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WHAT IS A WRKER cmpERATIVE? 

A worker cooperative is a demxratic corporation, c:Mned and 

controlled by the people who work in the company. 'lbese "worker-rnent>ers" 

hold the basic ment>ership rights: (1) voting rights to elect the Board of 

Directors, which in turn selects management, arrl (2) rights to share in the 

net earnings of the company, allocated according to relative amounts of work 

performed. Each member has an equal vote, in accordance with the democratic 
principle of one-per son/one-vote. 

In legal terms, a worker cooperative is a unique type of closely-held 

corporation. In organizational t erms, however, it is a democratic 
comnunity. 'lbe citizens are the people who work in the company. '!he 

Articles of Organization serve as a char ter or constitution, arrl the By-laws 
define rules, rights , and responsibiliti es. '!he Board of Directors, like 

Congress or Parliament, is elected by the people it represents - citizens 
in a political ccmnunity, worker-members in a cooperative. 

A ta-m or city is a democratic corrmunity of people with the corronon 

purpose of living in a certain geographical area. People qualify to vote in 
the town or city elections by residing within that area. A worker 

cooperative is also a democratic corrrnuni ty, but it is a corrmunity of work, 

not a residential corrmunity. It is a business, a place to make a living by 
producing and selling a meaningful and useful product or service. It is an 
unusually structured enterprise, however , controlled by the rnerrbers who 
qualify to vote by working in the firm. 

Rights come t ogether with responsibilities. Voting rights in a town, 

city, state, or country come together wi th responsibilities, such as paying 
taxes. A corresponding responsibility i n a cooperative is to pay the 
ment>ership fee. In corporate terms, a rnenbership fee is a contribution to 
capital, representing a member ' s initial portion of the net worth of the 
conpany. 

'Ibe corporation's net worth is ref lected in a systan of internal 
capital accounts. Each merrt>er has an i ndividual capital account to keep 
track of his or her portion of the corporation' s net worth and of the amount 
of money eventually due back to the rnerrber. Each account bears interest 

like a savings account. In addition to interest, a portion of the positive 
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(or negative) net income or profit of the cooperative is added (or 
subtracted) from each menber's account each year . If positive, these 

amounts are called "patronage dividends, " a term derived fran Subchapter T 
of the Federal Internal Revenue Code, a tax provision for coq>eratives. 

In a conventional corporation, dividends are distributed according to 
each shareholder's capital investment Cnurrber and value of shares), so they 
are called "capital dividends." In a cooperative, dividends are allocated 
according to "patronage" so they are cal led "patronage divideoos." 
Patronage is defined differently in diff erent types of co-ops. In a 
farmers' marketing co-op, patronage is the value of the crops sold through 
the co-op. In a consumer co-op, patronage is the value of the menber's 
purchases through the co-op. In a worker co-op, patronage is the amount of 
work (measured by hours or pay) the merrber performs in the cooperative. 

Patronage dividends in a worker co-op differ from capital dividends in 
a nurrber of ways: (1) they represent a return on labor patronage rather 
than a return on capital investment, (2) payment of patronage dividends 
(unlike capital dividends) is ultimatel~ tax deductible by the corporation, 
and (3) a corporation may allocate a pat ronage dividend partially or 
entirely on paper, and retain the profit s for a period of time to use for 
arrt corporate p.irposes. '!be patronage dividends retained in a worker 
cooperative are credited to each rrent>er ' s account in proportion to his or 
her labor patronage for that year . 

lD/ OOES A WBKER CD-OP DIFFER FlQ1 QmER WRIQRATIONS? 

A worker cooperative is nQt. just a corporation where the errployees 
own the shares. A co-op operates on pri nciples quite different fran a 
conventional corporation. To see the di fference, we go back to the idea of 
a worker co-op as a democratic work coomunity just as a city or town is a 
demcx:ratic living ccmnunity. In a town, a resident's voting rights are not 
property rights which the person must buy or which the person can sell. 
'Ibey are personal r ights which the person qualifies for by taking up 
residence in the town, and which the person autanatically forfeits when he 
or she gives up residence in the town. 
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It is quite the same in a worker cooperative. The membership rights 

(voting rights and rights to patronage dividends) are not property rights 

which the workers must buy or which the workers can sell. They are personal 
rights which a person qualifies for by working Con a non-temporary basis) in 

the canpany, and which a persoo autanatically forfeits when he or she 
retires or otherwise terminates work in the cooperative. A nenber also has 

the responsibility to pay in capital as a merrt>ership fee (just as citizens 
pay taxes), but this fee does not 'buy' the menbe.rship. The person 
qualifies for membership by his or her performance of work. A worker co-op 
is thus a labor-based membership organization, instead of a capital-based 
corporation. 

In a conventional corporation, the ownership rights (voting rights and 
rights to capital dividends) are property rights which may be bought and 
sold as chunks of capital, the shares. The owners need have no 
qualifications, so the owners may be, and often are, quite separate, 
distant, and otherwise unrelated to the canpany. It is a capital-based 
corporation; whoever owns the shares 'owns' the organization. 

When the voting rights are assigned to the people who live or work 
somewhere, then a person either has the vote or not. A person cannot have 
more than one vote. But when the voting shares may be bought and sold, as 
in a conventional CCITlpally , then a person or even another coopany with 
sufficient wealth can purchase a large ntmber of shares and have that many 
votes. Voting in a conventional corporation is on the basis of one­
share/one-vote instead of one-person/one-vote. 

A town and a worker cooperative are democratic or self-governing 
carmunities because the people who are the governed (the town residents or 
the people working in the f irrn> are the ones who automatically qualify for 
the vote to elect the people who will govern or manage them. It is this 
circular flow of authority that constitutes self-government or democracy. 
In a conventional corporation, the peopl e working in the corrpany, the 
errployees, are still the ones being governed or managed, but the people 
electing the board and thus determinil'Y3 the managenent are the stockholders. 
Hence a worker cooperative applies the ideal of democracy to the workplace; 
a conventional corporation does not. 
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Another furx3amental difference between a worker cooperative (using 
these By-laws) and a conventional corporation is in the capital structure. 

The net worth of a conventional corporation is reflected in the stock 
shares. If the caipany succeeds and retains earnings, the net worth of the 

canpany (and thus the shares) increases over time. If such stock shares are 
used as membership shares in an esrployee-owned carpany, then their 
ai:;preciated value might make them too expensive for new members to purchase. 
Historically, use of such capital shares has led to the demise of demcx::ratic 
structure in a variety of employee-a.med firms. In some cases, the older 
rnernbers sold the entire canp:my t o a conventional investor to cash in on 
their share of equity. In other cases, the older nerbers have hired 
non-rnerrber employees or rnernbers with l esser rights, in either case causing 
destructive tension in the firm. 

In a worker cooperative using these By-laws, the function of carrying 
the net worth of the company is shifted away £ran the shares and into the 
internal capital accounts. Increases i n net worth will increase the balance 
in rnerrbers' account s, due back to them eventually in cash. Thus, the older 
rnernbers still get the value of the frui ts of their labor, paid by the 
corporation over a period of time. The shares, however, remain at a 
reasonable value, enabling new members to pay an affordable membership fee 
when they join. At any given time, me!!bers may have differing claims on the 
canpany's net worth, but they all have the same ment>ership rights. This 
worker cooperative structure is designed to sustain the democratic corporate 
structure over time. (For oore detail about the purpose and function of 
internal accounts, see the annotations below on Article III, as well as ICA 
publication entitled •rnternal capital Accounts: Theory and Practice".) 
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ROLE OF WE ARTTO,ra AND BY-LAWS 

In order to create a corporation, states require the filing of a form 

(and fee) with the state goverrunent - usually, the Secretary of State's 

office. In most states, this form is called the "Articles of Organization" 
or "Certificate of Incorporation" (or simply "Articles"). A corporation's 
existence begins when the Articles are accepted by state officials. 
Different types of corporations require use of different forms. 

'lbe Articles include basic information, such as: Cl) corporate name 
and address, (2) corporate purposes, (3) authorized stock, (4) restrictions 
on the transfer of stock, and CS) other details such as a list of initial 
directors. Some of this information will reflect basic cooperative 
attributes - in particular, corporate purposes and capital structure. (For 
more detail, see "A Brief Guide to the Articles of Organization," 
follooing.) Most of the details of cooperative structure, however, will be 
reflected in the By-laws. 

The purpose of the ICA Model By-laws and Articles is to create a 
democratic cooperative structure within a legal shell incorporated under an 
appropriate corporat ion statute. Fortunat ely, most business coz:poration 
statutes are flexible enough to use in creating a democratic worker 
cooperative. sane c~rative corporation statutes can also be used. 
However, most existi ng cooperative statut es are designed primarily for 
agricultural cooperatives, include troubl esome limitations, and are 
essentially inappropriate for this model of a worker cooperative. You should 
examine the statutory framework in your state, and choose the most 
appropriate incorporation statute. 

Massachusetts has a special statute exclusively for worker 
cooperatives. Drafted by the ICA, M.G.L. Olapter 157A ("The Enq:>loyee 
Cooperative Corporations Law") enbodies the ICA model legal structure. 
Mirror legislation was enacted in Maine (see 13 MRSA ch. 85, subchapter 
III) and is W1der consideration in a nunt>er of other states. In states with 
such a special worker cooperative statute. a worker co-op should 
incorporate W1der the statute and the Model By-laws will closely track the 
statutory guidelines. In other states, a worker co-op may incorporate under 
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business corporation law or under general coq,erative corporation law. '!he 
Model By-laws will, in effect, convert a normal business corporation or 

cooperative corporation to a unique type of democratic worker cooperative 
with internal capital accounts. 
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A BRIEF GUIDE 'IP 'fflE ARTIO,IB OF ORGANIZATION 

'lbe form for Articles of Organizati on will vary, depending upon your 

state and your choice of incorporation statute. 'Ibis description tracks the 
form for Massachusetts business corporat ions organized under M:iL ch. 156B, 
which is also used for atployee Cooperat ive Corporations under r-r:;r. ch. 
157A. '1be following guidelines for worker co-op Articles can be adapted to 
your appropriate state law and incorporation form available from state 
officials. Remeni:>er, however, that specific state law requirements for 
Articles of Organization will differ slightly fran state to state. 

'lhe Articles ordinarily begin with a list of the names and addresses of 
the "incorporators". In most cases, the incorporators will be one or more of 
the initial organizers of the cooperative corporation. 'lbe incorporators 
meet to adopt By-laws, select initial di rectors and officers, and take any 
other action which might be taken by rneroers after the Articles becane 
effective. 'lhe Articles ordinarily beccme effective when filed, if approved 
by the Secretary of State or other appropriate state official. 

When choosing a name for the corporation, be sure to check the 
applicable state incorporation statute for requirements or restrictions. 
Many cooperative statutes, for instance, rE!Qllire use of the word 
"cooperative" in the name. Many business corporation statutes, on the other 
hand prohibit use of the word "cooperative" Cor any variant) but require 
a term such as "Incorporated" or "Corporation" or "Limited" in the name. 

'lhe corporate name rrust not duplicate that of any other existing 
corporation in the state. In order to avoid delay in state approval of your 
Articles, you can f i rst call or write the Corporations Division of the 
Secretary of State' s office (or other appropriate official) to check for the 
availability of a particular name. 
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2. Purpose. 

'Ibis provision of the Articl es should carrnunicate the basic purposes of 

the corporatioo, rut should also be broad enough to allCM for flexibility. 
'lhus, we suggest three basic provisions 

Ca) A description of the general business ?,Irpose of the corporation; 
for exaJ!i)le: "To cooouct the business of selling data processing consulting 
services; to buy, lease, sell, exchange and otherwise deal in carip..1ter 
programs and software; to enter into rel ationships with others for any of 
these purposes; and to do all other things necessary, appropriate, or 
incidental to the accarcplishment of these ?,Irposes." 

Cb) A general statement of any lawtul ?,Irpose; for example: "To carry 
on any business or other activity which may be lawfully carried on by a 
corporation organized under the _______ corporation law of the 
state of ______ _, whether or not related to those purposes 

described in the previous paragraiit. " 

Cc) A statement of deroocratic structure of organization; for example: 
"To operate as a corporatioo controlled democratically by the mert>ership, as 
defined in the By-laws.ft 

In Massachusetts, Maine, and other states with worker cooperative 
statutes modeled on M:iL chapter 157A, add the following provision to the 
list of ?,Irposes: "To operate on a cooperative basis as an employee 
cooperative corporation as defined in M:iL ch. 157A. 'lbe corporation hereby 
elects to be governed by r-tiL chapter 157A. " 

3. Authorized stock. 

A corporation can issue shares of stock to shareholders onl,y if 
the nllllber and type of shares is authorized in the Articles. In a worker 
cooperative, this section of the Articles is used to authorize nent>ership 
shares to be issued to the irerrbers. 
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A conventional corporation might i ssue several different "classes" of 

stock with different rights attached to each class. Sane classes might be 
termed "preferred" stock which, in the event of bankruptcy, gets cashed out 

before other stock shares. Ordinarily, preferred shares have a fixed 
divideoo rate and only limited voting rights. Other classes might be termed 

"conman stock" which, in the event of bankruptcy, gets cashed out last. 
Since carmon stock is most at risk, it usually carries the right to 
substantial return in dividends if the corporation is successful. At least 
one class of carmon stock always carries voting rights. 

In a worker cooperative envisioned in the ICA Model By-laws, the 
corporation would authorize only one class of carmon stock and no 
preferred stock. The initial Articles should authorize a sufficient nurrber 
of shares to cover all potential future issues of stock to ment>ers. 
Otherwise, the later addition of new merrbers would require an arnerndment to 
the Articles (which includes a filing and a fee). 'llie upper limit of 
authorized shares is tied to the fee structure for incorporation. In 

Massachusetts, for instance, the filing fee is one cent a share, with a 
minimum fee of $150. 'illus, up to 15,000 shares can be authorized without 
increasing the $150 filing fee - arrt more would increase the cost of 
filing, although there is no legal limit to the nurrber of shares. (Note 
that this explanation assumes the author ization of stock "without par 
value." Alternatively, stock can be authorized with a "par value," in which 
case the filing fee is a percentage of t otal par value. The meaning of par 
value is more historical than practical. To avoid unnecessary complexity, 
we suggest the authorization of "no par" stock.) 

4. Relative rights of different classes of stock. 

This section i s not applicable to an ICA Model worker cooperative, 
since only one class of stock is authori zed. 'llie space can be left blank or 
filled in with the words "not applicable." 

Confusion could result fran mixing the internal capital account system 
with a more conventional capital structure using multiple classes of stock 
(such as preferred i n addition to ccmnon stock). We suggest that any 
non-menber investment be structured as debt, which need not be authorized in 
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the Articles. However, if external reasons Cat'{iel the use of more than one 
class of stock, the relative rights and qualifications of the different 

classes should be spelled out here carefully. 

s. Restrictions on the transfer of stock. 

In a worker cooperative, the transf er of stock shares is severely 
restricted so that only the merrbers can hold shares. '!be teans of any such 
restrictions nay aR)ear in the Articles, and may anticipate such events as 
death, bankruptcy, atterrpted attachment, or other legal directives. (Check 
your applicable state law to detennine i f such restrictions, if any, are 
required to appear in the Articles.) At the very least, the following 
language should a~ar in the Articles: 

"Shares of carmon stock may be held only by natural persons employed by 
the corporation on a full-time or part-time basis and accepted as 
meni:>ers by the Board of Directors. No person may hold 100re than one Cl) 
share of stock. No stock or interest therein may be sold, assigned, or 
otherwise transferred, voluntarily or involuntarily, by operation of 
law or otherwi se, except for a transfer to the corporation. Upon 
tennination of his or her employment in the corporation, a shareholder 
must transfer his or her share back to the corporation at rederrption 
terms determined in accordance with the By-laws." 

In Massachusetts, Maine, and other states with a worker cooperative 
statute modeled on~ ch. 157A, add the following language to this 
section: "Shares of comnon stock shall be referred to as 'rnerrbership 
shares' and holders of such shares shall be referred to as 'rnerrbers'." 

6. Other lawful Provisions. 

'!his is an open-ended section for any additional provisions. A simple 
answer would be "none," but there may be reasons for including other 
provisions. In Massachusetts, election of G. ch. 157A can a~ar in this 
section, whether or not it appears in the "p.irposes" section. In any 
state, you may use this section to reinforce basic cooperative attributes by 
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including such provisions as: •r.ach rrerrber shall be entitled to one and 

only one vote on any subject that requires voting by merrbers, and only 
merrbers may vote.• Ard, "'!be net earnings and losses of the corporation 

shall be a~rtioned and distributed in accordance with the By-laws.• 

In many states, certain director authority or corporate powers are 
available only if authorized in the Articles. In Massachusetts, for 
instance, the following two provisions should a~ar in the Articles: "'lbe 
corporation may be a partner in any business enterprise which the 
corporation would have power to conduct by itself." And, •'!be directors nay 
amend the By-laws except as limited by law or the By-laws." 

Check with local counsel or with state officials to learn what 
additional provisions should be in the Articles in your state. For 
instance, local counsel might advise you to include liquidation preferences 
in the Articles. For more detail, see Article III, section 3.D, and the 
accarpanying annotations following. 

7. other Details. 

'!be renainder of the P..rticles ordinarily is limited to basic 
information not treated as a permanent part of the Articles. Changes in 
these initial facts usually appear in annual reports or other filings, rut 
do not require amending the Articles. Such information may include: the 
initial address of the principal office of the corporation, names and 
addresses of initial directors and officers, fiscal year, and date of the 
annual meeting of shareholders. such information should be consistent with 
parallel provisions in the By-laws. '!be By-laws should be drafted and 

adopted before fil i ng the Articles of Organization. 

After the Arti cles are approved by the Secretary of State or other 
awropriate official, they are filed with the state records and a photo-copy 
is sent to whanever the incorporators choose. '!be copy should be kept on 
file by the Clerk of the corporation, a l ong with other filings, By-laws, and 
corporate records. 

'lhe procedure for amending the Art .cles is governed by state law. 
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Amendments ordinarily require the filing of Articles of Amendment and the 
payment of a filing fee to the Secretary of State. Amerxments to the 
Articles require a shareholder vote. State law may require a supermajority 
vote of shareholder s to an-end the Articl es. Given these requirements, the 
Articles should ml.y be amended when absolutely necessary. 
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ANOOl'ATIOW 'IP 'lliE BY-LAWS 

INiroOOCI'ION AND DISCLAIMER 

'lbe ICA Model By-laws are a legal document, providing for democratic 
c0q>erative attributes within the context of conventional corporate law. 
'!bus, the document includes many legal "artifacts• (such as ment>ership 

agreements and Articles of Organization) and many legal terms (such as 

i.roemnification agent, and patronage.) 'lbese are designed to be consistent 
with typical corporation laws, while rraintaining the basic attributes of a 

democratic organization. 

A corporation structured by and operating in accordance with the ICA 
Model By-laws is designed to qualify for the "cooperative" tax benefits of 
Subchapter T of the Internal Revenue Code. (See Appendix: "Taxation of 

Worker Cooperatives.") However, we can provide no guarantee that operation 
under these By-laws will ensure canpliance with all relevant l aws and 
regulations, including SUbchapter T. 

'Ille particular needs and governing law will vary from co-op to co-op 
and from state to state. 'lbese By-laws can be adapted accordingly. 

