmer buying

1 See Manning, F. E. A. H istory of Agricultural Co-operation in Pa. (Un'published.)
Th e Pennsylvania State College, School of Agriculture Librar y. .

2 U. S. Bureau of Labor Statistics, Directory of Consumer Co-operatives in U. S., 1943,
and Revised List, 1945.
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and selling co-operatives which did $36,310,000 worth of business"; in
1943 there were 177 such farmer organizations which did over 102

million dollars worth of business. - T he statistics of farmer co-oper­
atives operating in Pennsylvania in 1943 are presented in 'fable 3 of
the text. These statistics, compiled by Professor J. K. Stern of the
Pennsylvania State College, School of Agriculture, are believed to be
the most comprehensive statistics available on the subject of farmer
co-operatives in Pennsylvania. The data were obtained by analysis of
the annual reports of farmer co-operatives filed with the Pennsylvania
Department of Agriculture.

TABLE 3

INVENTORY OF FARMER CO-OPERATIVES DOING
BUSINESS IN PENNSYLVANIA IN 1943

Volume of Busi-
Type of Number Number of Number of ness in Million.'

Co-operative of Units Members Patrons of DoJlars

Marketing:
Milk ......... , .. . . . .. 36 21,324 20,596 43
Eggs and Poultry . . . , . .. 8 8,054 8,335 11
Fruit and Vegetable . . .. 14 2,342 1,856 4
Livestock . .... . .. .. . . . 9 3,149 7,908 3
Wo ol ... . . . .. . .. . .. ... 22 4,859 3,864 Y3

Purchasing ....... . . . . . . . 83 52,903 129,745 40
Others • • • 0 • •• • •• •• • • • • • 5 435 416 113

Totals . . . - .. ..... . 177 93,066 172,720 102
- --- -

(Includes only farmer-owned and farmer-cont rolled co-operatives incorporat ed -under
Pennsylvania Acts of 1887, 1919, and 1929 and 34 co-operatives incorporated und er laws
of others states ) .

Source: J. K. Stern, In ventory of Farmers' Co-op erotioes in Pennsylvania, 1943, Bulle­
tin No. 474, Pennsylvania State College, School of Agricultu-re, Experiment Station,
June, 1945.

The statistics presented in Table 4 of the text indicate the growth
of farmer co-operative business in Pennsylvania during the periods of
1934-1935 and 1942-1943 marketing seasons." This growth in farmer
co-operative business is measured by the number of associations, the
number of members, and the dollar value of products sold. These
statistics show that in the period between these two marketing seasons
there was a considerable growth in the business of farmer co-oper-

1 U. S. Farm Credit 'Administration, Suaistics of Farmed Co-operative Business Organ­
iz ations , 1920-1935, p. 122, (May 1936) .

2 Statistics for the 1944-1945 market ing season are not ava~ able .
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atives in the sale of dairy products, purchasing of farm supplies, the
sale of. poultry products, livestock, and fruits and vegetables. There
was some slight growth in the sale of wool and mohair, and an actual
decrease in the sale of grain and dry beans.

The business activities of farmer co-operatives in Pennsylvania in
1943 were analyzed by Professor J. K. Stern of the School of Agricul­
ture, the Pennsylvania State College.' He has described the business
activities of the most important farmers' marketing and purchasing
co-operatives as follows:

Dairy Co-operatives

·'In 1943 there were 36 dairy co-operatives in Pennsylvania with
21,324 members. These co-operatives sold 43 million dollars of milk
in 1943. This accounted for more than one-third of the milk sold at
wholesale by Pennsylvania farmers. Of the 36 dairy co-operatives, 24
were of the bargaining type, and of these, 19 owned no facilities."

Eggs and Poultry Co-operatives

"In 1943 there were 8 independent egg co-operatives in Pennsyl­
vania, 5 of them operating auctions. Three of the latter group also
marketed poultry. Some of the egg co-operatives transport the products
from the farm to the co-operative headquarters. Some of them also
negotiate between buyers and sellers on the matter of price and quality.'

Fruits and Vegetables
"F'r, nr..."r-::If"juP ,...,..,'lrL-"'f-: ....".,. ,,~ ( ... ,~~'" r\ .... A YTa .... ""~r\hl"',.. 1-..,.. ... 1-..",,..,,,,""",,, ..... c................... - ....... r _.... - ...... W -- ... .L ....~ ...... ~"""' .... ..L.L.J..b l....I.L L.I. u..J.L.'-' "'..1..1.\.,1.. Y \w.5Ilrr.".L~ .......L\.,,~ J...J.LL~ LJ .....'-vJ.~.t'- VJ..

importance in Pennsylvania since 1921. In 1943 there were 14 fruit
and vegetable co-operatives with 2,300 members, doing 4114 million
dollars of business. The commodities marketed in order of importance
were potatoes, grape juice) apples, mushrooms and tomatoes."

Livestock

"The livestock co-operatives in Pennsylvania include two regional
co-operatives and two local auction co-operatives, all of which operate
on a commission basis. In addition, there are three artificial breeding
co-operatives and two incorporated bull associations. The livestock
co-operatives have proved of great value to Pennsylvania farmers in
the grading and marketing of livestock. The two large co-operatives

1 J. K. Stern, op. cit., p. 5.
[ 40}



TABLE 4

STATISTICS OF FARMERS t MARKETING AND PURCHASING ASSOCIATIONS IN
PENNSYLVANIA 'POR THE 1934-1935 AND 1942-1943 MARKETING SEASONS

D airy Products Fruit: and Vegetables MiJeeJlaneo1!J 1 Purcbaslng

1934-1935 1942-1943 1934-1935 1942-1943 1934·1935 1942-1943 1934-1935 1942-1943

Associations Listed .. . . . . . . . . . 29 37 10 13 5 3 75 87
Estimated Members . . . . .. . . .. 43,000 21,600 1,200 3,000 1,300 160 14,000 30,000
Estimated Value of Business ., . $28,760,000 $37,650,000 $2 ,000,000 $3,000,000 $340 ,000 $300,000 $3,200,000 $19,000,000,...,

o!>- Poultry & Poultry Grain, Dry Beans...
....... Products Wool & Mohair and Rice Lioestocl:

1934-1935 1942-1943 1934-1935 1942-1943 1934-1935 1942-1943 1934-1935 1942·1943

Associa tions Listed . . . . . . . . . . . 5 7 26 31 2 2 1 1
Estimated Members .. . . .... ... 1,800 6,700 3,600 5,400 1,500 230 800 6,000
Estimated Value of Business . .. $960,000 $7,000,000 $180,000 $320,000 $500,000 $150,000 $320,000 $8,750,000

1 Includes associations handling commodities not specified above, tho se handling several types of commodities, and those furnishing special
marketing or other services.

Source : U. S. Farm Credit Administration, Statistics of Farmers' Marketing and Purcharing Co-operatives, 1942·1943 Marketing Season,
Misc . Report No . 70, january, 1944, pp. 17-20; Statistics of Farmers' Co-operative Business Organizations, 1920-1935 , Bul. No.6, May, 1936,
i'p. 118-120.
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sold more than one million dollars of livestock and purchased more
than one million dollars of feeder cattle for them in 1943. The two
auction co-operatives handled another million dollars' of livestock
in 1943 ."

Wool

"In 1943 there were 22 active wool marketing co-operatives in
Pennsylvania, all incorporated under the 1919 Act. They have 5,000

patrons and a sales volume of $300,000 . About 90 per cent of all the
wool marketed through wool pools was handled by these co-operatives
and about 90 per cent of all the wool produced in Pennsylvania, except
in Greene and Washington counties ;. was marketed through these
pools."

Purchasing Co-operatives

"In 1943 there were 83 purchasing co-operatives in Pennsylvania
with a membership of 52,903 farmers. These co-operatives purchased
supplies for their members valued at 40 million dollars. The 83 co-op­
eratives may be divided into the following types of organiaztions:-

Regional co-operatives and their affiliated branches 52
Local independent co-operatives .. -. . . . . . . . . . . . . 14
Potato Growers' co-operatives 17

"More than one-half of the business of purchasing co-operatives
was car-door business or did not go through a warehouse. This pro­
portion, however, is decreasing as farmers are demanding more services
from the co-operatives and are will ing to pay the cost of that service.
More than one-halt of the total business of purchasing co-operatives
was for cash, and at least 80 percent of it was paid within 30 days.
The most important commodities handled by the purchasing co-opera­
tives were feeds , seeds, fertilizers, gas and oil, hardware and farm
equipment, and seed potatoes."

Other Co-operatives

"In addition to the other farm co-operatives op erating in Penn­
sylvania there are 4 special types of co-operativesc-s-'

Smicksburg Co-operative Lime Association. (1919 Co-operative
Act. ) This co-operative operates a lime manufacturing plant and
provides members with lime at cost.

1 The se co-operatives, incorporated under the Co-operative Acts of 1919 and 1929.
benefit by certain State tax exemptions which will be discussed in detail in a later section
of this repent.



Lake Erie Honey Producers' Co-operative. (1929 Co-operative
Act.) This co-operative buys bees and bee supplies and sells
honey and wax.

Atlantic Seed Stocks Co-operative. (1929 Co-operative Act.)
This co-operative was incorporated under the 1929 Act and was
first located at Hanover, Pennsylvania ; later it moved to Ellicott
City, Maryland. This co-operative produces various types of seeds.

The G. L. F. Coudersport Produce Co-operative, incorporated
under New York laws in 1940, operates a flour mill. ,

"In 1944, the Potter Seed Potato Growers' Co-operative Associa­
tion was organized at Ulysses to provide potato storage facilities."
(1919 Co-operative Act.)

"In the same year the Pennsylvania Tobacco Growers.' Co-opera­
tive was organized at Lancaster." 1 (1919 Co-operative Act.)

"The Pennsylvania Soybean Co-operative Association was oper­
ated at Jersey Shore. (1929 Co-operative Act.) It owned and operated
a soybean processing plant. The latest information indicates that this
plant has been sold to a private enterprise."

Professor Stern has summarized his findings as foll ows:"

"The 177 farmer-owned co-operatives operating in Pennsylvania
in 1943, which were incorporated under the Pennsylvania Co-operative
Acts or similar laws, transacted a 102 million dollar business for
172,000 patrons, of which 93,000 were members. After estimating
and eliminating the duplication resulting where farmers were members
of several co-operatives, it appears certain that a majority of the farm­
ers in th e state were patronizing one or more of these co-operatives
in 1943."

"Milk was the number one commodity marketed, with co-opera­
tives reporting a volume of 43 million dollars' worth; eggs and poultry
ranked next, with a 11 million dollar volume; fruit and vegetable co­
operatives were third with 4 million dollars; and livestock co-opera­
tives fourth with 3 million dollars."

"Artificial breeding co-operatives are the newest type of farmer
co-operatives in 'Pennsylvania and they are attracting state-wide atten­
tion. Several central units are ollganized, and local groups throughout
the dairy sections of the state are organizing associations to work with
the central units."

1 J. K. Stern, op. cit., pp . 5-58.
2 lbid., 'D igest Section.
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"Interest in marketing co-operatives is increasing, with- more at­
tention being focused on processing and on keeping control of com­
modities until near to the point of consumption. Consumer preference
is being given more consideration in the planning of co-operative mar­
keting programs."

"Many marketing co-operatives are now buying some supplies for
members, and many purchasing co-operatives are now marketing some
products for members. The purchasing co-operatives bought more
than 40 million dollars' worth of farm supplies for their patrons. Most
of these supplies were processed in plants which the farmers owned.
The number of services provided is steadily increasing."

"The trend in local co-operatives is strongly toward buying
through a wholesale co-operative rather than through commercial chan­
nels. The trend in all of the purchasing co-operatives is away from
car-door transactions and toward warehouse business. There is also a
trend toward cash business and away from eredit on farm supplies."

"Many co-operatives reduced or eliminated their membership meet­
ings during the war emergency. As quickly as possible these member­
ship contacts need to be re-established."

"Farmer co-operatives are increasing in size and importance in
Pennsylvania. The services of at least one co-operative are now avail­
able in almost every community. In many areas the services of five 'or
more co-operatives, such as purchasing, bargaining, marketing, auc­
tions, telephone, electric, an insurance organizations, are now avail­
able."

The co-operatives in Pennsylvania have achieved a significant
growth in fields other than agriculture, as is evidenced by the following
statistics:

In 1937 there were 11 rural electric co-operatives in the State;
these co-operatives had borrowed $1,435,000 from the Federal Rural
Electrification Administration, and were serving 8,010 consumers. By
1944 there were 13 rural electric co-operatives in the State with bor­
rowings of $12,166,200 from the Rural Electrification Administration;
these co-operatives in 1944 served 30,569 rural consumers. The growth
of rural electric co-operatives in Pennsylvania from 1937 to 1944, as
measured by the number of co-operatives, Federal funds allotted, and

. consumers served, is presented in Table XVII, Appendix.

There has also been a very significant growth in the business done
by credit unions in the State since 1933. In 1933 there were only 10
credit unions operating with State charters; by 1934 there were 43
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credit unions with $188 ,866 in loans outstanding; however , by 1944
there were 80 credit unions operating with State charters with
$1,75 2,339 in outstanding loans . The growth of credit unions in
Pennsylvania from 1933 to 1944 is presented by the data in Table
XVIII, App endix . The statistics presented in this table show the
growth of credit unions as measured by the number and membership
of credit unions, the amount of loans made annually, the shareholders'
equity balances at the end of each year, and the dividends paid annually.

In 1929 there were 371 mutu al insurance companies of all types
operating in the state, but by 1943 this number had decreased to but 297
mutual compani es. Besides the types of co-operatives previously men­
tioned, there are approximately 700 mutual telephone companies 1

operating in the state, serving 12,500 customers. It is believed that
these companies have little economic importance in the co-operative
field of business in Pennsylvania at present because of their small
volume of business, and also because of the fact that they are rapidly
being absorbed by larger companies.

There are also such quasi-governmental co-operatives as the Na­
tional Farm Loan Associations, Production Credit Associations, and
Farm Security Co-operatives.

Some idea of the status of co-operative and mutual business activ­
ity in Pennsylvania in 1943 may be obtained from the recent report of
the U. S. Treasury Department, mentioned earlier in this report. The
Treasury Department reported that 1,348 co-operatives engaged in
business activities in Pennsylvania had reported gross income of
$83,313,000 for the year 1943.2 The term "gross income" or "gross
receipts" as used by the Treasury Department here includes the £01-

1 Estimated for the Pennsyl vania Public U tility Commission by the Bell T eleph one
Comp any and the Independent Telephone Association of Pennsylvania.

2 Every organiza tion exempt from Federal taxation under Section 101, In ternal Revenue
Code (except religious and charitable organi zations, educational organizations, fra ternal
beneficiary societies, etc.) must file an annua l informati on return (Fo rm 990) ; even
though a co-operative operates without profit, every such co-operat ive must file an
affidavit concerning its operati on with the Bureau of Int ernal Revenue, in order that
the Bur eau may confirm the co-oper ative's tax status : it is not necessary for the co-opera­
tive to file such an affidavit annu ally, unl ess there has been a change in its legal status
or operations which would affect its tax status.

For all co-operati ves reporting to the Bureau of In ternal Revenue, cost of goo ds sold
items and regular business exp enses represent about 80 percent of the gross income;
therefore, it may be estimated that for Pennsylvania co-operatives, only about 20 percent
of the g-ross income repres ents net income which is exempt from Federal taxes,
, [45 ]



"lowing items: dues received from members, fees, fines, ass~ssments;

dues, assessments, and per capita taxes received from affiliated organi­
zations; grants, gifts, contributions received, dividends and interest,
rents gross receipts from business activities, and other gross income.
This income was exempt from taxation by the Federal government.
The Treasury Department also reported that there were 4,542 co-op­
eratives in Pennsylvania in 1943 which were engaging in non-business
activities; such co-operatives included labor unions , some agricultural
organizations, educational institutions, and employee benefit associa­
tions. These 4,542 non-business co-operatives reported gross income of
$118,098,000 in 1943; such income was not taxed by the Federal gov­
ernment.' While the above number of co-operatives in Pennsylvania
is authoritative from the standpoint of those enterprises filing income
tax returns , such a list of co-operatives doing business in Pennsylvania
is incomplete for the same reasonl previously cited for the list of
co-operatives doing business in United States in 1943. In reality, there
are probably several thousand co-operatives doing business in Penn­
sylvania, even though only 5,890 such enterprises filed income tax
returns with the Bureau of Internal Revenue in 1944.

A list of those co-operative enterprises engaging in strictly busi­
ness functions in Pennsylvania which filed income tax returns in 1944
is presented in Table 5 of the text. A list of these co-operatives which
engaged in non-business functions in 1943 is presented in Table 6 of
the text.

1 Ibid.
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TABLE 5

TAX-EXEMPT BUSINESS ORGANIZATIONS
IN PENNSYLVANIA, 1943 1

(Number of returns filed with U. S. Bureau Internal Revenue,
and amount of gross income and receipts)

Type ,of Business
Organization

Mutual savings banks (savings dept.) .. ,." ,
Mutual savings banks (life insurance dept.) , .
Building and loan or savings and loan assns, (not

Federal) and co-op. banks organized in Mass, . .
Co-op. hanks (except in .Mass. ) and credit unions

(not ·Federal) , , , .
Cemetery companies . , , ,
Local benevolent life insurance assns , .
Mutual ditch or irrigation companies , .
Mutual telephone companies , .
Mutual organizations not elsewhere classified .
Mutual insurance organizations (no t life or marine)
Farmer's co-op, marketing and purchasing assns .
Crap financing assns, " ' .
Holding companies for other tax exempt units .
Federal credit unions , .
Federal savings and loan assns .
National farm loan assns , , . , , .
Production credit assns ,' , .. ' .
Federal intermediate credit banks, Federal land

banks, banks of co-operatives, production credit
corporations, etc. . ' .

Totals ' .

Number of Tax
Returns Filed

7
1

410

45
104

5
1
8

10
123

55

45
381
100
43
10

1,348

T otal Gross Income
and Receipls;1943

$30,169,000
31,000

13,791,000

77,000
1,866,000

67,000
38,000

2,000
894,000

3,035,000
25,059,000

587,000
669,000

6,683,000
87,000

258,000

$83,313,000

1 Returns from business organizations whose activities are primarily business in char­
acter; returns received through December 31, 1944.

Source: U. S. Treasury Dept., "Suppleme nt to Statistics of Income, for 1943, part 2,"
• pp, 24-25, (November, 1945). .

Note: This is not a complete list of tax exempt organizations because some of these
units are not required to file tax returns and also because some units 'have failed to file
the required reports with the Bureau of Internal Revenue.
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TABLE 6

T AX~EXEMPT BUSINESS ORGANIZATIONS IN
PENNSYLVANIA WHOSE PRIMARY
FUNCTIONS ARE NON-BUSINESS

ACTIVITIES, 1943

Typ» of Organization
Labor org anizati ons _ .
Agricultural, and hort icultural organizations .
Literary , scientific, educational or charitable organiza-

tion s, hospitals, foundations, funds, etc. .
Busines s leagues , chambers of commerce, hoards of

trad e, etc. .
Local associations of employees, civic leagues, social

welfare, etc. . .
Social clubs for pleasure or recreation .
Empl oyees' beneficiary associations .
Teachers' retirement fund associations .
United States empl oyees' beneficiary associations .

Total .

Number»
of

Return s
2,401

13

479

294

635
681

35

4

4, 542

To /al GroIJ
Income and

Receipts
$28,948,000

308,000

37,465,000

6,269,000

21,369,000
14,956,000
8,598,000

184,000

$118,098,0 00

1 Returns filed with 'Bureau of In ternal Revenu e through Dec. 31, 1944 .
Source: U . S. Treasury Dept., "Supplement to Stat istics of Income for 1943 . Part 2,"

page 14, (November, 1945).
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Part IV

HISTORY AND METHODS OF FEDERAL
TAXATION OF CO-OPERATIVES

Since 1898 Congress has provided certain tax exemptions for
farmers ' co-operative enterprises. In later years Congress extended the
tax exemption privilege to certain other types of co-operative and
mutual organizations. By 1943 the Internal Revenue Code contained
a list of 19 different types of co-operatives and mutuals which were
exempt from Federal taxation . These exemption provisions are in
force at the present time.

It is believed that the first Federal statute to refer to farm ers'
co-operatives was the W ar Revenue Act of 1898/ which had a section
providing for stamp taxes, but which provided for the exemption of
farmers ' purely local co-operative companies and associations organ­
ized for mutual benefit and not for profit.

The next Federal tax act to mention farmer and other co-oper­
atives was the Corporation Tax Statute of 1909.2 Th is act placed a
tax on the net income of corporations and joint stock associations, but
provided for the exemption of tabor, agricultural, horticultural, and
dom estic building and loan associations operating on a mutu al basis.
Furthermore, the United States Supreme Court upheld the right of
Congress to select the objects for excise taxation, which it considered.
had the right to exempt certain types of business from the tax. The
Supreme Court, in discussing the constitutionality of the Corporation
Tax Statute said:

"As to the objections that certain organizations, labor, agricultural
and horticultural, fraternal and benevolent societies, loan and building
associations, and those for religious, charitable or educational purposes,
are excepted from the operation of the law, we find nothing in them to
invalidate the tax. As we have had frequent occasion to say, the deci­
sioos of this court from an early date to the present time have empha­
sized the right of Congress to. select the objects of excise taxation, and

1 30 Stat. 448,461.
2 36 St·at. 11, 113.
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within this power to tax some and leave others untaxed, must be in­
cluded the right to make exemptions such as are found in this act." 1

The third Federal income tax act to affect agricultural and other
types of co-operatives was the Income Tax Statute of 1913.2 This act
provided for the exemption of labor, agricultural or horticultural or­
ganizations, and mutu al savings banks not having a capital stock repre­
sented by shares.

The next Federal revenue act affecting co-operatives was the Rev­
enue Act of 1916.3 This act considerably broadened the 'scope of the
tax exemptions for co-operatives and listed exemptions for fourteen
types of co-operatives, including some Federal agencies. Every impor­
tant Federal revenue act since 1916 has contained some provisions for
the tax exemption of co-operative enterprises. These important acts
were the Revenue Acts of 1918,4 1921,5 1924,6 1926,7 1928,8 1932,°
1934,10 1936,11 1938/2 Second Revenue Act of 1940/3 1941,14 1943/ ~

Social Security Act of 1935 and its amendments." The tax exemption
provisions of the Internal Revenue Code, applicable to co-operatives,
which are in force at the present time are presented in Appendix XIX.

