AUE 25 1961

Dear Siv ar Hadang

Your application for axewption from Pederal incows tax ss an orgsnisation

deocribed in Section 301(c)(7) of tlw Internal Reverve Code has been given
ccnsideration. ’

The evidenca presented disclosed that you were organised I,
and that you oparate unler the provisions of your Constitution and Eylsws
which aset forth your purposos awd, pewers. .

Yow. -purposes, L.lafly atered, sre to provids a viable and low cost.
mechanismm for the cunsumption of food and relatad products, to etimulate
the consumptinn 17 organically produced food products, and tov provide
education ° servicea to tha members of the Co-op and the publice,

Your activirias are to purchese mmtural foode in bulk form, bring them
to 2 parsons homa, and pickage them in the quuntities orderad, You also
disciues how to usa the foods, exchangc recipen and place pew ordars.

Section 501(s) of the Iaternal Revenua Coda of 1934 provides for. ths
exemption of certain orpanicutions desertbed in subssetton 501(e).

section 501(e)(?) provides for exemption fort \
"(7) Clubs organized for pleasure, rocrestion, and other non—
profitahle purposas, eubstantially all of the activities of
which are for euch purpones anc no part of the nat nming:
of which irmures to the benefit of any privato sharehalder,
Section 1,5017¢) (7)}~1 of the Income Tax Regulatiouns states, in p‘rc? as followe:

"The exemption provided. by Sectien 501 (a) for or = !zrilous

described in Section 301(c)(7) applies only - . ..~-ﬂlg.h
are organized for pler mure, recreation and othe: . . fitable
(T posea, vut does not apply 2 aul? club if my o *+ - its

net earnlors inuree 1 the benafic of muv privacr 'vaholdey,
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In guneral, this exempticn axtends o soctal d mtntin

cluby which sre mupportiu solaly by nmhu'lﬁp !... m and

..‘.‘mt'. o, \ v o
Based upon the information sube.ltted, ic .ppuia you are :‘n‘: cmnuu
and operated for pleasure end vecreation, but that. you ave primcrily
operated to purchasa natural foods fn bulk and to- dun.-mu them mu
your meabers. Tharafora, your activitiss do mwot clearly esteblish’ ﬂht
you ara operated exclusivaly for those setivitiss d.erﬂ«ld la,
Sectiom 301(c)(7). .
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We also considared your application 'nder Code Section 501 (a)(4).

Tha Income Tax Regulaticns Section 1.501{c)(A)~1(a) states that e aivie
league or organization deascribed {n Section %01(c)(4) my be axempt if 1t
1» not organi-ad or oparsted for profit snd it s operuted exclusively for
the promotinn ( * social wallare. The Regwlations further dascribe socfal
wvelfare activities as promating in soue wy the common good end Zemeral

valfare of rhe people of the communit)'s An orpanization coming with'a the -

purview of this wection is one which 1y operated primsrily for the po Jse
of bringing about civic betterments snd social improvements,

Revenue Ruling 73-349, 1973-2 Cumsulative bullutin, pige 179, deseribes
an organieation aimilar ¢ your own, IL desls with an organizacion formel!
to purchase xrcwvaT’'es for 1t's membars at the lowest poceible prices on a
cooparative _.<ir. Th e = &' ""ion wag mot recognized a8 baing examot
under Section 501 (c)(4) of the . - .

We alse considered your organigattion umler L. '*on 27,

Saction 521(h) (1) describes sxempt farwers' moperativu:

"The farmers' cooperatives exempt from taxation t o utazt
provided in subsection (a) are farmers®, fruit growers', or
1ika associntions organiced snd upmm m a mpmzin
basie (A) for the purpoase of marketing the préducts of mswbers
ov sther producers, and turning bsck to them tha proceeds of
sales, lo2s the necessary marketing ervensas, cun the hasis of
either the quantity or the value of the nroducle furrdshed by -
them, or (B) for the pu-poses of purcliasing mliu sd equip-
ment for the nse of members or other persons, sm' @uyning cver
such suprlies and equipment at actual coat, plus |wr.essary
expenges,”
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Section 321(b) (1) (A) requires an exempt farmers' cooperative, ovgauised for
markating the products of members and other producars, to turn beek to them
the procoeds nf sales, lpu necest ary warketing expsnsas. Section 321 (b)(1)(B)
requires an emempt farmers' coopsrative, orgsnised for purchasing supplies
and equipment for the use of mmabers or other persons, to turn over duch
suppiies anl oquipment to them at autual cost, plus necessery emipenses. The '
principles underlying cooperstives require that any excess, called "earnings”,
be toturned to the patrone at the e«nd of esch sccounting period in ptoportton
to the smount of business done for esch of then, and . further, that this be

an absolute requisica for tax sxwmptiom.

Sinca your organization Joes nnt market mambor products and does mot
return "excaas earnings™ &  ‘*rons at the end of the year, you do mot
meet the qualifications of section efithar,

Tharefore, we have comeludec 't you do ot qualify as an orgrmization
described tn Sections 501(e¢’ » 301(e)(A) or Sectiom 521 of the Code.

You ara tuquired to file ladaral incoms tax raturns annually on Yorm 1120,
¢ you do mot agree with these conclusions, you way, within 30 days from
the date of this propos.d adverss detarmination latter, appaal to the
Regional Office through this Key District O0ffices. Your sppsal should
contain the Information described vnder Ragiomal Office Appesl in tha
enclosed Publication 392, and should bs mmiled to this offica. The
Reglonsl Offico will ler you know what actinz (hey take and will sat a
date and place for any conferoncs to ha bmld,

‘hisg 18 a detarmLyweiom latter,

Sincarely yours,

// I

District Director

Enc losure
rublication 892




