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BY-LAWS: Version A (Patronage Dividend Tax Break) 

J\rticle I 1embership and Slrnres of Stock 

1. Eligibility This business co oration [change ''business corporation'
to "cooperat_;_ve corporation" if incorporat.cd tmder coop statutes] shall
ftmction on a cooperative basi with the patrons all being employees of
the co1Tpany. The shareholders hall also be referred to as the members of
the corporation. Stock may be held only by natural persons who (1) patro­
nize the corporation through c ntributions of their labor on a full or part­
time basis, _(2) are re.idents f the State of-..----- at t1e time of 
L�e issuance of the stock to tlem, and (3) have bee approved by the Board 
of Directors or its designees. ¼1thin a trial period of -�-�-months, 
an employee must either be ace pted into rnem ership or tenninated as an 
employee. Restrictions shall e placed on the Oh'Ilership and transfer of 
the shares of stock so that th shares will ftmction for all intents and 
purposes as membership certifi ates. Accordingly, e and only one share 
of connnon stoci· shall be held each member, and at share shall be re-
f rred to as a membershio sl ar TI1e legal consideration paid to the cor-
poration for a membership shar shall be the share's par value, and that 
par value shall be referred to the merrbershio fee. 

2. Transfer Restrictions Duri 1embership o member may sell, assign
any mterest in, or otherwise ansfer his or her m rnbership share during 
Llie period of the person I s wor and merrbership in the corporatio;i. 

3, Share Transfers at , fembership Termination Upon issuance of a new 
membership share, thenew rnemb shall sign a certificate stating that, upon 
the vollD'ltary or involuntary te ·na ion of his or her work in the company, 
the membership share shall be eemed transferred back to the corporation 
at the time of the te ination. The legal consideration for the share trans­
fer shall 9e t e lesser oft e embership fee (par value) or the balance at 
the end of the fiscal year of the member's internal account, maintained 
pursuant to Article II of these By-lrois, If the lesser of the no is nega 
tive, the share will be deemed transferred to the corporation for no cons·­
deration. The consideration sh 11 be fully paid in cash or, at the election 
of the corporation, by means of the corporation's promissory note payable 
on such terms and at such interest rate as the Boar of Directors shall 
detennine, provided that the note be payable :in full no later than one year 
after the end of the fiscal year. 

4. Legend� Stock Certifica es All certificates representing sha·es of
stock of the corporation shall, in accordance with law, have a notation
thereon referring to the forego g provisions governing the transfer of shares.

5. Replacement of 1 .embers� Ct:rti icates In case of the loss, destruc-
tion

1 
or mutifation of a me ership certificate, a duplicate certificate 

may be issued ·n_place thereof, upon such terms as e Iloard of Directors 
may prescribe. 

Early version of ICA Model By-Laws (late 1970s)



Article II Distribution and Retention of Co orate Earnings 

1. Patronage Dividends In accordance with the Internal Revenue Code of 
1954 section 1381, this corporation, as a corporation operating on a coopera­
tive basis and allocating am:, ts to patrons on the asis of the business 
done with or for such atrons, may (subject to conditions specified below) 
declare a patronage dividend t be distributed among the members in propor­
tion to their earnings from th' corporation for the fiscal year. Thus each 
member/patron shall receive a �raction of the patro age dividend whose 
ntm1erator is '1is or her gross ompensation from the corporation for his or 
her patronage during the fisc year and whose denominator is the gross 
labor compensation of all memb rs from the corporation for the fiscal year. 
Such a patronage distribution . I all be paid partly in cash and partly in 
qualified rritten notices of a ... loca:ion as defined in the Internal Revenue 
Code of 1954, section 1388 (c)(l). The aggregate of these qualified writ-
ten notices of allocat • on shall be referred to as 1e Revolvin Loan Fund, 
and the notices shall be referr d to as revolving f d credits. -- --

In accordance with the Int rnal Revenue Code or1954, section 1382 (p) (1) , 
the patronage dividends declar at the end of a fiscal year are deductible 
from the taxab e income of the orporation for �1at fiscal year and must 
be included in the taxable per nal income of the members. By becoming a 
stockholder in the corporation, each merrber shall be deemed to have consented 
to include in his or her taxable personal income any qualified written 
notice of allocation (within th meaning of section 1388 of the IRC as it 
may be hereafter amende� received at its stated dollar amount, in the man­
ner provided by t�e section 13 5 of the IRC as it may be hereafter amended, 
and to pay the tax thereon. A opy of this Article II and a statement of 
its signifigance shall be give to each prospective stockholder before he 
or she becomes a stockholder/m 11ber of the corporation. 