In any analysis of the state taxation of co-operatives, a review of
the methods of taxation used by the Federal government is essential
because of the fact that many .of the states have patterned their taxa­
tion of co-operatives after the provisions of the Internal Revenue Code .
Thus, it is our purpose to present the present methods used by the
Federal government in the taxation of co-operatives.

1 Flint v. Stone Tracy Company, 220 U. S. 107, 173, 31 S. Ct., 342, 55 Led. 389.
23 8 Stat. 114, 172.
3 39 Stat. 756, 767.
440 Stat. 10.57, 1076.
542 Stat. 253.
6 43 Stat. 283.
7 44 Stat. 39, 40.
845 Stat. 812 .
9 47 Stat. 169·289.

10 48 Stat. 680-772.
11 49 Stat. 1648·1756.
12 52 Stat. 447-584.
13 54 Stat. 974.
14 55 Stat. 687.
15 58 Stat. 21.
16 49 Stat . 625, 42 USCA 409.
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In recent months the research of several agencies has revealed
that there is considerable misunderstanding of the subject of Federal
and State taxation of co-operatives. Some of this misunderstanding is
because of the confused use of certain terms. Furthermore, it is almost
impossible to consider all co-operatives in the same group or class for
tax purposes; this is because of the fact that the Federal government
itself has established a list of 19 different types of co-operatives, all
having the tax exempt privilege, but being required to conform to dif­
ferent standards of business conduct. In addition, all co-operatives are
not incorporated under a common incorporation law; there is in many
states a separate incorporation law for each type of co-operative busi­
ness. This means that the various types of co-operatives have different

powers, different capital structures, and are subject to different types
of state regulation. Thus, there are several difficulties which arise
whenever any study of the taxation of co-operatives is attempted.

There are few positive statements in the Internal Revenue Code
with respect to the taxation of co-operatives. Present Federal tax prac­

tices with respect to such enterprises are provided in Section 101 (1)
to (19) of the Internal Revenue Code, by the exemptions provided in

the Social Security Act of 1935, with the amendments of 1939, by the
Regulations of the Treasury Department, 103 (19 40), and by the vari­

ous decisions of the United States Tax Court.

Co-operatives' are now subject to three important Federal taxes :
the corporate net income tax, including the income arising from capital
gains, the Federal Unemployment Tax, and the Federal Insurance Con­
tribution for old-age benefits. Prior to the Revenue Act of 1945, co­
operatives were also subject to the excess-profits tax, the capital stock
tax, and the declared-value-excess-profits tax. The Revenue Act of
1945, however, repealed these three taxes. For purposes of Federal

taxation, co-operatives are divided into two classes:

(A) Co-operatives which are not exempt from taxation and which
pay the same Federal taxes as other business corporations;

(B) Co-operatives which ate exempt from taxation under Sec­
tion 101 (1) to (19) of the Internal Revenue Code, or
under some other specific act such as the agricultural labor
provisions of the Social Security Act and its amendments.

1 That is, bbose co-operatives which cannot qualify for a tax exemption.
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AU co-operatives, with a few exceptions, i must :file annual returns
of income and expenditures with the U. S. Treasury Department on
Form 990.

In order for co-operatives to acquire a tax exempt status, they must
carryon their business activities according to a prescribed list of re­
quirements which are set forth both in the Internal Revenue Code and
in the Regulations of the Treasury Department. Although the Treas­
ury Department has established different requirements for various types
of co-operatives, we shall here examine those requirements for farmers'
co-operatives, since these co-operatives are the most numerous and
transact the largest dollar volume of business as compared with all
types of co-operatives.

According to the Internal Revenue Code and the Regulations of
the Treasury Department, farmers' co-operatives must meet the follow­
ing requirements in order to be exempt from Federal taxes:

OPERATING REQUIREMENTS

1. The operating purposes must be restricted.
2. Operations must be of a mutual nature, with equal treatment

of all patrons. _
3. Business with non-members must not exceed that done with

members.
4. Financial reserves must have a necessary purpose and must be

reasonable in amount.
5. Patronage and equity records must be maintained and must

be permanently preserved.
6. Supplies and equipment purchased for non-members who are

not producers must be limited.

OWNERSHIP AND CONTROL REQUIREMENTS

7. Substantially all voting rights must be held by actual producers
who currently patronize the association.

1 These co-operatives are: religious organizations exempt under Section 101 (6). edu­
cational organizations exempt under Section 101 (6), charitable organizations or an
organization for the prevention of cruelty to children or animals, exempt under Section
101 (6), organizations exempt under Section 101 (6), if operated, supervised, or con­
trolled by or in connection with a religious organization exempt under Section 101 (6);
fraternal beneficiary societies, orders, or associations solely exempt under Section 101 (3),
or (6) or corporations exempt under Section 101 (15) if wholly owned by the Uni ted
States or any agency or instrumentality thereof, or a wholly owned subsidiary of such
corporation.

The above exemptions are provided in Section 54 (f), in Section 117, Revenue Act
of 1943.
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8. Substantially all capital shares, of participating type , must be
owned by actual producers.

9. The rate of dividends (or interest) on capital shares must be
limited.

GENERAL REQUIREMENT

10. The legal structure of the association must be co-operative in
principle and must not contain provisions inconsistent with the

• foregoing requirernenrs,

The methods used by the Federal governments in the taxation of
co-operatives may be illustrated by an examination of some of the

practices of the Treasury Department with respect to the treatment of
the following items:

(1) Income

(2) Dividends on Capital Stock

(3) Patronage Dividends or Patronage Refunds
(4) Reserves

(5) Principles and Practices Followed by the Treasury Depart­
ment with Respect to the Requirements Established for the
Tax Exemption of Co-operatives

In our treatment of the above items, attention will be centered on

the taxation practices affecting farmers' co-operatives. It is important

to note that there is at present no provision in the Internal Revenue
Code for the tax exemption of urban "consumer co-operatives."

INCOME

One of the most confusing questions involving the taxation of co­
operatives is: to whom does the net income of the co-operative business

unit belong? Does it belong to the co-operative as a business entity,

or does it belong to the members and patrons as individuals? The

Treasury Department for many years has considered the net income of
farmer co-operatives, in excess of all reserves and necessary expenses,

as the property of the members and patrons as individuals; 1 the Treas­

ury has thus followed a practice of taxing the net income of farmers '

co-operatives in the hands of the members and patrons as individuals
and has not taxed such income in the hands of the co-operative itself

1 Cost of goods sold items and other regular busin ess expenses may be deducted from
gross income in arriving at net income; thus, it is the net income which is exempt
from taxation.
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as a business organization, provided all the requirements of the tax
laws with respect to exemptions and operating methods have been met
by the organization. The practice of taxing the net income of farmer
co-operatives only in the hands of the individual recipients is based
upon the special nature of the net income of the co-operatives . It is a
fundamental principle of co-operative operation that these enterprises
intend to distribute all of their net income (with the exception of cer­
tain statutory reserves and other permitted reserves) to their members
and patrons on a predetermined basis of the amount of business done
with each member and patron. The net income of a farmer co-opera­
tive, thus, will accrue to the benefit of all the members and patrons on
an equal basis, the amount of business done with each member or
patron, rather than to the stockholders on the basis of the stock invest­
ment of each.

In determining the net income of all types of co-operatives the
Treasury Department has allowed them to deduct patronage refunds
or patronage dividends from gross income in arriving at oet income.'
It should be further noted that the Treasury Department has granted
this same privilege of deducting patronage dividends from gross income
in ascertaining net income to non-exempt co-operatives and regular
business corporations; however, the same regulations apply equally to
all types of 'eo-operatives and regular business corporations; specif­
ically, this means that the business unit of whatever type must establish
by prior agreement with its customers that the profits will be distrib­
uted on the bast's of the business done with each.' It IS thus possible
for a non-exempt co-operative enterprise or other corporation to have
no statutory net income for tax purposes under Federal laws, merely
by following a process of distributing all of its net income in excess
of all opetating costs and required and permitted reserves to members
and patrons on a patronage basis. '

DIVIDENDS ON CAPITAL STOCK

Farmers' marketing and purchasing co-operatives and crop financ­
ing co-operatives which qualify for Federal tax exemptions are not
subject to Federal income taxes on that part of their net income which

1 Fruit Growers' Supp ly Co., 21 B. T. A" 315, 326; affd. 56 Fed, (2d) 90,
United Co-operatives, Inc., v. Commissioner, 4 T. C. No. 12, September 29, 1944.

2 Uniform Printing and Supply Co, v, Commissioner, 88 F. (zd) 75 (Feb. 4, 1937).
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is paid out in dividends on capital stock. However, these co-operatives
are limited in their rate of dividends on stock to the "legal rate of
interest in the state of incorporation or 8 percent per annum, which­
ever is greater." 1 This is in contrast to non-exempt co-operatives and
regular corporations which are taxed on the income represented by such
dividends; furthermore, this same income distributed i~ dividends by
these latter co-operatives and corporations is taxed a second time in the
hands of the individual recipients.

A non-exempt co-operative may not refrain from the payment of
dividends on capital stock and at the same time payout the greater
portion of its net income in patronage dividends in order to escape
Federal income taxes on that part of the net income paid out in divi­
dends on stock. The net income of these co-operatives is fully taxable
up to 8 percent on the value of the stock . This was held by the United
States Tax Court in the case of United Co-operatives, Inc. v. Cornmis­
sioner." In this case the Court held that the net income of the co­
operative used to pay dividends on the value of the stock .was taxable
as the income of the co-operative enterprise itself because of the fact
that the directors of the co-operative had it in their power to decide as
to the distribution of that portion of the income of the co-operative
which was not in excess of 8 percent on the value of the stock; such
power thus rested with the directors, rather than with the members and
patrons. The significant statements of the Tax Court of the United
States in this matter are as follows:

"However, the right of petitioner's board of directors to de­
dare dividends upon its common stock is radically different. These
dividends, if paid, would be paid out of net income. If dividends
were not paid, then the net income of petitioner available for
distribution to its patrons would be accordingly greater . The choice
of whether so much of its net income as equalled eight per centum
of the par value of its common stock should be distributed to its
stockholders as a dividend or to its patrons as rebates was in the
corporation. Therefore, it cannot be said that all of the money
eventually distributed to its patrons as so-caned patronage divi­
dends was received by petitioner with a legal obligation existing
at the time of its receipt to later so distribute it. We conclude that
petitioner's patrons were entitled by reason of its by-laws of that

I-Internal Revenue Code, Section 101, (12, 13) .
24 T. C. 12, September 29, 1944.
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part of the so-called patronage dividends distributed to them which
was in excess of eight per centum of the par value of petitioner's
common stock outstanding and to that extent these patronage
dividends were properly excluded from the taxable income of peti­
tioner. However, that part of these patronage dividends which
could have been distributed upon petitioner's common stock must
be considered as the property of petitioner and taxable to it as
its income."

While it is obvious that cash dividends paid to shareholders of
co-operatives are taxable as earned income in their hands, it is also a
fact that dividends paid to shareholders in the forms of capital stock,
certificates of indebtedness or equity, or merchandise or property are
taxable in the hands of such shareholders, and not in the hands of the
co-operative as a separate entity. The rulings on the taxable status of
the above forms of dividends were provided by the Bureau of Internal
Revenue! and are presented in Appendix XX.

PATRONAGE REFUNDS OR PATRONAGE DIVIDENDS

It was previously stated that the Treasury Department for many
years permitted co-operative organizations and other types of business
units to deduct patronage" refunds or patronage dividends from gross
income in ascertaining net income for tax purposes. It is important to
note that there is no specific statutory provision for the deduction of
patronage refunds from gross income; such provision has been allowed
by the administrative rulings of the Treasury Department and has been
upheld by the Federal courts.

from Federal income taxation is not a new practice, but dates from the
Rr-venue Act of 1918. The Commissioner of Internal Revenue ruled
that such patronage refunds were exempt from Federal taxation, and
could, therefore, be excluded from gross income in calculating the tax­
able income of a non-exempt purchasing co-operative." The following
excerpts are quoted from this ruling:

"Article 522 of Regulation 45 provides in part:
"iJ' (b) Co-operative associations acting as purchasing agents are

not expressly exempt from tax and must make returns of income,
---

1 Letter from T. C. Mooney, Deputy Commissioner, Bureau of Internal Revenue, To
National Council of Farmer, Co-operatives, November 23, 1943, as quoted in Congress­
ional Hearings on Financial Problems of Small Business, H. Res. 64, Part 1, pp. 744-745,
March 20-May 17, 1945.

2 S. M. 2595, C. B. III-2, p. 238.
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but rebates made to purchasers, whether or not members of the
association, in proportion to their purchases may be excluded from
gross income in computing the net income subject to tax. Any
profits made from non-members and distributed to members in
the guise of rebates are, of course, subject to tax." 1

The ruling quoted was "reiterated by the United States Tax Court
in its decision in United Cooperatives, Inc. v. Commissioner, previously
cited. In this decision the Court emphasized the following practices
with regard to the treatment of patronage refunds:

"Th e ultimate question here is whether certain 'patronage
refunds' constitute a part of the gross income of the petitioner,
or are , in reality, not the property of the petitioner but of its
several 'patrons.' There is no question involved of 'deductions'
in the technical sense of the statute, for the petitioner's claim is
the broad one that it is an agricultural co-operative, doing busi­
ness not for its own profit but for the cheaper buying of agricul­
tural and other goods by its members and, as such, is a mere
conduit of their moneys. .

"However, this practice of excluding patronage dividends
from gross income has been limited to those cases in which the
right of patrons to such dividends arises by reason of the corpora­
tion 's charter, or by-laws, or some other contract, and does not
depend upon some corporate action taken subsequent to its receipt
of the money later so distributed, such as the action of the cor­
poration's officers or directors. This limitation recognizes that if
the money later distributed to patrons is received by the corpora­
tion without a legal obligation existing at the time of its receipt
to later distribute it, it must be considered as the gross income of
the corporation and, since there is no deduction permitted by
statute of the amounts later distributed to patrons, it is taxable
as such."
It is important to note that the co-operative must establish a prior

agreement with its customers providing for the distribution of patron­
age dividends on the basis of patronage in order to obtain a Federal
tax exemption. The U. S. Board of Tax Appeals denied a tax exemp"
tion to the Midland Co-operative Wholesale Association of Minn esota
because of the fact that this co-operative did not have such a legal
obligation to distribute its earnings to patrons because such obligation
rested upon subsequent action of the co-operative as a business unit."

1 Treasury Decision 2727.
2 Midland Co-operative Wh olesale Assn. v , Commissioner, 44 BTA, 824-830, JUUi: 2($,

1941. Also, Fruit Growers' Supply Co. of Cal., 21 BTA, 315, 'Nov. 13, 1930,
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In another ruling the Bureau of Internal Revenue held that a co­
operative was not subject to the surtax on undistributed profits under
Section 14 of the Revenue Act of 1936, even though the profits were
not distributed until after the close of the taxable year.' The patron­
age dividends were allowed to be excluded from gross income, pro­
vided the liability to patrons and members was set up on the books of
the co-operative pursuant to corporate action taken with respect thereto
prior to the close of the particular accounting period.

In addition to other requirements, a co-operative must treat non­
member patrons in the same manner as members in the distribution of
patronage dividends. The Treasury Department has ruled that a co­
operative marketing association may not, without losing its tax exempt
status, make a profit on the business transacted with non-member
patrons and divert the proceeds of such business from the patrons en­
titled thereto. The regulations of the Treasury Department with respect
to the distribution of patronage dividends, however, do not require that
the dividends must be paid in cash immediately after the close of a
specific fiscal period. Where a co-operative marketing association has
otherwise complied ,with provisions of the statute .with respect to ex­
eruptions, but defers the payment of patronage dividends to non-
members, exemption will not be denied : :l .

(1) Where the by;-laws of the association provide that patronage
dividends are payable to members and non-members alike,
and a general reserve is set up for payment of patronage
dividends to non-members;

(2) \Vhere the by-laws provide for payment of patronage divi­
dends to members, but are silent as to the payment of patron­
age dividends to non-members, but a specific credit to the
individual account of each non-member is set up on the books
'of the association.

For co-operatives claiming Federal tax exemptions the equal treat­
ment of members and non-members in the 'distribution of profits and
in the sharing of reserves established from such profits was recently
reaffirmed by the Court in the case of Fertile Co-operative Dairy Asso­

ciation v. Huston,"

! GeM, 17895, c. B. 1937-1, p. 56.
2 U. S. Treasury Department, Mim . 3886, C. B. Dec. 1931, p. 64.
333 F. Supp. 712 (April 26, 1941) . . •

[58]



RESERVES

One of the most confusing terms in the literature concerning co­
operative enterprises is that of "reserves ." Since there are several types
of reserves, we shall first define those in use by both corporations and
co-operatives. Reserves may be grouped into three important classes,
as follows:

(A) Liability reserves
(B) Valuation reserves
(C) Capital reserves

Liability reserves are those which are established upon the books
of the corporation or the co-operative for the purpose of meeting some
liability or expense which will occur in the future. Typical examples
are: reserves for payment of taxes, reserves for fire losses and for
various possible expenses, labeled "cor~tingenci~s."

Valuation reserves are technically known as "minus assets," that
is, they are established upon the books of the corporation or the co­
operative as a deduction from asset items in order to show the correct
value of particular assets at all times. Typical examples of valuation
reserves are: reserves for dep reciation of fixed plant and other types
of equipment, and reserves for bad debts. Co-operatives and regular
corporations may deduct from their gross income for tax purposes the
additions to their liability and valuation reserve accounts.

The practice with respect to capital reserves, however, is somewhat
different. This is because of the fact that the capital reserves of co­
operatives are of a different legal nature than the capital reserves of
regular corporations . As a matter of definition, capital reserves consist
of the amounts of a corporation's net income which are set aside and
transferred to a capital reserve or "surplus" account. For a re~lar

corporation, the addition to a capital or surplus reserve is never allowed
as a deduction from gross income for Federal tax purposes. In a reg­
ular corporation the capital reserve or surplus belongs to the stock­
holders, and in the event of dissolution would be distributed to the
stockholders on the basis of their stock ownership. Thus, that portion
of a regular corporation's net income which is set aside and transferred
to a capital or surplus reserve is fully taxable by the Federal govern­
ment.

Although a co-operative enterprise may also set aside a portion of
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its net income and transfer the same to its capital reserve or surplus
account, the courts have ruled that such capital reserves belong at all
times to the members and patrons of the co-operative, and are not,
therefore, the property of the co-operative as a business unit.' Since
these reserves are not the property of the co-operative as a business
unit, they are not taxable in its hands, but are subject to taxation in
the hands of the individual recipients when distributed (in whatever
form) by the co-operative. It must be emphasized that it is the income
which is set aside as capital reserves which is not taxable in the hands
of the co-operative. The fact that the capital reserves of a co-operative
enterprise belong to the individual members and patrons, and not to
the co-operative as a unit, is perhaps the most important and significant
economic difference between the co-operative and the regular business
corporation.

Although the capital reserves of farmer co-operatives are not sub­
ject to Federal taxation in the hands of the -co-operative unit itself, the
Internal Revenue Bureau has imposed certain regulations on these co­
operatives concerning. their use of reserve accounts. Briefly, these regu­
lations may be summarized as follows:

(A) The capital reserves must be reasonable and for a necessary
purpose;

(B) Members and non-members must he treated alike in the
allocation of capital reserves;

(C) The capital reserves must be allocated by the co-operative
unit among both members and non-members; otherwise, the
co-operative will be liable for taxation on such reserves, since
reserves not allocated might be used by the co-operative for
the sale benefit of the shareholders, to the detriment of non­
members who are patrons. Such allocation of reserves must
be set up on the books of the co-operative, and these rec­
ords must be preserved permanently.

The requirement that capital reserves must be reasonable and for
a necessary purpose is stated in the Internal Revenue Code itself.
Reserves for necessary purposes have been construed to include reserves
for new buildings, plants, and fixed types of equipment. The Bureau,

1 See Fertile Dairy Co-operative Assn. v. Huston, 33 F. SuPP. 712. Also, United
Co-operatives, Inc. v. Commissioner, 4 T. C. No. 12.
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however, has denied tax exempti ons to co-operatives where such re­
serves have been considered as excessive.

Th e second and third requirements that capital reserves must be
allocated on an equal basis as between members and non-members, and
that these reserves must be allocated and set for th in perm anent records
are set for th in the case of Fer tile D airy Co-operative Association v.
Huston,' quoted previously. T he important statements of the Court
on the subject of equal treatment in allocation of reserves in this case
were as follows;

"W here part of proceeds from non-members' products is used
by farmers co-operative marketing association to create or main­
tain a surplus and to make additions to capital assets of the asso­
ciation , with out allowing non-members a proportionate distributive
interest in permanent value contributed thereby, th e"association is
not exempt from income, excess profits and capit al stock taxes,
since to that extent the association is being operated for profit to
its members, as against non-member patrons.

"Th e business of non-member patrons of a farmers' co-oper­
ative marketing association may be made to carry its just share of
opera ting expe~es , actual depreciation of plant and equipment,
and dividends on existing capita l stock, but if such business is
made to contr ibute to permanent surplus and capital asset addi­
tions, the association cannot remain exempt from income, excess
profits and capital stock taxes unless provision has been made by
approp riate enablin g action on part of the association and by ade­
quate protective entries on books and records for non-members to
share rateably with members in an ultimate liquidation of asso-
~tion's assets on basis of thei r co~parative contributions thereto."

