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FOREWORD 

The main purpose of this publication, Organizing and Operating 
FIshery Cooperatives, is to present the basic information needed 
to organize a fishery cooperative and begin operations. The new 
publIcation will appear as Circular 155 and will continue the general 
plan and aim of the earlier pUblications entitled Organizing and 
Incorporating Fishery Cooperative Marketing Associations. 

The new Circular updates the basic information from two earlier 
publications on fishery cooperatives. The original material was 
rewritten for clarity and brevity. In addition, several new features 
have been included plus two new sections on important legal and tax 
matters. 

The first publication on this subject, written by Leonard C. 
Salter, appeared in 1936. It was issued as U. S. Bureau of Fisheries, 
Fishery Circular No. 22. A revision of Fishery Circular No. 22 was 
prepared in 1948 by the late Richard A. Kahn, formerly Chief of 
the Branch of Economics, Division of Industrial Research, U.S. Fish 
and Wildlife Service. 

Harriet A. Denton, Editorial Clerk, Branch of Economics, 
edited the material for thi s publication. 
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ABSTRACT 

This publication is a guide or handbook for organlzmg 
and operating cooperative organizations of fishermen under 
the provision of Public Law 464, 73d Congress. Authorizing 
Associations of Producers of Aquatic Products (48 Stat., 
sec 1213; 15 U.S.C. secs. 521-522)' 

The publication pre sent s the aims and principle s of 
fishery cooperatives and the procedure for organizing and 
operating these organizations. General information on 
cooperative operating methods and policies is included. 
The application and interpretation of the Fishery Coopera­
tive Marketing Act are given. A resume of the iegal re­
quirements for cooperative"s under the various State laws 
is included. The general legal aspects of fishery coopera­
tives' tax liabilities, information about legal instruments 
of incorporation, and other useful materials are also 
important parts of this publication. 
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ORGANIZING AND OPERATING 
FISHERY COOPERATIVES 

by leslie D. McMullin-

AIMS AND PRINCIPLES OF FISHERY COOPERATIVES 

INTRODUCTION 

Fishery cooperatives make important 
contributions to the economic welfare of 
each American community in which they 
are located. These organizations exist to 
meet the wide variety of economic and so­
cial needs of the fishing communit ies they 
serve. Cooperatives are the modern version 
of the old tradition of neighbors working 
together to help themselves and each other. 

In the United States there are about a 
hundred fishery cooperatives. Ofthe 139,000 
fishermen in the United States, about 11 
thousand are members of fishery coopera­
tives. There are many fishing areas where 
new cooperatives can be developed to pro­
vide efficient marketing and purchasing 
services for member fishermen. 

Fishery cooperatives must organize un­
der the laws of their respective States and 
comply with the provisions of Public Law 
464, Authorizing Associations of Pro­
ducer s- -more commonly referred to as 
the Fishery Cooperative Marketing Act of 
l2H.l In a general but factual way, thi s 
publication will serve as a handbook to 
provide guidance for groups of fishermen 
and technical per sonnel who wish to form 
and operate such a cooperat ive. Upon re­
quest, the Bureau of Commercial F i sher ies 
will provide assistance on specific ques­
tions or problems of any particular or­
ganization. 

FISHERY COOPERATIVES IN GENERAL 

Most fishery cooperatives in the United 
States perform both a marketing and a 
purchasing function. In marketing, the co -

-OUef, Fishery Cooperatives Section. Branch of Economies, 
Division of Industrial Resurch, Buruu of Commercial Fisher­
ies, U.S. Fish and Wildlife Service, WashingtOn, D. C. 

148 Stat. 1213; 15 U.S.C., sees., 521-522. 

operative may take a fIsh rmdn' t h 
and handle or process it for 1 t r 1, 
or it may act as a bargamm a nt nd 
arrange to sell and delIver the c tch to 
another firm. Supplies and equipm nt r -
quired for fishmg operatlOn - are sock d 
and sold to fishermen. 