We recammend that you consult with a local lawyer when adapting these 
By-laws to your corporation. 

Following is an article-by-article guide to the ICA Model By-laws for a 
Worker Cooperative. 

ARTICLE I: Corporate Affairs 

'llle By-laws begin with standard information about the corporation, such 
as name, location, and fiscal year. 'lbese items will be duplicated in the 
Articles of Organization, but they are so basic that they should appear in 
both documents. Later, if you amend overlawing items in the Articles, be 
sure also to amend the By-laws accordingly. If any By-law provisions are 
inconsistent with the Articles, initiall y or by later amerrlment, the 
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Articles will override the By-laws. •nu s is stated in SECI'ION 6 of the 
By-laws and reinforces the corporation l aw notion that the Articles serve as 
the fundamental "constitution" of the organization, provi ding a framework 
for the more specific operational "laws• of the By-laws. 

In order to make the By-laws a more cooplete blueprint for the 
corporation, SEX:TION 6 incorporates by reference the content of the Articles 
of Organization. Sane cooperatives choose to repeat in the By-laws the full 
text of the purposes which, by law, nust appear in the Articles. 

For guidance i n filing Articles of Organization, see the section above 
entitled, "A Brief Guide to the Articles of Organization." Note that some 
states call the analogous doclllnent the •Articles of Incoqx:>ration" - in the 
By-laws, use whichever term is ai::propriate in your state. 

When choosing a corporate name CSECI'ION 1), check the applicable state 
incorporation statute for requirements or restrictions. Many states, for 
instance, prohibit use of the word "cooperative" in the name, unless the 
corporation is incorporated under the state "cooperative" statute. For 
further explanation of the choice of a corporate name, see section 1 of the 
"Guide to the Articles of Organization" above. 

A corporation is a "legal person,• a separate entity chartered and 
regulated by the state. A registered of fice and agent (SEX:TION 2), also 
listed in the Articl es , provides a bit of practical reality to the fiction 
of a "corporate person" . '!hat is, state officials know where to find the 
corporation (registered office) and whom to serve with legal papers in the 
event of litigation (the Clerk at the registered office). If the Clerk 
works or lives out of state, the corporation may be required to designate a 
"resident agent for service of process. • Check your ai::propriate state law. 
'lbese By-laws asslllne that the Clerk resides or works in the state of 
incorporation, and thus do not designate a resident agent. 

Your choice of fiscal year (SECTION 3) has important tax and accounti ng 
~lications. '!be most comnon fiscal year is the caleooar year. You might 
speak with an accountant or lawyer to d terrnine if a different fiscal year 
would be ai::propriate for your corporation. A later change of fiscal year 
will usually require a simple filing with the state, along with amerxhrent of 
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the By-laws. 

A natural person (a human being) must sign contracts and other 
instruments on behalf of the corporation. SEX:TION 4 authorizes the 

president or treasurer to so act on behalf of the corporation, subject to 
any limitation, delegation or expansion directed by the Board. This ensures 
a degree of order and coordination of corporate coomitments, while retaining 
sane flexibility for the Board to alter the nontal routine. 

Maintenance of corporate records (SECI'ION S) is extremely important. 
Articles and By-laws are useless if unavailable; stock records define who 
has the rights and responsibilities of ment>ership; and records of meetings 
provide a written account of corporate decisions. In the event of disputes 
or litigation, corporate records serve as crucial evidence. Inability to 
prove carpliance with corporate fontali ties can lead to the unraveling of 
external contracts or internal relationships. On a more positive note, a 
clear record of activities and relationships within the corporation can help 
in orderly planning and carrnunication. 

Since a cooperative is a ment>ership organization, the second part of 
SEX:TION 5 allows rnenbers access to the corporate records, subject to 
reasonableness and good faith. Thus, a rnenber should be permitted to see a 
merrbership list in order to campaign for election the the Board, but not in 

order to sell that list to a carpeting corporation. 

Article I contains basic items of corporate affairs. You might choose 
to include additional items. For instance, sare By-laws describe a 
corporate seal, usually a circular starrp with the name of the corporation 
and state. In some states, a seal is useful in execution of contracts or 
opening of bank accounts. Cleek your state law for any requirements or 
advantages of a seal, which can be p.irchased at most legal stationery 
stores. 

ARTICLE II: Menbership and Menbership Shares 

This portion of the By-laws establi shes the groundwork for creating a 
nerbership organization within a corpor'lte shell. Whether you begin with a 
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business corporation or a statutory cooperative, Article II defines 
rnenbership criteria and re-characterizes capital stock shares as 
non-transferable rrenbership certificates . 'lbe result is a corporation 

controlled derocratically by its worker-1rel'l'bers. Different capital stakes 
for different merrt>ers may be implemented through an internal capital 
accounting system (see Article III), without corrpromising the basic 
democratic structure. 

'lhe substantive provisions for "operating on a cooperative basis" (as 
required by Subchapter T of the Internal Revenue Code) are spread throughout 
the By-laws. Voting control by menbers, on a one-member/one-vote basis, 
awears in Article IV~ allocation of earnings and losses on the basis of 
patronage (relative amount of work) appears in Article III. SECl'ION l of 
Article II cross-references these other provisions in order to provide a 
context for defining ment>ership criteria and ment>ership shares. Although 
not explicit in the By-laws, wages or salary to merrbers are preswnably 
calculated and paid as a matter separate from any year-end allocation of 
earnings or losses on the basis of patronage. 

A key provision of any cooperative blueprint defines membership 
eligibility (SECTION 2). In a worker cooperative, the crucial eligibility 
requirement is that a merrber works in the company. In the language of 
cooperative law, this means the person will "patronize the corporation 

through contribution of his or her labor on a full-tirne or part-time basis." 
In determining Irelli:)ership, the permanent versus temporary distinction is 
more important than the full-time versus part-time distinction. A permanent 
part-time worker (e.g. , a bookkeeper) should be considered a part of the 
cooperative, whereas there is little pomt in making a full-time but 
terrporary worker (e.g. a student with a sunmer job) into a rnent>er. The 
definition of telliX)rary could be any time shorter than the "trial period" 
(e.g., six months, or one year) specified in SOCTION 2. 

Once a person has worked in the cooperative for the trial period, a 
decision ordinarily must be made. The person must either be accepted as a 
rnerrber or terminated. 'Ibis helps avoid the problems that tend to arise when 
a coq>erative includes a significant ntmt>er of non-Irelli:)er workers. For the 
sake of flexibility, however, SECI'ION 2 allows the Board to make exceptions 
- e.g., to continue erploying people who worked for the c~ prior to a 

\ 

J 
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cooperative conversion, but who do not want to join the new cooperative as 
merrbers. 'l'he Board rnay, of course, accept a person into membership at any 
time before the end of the trial period. 

'lhe second eligibility condition i s that the Board or a carmittee 

designated by the Board must approve wor kers for merrt>ership after completion 
of their trial or probation period. The trial period gives the mernbers a 
chance to evaluate the prospective member (and vice-versa) on such issues as 

job performance, coopatibility, and cooperative comnitment. At that point, 
absent unusual circumstances, the Board will either accept the person as a 

irerrber or terminate his or her employment. 'l'his decision should be made on 

a nondiscriminatory basis, as required i n SECI'ION 2. Most corporations do 
not include such a nondiscrimination clause in the By-laws, in order to 
avoid addition litigation by terminated employees. A non-discrimination 

clause in the By-laws, in fact, nay create l egal rights for terminated 
employees that do not otherwise exist i n many states . 

The third eligibility condition is the payment of a membership fee. 

'!he payment of such a fee by a prospect. ve rrerrber tends to reinforce his or 

her ccmnitrnent to and understanding of the responsibility and risk of 
merrbership in a co-op enterprise . 'Ille alternative condition - "or agreed 

to pay" - provides flexibili ty to extend rnenbership rights while an 
employee is in the p roces s of paying his or her fee over a period of time, 

such as through payroll deductions. The merrbership fee should be set high 
enough to meet certain capital needs of the corporation and to danonstrate a 
serious comnitment by the merrber . It should be set low enough to be 

affordable, perhaps through direct payments or payroll deductions. 'Ille 
Board of Directors has responsibility f or establishing the amount of the 
merrbership fee, and the terms for payment. 'lhe fee could be a flat rate 
(periodically changed to account for inflation) or a percent of starting 
salary, but should not be changed in an arbitrary or discriminatory manner . 

Many states permit payment for stock in installments, but the law and 
procedure vary from state to state. Be sure to consult with lccal counsel. 

You might consi der adding a fourth eligibility criterion - i.e., "(4) 

are residents of the state of ___ when the corporation issues stock to 
than." 'lllis criterion, which need not appear in the By-laws, would be 



18 AtWrATIOR> 'ID IC.A tmEL BY-LAWS 

relevant primarily in the area of securi ties registration. 'Ihe Securities 
Exchange COrrrnission (SOC) requires costl y registration of many interstate 

offerings of stock (perhaps including sane offers of cooperative menbership 
shares). By limiting nerbers to a singl e state, a co-op can avoid SOC 

registration through an •intrastate exemption,• although state level 

registration nay still be required. If your potential merrbers (even just 
one) reside in irore than one state, we suggest you forego this fourth 
membership criterion and consult with a lawyer familiar with securities law. 

The notion of a rnerrbership share and merrbership fee CSECI'ION 3) , 
although well established aioong cooperat ives, is unusual in the context of a 
conventional business corporation. This gives rise to one rather confusing 
aspect of a corporation internally restructured by its By-laws as a 
coq>erative. Since the outer shell of the corporation might not be designed 
for cooperative µ.irposes, sane parts of the structure have two meanings: 
Cl) the outside conventional corporate meaning, and (2) an inside 
cooperative meaniD3. Perhaps the best example of this inside/outside 
distinction is the merrbership fee. Fro:n the inside cooperative viewpoint, 
it is a financial obligation of merrbership; it does not "buy" merrbership 
since the merrbership is based on labor. But fran the outside conventional 
viewpoint, the "i:nenbership share" is a share of conmen voting stock which 
nust be purchased for sane cost - the l egal consideration for the share. 
To satisfy this outside legal requireroont, the By-laws state (SECI'ION 3) 

that the rnerrbership fee will be the cost for the JreIT'bership share. 

A new menber might well be confused. "Arn I buying the share or not?" 
"Is the share a piece of property which I own, or is it a menbership 
certificate which I qualify for by worki ng in the co-op?" The answer is 
that the external corporate law does consider it to be property, but the 
By-laws have restricted the use of the share so that it serves, in effect, 
as a "merrt>ership certificate". 

Hence, SECI'ION 3 defines the only class of comnon stock as "merrbership 
shares" whose ownership is restricted t o worker-merrt>ers. Moreover, unless 
otherwise required by the law, no other corporate stock shares can carry any 
voting rights. Also prohibited are "pre-emptive" rights of shareholders, 
,-nich refers to the rights of a first option on a proportional share of a 
new stock issue (used in some corporations to naintain a person's 
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proportional control). Instead, the co-op always rnaintains a one-merrber/ 

one-vote system. 

In order to continue serving as me.:i>ership certificates, transfer of 

these stock shares is severely limited (SOCTION 4). They may not be 

transferred during the course of rnenbership. When a Irerrber's employrrent by 
the corporation is terminated (SOCTION 5) , except in the case of temporary 

lay-offs, his or her share must be transferred back to the corporation at a 

rederrption formula determined according to the internal accounts as 
described in Article III. No merrber may be involuntarily terminated without 
due process - i.e., written notice and an opportunity for a hearing before 

a body designated in the Operating Rules . Such a clause is unusual in 
corporate by-laws, since it provides an additional handle for litigation by 

terminated errployees. Nevertheless, thi s By-law provision only provides for 
the most minimal due process rights. We suggest that each co-op establish, 

in the Operating Rules and/or policy resolutions, a clear and equitable 

procedure for processing grievances and for avoiding unfair termination of 
rnerrbership. (See the ICA {Xlblication, ''lhe Design of Governance Systems for 
Small Worker Cooperatives".) 

stock share transfer restrictions appear on the membership certificate 

(SECTION 6), which serves as a binding contract between the corporation and 
the rnenber . Stock certificates can be purchased at a legal stationery 
store. Following is sample language for the transfer restrictions appearing 
on the stock certificate: 

"'lhe holder of this share of stock may not sell, assign any interest 
in, or otherwise transfer this share during the period of his or her 
errployrnent in the cor{X)ration. Upon termination of his or her 

errployrnent in the cor{X)ration, the holder of this share must transfer 
the share back to the cor{X)ration at redemption terms determined in 
accordance with the By-laws." 

Since these merroership shares are non- transferable and have no market 
value, the By-laws (Article III) create another structure to carry the 
capital value due back to the rnenbers. 'lhis structure is the internal 
capital account system described in the next section. 
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ARTICLE III: Internal capital Accounts 

These annotations of Article III refer to the "full version" of Article 

III (the version which ai;pears in the Model By-laws) . A sinq;)ler (but less 
powerful) version of Article III can be ootained by deleting selected 
portions as indicated by the remarks enclosed in square brackets in the body 

of Article III. The si.rrplified version differs in that it deletes the 
following "advan:ed" features: 

Cl) the startup losses account which allows the amortization of startup 
losses over an extended time period, aoo 

(2) the by-law authorization to use "qualified" written notices of 
allocation of patronage dividends .n addition to the si.rrpler 
"non-qualified" written notices of allocation. 

Hence the simplified version of Article III avoids sane of the ~lication 
of the full version, but it also sacrifices some of the refinements and 
flexibility of the advaoced features described below. 

Article III is the heart of the capital structure created by the ICA 
Model By-laws. It establishes the system of internal capital accounts. 

'lllese accounts do not exist in a convent ional corporation where the shares 
are themselves marketable pieces of property with a certain market value. 
Since the ment>ership shares in a cooperative are not marketable and thus 
have no market value, a new capital structure is created, the internal 
capital accounts, t o keep track of the capital eventually due back to each 
rnerrber. 

SEX:TION 1 speci fies that each rnerrber has an individual capital account, 
and there is one collective account that belongs to the cooperative as a 
whole, not to any iooividual menbers. A cooperative might also have a 
startup losses account which is a contra-account or offset account to the 
collective account. Thus the debit balance in the startup losses account 
will subtract from the credit balance in the collective account. The smn of 
the individual capital accounts and the collective account minus the startup 
losses account Cif any) equals the net worth (or equity or net book value) 
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of the cooperative. 'lhe net worth is the value of the assets on the 
accounting books aft er the value of the debts or liabilities have been 
sl.btracted cMay. '!his is illustrated in the following cooperative balaoce 

sheet. 

BALANCE 

ASSE.'l'S: 

Cash 
Accounts Receivable 
Inventor ies 
Other current Assets 
Plant and Ek}uipys1t 
Land 

'IUl'AL ASSE.'l'S 

SHEET 

LIABILITIES: 

Accounts Payable 
Wages Payable 
current Notes Payable 
Other current Liab. 
Long Term Debt 

EOUITY = INI'ERNAL CAPITAL ACXDUNI'S: 
Individual capital accounts 
Collective account 
Less: Startup losses account 

'IUl'AL LIABILITES AND mt)ITY 

As an exarrple, if a cooperative had assets totaling $100,000 and debts 
totaling $60,000, then the net worth would be the remaining $40,000. '!hen 
there would be a total of $40,000 in the internal capital accounts. For 
exarrple, the individual capital accounts might have a total (credit) balance 
of $30,000, the coll ective account could have a (credit) balance of $20,000, 
and the startup losses account a (debit) balaoce of $10,000, sin::e 
$30,000 + $20,000 - $10,000 = $40,000. 

It is a conrnon confus ion to €Ilvisioo "money in an internal account" in 
the same sense that there might be money in a safe. But a merrber 's 
individual capital account only records the amount of money that is 
ultimately to be paid back to the rnerrber . 'lhat amount of money is not 
'sitting' in the account. An amount of cash in a safe would be an asset 
account on the left-hand side (LHS) of the balance sheet, whereas the 
internal capital accounts are equity accounts on the right-hand side CRHS) 
of the balarx:e sheet . '!bus a merber's i ndividual capital account represents 
his or her share of the corporation's net worth - not a 'pile of cash' set 
aside with the merrber's name on it. [For more details, see the paper 
"Internal Capital Accounts: 'lheory and Practice" available from the ICAJ 

SEX::TION l.A explains the structure of a menber's in:iividual capital 
account. 'lhe account could be divided into a short-term portion and a 
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long-term portion (even though, for the sake of simplicity, this long-term/ 
short-term language was not used in the By-laws themselves). 'lhe short-term 
portion (or "rollover" portion) represents the amount (e.g., patronage 

dividends) the cooperative will attempt to pay out to the merct>er after a 

fixed time period whether or not the person is still working in the 
cooperative. 'lbe long-term portion of the menber's account (e.g., 
merrbership fee and accwnulated interest ) is not paid out until the rrent>er 
terminates rnenbership or retires, and then it is to be paid out over an 
extended (e.g., five year) period. 

'Ihe balance in a merrber's account increases as the member pays in the 
rnerrbership fee, as interest accrues on the account, and as the cooperative 
retains part of the profits for the year (called "retained patronage 
dividends"). The accrued interest is the part of the co-op's income which 
goes to the member in proportion to the mmt>er's capital as represented by 
the merrber's individual capital account . '!be patronage dividem is the 
ment>er's share of the incane allocated in prQPOrtion to the merber's labor, 
since "patronage" is defined as labor (measured by hours or wages) in a 
worker cooperative. 

'lhe balance in an individual account decreases if the cooperative makes 
a loss for the year or if a portion of the account was paid out to the 
merrber. An individual capital account is different from a savings account 
in a bank (even though it accrues interest). In particular, the money 
cannot be withdrawn fran an internal account upon demand by the 
accountholder. The cooperative is not in the banking business. 'lhe purpose 
is to use the money to help produce other goods and services, so the money 
is not available to be withdrawn or paid out at the option of individual 
merrbers. '!be payout conditions are discussed bel<M. 

SEX:TION 1.B explains how acxiitions and subtractions are made to the 
collective account. Each year a portion of the profits or losses are added 
to or subtracted fran the collective account. 'Ibis is a form of 
self-insurance. If the co-op tried to put all its profits in the individual 
accounts, then given the uncertainties of business it would probably not be 
able to pay out the i.ooividual accounts. By only putting a portioo in the 
individual accounts with the rem:iinder in the collective account, the co-op 
is helping to insure that it will actually be able to eventually pay off the 
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iooividual accounts. Hence the amount, out of each year's earnings, put 

into the collective account is called the "self-insurance allocation." 
Gifts or grants to the cooperative would typically be allocated to the 

collective account. 

Although the Mcx:lel By-laws do not contain this provision, a certain 
portion (e.g., 20%) of each merrbership fee could be made non-returnable and 
put into the collective account. 'lhis would help cover the implicit costs 
of training a ne'wi merrber, and it should discourage a rapid turnover of 
rnerrbership. 

SEX:TION l.C explains the additions and subtractions from the startup 
losses account. Any new business incurs one-time "startup costs," such as 
the costs to get organized, develcp ne'wi products, establish the firm's 
re?,ttation, and penetrate markets. If these startup losses were sirrply 
subtracted from the founders' in:Uvidual accounts, then those accounts would 
be wiped out. After a fe'wi years, when the startup costs start to pay off, a 
ne'wi member could cane in to share in the profits without sharing a portion 
of the startup losses. Renee the full version of the By-laws uses a special 
startup losses account which spreads the startup losses over a five year 
period. In this way, the burden of startup losses does not fall entirely on 
the founders. Anyone caning in the cooperative within five years of the 
initial. years when the co-op incurred startup losses would share in a 
certain percentage of those losses [as explained in SECI'ION 2.B(2)(a) and 
2.B(2) Cb)]. A different nurrber of years could, of course, be used by 
adjusting the percentages accordingly. 