PRINCIPLES AND PRACTICES FOLLOWED BY THE
TREASURY DEPARTMENT WITH RESPECT TO

THE REQUIREMENTS ESTABLISHED FOR THE
T AX EXEMPTION OF CO-OPERATIVES

While some of th e requirements for a Federa l tax exemption for
farmer co-operatives have been discussed in the preceding pages con­
cerned with a discussion of the subjects of co-operative income) divi­
dends on stock, patronage dividends, and reserves, there are a few other
requirem ents which have not been discussed. Two of these require­
ments are concerned with the nature of the operations of the farmer

1 33 F. Supp. 712.
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co-operatives. These enterprises must restrict their business functions
to those permitted by their charters , and in transacting business, they
must observe co-operative principles. This means specifically that a
farmer co-operative cannot carryon "commercial functions" and receive
a Federal tax exemption at the same time.' Furthermore, it means that
a substantial share of the capital must be owned by producer-members,
in order that the voting rights may be continued on co-operative prin­
ciples.

In order to maintain a tax exempt status, farmers' marketing and
purchasing co-operatives, life insurance associations of a purely local
character, mutual ditch or irrigation companies, mutual or co-operative
telephone companies, and employee beneficiary associations must limit
the value of business which is transacted with non-members . These
limitations are set forth in Section. 101, (10 , 12, 16), of the Internal
Revenue Code. In practice , co-operatives which pay dividend s on capi­
tal stock in excess of the statutory limits are denied Federal tax ex­
emptions."

In summary, the comparative Federal tax status of exempt­
co-operatives and regular business corporations is presented in Table 7
of the text. This table indicates the chief differences between co-opera­
tives and regular corporations with respect to the liability for Federal
taxes. The materials presented in Table 8 of the text indicate the
comparative Federal tax status of regular corporations, non-exempt
farmers ' co-operatives , and exempt farmers ' co-operatives. This table ,
in addition, lists some of the legal requirements prescribed for the tax
exemption of the exempt co-operatives . The Federal taxation of co­
operatives may be summarized briefly as follows: 3

(1) All net income of a co-operative which is distributed in the
form of patronage dividends or patranage refunds is permit­
ted as a deduction from gross income, and is not taxable in

1 See Eugene Fruit Growers' Association, 37 BTA, 993. Dec. 10.053. That is, a
co-operative cannot obtain a Federal tax exemption on that porti on of its business which
is "commercial" in character, but may receive an exemption on thar porti oo of ~ ts

business whidh is co-operative in character, provided all other requirement s for such
exemptions have been met.

2 See Farmers' Mutual Co-operative Creamery of Sioux Center, Iowa, 33 BTA, 117,
Dec. 9085 .

a This refers to farmer co-operatives, but the principles also are spplioable to most
other types of copperatives.
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the hands of the co-operative, but is taxable in the hands of
the individual recipients.

(2) That part of a co-operative's net income which is paid in
dividends on capital stock is not taxable in the hands of the
co-operative as a business unit. The rate of dividends, how­
ever, must be limited as stipulated by law.

(3) That part of a co-operative 's net income which is an addition
to its liability and valuation reserves is permitted as a deduc­
tion from gross income for tax purposes.

(4) That part of a co-operative's net income which is set aside
and transferred to a capital reserve or surplus account is not
taxable in the hands of the co-operative as a business unit
because the courts have ruled that the net income set aside in
such reserves is the property of the members and patrons as
individuals, and is thus taxable in their hands as individuals.

(5) Patronage dividends or patronage refunds, when paid by the
co-operative in the forms of cash, shares of stock, certificates
of equity, merchandise, or property, are fully taxable in the
hands of the recipients as individuals .
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TABLE 7

COMPARATIVE TAX STATUS OF REGULAR BUSINESS CORPORATIONS AND EXEMPT CO...
OPERATIVE BUSINESS ENTERPRIS'ES UNDER FEDERAL LAWS~ 1946

Co-operative Enterprises Taxable Status Regular Business Corporation Taxable Status

Balance of net income carried to surPlus} Not taxed in hands of co-

~
account. operative," '"l Balance of net income re-} Taxable totained and carried to surplus corpora-

;:;;:
Net income paid out in dividends on the} Not taxable in hand of co- , ~ tion...,8 basis of capital stock ownership. cperative.s U

accounts .

"Z ~~>-i Net income distributed to members and} Not taxable in hand of (0-
,..Jf-l non-members on a patronage basis. operative. ~r

Net income paid to stockhold- } Taxable to corpora-
~ ers as dividends. tion.Z

Net income set aside as reserves reqUired}

S
o-lby State Law or permitted by Federal Not taxable. -<

Government.

~I
Net income set aside as Capi- } Taxable if set aside

0 tal reserves. out of net income.8 Net income set aside as Capital re- } Not taxed in hands of co-
serves. operative,1

1 If allocated to members and non-members alike and if such liability is established on the books of the co-operative.
2 Must limit rate of dividends, as stipulated by statute.



(A) N ot taxable
(B) Not taxable if allocated to mem­

bers & patrons alike and if such
lia bili ty is established on the books
of the co-operative

(C) Not taxable 2

(A) Patronage divid ends are deducti­
ble from gross income wh en com­
pu ting the taxable income of the
co-operative

2.

3.

4. Exempt from stamp taxes
5. Ha ve a li mited exemp tion from this tax

depending primarily upon the nature of
the {lCOIa ! occupa tion of the employees

6. Must limit rate of dividends as provided
by Federal and State Laws

7. Such reserves are not taxable to the co­
operativ e if they are "reasonable" in
amount, and if they are allocated to mem­
bers and patrons on a p atronage basis, and
if such liability is established on the
books of the co-opera tive

8. Must main tain record s of patronage re-
funds and allocatio ns of same

9. Must be substantially controll ed by pro­
du cer patrons
Mu st operate on co-opera tive princi ples10.

N on-exemp t Farmers' Co-operativ es
1. Must file annua l returns of income

3.

2. Must pay income taxes on any taxable:
in come such as:

(A) NOll-operating or extraneous in -
come & cap ital gains

( B ) Reserved opera ting earnings
(C) All earnin gs d istrib uted as divi­

dend s on capital shares
(A) Earni ngs distr ibu ted to patrons on

basis of amount of business done
with each are not taxable if pr ior
agreement wi th customers has been
established

4. Must pay documentary stamp taxes
5. Must pay social security taxes

6. May pay any rat e of dividends or in ter­
est on capital shares, but is taxed on
amounts so paid or accrued

7. M ay have unlimited capit a l reserves, but
is taxed thereon

8. Must maintain records of patronage re­
funds

9. May be owne d by any type of persons

10. May opera te in part commercially and in
par t co-operatively

11. May engage in any type of business

M ay pay any rate of divid ends or inte rest
on capital shares bu t is taxed on amo unt s
SO paid or accrued
May have unlimited capi tal reserves, but
is taxed the reon

2. Must pay income tax es on any taxable
income such as:

(A) No n-operat ing or extraneous In­
Come & capi tal gains

(B) Reserved opera ting earnings
( C) All earn ings distr ibu ted as divi­

de nds on capital shares
(A) Earnings distributed to patron on

basis of amoun t of business done
with each are not taxab le if pri or
agreement with customers has been
established

Mus t pay documentary stamp taxes
Must pay social secur ity taxes

Regular Corporation s
1. Must Jile annual return s of income

3.

TABLE 8
A COMPARISON OF THE TAX STATUS OF REGULAR BUSINESS CORPORATIONS, NON­

EXEMPT, AND EXEMPT FARMERS' CO-OPERATIVES UNDER FEDERAL LAWS, 1946 1

Exempt Farmer!' Co-operative!
1. Must file annual returns of income on

Treasury Form 990.

8. Must maintain corporate records of busi ­
ness transactions

9. May be owned and controll ed by any type
of persons

10. M ay operate in part commercially and in
part co-operatively

11. May engage in any type of business 11. Mu st restr ict business to types provided
in charte r in ord er to preserve its tax
exemp t status

12. May do any por tion of its business wi th 12. Mu st restrict volume of business with non-
non-members or non-producers members to limits provid ed by law if

tax exemption is to be pr eserved
1 Derived from George). W aas and Dani el G . White, A pplication of the Federal Income Staua es to Farm ers' Co-operative s, Farm Cred it

Adm inistration, Bulle tin N o. 53, p. 165, (1 942). 2 Mu st limit the rate of divid end s, as stipulated in statute.

12. May do any por tion of its business with
non-members or non-producers

<.n

4.
5.,-,

0\
VI

L-l 6.
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Part V

TAXATION OF CO.OPERATIVES BY THE
COMMONWEALTH OF PENNSYLVANIA

Co-operative enterprises in Pennsylvania are incorporated under
separate incorporation acts, and not under the regular business incor­
poration laws. The tax status of co-operatives) therefore, depends not
only upon the construction of the tax statutes involved but also upon
the provisions of the various incorporation acts affecting such co-opera­
tives. In reviewing the taxation of co-operatives in Pennsylvania we
must examine not only the various tax laws a~d the incorporation laws
affecting the co-operatives, but we must also consult the formal opin­
ions of the Attorney General and the decisions of the courts and acts
passed by the General Assembly in 1945.

A careful analysis of the taxation of co-operatives in Pennsylvania
indicates that the General Assembly has granted no broad tax exemp­
tions to these enterprises. The tax exemptions which have been pro­
vided for certain co-operatives are quite specific and are set up either
in the tax laws or the special incorporation acts affecting co-operatives.

In general, the practices of the Department of Revenue with re­
spect to the taxation of co-operatives are governed by the Formal Opin­
inn nf t-hf' At-rnrnp" ~"npr~l 'N ll m h pr Lit<l Tllnp?~ 10d::l, rprt",r"- - ~_ . - - -- - - - - - - - J ~ --- -- - ~ - ~ - .-----..- - - -~ ) J - - -- _ ...., - ./ - ..; - --------

rulings in this Formal Opinion, however, have been altered recently by
a decision of the Supreme Court of Pennsylvania affecting Rural Elec­
tric Co-operatives' and by Acts 357, 358, 360 and 365 enacted by the
General Assembly in 1945.

The Attorney General, in ruling upon the taxable status of the
various types of co-operatives operating in the Commonwealth,· has
made the following significant statement: 2

"The taxability of all incorporated co-operative associations
of whatever kind is thus determined with a view to accomplishing

1 Th e Department of Labor and Industry, Commonwealth of Penn sylvania, v . New
Enterprise Rural Electric Co-operative, Inc., June 29, 1945.

2 Attorney General, Commonwealth of Penn sylvania, Formal Opinion Number 461,
p. 12, June 28, 1943 .
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a two-fold objective-first, to foster the lawful endeavors of true­
co-operative associations, and secondly, to protect competitive
business corporations from the consequences of granting unquali­
fied immunities from taxation to incorporated associations operat­
ing beyond the scope of true co-operative activities."

As a general rule it may be said that all incorporated co-operative
associations, other than those specially incorporated and subject to or
free from taxation under special provisions of law, come within the
provisions of the Corporate Net Income Tax Act and the Capital
Stock Tax Act.'

Four of the eight special incorporation acts creating co-operatives
in Pennsylvania specifically provide for certain exemptions from State
taxation. Of the early acts, the Act of 1887, June 7, P. 1. 365, con­
tains no specific provisions on the subject of tax exemptions. Conse­
quently, these co-operatives are treated like regular business corpora­
tions for purposes of State taxation. The Attorney General has ruled
as follows concerning these co-operatives: 2

"Co-operative associations, productive and distributive, in­
corporated under the Act of June 7, 1887, P. 1. 365, Section 1,

_14 P. S. Section I, et. seq., or availing themselves of the provi­
sions of the said act, have capital stock and clearly fall within the
meaning of the word, 'corporation' as defined by the Corporate
Net Income Tax Act, supra. Hence, these associations are liable
for the payment of the said tax. Those associations, unlike co-op­
erative agricultural associations incorporated under the Act of
April 30, 1929, are not expressly exempted by their incorporation
act from capital stock taxes ; hence, they come within the Capital
Stock Tax Act, supra, but correspondingly are not subject to the
complementary Net Earnings Tax Act, supra."

There are specific provisions in the co-operative incorporation acts
of Pennsylvania which establish certain tax exemptions for the fol­
lowing types of co-operatives: Agricultural Co-operatives incorporated
under the Act of April 30, 1929, P. 1. 885; Agricultural Credit Co-op­
eratives, incorporated under the Act of May 25, 1933, P. 1. 1027 ;

Credit Unions incorporated under the Act of May 26, 1933, P. 1. 1076,

1 Ibid .
2 Attorney General, Commonwealth of Pennsylvania, op, cit., p. 11, June 28, 1943.
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and Rural Electric Co-operatives incorporated under the Act of June 21,
1937, P. L. 1969.

The tax exemption provisions of the incorporation laws mentioned
above are as follows:

AGRICULTURAL CO -OPERATIVES (Act of 1929)
. Section 20

"No association organized under the provisions of this act
shall be liable for the payment of any State tax upon its capital
stock, or upon any script, bonds, certificates, or other evidences
of indebtedness issued by such corporation, and all stock, bonds,
et cetera, issued by such associations shall be exempt from all
State taxation; and such associations shall not be required to
file with the Auditor General of this Commonwealth the reports
relative to such taxes as are or may be required of corporations
not exempt from the payment of such taxes."

AGRICULTURAL CREDIT CO-OPERATIVES (Act of 1933)
Section 15

. "No association organized under the provisions of this act
shall be liable for the payment of any State tax upon its capital
stock, or upon any scrip, bonds, certificates or other evidences of
indebtedness issued by such corporation, and all stocks, bonds,
et cetera, issued by such associations shall be exempt from all ·
State taxations; and such associations shall not be required to
file with the Department of Revenue of this Commonwealth the
reports relative to such taxes as are or may be by law required of
corporations not exempt from the payment of such taxes ."

CREDIT UNIONS (Act of 1933)
Section 23

"A credit union, organized under this act, shall be deemed an
institution for savings and its assets, together with all the accu­
mulations therein, shall not be subject to taxation except as to real
estate owned by it. The shares of a credit union shall not be
subject to a capital stock bonus tax or a stock transfer tax when
issued by the corporation."

RURAL ELECTRIC CO-OPERATIVES (Act of 1937)
Section 31

"Corporations formed hereunder shall pay annually, on or
before July first, to the Department of Revenue a fee of ten dol­
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lars ($10) for each one hundred members, or fraction thereof ,
but shall be exempt from all other State taxes of whatsoever kind
or nature."

In addition to the specific State tax exemptions granted to certain
types of co-operatives in the incorporation acts cited previously, the
General Assembly in 1945 provided for certain other tax exemptions
for these enterprises in four Acts: number 357, 358, 360 and 365.
The tax exemption provisions of these four acts are as follows:

Act Number 357, May 23, 1945
This act amends the Act of June 12, 1919-, P. L.' 466, with re­

spect to certain business practices and reports required of agricultural
co-operatives , without capital stock. The tax exemption provision is
as foll ows:

"All associations organized and doing business under the
provisions of this act shall be exempt from the payment of any
State tax upon net income or measured by net income, and shall
not be required to file with the Department of Revenue of this
Commonwealth reports relative to such taxes."

Act Number 358, May 23, 1945

This act amended the Act of April 30, 1929, P. L. 885, with re­
spect to certain business practices, stock issues, and reports required
of agricultural co-operatives with capital stock. The tax exemption
provisions are as follows:

"No association organized under the provisions of this act
shall be liable for the payment of any State tax upon its capital
stock, or upon any scrip, bonds , certificates, or other evidences of
indebtedness issued by such corporation, and all stocks, bonds ,
et cetera , issued by such associations shall be exempt from all State
taxation; and such associations shall not be required to file with
the Secretary of Revenue of this Commonwealth the reports rel­
ative to such taxes as are or may be by law required of corpora­
tions not exempt from the payment of such taxes."

Act Number 360, May 23, 1945

Section 3

This act imposes an excise tax at the rate of four percent per year
upon the net income of both domestic and foreign agricultural co-op­
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eratives, having capital stock. The provisions of this section relating
to the imposition of this tax and the exemption from other State taxes
are as follows:

"Every association shall be subject to, and shall pay for, the
privilege of doing business in this Commonwealth, or having cap­
ital or property employed or used in the Commonwealth, by, or
in the name of itself, or any other person, partnership or associa­
tion, a State excise tax at the rate of four per centum (4ro) per
annum upon each dollar of the net income, which tax shall be col­
lected in lieu of any other excise tax including corporate net in­
come tax or property tax. The property shall be free from any
county tax excepting tax on real estate. ', . . net income for the
calendar year or fiscal year shall be only an amount equal to the
sum of the dividends declared, or declared and paid on the shares
of common and preferred stock during the year.''' (Section 2.)

Act Number 365, May 23, 1945
This act amends the Net Earnings Tax Act of June 1, 1889, P. L.

420, as follows:

". . . Provided that this section shall not apply to corpora­
tions and limited partnerships chartered or organized for manu­
facturing purposes, nor to co-operative agricultural associations
organized under. the laws of this or any other state. There shall
be no liability for tax under the provisions of this act from any
co-operative agricultural association doing business in the Com­
monwealth of Pennsylvania prior to the passage of this amend­
merit.'

The Unemployment Compensation Law, 1936, Second Ex. Sess.,
Dec. 5, P. 1. (1937) 2897, and its amendments exempted certain types
of agricultural labor from the unemployment compensation tax. Thus,
Section 4, defines agricultural labor to include the following activities
which are

l
exempt from the tax:

..(1) Agricultural labor which shall include all services per­
formed-
" (a) On a farm in the employ of any person in connection'

with cultivating the soil or in connection with. raising
or harvesting any agricultural or horticultural com­
modity, including the raising, shearing) feeding, car­
ing fot, training and management of livestock, bees,
'poultry and fur-bearing animals and wildlife.
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"(c)

"(b)

" (d)

In the employ of the owner or tenant or other opera­
tor of a farm in connection with the operation, man­
agement, conservation, improvement, or maintenance
of such farm and its tools. and equipment or in sal­
vaging timber or clearing land of brush and other
debris left by a hurricane, if the major part of such
service is performed on a farm .
In connection with the production or harvesting of
maple sirup or maple sugar or any agricultural com-
modity, or in connection with the raising or harvesting
of mushrooms, or in connection with the hatching of
poultry, or in connection with the ginning of cotton,
or in connection with the operation or maintenance
of ditches, canals, reservoirs or waterways used ex­
clusively for supplying and storing water for farming
purposes .
In handling, planting, drying, packing, packaging,
processing, freezing, grading, storing or delivering to
storage or to market or to a carrier for transportation
to market any agricultural or horticultural commodity,
but only if such service is performed as an incident to
ordinary farming operations, or, in the case of fruits
and vegetables, an incident to the preparation of such
fruits and vegetables for market. The provisions of
this paragraph shall not be deemed to be applicable
with respect to service performed in connection with
commercial canning, or commercial freezing or in
connection with any agricultural or horticultural com­
modity after its delivery to a terminal market for dis­
tribution for consumption.

As used in this subsection the term "farm" includes stock , dairy,
poultry, fruit, fur-bearing animal, and truck farms, plantations, ranches,
nurseries, ranges, greenhouses or other similar structures used primar­
ily for the raising of agricultural or horticultural commodities and

orchards.

"(10)

" (11)

Service performed in the employ of an agricultural or
horticultural organization exempt from income tax under
Section 101 (1) of the Federal Internal Revenue Code as
amended.
Service performed in the employ of a voluntary employees'
beneficiary association providing for the payment of life,
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sick, accident or other benefits to the members of such
associations or their dependents, if (i) no part of its net
earnings inures (other than through such payments) to the
benefit of any private shareholder or individual, and
(ii) eighty-five per centum or more of the income consists
of amounts collected from members for the sole purpose
of making such payments and meeting expenses."

The Pennsylvania Unemployment Compensation Bureau holds
strictly to the rule that only co-operative organizations engaged strictly
in agricultural pursuits are exempt from the unemployment compensa­
tion tax. Thus, such organizations as crop financing and agricultural
credit organizations are liable for the tax.

The unemployment compensation tax, however, is not applica­
ble to rural electric co-operatives and credit unions in Pennsylvania .
The Supreme Court of Pennsylvania in a recent decision 1 ruled that
rural electric co-operatives were not subject to this tax because the
incorporation act creating such co-operatives specifically exempts these
organizations. from all State taxes. The Court in its decision said:

" . . . The legislature may have concluded that to impose
the payment of this excise tax upon corporations created under the
Electric Co-operative Corporation Act would result in increased
charges for rural electric current and might seriously impede the
accomplishment of the very purpose of the legislation."

In the opinion of counsel, since the incorporation act creating
credit unions also exempts these co-operatives from ali types of State
taxes, it is thought that these units are also exempt from the unem­
ployment compensation tax, as based upon the above decision of the
Court affecting rural electric co-operatives. In the matter of the bonus
charge, all types of co-operatives with capital stock in Pennsylvania,
with the single exceptio? of credit unions, are subject to such a charge .
Credit unions are relieved of the bonus charge because of the provision
in their incorporation act which states: "the shares of a credit union
shall not be subject to a capital stock bonus tax' or a stock transfer
tax when issued by the corporation." 2 This provision also relieves the

L Department of Labor and Industry, Commonwealth of Pennsylvania v, .N ew Enter­
prise Rural Electric Co-operative, Inc., Commonwealth Docket No . 88, (June 29, 1945).

2 Act of May 26, 1933; P. L. 1076, Section 23.
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credit unions of liability for payment of the sfock transfer tax. How­
ever, all other types of co-operatives are subject to the stock transfer
tax.

The statistics presented in Table 9 indicate the types of State taxes
imposed upon all types of co-operative enterprises in Pennsylvania in
comparison with those imposed upon regular industrial corporations,
utilities, and banks . These data are for the year 1945, and reflect all
changes in State taxation as provided by the acts of the General As­
sembly in 1945.