Bargainlng cooperabv s are u uall fo nd 
where a considerable part of th ttl 
cat ch of fish or shellfish IS cann d, f r 
example, tuna, salmon, pIlchard, nd 
dungeness crabs. A special coop r tlv 
committee or group of commItte 1 ap-
pointed to meet with indIvldual proc m 
firm s and negotiate the terms and condltJon 
of sale for the fish or shellfIsh d hv r d 
during the marketmg season. Aft r n 
agreement has been reached, th fish r n 
deliver their catches dlrectly to the cann r 
who accepted the negotlated t rm nd 
conditions. There are several wa of p 
ing for each catch. Paym nts may b mad 
directly to the fishermen at lim of dehv 
ery, or they may be made throu h th 
cooperative. In either case, a serVIC ch r 
or fee to cover the operatmg exp n 
the cooperat... Je IS deducted b for 
fishermen are paid. Such deduc 
first authOrIzed by the fishermen. 

Many fishery cooperativ 
State s provide various serVIce for m mb 
fishermen. They own facIbtJes for u d-
ing catche s, cleanmg and packm • fit 
and qUlck freez ing, and cold torag 01 
of flsh. In additIOn they manufactur 
and packIng boxes, keep record, up 
market and price Information, nd tr n 
products to market. 

The need to reduce th 
prompts fishermen to or 
cooperatives. Money 1 

quantity purcha e mad 
Some cooperative 
individual members 

production 
am%. purch 
saved b 

t dl 

provide supplie m a epar 



of the organization. By lowering production 
costs, fishermen place themselves in a more 
favorable competitive position in the mar­
ket. 

U.S. fishery cooperatives have been 
among the leaders in improving the quality 
of fresh fish delivered to the consumer . 
This has been accomplished by a willing ­
ne s s to ac cept new and improved method s 
for catching and pre serving fish and shell­
fish. There has been expansion in such 
activities as processing, quick freezing, 
cold storage, canning, and retail marketing. 
Frequently cooperatives set their own in­
spection and grading standards, and thus 
have established a reputation for high­
quality fishery products. 

A cooperative is a group of individuals 
acting together for mutual benefit. Coopera­
tion has been termed "intelligent self­
interest," and members jointly perform 
services which they could not perform 
economically as individuals. The associa­
tion is the machinenecessarytoaccomplish 
the objectives of the group. 

The owner ship and control of a coopera­
tive are vested in the producer members 
or holders of common stock. Some State 
laws limit the shares of common stock 
held of any member to a percentage of the 
total number issued. Customarily, each 
member has one vote regardless of the 
number of shares he owns in the coopera­
tive. This is in contrast to the usual cor­
porate busines s enterprise where ownership 
and management are controlled through 
stock ownership, and voting is based on 
the total shares held by each stockholder. 

A cooperative is usually considered a 
nonprofit enterprise since the organization 
is not oriented towards profit, but rather 
towards production cost reduction. Because 
the patrons own and control the cooperative 
enterprise, they are intere sted in net re­
turns to individual fishermen rather than 
profits for the organization. In a market­
ing cooperative, net returns include the sale 
price of the product less the cost of doing 
business and the amounts set aside for 
stock dividends (if any), re serves, and other 
funds. In a purchasing cooperative the 
patron pays the wholesale delivered cost 
of items plus a "cost of operat ing ." The 
cost of operating should be sufficient to 
assure the establishment of reasonable 
reserves. Thus the net return in a purchas-
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ing association would be whatever savings 
could be made from out of the estimated 
cost of doing business. 

The cooperative enterprise utilizes labor, 
capital, and management; and the earnings 
are returned to members in proportion to 
their patronage. Cooperatives compete to 
some extent with other types of business 
in obtaining commodities from producers, 
in reselling products in markets, or in the 
reselling and distributing supplies and 
equipment, b1..:t such competition is incidental 
to the rendering of service to producers 
who own and control the cooperatlve. 

In enterprises of a commercial nature, 
capital, labor, and management are com­
bined primarily to produce returns to in­
vestors. The interests of the Investo rs 
are of paramount concern. The quality of 
service rendered, or of the commodity 
produced, is incidental to rewarding capital 
in the form of dividends, and the quality 
is not determined by producers of the raw 
product. Management is usually in the hands 
of a few individuals who are selected by a 
board of dIrectors elected by the stock­
holders. Stockholders are interested in the 
dividends, which are based on the marg in 
between costs and receipts. Dividends are 
distributed on the basis of capital inve sted. 

As a general rule, a cooperative asso­
ciation is organized to provide a service 
or to improve service, pos sibly at lower 
cost. 