2. Collective Reserve Ft.md e after-tax earnings shall be retained un-
til a reserve, which shaIT"be r £erred to as the Collective Reserve Ft.md, 
has been accumulated totaling at least e target 1 vel of __ __,percent
of the par value of the corpora e stock outstanding. o patronage dividends
may be declared for as long as the Collective ReservP. Fund is below its 
target level. The capital of e Collective Reserv Fund is not attributed 
or imputed to the members as in ividuals. Any gift or grants to the cor­
poration shall be refen·ed to a· Endm�ment and list d as a source of equity 
capital on the balance sheet se)arate from the Coll ctive Reserve Fund. If 
the corporate net income is neg1tive, those operat· glosses shall be debited 
from the Collective Reserve Flll1 . If at s1ould exhaust the Collective 
Reserve Ft.md, the remaining loses shall be debited from the internal accounts 
of the members in proportion to their earnings from the corporation. during 
the fiscal year. 

3. Internal Canital . ccmmts After the Collective Reserve Fua.d has 
reached its 1.arget level and atronage dividends ha e been declared, any 
remaining after-tax net income shall be retained and allocated to the mem­
bers' internal capital accoW1ts unless the directors declare a cash d's­
tribution of part of hose net "arnings. Each merrb r shall have an internal 
capi al accoLDlt in his or her name. . ter the membership fee is paid in 
cash or by payrol d <luctions, 1..hat fee plus any additional paid-in capital 
shall be the ·nitial balance in the mem er's account. t the end of each 
fiscal year he to al amolDlt to e distributed be .;een the internal 
acco1.n1ts shall he allocated in 1ccordance ,.-1i h the fol owing rule: 
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each member's accmmt shall be credited with the fraction of the total 
amount whose numerator is his or her gross compensation from the corporation 
for his or her labor during the fiscal year and whose denominator is the 
gross labor compensation of all members from the corporation for the fis-
cal year. The internal capit accounts shall accrue interest at a rate 
not to exceed _ __, _ _,percent, as determined by the Board of Directors.
When a person terminates membership in tht: company and has transferred :iis 
or her membership share back to the corporation, then any positive balance, 
after subtraction of the membership fee, of the member's internal capital 
accOLmt as of the end of the fiscal year shall become a subordinate debt of 
the company to the individual. This promissory note shall be payable on 
such teTIT1S as the Directors shall detennine, provided that the note shall 
be payable in full within five (5) years of the termination date. 

4. Revolving Loan Fund TI1e qualified written notices of allocation or
revolving fund credits, whose aggregate is the Revolving Loan Fund, shall
be subordinate to all other mdebtedness of the corporation witn.out regard
to the time when any other indebtedness was contracted or the nature thereof.
The revolving fund credits shall accrue interest at a rate not to exceed

as determined by the Directors. The funds retained in the company, 
w �h�e_n_n_e\-v revolving fund credits are issued, may be used for any corporate 
purpose which includes paying off the most senior of the old revolving 
fund credits. All revolving fund credits shall be paid off within five (5) 
years of their date of issuance unless the Directors rule that extraordinary 
circumstances require an exception in the fonn of an extension of the deadline. 



[Articles I I I through VI I I the rune in versions A and B] 

Article III The General Assembly of embers 

1. Powers All powers of th corporation originate in the General Assembly
of members 0£ the corporation. The powers entrust d, by means of these by­
laws, to the Directors, the President, and other officers are ultimately
delegated from �1e meroers of the corporation. ccordingly, any specific 
decision of the Board of Direc ors or the President may be overturned or 
reversed at a meeting of the G neral Asserrbly by a vote of an absolute 
majority of all the members of the corporation. 