In summary, the co-operatives operat ing in Pennsylvania are sub­
ject to the following types of taxes:

Types of Co-operatives
Co-operatives, productive and

distributive, (1887)

Agricultural co-operatives,
without stock, (19 19)3

Agricultural co-operatives,
with capital stock, (19 29) 3

Agricultural credit co-opera­
tives, (1933)

. Credit unions, (1933)

Subject to:

Bonus
Capital stock tax
Corporate loans tax
Stock transfer tax
Corporate net income tax
Unemployment compensation tax 1

Unemployment compensation tax 2

Bonus
Stock transfer tax
Co-operative agricultural net rn­

come tax
Unemployment compensation tax 1

Bonus
Stock transfer tax
Co-operative agricultural net In­

come tax
Unemployment compensation tax

No taxes

1 Subject to Unemployment Compensation Tax on that porti on of its employment
which is not within the definition of "agri cultural labor ,"

2 Ibid.

a Foreign agricultural co-operatives, with and without capital stock, are subject to the
bonus (tax) as imposed by the Act of May 8, 1901, P. L. 150.
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Types of Co-operatives
Rural electric co-operatives,

(1937)

Domestic mutual insurance
companies

Savings Institutions, non­
stock, (1889)

Subject to:
Bonus (if stock)
$10 annual license fee per 100

members
Stock transfer tax

Unemployment compensation tax

Net earnings tax of 1889
Unemployment compensation tax

The data presented in Table 10 indicate the types of local taxes
imposed upon co-operative enterprises in Pennsylvania as of 1946. It
will be noted that all types of co-operatives are subject to the real prop­
erty tax and are exempt from the county personal property tax. Penn­
sylvania, unlike some states, has not granted real property tax exemp­
tions to special classes of co-operatives.
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TABLE 9

TYPES OF STATE TAXES IMPOSED ON DOMESTIC BUSINESS UNITS IN PENNSYLVANIA-1945

Tax on
Utility Bank Title In s.

Bonu s 0 11 Capital 2 Corporate GroS! Share s & Trust Co.
Type of Business Units Charters Stock Loans Receipts 1897 St ock 190 7

1. Regul ar Industrial Corporatio ns Yes Yes Yes No No No
2. Co-ops., Productive & Distrib utive,

with stock 1887 .. . . .. . . . .. . . . Yes Yes Yes No N o No
3. Co-ops ., Ag r., withou t stock 1919 7 No No N o N o No No
4. Co-ops., Agr. , with stock 1929 7 .. Yes No No N o N o No'
5. Co-ops., Agr. Credit wi th stock 1933 Yes No No N o N o N o
6. .Credit Unions 1933 . . . . . . . . ... . No N o No No No No
7. Elec tric Co-op . Corporations 1937 . Yes 5 No No N o No No
8. D omestic Mutual In s. Companies

( without stock ) 1921 . . .. .. . . No N o N o No No No
9. Banks (with State charters) . .. .. . Yes N o Yes No Yes No

10 . D omestic Insurance Companies . . . Yes Yes Yes No N o No
11. Utilities, Incorporated . . . . . . . . . . . Yes Yes Yes Yes No No
12. Title In s. & Trust Compa nies . .. . Yes N o Yes No No Yes
13. Savings Institu tions without Capita l

Stock 1889 . _... . .. ... ... . , . No N o No No No No
14. Private Banks (Individuals) ... _. . No N o N o N o N o No

1 Act No. 360, 1945.
2 T he capital stock tax exemption was .restored for manu facturi ng corporations by Act N o. 323, May 27. 1943,

P. 1. 762, effective J anu ary 1 of the year fo llowing Presidentia l or Congressional Pro clamati on of end of the wa r.
S Exempt by Act of June 21, 1937, P . 1. 1969 and up held by the Pennsylvania Supreme Cou rt. (De pt. of La-

bor a nd Ind us try v. New Enterprise Rural El ectric Co-oper ative, Inc., June 29, 1945 ) . .
4 It wou ld appear that co-operat ives of thi s ty pe are exempt as to such employees perfo rming service s incident to

farm ing operations, and under certain condi tio ns. (See Unemploy ment Comp ensati on Law and cases .)
N ote : Th e tax status of co-opera tives is based up on Formal Opinion No . 461, June 28, 1943, Pennsylvania

D epartment of Ju stice and Acts 357 and 360, (1945) .
Note : Cigare tte and Liquor License T axes have not been included, since these taxes are paid by all types of unit s.
Note : Chart excludes unincorporated associa tions authori zed by Act of Ju ne 30, 1923 , .P. 1. 984, since these asso­

ciatio ns are not taxa ble as corporations.
N ote: All co-operative agricult ura l associa tions were exem pted from the N et Earnings Tax of 1889 under the pro-

visions of Act N o. 365, May 23. 1945.
5 Subject to bonus charge if the co-opera tive has capital stock.
e D epartment of Reven ue Statement.
7 Foreign agricultural co-ope ratives, with and witho ut capit al stock, are sub ject to the bonus ( tax) as imposed

by the Act of May 8, 1901, P. L 150.
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Gross Gross Net
Receipts Premiums of Corporate Co-op . A gr.1 Earnings Une m ployment
Private D om estic St ock Net ASSJl. N et T ax of Compensator
Bankers InJ. Co. T ram!(JI" I ncome Income T ax 188 9 T ax

No No Ye s Yes N o No Yes

N o No Yes Yes No No N o 1

N o N o N o No No No N o 01.

No No Yes N o Ye s No No~

No No Yes No Y es 6 No Yes
No N o No N o No N o No
No N o Ye s No No No No a

No N o No N o N o No Yes
No No Ye s No N o N o Yes
N o Yes Yes Yes No No Yes
N o No Yes Yes No N o Yes
No No Yes No N o No Yes

N o No No N o No Ye s Yes
Yes No No No No N o Yes

STATE T AX RAT ES
Tax Rates

Bonu s on Charters " " " " " " " " " " ". ¥o of 1 perc en t
Capital Stock _" " . ". . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 mills
Corpora te Loans . . " .. ~ .. " " " " ' 4 mills
Ut ility Gross Recei pts " " " " 8 mills (plus 6 mills

ext ra for calendar
yea r s 1945 and
1946)

Bank Shares . . " " ". .... . . . . .. .. . . . . . .... . . . . . . . . .. .. 4 mill s
T ax on Stock of T itl e Insurance and Trust Companies . " " " " 4 mills
G ross Recei pts of Pri vate Bankers . . " . " ". . 1 percent
Gro ss Pre miums of D omestic In surance Companies _ 8 mills
Stock T ransfer " "" " . . _ ". 2c per $100 value
Corp orate Net Income " _ " . . " .. " . . 4 pe rcent
Co-oper ative Agricu lt ura l Association N et Income T ax ". _ 4 percent
Net Earnings T ax ( 1889) _" 3 percent
Unemployment Compensation T ax 1 per cent to 2.7 per-

cent



TABLE 10

LOCAL TAXES IMPOSED UPON CO-OPERATIVE
BUSINESS ENTERPRISES IN PENNSYLVANIA,

1946

Type of Co-operative
1. Co-oper-atives, pr oductive & distributive, with

stock, ( 1887) .
2. Co-operatives, AgI. wi thou t stock, (1919) . .
3. Co-operatives, Agr ., with stock, ( 1929) . . . .
4. Co-op eratives, Agr. credit , with stock, ( 1933 )
5. Credit unions, ( 1933) ..
6. Electri c co-operative corporations, (1937) . .
7. D omestic mutual insurance compa nies, without

stock, (1 921 ) " .
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Real Property
T axes

Taxable
Taxa ble
T axable
Taxable
T axable
Taxable

Taxable

County
Personal Property

T axes

Exempt
Exempt
Exempt
Exempt
Exempt
Exempt

Exempt
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Part VI

TAXATION OF CO-OPERATIVES IN
OTHER STATES

A. TAXATION IN PENNSYLVANIA AND TEN
OTHER SELECTED STATES

In order to ascertain the types of state taxes imposed upon co-op­
erative enterprises in some other states, the Commission addressed
questionnaires to state tax officials in ten selected industrial and mining
states.' . These states were chosen because they had previously been
selected by the Commission for purposes of comparative tax studies
because their products and services compete with those of enterprises
operating in Pennsylvania. The results of this survey are tabul ated in
Tables 11 to 18 of the text. A summary of all the data appearing in
these tables is.presented in Table 19 of the text, which indicates the
number of states imposing specific taxes upon all types of co-operat ives
included in this study. The reader must be cautioned, however, in the
interpretation of the data appearing in Tables 11 to 18 . The mere fact
that a co-operative may be liable for a specific state tax does not mean
that a sizable tax burden is actually imposed upon the enterprise. For
example, in California, co-operatives , with the exception of banks and
mutual insurance companies, are subject either to the Bank and Cor­
poration Franchise Tax or the Corporation Net Income T ax. How­
ever, in actual practice in California such co-operatives pay only a
minimum annual tax of $25 under the Franchise Tax, and they may
pay no net income taxes since they are allowed to deduct from gross
income all of their income arising from business carried on with mem­
bers. However, co-operative earnings distributed to members or pa­
trons in California are subject to taxation in the hands of the individual
taxpayers under the,personal income tax laws.

1 California, Connecticut, Delaware, Massachusetts, Minnesota, N ew Jersey, New
York, Ohio, West Virg inia, and Wi sconsin.
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In most of the states examined, co-operatives are exempt from
capital stock taxes. Only two states, Massachusetts and Pennsylvania,
levy such capital stock taxes on co-operatives. Massachusetts levies
capital stock taxes only upon agricultural co-operatives with stock, and
Pennsylvania levies such a tax upon co-operative telephone companies
in the event such enterprises are incorpo~ated and also on co-operatives
incorporated under the Act of 1887. However, most of the co-oper­
ative telephone companies in Pennsylvania are unincorporated units
and are very small in terms of capital and volume of business; hence,
this tax is very insignificant as a revenue producer from co-operatives,
especially in Pennsylvania.

The facts reveal that there is little use of the net income tax in
these states. California and Pennsylvania are the only two states in
this group imposing a net income tax upon co-operatives. Under the
California laws, it was pointed out, co-operatives are allowed a deduc­
tion from gross income of all business c-arried on with members; conse­
quently the co-operatives in most cases have no taxable income to report.

The General Assembly of Pennsylvania at the 1945 Session im­
posed a Co-operative Agricultural Net Income Tax.' This tax applies
to two types of co-operatives in Pennsylvania, agricultural co-operatives
with capital stock and agricultural credit associations with capital stock.
This act does not apply to co-operatives not having capital stock.

There is a greater use of gross receipts taxes than net income taxes
with tf'~hf'rt to r()-()hf'f~tivp_, in thf' ,h:ltp, in thi~ orrnrn 'Fo r f>Y~mh'p----- ---J: --- -- -- -1. --- -- -- - . - -'- --- --- --.. _...._-- 0-- -·-1 - -- -- _. -- ---.1 --,

four states impose gross receipts taxes upon rural electric co-operatives,
and six states make use of gross receipts (or premiums) taxes on
mutual insurance companies. However, only one or two states impose
gross receipts taxes on the other types- of co-operatives.

Franchise taxes are imposed on agricultural co-operatives with
stock in four states: California, Massachusetts, New Jersey, and New
York. Only two states impose such taxes upon agricultural co-opera~

tives without stock; rural electric co-operatives, and mutual insurance
companies. Three states impose such taxes upon agricultural credit
co-operatives and credit unions (with state charters), and co-operative

1 Act Number 360, May 23, 1945.
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water co-operatives. Four states levy franchise taxes upon co-operative
telephone companies: California, New Jersey, New York, and \Vest
Virginia. It should be remembered, however, that in some states the
franchise taxes result in a very nominal annual tax burden, such as $25
per year in California.

In the matter of real property taxation five states, Massachusetts,
Minnesota, Ohio, West Virginia, and Wisconsin impose such a tax on
the properties of agricultural co-operatives of all types. Four states
impose such taxes on co-operative agricultural credit associations, credit
unions, mutual insurance companies, and .co-operative water companies.
Three of the states in this group, Minnesota, Ohio, and \Vest Virginia
impose property taxes on rural electric co-operatives. Two states tax
the real properties of co-operative telephone companies.

Although the taxation of specific co-operatives in certain states is
still somewhat unsettled with respect to the application of unemploy­
ment compensation taxes, it appears that there is greater uniformity
in the use of this tax than any other tax in this group of states . For
example, Pennsylvania is the only state in the group which has ex­
empted credit unions and rural electric co-operatives from this tax. The
exemption of these two types of co-operatives is the result of a decision
of the Pennsylvania Supreme Court June 29, 1945, in the case of The
Department of Labor and Industry, Commonwealth of Pennsylvania v.
New Enterprise Rural Electric Co-operative, Inc. The Court held that
the unemployment compensation tax was a tax within the meaning of
the incorporation act affecting these co-operatives, and since the incor­
poration act creating rural electric co-operatives (Act of June 21, 1937,
P. 1. 1969) specifically exempted such co-operatives from all State
.taxes, it ruled that they were thus exempt from the unemployment com­
pensation tax. The opinion of the Court in this case can be construed,
in the opinion of counsel, to include credit unions, since their incorpora­
tion act also exempts them from all types of State taxation.

In the matter of sales taxation, three states in this group, Califor­
nia, Ohio, and West Virginia, impose such a tax. All three states
impose a sales tax on commodities sold by co-operative agricultural
associations of the buying and selling type. Sales taxes are imposed
to a lesser extent by these states on the other types of co-operatives.
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The situation with respect to the application of sales taxes to co-opera­
tives is still an 'unsettled matter in a number of states, as will be ex­
plained later in this discussion,

The practice with respect to the state taxation of dividends and
patronage refunds. paid to stockholders and patrons is gener ally to tax
these earnings so distributed- in the hands of the individual taxpayers
under a personal income tax. This method is in use in four states in
this group: California, Massachusetts, Minnesota and Wisconsin. The
method of state taxation of such co-operative earriings in the hands
of the individual taxpayers follows the practice of the U. S. Bureau
of Internal Revenue which has been in effect for several decades.

In the matter of "other taxes," these generally take the forms of
various types of busin ess licenses and fees for the privilege of engaging
in business. Some of these taxes are exactly the same as those paid by
ordinary business corporations, such as dealers' licenses for the sale
of commodities such as cigarettes and liquor; some of these licenses
apply specifically to certain co-operative enterprises, such as those levied
by a number of states on rural electric co-operatives at the rate of
$10 per 100 members per year, as is the case in Pennsylvania . Approx­
imately one-half of the states studied in this group make use of business
license taxes on co-operatives, but..in most cases such taxes are very
nominal in amount, and therefore, do not place a great burden on
co-operatives subject to these taxes .

B. TAXATION OF CO~OPERATiVES iN OTHER STATES

There are at present no comprehensive statistics on the subject
of the state taxation of co-operative enterprises. H owever, a few
studies have been made in recent -years with respect to the application.
of some specific taxes to certain types of co-operatives. For example,
a few studies have considered the application of state income taxes
to .all types of co-operatives, and others have considered the applic a- .
tion of real property taxes and state sales taxes to rural electric co-op­

eratives.

The most comprehensive study of the application of state income
taxes to all types of co-operatives was one published by the United
States Bureau of the Census in 1939. In regard to income tax liability
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TABLE 11
,..

.TYPES OF .STATE TAXES IMPOSED UPON GO-OPERATIVE AGRICULTURAL ASSOCIATIONS
WITH STOCK IN SELECTED STATES. 1945

Types of State Taxes

T ax es on 'Eaxes 071

Capital N et Gr oss Annual Real Un em ploy ment Retail D ividends Patronage
Stork Inco me Receip ts Franchise Property Compensation Sales Paid to R e/lm ds Paid Otber

Stales T ax es T axes Tux es Taxes T axeJ Taxes 8 T ax es Sb areb olders 10 Patrons 'taxes

California .. .. . . . .. . . N o Y es 6 N o Y es a . . . 1 Y es Yes N o N o Yes
Connecticut . . . . . . . . . . · .. 1 ... 4 . . • 1 . . . 1 . . . 1 No · . . 1 . . . 1 . . . 1 N one
Delaware- . . .. . . . . .. · . . . .. . . . . .. . .. No · .. 1 · . . . . .. . ..
Massachusett s . . . . . . . . Y es N o • Yes Yes Y es Y es · . . 1 Ye s N o Yes

-, Minn esota . . ... .. ... . · . . 1 N o N o N o Yes . .. 7 1 N o No N one
:p New Jersey . . . . . . . . . . · .. 1 . . . 1 No Yes . . . 1 Yes . .. 1 No No N one
: Neyo' York . . . . . .. ... . . . 1 . . . 1 1 Yes 1 Yes · . . 1 N o N o Yes

OhIO .. .. . . . .. ... . . . .. . 1 . . . 1 N o' No Yes Yes Yes N o N o Ye s
West Virginia . . . . . . . N o No Yes 3 No Yes Yes Ye s N o N o N o
W iscons in "0 ,. _ •• •• .. . 1 N o No .. . . 1 Yes Y es . . . 1 N o N o Business

Licenses
paid by
all units

Penn sylvani a . .. . . . . , No Yes N o N o N o N o 9 1 N o N o No

1 Not used in the State .
2 Exempt from all State taxes by statute .
~ Actually on occupa tions.
4 Exemp t by sta tute.
6 Engaging in intrastate busin ess only. .
6 Engaging in inters tate business within Cali forn ia and if an unintor­

porated association. libera l deductions a llow ed.
7 Follows Federa l exemptions .

8 In states whe re services perform ed for co-operatives are not exempt
fro m un empl oyment compensa tio n taxes, i t is possible that services per­
formed in agri cultural labor, as cons true d by the proper agency, wo uld
lik ely be exemp t. -

9 It wo uld agpear that co-operatives of this type arc exempt as to
such empl oyees perf orming services inci dent .to farming operatio ns, and
und er certain condi tions. (See Unemp loyment Comp ensation l aw and­
cases. )



TABLE 12

TYPES OF STATE TAXES IMPOS;ED UPON CO-OPERATIVf AGRICULTURAL ASSOCIATIONS
WITHOUT STOCK IN SELECTED STATES, 1945

Types of State Taxes

'Taxes on Tax es on
Capital N et Gross Annual Real Un employment Retail Dividends Patronage
Stock Income Receipt: Franchise Property Compe~salion Sales Paid to Refunds Paid Other

Stales Taxes Taxes TaxeJ Ta xe s T axes T axn 7 T axes Sbarebolders to Patrons TaxeJ

California .. . . ... . .. . No Yes ~ No Yes! . . . 1 Yes Yes No No Yes
Connecticut . . . .. . . . . . .. 1 . ..a . .. 1 .. . 1 1 No 1 . .. 1 .. . 1 N one
Delaware . . . . ... . _ . . No N o No N o No Yes No N o No N o
Massachusetts . .. . - . . No No No No Yes Yes . .. 1 Yes No Yes

.., Minnesota .. . . . .. . . . . .. 1 No No N o Y es .. . 6 . .. 1 No No None
:0 New Jersey . . . . . . . . . . . . 1 . . . 1 No Yes . ..1 Yes . .. 1 No No None
~New york .. . . . . . . . . .. . 1 . . . 1 . . . 1 No . . . 1 Yes . . . 1 N o N o Yes

Ohio . . . . . . . . . . . . .. . . .. 1 . . . 1 No N o Yes Yes Yes No No Yes
We st Virginia . . . . . . . No No Yes 2: No Yes Yes Yes N o No No
Wisconsin ... . . . . . .. . . . 1 N o No . . . 1 Yes Yes . . . 1 N o No Business

Licenses
paid by
all units

Pennsylvania No N o No No No No 8 ...1 No No N o.. .. . . ..

1 Not used In the States.
2 Actually on occupations.
3 Exempt by statute.
4 Engaging in intrastate business only.
oEngaging in Interstate business within Californi •., or jf an unincor­

porated association. Liberal deductions allowed .
6 Follows Federal exemptions.

7 In states where services performed for co-operatives are not exempt
from unemployment compensation taxes, it is possible tbat services per­
formed in agricult ural labor, as construed by the proper agency, would
likely be exempt. -

8 It would appear that co-operatives of this type are exempt as to
such employees performing services incident to farming operations, and
under certain conditions. (See Unemployment Compensation Law and
cases.)



TABLE 13

TYPES OF STATE TAXES IMPOSED UPON CO~OPERATIVEAGRICULTURAL CREDIT
ASSOCIATIONS IN SELECTED STATES, 1945

Types of State Taxes

No N o No Yes
1 No Yes . .. 1

1 1 Yes 1
1 N o No Yes

No No No Yes
No N o . .. 1 Yes

States

Californ ia ., .
COnnecticut .
Delaware .
Massachusett s2 •.•. . . .r;: Minnesota .

\jo) New Jersey .
'-'New york , . . ,

Ohio , .
West Virg inia .
Wisconsin , .

Penns ylvani a .

Capital
Stock
Taxes

N o
1

N o

i
1
1

" . 1
N o

1

N o

Net
Income
Taxes

Ye s 5

. .. 3

No

Yes

Gross
Receipts
T axes

N o
1

No

No 7

Annual
Franchise

Taxes

Yes 4

, . . 1

No

N o

Real
Property

Taxes
1

. .. 1

No

N o

Un empl oyment
Compensation

T axes B

Yes
N o
Yes

G

Ye s
Yes
Y es
Yes
Yes

Yes

Taxes O i l Taxes on
Retail Divid ends Paironage
Sales Paid to Refu nds Paid Othe r
TaxeJ Shareholders to Patrons T axes

Yes No No Yes
" . 1 ... 1 . .. 1 N one

N o No No No
. . . . .. . ..

1 N o No N qne
1 No No N one
1 No N o Yes

Yes No N o Yes
Ye s No No N o

1 No No Business
Licenses
paid by
all units

No No No

1 N ot used in the State.
2 Not chartered in the State.
3 Exempt by statute.
4 Engaging in intrastate business only.
5 Engaging in interstate business within California,

porated association. Liberal deductions allowed.
or if an unincor-

6 Foll ows Federal exemp tions .
7 Ne t ear nings tax of 1889 is not applicable to any co,operative agri­

cultural association und er the provisions of Act No. 365, Ma y 23, 1945.
8 In states where services performed for co-operatives are not exempt

from unempl oyment compensation taxes, it is possible that services per­
formed in agricultural labor, as constru ed by the proper agency, would
likely be exempt.
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TABLE )4

TYPES OF STATE TAXES IMPOSED UPON CREDIT UNIONS (STATE CHARTERS)
IN SELECTED STATES, 1945

Types of State Taxes

Taxes on Taxes 01/

Capitdl Net Gross Annu»! Real Unem ployment Retail Dividends Patronage
Stock Income Receipts Franchise Property Compe nsation Sale.; Paid to Refunds Paid Oth er

States T axes Tax es Taxes T axes T axes T axes 9 Taxes Sharebolaers to Patrons T axes

California . . . .. . . . . . . N o Yes 6 N o Yes" . , . 1 Yes Yes N o No Y es
Connecticut 4 . .. . .... . , , . . , ... .. . .. . . . . · .. . .. . , ,

Delaware . . . ... . ... . No N o N o Yes N o Yes N o No No N o
-, Massachuset ts 8 0 • • • ••• . , . . . . • • 0 • 0 ' . . , ., . . .. . .. . .. 00 '

00 Minn esota . . , 0 • , • • 0 • • • 0 .
1 N o No N o Ye s • 0 0

1
• O •

1 No N o None
.l:>- New Jersey . 0 • •• , • o . , . , 1 , . . 1 No Yes . .. 1 Yes ·.. 1 No N o N one
'-' Ne w York . . . . . . . . . . . . . 1 , . . 1 . . . 1 N o 1 Yes . . . 1 No N o Ye's

Ohi o ' . 0 • • , 0" , • • •• ". . . .1 . . . 1 N o . . . 3 Yes Yes Yes N o N o No
West Virginia .. . . . " N o No Yes 2 N o Ye's Yes N o No No N o
Wisconsin . . . . . . . . . . • o .