Conditions which prompt f ishermen to or­
ganize a cooperative might be to satisfy one 
or more of the following needs: 

1. Stabilizing income by freezing and 
storing fish and shellfish caught during a 
glut. 

2. Initiating tighter quality control by 
using mor e efficient methods of IClng or 
quick freezing, and by i!'llproving sanitary 
practices. 

3. Pooling funds and services to obtain 
operating capital to preserve the inde ­
pendence of individual fisherm~n. 

4. Reducing the high costs of neces ­
sary equipment such as trucks, gasoline 
pumps, marine gear, and supplies by com ­
bining purchasing power. 



5. Transporting cat c h to di s tant mar­
kets. 

6. Establishing a competit i ve ma r ket 
for the fishermen's products. 

7. Providing a marketing se r vice for 
processed or canned products o r s p ecialty 
packs, in order to utilize produ c t s t hat 
would otherwise be wasted. 

8 . Providing for special ne eds of fish ­
ermen, e.g., harbor and d o ck f acilities, 
unloading and handling fa cilit ies, ice man­
ufacturing plants, etc. 

9. Providing some type o f mutual pro ­
tection fund to cover the lo s s o f boats of 
fishermen who cannot afford to p ay the 
usual insurance premium rates . 

TYPES AND FUNCTIONS OF FISHER Y 
COOPERA TIVES 

There are two type s of coop eratives, 
centralized and federated. The t ype is de ­
termined by the nature and scop e of the 
service s offered, the commodi t y , t he f acili­
tie s for handling, and the e xtent of the 
territory to be served by the as sociation. 

Centralized Cooperative 

In the centralized cooper a tive association 
the individual becomes a member b y paying 
a fee or by purchasing s tock in t he asso­
ciation. A central office ma intains 'd irect 
contact with the members and s erves as a 
common meeting ground. T his typ e of 
cooperative may be organi zed wit hout re­
spect to districts, areas, c ommunities, or 
counties. 

Unles s policy demand s o t he r wise, offi­
cers and directors are chosen from any 
section or terr i tory s erved by the as socia­
tion. In an annual me e t ing at the home office 
the member s nomi n a t e and vote for the 
officials. Committ ee reports on association 
bus ine s s a re m a de a t th is meeting, and 
dis cuss ion i s open to t he members. The 
board of directors calls local meetings to 
discuss assoc i ation affai r s. 

Federated Cooperative 

In a federated type of association the 
individual producer is a m emb er of a local 
cooperative. Such locals generally are 
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independently orgamzed 
federatlOn. The bylaws 
set forth the sIze and numb r 
and the manner of then r pr 
The member conducts hIs affaIr 
ings of the local, and It 5 OfflC 
liaison with the federatlon. 

Each local elects delega es, propor 
to the number of member ,a r pr n 
tives at the annual meetmgs ofthe f d r d 
association. Members to erv on h f d­
eration's board of director ar d 
by the locals and voted upon a 
meeting. 

Today there a re no fede rated 
cooperative assoClations In the 
State s. 

The formatlOn of a cooperatlv a SOCI -
tion should be determmed by eXlstlng con­
ditions which confront the fIshermen. E -
tablishment may be for purpose In an} 
way connected with producmg or mark tin 
fishery products and for the purcha of 
supplies. 

Examples of functions whlc could b 
performed by a fl she ry cooperatl v r: 

1. Transportation of fish ry produ t 
to plants, canneries, and other mark 

2. Operation of a boat servIcing ta­
tion for the exclu si ve u "e of a so 1 t 10 

members. 

3. Operation of a shop for repal n 
machines, boats, and nets. 

4. Rental of trucks and qUlpmen for 
cleaning boats at mmimum cost 0 memb r . 

5. Election of a collectIve barg 
commIttee to negotlate term and 
tions with individual buyers for th 
members' catches when the coopera 
self doe s not perform any marke mg 
ice s. 

6. Marketing the produc of membe 

7. Purchasing supphe and equlpm nt 
for members. 

8. Arranging for fmanCln of fl 
operations. 

9. Maintammg a retaIl outl 



10. Operating a freezer and cold stor­
age warehouse. 

11. Providing dock facilities. 

12. Operating a processing plant. 

13. Maintaining a laboratory for quality 
control. 

14. Developing patents and trademarks. 

The above-mentioned functIons are not 
all-inclusive. There are many others that 
can be performed by flshery cooperatIves. 