SEX:TION 2 explains the accounting treatment of the net incane or profit 
at the end of each f iscal year. An audit of a c<::q>any's accounting books 
determines if the balance sheets and incane statements have been prepared in 
accordaoce with the Generally Accepted Accounting Principles (GMP). The 
profit or net incane determined according to GMP is called the "accounting 
net incane." The tax authorities will allow the use of sane non-{;MP 
techniques Ce.g., Accelerated Cost Recovery Systen of depreciation) . Hence 
there might be a tax-basis net incane different from the accounting net 
i.ncane. Cooperatives usually base the patronage divideoos and other 
internal account cal culations on the accounting net incane, even though the 
taxes might be based on a different tax-basis net income. 
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The accounting net incane, positive or negative, is split 50-50 into 

two parts: the individual net income aro the collective net income Ca 

different percentage could be used). Interest accrues on the individual 

capital accounts at a rate determined by the bylaws. 'rtlat interest income 
to the individual capital accounts is subtracted fran the irxlividual net 
incane to yield the patronage net inccre. (The phrase "patronage net 
incane" is not used in the By-laws; it is simply the individual net incorre 
minus the interest on the individual capital accounts.) Except for a 
special treatment of losses during the startup period, the individual net 
incane, positive or negative, is allocated between the individual capital 
accounts in proport ion to the ment>ers' labor patronage (as measured by hours 
or pay, as specified in the By-laws) . The awlicable Federal corporate 
incane tax, which could be calculated on a different tax-basis net incane, 
is subtracted from the collective net i ncane, and the rernairxler is the 
self-insurance allocation to the collective account. The division of the 
accounting net income into all these parts is illustrated by the following 
tree diagram. 

TREA'IMENI' OF 'lliE llC<XXJNI'IN3 Nm' nm1E: 

.AC<DUNl'U~ Nm' INCDt1E 

~ ~ 
IIDIVIDUAL NET nnJ.1E <X>LLEx:TIVE NE!' INC01E 

~~ /~ 
IN.l'ER&ST ON 
IIDIVIOOAL 
JtCO:XJNl'S 

PATOONAGE 
NET IN:01.E 

<X>RPORATE TAXES SELF-INSURANCE 
ALIOCATION 

Federal tax l aws and regulations place some restrictions on what can be 
declared as a (posi tive) patronage dividend. Patronage dividends to Irel'l'bers 
may not be declared on non-rnerrber patronage {e.g. , work performed by 
prospective rnent>ers during their trial period), and the total patronage 
dividends may not exceed the tax-basis net income. These restrictions could 
be spelled-out as follows. The restriction due to non-rnerrber patronage 
means in the event that for a fiscal year, the ratio of the patronage net 
income over the accounting net income exceeds the marbers' patronage over 
the total patronage, then the collective part of the accounting net income 
shall be increased until the first ratio is equal to or less than the 
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second ratio. 

As an example, suR)()Se that the accounting net inccme was $1,000 and 

that the interest on the individual capi tal accounts was $200. 'lben the 

individual net incane was 501 of Sl,000 or $500, and the patronage net 

incane was $500 - 200 = $300. 'lbe ratio of the patronage net incane to the 

accounting net incane was 300/1000 or 3/ 10. No adjustment would be 
necessary if the ratio of the mem:>ers' patronage to total patronage was 3/ 10 

or greater. If the merrbers had only accounted for 2/10 or 1/5 of the 
patronage (an unusual circumstance), then the collective net income should 
be increased fran $500 to $600 so the individual net incaie would be reduced 
to $400. '!hen the adjusted patronage net income would be $400 - 200 = $200 

so the ratio of pat ronage net incane t o accounting net incane woo.Id also be 

200/1000 or 1/5. 

'!be restriction due to tax-basis net incane means in the event that the 

patronage net incane is i;x>sitive and exceeds the entire tax4:>asis net 
incane, then the collective part of the accounting net incane shall be 

increased until the patronage net incane is equal to or less than the 
tax-basis net incane. In the previoos nurrerical example where the patronage 

net incane was $300, SURX>Se that the tax4:>asis net income was only $200 
while the accounting net incane was $1,000 Can unusual circumstance). '!hen 
the collective net income should be incr eased to $600 so the patronage net 
incane would also be reduced to {200 <= $1,000 - 600 - 200). 

SEX:TION 2.A specifies the rate of i.nterest for the individual capital 
accounts. 'Ibis int erest rate should be canparable to the interest received 
in a savings account or a credit union (e.g., 6%). 'lbe accrual of interest 

oo the individual capital accounts is partial catt)enSation to the ment>ers 
for the use of the money which was retai ned in the cooperative rather than 
distributed and invested in an interest4:>earing savings account. An 
internal capital account is, however, not entirely cooparable to a savings 
account in a local bank. '!he internal account is less liquid (cannot be 
withdrawn at will) and more risky, but i t contributes to creating and 
maintaining a job for the rnent>er. In addition to a merrt>er's internal 
capital account, it is i;x>ssible for a merrber to make a subordinate loan to 
the cooperative at a higher interest rat e. 
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When {X)Sitive patronage dividends are declared and credited to the 

merrbers ' accounts, these credits are externally represented by written 

notices of allocation of patronage dividends. Since the face amount of the 

written notice is just an external representation of the amount internally 
credited to a nerber 's account, the written notice is, in effect, interest 

bearing Csioce the account is interest bearing) . 'lllere is a tax break 
associated with paying out the patronage dividends . Hence, the By-laws have 
the face amounts of the patronage dividends (not the accrued interest) being 
paid out to the menoers prior to termination (see SECI'ION 3.B) . 'llle accrued 

interest norrrally remains in each rnerrber ' s account, and is paid out after 
termination or retirement (see SECI'ION 3.C) . If the Board deems it 

advisable, sane of the accumulating interest could be paid out prior to 
termination or retirement. An example i s discussed in the appendix to the 

ICA publication "Internal Capital Accounts: 'llleory and Practice." 

SECI'ION 2.B gives the two standard definitions of "labor patronage": 
Cl) according to the hours of work or (2) according to the dollar amount of 

gross wages. One could imagine other hybrid definitions of labor patronage, 
but only the two standard definitions based on hours or pay have legal 

precedence. Hence the ICA reconmends st icking with one or the other of the 
standard definitions . The pay definition is the easiest to administer since 

labor patronage is then given directly by the W-2 Form. 

SEX::TION 2.BCl) deals with the patronage net income <= individual net 
incane minus interest on the individual accounts) when that incane is 
positive. It is declared as a patronage dividend. Assuming that the co-op 
wants to retain a maximum amount of the patronage dividend, the principal 
choice is to issue non-qualified or qualified written notices of allocation 
for the retained patronage dividends as defined in Subchapter T of the 
Internal Revenue Code (see the paper, "Internal Capital Accounts: 'lheory 

and Practice, " for more details) . Smaller co-ops may wish to simplify the 
By-laws by deleting the provisions allowing for issuing "qualified" written 
notices of allocation. Transactions concerning patronage dividends on 
income earned during a fiscal year must be completed during the "payment 
per iod" - which is eight and one half months follCMing the end of the 
fiscal year . 
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Patronage dividends in the form of "qualified" written notices are 
deductible by the corporation from its taxabl e incane. However, such 

qualified written notices must be declar ed by the member as taxable personal 

incane for the year in which the patronage dividends were declared. 
i .e., the year after the fiscal year when the incaoe was earned by the 

- corporation. 'lbe corporation must, within the payment period, pay at least 
20% of the qualified dividend (the amount of the qualified written notices 
plus cash) in cash to the merrt>er , presumably to enable the merrber to pay the 
personal tax. If arrt marber's marginal tax rate on incane fran the 
cooperative is above 20%, then the cooperative should consider paying out 
more than 20% to that marber. 'lbe tax l aws also require that the nett>ers 
consent to include the face amount of any qualified written notices plus the 
cash received in their reported taxable incane. SOCTION 2.BU) Cc) in the 
full version of Article III gives a form of by- law consent. A similar 
clause should be i ncluded in the merrbership agreement, a sarrple of which 
appears in the AR>enduc. Note there i s a "grace year": the corporation 
deducts the qualified dividend for one year, and the merrber recognizes the 
taxable incane for the following year. 

A "non-qualified" written notice i s any written notice of allocation 
of patronage dividends which fails to satisfy any one of the qualification 
conditions described above. Non-qualifi ed written notices require no 
personal tax payment by the recipient i n the year of allocation, but also 

offer no current corporate deduction for the patronage divideoos. Hence 
income allocated with non-qualified writ ten notices is taxable 'upfront' at 
the corporate level. In a later year, when such notices are paid out in 
cash to the ment>ers, the rnent>ers pay per sonal tax and the cooperative 

' deducts the amount of the cash payout. 

If the marginal tax bracket for the co-op is below 20%, then the co-op 
would pay out less cash by using non-qualified written notices of 
allocation. Co-ops in a higher tax bracket might prefer to use the 
qualified written notices of allocation in addition to the non-qualified 
notices. 

SEC.l'ION 2.BCl) Ca> permits the payment of patronage divideoos in 
cart>inations of cash, qualified written notices, or non-qualified written 
notices of allocation, and requires deli very of the written notices and cash 



28 ANtUI'ATIOl-l> TO ICA K>DEL BY-~ 

to the merrber withi n eight and a half months after the fiscal year ems (as 
required by Subchapter T of the tax code). Here again is the grace year. 
'Ihe co-op has eight and a half IOOnths to pay out any qualified patronage 

dividends (cash pat ronage dividends, cash redemption of non-<;IUB.lified 
written notices, or qualified written notices) , but the merber rust file the 

personal tax returns by April 15th. Hence the individual is allowed to 
postpone reporting the qualified dividends as incane until the next April 
15th. The intervening year is the grace year. 

Without express approval by the Board, written notices are 
non-transferable. SOCTION 2.BCl) Cb) assures that the amounts of the written 
notices are credited to the individual capital accounts. 'Ihe incane 
retained by the cooperative, and externally evidenced by the written 
notices, can be used for any and all corporate µ.irposes. <see the previous 
renarks aboot not envisioning the internal capital accounts as cash or other 
assets.) 

SECl'ION 2.B(2) deals with negative patronage allocations. 'lbere are 
two ways to treat losses, the nornal t reatment and the special treatment 
during the startup years {if the startup losses account is used). In the 
normal treatment, the negative patronage net income is treated just like a 
negative 'patronage dividend.' '!bus each merrbe.r' s share of the loss is 
subtracted £ran the balance in the merrber ' a account in proportion to their 
labor patronage. '!bat is "where the buck stops." one of the purposes of 
the menbership fee is to serve as a deposit, like a damage deposit made when 
one rents an aparbnent. It provides an initial positive balance in a new 
ment>er's account, a balance f rom which losses can be subtracted. If the 
merrbership fee 'cushion' is eaten away by repeated losses, then the 
cooperative might consider the self-assessment of a second merrbership fee to 
replenish that buff er. 

Sane people question whether it i s fair to allocate losses to the 
merrbers in proporti on to patronage (syrrmetrically with profits). Doesn't 
this penalize those who work the most (i .e., have the most labor patronage) ? 
Wouldn't it be more fair to divide losses equally between the rnent>ers? But 
an 'equal' split of losses between merrbers woold constitute very unequal 
treabnent if the merrbers are working quite different amounts of time. When 
a co-op is having l osses, very likely sane of the merrbers will be suffering 
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temporary lay-offs. '!be bulk of incane paid out to ment>ers as wages will go 
to those menbers who are not laid off. Hence it would seem that the fair 

and equal treabnent would be to allocate the most losses t o those who worked 

the ioost hours and thus got the ioost income. It would seem unfair to 
allocate the laid-off menbers an 'equal share of the losses when they 

didn't get an equal share of the incane-producing work. 

SEX:TION 2.B(2) covers the allocation of losses to the iooividual 
capital accounts, but it does not specify exactly which portions of an 
account should be debited first . One useful method is that a ment>er's 
patronage share of the losses is first subtracted from the long- term part of 
his or her account (i.e., tne!rbership fee and acCUJT'Ulated interest), and 
then, when that is exhausted, from short -term part of the account (written 
notices of allocation) . Within the short-term part of an account, the 
losses should be awlied first to the oldest written notices on a 
first-in-first-out or FIFO basis. By not subtracting losses from the 
previous positive patronage dividends until that is necessary, the co-op 

reaps the maximal tax advantage f rom the patronage dividends. '!hat is, if 
and when money is l ater paid out to merrbers, a maxinum amount of it will be 
the redanption of non-qualified or qualif ied patronage dividends. If the 
original patronage dividends were non-qualified, the payout is deductible at 
the corporate l evel. If the original pat ronage dividends were qualified, 
the payout is tax-fr ee at the individual level. 'lhe payout of an amount in 
an internal account representing aCCUITUl.ated interest is probably not 
deductible at the corporate l evel and is not tax- free at the individual 
level. However, an early payout of accumulated interest might be advisable 
on grounds of financial planning. see the exart1?le discussed in the appendix 
of the ICA plblicati on "Internal capital Accounts: 'Iheory and Practice.• 

SOCTION 2.B(2) (b) and (c) deal with accounting for startup losses if 
the startup losses account is used. In the first years of operation before 
the co-op makes a positive accounting net incane ("the startup period"), 
only 20% of the (negative) patronage net incane is subtracted from the 
accounts of the current rnent>ers. 'Ihe rernaiooer is p.it into the startup 
losses account. Since 1/Sth of the negat ive patronage incare was 
individually allocated inmediately, 114th of the remaining 4/Sths is 
individually allocated in each of the next four years. 'Ihus over the next 
four years, one quarter of those startup losses 'seep out' of that special 
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account into the individual accounts of the people who are rnerrbers during 

those years. 'Ihus new rnerit>ers who join within five years after an early 

year of losses will share in the startup losses. Hence the startup losses 

are spread over a f ive year peri od, a one year direct allocation and a four 

year delayed allocation through the star tup losses account. That is called 

the "amortization" of the startup losses . A different nurrber of years 

could, of course, be chosen. 

'!he startup loss allocations (the initial 20% and the annual loss 

allocations fran the startup losses account) are distributed between the 
individual accounts in accordance with patronage. It might be noted that it 
is possible for an account to have a positive patronage allocation from 

.current profits and a negat ive patronage allocation fran past startup losses 

- both in the same year. In that case, the positive patronage dividends 
should be evidenced by newl y issued writ ten notices of allocation 

represented in the short-term part of the account, and the negative 
patronage allocations should be applied (if possible) to the l ong-term part 

of the account. 

SEX:TION 2.B(3) describes the accounting statement which should be 
issued to each member after the year-end changes in his or her individual 
capital account. If positive patronage dividends are declared, the rrerrber 

will receive a (no~alified or qualifi ed) written notice of allocation. 
If old written noti ces are redeemed, the rnerrbers holding these notices will 
receive the cash. The accounting statement should list these transactions 
as well as any other changes in the merrber's account (e.g., accrued 
interest and current losses or old startup losses subtracted from the 
account). 

SEX:TION 2.C describes the fifty percent (50%) of the accounting net 
income that is call ed the "collective net income" - which could be positive 
or negative. Any applicable Federal corporate incane tax is subtracted from 
that collective net income, and the retainder (which could be negative) is 

the "self-insurance allocation" to the collective account. 

SEX:TION 2. C(l) describes the tax benefit for cooperatives under 
SUbchapter T of the Internal Revenue Code. A co-op may deduct from taxable 
income any patronage dividends paid in cash, qualified written notices, or 
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other property (excluding non-qualified written notices), as well as any 
cash paid out in rederption of n~li fied written notices of allocation. 

Otherwise, Federal coqx:>rate incane tax is catpJted as in a conventional 

corporation. 

In any corporation, considerable carplications might be involved in the 
canp.itation of corporate income taxes. '!be tax law allows one to use a 
tax-basis net incane different £ran the accounting net incane based on GAAP. 
For instance, certain accelerated depreciation methods (e.g., Accelerated 
Cost Recovery System) are tax-acceptable but not GMP-acceptable. '!be tax 
calculations can be performed indepeooently of the patronage allocations to 
the individual capital accounts. 'Ille resulting amount of corporate incane 
tax is subtracted from the collective net incane, and that difference, the 
self-insurance allocation, is allocated to the collective account in 
accordance with SOC'TION 2.C(2) . 

SOC'TION 3 deals with the capital paid into or paid out from the 
internal capital accounts. 'lbere are three ways amounts are credited to a 
merrber's account: the merrbership fee, aCClDTIUlated interest, and retained 
patronage dividends. 'lbe cerop trys to redeem the retained patronage 
dividends five years after the patronage dividends are retained. The 
ment>ership fee and the accumulated interest are in the long-term portion 
which remains in the account, as a cushi on against possible losses, until 
the merrber terminates or retires. 'lben the remaining balance is paid out 
over a period of years as the legal consideratioo for the returned 
rneni:>ership share. 

SOC'TION 3.A gives the treatment of the capital paid in as the 
merct>ership fee. 

SECI'ION 3.B describes how the patronage dividends in the short-term 
part of a rnerrber's account are treated as a revolving or rollover fund. 
F.ach merrber's portion of the retained patronage dividends is credited to the 
rneni:>er's account. It is a dated entry due to be paid out five years later. 
But any losses assigned to the short-term part of a mermer's account will 
subtract fran those amounts rue to be next paid out. To be finally redeerred 
or paid out in cash, each menber's patronage divideoos for a given year must 
'run the gauntlet' - IlllSt survive the f ive-year period of exposure to 

I 
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possible losses. If the patronage dividends survive the gauntlet and if 
allowed by the cooperative's financial <:tgreements, then the patronage 
dividends are paid out in cash. 'lhe co-op should plan the level of wages to 
be paid out during the fiscal year, so, with no unpleasant surprises, the 
co-op will be able to redeem the five-year-old written notices. However, if 

unforeseen circumstances result in insufficient profits, then the 
redE!rptions nay be postponed by the Board of Directors. Moreover, lenders 
nay require restrictive covenants in the financing agreerra1ts of the 
cooperative. '!he bracketed language in SEX:TIONS 3.B and 3.C gives By-law 
recognition for such subordination agreements. 

SOCTION 3.C describes the distribut ion triggered by a merrber's 
termination or reti rement from the cooperative. 'llle written notices in the 
short-term part of the merrber's account are scheduled, whether the merrber 
terminates or not, to be redeemed within a certain period of years. 

Tennination bril'}3S no changes in the status of those written notices of 
allocation. '!be terminating merrber' s merrbership share is autorratically 
transferred back t o the cooperative. '!he legal consideration for the 
returned share is the long-term balance in the rnerrber's account which 
represents the surviving accumulated int erest and merrt>ership fee. That 
long-term balance i s paid out to the departing merrber in some corrbination 
of cash and subordinated notes as determined by the Board of Directors. If 
the long-term balance in the menber's account is zero or negative, the 
merrbership share i s forfeited back to the corporation for no legal 
consideration. 