1 N o No • o .
1 Yes Yes • o.

1 No No Business
Licenses
paid by
all uni ts.

Pennsylvania N o N o No N o N o , N o • o •

r No No No. :'..' . . . . .

1 Not used in the State.
2 Actually on occupat ions.
3 A tax is levied with "i nvested capital" as the base.
4 At present not chartered in State.
5 Engaged ,in intrastat e business only. .'
6 Engaged in interstate business within Californi a, or if unincorpor­

ated association . Liber al deductions allowe d.

7 Follow s Federal exemptions.
8 T axable only locally on personal property.
9 In . states where services perform for co-operatives are not exempt

ft om unempl oyment compensation taxes, it is possible that services per­
form ed in agricultural labor , as construed by the prop er agency, wo uld
likely be exempt, . 0 , •



TABLE 15

TYPES OF STATE TAXES IMPOSED UPON RURAL ELECTRIC CO-OPERATIVES
IN SELECTED STATES

Types of State Taxes

T axes on Taxes on
Capital N el Gross A nnual Real Ul/emp~oym.ent Retarl Dividends Patronage
Stock Income Receipt s Franchise Property Com pensation Sales Paid to Refunds Paid Oth er

States Taxes T axes Ta xes T axes Ta x es Taxes S T axes Shareholders to Patrons T axes

Californ ia .... . .. .. . . N o Yes 5 N o Yes4 ... 1 Y es Yes No No Yes
Con necticut-t . . .. . . ... . . . . . . . . . . . . . . . . .. . .. . . . . . . . . .
Delaware .... . . . . . . . N o N o Y es No No Yes N o No N o N o
Massachusets 2 .. . . . . . . .. . . . . . . .. .

\
.. . . .. . . . . ..

r-t Minnesota . .. ... . . . . . .. . 1 No No No Yes .. . G . . . 1 N o N o Privi lege
00 Tax $10
v. per 100

L....J
members

New Jersey . . .... . . . . . . 1 . . . 1 Yes Yes . . . 1 Yes . . . 1 N o No N one
New York .. . . . . . . . . . .. 1 . . . 1 1 No . . . 1 Ye s . . . 1 N o No Y es
Oh io . . . . . . . . . . . . . . . . . . 1 . .. 1 No No Yes Yes ' Y es N o No No
W est Vi rginia .. ... . . No N o Yes3 No Yes Yes No No No No
Wi sconsin . . • ·" 0 · ·· . . . . 1 No Yes . .. 1 N o Yes .. . 1 N o No ' Business

Licenses
paid by
all units

Pennsylvania . . . .. . . . No N o No No N o No . . . 1 No No Yes 7

--
1 Not used in State . 6 Follows Federal exemptions. .
2 No t chartered in State. 7 Annua l Iicense fee of $10 per 100 members.
3 Actually on occupations. 8 In states where services perf ormed for co-operatives are not exempt
4 Engaged in intrastate business only. from unemployment compensation taxes. it is possible tha t services per-
S Engaged in intersta te business within Californi a or, if uni ncorpor- formed in agricultural labor, as construed by the pIOper agency, would

ated association. Liberal deductions allowed . likely be exempt .



ftH ~ :TABLE 16 .

TYPES OF STATE TAX~1\t~~~gTii;~~A~~~Ul~~5INSURA!'lCE COMPANIES

Types 'of State Taxes

Taxes on T axes on
Capital N et Gross A nnual Real Unemployment Retai] Dividends Patr onage
Stock In come Receip/s Franchise Property Compensation Salet Paid to RefundJ Paid

Stat es T axeJ Taxes Taxes Taxes T axes 'Fax es 5 'Tax es Shareholders to Peiront

California .... .... .. . No N o Yes 2 No . . . 1 Yes Ye5 No No
Connecticut . . . .. . . . . No No Yes2 N o .. . 1 No No Yes4 No

...., Del aware .. . ....... .. No No Yes2 No N o Yes N o No No
~ Massachusetts . . .. . . . . No N o N o Yes Yes Yes ... 1 Yes No
--' Minnesota .. . . . .. ... . .. . 1 No No No Yes 3 ... 1 N o No .

New Jer sey . . ...... . . . . 1 . . .1 Yes 2 N o 1 '{es .. .1 No No
New y ork . . . . . .. ... . . . 1 . .. 1 1 Yes ... 1 Yes . .. 1 N o No
Ohio .. . . . . . . . . . . .. . . .. 1 . .. 1 Yes2 No Yes Yes N o N o No
West Virginia .. ... .. No N o N o N o Yes Yes No N o N o
Wisconsin . .. .... . ... . . . 1 N o Yes ... 1 No Yes . .. 1 No N o

Pennsylvania No No . No N o No Yes No N o

Other
T axer

Yes
N one
N o
Yes
No ne
None
Yes
No
Yes
Business
Licenses
paid by
all units
No

1 Not used in State.
2 Premiums used as base.
3 Follows Federal exemptions.
4 This tax is imposed on the company.

5 In states where services performed for co-operatives are not exempt
from unemployment compensation taxes, it is possible that services per­
formed in agricultural labor, as construed by the proper agency. would
likely be exempt.



TABLE 17

TYPES OF STATE TAXES IMPOSED UPON CO-OPERATIVE TELEPHONE COMPANIES
IN SELECTED STATES, 1945

Types of State Taxes

No No No No
. . . . . . . .

No Yes N o No
1 No Yes . . . 1

1 . . . 't Yes . . . 1
1 No No Yes

No No Yes Y es
No Yes . . . 1 N o

Gross A nnual
Receipts Franchise
Taxes Taxes

No Yes 4.

States

California .
Connecticut 2 • • . . . . . .
D elaware 3 .

,....., Massachu setts» ..
00 Minnesota .
'-J Ne w Jersey .

L..-l New York .
Ohi o .
W est Virginia .
Wi sconsin .

Pennsylvania

Capital
Sto ck
T axes

No

No

1

1
1

. . . 1
N o

1

Yes 7

N et
Inco me
T axes

Yes G

No Yes 1.8 No

Real
Propertv

T axes
1

1

Unemployment
Compensati on

Taxes 9

Yes

Yes

6

Yes
Yes
Yes
Yes
Yes

Ye s

T axeJ on Taxes on
Relail D ividend s Pat ron age
Sales Paid 10 Refunds Paid Other
Taxes Sbarebolders 10 Patrons Taxes

Yes No No Yes
. . .

No N o N o No
. .. . .. . . .

1 N o No No ne
1 No N o No ne
1 N o No Yes

Yes N o No No
No N o No No

1 N o No Business
Licenses
paid by
all units

1 N o '" N o None

1 Nnt used in the State.
2 Not chartered in the State.
.~ Tax es imposed on lines of wire and trans mitters.
4 Engaged in intrastate business only.
[; Engaged in interstate business within Californ ia, or if uni ncorpo ra­

ted association. Liberal deductions allowed .

G Follows Federal exemptions.
1 If incorpora ted .
8 If unincorporated, subject to net earn ings tax of 1889 .
9 In states where services performed for co-operatives are not exempt

from unemployment compensation taxes, it is possible that services per­
fo rmed in agricultural labor, as construed by the proper agency. wou ld
likely be exempt.



TABLE 18

TYPES OF STATE TAXES IMPOSED UPON CO-OPERATIVE WATER COMPANIES
IN SELECTED STATES, 1945

Types of State Taxes

No No N o No
. . . . ..

Yes No No Yes
1 No Yes . . . 1
1 . .. 1 Yes . . . 1
1 N o No Yes

No Y es 3 No Yes
No No .. . 1 Yes

States

California .
Connecticut 2 • .. . . . • .
Delaware .

., M~ssachusetts2 .
(Xl Minnesota .
00 New Jersey .

........, New york .
Ohio .
W est Virginia .
Wisconsin .

Pennsylvania 7 .

Capital
Stock
Taxes

No

No

1
1
1

. . . 1

No
1

'Net
Income
Taxes

Yes 5

Gron Animal
Receip ts Franchise
T axer Taxes

No Yes4

Real
Propertv

T axes
1

Unem ploym ent
Compensation

T axes 8

Yes

Yes

. •. G

Yes
Yes
Yes
Yes
Y es

Taxes on Taxes on
Retail D ividends Patronage
Sales Paid to Re/tmds Paid Otber
Taxes Shareholders to Patrons Taxes

Yes No N o Yes
... .. ,

No No N o N o
. . . . .. . . .

1 No No None
1 No No N one
1 N o N o Yes

Yes No No No
N o No No No

1 N o No Business
Licenses
paid by
all uni ts

, 1 Not used in the State.
2 Not chartered in the State.
3 Actua lly on occupations.
4 Engaged in intrastate business only.
o Engaged in inte rstate bus iness withi n Califomi .i, or if uninco rpora­

ted association . Liberal deductions allowrd .

G Follows Federal exemptions.
7 Records indicate there is only one such company in operation in the

State: ,
8 In states where services performed for co-operatives are not exempt

from unemployment compensation taxes, it is possible that services per.
formed in agricultural labor, as construed by the proper agency, wou ld
likely be exempt.



TABLE 19

A SUMMARY OF STATE TAXES IMPOSED ON CO-OPERATIVE BUSINESS ENTERPRISES
IN PENNSYLVANIA AND TEN SELECTED STATES,l 1945

(Number of States Imposing S~~cific State Taxes)

Types of State Taxes

Gross A nnu al Real
Receipts Francbi se Property

T axes T axes T axes

2 5

3 4

Capital
T ypes of Co-opera/hoe Stock

Enterpris e! T axes

Co-operati ve Agric ul tur al
Associations with Stock

Co-operative Agricultura l
;: Associations with out
\0 Stock 00 •• • • • • 00 ,0 0 0
'-' Co-operative Agricultural

Credit Associations ' . 0
Credit Unions ( wi th

state charters ) " 0 , , , 0
Rural Electri c Co-opera-

tives . . . . o ' • •• ' 0 ' , , 0
Mutual Insur ance Com-

panies . 0 • • • •• 0 , 0 , , 0
Co-operative Tel eph one

Com panies 0, ." " "

Co-operative W at e r
Comp anies . . 0 ' , , , , , 0

Nel
Incom e
T axes

2

2

o

2

2

o

4

6

3

1

4

3

2

2

4

3

5

4

3

4

2

4

Unem ployment
Compen sation

Ta xes 2

7

8

8

8

7

9

8

7

Retail
Sales
T axes

3

3

3

2

2

2

2

Taxes on
D ividends

Paid to
Shareholders

o

o

o

2

o

o

Taxes on
Patr onage

Refunds Paid
to Patrons

o

o

o

o

o

o

o

o

Other Taxes
Primarily
Business
Licenses

5

5

4

3

5

5

3

3

1 T hese States are: California, Connecticut, D elaware, Massa chusetts,
Minnesota, N ew Jersey, New Y ork , Ohio, W est Virginia, and Wiscon­
sin,

N PTE: This Tabl e is an analysis of comparative State tax table s 11
through 18.

, 2 In states where services p erfo rmed for co-operai'ives are oot exempt
fr om un employment compensation taxes , it is possible that services per­
form ed in agricultural labor , as construed by the proper agency, would
likely be exempt.



of co-operatives 10 the various states, the bureau reported the fol­
lowing;'

In 1939, 34 states and the District of Columbia had either
straight corporation income-tax laws or laws providing for busi- ,
ness-privilege taxes measured by net income. Of these, 27 pro­
vided for a flat rate on all net income; these rates ranged in the
various states from 1112 percent in Maryland to 8 percent in Ore­
gon. No rate was set in New Hampshire, where the law set the
"same rate as on other property. " In the other 7 states a progres­
sive rate schedule was used. The laws of New Hampshire and
Ohio provide for no exceptions which would affect co-operatives.
In only Wisconsin are consumers' co-operatives exempt from the
income tax, and New Mexico and Wisconsin are the only states
whose consumers' co-operative laws contain any provisions reo
garding taxation. The Wisconsin laws exempt all domestic co­
operative associations. The new consumers' co-operative act in
New Mexico imposes an annual license fee of $S in addition to
the income tax. Credit unions receive exemptions in the six states
of Colorado, Iowa, Massachusetts, Minnesota, Oregon, and Vir­
ginia. .The most common tax exemption is that of building and
loan associations, found in the laws of ,2S states.... Co-oper­
ative banks are exempt in Iowa; and co-operative banks without
capital stock in 7 states. Mutual ditch or irrigation companies are
excused from payment of income taxes in 14 states. Farmers' or
other mutual insurance companies or associations writing specified
types of insurance receive income tax exemptions in 1S states;
generally these include hail, cyclone, and fire insurance, but a
few states also include life (Oregon) , casualty (Colorado, Idaho , .
Kans as, Louisiana, Maryland, Utah) , crop (Kansas) , Or wind­
storm (Kentucky). All kinds of mutual insurance is exempted
in Arkansas, Pennsylvania, South Dakota. and Vermont, and aU
farmers ' mutual insurance in Minnesota. Mutual telephone com­
panies are exempt from income taxes in Idaho, co-operative or
mutual rural telephone companies in Minnesota, and both mutual
and co-operative organizations in 12 states. "Like organizations"
are also exempted in Louisiana. In addition to the farmers'
mutual associations, various other types of farmers ' associations
are 'exempt from. income taxes. The laws of 18 states excuse
"farmers, fruit growers , or like organizations," but Missouri spec­
ifies that they cannot be operated for profit. Arkansas , Georgia,

1 U. S. Bureau of the Census, Digest of State Laws Relating to N et In come Taxes,
1938, and 1939 Supplement, quo ted in Bulletin of U. S. Bureau of Labor Statistics,
Serial No . R.I062 , p. 1.
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Iowa, North Dakota; Oregon, South Carolina, and Utah exempt
only those acting as sales agents for the marketing of members'
products, but Georgia and Oregon further require that the proceeds
must be returned to the producers on the basis of quantity sup­
plied (Utah on the basis of either quantity or value). These
associations must be on a co-operative basis in California ("in
whole or in part"), Colorado, Idaho, Kansas, Louisiana, and New
York. Arizona and Wisconsin exempt all co-operative associa­
tions marketing farm products for producers. Wisconsin exempts,
in addition to the associations marketing farm products for pro­
ducers, those processing farm products for a co-operative associa­
tion and charging therefor not more than enough to pay expenses
plus not to exceed- 8 percent on capital stock and 5 percent for
surplus. The Minnesota law now exempts farmers' co-operatives
purchasing supplies Jand equipment. The Montana law provides
exemptions for "labor, agricultural, or horticultural associations"
operating on a co-operative basis and according to certain pre­
scribed conditions. The Utah law provides similar exemptions,
but specifies a maximum rate of interest on capital stock of 8
percent. Louisiana and Oregon exempt any organization organ­
ized by an exempt association or its members to finance ordinary
co-operative operations . Rural electric co-operatives are specifi­
cally exempt from income taxes in Montana and Tennessee. The
Tennessee law taxes corporations and "co-operatives conducted for
profit . . . other than those organized for general welfare and
not for profit."

RURAL ELECTRIC CO-OPERATIVES AND REAL
. PROPERTY TAXATION

As a general rule , all types of co-operatives pay the same real
property taxes as are levied upon regular business enterprises by states
and local governments. However, there is one important exception to
this general rule . Rural electric co-operatives, because of their peculiar
nature and operations, have been relieved from real property taxes in
a significant number of states. There are several _reasons for these
property tax exemptions for rural electric co-operatives. First, the
laws of many states regard such co-operatives as non-profit enterprises;
therefore, they are excused from real property taxation on that ground.
Second, some states consider rural electric co-operatives as closely re­
lated to Federal agencies because of the fact that their properties and
revenues are pledged to the Rural Electrification Administration for
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payment ofloans advanced bythis Federal agency. Therefore, some
states excuse such co-operatives from property taxes on this basis.
Third , some states have substituted net income or gross receipts or
even privilege taxes in Iieu of property taxes. Fourth, a few states
consider rural electric co-operatives as a special class-of "municipal
units" or "power authorities," and .thus excuse them from payment of
property taxes on the ground that they are actually special types of
government enterprises. However, there is no real uniformity in the
treatment of such co-operatives with respect to payment of property
taxes. It is the .purpose of this section to set forth the practices at
present' foll owed . in a number of .states for which information is
available.

Although the practices with respect to. the use of property tax
exemptions are not uniform in the various states, if is interesting 'to
note that the United States Supreme CCJUrt has upheld property tax
exemptions for the benefit of .co-operative telephone companies, and it
is probable that the Court would hold a similar view with respect to
co-operative electric enterprises, since these latter units operate in the
same manner as co-operative telephone companies. With respect to
property tax exemptions for co-operative telephone companies, the
Court said: 1

"It has a reasonable basis, rest ing on a real distinction. It
is not a distinction based on mere size only, as contended by ap­
pellant, nor upon the mere amount of business done. There is
.... ,...1; 1+,o:::r. ...r.o.,...r n ;.r<\ ~h o ..1 ........ ~ r» ,....(. k.l ' CO;+""PlC'(" 'l(~ ,.1 ~t- C t"A C ll r C. I) rl.;{~p.t"Anrp
Ll. ~.J.I..l. ..... .l.'-'.L .............. ....1. ... '-4 ........ "-I. v .a .L5 o..I .L __ ..... U.L.L .L .... oJ OLI ..... .L ...~ .&~ ... ... ..... v _ ) _ _ ~_ ... ....... ...... I-- _ ...... _

in the relation to the public . . . The use of the untaxed property,
as pointed out by the District Court is predominately private,
while the use of the taxed property is correspondingly public; the
exempt property is used for the personal convenience of the own­
ers, while the taxed property represents commercial investment
for profit making purposes."

It should also be noted that the Legislature has the power : to
classify co-operatives for tax purposes; it may impose a tax upon or­
dinary corporations, and may exempt co-operatives; it may also tax
one kind of co-operative and exempt another kind of co-operative. In
Pennsylvania the Supreme Court upheld such classification and exemp-

1 Citizens' Telephone Co. v, Fuller, 220 U. S. 322, 332, 33 S. Ct. 837, 57 L. ed. 1215
(1913) .
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tion of certain types of co-operatives (mutual insurance companies)
with respect to the gross premiums tax and the personal property tax.'

Although property tax exemptions for rural electric co-operatives
have been upheld in a number of states, such was not the case in Ken­
tucky. In this state , the Court 'of Appeals held that the provision of
the Kentucky Rural Electric Co-operative Act which purported to ex­
empt Rural Electric Co-operatives from property taxes was invalid as
in conflict with the State Constitution. In contrast, the 10'Ya Supreme
Court held that RE.{\. co-operatives were not operated for profit and
their property was not subject to assessment by the State Tax Commis­
sion . It had been contended that the co-operatives should be taxed on
the same basis . as private utilities operated for profit. The Court's
decision had the effect of nullifying an assessment made by the T ax
Commission which would have resulted in very substantial and burden-
some taxes for the co-operatives. '

The statistics presented in T able 20 indicate the specific tax exemp­
tions granted rur al electric co-operatives in 26 states in 1945. In 21 of
these states the legislatures have granted real or personal property tax
exemptions. In some states the legislatures have imposed gross receipts
taxes or special business privilege taxes in lieu of real or personal prop­
erty taxes.

The Rural Electrification Administration has reported that the real
property tax and its administration constitute the most important tax
problem facing the rural electric co-operatives. This is because the
assessments of their properties vary widely among the several states,
and even among sections of a single state. Where these co-operatives
are subject to state taxation , they have contended that earning power,
rather than construction cost should be the chief criteri on for purposes
of taxation . This is because of two conditi ons. First, extensive rural
electric systems in their early years must necessarily show a low earning
power as compared with similar enterprises in urban areas or in the
best rural territory. Second, these co-operatives have a large invest­
ment in proportion to earning power. Therefore, any tax measured
upon earnings is more acceptable than one based upon property valu-
ations . '

1 See: Commonwealth v. Girard Life Ins. Co. 305 Pa. 558, 158 Atl. 262, (1932) .
Commonwe alth v. Threshermen & Farmers' Mut, Casualty Ins. Co., 339 Pa. 62, 14 A
(2d) 295, (19 40).
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STATUTORY
TIONS

TABL~ 20

AND CONSTITUTIONAL .TAX EXEMP­
AFFECTING RURAL ELECTRIC
CO-OPEMTIVES, 1945 1

Georgia

Loui siana .

Minn esota

MiJs;ssippi

Motltana

N ebraska

N evada

I

A 1941 constitutional amendment grants exemption to REA co-operatives
and their pr operties for a period of twenty years from Janu ary 1, 194 2.
(Ga. Const., Art. 7, sec. 2, par. 2.) The exemption is from "all" taxes
and hence includes hath property and license taxes.

A 1942 constitutio nal amendment grants REA co-operatives a twenty-five
year exemption from ad valorem taxati on on transmission and distribu­
tion lines. (La. Const., Art. X, sec. 4, par. 14.)

REA co-operatives pay a tax of $10 per 100 members in lieu of all per­
sonal p roperty tax es upon distribution lines . (Minn . Stats. (Mason's
1940 Supp.) sees. 2012-4 , 5, 6.) An income tax exempti on has also
been enacted.