The cooperative associatlOn should take 
special care not to violate provisions of the 
Sherman Ant i- Trust Act. ThIs Act prohlblts 
monopolizing or restrammg trade in mter­
state or foreign commerce. Monopol1zing 
trade may be the establishment of a "closed 
shop" for purchase of fish, whIch, m th 
case of a cooperative, would be imposing 
on the purchaser a condition that he must 
purchase fish exclusively from the co­
operative or from members of the asso­
ciaticn. The cooperative may establish a 
price at which it IS willmg to sell its 
products. It may also establish a price 
at which individual members may sell their 
products. A cooperative, however, cannot 
legally establish a price which purchasers 
must pay for fish bought from those who 
are not members of the as sociation. In 
addition, cooperatives can determine their 
own selling price s but not the selling price s 
of the wholesalers or retailers to whom 
they sell. Cooperatives may sell their prod­
ucts or the products of their members by 
means of auction; but, if this procedure IS 
adopted, the auction room must not be closed 
to certain dealers nor must it otherwise 
be intended to monopolize the sale of fish. 
These cases of activities prohibited to 
cooperatives are only samples of possible 
violations of the Sherman Anti- Trust Act. 
Many others are possible.! Cooperative 
associations that are formed mainly to 
establish prices are advised to seek legal 
counsel before they start operations. 

The first duty of a group concerned with 
the fishermen's welfare should be to as­
certain whether certain conditions actually 
exist, and whether it is possible and feas­
ible to provide a satisfactory remedy. Fur-

t Refer to a section on the variqus l~al aspects of fishery 
cooperatives. page 18. for a more complete discussion. 
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thermore, it should be det rmined 1f CI 

cooperatlve assocIation se rve s a def1nlt 
need In the business or trade area wherein 
it plans to op rate. A coope ratlve market­
ing associa t lOn must be conslde red as a 
business organizat lOn , and preparation for 
It formation and op ratIon should be made 
accordingly. 

To determme if an assoClation is needed, 
several questions must b answ red. 

I. What volume of product s is ava lI ­
able? 

2 . What function", or 5ervic s are to 
be performed? 

3. Is the association wanted by those 
in a posltlon to patrolllze it? 

4. How much capital 1 s requlr d to 
operate until an association can become 
establl",hed and make its own finanClal 
arrangements? 

Several further questlOns arise: 

I. What IS the extent of such immediate 
ilnanClal requirement 5? 

2. Could all or part of the fmances 
required be obtained among the prospec­
t1ve members and patrons of the proposed 
association? 

3. Ii not, at what cost could the neces­
sary finances be secured from another other 
source? 

The deCIsion to organize a fishery co­
operative requires considerable time and 
effort. Sometimes potential members are 
requested to contribute their services to 
assist in organizing and soliciting member­
ship. Organizing and incorporatmg a coop­
erative IS laborious and costly, therefore, 
a preliminary survey should be made to 
determine if the cooperative is feasible. 
If a cooperative is desirable, it should be 
organized quickly while interest is high. 

ASSISTANCE AVAILABLE THROUGH 
STATE AGENCIES AND GOVERNMENT 

BUREAUS 

Some States, through State fishery agen­
cies, universities, and colleges, offer as­
sistance to groups of producer s in organizing 



and operating cooperative or nonprofit as­
sociations. The State legislature sometimes 
gives such agencies or institutions certain 
responsibilities in assisting the fishery 
industry. These institutions usually assist 
as part of their work of providing social 
and economic services. Such assistance 
should be used where possible by groups 
of fishermen contemplating the organizing 
of a cooperative marketing association. 

As a re suIt of it s long experience with 
cooperatives, the Bureau of Commercial 
Fisherie s is able to give technical advice 
and assistance to groups of fishermen who 
wish to organize a cooperative. Monetary 
assistance for the formation of a coopera­
tive association, however, cannot be pro­
vided by the Government. 

Upon the advice of the Bureau of Com­
mprcial Fisheries, well-to-do fishermen, 
in several instances, have advanced money 
to cooperatives in the interest of all local 
fishermen. The Bureau ha s helped obtain 
lease s of lots for fish-houses, purcha se 
surplus war material, hold elections of 
officer s, write Bylaws and Article s of 
'Incorporation, give technical advic e, and 
establish accounts and books for the c oop­
eratives. 

