Seiners Association v. Commissioner, 58 T. C. 949, 1972 U. S. Tax Ct. LEXIS
60 (1972)

For a cooperative to deduct patronage dividends, written notices of allocation must
clearly disclose the stated dollar amount allocated to each recipient within the
statutory payment period.

Summary

Seiners Association, a nonexempt cooperative, sought to deduct patronage dividends
for the years 1966 and 1967 under IRC section 1382(b). The cooperative distributed
financial statements and receipts to its members within the statutory payment
period but did not explicitly state the dollar amount of patronage dividends until
after the period ended. The Tax Court ruled that these documents did not constitute
‘written notices of allocation’ as required by the statute, thus disallowing the
deductions. The decision emphasized the need for clear disclosure of allocated
amounts within the payment period to ensure proper taxation of cooperative
earnings.

Facts

Seiners Association, a nonexempt cooperative, sold fishing gear, marine fuel, and
insurance to its members. For the fiscal years ending November 30, 1966, and
November 30, 1967, the cooperative determined the total member rebates based on
purchases made during those years. They distributed financial statements at annual
meetings, which included percentage factors for calculating individual rebates, and
receipts for purchases. However, the actual dollar amounts of patronage dividends
were not disclosed until after the statutory payment periods ended on August 15,
1967, and August 15, 1968, respectively. The cooperative claimed deductions for
these dividends under IRC section 1382(b), which were challenged by the
Commissioner of Internal Revenue.

Procedural History

The Commissioner determined deficiencies in the cooperative’s federal income taxes
for the years 1965, 1966, and 1967, disallowing the claimed deductions for
patronage dividends. Seiners Association filed a petition with the United States Tax
Court to contest these deficiencies. The Tax Court ultimately ruled in favor of the
Commissioner, holding that the cooperative did not meet the statutory requirements
for deducting patronage dividends.

Issue(s)

1. Whether the combination of financial statements and receipts distributed within
the statutory payment periods constituted ‘written notices of allocation’ under IRC
section 1388(b).

2. Whether the cooperative’s distributions qualified as ‘qualified written notices of
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allocation’ under IRC section 1388(c), allowing for deductions under section
1382(b)(1).
3. Whether the cooperative could claim a partial deduction under IRC section
1382(b)(2) for payments made in redemption of ‘nonqualified written notices of
allocation.

Holding

1. No, because the financial statements and receipts did not disclose the stated
dollar amount allocated to each member, failing to meet the definition of ‘written
notices of allocation.

2. No, because the cooperative did not meet the 20% payment requirement within
the statutory period, thus failing to qualify under section 1388(c).

3. No, because the cooperative did not distribute ‘nonqualified written notices of
allocation’ within the statutory period, precluding any deductions under section
1382(b)(2).

Court’s Reasoning

The Tax Court emphasized the statutory requirement that ‘written notices of
allocation’ must disclose the stated dollar amount allocated to each recipient. The
court found that the financial statements and receipts distributed by the cooperative
did not meet this requirement, as they required members to perform calculations to
determine their allocations. The court also rejected the cooperative’s arguments
regarding constructive receipt and the timing of the 20% payment, citing the
legislative history and strict statutory language. The decision underscored the
necessity of clear, timely disclosure to ensure proper taxation of cooperative
earnings, in line with the intent of the 1962 Revenue Act.

Practical Implications

This decision clarifies that cooperatives must provide clear, explicit written notices
of allocation within the statutory payment period to claim deductions for patronage
dividends. Legal practitioners advising cooperatives must ensure that such notices
are distributed in a timely manner and clearly state the allocated dollar amounts.
The ruling reinforces the IRS’s strict enforcement of the statutory requirements for
cooperative taxation, potentially impacting how cooperatives structure their
financial distributions. Subsequent cases, such as Randall N. Clark, have cited this
decision to support a strict interpretation of similar statutory language.
Cooperatives must be diligent in their compliance to avoid disallowed deductions
and resulting tax liabilities.
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