REA co-ope rati ves are exempt from taxati on on all physical property
used or useful in the distribution of electric current. (Miss. Code Ann.
(1942) sec. 9700 .) They are also exempt from all privilege, sales and
gross income taxes.

A statute provides that the prop erty of REA co-oper atives shall be as-:
sessed at 7% of its true and full value. (Mont. laws 1941, c. 107 and
Rev. Code (1935) sec. 2000.)

REA borr owers are orga nized' under a statute which decl ares them to be
political subdivisions of the state and in such capacity they are exempt
from all taxes. (Neb. Rev. Stat . Ann. (1 943) sec. 70-601 et seq.)

REA borrow ers are organized und er a sta tute wh ich gives them the
status of 'municipa l corporations and as such they are exempt from state
taxes. (Nev. Camp. Laws (19 31-1941 SupP .) . sec. 5180.04.)

Th e law unde r which rural e ,,~ctr,,; co-opera trees are organized exempts
them f rom all state taxes upon the payment of a tax of $10 for each 100
members. N . Mex. Stat. Ann. ( 1941) sec. 48-428.)

North Carolina REA bor rowers are organi zed under a statute which declares them to be
agencies of the state and they are thereby exempt from state taxation.
N . C. Gen. Stat. Ann . (1 943) sec. 117-19).

N orth Dakota In lieu of perso nal property taxes rur al electric co-ope rat ives are subject
to a gross receipts tax of 1% during the first five years of operation and
2% thereafter. N . D. Rev. Code (1943') sec. 57·3301 et seq. )

Ohio A statute pr ovide s that property of REA co-operatives shall be assessed
at 50% of its tru e valu e. (Ohio Code Ann . (Bal dw in'S Supp. 1940­
1945) sec. 5388-5.)

. Oklah oma At the 194 3 session of the legislature a law was enacted which imp oses
a 2% gros s receipts tax on rural electric co-opera tives in lieu of all other
pr operty taxes. (Okla. Laws 1943, c. 20a.)

1 Source: U. S. Rural Electrification Administration, Annual Reports , 1937-1944 .
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Oregon

Pennsyloania

South Carolina

South Dakota

T ennessee

Utah

W isconsin

Wyoming

ArkamaJ

Iowa ,

W eJt Virginia

Connecticut

V irginia

In 1 94 ~ the legislature enacted a law whic h imp oses a 2% gross revenue
tax in lieu of all other taxes on the dislribution and transmission lines
ow ned by rural electric co-operatives. (O .C.L.A. (S upp . 1943) sec.. 110­
515a, b & c.)

The statu te under which rura l electric co-opera tives are organized exempts
th em from all state taxes upon the payment of a fee of $ 10 for each 100
members. (14 Purdon Pa, Stats. (19 ~8 ) sec. 281.)

At the 1941 session of the legislatur e a law was enacted exempt ing prop­
er ty of rur al electr ic co-operatives from ad valorem taxation for a period
of five years. (S. C. Code (1942 ) sec. 2578 ( 61.» In 1945 the ex­
emptio n was extended fo r five years from June 11, 1946 . (Acts 1945,
Gov. No. 160, eff. ~-29-4 5. )

In 1941 the legislatu re enac ted a 'law imposing a 2% gro ss receipts tax
on rural electric co-operatives in lieu of personal p roperty taxes. (S. D.
Laws 1941; c. 3 6 ~ . ) .

In 1945 the legislature passed a law providing tha t all facilities and
pl ants constructed afte r Janu ary I , 1945 shall be exempt from ad valorem
prope rty taxes for a period of four years afte r the date of their con­
stru ction. (P. A. 1945, c. 157, appd. and eff . ~ -2 -45 .)

A statute pro vides tha t the property of rural electri c co-operatives shall
be assessed at no more th an $50 per mile of primary distributi on lines.
( U tah Code Ann. ( 194~) sec. 18-6-16.)

In lieu of all' general prop erty taxes ru ral electric co-opera tives are subject
to a 3% gross receipts tax. (Wis. Stat, . 1 94 ~ , sec. 76.48 .)

By statu te enacted in 1 94~ , rural electr ic co-operat ives have been accorded
exe mption from the ad valore m tax for a per iod of six years. (Wyo.
Laws 1 94 ~ , c. ~ 7 amending Wyo . Laws 1 9 ~ 9, c. 44, sec. 1.)

Act 414, 1941, amending Sec. ~ o of Act ~42 of 1 9~7 exempts REA
co-operatives from property taxes in improvement districts.

Under the laws of 1941, Chap. 248, REA co-operatives are exempt ed
from ad valorem property taxes for the calendar years 1941 and 1942.
The Supreme Court held that REA co-ope ratives were not ope rated for
profit and their pr oper ty was not subject to assessm ent by the State T ax
Commission.

Ch apman v. H untington H ousing Au thority, ~ S. E. ( zd) 502 decided
by the Supreme Court of Appeals of W est Virgin ia on Jun e 1~, 19~9 ,

contains a dictum which indicates that REA co-opera tives are exempt
fr om the ad valorem proper ty tax because the Federal Governme nt has
a lien upo n their pro per ty to secure loans made throu gh REA. The
Cour t said "Generally, the state or i ts mun icip alities cann ot assess for
lo cal imp rovements property belonging to the Federa l Gove rnment." T hi s
ru le has been held t o apply to property upon which the U . S. has a
li en securing a deb t due to it . Copp et al v. State of W est Vi rginia,
69 w. v« 4~9, 71 S. E., 580, ~ 5 L. R. A. (NS) 669.

Substituted a fee of $10 per 100 members for excise and income taxes.

Coun ties may gra nt property tax exemptio ns fQr .a period of 5 years .

Exe mpts REA co-operativ es from all franchise , exci se, income and incor­
poration taxes.
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In states where rural electric co-operatives are subject to state and
local property taxes, the co-operatives have attempted to reduce their
tax burd ens by obtaining limitations on the assessments of their prop­
erties. For .example, Ohio and Utah have enacted limitations on
assessments of. rural electric properties, and Montana has limited the
assessed value of such properties to 7 percent of the actual value of
such properties . Arkansas has a provision which exempts rural electric
co-operatives from special assessment s. Although the transmission and
distribution lines of rural electric co-operatives in Louisiana are exempt
from all taxes for 25 years under tl: constitutional amendment, their
other property is subject to taxation. 'The taxable property is valued
under a section of the state law that it shall be assessed at 10 percent
of actual value, but the attorney general of the State has taken the
position that this law is unconstitutional. In order to obtain. a reduc­
tion in their assessed valuations, the rural electric co-operatives have
taken their valuations to the courts for review, and in a number of
states have succeeded in having them reduced considerably. In a suit
against rural electric co-operatives in Illinois to~ collect property taxes~

an Illinois county court upheld the contention of the co-operatives that
assessments on their property had been excessive, and reduced such
assessments , ranging from $198 to $1,124 per mile, to $50 per mile.
These co-operatives have succeeded in obtaining reducti ons in their
assessed valuations in Kansas , Michigan, Oklahoma, West Virgini a,
and Illinois. In Alabama, Arkansas, Indiana, Maryland, Ohio, Tennes­
see, and Texas, the co-operatives have had their assessments reduced or
have thwarted attempts at increasing such valuations.

The Rural Electrificati on Administration has summarized the at­
tempts of the co-operatives to obtain a reduction or limitation of their
assessed valuations as follows: 1

"In Arkansas and Colorado, assessments for 1940 have been
based on 10 percent of construction cost. In Georgia, REA co­
operatives have been assessed on the basis of 10 percent of actual
construction cost, after excluding overhead items, or by capitaliz­
ing 'net operating income' at 9 percent and taking the greater
figure. In Illinois, recommendations have been made by the State
Tax Commission to local boards of review that REA lines be given
a fair cash value of not less than $100 a mile-s-with some excep­
tions . This value must then be equalized at the same percentage

1 V. ,S. Rural Electrification Admini stration, Annual Reports, 1937-1944.
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Kansas
Michigan
West Virginia
Virginia
Oregon
Utah

as is applied to other property in the tax district, resulting nor­
mally in tax values of approximately $50 per mile. In Indiana,
the State Tax Board has been assessing the property of REA co­
operatives on the basis of $50 per mile . In Oklahoma, 1939 as­
sessments fixed by the Tax Commission ranged from $275 to $300
per mile. Reductions made in 1940 bring the valuations down to
an average of approximately $200 per pole mile. In Texas, valua­
tions show a very wide range, with most assessments below $150
per mile. The instances enumerated, chosen from different parts
of the country, are typical of the present tax situation in about
half the States. Arkansas, Georgia, Iowa, Kentucky , Louisiana,
Maryland, Minnesota, Mississippi, Montana, Nebraska, Nevada,
New Hampshire, New Mexico, North Carolina, North Dakota,
Oklahoma, Pennsylvania, South Carolina, Tennessee, Texas, Wash­
ington, Wisconsin, and Wyoming have statutory enactments af­
fecting REA co-operatives granting them special treatment with
regard to taxes. Most of these statutes relate to excise or income
taxes but some of them evidence an increasing tendency to solve
the special problems of ad valorem assessments by new legislation .
In many States there has been a growing interest in the Wisconsin
plan by which power and light co-operatives (as well as mutual
telephone companies) are taxed at 3 percent of gross revenues in
lieu of all other taxes."

In summary, the Editors of Tax Systems of the World 1 have char­
acterized the confusion in the field of property taxation of rural electric
co-operatives in the following statements:

The most serious tax problems faced by rural electric co­
operatives concern property taxation. Assessments and rates vary
widely among the states and often among sections of a single
state. The problem involved can be shown by the varying per­
centages of gross revenues consumed in property taxation. These
percentages have been computed for all states." The property tax
burden in relation to gross revenues appears to be higher than
average in the following states:

Alabama
New Hampshire
Vermont
Oklahoma
Washington
Ohio

1 Tax Research Foundation, Ninth Edition, 1942.
2 These data on property tax burdens are not availabl e at present as reported by the

Rural Electrification Administration. .
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Other states are either below the average in their property
tax burdens en rural electric co-operatives or have granted exemp­
tions.

Rural Electric Co-operatives and State Sales Taxes

The Rural Electrification Administration has reported information
concerning the liability of rural electric co-operatives for state sales
taxes in six states: Missouri, Kansas, Oklahoma, Colorado, Wyoming,
and Utah. Of these six states, four exempt such co-operatives from the
sales tax. A summary of the available materials on sales taxation in
relation to these co-operatives in the respective states is as follows:

Missouri:

On September 10, 1937, the Attorney General ruled that REA
co-operatives were "consumers" and not "retailers." On this basis
the co-operatives did not collect the sales tax but paid the tax on
the wholesale bill to the company from which they purchased the
electric energy. However, on April 15, 1940, the Attorney General
reversed this prior ruling and held that REA co-operatives were
"retailers" and not "consumers," Consequently, the co-operatives
must now add the tax to each member's bill and make a return
to the Auditor General.

Kansas:

It has been held that in some states in connection with sales
taxation that REA co-operatives are consumers and not retailers
on the theory that the co-operative does not sell to its members
but simply purchases electricity tor its members. in Kansas , eiec­
tricity used in farming, processing, and all other uses, not domestic
or commercial, is exempt from taxation; hence, sales to many
REA members may be exempt on the ground that the use is agri­
cultural. The Kansas Tax Commission has ruled that sales to co­
operative organizations of personal property to be distributed by
such organizations to their members are sales for resale to which
the sales tax does not apply. Under this theory it cannot be main­
tained that a REA co-operative is a consumer and not a retailer
of electrical energy.

'C olorado t

It ....was recently r~led that the supply of energy by REA co­
operatives to their members did not constitute "sales" within the
meaning of the taxing statute, on the theory that the members
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\

that REA co-operatives were subject to the

were in reality serving themselves, the co-operative being merely
the distribution agent of the members.

Utah:

The Tax Commission held that a tax on sales by "public
utilities" was not applicable to REA co-operatives pursuant to a
recent decision of the State Supreme Court.

Wyoming:

The court held
State sales tax.

Oklahoma:

A district court sustained the constitutionality of a statute
exempting electric co-operatives from the State sales tax. The Tax
Commission, which had attacked the validity of the provision, re­
funded to the co-operatives about $18,000 in taxes paid under
protest.

Rural Electric Co-operatives and Unemployment
Compensation Taxes

The State Supreme Courts in Pennsylvania and in Arkansas have
held that rural electric co-operatives are not liable for unemployment
compensation taxes under statutes which exempt them from all excise
taxes. In Georgia, Louisiana, and New York, REA co-operatives have
secured similar administrative rulings on the same question.
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Part VII

RE'GULATION OF CO·OPERATIVE ENTERP~ISES

UNDER FEDERAL AND PENNSYLVANIA LAWS

A. Regulation of Co-operatives by the Federal Government

There is no single Federal statute which provides for the regula­
-tion of co-operatives. Instead, certain specific Federal acts provide for
. some regulation of the business activities of these enterprises: For

example, the Agricultural Marketing Act of 1922 authorized the Sec­
retary of Agriculture to institute proceedings against any agricultural
co-operative which engaged in price fixing agreements where the intent ~

was to lessen the effects of competition. Similarly, the co-operatives
may be' brought before the courts for violation of the anti-trust acts
and the Federal Trade Commission Act. Co-operatives are also subject
to the provisions of the Robinson-Patman Act of 1936, in so far as this
act prohibits the payment of rebates to customers or dealers, where the
effect of such rebates results in unjustifiable price discrimination. This
act, however, does not prohibit a co-operative from rebating patronage
dividends to its members and patrons. Co-operative enterprises are also
subject to certain regulations of the Federal Motor Carriers Act of
1935, the Fair Labor Standards Act of 1938, with respect to minimum
wages and maximum hours worked in interstate commerce, and the
National Labor Relations Act of 1935. Co-operatives engaged in agri­
culture are not subject to the Social Security Act of 1935 or the Securi­
ties Act of 1933.

B. Regulation of Co-operatives by the State of Pennsylvania

The General Assembly of Pennsylvania has provided no single
statute for the regulation of co-operative enterprises. Agricultural co­
operatives organized under the Acts of 1919 and 1929 are required by
law to file annual financial reports with the State Secretary of Agri­
culture, as well as with the Dean of the School of Agriculture, the
Pennsylvania State College. These provisions were further strength­
ened by Acts 357 and 358, passed by the General Assembly, May 23,
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1945. Co-operatives engaged in the manufacturing and processing of
dairy products are required to submit annual reports concerning pro­
duction statistics and costs of operations to the Department of Internal
Affairs under the provisions of the Act of April 20, 1921, P. 1. 193.
It appears that co-operatives are subject to many of the same regula­
tions which are imposed upon regular business corporations because
of the fact that they are not specifically exempted from the provisions
of these acts. For example, if co-operatives wish to engage in the
retail selling of liquor or cigarettes , they must obtain the required
dealers' licenses the same as regular business corporations. Co-opera­
tives are also subject to the provisions of the Fair Sales Act of 1937
because of the fact that they are not excluded from the act. Likewise,
co-operatives , except those hiring agricultural labor, are subject to the
provisions of the Pennsylvania Labor Relations Act of 1937, because
they are not excluded from the act. Co-operative manufacturing organi­
zations are subject to the same factory regulations as regular business
corporations because they are not excluded from the act. Also co-opera­
tives are subject to the Act of July 25, 1913, P. 1. 1024, limiting the
hours of labor for women employees and prohibiting night work for
females under twenty-one years of age. Co-operative bakeries arc sub­
jectto certain regulations of the Department of Agriculture as provided
in the Act of May 22,1933, P. 1. 912; this act requires that all bakeries
must .obtain a license to do business, and since co-operatives are not
excluded from the act, they must secure such a license if they wish to
produce bakery products, in addition to selling them. Co-operative
manufacturing organizations and other co-operative enterprises (except
those hiring agricultural labor) are subject to the provisions of the
Workmen's Compensation Act, June 4, 1937, P . 1. 1552, unless such
enterprises elect to provide for the compensation of injured employees
by special agreements approved by the Department of Labor and Indus­
try. Credit unions chartered under the Act of 1933 are subject to super­
vision by the Department of Banking, and must file annual financial
statements with this department and also must pay a proportionate
share of the overhead expenses of this department. Co-operative enter­
prises are not considered "public utilities" as long as they furnish
services to their members only on a non-profit basis. However, as soon
as a co-operative utility enterprise serves customers other than its own'
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members, it immediately becomes subject to all the regulations imposed
by the Pennsylvania Public Utility Law of 1937. This applies especially
to mutual telephone companies operating in the state. Rural Electric
Co-operatives incorporated under the Act of 1937 are exempt from the
jurisdiction of the Public Utility Commission. Agricultural co-opera­
tives are exempt from the provisions of the Pennsylvania Securities Act

of 1941.
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APPENDIX

Part I

TABLE I

NUMBER OF FARMERS' MARKETING AND PURCHASING
CO-OPERATIVE ASSOCIATIONS IN UNITED

STATES, 1913-1944 1

Marketing Purchasing Total
Period N um ber Percent Number Percent Number
1913 . . .. . . . . . . . 2,998 96,4 111 3. 6 3,099
1915 .. - . . . . . . . . . . 5,149 94 .9 275 5 ,1 5,424
1921 .. . . . . . . .. . . . 6,476 87.8 898 12 .2 7,374
1925-1926 · . . . . . . . 9,586 88.7 1,217 11. 3 10,803
1927·1928 ..... . . . 10,195 89.4 1,205 10 .6 11,4 00
1929·19 30 ... ... . . 10,546 87 ·9 1,454 12 .1 12,000
1930-193 1 · . . . . . . . 10,362 86. 7 1,588 13. 3 11,950
1931-1932 . . . . . . . . 10,255 86 .2 1,645 13. 8 11,900
1932-1933 . . . . . . . . 9,35 2 85 .0 1,648 15 .0 11,000
1933-1934 . .. . . . . . 9,052 83 .0 1,848 17 . 0 10,900
1934-1935 . .. .. . . . 8,794 82 . 2 1,906 17 .8 10,700
1935-1936 . . . . . . . . 8,388 79.9 2,112 20 . 1 10,500
193 6-1937 . .. .. . . . 8,142 75 . 8 2,601 24.2 10,743
1937-1938 · . . . . . . . 8,300 76 ,2 2,600 23 . 8 10,900
1938-1939 ... .. , .. 8,100 75.7 2,600 24 .3 10,700

, i 939-1940 . .. . . . .. 8,051 75 , 3 2,649 24 . 7 10,700
1940-1941 . . . . . . . . 7,943 74 .9 2,657 25 ,1 10,600
1941-1942 . .. . . . . . 7,824 74.2 2,726 25 .8 10,550
1942-1943 • • •• •• 0. 7,708 73,8 2,742 26.2 10,450
1943-1944 ... . . . . . 7,522 73 .0 2,778 27 .0 10,300

1 In cludes independent local associati ons, feder ations, large-scale cen tralized associa tions, •
sales agencies, independent servi ce-render ing associations, and subsidiaries whose busi­
nesses ar e dist inct from those of the pa rent organizati ons.