Those interested in cooperatives should 
know that the Small Business Administra­
tion (SBA) makes loans, when adequately 
justified, to small private bus iness ent e r­
prises, includmg c ooperative s . Approx i­
mately one-half of all loans made by tha t 
agency have been in amounts of $10,000 or 
less. The SBA does not make loans f o r 
the purposes of forming a fishermen' s 
cooperative association. The SBA, howe ve r, 
will sometime s make loan s to be used fo r 
the follo wing purpo se s: 

1. Payment of labor. 

2. Purcha se of material required in the 
business. 

3. ~eplacement of obsolete or wornout 
machinery or purcha se of additional ma­
c hinery necessary for efficient operation. 

4. Establishment of new business en­
terprises. 

5. Expansion of established business 
enterprises. 
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6. Industrial construction. 

7. Payment of indebt edness and tax 
with a portion of the loan . 

Information re ga r dmg loans may be ob­
tained by addre ssing inquiries to the SBA 
regional offic e s l ocated in the followm 
cities: 

Boston 10, Mas s . 
New York 4, N. Y. 
Philadelphia 7, Penn. 
Richmond 20, Va. 
Atlanta 3, Ga. 
Denver 2, Colo . 
Seattle 4, Wash. 
Detroit 26, M i c h . 

Cleveland 13, Ohio 
Chicago 3, Ill. 
Minneapolis 2, Minn. 
Kansas City 6, Mo. 
Dallas 2, Tex. 
San Francisco 5, 

Calif. 
Los Angeles 13, CalIf. 

The F ish and Wil dlife Act of 1956, as 
ame nd e d, established a revolving loan fund 
for whic h $13 million wa s appropriated. 
The Se c ret a r y o f t he Interior is empowered 
to grant l oan s bearing an interest rate of 
not le s s t han 3 percent per annum WIth a 
matur i t y date of not more than 10 years. 
The s e l o a n s may be granted for the "fmanc­
ing a nd r efinancing of operatlOn, mam­
tenance , repl acement, repairs, and eqUIp­
m e nt o f f ishing ve ssels and gear." The f' 

loan s a r e made by the Department of th 
Int e r i o r t hrough the Bureau of Comm r­
c i al F ish eries, Branch of Loans and Grants. 
Fishe r y marketing cooperatives now qualify 
for loans from the Fishenes Loan Fund as 
a r esult of these revised regulatlOns and 
those issued on September 12, 1958, dnd 
A pr il 30, 1961, by the Secretary of th 
Int erior, in accordance WIth SectlOn 4 of 
t he Fish and Wildlife Act of 1956 (70 Stat. 
11 19,1121; 16 U.S.C., sec. 742C). 

To qualify for a loan, a fishery coop­
erat ive marketing association must have 
e nfor ceable arrangements WIth Its member 
g i v ing it full control over the conditlons of 
s ale of all members' catchesandempov.er­
ing it to disburse the proceeds from, all 
such sales . For all practical purposes h 
as soc iation will need signed mar e 
agre e m ents (or the equivalent) cover ng 
membe r s' catches of fish and she If s 
A loan application will not be con!>ldered 
if the f mancial aSSIstance IS to be u ed 
for any phase of a shore operatIon. In 
addit i on, if c r edit IS available from other 
source s , an a p plIcation wIll not be con­
s idered. T he r e are certam other condItion 
bas i ca lly lim Iting consideratlOn of applIca­
tio ns. Thes e a r e specifically defmed m 
regulat ions . 



Money loaned from the fund to flshe ry co­
operative marketmg assocIations can be 
used only in the par t s of their activities re-

lated to memb rs' v ssel operatlOns. The 
law doe5 not provide fund.!> foruseinactivi­
ties generally consider'd as "ma rket lng. " 

HOW TO ORGANIZE A F1SHERY COOPERATIVE 

PRELIMINAR Y PLANNING 

Those lnterested m organizing a coop­
erative should arrange to hold meetings 
of producers before making the surveys 
suggested previously. Such meetings should 
be held in the territory to be se rved by 
the cooperative. The principles, purposes, 
and nature of the proposed cooperabv 
s hould be thoroughly explained at the meet­
ings and opportunity prOVided for discus­
sion. Producers should be asked to express 
their ideas on the value of a cooperative 
in marketing their products or purchasing 
supplies. If the producers favor organ ' zmg, 
a survey commlttee should be formed to 
study the prospects and possibi li tles of 
establishmg and operatmg a c ooperatlve. 

