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than the amount computed under paragraph
(b)(1) of this section, $5,550 is the amount of
tax imposed by section 1374.

Example 5. Corporation P, an S corpora-
tion, for its taxable year 1983 has an excess of
net long-term capital gain over net short-
term capital loss in the amount of $65,000
and has taxable income of $80,000. P’s elec-
tion under section 1362 has been in effect for
its three Iimmediately preceding taxable
years, but P, nevertheless, is subject to the
tax imposed by section 1374 for 1983 since it
has an excess of net long-term capital gain
over net short-term capital loss (in the
amount of $20,000) attributable to property
with a substituted basis. The tax computed
under paragraph (b)(1) of this section, $11,200
(28 percent of $40,000 ($65,000 —$25,000)), is less
than the tax computed under paragraph
(b)(2) of this section, $17,750. However, under
the limitation provided in paragraph (c) of
this section which is applicable in this fac-
tual situation, the tax imposed by section
1374 for 1983 may not exceed $5,600 (28 percent
of $20,000, the excess of net long-term capital
gain over net short-term capital loss attrib-
utable to property with a substituted basis).

[T.D. 8104, 51 FR 34201, Sept. 26, 1986; 52 FR
9162, Mar. 23, 1987. Redesignated and amend-
ed by T.D. 8419, 57 FR 22653, May 29, 1992.
Further redesignated by T.D. 8579, 59 FR
66462, Dec. 27, 1994]

COOPERATIVES AND THEIR PATRONS

Tax Treatment of Cooperatives

§1.1381-1 Organizations to which part
applies.

(a) In general. Except as provided in
paragraph (b) of this section, part I,
subchapter T, chapter 1 of the Code, ap-
plies to any corporation operating on a
cooperative basis and allocating
amounts to patrons on the basis of the
business done with or for such patrons.

(b) Exceptions. Part | of such sub-
chapter T does not apply to:

(1) Any organization which is exempt
from income taxes under chapter 1 of
the Code (other than an exempt farm-
ers’ cooperative described in section
521);

(2) Any organization which is subject
to the provisions of part Il (section 591
and following), subchapter H, chapter 1
of the Code (relating to mutual savings
banks, etc.);

(3) Any organization which is subject
to the provisions of subchapter L (sec-
tion 801 and following), chapter 1 of the
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Code (relating to
nies); or

(4) Any organization which is en-
gaged in generating, transmitting, or
otherwise furnishing electric energy, or
which provides telephone service, to
persons in rural areas. The terms rural
areas and telephone service shall have
the meaning assigned to them in sec-
tion 5 of the Rural Electrification Act
of 1936, as amended (7 U.S.C. 924).

[T.D. 6643, 28 FR 3153, Apr. 2, 1963]

insurance compa-

§1.1381-2 Tax on certain farmers’ co-
operatives.

(@) In general. (1) For taxable years
beginning after December 31, 1962,
farmers’, fruit growers’, or like asso-
ciations, organized and operated in
compliance with the requirements of
section 521 and §1.521-1, shall be sub-
ject to the taxes imposed by section 11
or section 1201. Although such associa-
tions are subject to both normal tax
and surtax, as in the case of corpora-
tions generally, certain special deduc-
tions are provided for them in section
1382(c) and §1.1382-3. For the purpose of
any law which refers to organizations
exempt from income taxes such an as-
sociation shall, however, be considered
as an organization exempt under sec-
tion 501. Thus, the provisions of section
243, providing a credit for dividends re-
ceived from a domestic corporation
subject to taxation, are not applicable
to dividends received from a coopera-
tive association organized and operated
in compliance with the requirements of
section 521 and §1.521-1. The provisions
of section 1501, relating to consolidated
returns, are likewise not applicable.

(2) Rules governing the manner in
which amounts paid as patronage divi-
dends are allowable as deductions in
computing the taxable income of such
an association are set forth in section
1382(b) and §1.1382-2. For the tax treat-
ment, as to patrons, of amounts re-
ceived during the taxable year as pa-
tronage dividends, see section 1385 and
the regulations thereunder.