SEX:'TION 3.D gives the treabnent of the collective account if the 
c<>q>erative is liquidated or dissolved. If a co-op is liquidated or 
dissolved, there is unlikely to be anything left after normal debts and Cif 
possible) the individual accounts are paid off. In any case, the collective 
account was contributed by all the past merrbers so it would be unfair for 
the current merrbers to try to 'raid' and awropriate it. In the unlikely 
event of any positive residual assets, the By-laws allow the co-op to, in 
effect, reconstruct the individual capital accounts as if there had been no 
collective account in the past. 'llle resulting additiooal distribution is 
obtained if the co-op uses the By-law language allowing the cooperative to 
distribute any residual amounts to all past and present ment>ers in 
proportion to their patronage. Alternat ive language is provided for a 
;.J cr'.Y cN,,, 1 or "'2-t-1y ~ o s , Y/v-e re > I' t/ &,f'Q' / a .r.re~ ro c-4' r"7' · 
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payrut of arJ¥ posit ive residual assets t o charity. Such an alternative is 
typical in a non-profit corporation but is unusual in a conventional 
business corporation. Menbers should choose the alternative ai;prq>riate for 
their coq>erative. 
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ARTICLE IV: Menbership Meetings 

Most state corporation laws require at least one annual meeting of 

shareholders. In a worker cooperative, the mercers hold the basic rights 
and responsibilities of shareholders. In practice, nerrbers of a worker 
cooperative are likely to play a 100re active role than shareholders in a 
conventional corporation. 

'llle annual meeting CSOC'l'ION 1) gives nerrbers at least the minimum 
opportunity to elect the Board of Direct ors. In addition, the annual 
meeting provides an opportunity for ment>ership review, discussion, and 
ratification of important corporate policies and plans. 'lhe blank spaces in 
this section should be filled in with such language as "the third Tuesday in 
January at 7:00 o'clock P.M." 

Ordinarily, the Board and/or officers determine the agenda for annual 
merrt>ership meetings , but 10% of the rnerrbers can ensure consideration of 
issues other than those presented by the directors and officers . 'lbe date 
and location of the annual meeting is f ixed in the By-laws to achieve 
regularity and, in many states, to corrpl y with the law. For the sake of 
flexibility, however, SOCTION 1 permits a special meeting in place of the 
scheduled annual meeting. 

In nany coq,eratives, especially smaller ones, meaningful merrbership 
ini;ut requires 100re than just one meeting a year. 'illus, SOCTION 2 permits 
roore frequent "regular• ment>ership meetings, held at a regular time and 
place determined by the President or by the rnerrbers. In addition SOCTION 3 
permits special meetings to be called at any time and for any lawful 
purpose. PcMer to call such a meeting rests with the Board, the President, 
or 10% of the ment>ers. But, in the ordinary course of business, especially 
in large cooperatives, the elected Board can act on most corporate matters 
between occasional merrt>ership meetings. 

To enable a rnerrber to exercise his or her voti ng rights, he or she must 
receive one-week advance notice of the time, place, and purpose of annual or 
special meetings (SOC'l'ION 4). such not ice may be given in person at the 
workplace, and might (for instance) be included with distribution of 
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paychecks. To facilitate notice by mail, each merrber has a duty to notify 

the corporation of his or her current mailing address. '!be rrerrber's ability 
to provide a written waiver of the notice requirement can simplify the 

process in cases where notice is unnecessary. Notice is not required for 
each regular meeting, provided that rnetlbers are notified of the 
establishment of a regular time and place of regular merrbership meetings. 
A majority of metbers must atteoo a rnembership meeting CSECI'ION 5) to 
achieve a quorum and take valid merbership votes. 

The basic cooperative principle of one-menber/one-vote appears in 
SECI'ION 6. 'Ibis awlies at least to the addition, election, or removal of 
directors, as well as other matters requiring membership voting. State 
corporate laws often require shareholder (here, member) voting on major 
corporate changes such as merger, dissol ution, sale of substantial corporate 
assets, or amending the Articles of Organization. In addition, these 
By-laws give rnerrber s voting rights to amend the By-laws, to adopt operating 
rules, and (if so provided by trerrbership or Board resolution) to awrove 
major contractual corrrnitments. (Corrpare Article VI, section 6.) Precise 
division of responsibility between the management, the Board, and the 
rnerrbers should be defined in operating rules and policy resolutions -
consistent, of course, with the legal responsibilities of the Board under 
state law. For a practical guide to division of responisbility and power, 
see the ICA publication, Saglio and Hackman, •'lbe Design of Governance 

Systems for Sn-all Worker Cooperatives." 

Many corporations permit proxy voting - i.e., delegation of an absent 
shareholder's voting rights to another shareholder present at a meeting. A 
proxy can be directed (specifying how t o vote) or undirected (giving the 
proxy holder discretion in voting the proxy. ) SECI'ION 6 prohibits proxy 
voting in a worker cooperative in order to encourage active participation by 
the full ment>ership. Moreover, certain external restrictions on proxy 
voting may exist, in cooperative statutes or in financing eligibility 
criteria (e.g., of the National Conswner Co-op Bank.) 

For practical reasons, especially if the meni>ers live far from one 
another and achieving a quorum would be difficult, you might add an 
exception to SECI'ION 6 allowing for directed pr~ votim. If you permit 
such proxy voting, then change SEC.l'ION 7 to provide for action by a majority 
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of the merrbers present "or represented by proxy," and change the quorum 

provision CSECI'ION 5) to require a majority of the nerbers "in person or 
represented by proxy." In addition, you might add the following language to 
the end of SEX:TION 6 to permit directed proxy voting: 

" ... ; except that merrbers may vote by absentee ballot (which 
may also be referred to as a "directed proxy•) in the electicn of 
directors or in nert>ership resoluti ons expressly and entirely stated in 
the written not ice of the meeting. Such absentee ballots rrust be signed 
by the absent nert>er, dated not more than four (4) weeks before the 
rreeting for which they are authorized, and clearly marked as to the 
menber's vote. /lbsentee ballots shall be filed with the Clerk (or 
Te!Tp:>rary Cler i< of the ~ting) prior to the beginning of the rreeting." 

Ordinarily, a merrbership ~ting wi th a quorum can take action on the 
basis of a majority vote of treni:>ers present (SECI'ION 7). Exceptions might 
be prescribed in the Articles or the state corporation law, e.g., requiring 
2/3 vote for certain ameooments of the Articles involving major corporate 
changes. The Board designates which off icer or other person will reside at 
~tings of the ~rs. Finally, for practical reasons, merrbership action 
can be taken by unanimous written consent (SOCTION 8), even without a 
meeting. 

ARTICLE V: '!be Board of Directors 

In roost corporations, the Board of Directors has primary responsibility 
for managing the affairs of the corporation. '1'1is usually involves 
selecting and monitoring management personnel. Many worker cooperatives, 
especially smaller ones, reserve policy decisions to the rnenbers, through 
the By-laws and operating rules. Omer these By-laws CS~ON 1) and many 
corporation laws, however, major respoosibility remains with the Board of 
Directors. Mert>ers exercise ultimate control through the power to elect and 
remove directors. As a practical matter, the Board is the representative 
body that meets regularly to develop policy and oversee management. 
Analogous to a parliamentary political system where the elected parliament 
selects the prime minister, the elected Board in a worker cooperative 
selects the President as the chief executive officer. SEX:TION 1 expressly 
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authorizes the Board to i ssue stock - without such a provision (in some 
states) , such a power would rest with the shareholders. Oleck your local 
law. 

Whatever division of responsibil ity you choose, the Board of Directors 

retains certain legal responsibilities. For instance, directors can be held 
personally liable for the corporation's failure to pay Federal tax. The 
general "fiduciary duty" of directors requires them to act responsibly and 
honestly with persons outside and inside the corporation, and forbids the:n 
from seeking personal gain at the expense of the corporation. Consult with 
a local lawyer to establish the legal parameters for Board of Director 

responsibility. 

The nunt>er of directors CSECrION 2) is chosen initially by the 
incorporators (the corporation organizers) and thereafter by the menbers. 
The nurrber should be odd (to avoid tie votes), snall enough to corrprise a 
working group, and within the boundaries defined by state law. (For 
instance, Massachusetts requires a mini.Irum of three directors in 
corporations with three or more shareholders. ) SECTION 2 reinforces the 
basic merrbership r ight to elect directors , and SECl'ION 4 enables the merrbers 
to enlarge the Board. Vacancies (SECrION 3) may be filled by Board vote or 
merrbership vote. The term of office for directors is usually one year, 
although SEX:TION 5 ensures that director s can resign before one year or 
remain beyond one year until they are replaced. Thus, if an annual election 
is delayed, the Board will remain intact and operational . Absent 
contractual agreement or Board resolution, terminated directors have no 
right to carpensation. SECrION 2 permits non-merrber directors. This 
enables the cooperative to have outside expertise or a link with other 
institutions on the Board. 

The rnent>ers ' right to remove direct ors (SECl'ION 6) is the analogue to 
their right to elect directors. The right is unlimited, insofar as the 
merrbers can reIOOVe a director for any reason at all, i.e., "without cause. " 
The Board, on the other hand, can remov"' a director only "for cause" -
i .e ., if the director acted dishonestly. irresponsibl y, or inconsistent with 
the best interests of the corporation. 'Ihus, without cause, the Board 
cannot undercut the merrbership selection of directors. A director removed 
for cause has mininn . .un due process rights - i . e . , reasonable notice and an 
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opportunity for a hearing. 

'!be Board of Directors should neet regularly (SECI'ION 7) in order to be 
responsible in overseeing managerent, developing policy, and responding to 

problems. Monthly meetings are ccmoon for a -working board,• although 
opportunity for special meetings might decrease the need for such frequent 
regular meetings. Notice (S~l'ION 8) i s essential, since directors must pay 
close attention to their legal and q>erational responsibilties. A majority 
of directors consti tutes a quor\11\ (SECTION 9), and a trajority of directors 
present ordinarily can take action (SECl'ION 10). 

Board power to take action by unanimoos consent (SEX:l'ION 11), absent a 
meeting, is brportant for practical reasons; so is delegation of certain 
powers to Board carmittees (SECI'ION 12) . 

ARl'ICLE VI: Officers 

'lbese By-laws (SEX:l'ION 1), like many state laws, require the Board to 
select a President, a Treasurer, and a Clerk as officers. The Board must 
elect a Cllairperson, and may creat e and fill other officer positions at its 
discretion. The choice of officers is inportant sirx:e, in 100st cases, the 
officers are responsible for m:maging the day-to-day business of the 

corporation. They administer the i;x>licies developed by the Board and the 
merroers. 

We suggest that the officers also be ment>ers CSECI'ION 2), sirx:e they 
will be working for the firm. '!be Olairperson, as the presiding officer of 
the Board, should be selected fran among the directors. '!be other officers 
need not be directors (unless required by state law). One person can hold 
100re than one office, which might prove practical in snaller operations. 

The term of office of the officers is determined by the Board CSECl'ION 3). 
An officer may resign in writing in accordance with this section. But, 
absent a contractual agreement or Board resolution, a terminated officer has 
no right to carpmsation as an officer. If such officer is also terminated 
as a merrber, however, his or her merrbership rights (due process and share 
rederption under Articles II and III) remain effective. 
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'lhe BOard can rerrove any officer for any reason, as loog as the officer 
is given notice arxl a chance for a hear ing before the BOard (SEC'l'ION 4.) 

'llle Board, of course, can choose persons to fill any vacant offices until 

their next annual selection of officers (SECI'ION 5.) 

'!he primary responsibility of the Olairperson is to preside at Board 
meetings (SOCTION 6) , although the Board may choose to assign additional 
responsibilities t o the Olairperson. 

'!he President is the chief executive officer (SECI'ION 7) - presumably, 
a fulltime role of managing the business of the corporation. Although 
subject to Board supervision and rerroval, the President must be given 
adequate discretion for managing the day-to-day operation of the 

corporation. 

SECTION 7 also gives the President power to enter biming contracts on 
behalf of the corporation. This power may be altered or limited by Board or 
merrber resolution, or by ameooing these By-laws. Cautious business practice 
suggests that such power to enter contracts be limited to one or a few 
individuals. Beware, however, that state law often gives any officer legal 
authority to enter contracts for the corporation. A contract can be biooing 
on the corporation if the party with whom an officer contracts believes the 
officer has the necessary authority - i.e., if the officer has apparent 
authority. And, the other party might be able to get out from under a 
contractual obligat ion if signed by a corporate officer without actual 
authority. 'lhus, a corporation should be clear and consistent about signing 
authority, and should always choose responsible officers. 

'!he Treasurer (SOC'l'ION 8) is responsible for the finances of the 
corporation. This involves administration, custody, and record-keeping in 
all financial concerns. Check-signing authority may be delegated, but the 
Treasurer and Board retain legal responsibility for money matters. 'As an 
additional protection, sane corporations require the Treasurer to co-sign 
checks over a certain amount. In performance of its supervisory role, am 
to protect the corporatioo fran any mishandling of furx:ls by the Treasurer, 
the Board may requi re the Treasurer to give a bom for faithful performance 
of his or her duty. Bonding is usually arranged with an insurance corrpany. 
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'lhe Clerk CSECI'ION 9) is the primary record-keeper of the corporation. 
Such records, at a ndninllm, should include: Cl) a nerbership list arrl stock 

transfer information, (2) ndnutes of all meetings of rnerrbers and directors 

(notes taken by the Clerk or a designated substitute) and (3) other 
corporate documents, such as Articles of Organization, By-laws, and 
corporate filings. The Clerk may also serve as resident agent of the 
corporation. (See notes to Article I.) In many states, the term Secretary 
is used instead of Clerk. 

ARI'ICLE VII: Indemnification and Insurance 

Indeimification (SECI'ION 1) is a protection that many corporations 
provide for directors and officers. To indannify a person means to secure 
against loss or danage, and to compensat e that person for such a loss. '!his 
provision gives irxUvidual directors and officers a guarantee that the 
corporation will cover any expenses or l osses incurred by virtue of their 
positions as directors or officers. '!hi s right to irrlemnification applies 
only to the responsible execution of a director's or officer's duties. 
'Ihus, the corporation need not COJll)ellSat e a person for damages resulting 
£ran actions that the person took <or f a iled to take) if he or she was aware 
that such actions were not in the best J.I1terests of the corporatioo. 'Ihe 
specific exceptions to indemnification, listed in this Article, defer to the 
law or to a court's decision for determining whether an exception awlies. 

Indermification is an important provision in attracting peq>le to serve 
as a director or an officer. It can also be very costly to the corporation 
if the i.ndennificatioo rights are triggered. 'Iherefore, a corporation ndght 
obtain insurance, authorized by SECI'ION 2, to cover iooemnification. 
"Director and Officer Liability Insurance" can be µirchased fran an 
insurance canpany. 
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ARTICLE VIII: Amendments 

As the basic laws of a democratic organization, these By-laws may be 

amended by a vote of a majority of the menbers (SEX:TION l} . Along with the 
power to elect or reroove directors, this power to ameoo the By-laws is among 

the most inportant merbership rights to control the corporation. '!he 
formalities of membership meeting with notice should be follD.\'ed in the 
amendment process. 

For practical reasons, the directors also have the power to amend the 
By- laws (SECTION 2) . This power, however, is carefully limited in order to 
keep ultinate control of By-law amendments in the menbers. '!bus, the 
provisos in SOCTION 2 prohibit the Board fran: (1) changing arry provisions 
that currently give merrbers the right t o take action, or (2) changing this 
amendment procedure or the procedure for removal of directors. Moreover, 
any amendment by the Board can subsequently be amended by the merrbers. And 
merrbers nust receive timely notice of arry amendment by the directors. 

ARI'ICLE IX: Operat ing RUles 

'lllis provision allows and suggests the adoption of Operating Rules, to 
provide a more detailed "governance system" within the framework of these 
By-laws. Operating Rllles can specify inportant day-to-day operating 
procedures and rights, including (but not limited to): personnel policies, 
a grievance procedure, and decision-naking mechanisms. For more guidance on 
developing a governance system that might be enbodied in Operating Rules, 
see the ICA publication "The Design of Governance Systems for Small Worker 
COoperatives." 
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APPENDIX 

BY-LAW CHECKI,IST 

After reviewing Ao Introduction to the ICA Model By-laws for a Worker 
Ccq>eratiye, you can begin the process of adapting the ~l By-laws to 
your cooperative. Following is a checklist of some key choices to be made 
in that process. 

Fach item refers to the relevant section of the By-laws. Fach choice 
should be made in light of the explanat ions in the awropriate portion of 
the "Annotations to the By-laws" in the Introduction paper. 'lhe checklist 
lists blanks to be filled in, and clauses enclosed in square bracket s 
( [ ... ]) to be chosen or deleted, on the Model By-laws form. 'lhe list also 
includes itans which you might choose t o change. In the latter items, 
"default value" or "default" is used to note the term that will remain in 
the By-laws if you rrake no change. 

Articles of Organization 
(section references are to the appropriate section of "A Brief Guide t o 
the Articles of Organization" in the Introduction paper.) 

_ 1. Name of Corporation: section 1 (and, By-laws I.l.). 
_ 2. Corporate purposes: section 2. 
_ 3. Authorized stock: section 3. 
_ 4. stock transfer restrictions: section 5 (and By-laws II.4.). 
_ 5 . Other lawful provisions: section 6. 
_ 6. Other details : section 7 (several items duplicated in By-laws) . 

By-laws 
(Section references are to the appropriate sectioo of the Model 
By-laws.) 

_ 1. Name of corporation: Article I , section 1 (and Articles). 

_ 2. Corporation address: Article I , section 2 (and Articles). 

_ 3. Fiscal year : Article I, section 3 (and Articles). 

_ 4. Merrbership t rial period: Articl e II, section 2. 

_ 5. ~ion to restrict menbership to state residents: see Annotations t o 
Article II, section 2. 

_ 6. Merbership fee and payment terms: Article II, section 3, and 
Article III, section 3.A. (Board decision.) 

7. Percentage split of net earnings between the collective net incane 
and the indi vidual net incane: Article III, sections 2 and 2.C -
default value is 50/50 split. 
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_ 8. Interest rate on iooividual capital accounts: Article III, section 
2.A. 

9. Definition of patronage: Article III, section 2.B - default is 
patronage measured according to hours worked. 

JO. ~ion to use startup losses account and the amortization schedule 
for startup losses: Article III , sections l.C and 2.B(2) (b) -
default value is 5-year amortizat ion. [Startup losses account not 
used in silrplified Article III.] 

_ll. ~ion to have a percentage of menbership fee non-refundable and 
credited to the collective account - such a provision is not 
included in the Model By-Laws, and would require awropriate changes 
in Article I II, sections l.A, l.B and 3.A. 

_12. Redenption period for written not ices of allocation: Article III, 
section 3.B - default value is 5 years. 

_l3. Written notice subordination clause: Article III, sections 3.B and 
3.C. 

_l4. Liquidation distributions: Article III, section 3.D - default 
provision i s distrib.ltion of residual assets upon liquidation to all 
i;ast and present menbers in proportion to patronage. 

_JS. Annual meeting date: Article N, section 1 (and Articles). 

_16. Proxy voting prohibited or limited: Article N, section 6 - default 
is prohibiti on on proxy voting. 

_J.7. Oltside directors permitted or not: Article v, section 2 - default 
is non--merrber directors permitted. 