The committee repre senting the pro­
ducers should meet, organize, elect a 
chairman and a secretary, and possibly 
appoint subcommlttees. It IS essential that 
a full and complete survey be made, and 
a record be kept of all meetings and 
actions of the committee and its subcom­
mittee s. 

SELECTING FORM AND ADOPTING 
PLAN 

Survey Committee 

In order that appropriate mstructlOns 
and adequate powers may be glven the 
survey committee, a plan should be selected . 
Three possible procedures are suggested: 

1. Producers may agree to JOIn a 
cooperative which will be formed when the 
committee has obtained a certain number 
of producers willing to pledge, for at le ast 
the first year, delivery of a volume of 
products sufficient for economical opera­
tion. 

2. The committee may report to the 
producers its findings and recommenda­
tions on the prospects and possibilities of 
forming a cooperative. The producers may 
take action accordingly. 
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3. Th· committee may be empowered 
to conduct a urvey to determme whether 
<.t coope rat! ve is advi sabl . Should a coop­
erativ be wa rranted, commIttee m mber 
would act a in orporator and (as 15 

cu tomary) erve on th board of dlrector 
for the fIrs year. 

The third plan of procedure 1S usually 
most atl factory If h comm1t e mem ­
be rare the b tter produce and a re real 
repres ntatlv of th area to be "e ved 
by 'he coop rat1ve. 

A survey commltt e u ually conSIders all 
aspects of the problem In de ermmmg the 
need for a cooperative . IllustratIve o f ques ­
tions that may be asked are the following: 

I. How much money 'Ill each member 
have to furnish to tart the coopera lye? 

2. Will volume of busine!:i be large 
enough to Insure 10 v per unit cos? 

3. Are the services now being per ­
formed, and by whom? 

4. Could some services be obtained 
outSide of the cooperative at equally rea­
sonable rates? 

5. How could the cooperative red ce 
costs or improve services? 

6. How much do prospective member 
know about cooperatives? 

7. What responSibIlItIes and r isks will 
be required of members? 

8. What benefIts could members rea­
sonably expect to receive? 

9. How good are the cooperatIve's 
chances of success? 

10. Is there available a well- qualified 
man to act as the manager of the coopera ­
tive? 

If the committee decides that conditions 
are satisfactory for organizing a fishery 
cooperative, it will report favorably to the 
interested fishermen at a special meeting. 
The fishermen then vote to have the same 
committee draft formal plans. The survey 
committee continues as an organization 
committee. 



OrganIzation Committe 

In mak10g plans for th organizatlon h 
commIttee con ider s such matt r a : 

capItal. T 
mon 
by th 
a 
ne 

1. What can the cooperatlv do for 1 1m 

members? 

2. What services should be offered? 

3. Where should co-op be located? 

4. What plant and facil ities are needed? 

5. What method IS to be used 10 paY10g 
for products when marketed? 

6. How wIll prices be determ10ed on 
marine gear and other supplies sold to 
members? 

The commIttee will recommend that the 
cooperatlve organIze either as a stock or 
nonstock corporation. It will recommend 
the procedure to be used 10 handling the 
many details concerned wIth obtaming stock 
subscrlptions, or, If the prospective coop­
eratlve is a non stock corporation, the kind 
of membership certifIcate to issue to mem­
bers. 

The committee is responsible for pre­
paring documents of assoClatlOn. Usually 
a lawyer aSSIsts the commIttee to prepare 
necessary legal papers. Such papers gen­
erally conSIst of an organIzatlon agreement, 
used to obtain members and capital; ar­
ticle s of Incorporation; and bylaws and 
other necessary papers, such as meetIng 
notices, membershIp or stock certIfIcates, 
and marketlng agreements. Documents must 
be prepared to give the cooperative au­
thonty to pursue the objectives for whlch 
It IS organIzed, and also future objectives 
believed to be necessary for Its expansIon 
and growth. 