Source : u. S. Farm Credi t Adrniniscrarion, Sraris rics U[ Farmers' l\llarKt:tiilg aod F ur­
chasing Co-operat ives, 1942-1943 M arketing Season, Mi sc. Report N o. 70, by G. Wanstall
and R. H . Elsw orth, (Jan., 1944) .
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TABLE II

ESTIMATED MEMBERSHIP OF FARMERS' MARKETING
AND PURCHASING CO~OPERATIVES IN UNITED

STATES. 1915~1944

Marketi ng Purchasing Total
Period N umber Percent Num ber Percent Number
1915 • • _ • • • • • 0 • •• • 591,683 90 .9 59,503 9 . 1 651,186
1925·19 26 2,45 3,000 90 .9 247,000 9 .1 2,700,000
1927·19 28 2,602,000 86.7 398,000 13 . 3 3,000,000
1929·1930 2,630,000 84 .8 470,0 00 15 .2 3,100,000
1930·1931 2,608,000 86 .9 392,000 13 .1 3,000,000
1931·1932 2,667,000 83. 3 533,000 16.7 3,200 ,000
1932·1933 ...... , . 2,457,300 81. 9 542,7 00 18.1 3,000,000
1933·1934 2,464,000 78.1 692,000 21. 9 3,156,000
1934·1935 . . . . .. . . 2,490, 000 75. 9 790,000 24.1 3,280,000
1935 ·1936 . ... . . . . 2,710, 000 74 .0 950,0 00 26 . 0 3,660,000
1936-1 937 .... .. .. 2,414,000 73 . 8 856 ,000 26 .2 3,270,00 0
1937-1938 •• • 0 • • • • 2,500,000 73 . 5 900,000 26 . 5 3,400,000
1938·1939 2,410,000 73. 0 890,000 27 . 0 3,300,000
1939-1940 .... . .. , 2,300 ,000 71.9 900,000 28.1 3,200,000
1940-1941 2,420,000 71. 2 980, 000 28 .8 3,400,000
1941-1942 2,430,000 67 .5 1,170 ,000 32 . 5 3,600,000
1942-1943 .... . .. . 2,580,000 67.0 1,270,000 33.0 3,850,000
1943-1944 . .. . . ... 2,730,000 64 .2 1,520,000 35.8 4,250,000

Source : U . S. Farm Cred it Administration, Statis tics of Farmers' Marketing and Pur­
chasing Co-operatives, 1942-1943 Marketing Season, Misc. Rep ort N o. 70, by G. W an­
stall and R. H. Elswor th, (Jan. 194 4) .
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TABLE III

ESTIMATED BUSINESS OF FARMERS' MARKETING AND
PURCHASING CO-OPERATIVES IN UNITED

STATE~, 1913-1944

(Amounts in thousands of dollars)

M arketing Purchasing To/al
Period ( $1,000) Percent ($1,000 ) Percent ($ 1,000)
1913 . . . . . . . . . . , . . 304,385 98 . 1 5,928 1.9 310,313
1915 ........... , . 624,161 98.2 11,678 1.8 635,839
1921 .. . . . . .. .. . 1,198,493 95.4 57,721 4.6 1,256,21 4
19 25-1926 .. .. . . . . 2,265,000 94 .4 135,000 5 _6 2,400,000
1927·1928 . . .. . ... 2,172,000 94 . 4 128,000 5 .6 2,300,000
1929-1930 ... . . ... 2,310,000 92 .4 190,000 7.6 2,500,000
1930-1931 ....... . 2,185,000 91. 0 215,000 9 .0 2,400,000
1931-1932 ... .. . " 1,744,000 90 .6 181,000 9.4 1,925,000
1932-1933 .... . . . . 1,199,500 89 .5 140,500 10.5 1,340,000
1933-1934 . .. .. . . . 1,21 3,000 88.9 152,000 11. 1 1,365,000
1934-1935 ...... . . 1,343,000 87.8 187,000 12. 2 1,530,000
1935-1936 .... . ... 1,586,000 86 . 2 254,000 13.8 1,840,000
1936-1937 ...... . . 1,882,600 85 .7 313,400 14 . 3 2,196 ,000
1937-1938 ..... . . . 2,050 ,000 85 . 4 350,000 14 . 6 2,400,000
1938-1939 .. .. .... 1,765,000 84 .0 335,000 16 .0 2,100,000
1939-194 0 . .. .. . . . 1,729,000 82 .8 358,000 17 .2 - 2,087,000
1940-1941 ...... " 1,911,000 83.8 369,000 16 .2 2,280,000
1941-1942 ..... , .. 2,360,000 83 .1 480,000 16 .9 2,840,000
1942-1943 . ..... , . 3,180,-000 84.1 600,000 15 .9 3,780,000
1943-194 4 .. ... . . . 4,430,000 85 .8 730,000 14 . 2 5,160,000

Source : U. S. Farm Credit Adm inistration, Statistics of Farmers' Marketing and Pur­
chasing Co-operatives, 1942·19 43 Marketing Season, Mi se. Report N o. 70, by G. W anstall
and R. H . Elswor th, (Jan. 1944) . .
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TABLE IV

STATISTICS OF FARMERS' MUTUAL FIRE INSURANCE
COMPANIES IN UNITED STATES. 1914~1941

(Amounts in thousands of dollars)

Year

1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941

Companie s
N umber

1,947
1,879
1,883
1,829
1,866
1,922
1,944
1,951
1,918
1,907
1,929
1,839
1,911
1,889
1,884
1,876
1,886
1,863
1,847
1,826
1,852
1,941
1,936
1,924
1,914
1,904
1,898
1,885

Amount of
Insurance in

Force D ec. 3 1
($1 ,000)

5,264,119
5,366,7 60
5,635,968
5,876,853
6,391,522
6,937, 523
7,865,988
8,409,683
8,769,948
9,057 ,938
9,487 ,029
9,477 ,139
9,988,5 80

10,345,463
10,781,212
11,118,510
11,382,104
11,292, 339
10,974,082
10,466 ,384
10,571,508
11,083,300
11,399,510
11,569,476
11,868,569
12,143,881
12,294,287
12,518,91 3

Cost Per $100 of Insura nce
Losses Expense TOld

{Cents )
20.4 6.0 26.4
17.5 6.0 23.5
19.6 5.9 25.5
18.2 6.4 24.6
18.8 6.3 25.1
17.3 7.8 25.1
17.4 8.4 25.8
19.4 7.8 27.2
20.9 5.8 26.7
19.8 6.6 26.4
20.4 6.5 26.9
21.1 6.7 27.8
19.4 6.9 26.3
19.0 6.3 25.3
20.5 6.6 27.1
21.8 6.6 28.4
24.8 6.8 31.6
24.1 6.9 31.0
24.9 7.1 32.0
21.2 7.3 28.5
19.7 7.2 26.9
15.7 7.5 23.2
20.7 7.4 28.0
16.5 7.6 24 .1
18.0 8.0 26.0
18.4 8.2 26.6
17.1 8.1 25.2
16.2 8.4 24.6

Source: U. S. Farm Credit Adm., Statistics of Farmers' Marketing and Purchasing Co.
opera tives, 1942-1943 Marketing Season, Mise. Repor t No. 70, by G. Wanstall and
R. H. Elswort h, (Jan., 1944) .
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TABLE V

FARMERS' teO--OPERATIVES IN UNITED ST·ATES

Type
Production:

Mutual irrigation companies (1936) _ .
F. S. A. machinery co-operatives (1943) .
F. S. A. sire associations (1943) ,.
F. S. A. marketing and purchasing (1943) .
Dairy herd improvement associations (Feb. 1944) .
Dairy hull associations (January 1943) .
Co-operative dairy. cattle artificial-breeding associations (Jan-

uary 1943) .
Grazing associations (1943) , .
Indian enterprises (December 1943) .

Marketing and purchasing;
Marketing (1942.1943) .
Purchasing (1942-1943) .

Financing:
National farm loan associations (Dec. 1943) .
Production credit associations (Dec. 1943) .
Banks for co-operatives (December 1943) .
Rural credit unions (1942) , .

Farmed mutual fife insurances companies (1941) ,.

Public Service:
Mutual telephone companies (1942) .
Electric power and light associations (1942) .

Farmed burial associations (1942) .

Totals " '" , " .

Estimated
Members or

Associations Participant!
Number Number

2,442 177,392
10,145 90,000

3,489 50,000
963 100,000
954 20.825
306 5,981

99 23,448
40 1,954

437 207,300

7,708 2,580,000
2,742 1,270,000

2,805 448.000
523 275.196

13 1,158,'25
370 20,000

1,885 3,300,000

5,000 330,000
850 1,210,000

41 27,500

40,812 11.296.121

Source: U. S. Farm Credit Administration, Statistics of Farmers' Marketing and
Purih:'l~jn.Q" C:o-onp.rative~. 1942·] Q4~ Marketinz Season. Misc. Report No. 70. by G.
Wanstall ~nd R. ~H. Elsworth, (Jan. 1944). -
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TABLE VI

VOLUME OF BUSINESS TRANSACTED BY FARMERS'
MARKETING AND PURCHASING CO~OPERATIVES

ACCORDING TO COMMODITY GROUPS,
UNITED STATES

Selected Years, 1913-1943
(Data expressed as a percentage of total commodities

marketed co-operatively)

Commodity Group
Cotton and cotton produc ts
Dairy products .
Fruits and vegetables .
Gra in, dry beans and rice .
Livestock .
Nuts .
Poultry and products .
Tobacco .
W ool a nd mohair .
Miscellaneous products .

Total marketing .
Purchasing .

To tal marketing and
purchasing .

1913
4.9

19 .2
22 . 5
42. 1
1.6

'.8

7.0

98 . 1
1.9

100 .0

1921
1.9

18.1
17 .0
38.4
8.5
1.3
1.2

.2

.8
8. 0

15.4
4.6

100.0

1925·
1926

6. 2
22. 3
11. 7
31. 2
13. 3

.7
1.7
3.8

.4
3 .1

94.4
5.6

100.0

1930­
1931

5 .4
25.8
13. 3
25.9
12.5

. 5
3 .6

.3
1.1
2.6

91.0
9 .0

100.0

1935­
1936

6.0
28.3
11 .5
19.6
13.6

.7
3 .7

.6

. 6
1.6

86. 2
13 .8

100 . 0

1942·
1943
4.4

25.1
11.9
18.5
15.8

2 .0
3.8

. 5

.9
1.2

84 .1
15 .9

100 .0

N umber of associations . 3,099 7,374 10,803 11,950 10,500 10,450

Source: U. S. Farm Credit Admini str ation, Statistics of Farmers' Marketing and Pur­
chasing Co-operatives, 1942-1943 Marketing Season, Misc. Report No. 70, by G. Wan­
stall and R. H. Elsworth, (Jan. 1944) .
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TABLE VII

ESTIMATES OF NUMBER OF CO-OPERATIVE ASSOCIA-
TIONS, (LOCAL CONSUMER) 1929-1944~ BY TYPE

OF ASSOCIATION (IN UNITED STATES)

Type o! association 1929 1936 1939 1940 1941 1942 1943 1944
Local Associations Number of AHociations
Retail distributor .. .. 1,114 3,000 3,700 3,700 3,950 4,025 4,150 4,285

Stores and buying
clubs . . . . . . . .. .. 900 2,400 2,450 2,400 2,550 2,600 2,700 2,810

Petrol eum . ..... . . 198 1,150 1,200 1,250 1,350 1,375 1,400 1,425
Other . . ... .. ... . .. . 16 so SO so SO so SO SO
Service • • • • 0 •• •• •••• 98 266 354 415 497 526 551 577

Rooms and/or meals 32 60 100 150 200 190 175 175
Housing . . .. . .. . . . 45 SO 53 60 59 59 59 59

Medical care :
On contract .... 24 35 50 50
Own facilities . .. 6 10 20 30 11 11 18 18

Burial:
Complete funeral} 5 30 36 40 p~ 35 35 36
Caskets only .. 6 4 4

Other • • • 0 . 0 •• • 0 • • • • 10 116 145 135 162 190 210 235
Electricity associations . SO 275 575 700 800 810 820 850
Telephon e associations 4,500 5,000 5,000 5,000 5,000 5,000 5,000 5,000
Credit unions ... . . . . 974 5,355 8,362 9,479 10,456 10,602 10,373 9,099
Insurance associations

Federations •• 0 •• 1,800 1,900 1,900 2,000 2,000 2,000 2,000

Wholesales:
Inter-regional .... .. 2 2 2 2 2 2 2
Regional ... . .. .. . . 8 21 23 24 26 25 23 2S
District .. . . ... .... 9 13 13 13 11 11 10

Service federation 1 6 7 9 17 19 22 21
Productive federation . 4 5 7 7 9 11 12
Non-commercial Federa-

tions •• • • • 0 • • •• 0 .0 6 8 9 11 13 15 16 18

Source: U. S. Bureau of Labor Statistics, Operations of Consumers' Co-operatives i)l
1944, Bulletin No. 843, p. 21 (Sept. 14, 1945). (Footnotes omitted.)
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TABLE VIn

ESTIMATES OF THE BUSINESS OF CO~OPERATIVE ASSOCIATIONS BY TYPE OF
ASSOCIATION, IN UNITED STATES, 1929-1944

Source: U. S. Bureau of Labor Statistics, Operations of Consumer Co-operatives in
notes ami tted .)

1929 193 6 1939 1940 1941 1942 1943 1944
A mount of Business (In thou.and. of dollars)

$49,000 $182,685 $211,65, $22 8,325 $345,150 $398,500 $466,750 $557,000
37,700 107,250 120,05 3 129,650 160,000 195,000 235,000 280,000
10.800 69,9 85 86,000 92,8 75 179,000 197,000 225,000 270,000

500 5,450 5,600 5,800 6,150 6,5 00 6,750 7,000
1,728 3,950 5,280 5,530 8,345 8,4 95 9,775 n ,05 5
1,640 1,000 1,250 1,500 3,325 3,000 2,775 2,600

2,525 2,750 2,530 1,575 1,575 1,575 1,575

.. 50} 500 600 { 925 1,000 1,150 1,300
1,125 1,15 0 2,000 2,100

53 160 190 200 { 255 260 270 27 5
10 10 5 5

35 215 590 700 1,130 1,500 2,000 3,200
.. . ._ - . _ . . 16.650 33,400 4'5.000 52,610 60,960

5,000 5,485 5,48 5 5,485 5,485 5,485 5.48 5 5,48 5
54,04 8 100, 200 230,430 306,09 2 362,291 250,000 208, 808 212,305

103,375 115,000 125,00 0 170,000 180,000 185,000 190,000

Type of Association
L ocal associations

Retail distributive , • . . . . . . . . . . . .
Stores and buying clubs , , .
Petrol eum . _ _.... . .• .. . , .
Oth er , .

Service " .
Rooms and/or meals .
Housing " , .
Medical care

On contract .
Own facilities .

Buri al:
Complete funeral ! }
Caskets only _.r: Other .

.... Electricity associations .
...... Teleph one association s .

L-l Credit Unions , .
Insurance associations , . . , .

Federations
Wholesales:

Inter- regional:
W,holesale business .
Own 'production , .. , , , ..

Regional:
Wholesale business }
Service business _.
Retail busines s . , . . . . . . . . . . . . . . .. • .. __
Own production _

District :
Wholesale busine ss . , . . , , 1
Service business S
Own production .

Service federations , .
Productive federations _ .

46B 1,020

J 50,48 5
7,0 23 41,370 325

L 1,9 56

860 { 1,812
73

7,760 4,204 4,500 9,280 11,775
159 .... . . .. 2,149 3,688

58,742 76, 474 87,164 98,004 131,210
585 1,695 1,607 3,192 3,780

1,252 1,339 11,542 16,611 5,508
6,58 2 7,960 11,70 5 23.396 55,476

1,98 6 2,352 2,625 2,809 3,020
158 231 99 106 158
259 261 798 555 786

1,174 1,500 1,977 7,820
5,988 5,810 5,630 14,895

1944, Bulletin No, 843, p. 22 ( Sept. 14, 1945). (F oot-



TABLE IX

TREND OF DEVELOPMENT OF SPECIFIED TYPES OF CO~OPERATIVES IN
UNITED STATES, 1929-1944

Number of Ass ociations N um ber of M embe1"J Amount of Bu siness
(i n tens of thousands) (in millions of dollars)

Regional
Whole-,..., Retail Retail Retail sales.... Distrib- Local Elec- Credit Di .rlrib- Loral E'u- Credit Distrib- Local Elec- Credit (distrib-

t; Year utiua Service tricity Uni011 utiue Service tricit y Unions utr ve Servic e tricity Uni ons utioe only)

~ 1929 .. . . . . . 1,114 98 50 974 18.6 1.0 .. . 1 26.5 $49.0 $1.7 . . . 1 $54 .0 $7.0
1936 . . ... . . 3,600 266 275 5,440 67 .8 9.4 8.3 121.0 182.7 4 .0 . .. 1 112.1 41.4
1939 . .. . ... 3,700 354 575 8,315 92 .3 14.0 48.5 242.1 211.7 5.3 ...1 240.5 50.5
1940 ... .. . . 3,700 415 700 9,510 98 .9 16.9 57.5 281.7 228.3 5.5 $16.7 302.3 58.7
1941 ... . .. . 3,950 497 800 10,4 2:; 11'6.9 21.5 100 .5 353.2 345.2 8.3 33.4 362.8 76.5
1942 .... . . . 4,025 526 810 10,60\ 121.4 24.2 101.0 313.9 398.5 8.5 45.0 251.4 87. 2
1943 .. .. . .. 4,150 551 820 10,332 135.9 27.8 102.5 302.3 466.8 9.8 52.6 308 .6 98.0
1944 .... . .. 4,285 577 850 9,099 152 .5 31.9 115.0 302.8 557.0 11.1 61.0 212. 3 140.5

1 No data.
Source: U. S. Bureau of Labor Statistics, Opt rations of Consumers' Co-operatives in 1944, Bulletin N o. 843, p. 5, (Sept. 1945) .



TABLE X

AMOUNT AND PERCENT OF BUSINESS DONE BY WHOLE~

SALE CO-OPERATIVE ASSOCIATIONS IN 1944,
BY COMMODITY GROUPS

( In United States)

,..--Regional AHociatiollI____., r-District A SHJciatiom-..,
Number of Number oj

Commodity Associations Per· Associatio ns Per-,
Group H andli ng A mount cent Handling A mount cent

All commodities 20 S116,188 ,244 100 8 $2,451,280 100 .0

Food pr oducts . . . . .. . . . . 9 9,568,403 8.2 2 846 .360 34 .5
H ou sehold supplies . . . .. 3 139 ,420 .1
Electrical appl iances . . .. 8 1,529,8 59 1. 3
Clothin g . . . . . . . . . . . .. . . 2 500,70 7, .4
H ard ware .. . . .. ... - .-. 1 275, 705 .2
Coa l .... . .. . . . . .. .. . . 9 2,298,760 2.0 11,575 .5
Petr oleum p roducts (in-

eluding g rease ) 18 52,867,819 45 .5 8 1,068,1 60 43 ,6
T ires, tubes and accessor ies 16 3,226,3 77 2 .8 2 3,60 7 .1
Bu ilding m ater ials and

point . . . . . . . . . . .. . . . 12 3,86 5,072 3.3 2 29,443 1.2
Farm supplies {including

fe ed, seed , and fertil izer} 15 38,378, 174 33.0 2 125,2 33 5.1
Fa rm mach ine ry and im-

plements .. ....... . .. 12 2,071 ,625 1.8 3 31,293 1.3
Store and station equip-

me nt . . ... . . . . . . . . .. . 6 1,0 15,367 .9
Au tomobil es ... . . . . - . . . 1 2,308 .1
O ther (not classified ) . . . . 5 450 ,956 .4 7 333,301 13.6

Source : U . S. Bureau of Labor Stat ist ics, Ope ra tion s of Consumer Co-operat ives in
1944, Bu ll e tin No . 843, p . 13, ( Sep t. 14, 1945) .
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TABLE XI
RELATIVE DEVELOPMENT OF STATE AND FEDERAL

CREDIT .U NIONS, 1925-1944, IN UNITED STATES

, " • • • • • 0 • •••• • • • • • • _ • • • 419
974

1,500
1,612
2,016
2,450
2,600
3,490
3,792
4,299
4,782
5,269
5,663
5,622
5,28 5
5,05 1

Item and
Y ear

1925
1929
1931
1932
1933
1934
1935
19%
1937
1938
1939
1940
1941
1942
1943
1944

(NUMBER

State
T otal Chartered

Ass ociatio ns A JlociatiOtlJ
OF CRE DIT U NIO NS )

419
974

1,500
1,612
2,016
2,450
2,600
5,355
6,292
7,3 14
8,479
9,479

10,456
10,602
10,373
9,09 9

Federal
Chartered

Associations

1,865
2,500
3,015
3,544
4,210
4,793
4,980
5,088
4,048

(NUMB ER OP MEMBERS)
1925 . . . . . . .. . . .. , ..... . . ... 108 ,000 108,000
1929 • • • •• • • I , ••• •• ~ • • • I , • •• 264,908 264,908
1931 • • • • • • • 0 • • • • • • •• ••• • • • • 286,143 286,143
1932 .. . . . . . . . . .. . . . . . . . . . . . 301, U 9 301,U9
1933 • ••• • • • 0 • • •• • • • 0 • • • 0 •• • 359,646 359,646
1934 > 427,097 427 ,097• •• •• • • 0 • • • • • • • • • •• • • • •

1935 •• • • • • • 0 • • • • •• •• • • _ 0 • • • 597,609 523, 132 74,477
1936 . . . · · · . . . . . . . . . . • _. 0 . .. 1,170,445 854,475 315,97 0
1937 . . . . .. . . . . . . . . . . . . . . . . . 1,503,826 1,055,736 448,0 90
1938 . . . . . . . . . .. . . . . .. . . . . . . 1,86 3,353 1,236,826 626,527
1939 . . . . . . . . . . . . . . . . . . . .. . . 2,30 5,364 1,459,377 845,987
1940 . . . . . . . . .. .. .. .. . . . . . . . 2,815,590 1,695,358 1,120,23 2
1941 • • • • •• • • •••• • _ • • • • • • • e o 3,529,097 2,132,401 1,396.69 6
194 2 . . . . . . . . . . . . .•. ··· .. . 0 . 3,144,603 1,797,084 1,347,5 19
1943 .. . .. . . . . . . . .. .. . . . .... 3,023,603 1,72 1,240 .1,302,363
lY 44 • •• • • • • • 0 • • • 0 •••• • • • • •• 5, U27 ,69 4 1,723,8')3 1,303,80 1

(AMOUNT OF L OANS M AD!! BY YEARS)

Amount of loans made during year:
1925 • • • •• • •• • • • •• 0 _ • • • • • • • • $20,000,000 $20,000,000

• • • •• • • 00

1929 . . .. . . .. ... . . . . . . . . . . .. . 54,048,000 54,048,000 . . . . . . . . .
1931 •• • • • • • • • •• •• • • • • 0 0 •••• 21,214,500 21,214,500 0 • • • • 0 •• •

1932 • • • • •• • •• •• 0 0 • • • • • • • • • • 32,065 ,000 32,065 ,000 0 · • • • • • 0 •

1933 . . . . . . . . . . . . . . . . . . . . . . . 28 ,217,457 28,217,467 • • . . • 0 • • •

1934 0 " . • • . . • . • • . •• .•• . . . • • 36,200,000 36,200,000 . . . . . .. . .
1935 •• • • • • • • • ••• •• • • ••• • • • 0 39,172,308 36,850,000 $2,322,308
1936 . . .. . . .. .. . . . . . . .. .. .. . 100,199,695 84,541,635 15,658,060
1937 •• • . .... . . • 0·.· . ···· . • • 141,399,790 110,625,321. 30,774,469
19 38 . . . .... . .. . . . . . . . . . .. . , 175,95 2,433 129,058,548 46,893,88 5
1939 • • • . . . . . . . . •• ••• .• • . . • 0 230,429,517 159,403,4 57 71,026,060
1940 . . . . . . . . .. . . . .. . . . . . . .. 306,09 2,416 201,105 ,6~ 104,986,791
1941 . 0 • • • • • • • • • • • • • • • • • • • • • 362,291,005 227,959,046 134,331,959
1942 .. .. . . .. .. ... . ..... . . . . 250,000,284 158,463 ,317 91,536,967
1943 .. . . . . ... .. . .. . .. . . . . . . 208,807,88 8 131,542,506 77,265,382
1944 . . . . .. . . . . .. .. . . . .. . ... 212,305,479 133,971,582 78,333, 897

Source: U. S. Bureau of Labor Statistics, Activities of Credit Unions in 1944, Bulletin
No. 850, p . 5 if (Oct. 16, 194 5) .
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TABLE .XII

REA-FINANCED ACTIVITIES IN THE STATESt
JUNE 30, 1944

State Borrowers Funds Allotted Consumers

Numbers Dollars N umb er

Alabama . . . . . .. .. . " . .. .. .. . . 24 $ 14,878,649 34,977
Arizona . . .. . . .. .. . . . . . . . . . 3 11,308,000 2,011
Ar kansas .. .. ... . . . . .- . . , . .. 19 12,616,500 27,143
Califo rnia . . . _ _ . .. ... _ _ . ... .. 7 2,729,500 4,237
Colorado . . . . . .. . . . . . . .. . . . . . 19 11,267,810 17,310
Conne cticut . ....... " .. , .. . . .
D elaware . . .. . . , . . . . . . . . .. . . 1 1,098,000 3,046
Flo rida . ... - . . . . . .. . - . . . .. . . 14 4,899,500 10,907
Georgia . . . . ... . . . . . . . . . . . .. 45 23,568,202 69,459
Idaho . . . . . . . . . . . . . . . . . . . . . . 9 4,184,750 7,365
Illinois • • • • • • •• •• _.·· • • 0 0 • • • 28 - 22,559,803 53,491
Indiana . . . . . . . . . . . . . . . . . . . . 45 22,630,269 73,274
Iowa . 0 • • •• •• • •• • • •• ••• • • • • • 53 27,562,198 59,153
Kansas . . . . . . . .. . . . . . . . . . . . . 25 10,584,151 17,700
Kentucky . . ... . ... . . . . . . . . _. 26 16,539,855 46,765
Louisiana . .. . . . . . . . . . . . . . . .. 16 10,270,100 17,238
Maine . . . . . . . " . . . . . .. . . . . . . 4 653,353 1,088
Maryland 0 • • • •• • •••• • •• • • · 0 · 2 . 1,778,500 4,717
Massachusetts • • •• • • • • • • 0 . · · ·

Michigan - ..... ... _ . . . . . ... . 13 13,547 ,500 31,778
Minnesota . . . . . . .. . .. .. . . _. - 51 32,881,807 62,999
Mississippi . . . . . . . . . . . . . . .. .. 24 14,209,953 46,437
Missouri • _ • • • • 0 •• _ . 0 • • • • • • • • 39 27,587 ,200 ·54,984
Montana ' . . . . .... . . . . " .. . .. .. 15 3,771,598 7,374
N ebraska •• • • • 00 0 . 0 • • • • 0 •• • • 22 13,326 ,663 20,937
N evada •• • • •• • • •• •• • 0 0 • • 0 ••• 2 259,000 442
New Hampshire 0 ••• •• · . 0 • • • • 1 1,674,000 2,691
N ew Jersey •• 0 •• • • _ _ • • • •• •• • 2 568,500 1,444
New Mexico • • •• • • • • • • • • • 0 • • 7 1,890,000 2,820
New York ..... . . . . . . . .. .. . . 7 4,233,618 6,618
N orth Carolina . . . _ . .... . .... 35 19,633,302 41,06-1
N orth D akota ... . ... . .. ... . . 8 4,931,472 6,215
Ohio • • 0 • • • • • _ . 0 • • • • 0 • • 0 • • • • 28 24,363,301 62,311
Oklahoma _ . . .. . . . . . . . . . .. . . 24 13,314,506 27,929
Oregon . .. . ... .. . .. . . . . . . . . - 13 5,842,000 7,501
Pennsylvania .. . . .. .. . . . . _ . . . 13 12,166,200 30,569
Rhode Island •• • ••• 0 0 0 . 0 0 • • 0 .