_J.8. Governance system (e.g., division of powers, grievance procedure): 
Article IX, section 1, and Operating Rules - JTUst be adopted by 
Board and/or tne!tbers. 
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ax>PERATIVE MEM3ERSHIP llGREEMENr 

1. '!be undersigned applicant for rneIIDer ship (hereinafter referred to as 
•Awlicant•> hereby awlies for and accepts Menbership in the 
___________ (hereinafter referred to as the "Cooperative•) ; 
incorporated aD:J doing business umer the laws of the State of 
_______ ___ . '!be Awlicant hereby assents to, approves and 
ratifies the By-laws of the Coq>erat ive, together with all amendments 
thereto, if any, which are attached to this Membership .Agreement 
(hereinafter referred to as the •.Agr eement"). Receipt of a copy of such 
By-laws is hereby expressly acknowledged. 

2. The Applicant hereby agrees pay the merrbership fee of ___ ___ _ 
in accordance with the terms determined by the Board of Directors, and 
the Cooperative to issue a merrbershi p share to the Applicant. 'lbe 
Applicant agrees not to sell, assign any interest in, or otherwise 
transfer his or her merrbership share during the period of rnent>ership in 
the Cooperative. '!he Applicant hereby agrees that upon the voluntary or 
involuntary termination of work aoo ment>ership in the Cooperative, he or 
she will transfer his or her merrbership share back to the corporation 
for the legal consideration, if any, determined in accordance with 
Article III of the By-laws. 

3. '!be Applicant further approves and agrees to observe and be bound by the 
Operating Rules of the Cooperative as they may now or hereafter be in 
force and effect. 

4. Conditioned upon the approval of thi s Agreement by the Cooperative, the 
Applicant hereby agrees to contribut e his or her labor to the business 
of the Cooperat i ve, and the Cooperat ive hereby agrees to utilize the 
services of the Applicant in its business and to confer upon the 
Applicant the rights of merrbership including, but not limited to, voting 
rights and labor carpensation rights . 

5. The obligations of both parties under the terms of this Agreement are 
subject to the right of the J\R,licant to withdraw said contribution of 
labor, to terminate ME!l!Dership, and to terminate this Agreement; 
provided, however, that all conditions and restrictions on such right as 
are contained i n the Cooperative's By-laws, in the Operating Rules, and 
in this Agreement are fully carplied with. 

6. '!be Applicant specifically agrees to satisfy any Federal inc01re tax 
obligation which may arise p.irsuant to Article III of the Cooperative's 
By-laws. Speci fically, the J\R,licant agrees to include in his or her 
taxable personal income the stated dollar amount of any qualified 
written notices of allocation received by him or her, and to pay the tax 
thereon. 
Date _____ _____ _ 

(Si gnature of Applicant for Menbership) 

Membership Agreement ratified by--:----------------­
(Signature of President of Cooperative) 

j 
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SAMPLE FORM: 

WR.ITiffi NJI'ICE OF ALUXATION OF PATIONAGE DIVIDEND 

Issued to: ____ ____ ___ _ 
(Name of Menber) Issued by: ____________ _ 
(Name of Corporation) 

Date: ______ ____ ____ _ 

'!his is your written notice of allocation issued in accordance with 
SUbchapter T of the Internal Revenue Code and Article III of the By-laws of 
this Corporation. 

'!his written notice represent s a patronage dividend for the ____ fiscal 
year in the amount of $ _____ based upon your labor patronage, defined 
as the total hours worked [or, "gross wages earned," if appropriate] in this 
Corporation during the fiscal year. 

[For "non-qualified written notices of allocation,• use the following 
paragraph]: 

'Ibis is a non--qualified written notice of allocation as defined in section 
1388(d) of the Internal Revenue Code. '!he amount of this non-qualified 
written notice of allocation has been credited to your individual capital 
account, and will be redeemed in five (5) years or at a later date as 
determined by the Board of Directors at its discretion. At that redemption 
time, you must report the redeemed arnount to the Internal Revenue Service as 
taxable incane on your personal inccme tax form. 

[For "qualified written notices of allocation," replace the preceding 
paragraph with the following paragraph] : 

'!his is a c;aualified written notice of aJJocation as defined in section 
1388(c) of the Internal Revenue Code. '!he amount of this qualified written 
notice of allocation has been credited to your individual capital account, 
and will be redeemed in five (5) years or at a later date as determined by 
the Board of Directors at its discretion. You will also receive a cash 
patronage dividend accarpanying this written notice of allocation. In 
accordance with section 1385 of the Int ernal Revenue Code, you oost report 
the full amount of this qualified writt en notice and the cash patronage 
dividend to the Internal Revenue Service as taxable income on your personal 
incare tax form. 

Signature of President or Treasurer 



TAXATION OF 
WORKER 

COOPERATIVES 

A worker cooperative, like any busi­
ness, faces a battery of Federal and 
state taxes. Careful tax planning can 
minimize this burden, through special 
tax benefits for cooperatives as well as 
tax breaks available to any corporate 
enterprise. This article presents a brief 
introduction to the primary coopera­
tive taX advantage: Subchaptcr T of the 
Federal Internal Revenue Code. 

Ordinarily, corporate earnings arc 
subject to double taxation. The corpor­
ation pays corporate income tax on its 
tuablc income and individual share­
holders pay personal income tax on 
their share of corporate earnings distri­
buted as dividends. Subchapter T en­
ables a cooperative to avoid this double 
taxation, by legally avoiding the cor­
porate level tax. 

Subchapter T works as follows. The 
worker cooperative deducts from cor­
porate taxable income any earnings 
allocated to members on the basis of 
work performed (called .. patronage." 
often measured by hours worked). 
These allocations or .. patronage divi­
dends" may be in the form of cash 
distributions. Alternatively, patronage 
dividends may be in the form of written 
obligations ( .. written notices of alloca­
tion") credited to ,nembcrs' individual 
capital accounts. Thus. Subchapter T 
can provide a dual benefit. The coopera­
tive can avoid double taxation and. at 
the same time, retain and reinvest a por­
tion of the earnings allocated to mem­
bers. Such allocations. of course, would 
be in addition to ordinary cash wages. 

There are two different ways to use 
Subchapter T. each with different cash­
flow implications depending on the 
particular tax brackets of the coopera­
tive and the members. Patronage divi­
dends in the form of .. qualified" written 
notices arc currently deductible by the 
corporation. However. the member 
must pay personal tax currently on any 
allocations, and the corporation must 
pay at least 20% of the dividend in cash 
. o the member immediately. presum­
ably to enable the mem~r to pay the 
personal tax. Alternatively, "non­
qualified,. written notices require no 
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up-front personal tax pa fment. but also 
off er no current corporate deduction 
for the patronage dividend. In a later 
year. when the written notice is paid out 
in cash to the member, the member pays 
personal tax. and the cooperative de­
ducts the amount of the cash pay-out. 
The choice between qualified and non­
qualified written notices requires care­
ful attention to Subchapter T provi­
sions and to a cash-flow analysis. 

The benefits of Subchapter T arc 
available, in the words of the Tax Code, 
to "any corporation operating on a 
cooperative basis." Unfortunately, the 
IRS and the courts have produced no 
precise definition of .. operatina on a 
cooperative basis." Nonetheless, IRS 
rulings and court cases tend to cite cer­
tain criteria for use of Subchapter T. 
Two criteria appear to be most im­
portant: ( I) a worker cooperative must 
allocate earnings on the basis of patron­
age, as opposed to relative capital in­
vestment: and (2) the cooperative must 
be democratically controlled by the 
members. Clearly. some variation from 
these criteria will not necessarily pre­
clude use of Subchaptcr T - courts 
have allowed non-cooperative clements 
within corporations using Subchaptcr 
T. But. the tax benefit becomes less 
certain as one strays away from patron­
age allocations and democratic struc­
ture. A note of caution: consult with 
your lawyer before relying on Sub­
chapter T. 

Two 01hcr important points are 
established by case law. First. Sub­
chapter T is expressly available to 
worker cooperatives. although it ori­
ginated as a tax break for agricultural 
cooperatives. Second, he particular 
state-level incorporation statute is not 
controlling for Federal tax purposes. 
For instance, if an enterprise is in­
corporated as a business corporation 
but operates in substance on a coopera­
tive basis, it can still qualify under 
Subchaptcr T. 

The mechanics of using Su bchapter T 
are simple. No prior election or ap­
proval is required. A corporation that is 
operating on a cooperati\'c basis simply 
files the appropriate I RS forms ( I 099-
PA TR and 1096) when paying taxes . 

The potential for crca, ivc tax plan­
ning by a worker cooperative extends 
far beyond Subchaptcr T. This article 
merely scratches the surface. For more 

information on cooperative taxation. 
consult with your lawyer or accountant. 
or contact the Industrial Cooperative 
Association. ■ 

, 
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~ Internal Revenue Service 

I nstructioris for Farm 1096 
(Annual Summary and Transmlttal of U.S. Information 
Returns) and Forms 1099-ASC, 1099-B, 1099-DIV, 
1099-G, 1099-INT, 1099-MISC, 1099-01D, 
1099-PATR, and 5498 
(Section references are to the Internal Revenue Code, unless otherwise noted.) 

Paperwork Reduction Act Notlce.-We 
ask for this information to carry out the 
Internal Revenue laws of the United States. 
We need it to ensure that taxpayers are 
complying with these laws and to allow us to 
figure and collect the right amount of tax. 
You are required to give us this information. 

Highlights 
Backup Withholding 

Beginning January 1, 1984, certain 
interest, dividends, and other payments are 
subject to backup withholding at a 209'1 
rate. For payments to which backup 
withholding applies, see the Specific 
Instructions for each form. 

Payments are subject to backup 
withholding if: 

(1) The payee fails to furnish his or her 
taxpayer identification number {TIN) 
to you, or for accounts opened or 
instruments acquired after 1983 the 
payee fails to certify, under penalties 
of perjury, that the TIN provided is 
correct, OR 

(2) We notify you that the payee 
furnished an incorrect TIN, OR 

(3) You are notified that the payee is 
subject to backup withholding (unoer 
section 3406(aXl)(C)), OR 

(4) For accounts opened or inst ruments 
acquired after December 31 , 1983, 
the payee fails to certify to you, under 
penalties of perjury, that he or she is 
not subject to backup withholding 
under (3) above. 

(1) through (4) above apply to payments of 
interest, dividends, and patronage 
dividends (except certain "window 
payments" of interest). •window 
payments• of interest are subject to backup 
withholding only if the payee fails to furnish 
his or her TIN. Other payments are subject 
to backup withholding only if (1) or (2) 
above apply, except that payments 
reportable under Code sections 6041, 
604 lA(a), and 6050A do not require the 
payee to certify the correctness of the TIN. 

Some payees are exempt from backup 
withholding. For a list of types of exempt 
payees and other information, please see 
Form W-9, Payer's Request for Taxpayer 
Identification Number. 

Generally, the period for which the 2096 
should be withheld is: 

Fallure t o Furnish TIN In the Manner 
Requlrect.-Withhold on payments made 
until the TIN is furnished in the manner 
required, unless the payee has applied for a 
TIN.1 he payee may certify to this on Form 
W-9 by noting "applied for" in the TIN block 
and by signing the form. This form then 
becomes an •awaiting-TIN certificate." If 
the TIN is not received and certified in the 
manner required in 60 days, begin 
withholding. (For accounts established 
before January 1, 1984, you must treat a 
payee as if a TIN has been applied for until 
January 16, 1984. You must withhold if no 
TIN or awaiting-TIN certificate is received 
by that date.) . 

Receipt of Notification from IRS That 
PayN 's TIN Is Incorrect -Unless you 
receive a new TIN from the payee, start 
withholding on payments made on the 31st 
day after you receive notification from IRS 
and continue withholding on payments 
made thereafter. Stop withholding when 
another TIN is furnlshed in the manner 
required. Note: IRS will furnish an 
additional copy of the not,ce to you and you 
are required to promptly furnish such notice 
to the payee. If the payee furnishes you with 
another TIN. you are required to promptly 
notify IRS of the new TIN. 

Receipt of Notification That PayH Is 
SubJect to Backup Wlthholdlnc.-Start 
withholding on payments made on the 31st 
day after you receive notification from IRS 
and continue withholding on payments 
made thereafter. IRS will not ify you in 
writing when to stop withholding, or the 
payee may furnish to you a written 
certification f rom IRS stating when 
withholding Is to stop. In most cases, the 
stop date will be January 1 of the year 
following the year of the notice. Note: You 
must notify the payee when withholding 
under this procedure starts 

PayM Fallure of Certification Under (4) 
AboYe.-Withhold until certification has 
been provided. 

For exceptions to these general timing 
rules, see section 3406(e). 

Reportlnc and Payment of Backup 
Wltholdln1 .-Backup w1thnoldmg amounts 
will be reported on Form 941, Employer's 
Quarterly federal Tax Return, (or Form 
941!, Quarterly Return of Withheld federal 
Income Tax). For tax deposit purposes, 
payers can either combine backup 
withholding with other taxes reported on 
Form 941 (or form 941E), or they can treat 
backup withholding as a separate tax and 
deposit it separately. The separately 

oeposIted taxes are accounted for on 
Schedule A (Form 941), to be filed as an 
attachment to form 941 (or Form 941E). 
for more detailed information, see the 
instructions for Form 941 (or Form 941 E). 

Penaltlea.-The following penalties 
generally apply to payers for failure to 
supply identification numbers and for 
failure to file information returns or to 
furnish statements. A penalty of $50 
applies to: 
• Each failure to furnish the recipient 's TIN 

on information returns. 
• Each failure to report the recipient's 

correct TIN on information returns for 
payments of interest and dividends. 

• Each failure to timely furnish statements 
to payees. 

• Each failure to t imely f ile information 
returns. 

The penalties relating to information 
returns for interest and dividend payments 
apply unless it is shown the payer exercised 
due diligence in attempting to satisfy the 
requirements for such TIN, statement, or 
return. In addition, the penalties relating to 
payments of interest and dividends are self· 
assessed. IRS will announce filing 
requirements and other details on these 
self-assessed penalties. The penalties on 
payments other than interest and dividends 
apply unless it can be shown that the failures 
were due to reasonable cause and not willful 
neglect. Any payer who fa ils to include his or 
her TIN in any return, statement, or 
document is subject to a $5 penalty for each 
such failure. For exceptions, limitations, and 
other information, see sections 6652, 6676, 
and 6678. 

Any person required to provide reports on 
individual retirement accounts or annuities 
on Form 5498, but fails to do so, is subject to 
a penalty of $10 for each failure unless it is 
shown that the failure is due to reasonable 
cause. 

The following instructions relate to due 
diligence for purposes of obtaining and 
reporting a payee's correct TIN. Due 
diligence imposes a higher standard of 
conduct than previously required under 
application of the reasonable cause 
defense. In general. to satisfy due diligence 
with respect to dividend and interest 
accounts established or instruments 
acquired after 1983, you must have a TIN 
provided by the payee under penalties of 
perjury. For pre-1984 dividend and interest 
accounts, you will have exercised due 
diligence if you made the mailing or 
mailings required by A-5 and A-6 of section 
35a. 9999-1 of the Temporary Employment 
Tax Regulations. For a more detailed 
discussion of the application of due 
diligence, see section 35a.9999·1 of the 
Tem~rary Employment Tax Regulations, 
Q':',esttons and_ans'M!rs concerning the due 
diltgence requirement and the certification 
requi~ments in connection with backup 
withholding and other related issues. For 
determining whether a brokerage account 
(and instruments contained therein) is 
treated as a pre-1984 or a post -1983 
account, see A-41 of section 35a.9999· l 
and A-20 of section 35a.9999·3 of the 
Temporary Employment Tax Regulations. 
Also, for penalties relating to brokers of 
readily tradable instruments, see the 
discussion below. 



Special Rules tor Heaouy I raoao,e 
Instruments and Re~all Brokera.-"!'here 
are special certification rules for readily 
tradable instruments and re~ail broke~. ~ 
readily tradable instrument Is ?ne_wh1~h Is 
part of an issue any pa~ ?f which Is traded 
on an established securities market or 
regularly quoted by brokers or deal~rs. 
Generally, a retail broker ~ust obta1_n the 
TIN, certified under pen~lt1es of per,u~. of 
any purchaser taking delivery of a r~ad_1ly 
tradable instrument and must provide 1t to 
the payer of any interest or dividend with 
respect to the readily tradable instrument. 
The payer may rely on the TIN received 
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hardship. Request for relief because of 
undue hardship should be sent to the 
service center for your area. 

Regulations section 1.6045-1(1) requires 
brokers and barter exchanges to use 
magnetic media in reporting Form 1099-B 
data to the IRS. New brokers and barter . 
exchanges may request an un~ue ~ardsh1_p 
exception by filing an application with their 
service center by the end of .the s~cond 
month following the month m which they 
became a broker or barter exchange. 

General Instructions 

A. Who Must Flle.-See the 
instructions applicable to specific forms. 

Nomlnee/Mlddleman Returns.­
Anyone receiving amounts that actually 
belong to another person should f ile a Form 
1099 showing the actual owner as the 
recipient and the nominee as the l)ayer. 

B. When to Flle.-File Form 1096 with 
the accompanying Forms 1099 and 5_498 
by February 28, 1985. Brokers may Ille 
Form 1096 and Form 1099-B anytime after from the broker and will not be subject to a 

penalty if the TIN is an incorrect one. On . 
the other hand, if the payer does _not r~ceIve 
a TIN from the broker, the payer Is sub1ect 
to the penalty for failure to include a TIN on 
any return or statement unless th~ p~yer 
exercises due diligence. For a def1rntIon of 

Form 4419, Application for Magnetic 
Media Reporting of Information Returns, 
must be filed with the Magnetic Media 
Coordinator at the service center where the 
returns will be filed, prior to submitting 
returns on magnetic media. IRS will provide 
a written reply to the applicant and further 
instructions at the time of approval. 

• the reporting period they elect to adopt 
(month, quarter, or year), but not later th~n 
February 28, 1985. See General Instruction 
H about providing Forms 1099 and 5498 to 
recipients. 

due diligence in this situation, see A-51 of 
section 35a.9999-3 of the Temporary 
Employment Tax Regulations. 

Backup withholding for a payee's failure 
to certify that he or she is not subject to 
backup withholdin_g because of . . 
underreporting of interest and d1v1dends 
applies to payments on readily tradable 
instruments if, and only if, the ~¥ee ~ails to 
provide the payer with such cert1f1cat1on, 
under penalties of perjury, ANO: 

(1) The payer is notified by the broker 
with the transfer instructions for the 
acquisition that t~~ payee did not 
provide such cert1f1cat1on, or that the 
broker was notified by the IRS before 
the acquisition that the payee is 
subject to backup withholding, OR 

(2) The readily tradable instrument was 
acquired directly from the payer, OR 

(3) Such instrument is held by the payer 
or broker as nominee for the payee. 

A penalty of $500 for each failure will be 
imposed on any broker_ who_willfully fails to 
notify a payer as described m (1) above. The 
certification rule in (1) above, with respect 
to readily tradable instruments, does not 
apply to an instrument acquired through a 
brokerage account if the account was 
established before January 1, 1984, and, 
during 1983; the broker bought or sold 
readily tradable instruments for the payee 
or acted as a nominee for the payee through 
such account. 