The organization commIttee abo handle 
prelimmary work concerned With financ . 
Plans for the initial fmancing are Important 
in gett10g the cooperative off to a good 
start. WIth a good e timate of the e p ct d 
'olume of busmes s and the estimated co 

of acqulr10g the nece s ary land, building, 
nd eqUIpment, the organIzation comn'llttee 

ca.n rather easll ' determ10e th amount of 
capItal required. 
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limitations or restrictions of these groups. 
State statutes usually require that specified 
supporting legal document s, such a s ar­
ticles of incorporation, be flIed with certain 
designated State offlcials. 

After the articles of incorporatlOn have 
been filed, a meeting is called to adopt 
the bylaws. Most State statutes provide 
that bylaws be adopted only by a majority 
vote of members. 

Usually the bylaws of a fIshery coopera­
tive WIll Include such Items as requIre­
ments for membership, rights and re­
sponsibillties of members, methods of 
calling and conducting meetings, voting 
rights and quorum, dutIes and qualifica­
tlOns of dIrector s and offIcer s, and dete r­
minatlOn and distnbutlOn of earnings. In 
additIon there are mIscellaneous provlslOns 
such as requirements for bonding employees 
and officers, and dates of the aSSOCIations' 
fls cal year. 

ORGANIZING AND INCORPORATING 

Question of Whether or Not to Incorporrlte 

Fishery cooperatIves can operate eIther 
as incorporated or unincorporated organI­
zations. Several States have statutes which 
specifically permit the organization and 
operatlOn of unincorporated cooperatIves. 
These cooperatives usually are organized 
under the common laws of the State, with 
a constitution and bylaws setting forth 
powers, purposes, and limitations, in addi­
tion to appropriate rule s for conducting 
business and admmistrative affairs. Groups 
of fishermen carrying out marketing and 
purchasing activities usually operate along 
the business lines of a large partnership, 
if unincorporated. In such cases, the con­
stitution and bylaws are held, in most legal 
matters, to be a binding contract making 
all member s equally liable to the limit 
fixed by common law for acts, losses, 
and debts incurred by the partnership. 

To assist the organizers in reaching a 
decision whether to incorporate, a brief 
description of the various types of legal 
cooperatives is set forth below. 

Unincorporated As sociations 

General partnership.--A partnership is 
defined as an as sociation of two or more 
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persons who engage In a busmess for 
profit. ThIS form of assoClatlOn IS m 
substance an agency relatIOnshIp. In con­
ducting flrm bUSlness each partner may 
bmd his copartner to flrm obligations. 
The partners are personally bable for 
firm debts, and such lIabIlity may be satis­
fIed from personal assets. As a general 
rule, the partnership sues In the names of 
ItS partners. The partnershIp IS not an 
entity, and thus each member bears Its 
tax lIabIlity. ThIrty-eIght States govern 
this form of unincorporated associatlOn by 
adopting the provlslOns of the unIform 
partnership act. 

Limited partnership.- - ThIS form of as­
sociation is !:>imllar to the general partner­
shIp except that the bability of one or more 
of the partners IS limited to his or their 
capItal investment. Such limltatlOn must be 
manifested through va rlOUS pubhcatlOns 
provided by law, or personal liability wlll 
ensue. Most States recognize a statutory 
pa rtnership. 

Jomt stock company.- - The joint stock 
company IS still another form of partner ­
ship. Shares are Issued to member partners 
and are freely transferable. The chOIce of 
admittmg partners IS lacking. The liabIlIty 
of the shareholders IS personal, but death 
WIll not te rmmate the a s soc latlOn. The tax 
advantages which mduced the formation of 
JOInt stock companies have since been re­
pealed, and for all practical purposes the 
associatlon IS taxed as a corporatIon. 

BUSIness trust.- - ThIS form of enterpnse 
is commonly known as the "Massachusetts 
Trust." Many States have statutes whIch 
prohibit a busmess trust, allegmg It to be 
merely a means to evade corporate taxation. 
The trust consIsts of a trustee or trustees 
who hold legal tltle to all property and 
are personally liable for trust obligations. 
The members or beneflciaries are the 
equitable holders. In the States which allow 
the business trust, complete control must 
be ve sted in the trustee or else the or­
ganization will be declared a partnership 
and the members will incur personal lia­
bility. 

