Oklahoma State Union of The Farmers Educational and Cooperative Union of
America v. Commissioner, 68 T. C. 651 (1977)

A mutual insurance company for tax purposes is characterized by equitable
ownership of assets by members, policyholders’ right to be members and choose
management, a sole business purpose of supplying insurance at cost, and the right
of members to return of excess premiums.

Summary

The Oklahoma State Union of the Farmers Educational and Cooperative Union of
America challenged the IRS’s determination that it was not a mutual insurance
company, impacting its tax status. The Tax Court held that the Union qualified as a
mutual insurance company under sections 821-826 of the Internal Revenue Code,
despite not meeting all traditional characteristics of such companies. The Union’s
policyholders had equitable ownership, the right to manage, and to receive excess
premiums, though not exclusively. The court emphasized the Union’s policyholder
orientation and its sole business purpose of providing insurance at cost, affirming its
status as a mutual insurance company.

Facts

The Oklahoma State Union, an unincorporated association, operated as a mutual
insurance company since 1921, writing insurance policies exclusively for its
members. In the years 1970 and 1971, the Union reported its income as a mutual
insurance company. The IRS assessed deficiencies, asserting the Union was not a
mutual insurance company due to its surplus and non-insurance activities. The
Union’s bylaws allowed for equitable distribution of assets upon liquidation, but
membership was not restricted to policyholders. The Union also engaged in
educational and legislative activities, and made various investments.

Procedural History

The IRS issued a notice of deficiency to the Union for the years 1970 and 1971,
asserting it was not a mutual insurance company under sections 821-826 of the
Internal Revenue Code. The Union petitioned the U. S. Tax Court, which heard the
case and ultimately ruled in favor of the Union, affirming its status as a mutual
insurance company.

Issue(s)

1. Whether the Oklahoma State Union qualifies as a mutual insurance company
under sections 821-826 of the Internal Revenue Code?

Holding

1. Yes, because the Union exhibited three of the four characteristics of a mutual
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insurance company: equitable ownership of assets by members, the right of
members to a return of excess premiums, and a sole business purpose of providing
insurance at cost. Despite lacking exclusive policyholder membership and
management rights, the Union was deemed policyholder-oriented, aligning with the
broad congressional intent for defining mutual insurance companies for tax
purposes.

Court’s Reasoning

The court analyzed the Union’s characteristics against those typically found in
mutual insurance companies. It acknowledged the Union’s equitable ownership
structure and the right to distribute excess premiums, as stated in its bylaws. The
Union’s surplus was deemed reasonable and necessary for covering potential losses,
despite the IRS’s argument of excessiveness. The court also considered the Union’s
non-insurance activities and investments, concluding that they did not detract from
its primary business purpose of providing insurance at cost. The lack of exclusive
policyholder membership and management rights was not fatal, as the court
emphasized the Union’s overall policyholder orientation, supported by legislative
history indicating a broad definition of mutual insurance companies for tax
purposes. The court cited cases like Thompson v. White River Burial Ass’n and
Modern Life & Accident Insurance Co. v. Commissioner to support its reasoning.

Practical Implications

This decision clarifies the criteria for qualifying as a mutual insurance company for
tax purposes, emphasizing policyholder orientation over strict adherence to
traditional characteristics. It may influence how similar organizations structure their
operations and bylaws to align with the tax code’s definition of mutual insurance
companies. The ruling could impact the tax planning strategies of mutual insurance
entities, particularly those with non-insurance activities, by allowing them to retain
surplus for anticipated losses without jeopardizing their tax status. Subsequent
cases may reference this decision when evaluating the tax status of entities with
mixed purposes. Businesses in the insurance sector should consider this case when
assessing their organizational structure and tax reporting obligations.

© 2025 SCOTUSreports.com. All rights reserved. | 2