Magnetic Media Reporting 
We encourage filing all information 

returns on magnetic tape, diskette, or disk 
pack. Revenue Procedur~s for Magnet ic 
Media Reporting are available a.t ln.terna\ 
Revenue Service Centers and d1stnct offices. 
Different types of payments such as interest, 
dividends, and rents may be reported on the 
same tape or disk submission. Payers have 
found magnetic media reporting to~ 
economical, efficient, and more flexible for 
integrating the reporting required under the 
Internal Revenue Code with their reportins 
to other government agencies. 

Any person who is required to file 
information returns because of payments of 
dividends, patronage dividends, or interest 
to more than 50 payees for any calendar 
year after 1983, must file the returns with 
the IRS on magnetic media. This 
requirement shall not apply to any f?t!rson 
for any period if such person establishes 
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Payers who file information returns on 
magnetic tape, diskette, and disk pack 
should be sure that duplicate returns are 
not filed on paper returns. 

Paper Document Rep~rting 
Payers filing returns on paper forms must 

use a separate transmittal, Form 1096, for 
each different type of form. If you have one 
type Form 1099 with and without TIN_'s, you 
may submit them on one Form 1096 1f they 
are bundled separately and the number 
without Tl N's is shown in Box 4. Transmit 
nominee/middleman Forms 1099 with a 
aepar.,te Form 1096. 

Note: For 1984, all Forms 1099, 5498, 
and l 096 should be machine prepared and 
have been designed in a machine-scannab/e 
format. If you order these forms from a 
private printer, be sure ~he forms meet IRS 
specifications for machme-scannable 
format. DO NOT CUT AND SE PARA TE 
forms that are three to a page .. 

In the payer /broker or trustee/issuer 
entity area on the Forms 1099 and 5498, 
there are double-spaced areas shaded off 
for entry of payer/ broker or trustee/issuer 
name, street address, city, state, ZIP code, 
and Federal identifying number. Your 
information should be entered in the 
appropriate area. If your information <:annot 
be entered completely because there Is not 
enough space, continue the data in the 
brown shaded area. 

In the recipient entity area on these 
forms there are double-spaced areas 
shaded off for entry of recipient name, 
street address, city, state, and ZIP code. 
The recipient information should be entered 
in the appropriate area If this information 
cannot be entered completely because 
there is not enough space, continue the 
data in the brown shaded area. 

Recipient's Account Number.-lt may 
be to your benefit to include the recipient's 
account number on paper documents, in 
addition to the recipient's name and 
taxpayer identification number, if your 
system of records uses the account number 
rather than the recipient's name, social 
security number, or employer identification 
number for identification purposes. If you 
furnish the account number, IRS will 
include it in future notices to you about 
backup withholding. To provide the account 
number, use the last line in the recipient 
entity (brown shaded) area of the form. 

C. Where to FIie.-
II your lepl resldenu, 
principal place of 
buslr, .. , office, or 
•1encr 11 located In 

New Jersey, New York City 
and counties ot Nassau, 
Rockland, Suffolk, and 
Westchester 

New York (all other 
counties). Connecticut, 
Maine, Massachusetts, 
New Hampshire. Rhode 
Island. Vermont 

Delaware, District of 
Columbia, Maryland, 
Pennsylvania 

Alabama, Florida, Georgia, 
Mississippi, South 
Carolina 

Michigan, Ohio 

Arkansas, Kansas, 
Louisiana, New Mexico, 
Oklahoma, Texas 

Alaska, Arizona. Colorado, 
Idaho, Minnesota, 
Montana, Nebraska, 
Nevada, North Dakota. 
Oregon, South Dakota, 
Utah, Washington, 
Wyoming 

Illinois, Iowa, 
Missouri, Wisconsin 

Clllifomia. Hawaii 

Indiana. Kentucky, 
North Carolina, 
Tennessee, 
Virginia, West Virginia 

u .. the followtn1 
1nternel Revenue 
Service Center 

addrH• 

1040 Waverly Avenue 
Holtsville, NY 11799 

310 Lowell Street 
Andover, MA 01810 

11601 Roosevelt Boulevard 
Philadelphia, PA 19154 

4800 Butord Highway 
Chamblee. GA 30341 

201 West Second Street 
Covington, KY 41019 

3651 S. lnlerreg,onal Highway 
Austin, TX 78740 

1160W. 1200SouthStreet 
Ogden, UT 84404 

2306 E. Bannister Road 
Kansas City, MO 64131 

5045 E. Butler Avenue 
Fresno. CA 93727 

3131 Democrat Road 
Memphis, TN 38110 

11 you have no legai residence or principal place ot 
business in any Internal Revenue district, file with the 
Internal Revenue Service Center, 11601 Roosevelt 
Boulevard, Philadelphia, PA 19154. 

If you pay nontaxable dividends to your 
shareholders (other than actual distributions 
of S corporations out of previously taxed 
income) complete and file Form 5452, 
Corporate Report of Nontaxable Dividends, 
by February 28, 1985, with the Director, 
Corporation Tax Division, Attn: 
CC:C:C:1:1, Internal Revenue Service, 
Washington, DC 20224. 

D. Calendar Year Basl1.-Forms 1099 
and 5498 are used to report amounts paid, 
credited or contributed during the calendar 
year. 



Numbers,:__ Taxpayer id;ntifl~ti~~·~~;;,~rs 
are used to associate and verify amounts 
reported to the IRS with corresponding 
amounts on tax returns. Therefore, it is 
important that you fu.rnlsh.~orr~ct social 
security or employer 1dentihcat1on ~umbers 
for recipients on the forms, magnetic ta~, 
diskette, or disk pack sent to IRS. (There ts a 
penalty for reporting !30 i_ncorrect TIN. See 
"Penalties" under Highlights on page l.) 

The taxpayer identification number for 
individual recipients, including sole 
proprietors, is the social security number 
(000-00·0000). For other recipients, it is 
the employer identification number (00· 
0000000). 

When listing an identification number, 
please separate the nine digits as shown 
above. to distinguish the type of number 
being reported. See Form W-9 for further 
information. 

Show the full name and address in the 
section provided on the return. When 
payments have been made to more than 
one individual recipient, show as the ONLY 
name on the first line the name of the 
recipient whose identification number is on 
the return. Show only the name of one of 
the remaining individual recipients in the 
brown shaded area after the f irst line. 

F. Payer Names and Identification 
Numbers.-The taxpayer identification 
number for payers. including sole proprietors 
and nominee/middlemen, is the Federal 
employer identification number and should 
be shown on the returns they prepare. 
However, sole proprietors and nominee/ 
middlemen who are not otherwise required 
to have an employer identification number 
should use their social security number. The 
payer name and taxpayer ident ification 
number should be consistent with the name 
and taxpayer identification number used on 
the payer's income tax or other tax return 
filed. The name of the payer's paying agent 
or service bureau must NOT be used in lieu 
of the name of the payer. 

G. Shlpplnc and Mat11n1.-Payers who 
file on paper forms and who use more than 
one type of form should group returns of the 
same type and prepare separate . 
transmittals for each group. For example, 1f 
you pay both interest and dividends, file 
Forms 1099-INT with one Form 1096 and 
Forms 1099-0IV with a second Form 1096. 

If you are sending many forms, you may 
send them in conveniently sized packages. 
On each package write your name and 
identification number, number the 
packages consecutively, and place Form 
1096 in package number one. At the top of 
Form 1096 show the number of packages. 
Postal regulations require forms and 
packages to be sent by first class mail. 

,c,c11uc ~•Ul.t=UUlt=l> lt=ldllng O SUl>StltUte 
Forms 1099 in effect at the time. Copy B 
(For Recipient) of the substiMe forms must 
contain the statement that "This is 
important tax information and is being 
furnished to the Internal Revenue Service. If 
you are required to file a return, a 
negligence penalty will be imposed on you If 
this income is taxable and the IRS 
determines that it has not been reported." 

Statements to recipients for Forms 
1099-B, 1099-G, 1099-MISC. 1099-R, or 
5498 need not be a copy of U,e paper form 
filed with the Service. It is important that 
income items be properly classified for 
Federal tax purposes on the statement you 
give to recipients. The message that "This 
information is being furnished to the 
Internal Revenue Service" m .st appear on 
the statements. You may combine the 
statements with other reports or financial or 
commercial notices, or expand them to 
include other Information of ir1terest to the 
recipient. Also, be sure that all copies of the 
forms are legible and_provide :he recipient 
with any instructions that appear on the 
back of the recipient's copy of the official 
Internal Revenue Service form so that the 
information may properly be used by the 
recipient in meeting his or her tax 
obligations. 

For more information about paper 
substitutes, see Publication 1179. 
Specifications for.Paper Substitutes for 
Forms 1099, 5498, and W-2G 

You should generally provide Form 1099 
and Form 5498 information between 
December 31, 1984, and January 31, 
1985. However, you may issue them earlier 
in some situations, as provided by the 
regulations. For example, you may choose 
to furnish Form 1099-INT to the recipient 
on redemptions of Series E, EE H, or HH 
bonds, etc., at the time of redemption. 
Cooperatives may furnish Forms 1099-
PATR with the final dividend payment 
regardless of the date. Brokers and barter 
exchanges may furnish Form 1099-B 
anytime but not later than January 31, 
1985. 

I. Returns Flied with IRS.- lf you use 
paper forms, report paym~nts on the 
appropriate form, as explained n the 
Specific Instructions below. Do NOT report 
payments to employees, such as Christmas 
bonuses or reimbursements for travel or car 
expenses, on forms of the 1099 series. 
Report these on Form W-2, Wage and Tax 
Statement. 

See the revenue procedures on 
specifications for private print ing of 
information documents. If proposed 
privately printed forms do not meet the 
specifications in the procedures. you may 
request special consideration by submitting 
your proposed forms to the Internal 
Revenue Service, Washington, DC 20224 

. (Attention: O:R:R:I). 

The regulations call for a si,ned affidavit 
on the transmittal document. his 
requirement is fulfilled by signing the Form 
1096 on the bottom after the de, laration of 
compliance. A. separate affidavit 1s not 
necessary. 

payer. The transmitter, service bureau, 
paying agent, or disb~rsing a~e.nt must 
meet all of the following cond1t1ons: 

(1) Have the authority to sign the 
affidavit under an agency agreement 
(oral, written, or implied) that is valid 
under state law. 

(2) Have the responsibility (oral, written, 
or implied) conferred on it by .the 
payer to request the taxpayer , 
identificatior1 numbers of recipients 
reported on magnetic media or paper 
documents. 

(3) Sign the affidavit and add the 
caption " For (Name of payer)." 

Signing of the affidavit by an authorized 
agent on behalf of the payer does not 
relieve the payer of the responsibility for 
filing a correct, complete, and timely Form 
1096 or Form 4804, Transmittal of 
Information Returns Reported on Magnetic 
Media and attachments. It also does not 
relieve the payer of any penalties for not 
complying with those requirements. 

Forms 1099, 5498, or other statements 
to recipients issued by a service bureau or 
agent should show the same payer's, ' 
broker's, trustee's, or issuer's name as 
shown on the information return filed with 
the Service. 

J. Co,rected Returns.-To insure 
proper matching of information documents 
to corresponding amounts on tax returns, 
please pay careful attention to the following 
instructions: 

(1) Form 1096.-lf you are transmitting 
corrected Forms 1099 or 5498, use a 
separate Form 1096 and mark over the ·x• 
in the box at the top left corner of this form. 
Also, do not include original Forms 1099 or 
5498 with your corrected transmittal. 

(2) Forms 1099 and 5498.-0n 
corrected returns, mark over the "X" in the 
box appearing in the top left corner of the 
form and mark over the "X" in the box at 
the top left corner of Form_ 1096. For 1>aper 
forms correcting data previously submitted 
on magnetic tape, diskette, or disk pack, 
print "CORRECTED RETURN­
MAGNETIC MEDIA" on the bottom of the 
transmittal Form 1096 and mark over the 
"X" in the box at the upper left corner of 
the Forms 1099 and 5498. Be sure to 
complete all the required data boxes on the 
corrected return since it supersedes the 
information previously reported. Also, 
statements issued to recipients should be 
identified as "CORRECTED." 

If a completed Form 1099 or 5498 is 
incorrect and you want to void it, mark over 
the " X" in the VOID box appearing in the 
top left portion of the form. DO NOT CUT 
the forms that are three to a page. 

K. Other Information Retuma.-The 
income information you report on the 
following returns must not be repeated on 
the returns discussed in the Specific 
Instructions: 

(1) Returns filed with Form W-3. 

H. Statement, to Reclplenta.-For 
payments of dividends or interest (reported 
on Forms 1099-DIV, 1099-PATR, 1099· 
INT, or 1099-010) made in 19~4 and 
subsequent years, you are required to 
furnish an official Form 1099 to a payee 
either in a separate mailing or in person. 
These forms may not be combined or 
mailed with other information furnished to 
. he recipient. You may use substitute Forms 
1099 if they are substantially s1m1lar to the 
official forms and only if you comply with all 

Under certain conditions, a tr nsmitter, 
service bureau, paying agent, or disbursing 
agent may sign the affidavit on t>--half of the 

(a) Form W-2 reporting wages and 
other employee compensation. 

(b) Form W-2P reporting annuities, 
pensions, retirement pay, and 
IRA payments . 

Page 3 



{~) Heturns 111eo w,tn torm VV•.)u. 

(a) Form W-2G reporting gambling 
winnings. 

(b) Form 1099-R reporting total 
distributions from retirement or 
profit-sharing plans or from 
IRA's, etc. 

(3) forms 1042S, 1000, and 1001 
reporting income. 

(4) Form 2439 report,ing undistributed 
long-term capital gains of a regulated 
investment company. . 

(5) Schedule K·l of Form 1065 
reporting distributive shares to 
members of a partnership. 

(6) Schedule K-1 of Form 1041 
reporting distributions to 
beneficiaries of trusts or estates. 

(7) Schedule K-1 of Form 1120S 
reporting distributive shares to 
shareholders of S corporations. 

(8) Schedule K of Form 1120-DISC 
reporting actual and constructive 
DISC distributions to shareholders. 

L Forfeiture of Interest on Time 
Deposlts.-For more detailed instructions 
for determining the amount of forfeiture 
deductible by the depositor (Forms 
1099-INT and 1099-010) see Revenue 
Rulings 75-20, 1975-1 C.8. 29 and 75-21, 
1975-1 C.8. 367, available at IRS offices. 

M. Exempt-Interest Dlvldends.-An 
exempt-interest dividend from a regulated 
investment company retains its tax-exempt 
status and is not reported on Form 1099-
DIV or 1099-INT. 

N. Payments to Corporations.­
Reporting generally is not required for 
payments to corporations unless the 
payment is for medical payments, unless 
you withheld Federal income tax or foreign 
tax, or unless the payment is from a barter 
exchange. For example, reporting is not 
required for payments of architectural fees 
to corporations. 

0. Earnln&s on an IRA, SEP, or DEC.­
Any income with respect to an IRA, SEP or 
DEC, such as interest or dividends, should 
not be reported on Forms 1099 except 
when a designated distribution is made. 
However, distributions should be reported 
on Form 1099-R or Form W-2P. 

Specific Instructions 
If a distribution includes noncash • 

property, show the fair market value of the 
property at the time of payment. 

Although you generally need not report 
payments smaller than the minimum 
described for each form, you may prefer, for 
economy and your own convenience to f ile 
Copies A for all payments. IRS encoJrages 
this. 

Form 1099-ASC 
All-Savers Certificates should have 

matured by December 31, 1983. If you paid 
$10 or more in interest on these certificates 
for 1983 to a person in 1984, please use 
the 1983 version of Form 1099-ASC and 
cha_n~e the year to 1984. Give Copy B to the 
rec1p1ent. . 
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If you are a broker or barter exchange, 

file Form.1099·8, Statement for Recipients 
of Proceeds from Broker and Barter 
Exchange Transactions, for each person (a) 
for whom the broker has sold (including 
short sales) stock, bonds, commodities, 
regulated futures contracts, forward 
contracts, debt instruments, etc., or (b) 
who exchanged property or services 
through the barter exchange. 

Tl_le term "broker" means a person that, 
in the ordinary cqurse of a t rade or 
business, stands ready to effect sales to be 
made by others. 

The term ''barter exchange'' means any 
person with members or clients that 
contract either with each other or with such 
person to trade or barter property or 
services either directly or t hrough su

0

ch 
person. The term does not mclude 
arrangements that provide solely for the 
informal exchange of similar services on a 
noncommercial basis. 

If the proceeds of a sa·le are paid in 
convertible foreign currency, the amount to 
be reported must be converted into U.S. 
dollars. You may use the exchange rate on 
the sale~ date or the exchange rate on the 
last business day of the reporting period in 
which the sale occurs. 

Brokers mustreport each transaction 
(other than regulated futures contracts) on 
a separate Form 1099-8. Transactions 
involving regulated futures contracts are to 
be reported on an aggregate basis. 

Barter exchanges must report each 
transaction involving noncorporate 
members or clients of a barter exchange on 
a separate Form 1099-B. Transactions 
involving corporate members or clients of a 
barter exchange must be reported on an 
aggregate basis. 

No return Is required for: 

(1) Sales by exempt recipients. (Common 
examples include corporations, 
charitable organi:z:at,ons, individual 
retirement plans, the United States, a 
state and political subdivisions. See 
A-29 of section 35a 9999-1 and A-21 
of section 35a. 9999-2 of the 
Temporary Employment Tax 
Regulations.) 

(2) Sales initiated by dealers in 
securities and financial institutions. 

(3) Sales by certain cust odians and 
trustees (Regulations section 
1.6045-1( c)(3)(iii)) 

(4) Sales at issue price of interests in 
certain regulated investment 
companies (see Regulations section 
l .6045-l(cX3Xiv)) 

(5) Obliger payments on: 
(a) Nontransferrable obligations 

such as savings bonds. ' 
(b) Obligations for which gros.s 

proceeds are reported on other 
Forms 1099, such as stripped 
coupons issued prior to July 1 
1982. ' 

(c) Retirement of short-term 
obligations with original issue 
discount. 

(6) Callable demand obligations that 
have no premium or discount. 

\IJ V w\1\,,,,.1VI 1Vtt,,,,16''""'.,.''""'''""'J .,..,,,..,..,,.., 

under a forward or regulated futures 
contract that permits or requires 
delivery of foreign currency. 

(8) Sales of fractional shares of stock if 
gross proceeds are less than $20. 

(9) Retirements of book-entry or 
registered form obligations if no 
interim transfers have occurred. 

(10) Exchanges by barter exchanges with 
less than 100 transactions during the 
calendar year. 

(11) Exempt foreign persons. 

Report In: 
Box l(a).-The date of the sale or 

exchange. Enter the trade date or the 
settlement date. If you use the settlement 
date, enter a capital "S" before the date. 
For aggregate reporting, no entry is 
required. 

Box l(b).-For transactional reporting 
by brokers, the CUSIP (Committee on 
Uniform Security Identification Procedures) 
number of the obligation. 

. Bo~ ~--The gr?~S proceeds from any 
d1spos1t1on of secunt,es (including short 
sales), commodities, or forward contracts. 
!o determine gross proceeds, you may take 
into a_ccou~t C<?mmissions and option 
premiums 1f this treatment is consistent 
with your books. Do not include amounts 
shown in Boxes 6 through 9 . Any accrued 
interest on obligations sold between 
payment dates should not be included in 
this box. Instead, report this accrued 
interest on Form 1099-INT. A loss from a 
closing transaction on a forward contract 
must be shown as a negative amount by 
enclosing it in parentheses. 