(b) Cross references. For tax treatment
of exempt cooperative associations for
taxable years beginning before January
1, 1963, or for taxable years beginning
after December 31, 1962, with respect to
payments attributable to patronage oc-
curring during taxable years beginning
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before January 1, 1963, see section 522
and the regulations thereunder. For re-
quirements of annual returns by such
associations, see sections 6012 and
6072(d) and paragraph (f) of §1.6012-2.

[T.D. 6643, 28 FR 3153, Apr. 2, 1963]

§1.1382-1 Taxable income of coopera-
tives; gross income.

(a) Introduction. Section 1382(b) pro-
vides that the amount of certain pa-
tronage dividends (and amounts paid in
redemption of nonqualified written no-
tices of allocation) shall not be taken
into account by a cooperative organiza-
tion in determining its taxable income.
Such section also provides that, for
purposes of the Internal Revenue Code,
an amount not taken into account is to
be treated in the same manner as an
item of gross income and as a deduc-
tion therefrom. Therefore, such an
amount is treated as a deduction for
purposes of applying the Internal Rev-
enue Code and the regulations there-
under and, for simplicity, is referred to
as a deduction in the regulations under
such Code. However, this should not be
regarded as a determination of the
character of the amount for other pur-
poses.

(b) Computation of gross income. Any
cooperative organization to which part
I, subchapter T, chapter 1 of the Code,
applies shall not, for any purpose under
the Code, exclude from its gross in-
come (as a reduction in gross receipts,
an increase in cost of goods sold, or
otherwise) the amount of any alloca-
tion or distribution to a patron out of
the net earnings of such organization
with respect to patronage occurring
during a taxable year beginning after
December 31, 1962. See, however, sec-
tion 1382(b) and §1.1382-2 for deductions
for certain amounts paid to patrons
out of net earnings.

[T.D. 6643, 28 FR 3154, Apr. 2, 1963]

§1.1382-2 Taxable income of coopera-
tives; treatment of patronage divi-
dends.

(a) In general. (1) In determining the
taxable income of any cooperative or-
ganization to which part I, subchapter
T, chapter 1 of the Code, applies, there
shall be allowed as deductions from
gross income, in addition to the other

§1.1382-2

deductions allowable under chapter 1 of
the Code, the deductions with respect
to patronage dividends provided in sec-
tion 1382(b) and paragraphs (b) and (c)
of this section.

(2) For the definition of terms used in
this section see section 1388 and
§1.1388-1; to determine the payment pe-
riod for a taxable year, see section
1382(d) and §1.1382-4.

(b) Deduction for patronage dividends—
(1) In general. In the case of a taxable
year beginning after December 31, 1962,
there is allowed as a deduction from
the gross income of any cooperative or-
ganization to which part | of sub-
chapter T applies, amounts paid to pa-
trons during the payment period for
the taxable year as patronage divi-
dends with respect to patronage occur-
ring during such taxable year, but only
to the extent that such amounts are
paid in money, qualified written no-
tices of allocation, or other property
(other than non qualified written no-
tices of allocation). See section 1382 (e)
and (f) and 8§1.1382-5 and 1.1382-6 for
special rules relating to the time when
patronage is deemed to occur where
products are marketed under a pooling
arrangement or where earnings are in-
cludible in the gross income of the co-
operative organization for a taxable
year after the year in which the pa-
tronage occurred. For purposes of this
paragraph, a written notice of alloca-
tion is considered paid when it is issued
to the patron. A patronage dividend
shall be treated as paid in money dur-
ing the payment period for the taxable
year to the extent it is paid by a quali-
fied check which is issued during the
payment period for such taxable year
and endorsed and cashed on or before
the ninetieth day after the close of
such payment period. In determining
the amount paid which is allowable as
a deduction under this paragraph, prop-
erty (other than written notices of al-
location) shall be taken into account
at its fair market value when paid, and
a qualified written notice of allocation
shall be taken into account at its stat-
ed dollar amount.

(2) Special rule for certain taxable
years. No deduction is allowed under
this section for amounts paid during
taxable years beginning before January
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