2. Annual 1eeting The ann 1 meeting of the General Assembly of rr·embers
(stoc o ers) shall be held the --� ---,--,.- of the month of 
in each year ( or if that is a ,1oliday, on the next full business day) _a_t __

o'clock in the ____ or at such other hour as shall have been
-f�ix_e_d ____ b_y-the Board of Director or by the President and stated in the notice
of the meeting. 

3. Special Meetings Special meetings of the members may be called by 
the Board, the President, or u 10n written applicabon of ten (111) percent
of the members. The notice fo each special meet· g shall state the date,
hour, place, and the purposes of the meeting. 

4. ot • ce of eetins:s A written notice of each annual or special mem-
bership meeting statmg the ti7e, place, and purpo e shall be given by the
clerk or person calling the me ting, at least seve days before the meeting,
to each member by leaving such notice with the men er, at the merrber' s 
residence or usual wor1q,lace, or by mailing it to the merrber' s address as
shown on the records of the co oration.

5. Quorum majority of the merrbers shall be required to constitute a 
quorum at any meeting of the General Assembly. 

6. �ting and Proxies Each member is entitled to one and only one vote.
A me er may vote in person or by a written proxy, signed by the absent 
member, which shall specify the person entitled to vote for the absent mem­
ber and the specific meeting a which the proxy may be used. Proxies shall 
be filed with the clerk of e meeting before being voted. 

7. Action at a feeting ffl'le a quonnn is present at a meeting of the 
members, a majority of the me ers present or represented sha 1 decide any 
matter o be voted upon by the members unless a larger vote is required by 
the Articles o Organization or these By-laws. Any election b merrbers 
shall c de�e • ed by a plurality of the voted cast. A secret ballot is 
required if requested by any m mber present or represented at the meeting. 



Article IV The Board of Di ectors 

1. Powers The general powers to direct the business of the corporation
are ctelegated to the Eoard of Directors from the General Membership of the 
corporation. 111ese pOlvers shall be exercised in accordance with the Arti­
cles of Org�,nization, �e By-laws, and tPe Operating Rules of the corpora­
tion. 

2. Election and Size The exact number of directors shall be detennined
at the first meeting of the incorporators and thereafter at each annual 
meeting of the members (subject to change as pro ·aed in Section 4 of this
Article IV). The incorporators shall elect the initial directors at their
first meeting, and, thereafter, at each annual membership meeting. The 
vacancies created by the directors whose tenns have expired shall be filled 
by the shareholders . As a director exercises power delegated from the 
members, a director need not be a member. 

3. Vacancies Any vacancy in the Board of Directors, occurring between
the annual General Assembly meetings, may be fill data special meeting of 
the members or, in absence of member action, by the majority of the direc­
tors then in office. 

4. Enlartement of the Board The number constituting the Board of Direc-
tors may e increasec1and one or more additional directors elected at the 
annual meeting or any special meeting of the members . 

. 5. Tenure Each director's term of office shall be x years. The 
tenns shall be staggered so at 1/x times 100%== __ _,percent of the direc­
tors are elected at each annual meeting. My director may resign by deli­
vering his or her written resignation to the corporation at its principal 
office or to the President, Clerk, or Treasurer. 

6. Removal A director may at any time be removed from office.· (a) with
or without cause by a vote of a majority of the total me�bership or (b)
for cause by a majority of the directors then in office. A director may be
removed for cause only after easonable notice and opporttmity to be heard

·before the body proposing to remove the director.

7. Meetings Regular meetings of the Board may be held without call or
·notice at such places and tim s as the Board may from time to time determine,
provided that any director w is absent from such a �.ecisian shall be noti­
fied of the determination. Special meetings of the Board of Directors may 
be called by the President or three or more of the directors designating the
time and place. 

8. otice of Special .1eeting otice of the time, place, and purpose
of the special meeting shall be given to each director not less than twenty­
four hours before the meeting.

9. Quon.rm At any meeting f the Board of Directors, a majority of the
directors then in office shall constitute a quonnn.

10. Action at� Meeting If a quorum is present a majority of the direc­
tors present may take any action on behalf of the Board of Directors, unless
a larger nl.DTiber is required y lm-1, by the. rticlcs of Organization, or by 
these By-laws.