Sout h Caroli na . . . ... .. . . . . . . 25 9,573,249 31,913
South D ako ta . . .. . . . . . . - _ . . . 1-1 3,427,154 4,402
Tennessee .. .. .. . . . .. . . . .. . . . 29 13,950 ,735 71,475
T exas • • 0 • • • o ' 0. 0 0 • • • • 0 • • 0 . 0 84 41,590,174 92,176
Utah . .. . _ . . . . . . . . . . . . . . . . . . 4 1,345,000 2,263
Vermont . . . . .. . . . . _ . .. ... - . 3 1,311,000 2,635
Virginia 0 0 •• • • • 0 0 .0 • • • •• • • • • 18 10,489,356 25,496
Washington . , . . . , ." ." ,", , , , 19 8,030,419 12,591
West Virginia •• 0 • • • • ••• 0 0 ••• 2 702,000 1,543
W isconsin . .. . . . . .. . .. . , . . .. 32 20,717,452 37,235
W yoming • • 0 •••• • • • • • •• • 0 • • 0 13 3,592,000 5,255
Alaska ' ••• • _ • • • • 00 . 0 •• 0 o. 0 " 2 478,000 682
Virgin Islands . . . _ . ... . . _. , . . 275,000 374

Total .. .. .. .... . .. . . .. 887 $498,811 ,446 1,152,031

Source: Annua l Repor t, Rura l Electrification Administration, Oct. 15, 1944.
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TABLE XIII

VALUE OF CO-OPERATIVE PRODUCTION AND MANU­
FACTURI~G, 1943 AND 1944 , BY COMMODITIES

(In United States)

1943 1944

Commodity Am ount Percent Am ount Percent

All prod ucts . . .. . . . . . . . .. .. $31,104,255 100.0 $65,2 55,203 100.0
,- -

Food products . . .. . .. .. .... $1,958 ,036 6.3 $2,0 73,46 2 3.2
Chemi cal prod ucts . . . . . . . . . . 38,000 .1
Coal ... . . .. .. .......... -. . . . . . . . . 29,274
Crude oil . . . . ... ......... . 31,340 .1 72 1,050 1.1
Pipeline operations . ... ... .. 1,672,756 5.4 4,94 7,745 7.6
Refined petr oleum prod ucts .. 6,743,901 21.7 21,16 5,002 32.4
lubricating oil . . . . . . . . . . . . 1,358,479 4.4 4,659,465 7.1
Grease . ............. .. . .. 223,864 .7 226.374 .3
Printi ng . ...... , . . .. . ... , . 326,959 1.1 192,793 .3
Paint ....... . ............. 1,351,782 4.3 81,689 .1
Lumber and shingles ... . ... 360,502 1.2 1,36 1,866 2.1
Shelving ........ .......... 5,316 11,574
Poultry and poultry products 246,247 .8 369,296 .6
Insecticides .. . . . . . . . . . . . . . . " ... . . . 98,034 .2
Feed, seed, fertilizer ... ... .. 16,781,157 53.9 27 ,410,770 42.0
Farm machinery . . . . . . . . . . . . . ... .... 1,868,809 2.8
Other .. ... , ...... ........ 43,916 .1 • • • • • • • I

Source: U. S. Bureau of Labor Statistics, Operations of Consumers' Co-operatives in
1944, Bulletin No. 843, P . 16, (Sept. 14, 1945) .

TABLE XIV

STATISTICS OF RETAIL TRADE ACCORDING TO TYPES
OF BUSINESS UNITS-PENNSYLVANIA-1939

Types of Units

Individual Proprietorship .
Partnersh ips .
Co-operative Associations : .
Corporations .
Other Forms .

Totals

No . of Unit~

107,091
13,093

136
12,997

1,226

134,543 -

Volume of Sales

$1,280 ,327,000
388,723,000

5,511,000
1,372,133,000

86,683,000

$3,133,377,000

Percent
o] T otal

Sales

40.0 %
12.0%

0.1%
43 .0%

4.9%

100 .0%

Source : U. s. Census, Retail T rade, Vol. 1, P.-338-1939.
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TABLE XV

STATISTICS OF WHOLESALE TRADE BY CO-OPERATIVE
BUSINESS UNITS IN PENNSYLVANIA-1939

No. of
T y pe of Co-oper ative s Units

Retailer-s-Co-op erative Warehouses 37
Co-operative Bulk Petroleum Stations , .... 3
Assemblers Co-operat ive marketing associa-

tions (farm) __. . . 60
Co-operative sales agencies (farm) 11

V ol ume of
Sales

$39,613,000
276,000

11,813,000
33,983,000

Percent of T otal
Sales of all Uni ts
in Pennsylvania

1.0%
0.009%

0.3%
1.0%

Source : U_ S. Censu s-Wholesale Trade, P. 270-1939.

TABLE XVI

MANUFACTURING UNITS IN PENNSYLVANIA ACCORD­
ING TO TYPES OF OWNERSHIP-1939

Corporate ,., '•. ...... . . ..... . . . .. ..
Individual Proprietorships " , .
Par tnership _ .
Co-operatives . . " " , .. , ,: , , .
Others , ", . . , . . , . ,. , , .

Tota l . _ .

No , of
Unit s

6,858
4,619
2,257

21
46

B,801

N o. of
Wage Earners

759.370
48,937
49,036

350
603

858,296

Va lue of
Prod ucts

$5,064,736,392
192.369,751
215.136,101

1,647,354
2,035,884

$5,475,925,482

Source: U . S, Census of Manufacturers, Volume 3, P . 863, 1939.

TABLE XVII

GROWTH OF CO-OPERATIVE RURAL ELECTRIC ENTER­
PRISES IN PENNSYLVANIA, 1937 TO 1944

1937 . . . " , ,., . . ,. . . . . . . .. 11
1938 . . , ",. , . . ,., . . ... . . . 7
1939 " .. , , . , . , . . . 9
1940 _. . . . . . . . . . . . . . 12
1941 1 ..

19421 , • . ". , . " , .
1943 , . , . , . " " , , . " . . , . . . . 13
1944 13

Y ear
N o. of VII its
( Borrouiers )

Federal.Funds
Allotted

$1,435.000
2,509,500
5,351,200
7,221 ,200

11,377,200
12,166,200

Number of
Consumers

8,OlO
8,010

16,783
23,198

28,520
30.569

1 D ata not avai lab le in ann ual reports . ~

Source: A nnual Reports, Rural Electr ification Ad ministration .
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TABLE XVIII

PENNSYLVANIA CREDIT UNIONS

Period End ing

D ec. 31, 1933 .
D ec. 31, 1934 .
Dec. 31, 1935 .
Dec. 31, 1936 .
Dec. 31, 1937 .
Dec. 31, 1938 .
Dec. 31, 1939 .
Dec. 31, 1940 ..
Dec. 31, 1941 .
D ec. 31, 1942 .
D ec. 31, 1943 , .

....,·Dec. 31, 1941 .

Number of Credit L nions Me m bers at End of Period Sbare Balance at 1j.nd of Period

Aoerag«
A verage per Per Credit Per

Cha."tered Repor:ing Number Credit Union T otal Union M ember

10 10 3,601 360 $205,940.43 1 $20,594.00 $57 .00
34 43 7,187 167 196,055.79 4,559.00 27.00
7 48 11,237 234 427,410.08 8,904 .00 38.00

11 53 16,394 . 282 84 2,982 .79 14,534.0 0 5LOO
4 61 21,65 5 355 1,365,8 73.51 22,391.00 63.00
8 67 26,96 5 40 2 2,109,014.60 31,477 .00 78.00

11 77 31,365 407 2,71 6,782.98 35,282 .00 86.00
10 86 35,703 415 3,127,097 .63 36,362.00 86 .00

3 91 59,652 648 3,557,653.49 38,670.00 59.64
5 90 42,112 468 3,523,380.50 39,148.00 83.66
2 87 31,277 360 3,502,626 .83 40,260.00 112.00
1 80 31,881 398 3,'90,103.25 44,876.00 112.00

......
1 Paid in.......

00 - Source; Common wealth of Pennsylvania, Department of Bankin g .
....J. .

Loa-IS Made Loans Outstanding

Average per
Total A verage Credit Union

Period Ending Number Amount Amount Number A mount Num ber A mount

Dec. 31, 1933 ... . . . . . 7,746 $8 36,945.::: 1 $108,00 774 $83,694 ... . . .. ..... . .
Dec. 31, 1934 . . .. . . . . 4,404 348,272 .E6 81.0 0 102 8,099 2,928 $ 188,866 .01
D ec. 31, 1935 . . . . . . . . 8,995 868,090 .~ 2 96 .00 187 18.085 5,463 403,5'25 .18
D ec. 31, 1936 .. . . .. . . 14,487 1,660,119S 4 115.0 0 249 . 28,622 9,343 859,167.01
Dec. 31, 1937 .. .... .. 18,965 2,625,697. ~ 2 138.00 311 4 3,044 13,58 8 1,480,962.17
D ec. 31, 1938 . . . .... . 20,495 3,051,044 .29 148.00 306 4 5,538 17,2 58 2,192,787 .12
D ec. 31, 1939 . .. . , . . . 25,115 3,578,787 .15 142.00 323 46,477 17,490 2,702,705 .88
Dec. 31, 1940 . . . . . . .. 28,633 4,776,461.20 167.00 333 55,540 20,249 3,139 ,560. 79
Dec. 31, 1941 . . . . . . . . 28,208 5,469, 196.82 193.00 306 59,447 20,466 3,501,2 61.64
Dec. 31, 1942 .. . .. .. . 19,881 3,6 16,690 .i 1 182.00 221 40, 185 15,910 2,715, 645.62
D ec. 31, 1943 .. . . .. .'. 16,614 2,903,231.31 174.00 191 33,370 . 12,671 2,035,529.31
Dec. 31, 1944 . . .. . . . . 15,173 2,811 ,337 .35 185.00 189 35 ,141 11,721 1,752,339.70

Source: Commonwealth of Penn sylvania, Department of Ban king,

A verage
Amount

$64.00
74 .00
92.00

108.00 ,
127 .00 '
154.00
155.00
171.00
170, 00
160.00
149.00

Dividends
Paid

Amount

$13,879.37
'31,219.35
50,2 19.71

. 86,404.06
112,809.63
129,283.17
142,66 2.68
136,898. 30
109,882.28
98,750 .24



APPENDIX

Part II
CORPORATIONS EXEMPT FROM FEDERAL

INCOME TAXES 1

Internal Revenue Code, Section 101

The following organizations shall be exempt from taxation under
this chapter-

(1) Labor, agricuLtural, or horticultural organizations;
(2) Mutual savings banks not having a capital stock represented

by shares ;
(:» Fraternal beneficiary societies, orders, or associations, (A)

operating under the lodge system or for the exclusive benefit of the
members of a fraternity itself operating under the lodge system: and
(B) providing for the payment of life, sick, accident, or other benefits
to the members of such society, order, or association or their depend­
ents;

(4) Domestic building and loan associations substantially all the ·
business of which is confined to making loans to members; and co­
operative banks without capital stock organized and operated for mu­
tual purposes and without profit; ,

(5) Cemetery companies owned and operated exclusively for the
benefit of their members or which are not operated for profit ~ and any
corporation chartered solely for burial purposes as a cemetery corpora­
tion and not permitted by its charter to engage in any business not
necessarily incident to that purpose, no part of the net earnings of
which inures to the benefit of any private shareholder or individual;

(6) Corporations, and any community chest, fund, or foundation,
organized and operated exclusively for religious, charitable, scientific,
literary, or educational purposes, or for the prevention of cruelty to
children or animals, no part of' the net earnings of which inures to the
benefit of any private -shareholder or individual, and no substantial part
of the activities-of which is carrying on propaganda, or otherwise at­
tempting, to influence legislation;

(7) Business leagues, chambers of commerce; real-estate boards,
or boards of trade, not organized for profit and no part of the net
earnings of which inures to the benefit of any private shareholder or
individual;

1 26 D, S. C. A. 101, (1) to (19) .
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(8) Civic leagues or organizations not organized for profit but
operated exclusively for the promotion of social welfare, or local asso­
ciations of employees, the membership of which is limited to the em­
ployees of a designated person or persons in a particular municipality,

\ and the net earnings of which are devoted exclusively to charitable,
educational, or recreational purposes;

(9) Clubs organized and operated exclusively for pleasure, recrea­
tion, and other non-profitable purposes, no part of the net earnings of
which inures to the "benefit of any private shareholder ;

(10) Bene~olent life insurance associations of a purely local char­
acter, mutual ditch or irrigation companies, mutual or co-operative tele­
phone companies, or like organizations; but only if 85 per centum or
more of the income consists of amounts collected from members for
the sale purpose of meeting losses and expenses ;

(11) Mutual insurance companies or associati ons other than life
or marine (including interinsurers and reciprocal underwriters) if the
gross amount received during the taxable year from interest, dividends,
rents, and premiums (including deposits and assessments) does not
exceed $75,000;

(12) Farmers', fruit growers', or like associati ons organized and
operated on a co-operative basis (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 value of the products 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
e<]ll jrm~nt to them 9. ! actual cost, plus !lecess2.!y e::pe~se5 . Exemption
shall not be denied any such association because it has capital stock, 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 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 non­
voting preferred stock, the owners of which are not entitled or permit­
ted to participate, directly or indirectly, in the profits of the association,
upon dissolution or otherwise, beyond the fixed dividends) 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 reasonable reserve for any necessary
purpose. Such an association Il!ay market the products of non-members
in an amount the value of which does not exceed the value of the
products marketed for members, and may purchase supplies and equip-

r 1201



,
ment for non-members in an amount the value of which does not exceed
the value of the supplies and equipment purchased for members, pro­
vided the value of the purchases made for persons who are neither
members nor producers does not exceed 15 per centum of the value of
all its purchases . Business done for the United States or any of its
agencies shall be disregarded in determining the right to exemption
under this paragraph ;

(13) Corporations organized by an association exempt under the
provisions of paragraph (12), or members thereof, for the purpose of
financing the ordinary crop"operations of such members or other pro­
ducers, and operated in conjunction with such association. Exemption
shall not be denied any such corporation because it has capital stock,
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 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 'non­
voting preferred stock, the owners of which are not entitled or per­
mitted to participate, directly or indirectly, in the profits of the corpo­
ration, upon dissolution or otherwise, beyond the fixed dividends) is
owned by such association, or members thereof; nor shall exemption
be denied any such corporation because there is accumulated and main­
tained by it a reserve required by State law or a reasonable reserve
for any necessary purpose;

(14) Corporations organized for the exclusive purpose of holding
title to property, collecting income therefrom, and turning over the
entire amount thereof, less expenses, to an organization which itself
is exempt from the tax imposed by this chapter ;

(15) Corporations organized under Act of Congress, if such cor­
porations are instrumentalities of the United States and if, under such
Act, as amended and supplemented, such corporations are exempt from
Federal income taxes;

(16) Voluntary employees ' beneficiary associations providing for ,
the payment of life, sick, accident, or other benefits to the members of
such association or their dependents, if (A) no part of their net earn­
ings inures (other than through such payments)' to the benefit of any
private shareholder or individual, and (B) 85 per"centum or more of
the income consists of amounts collected from members and amounts
contributed to the association by the employer of the members for the
sole purpose of making such payments and meeting expenses;

(17) Teachers' retirement' fund associations of a purely local
character, if (A) no- part of their net earnings inures (other than
through payment of retirement benefits) to the benefit of any private
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shareholder or individual, and (B) the income consists solely at
amounts received from public taxation, amounts received from assess­
ments upon the teaching salaries of members, and income in respect
of investments;

(18) Religious or apostolic associations or corporations if such
associations or corporations have a common treasury or community
treasury, even if such associations or corporations engage in business
for the common benefit of the members , but only if the members there­
of include (at the time of filing their returns) in their gross income
their entire pro-rata shares, whether distributed or not, of the net in­
come of the association or corporation for such year. Any amount so
included in the gross income of a member shall be treated as a divi­
dend received .

(19) Voluntary employees' beneficiary associations providing for
the payment of life, sick, accident , or other benefits to the members of
such association or their dependents or their ,designated beneficiaries,
if (A) admission to membership in such association is limited to indi­
viduals who are officers or employees of the United States Government,
and (B) no part of the net earnings of such association inures (other
than through such payments) to the benefit of any private shareholder
or individual. 53 Stat. 33, as amended June 29, 1939, 10 p. m., E.S.T.,
c. 247, Title II,-217, 53 Stat. 876; Oct. 21, 1942, 4 :30 p. m., E.W.T.,
e. 619, Title 1,-137 (a), 165 (a), 56 Stat. 836, 872.
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APPENDIX

Part III
_ RULINGS OF THE U. S. BUREAU OF INTERNAL REVENUE

WITH RESPECT TO THE PAYMENT OF DIVIDENDS
ON THE CAPITAL STOCK OF CO-OPERATIVE

ENTERPRISES

«(1) When patronage refunds are paid in cash they reflect tax-
. able income to the recipient either as a reduction of operating costs
in the case of purchases made by the patron distributee, or as an item
of income in the case of goods sold for the account of the patron dis­
tributee and constitute income in the year received to a taxpayer on
either a cash or accrual basis, unless the latte r had previously received
authentic advice upon, which to accrue it in advan~e of its receipt.

« (2) When the patronage refunds are paid in capital stock of the
association receipt of such stock constitutes, for income tax purposes ,
constructive receipt of income to the recipient in the case of goods sold
for the account of th e patron distributee, or as a reduction of operating
costs in the case of purchases made by the patron distributee, to the
extent of the cash value of the refunds. This is true whether or not the
capital stock has a readily realizable market value and the cash value
of the refunds represents the cost basis of the stock for the.purp ose of
determining capital gain or loss upon the sale or exchange of the stock.

. «( 3) When patronage refunds are paid in certificates of indebt­
edness or equity issued by the association with or without interest but
having a definite due date, receipt of such cert ificates constitutes , for
income tax purposes, constructiv e receipt of income to the recipient in
the case of goods sold for the account of the patron distributee, or as
a reducti on of operating costs in the case of purchases made by the
patron distributee, or as a reduction of operating costs in the case of
purchas es made by the pat ron distributee , to the extent of the cash

'value of the refunds. This is true whether or not the certificates have
a realizable market value and the cash value of the refunds represents
the cost basis of the certificates for the purpose of determining capital
gain or loss upon the sale or exchange of the certificates.

.. ( 4) The answer to question (3) is also applicable when patron­
age refunds are paid in certificates of indebtedness or certificates of
equity issued by the association with or without interest but having no
definite due date.
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" (5) When patronage refunds are paid in merchandise or other
property, receipt of such payment constitutes, for income' tax purposes ,
constructive receipt of income to the recipient in the case of goods
sold for the account of the patron distributee, or as a reduction of
operating costs in the case of purchases made by the patron distributee,
to the extent of the cash value of the refunds which represents the
value of the property received.

"(6) When patronage refunds are paid in the form of advance
to the patron of his equity in retained margins such advance constitutes,
for income-tax purposes , constructive receipt of income to the recipient
in the case of goods sold for the account of the patron distributee, or
as a reduction of operating costs in the case of purchases made by the
patron distributee, to the extent of the cash value of the refunds which '
represents the equity of the patron in retained margins."

N ote : Th e above ru lings were issued by the Bu reau of Internal Revenue in the form
of a letter, but have not been published in the Internal Revenue Bulletins. The prin­
ciples hav e been established, however, in I. T . 3208, C. B. 1938-2, 127.
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