Box 3.-Gross amounts received by a 
member or client of a barter exchange for 
goods or services. This includes cash 
received, property or services received a 
credit on your books, or scrip issued. ' 

Box 4.-Amounts for backup 
withholding. For example, persons who have 
not furnished their taxpayer identification 
number to you in the manner required are 
subiect to withholding at a 20% rate on 
certain amounts required to be reported on 
this form. 

Box 5.-A brief description of the 
disposition item, e.g., 100 shares of XZY 
Corp. stock, etc. For regulated futures 
contracts and forward contracts, enter 
"RFC" or other appropriate description and 
~he amount subject to backup withholding, 
1f any, under A-23 of section 35a.9999-3 of 
the Temporary Employment Tax 
Regulations. Note: The amount withheld in 
these situations is to be included in Box 4. 

For bartering transactions, show the 
service or product transaction as recorded 
in your books or records that gave rise to the 
barter credit or scrip. 

Box 6.-The profit or (loss) realized by 
the customer on closed regulated futures 
contracts. 

Box 7.-The unrealized profit or (loss) 
on open regulated futures contracts at the 
end of the prior year. 

Box 8.-The unrealized profit or (loss) 
on open regulated futures contracts as of 
December 31, 1984. 

Box 9.-The aggregate profit or (loss) 
for the year from regulated futures 
contracts. 



Form 1099-DIV 
file form 1099-DIV, Statement for 

Recipients of Dividends and Distributions, 
for each person (a) to whom you have paid 
gross dividends and other distributions on 
stock (Box 1) of $10 or more, (b) for whOm 
you have withheld and paid foreign tax on 
dividends and other distributions on stock, 
if the recipient can claim credit for the tax 
on his or her income tax return, or (c) for 
whom you have withheld any federal 
income tax under the backup withholdin& 
rules regardless of the amount of the 
payment. • 

Give a copy to each recipient. See 
regulations under section 6042 for a 
definition of dividends. 

Note: Certain distributions commonfy 
referred to as " dividends" are actually 
interest and are to be reported on Form 
l 099-INT. These include interest, so-called 
•dividends,· on deposit or on share 
accounts in cooperative banks, credit 
unions, domestic building and loan 
associations, domestic and Federal savings 
and loan associations, and mutual savings 
banks. 

Report In: 
Box 1.-Gross dividends and other 

distributions on stock. The total of amounts 
in Boxes 2 , 3, 5, and 6 should equal this 
amount. Do not include in Box 1 amounts 
reported in Boxes 9 or 10. • 

Box 2.-Dividends qualifying for the 
dividend exclusion on Forms 1040 or 
1040A. 

Box 3.-Dividends not qualifying for the 
dividend exclusion. (Do not include 
amounts shown in Boxes 5 and 6.) 

Box 4.-Amounts for backup 
withholding. For example, persons who 
have not furnished their taxpayer identifica· 
t ion number to you in the manner required 
are subject to withholding at a 2096 rate on 
certain dividend payments reported on this 
form. 

Box 5.-Capital gain distribulions. 
Box 6.-Nontaxable distributions, if 

determinable. (File form 5452 for dividends 
paid from other than earnings and profits.) 

Box 7.-Foreign tax withheld and paid 
on d ividends and other distributions on 
stock. Report this amount in U.S. dollars. 

Box 8.-The name of the foreign 
country or U.S. possession for which the 
withheld tax applies. 

Note: Boxes 9 and l O only apply to 
corporations in partial or complete 
/tquidation. 

Box 9.-Cash distributed as part of a 
liquidation. Oo not include this amount in 
Box 1. 

Box 10.-Noncash distributions made 
as part of a liquidation. Show the fair 
market value as of the date of distribution. 
Do not include this amount in Box 1. 

Dividends on Restricted Stock.­
Property transferred to an employee in 
connection with the performance of 

.-c;ervices is not taxable until it has become 
Jbstant1ally vested. Until such property 

oecomes substantially vested, the 
transferor is regarded as the owner and any 
income from the property received by the 

employee constitutes additiona 
compensation and is includible in the 
employee's l"OSS Income. In addition, the 
employee should be provided a Form W-2, 
Wage and Tax Statement, showing the 
amount of the additional compensation and 
any tax withheld. (See Rev. Pro,. 80·11, 
1980·1 C.B. 616.) 

Box 5.-Any amount in excess of $600 
that was owed to the Federal Government 
and that has been declared uncollectible as 
a result of: 

(1) a defaulted obligation, not in dispute; 
(2) federal statute expiration for 

collection of debt; or 
(3) formal compromise agreement. 

If an amount less than the amount owed 
is accepted as payment in full , enter the 
ditferencf between the amount of the debt 
and the settlement amount in Box 5. The 

However, property transferred to an 
employee in connection with the 
performance of services Is treated as 
substantially vested if the employee elects 
to include ln gross income, for the year the 
property is received, the excess (if any} of 
its fair mari<et value (determined without 
regard to any restrictions other than one 
that will never lapse) over the amount (if 
any) paid for the property, as compensation 
for services. If elected, the emp1oyee is 
regarded as the owner of restricted stock 
and any d ividends paid are not additional 
compensation to the employee but retain 
their character as dividehds. In ·his case, a 
Form 1099-DIV, should be issued to the 
employee showing the amount of the 
dividends. (See Rev. Proc. 83-38, 1983-

• discha,.. or forgiveness of indebtedness is 
taxable income to the person originally 
liable for that amount. 

1 C.B. 773 and Rev. Rul. 83-22 1983·1 C. 
B. 17.) 

S Corl)Of'atlons.-
Box 1.-Report as dividends on form 

1099-DIV only distributions made during 
1984 out of accumulated earnings and 
profits (retained earnings). (See section 

• 1368 for more information.) 

Form 1099-G 
File Form 1099-G, Statement for 

Recipients of Certain GovernmM t 
Payments, if you have made payments as a 
unit of a Federal, state, or local 
government. 

Report In: 
Boll 1.-Payments of $10 or more in 

unemployment compensation including 
Railroad Retirement Board payments for 
unemployment. 

Box 2.-Refunds, credits, or offsets of 
state or local income tax of $10 or more you 
made to recipients. If recipients deducted 
the tax paid to a state or local government 
on their federal income tax returns. any 
refunds, credits, etc., may be taxable to 
t hem. However, if you can ascertain that 
the taxes paid were not deducted on the 
recipient's Federal income tax return, you 
are not required to include amounts in this 
box, 

Refunds, credits, or offsets attributable 
to an income tax that applies exclusively to 
income from a trade or business and is not a 
tax of a general application should be 
identified by a capital " X" after the amount. 

Box 3.-No entry Is required in Box 3 if 
t he refund, credit, etc., is for the 983 tax 
year. If it is for any other tax year, enter the 
year of the refund, credit, etc., in this box. 
Also, if the refunds, credits, etc., are for 
more than one tax year, report the amount 
for each year on a separate Form . 099-G. 

Box 4.-Amounts for backup 
withholding. For example, persons who 
have not furnished their taxpayer 
identification number to you become 
subject to withholding at a 2096 ra·e on 
payments required to be reported n Boxes 
6 or 7 on this form. 

Do not include any obligation discharged 
in a Title 11 bankruptcy case, for a debtor 
known to be Insolvent or a qualified 
business indebtedness. 

Box 6.-Amounts of taxable grants of 
$600 or more given to ~ecipients during the 
year. A Federal grant is ordinarily taxable 
unless stated otherwise in the legislation 
authorizing the grant. 

Box 7.-U.S.D.A. agricultural subsidy 
payments made to recipients during the 
year. Since the Department of Agriculture 
reports these payments on magnetic media, 
this box will ordinarily be used by persons 
receiving subsidy payments (including 
payments-in-kind (PIK) converted to cash) 
as nominees for another person. Nominees 
file form 1099-G to report the actual owner 
of the payments. 

Form 1099-INT 
File form 1099-INT, Statement for 

Recipients of Interest Income, for each 
person (a) to whom you paid amounts 
reportable in Box 1 of at least $ 10 (except 
for the $600 limit described in the 
instructions below in Box 1), (b) for whom 
you withheld and paid foreign tax on 
interest if the recipient can claim credit for 
the tax on his or her income tax return, or 
(c) for each person from whom you withheld 
any Federal income tax under the backup 
withholdins rules regardless of the amount 
of the payment. Give a copy to each 
recipient. If you have furnished Forms 
1099-1 NT to a recipient for amounts 
received during the year on a transactional 
basis, for example, window transactions, do 
not include these same amounts in a 1099· 
INT furnished to the same recipient for 
other payments dunng the year. 

Only report interest payments made in 
the course of your trade or business 
(including federal, state, and local 
governmental agencies and activities 
deemed nonprofit) or for which you were a 
nominee/ middleman or from which you 
withheld Federal income tax or foreign tax. 

Note: Do not report tax-exempt or tax• 
deferred interest, such as interest on 
municipal bonds or interest that is earned 
but not distributed from an individual 
retirement arrangement (IRA). 

Report In: 
Boll 1.-Amounts, whether or not 

designated as interest, that are paid or 
credited to any person's account by savings 
and loan associations, mutual savings 
banks not having capital stock represented 
by shares, building and loan associations, 
cooperative banks, homestead associations, 
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Include interest on ba~k deposits, 
indebtedness {including bonds, debentures, 
notes and certificates) issued in registered 
form or of a type offered to the public, or 
from which you withheld Federal income tax 
or foreign tax. Also include payments of 
interest made in the course of your trade or 
business not meeting these criteria if they 
total $600 or more for any person. 

Also show original issue discount on 
short-term obligations of one year or less 
and interest on all bearer certificates of 
deposit. • 

Box 2.-Amounts of interest reported 
on Form l 099-1 NT in any year which were 
later forfeited due to premature withdrawal 
of time deposits, and are deductible by the 
recipient from gross income. The forfeiture 
may include principal. The amount in Box 1 
should not be reduced by the forfeiture. 

Box 3.-Amou{lts for backup 
withholding. For example, persons who 
have not furnished their taxpayer 
identification number to you in the manner 
required become subject to withholding at a 
2096 rate on payments required to be 
reported in Box 1 (which may be reduced by 
the amount reported in Box 2) on this form. 

Box 4.-Foreign tax withheld and paid 
on interest (applicable only to taxes eligible 
for the recipient's foreign tax credit). Report 
this amount and the.amounts in Boxes l , 2, 
3, and 4 in U.S. dollars. • 

Box 5.-The name of the foreign 
country or U.S. possession for which the 
withheld tax applies. 

Do not include in Box l interest on tax­
free covenant bonds, which is reportable on 
Form 1042S. • 

Form 1099-MISC 
File Form 1099-MISC, Statement for 

Recipients of Miscellaneous Income, for 
each person, other than corporations {Box 6 
items must be reported to corporations), to 
whom you have paid at least $600 (unless a 
different amount is indicat.ed below) in 
rents, royalties, and other payments 
reportable on the form, or from whom you 
have withheld any Federal income tax under 
the backup withholding rules regardless of 
the amount of the payment. Give a copy to 
each recipient. Only report payments made 
in the course of your trade or business 
(including Federal, state, or local . 
governmental agencies and activities 
deemed nonprofit) or for which you were a 
nominee/middleman or from which you 
withheld Federal income ta~ or foreign tax. 

Report In: 
Box !.-Amounts paid to recipients for 

all types of rents, such as real estate rentals 
paid for office space, machine rentals {for 
example, hiring a bulldozer to level your 
parking lot), and pasture rentals {for 
example, farmers paying for the use of 
grazing land). If the machine rental is a part 
of a contract that includes both the use of 
the machine and the operator, the rental 
should be prorated between the rent of the 
machine (reported in Box 1) and the 
operator's charge (reported as nonemployee 
compensation in Box 7). 
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reduction for severance and other taxes 
which may have been withheld and paid. Do 
not include surface royalties. They ·should 
be reported in Box 1. 

Box 3.-Prizes and awards that are not 
for services rendered. Prizes or awards for 
services rendered by employees should be 
reported on.Form W-2. Prizes and awards 
for services rendered by nonemployees (an 
award for the top commission salesperson) 
are reported in _Box 7. 

Box 4.-Amounts for backup 
withholding. For example, persons who 
have not furnished their taxpayer • 
Identification number to you become 
subject to withholding at a 2096 rate on 
payments required to be reported in Boxes 
1, 2 (net of severance taxes), 3, 5 {to the 
extent paid in cash), 6, and 7 on this form. 

Box 5.-The share of all proceeds from 
the sale of a catch or the fair market value 
of a distribution in-kind to each 
crewmember of fishing boats with normally 
fewer than 10 crewmembers. 

Box 6.-Payments by medical and 
health care insurers to each physician or 
other supplier or provider of services (list 
the corporation as the recipient rather than 
the individual providing the services) under 
health, accident, and sickness insurance 
programs. (See Rev. Rul. 69-595, 1969-2 
C.B. 242, and Rev. Rul. 70-608, 1970-2 
C.B. 286.) 

The exemption for issuing Form 1099-
MISC to a corporation does not apply to 
corporations that provide medical or health 
care services. 

Box 7.-Nonemployee compensation. 
Include fees, commissions, prizes, awards, 
or other forms of compensation for services 
rendered for your trade or business by an 
individual who is not your employee. Also 
include expenses incurred for the use of an 
entertainment facility that you treat as 
compensation to a nonemployee. 

Note: In order to qualify for relief under 
section 530 of the Revenue Act of 19 78 as 
extended by Pub. L. 97-248, employers 
may file Form l 099-MISC Additional 
requirements for relief are discussed in 
Publication 15, Employer's Tax Guide. . 

Box 8.-Report sales by you of $5,000 
or more of consumer products to a person 
on a buy-sell, deposit-commission, or other 
basis for resale by simply checking the box 
in Box 8. No dollar amount is needed. 

The report required to be given to the 
recipient for thesP. direct sales need not be 
made on the official form It may be in the 
form of a letter showing this information 
along with commissions, prizes. awards, 
etc. 

Also see Magnetic Media Reporting on . 
page 2 of these instructions. . 

ru1111 .1.u:,:,- u1u 

File Form l 099-010, Statement for 
Recipients of Original Issue Discount, if you 
are any of the following: ( 1) an issuer with. 
any bond outstanding or other evidence of 
indebtedness in registered or bearer form 
issued with original issue discount; (2) an 
issuer of certificates of deposit made, 
purchased, or renewed after December 31, 
1970, if there is original issue dis.count of at 
least $10 and the term of the obligation or 
deposit is more than one year; or (3) a 
financial institution having other deposit 
arrangements, such l!s time deposits or 
bonus-savings plans having a term in excess 
of one year provided the payment of 
interest is deferred until maturity. 

Issuers that do not use actual dates of 
ownership by holders in computing the 
discount are permitted to prepare a Form 
1099-010 only for each person who is a 
holder ofrecord of the obligations on the 
semiannual record date, if any, used by the 
corporation or its agent for the payment of 
stated interest, or if there is no such date, 
on June 30, and December 31. On each 
Form 1099-0ID, you should treat each 
holder as holding the obligation on every 
day it was outstanding during the calendar 
year. However, for time deposits and face­
amount certificates use the actual date of 
deposit to compute original issue discount. 

Also, file Form 1099-0ID in any case in 
which you are required to deduct and 
withhold taxes {including backup 
withholding) even if the amount of the OID 
is less than $10. Give a copy to each 
recipient. Original issue discount on 
obligations with a term of one year or less 
should be reported on Form 1099-INT. 

" Original issue discount" mean!i the 
difference between the stated redemption 
price at maturity and the issue price. A 
discount of less than one-fourth of 196 of 
the stated redemption price at maturity, 
multiplied by the number of full years from 
the date of issue to maturity, is considered 
to be zero. · 

Ordinarily, you will file only one Form 
1099-0ID for the depositor or holder of a 
particular obligation for the calendar year. If 
a person holds more than one discount 
obligation, issue separate Forms 1099-0ID 
for each obligation. However, if a person 
holds more than one certificate of the same 
issue for the same period of time during the 
calendar year, and if Form 1099-0ID 
amounts are proportional, you may treat all 
such certificates as one discount obligation 
and file a single Form 1099-010. 

For time deposits and face-amount 
certificates; use the actual date of deposit 
and compute original issue discount on a 
straight line, monthly prorated basis for 
obligations issued before July 2, 1982, and 
on a daily prorated basis for obligations 
issued after July 1, 1982. 

Publication 1212, List of Original Issue 
Discount Obligations, contains information 
on outstanding publicly traded discount 
obligations. 

I 
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1ong-term oougauons issued in 1984 should 
attach a statement to Form 1096. The 
statement should show for all obligations 
issued in 1984 (and any obligations not 
included in last year's statement) to which 
original issue discount applies: 

(1) The name of the issuer, 

(2) The issue date, 
(3) The maturity date, 

(4) The coupon or annual stated 
interest rate, 

(5) The issue price as a percentage of 
principal amount, and 

(6) The CUSIP number. 
This information will enable the IRS to 

update Publication 1212. 

Report In: 
Box 1.- The total original issue 

discount for the year that is reportable on 
the obligation covered by this return. 

Box 2.-The regular interest paid on 
this obligation during this year. This is the 
stated periodic interest paid without regard 
to any original issue discount. Interest 
reported here must not be reported on Form 
1099-INT. 

Box 3.-Any interest forfeited by the 
holder of the obligation because of an early 
redemption. Amounts in Boxes 1 and 2 
should not be reduced by the forfeiture. It 
must be reported as interest paid or 
credited and ALSO as interest forfeited. 

Box.4.-Amounts for backup 
withholding. For example, persons who 
have not furnished their taxpayer 
identification number to you in the manner 
required become subject to withholding at a 
2096 rate on amounts required to be • 
reported in Boxes 1 and 2 (which may be 
reduced by the amount reported in Box 3) if 
there are payments made during the year 
on these obligations. 

Box 5.-The abbreviation for the stock 
exchange, the abbreviation for the issuer 
used by the stock exchange, the coupon 
rate. and the year of maturity (e.g., NYSE 
X:ZY 12½ 87). 

Form 1099-PATR 
File Form 1099-PATR. Statement for 

Recipients (Patrons) of Taxable 
Distributions Received From Cooperatives, 
for each person to whom the cooperative 
has paid at least $10 in patronage dividends 
and other distributions described in section 
6044(b), or from whom you withheld any 
Federal income tax under the backup 
withholding rules regardless of the amount 
of the payment. Give a copy to each 
recipient. A cooperative determined to be 
primarily engaged in the retail sale of goods 

hvin&, or family use of the mem~rs, may' 
ask for and receive exemption from certain 
IRS reporti,. requirements See 
Regulations section 1.6044 4(b) for 
Information about how to apply for this 
exemption. 

Report dividends paid on cooperat ives' 
capital stock on form 1099 DIV. 

Report In: 
801 1.-The total patronage dividends 

paid In cash (qualified or "consent" 
checks), qualified written notices of 
allocation (face amount), aod other 
property. 

Box 2.-The total nonpatronage 
distributions paid in cash (qualified or 
" consent" checks), qualified written 
notices of allocation (face amount), and 
other property. This box is applicable only to 
farmers' cooperatives qualifying under 
section 521. 