Article V Officers 

1. Enumeration The officers of the corporation shall consist of a 
President, a Treasurer,�1d Clerk, and any other officers as the Board of
Directors may detennine. 

2. Election The President, Treasurer, mid Clerk shall be elected
annually by the Board of Directors at its first meeting following the 
annual membership meeting. 

3. Qualification Each officer shall be a member and the Chairp�rson
of the Board shall be a direct r. TI1e President, if not elected to the 
R oard, sits ex officio on the Board of Directors.

4. Tenure T I1e tenn of office of the President, Treasurer, and Clerk
shall be __ _,year(s). The 1airperson of the Board shall be elected 
annually. 

S. Removal The Board of Directors may rem ove any officers with or with­
out cause provided that an officer may be removed for cause only after rea­
sonable notice and opporttn1ity to be heard by the Board of Directors. 

6. Vacancies Any vaca ncy • office may be filled by the Board for the
1.IDexpired portion of the tenn.

7. Powers of the President an Chairerson of the Board The chairper-
son of the Boaroshall presiaeat al meetings cirthe Board (and of the 
members if the President is a sent or declines to preside) and shall have
such other duties and powers as detennined from time to time by the Board. 
The President shall be the chief executive officer of the corporation, 
shall, subject to the directi of the Eoard, have general supervision and

. control · of the business oft e corporation, shall preside at all General
Assewhly meetings (and Boaid meetings if the Chai erson is absent or de­
clines to preside) and shall ve such other duties and powers as the Board 

. shall from time to time dete e. 

8. Treasurer The Treasurer shall, subject to the direction of the Eoard,
have general charge of the fi ancial affairs of the corporation, shall 
cause to be kept accurate boo�s of accollllt of the affairs of the corpora­
tion, and shall have sud1 oth r duties and powers as determined by the Board.

9. Clerk The Clerk shall 'eep a record of all membership meetings and 
Board meetings, and shall hav • such other auties and powers as detennined by 
the Board. In the absence of the Clerk at a meeting, a temporary clerk 
shall be appointed by the person presiding. 



Article VI Indemnification of Directors and Officers 

The corporation shall indemnify each person now or hereafter elected or 
appointed a director or offi er of the corporation (including each person 
who serves at its request as a director or officer of any other organization 
in which the corporation has any interest, as a stockholder, creditor, or 
otherwise) against all expen e reasonably incurred or paid by him/her in 
connectic:1 with the de_fense r disposition of any actual or threatened claim, 
action, suit, or proceeding (civil, criminal, or other, including appeals) 
in whid1 he/she may be involved as a party or other.-lise by reason of his/ 
her having served in any such capacity, or by reason of any action or omis­
sion or alleged action or omission (including those ante-dating the adoption 
of these By-laws) by him/her \\hile serving in any such capacity; except for 
expense incurred or paid by him/her (i) witi1 resp ct to any matter as to 
which he/she shall have been adjudicated in any proceeding not to have acted 
in the reasonable belief that his/her action was in the best interests of 
the corporation, or (ii) witL respect to any matter as to which he/she 
shall agree or be ordered by any court of competent jurisdiction to make 
payment to the corporation, or (iii) which the corporation shall be prohi­
bited by law or by order of any court of competent jurisdiction from 
indemnifying him/her. Such indemnification shall include paymcmt by the 
corporation of expenses incurred in defending a civil or criminal action 
or proceeding in advance of tne final disposition of such action or pro­
ceeding, upon receipt of an 1dertaking by t11e person indemnified to repay 
such payment if he/she shall 'oe adjudicated to be not entitled to indemni­
fication under these By-laws. 

No matter disposed of by settlement, compromise, or the entry of a consent 
decree, nor a judgment of conviction or the entry of any plea in a criminal 
proceeding, shall of itself b'-' deemed an adjudication of not having acted 
in the reason�le belief that the action taken or omitted was in the best 
interests of the corporation. The tenn "expense" shall include, without 
limitation, settlements, attorneys' fees, costs, judgments, fines, penalties, 
and other liabilities. The right of indeTIIl'lification herein provided for 
shall be severable, shall be in addi ti.on to any other right which any such 
person may have or obtain, sh 11 continue as to any sud1 person who has 
ceased to be sum director or officer and shall inure to the benefit of the 
heirs and personal representatives of any such person. 
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Article VII Amendments 

The power to malce, amend, or repeal these By-laws shall be in both the 
General Assembly and the Bvard of Directors ! Such power may be exercised 
by a majority of the rrembers p esent or represented at a General Assembly 
meeting, provided that the notice for sud1 meeting indicated a change in 
the By-laws was to be considered. Such power may be exercised by vote of 
a majority 0£ the directors in office, provided that: 

(a) The Eoard may not make, amend, or repeal any provision which by
law, by the Articles o Organization, or by these ]y-laws requires
an action by the membe ship;

(b) The Board may not create, runend, or repeal any provision of these 
By-laws Hhich alters the procedure for making, altering, and 
repealing the By-lm's; and 

' (c) Any new by-law or amendment or repeal of any provision made ·or 
adopted by the Board may be amended or repealed by the General 
Membership. 

' 

•



Article VIII Operating Rules 

1. General A set of inte al company statutes, which shall be called 
the Operating Rules and which are separate from these :3y-laws, may be esta­
blished by the General Assembly of members or by the 13oard of Directors. 
The Operating Rules may be added to, amended, or repealed at any meeting 
of the General Assembly or the Board, which has a quorum, by a majority 
of the quorum. The Operating Rules shall be binding on all members and 
affairs of the corporation provided that the Rules do not conflict with the 
law, the Articles of Organization, or these By-laws. 



BY- LAi S: Version B (Pay Eon Tax Break) 

Article I Membership and §hares of Stock 

1. Eligibility The shareholders shall also be referred to as the members 
of the corporation. Stoc..1<. may be held only by nat ral persons who (lJ • work 
in the coIJ\)any on a full or part-time basis, (2) are residents of tJ-1e State 
of _____ at the time of the issuance of tne stock to them, and (3) have
been accepted as members by tne Board of Directors or its designees. -:-:ithin 
a trial period of -,----.--months, an employee must either be accepted into
membership or tenninated as an eMployee. Restrictions shall be placed on 
the ownership and transfer of the shares of stock so that the shares will 
function, for all mtents and purposes, as membership certificates. Accor­
dingly, one and only one shar of co:rmnon stock shall be held by each member, 
and that share shall be referred to as a merrhership share. The legal 
consideration paid to the corporation for a merrbership share shall be the 
share's par value, and that par value shall be referred to as the membership 
fee. 

Article I , Sections 2 through 5 the same as in Version A. 

/O 



ersion B 

Article II 
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Distribution an Retention of Co11 orate r:anlings 

1. General At the end of each fiscal year, th l�oarcl of Directors may, 
subject to the conditions spe··fied belcM, distri ute a portion of the pre­
tax net earnings as wage and salary bonuses to th meirbers to be pai<l partly 
in cash and partly in the fo I of promissot)' notes. ·n1e aggregate of the 
corporate promissory notes is">u cl as pay bonuses sha] I be referred to as 
the Re olving Loan Ft.n1<l. 111c after-tax net earnings shall be retuincJ 
l.Oltil a resenre, whlC:!lshall e referred to a th Collective Reserve Fund, 
has been accumulated totaling at least the target level of 

--. __ _,percent
of the par value of the corporate stock outstanding. :fo pay bonuses may 
b declared for as long as the Collective Reserve fLm l is belO\ its target 
level. All the remaining pos -tax net carni.ng shal 1 be retained an<l alJ.o­
cated to the rrerrbers' )nterna.1 capital accotu1ts, tmle ·s the d ircctors 
declare a cash distribution o part of the s3id net earnjngs. 

2. Revo] ving Loan Fund As the pay honusc-s arc o lie deducted from the 
taxable corporate income, tJ e s i z shall be limH ·<l by the tota 1 amounts 
pcimi tted by tJ1e Intcn1al Revenue Service to be deducted as labor compen­
sation. By becoming a stockholc.er and memer of the corp01mtion, ead1 
merrber shall be deemed to have consented to include in his or her taxable 
personal income the total pay bonus in the fonn of cash arn.l promissory 
notes. 