Box 3.-The total per•ul'\it retain 
allocations paid in cash, qualified per-unit 
retain certificates (face amount), and other 
property. 
• Box 4.-~ounts for backup 
withholding. For example, p11rsons who 
have not furnished their tax ayer 
identification number to you in the manner 
required become subject to withholding et a 
2096 rate on payments required to be 
reported in Boxes 1, 2, 3, and 5 to the 
extent such payments are in cash or 
qualified check. See A· 10 of section 35a. 
9999-3 of the Temporary Employment Tax 
Regulations for more information on 
distributions by cooperatives. 

Box !5.-AII redemptions of nonqualified 
written notices of allocation issued as 
patrona,e dividends, nonqualified written 
notices of allocation issued as 
rionpatronaae allocations (applicable only to 
farmers' cooperatives qualifying under 
section 521), and nonqualif1ed per-unit 
retain certificates, issued wit.h respect to 
marketi"I, 

Pas-throu-" Credlts.- Report in the 
appropriate boxes the patron s share of 
unused credits that the cooperative is 
passing through to this patron: 

Box 6.-lnvestment credit. 
Box 7 .-Enera:y investment credit. 
Box 8.-Jobs credit. 

Form 1099-R 
Because Form 1099-R, Statement for 

Recipients of Total Distributions from 
Profit-Sharing, Retirement Plans, Individual 
Retirement Arrangements, etc., is 
transmitted to IRS usin& Form W-3G, 
Transmittal of Certain Information Returns 
instructions for Form 1099-R are contained 
in Form W-3G. 

I WI Ill .1"9;110 

f ile Form 5498, Individual Retirement 
Arrangement Information, with the IRS on 
or before February 28, 1985, for each 
person from whom you received 
contributions during 1984 to an individual 
retirement arrangement (IRA) or a 
simplified employee pension (SEP)1Also file 
for each person from whom you received 
qualified deductible voluntJry employee 
contributions (DEC's) to a plan maintained 
by an employer. 

Report the contribut ions received during 
1984 without regard to whether the 
participant designated them for 1983 or 
1984. 

Report In: 
Box 1.-Regular contributions to an 

IRA, SEP, or DEC during 1984. 

Box 2.-Rollover contributions made to 
an IRA, SEP. or DEC received by you during 
1984. 

For reporting purposes, contributions 
and rollovers do not include direct transfers 
between trustees (or issuers) that involve no 
payment or distribution of funds to the 
participant. 

Trustees and issuers of IRA 'sand SE P's 
must provide participants with the following 
information: 

(1) The amount of regular contributions 
during the calendar year, 

(2) The amount of contributions 
designated as a rollover, 

(3) In the case of an endowment 
contract, the amount of the premium 
paid allocable to the cost of life • 
insurance, 

(4) The name and address of the 
trustee (or insurer), and 

(5) The value of the participant's account 
at the end of the year. 

Furnish this information to the 
participant on or before January 31 of the 
following calendar year. If you wish, you 
may use Form 5498 to furnish this 
information to participants. We have 
provided several blank boxes on Form 5498 
for this purpose. 

Forms 5498 that show the amount of 
DEC's the employee made for the calendar 
year should be furnished to the employee by 
January 31 . 

Distributions from IRA's, SEP's, and 
DEC's will continue to be reported on Forms 
1099-R or W-2P. 
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Gulde to Information Retums 
You can use the chart below as a quick reference guide to 
information returns. For details about forms of the 1099 
series, please see the separate Instructions for Form 1096. 

FORM 
NUMBER nnE 

1099-B,, Statement for Recipients of Proceeds from 
Broker and Barter Exchaf189 Trahsactions 

1099-DIV Statement for Recipients of 
-

Dividends and Distributions 

1099-G Statement for Recipients of Certain 
Government Payments 

1099-INT Statement for Recipients of Interest 
Income 

1099-MISC Statement for Recipients of 
Miscellaneous Income 

-
(Also, use this form to report the 
occurrence of direct sales of $5,000 
or more of consumer goods for 
resale.) 

.. 

1099-OIO Statement for Recipients of Original Issue 
Discount 

1099-PATR Statement for Recipients (Patrons) of 
Taxable Distributions Received from 
Coorvratives 

1099-R Statement for Reci~ients ofTotal 
Distributions from rofit-Sharini, 
Retirement Plans, Individual Re irement 
Arramzements etc. 

5498 Individual Retirement Arrangement 
Information 

W-2 Wage and Tax Statement 

W-2P Statement for Recipients of Annuities, 
Pensions, Retired Pay, or IRA Payments 

separate Instructions for Form·s W-2 and W-2P for d~tails (See Form W-3G for Form 1099-R instructions.) Do not 
use the 1099 series to report payments you made to "Other compensation" to be reported on Form W-2 is 
employees; report these on Form W-2 or W-2P. See the described in sections 6 and 16 of Circular E. 

KINDS OF PAYMENTS TO REPORT • • AMOUNTS TO REPORT DUE DATE 

(Paid by You in the Course of Your Business) (Total for Year) TOIRS TO RECIPIENT 

:sales or redemptions of securities, futures 
transactions, commodities, bartering exchange 

'--;-;:;_ 

All amounts February 28 January 31 

Distributions, such as dividends, capital gains, or 
nontaxable distributions, that were paid on stock and 
distributions in liquidation of $600 or more. 

$10ormore February28 January 31 

Unemployment compensation, state and local $10 for unemployment 
February 28 January 31 income tax refunds, agricultural payments, taxable and tax refunds; $600 

grants, and discharge of indebtedness. for all others 

Interest f.ayments, 1ncluaing interest on Dearer 
$10ormore February 28 January 31 

certifica es of deposit, other than original issue 
tli..,.,"'nt Anrl interod on AII-Sav1>rs Certif.,.~+a. 

Rent or rrrialty payments, payments not made in the February 28 January 31 
course of he recipient's business. Example: prizes • $600ormore 
and awards, such as winnings on TV or radio shows. 

Pa~ments to crewmembers bbowners or operators of All payments . February 28 January 31 
tis ing boats. Report paymen of proceeds from sale 
of fisti. 
Payments to a physician, physicians· corporation or $600ormore February28 January31 
other supplier of flealth and medical services. Issued 
mainly by medical assistance programs or health and 
accident insurance plans. 
Payments for services performed for a trade or $600ormore February28 January 31 
business ~ peofcle not treated as its employees. • 
Examples: fees o subcontractors or directors and 
expenses incurred for use of an entertainment 
facility treated as compensation to a nonemployee. 

Ori~·nal issue discount. (Defined in Form 1096 
ins ructions.) 

$10ormore February 28 January 31 

Distributions from cooperatives to their patrons. 
$10ormore February28 January 31 

Distributions from retirement or profit-sharinffJllans IRA's: all distributions January 31 or from individual retirement arrangements ( A's). February28 
Use Form 1099-R only if the distrioution closed the Others: $600 or more 

oavee's account. 
Contributions (including rollover contributions) to an 

February 28 January 31" individual retirement arrangement (IRA), simplified • All amounts 
emdiloyee pension (SEP), or a plan that accep~ tts~ua;l)ified 
de uctible voluntary emplovee contributions D C's . 

W1es tips, other compensation, withheld income TO SSA TO RECIPIENT 

an FICA taxes, and advance earned income credit Last day of January 31 
(EiC) payments. Include bonuses, vacation See separate 
allowances, severance pafi, moving expense instructions February . 

riayments, some kinds of ravel allowances and 
hird-party payments of sick pay. 

Retirement payments other than total distributions. See separate Last day of January 31 
If you are the trustee or custodian, include the instructions February 
current insurance premiums you paid. 



Form 1096 Annual Summary and Transmittal of 
c,~•uNo 1~4>01~ 

~®84 O.r,.rtmonl ol the TrHSU,Y U.S. Information Returns 
lr!t ,n.1, Re.-erue Stl'V\Ce 

Type or machine print PAYER'S name E 1ter in Box 1 or 2 below the identifying number you 
u ed .is the payer on the attached information returns. 
Do not fill in both Boxes l and 2. 
- --

Street address l n1ploycr 1d~nhl1ca11on number 2 Social security number 

~ 

City, State and ZIP code 3 olal number of documents 4 Numbe< •11~11,,:,.i,t1 10 nu111btn 

Regular 1099's and 5498's Nominee/ Middleman 1099's 

IM 1099 1099 1099 1099 1099 1099 1099 ,099 1099 1099 1099 1099 1099 1099 1099 
ASC B DIV G INT MISC 010 PATR 5498 ASC B DIV G INT MISC 010 PATR 
S4 79 91 86 92 95 96 97 28 

84 79 91 86 92 95 95 97 

C :J □ :J □ C □ LI □ LI □ □ □ □ □ C t 
Under penalties of perjury. I declare t hat I have examined this return, includil'\I accompanyinc documents and lo the bnt of my ~nowlecl&• and belief, they are true. correct, 

and complete. In the case of documents without reapients' ldentify1fll numbers I have complied with the requoremet1ts of the law 1n attempt•l'\I to secure such numbers from 
the recipients 

Signature ►-------------------------- Title ►______________________ Date ►----------

Please return this entire page to the Internal Revenue Service. 

Paperwork Reduction Act Notice 

We ask for this information to carry out the Internal Revenue 
laws of the United States.We need it to ensure that taxpayers 
are complying with these laws and to allow us to figure and 
collect the right amount of tax. You are required to give us this 
information. 

Notice to Payers 
Purpose of this Form.-Use this form to transmit Forms 
1099 and 5498 to the Internal Revenue Service. However, 
use Form W•3G to transmit Form 1099-R. 

Enter your name, address, and taxpayer identifying 
number (TIN) in the spaces provided on the form. Individuals 
not in a trade or business should enter their social security 
number in box 2; sole proprietors and all others should enter 
their employer identification number in box 1. However, sole 
proprietors who are not required to have an employer 
identification number should enter their social security 
number in box 2. 

Do not submit more than one type of Form 1099 or submit 
Forms 5498 and Forms 1099 with the same Form 1096. 

In bo ( 3, enter the number of documents attached to Form 
1096 and check the appropriate box to indicate the type of 
Form 1099 (or 5498) you are transmitting. 

If you are transmitting Forms 1099 as a nominee or 
midd eman for payments you received on behalf of another 
person, check the appropriate box on the lower right half of 
this form. If you are required to file both regular Forms 1099 
or 5498 and Forms 1099 as a middleman or nominee, use a 
separate Form 1096 for each category. 

If you have one type of Form 1099 (or 5498) that includes 
forms with Tl N's of recipients and others with no TIN's, you 
may submit them with one Form 1096 if they are bundled 
separately. Show the total number of documents being 
transmitted in box 3. Also, show the number of forms without 
TIN's n box 4. 

For more information about where and when to file, etc., 
see the separate instructions for Form 1096. 

If you are filing a Form 1096 for corrected information 
returns mark over the "X" in the box at the top left corner of 
this form. 

30-2249473 



) 
Type or machine pnnt PAYER'S name I ..,dlt0'1ilhl! fJ , ,Cl'I \,1) 2 Nonp,,tronai;e a•stnbut,ut1s 1.11,18 No I '.14'.l Ul 18 

C ~®84 
Statement for Street address 3 Per un,t ,eta n dilocat,oos 4 federal ,ncome ta, w,lhhetd 
Recipients (Patrons) of 

Taxable City. State, and ZIP code 
Distr ibution s 
Received 5 Redemr• ,on ol r1011quah l,eo 6 Investment cred,I From Federal 1dent1fy,ng number not 1te~ c11 hi rt:10,11 ailOLJtio11\ 
Cooperatives 

Type or machine print RECIPIENT'S name (!irst, middle, last) Rec1p1en1 s ,oent1ty,ng number 7 Energy investment credit 

For Paperwork 
Reduction Act Notice 
and instructions for 
completing this form. 

Street address 
8 Jobs c1eo11 see Instructions for 

Form 1096. 
City, State. and ZIP code 

Copy A 
For Internal Revenue 
Service Center 

Form 1099-PATR 
Do NOT Cut or Separate Forms on Thi1 Page Department of the Treasury • Internal Revenue Service 

□ 9797 0 VOID For Official Use Only 

Type or machine print PAYER'S name 1 Patron,, e 01v1denc.s 2 Nonpatronage 01strrbut1ons 0 1,18 No 1545-0118 

~®84 
Street address 3 Per-unit retain allocat,ons 4 federal income ta, w,thheld Statement for 

Rec1p1ents (Patrons) of 
Taxable , City, State. and ZIP code 
Distributions 
Received 5 Redeo1µ1<0~ of nonqca,,f,td 6 lnvt:1s tmer.t <. ret!1t from Federal 1dent1fying number r,ot1ces •"ld ,eta 11 ,fiocat1ons 
Cooperatives 

For Paperwork 
Type or machine print RECIPIENT'S name (fi rst. middle, last) Recipient \ ,dent,f, ,ns MJr'10PI 7 Energy ,n11est1re111 ued1t Reduction Act Notice 

and instructions for 
completing this form. Street address 8 Jobs Cit see Instructions for '• 
Form 1096. 

C,ty. State, and ZIP code 

Copy A 
For Internal Revenue 
Service Center 

form 1099-PATR 
Do NOT Cut or Separate Forms on This Page Depattment of the Treasury - Internal Revenue Service 

□ 9797 0 VOID For Offrc,al Use Only 

Type or machine print PAYER'S name I Patro~•I ~ d111,aends 2 Nonpat1onage d,~trrbut,ons 0MB No 1545 01 18 

~®84 Street address 
3 Per-un,t retain allocat1ons 4 Federal income tJ• withheld Statement for 

Recipients (Patrons) of 
Taxable City, State. and ZIP ;;ode 
Distributions 

Federal 1dent1fying r.umber 
5 Rcdempl,on of nanqualrf1ed 

nat,ces ard retain alloca11ons 
6 ln11eslment c1ed,1 Received 

f rom 
Cooperatives 

\ For Paperwork 
Type or machine pnnt RECIPIENT·S name (first. middle, last) Rec1p,ent'< den11f> 1ng number 7 Energy 1n•esl1nen1 credit Reduction Act Notice 

and 1nstruct1ons for 

Street address 
8 Jobs ere~ I 

completing this form, 
see Instructions for 
Form 1096. 

City, State, and ZIP code . 
Copy A 
For Internal Revenue 
Service Center 

Form 1099-PATR 
Department of lhe Treasury • Internal Revenue Serv1te 



) 

I Patronage d1v1dends 2 Nonpalfonage d1st11but1ons 0MB No 1545 0118 
PAYER'S name. address. ZIP code. and r cderal 1dent1fy1ne number 

t1®84 
Statement for 3 Per-umt retaon allocahons 4 Federal income ta• withheld 
Recipients (Patrons) of 

Taxable 
Distributions 
Received 5 Redemption of nonqoahfocd 6 Investment credit From not,ces ind retain allocations 
Cooperatives • 

This is important tu 
information and is being 
furnished to the Internal 

RECIPIENT'S name.address. and ZIP code. Rec1poenl's ident,fvult number 7 Energy investment credit Revenue Service. If you are 
required to me~ return, a 
negligence penalty will be 
Imposed on you if this 

8 Jobs crcd,t patronage dividend income 
is tuable and the IRS 
determines that It has not 
been reported. 

Copy B 
For Recipient 

Form 1099-PATR 
Department of the Treasury - Internal Revenue Service 

I Patronage dovodends 2 Non patronage d1strobut,ons 0MB No l 545-0118 PAYER'S name. address. ZIP code, and Federal 1dent1fy1ng number. 

t1®84 
3 Per-unit retaon allocations 4 federal income tax withheld Statement for 

Recipients (Patrons) of 

Taxable 
Distributions 
Received 5 Redemption of nonqualof1ed 6 Investment credit From notices and retain allocations 
Cooperatives 

This Is Important tax 
information and i5 being 
furnished to the In ternal 

RECIPIENT'S name.address, and ZIP code Rec1p1enrs 1dentofyrn1; number 7 Energy investment credit Revenue Service. If you are 
required to file a return. a 

8 Jobs credit 

negligence penalty will be 
imposed on you ii this 
patronage dividend income 
Is tnable and the IRS 
determines that it ha. not 
been reported. 

Copy 6 
For Recipient 

Form 1099-PATR 
Department of the Treasury - Internal Revenue Service 

PAYER'S name, add•ess. ZIP code. and Federal 1dentofy1ng number 1 Patronage d1v1dends 2 Nonpatronage drstrobuhons OMBNo 15450118 

i1®84 
3 Per-unit retaon allocat,ons 4 Federal oncome tax w1lhheld Statement for 

Recipients (Patrons) of 

Taxable 
Distr ibutions 

5 Redemption of nonquahhed 6 Investment credit 
Received 
From notices and retain allocations 
Cooperatives 

This is important lax 
information and Is being 
furnished to lhe Internal RECIPIENT'S name.address. and ZIP code. Rec1p1ent's 1dentof~1ng number 7 Energy investment credit Revenue Service. If you are 
required to file a return, a 
neghgence penalty will be 
imposed on you if this 

I Jobs credit patronage dividend Income 
is taxable and the IRS 
determines that it has not 
been repo,ted. 

Copy B 
For Recipient 

Form 1099-PATR 
Department of the Treasury - Internal Revenue Service 



Instructions to Recipient 

Any amount listed in Box 4 represents backup withholding. 
For example, persons not furnishing their taxpayer 
identifying number to the payer become subject to backup 
withholding at a 20% rate on certain payments shown on 
the form. See Form W-9, Payer's Request for Taxpayer 
Identification Number, for information on backup 
withholding and the furnishing of your taxpayer identifying 
number to the payer. You may take a credit on your income 
tax return for the tax withheld. 
Amounts shown in Boxes 6, 7, and 8 represent unused 
credits that are being passed through to you by the 

Instructions to Recipient 

Any amount listed in Box 4 represents backup withholding. 
For example, persons not furnishing their taxpayer 
identifying number to the payer become subject to backup 
withholding at a 20% rate on certain payments shown on 
the form. See Form W-9, Payer's Request for Taxpayer 
Identification Number, for information on backup 
withholding and the furnishing of your taxpayer identifying 
number to the payer. You may take a credit on your income 
tax return for the tax withheld. 
Amounts shown in Boxes 6, 7, and 8 represent unused 
credits that are being passed through to you by the 

Instructions to Recipient 

Any amount listed in Box 4 represents backup withholding. 
For example, persons not furnishing their taxpayer 
identifying number to the payer become subject to backup 
withholding at a 20% rate on certain payments shown on 
the form. See Form W-9, Payer's Request for Taxpayer 
Identification Number, for information on backup 
withholding and the furnishing of your taxpayer identifying 
number to the payer. You may take a credit on your income 
tax return for the tax wifhheld. 
Amounts shown in Boxes 6, 7, and 8 represent unused 
credits that are being passed through to you by the 

cooperative. Take these credits on your income tax return 
as follows: 

Box 6 amounts - On Form 3468 on the cooperative credit 
line 

Box 7 amounts - On Schedule B {Form 3468) on the 
cooperative credit line. 

Box 8 amounts - On Form 5884 on the flow-through jobs 
credit line. 

* U.S. GOVERNMENT PRINTING OFFICE: 1983-390-1113 E.I, 11-1897128 

cooperative. Take these credits on your income tax return 
as follows: 
Box 6 amounts - On Form 3468 on the cooperative credit 
line. 

Bo, 7 amounts - On Schedule B (Form 3468) on the 
cooperative credit line. 

Box 8 amounts· On Form 5884 on the flow-through jobs 
credit line. 

* US GOVERNMENT PfllNTING OFFICE: 11113-390-1113 E.I. 11-11197128 
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