The revolving loan fund notes shall be subordinated to 
all other indebtedness of the corporation without regard to the 
time when any other inde tedness was contracted or the nature 
thereof. The revolving fund notes may ac rue interest at a 
rate not to exceed ___ percent as determined by the Directors. 
The funds retained in the company, when n w revolving fund 
notes are issued, may be used to pay off the most s nior of 
the revolving fund notes or be used for any other corporate 
ourposes. All r valving fund notes shall be paid off within 
five (5) years of their date of issuance unless the Directors 
rule that extraordinary circumstances require an exception in 
the form of an extension of the deadline. 

3. Collective Reserve Fund The caoital of the collective
reserve fund is not attributed or imputed to the members as
individuals. Any gifts or grants to the orporation shall be
referred to as endowment and listed as a source of net worth
on the balance sheet seoarate from the, collective reserve fund.
If the corporate net income is negativ , hose operating losses
shall be debited from the collective reserve fund. If that
should exhaust the collective reserve fund, the remaining losses
shall be debited from the internal accoun s of the members in
proportion to their labor compensation during the fiscal year.

4. Internal Caoital Accounts Each member shall have an internal
capital account in his or her name. After the membership fee
is paid in cash or by payroll deductions, that fee (plus any
additional aid-in capital) shall be the initial balance credited
to the member's account. At the end of each fiscal year, the
tot 1 amount (positive or negative) to be di tribut d between
the internal accounts shall be alloc ted in accordance with the

I I 
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following rulez each m ber's account shall be credited with 
the fraction of the tot 1 amount whose n merator is the member's 
total labor com ensatio for th fiscal y ar and whose 
denominator is the tot labor compensat'on of all the members 
for the fiscal ye r. e intern 1 account hall ccrue 
interest at a rate not o exceed ___ p rcent as determined

y the Bo rd of Directo s. When a person te minates memb rship 
in the company nd has ransferred his or her membership share 
b ck to the corporation, th n the balan e of the member's 
internal capital accoun as of the end of th fiscal year 
shall become a subordinate debt of he company to the 
individual. This promi sory not shall e p yable on such terms 
as the Directors shall etermine, pr vided that the note shall 
b payable in fu 1 with n five years of h ermination date. 
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otes on the By-laws 

The purpose of these By-laws is to internally restructure 
a company so that it will function a a genuine worker ' 
cooperative. The outer legal shell can b that of a business 
corporation or that of a statutory cooper tive. The two versions 
A and B correspond to tw ways of avoiding the bulk of the 
corporate income tax. F r  more details on the tax breaks or on 
cooperative theory in ge eral, see the paoer 'What is Workers' 
Cooperative? available from thes Industrial Cooperative Assn., 
2161 Massachusetts ve. Cambridge, Ma. 0 140. 

At a number of points in the By-laws, specific numbers 
are required. In some c ses, specific numbers have been 
provided and in othe ca es the space was left blank. Some 
suggestions about the bl nks will be given below. In any case 
the specific numbers are only tentative suggestions. The final 
decisions, of course, re t with the coop members drafting their 
By-laws. 

Some suggestions for the 'bl nks's 

Article I: The suggested trial period is around three months. 

Article II, The suggeste target level of the Collective Reserve 
Fund is 30% of the share • par value, but also check local 
statutes on the matter. The suggested interest cei ing on the 
Revolving Loan Fund and he Internal Capital Accounts is in the 
range of 6-8%, but also heck local statutes on the matter. 

Article IV: The suggested term of office for dire_tors is x = 2 
or x = 3 years, since th re might be too much loss of continuity 
with one year terms. 

Article Vt The suggested term for officiers is 3 years, bu it 
could be shorter. 

DISCLAIMER: The Industrial Cooperative Association presents 
these By-laws (versions and B) only as suggested model. 
There is no guarantee, e plic't or implied, by the ICA that 
the use of these By-laws will obtain from the IRS the sought 
after tax break. A local lawyer should always be consulted 
to help insure cornplianc with the relevant local, state, and 
federal laws. 
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