Incorporated Associations 

Most fishermen prefer the incorporated 
type of cooperative organization, since lia­
bility of individual members is limited to 
the shares of capital stock owned. In 



addition, as an incorporated cooperative, 
it has existence as a legal entity. Fishery 
cooperative marketing associations may 
incorporate under many statutes, as most 
States provide the necessary legal struc­
ture either by special statutes, special 
chapters, or general statutes for incor­
porating. Nineteen States have fishery co­
operatives, but only five have special laws 
for the incorporation of fishery coopera­
tives. Fishery cooperatives, however, may 
be organized under either the general 
statute codes or under special cooperatives 
chapters or sections of the corporate codes. 

The Federal Government does not in­
corporate fishery cooperatives even though 
it does have power to govern their opera­
tions. Fishery cooperatives will benefit 
by making their existence known to the 
Federa l Government through the Depart­
ment of the Interior, Bureau of Commercial 
Fisher ies, Branch of Economics. Such a 
notice will facilitate the cooperatives' en­
joying the protective provlslons of the 
Fishery Cooperative Marketing Act of 1934 
in their interstate and fore ign commerce 
activities. This is true although fisher y 
cooperative associations cannot incorporate 
under Federal law, nor are they legally 
required to file notice of their formation 
either as an incorporated or unincorporated 
association. Fishery cooperatives are 
legally required to comply with the provi­
sions of the Act. These provisions embrace 
the usual cooperative principles of one vote 
per member, 8 percent maximum dividend 
payment on capital stock, and the coopera­
tive's business with nonmembers must not 
exceed in value the busines s conducted with 
members. 

The basic objective and result of the 
Act has been to permit "persons engaged 
in the fishery industry, as fishermen, 
catching, collecting, or cultivating aquatic 
products on public and private beds, may 
act together -in associations, corporate or 
otherwise, with or without capital stock, 
in collectively catching, producing, pre­
paring for market, processing, handling, 
and marketing in interstate and foreign 
commerce such products of said persons 
so engaged." The association, in effect, 
may act with the same force and effect as 
though all the aquatic products involved 
were being handled by one fisherman.' 

'162 Minn. 471, 203 N. W. 420. 
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Prior to the enactment of the Fishery 
Cooperative Marketing Act and the Capper­
Volstead Act 5 there was some uncertainty 
whether the elimination of the competition 
among individual fishermen by their acting 
through a cooperative violated the antitrust 
statutes. These acts authorize and sanction 
the elimination of such competition by 
amending the antitrust statutes.6 

Articles of Incorporation 

After the committee members have signed 
the articles of incorporation they must file 
them with the appropriate State agency 
and apply to this agency for a charter of 
incorporation, paying the required fee. 7 

The number of the committee members 
signing the articles of incorporation cannot 
be less than the number of incorporators 
required by the statute. If the incorporators 
are to serve as directors the first year, 
a sufficient number of the committee con­
sidered necessary to represent the pro­
ducers on the board of directors should 
sign the articles of incorporation, provided 
such number shall not be less than the 
number specified in the statute. Following 
the filing of the articles of incorporation, 
the board of director s named in the article s 
of incorporation should proceed to organize 
the board and complete the organization 
of the cooperative . 

The first board of directors is usually 
composed of the organization committee 
members who have become incorporators. 
The statutory requirements for selecting 
officer s of the association vary. but the 
procedure glven here is common. 

The board of directors is formed by 
electing officers from its members. The 
usual officers are the president or chairman 
of the board, one or more vice presidents, 
a secretary, and a treasurer. Quite often 
the two last-named offices are combined, 
and the elected officer is designated as 
the secretary-treasurer. If the membership 
of the board of directors is large, or should 
it be inconvenient for the members to meet 
as often as desirable, the board should 
elect an executive committee that can 
meet readily and act for the board. 

542 Stat. 388; 7 U.S.C. 291 and 292. _ 
8 Raymond J. Mischler, Legal phases of farmer coope~atlves. 

Farmer Cooperative Service, U.S. Department of Agriculture 
Bulletin 10, January 1958, 62d Congress, Rec. 2057, 2059 (1922). 

7 See page 55 , Appendix VIII. 



Adopting Bylaws and Obtaining Members 

After it is organized, the board of di­
rectors should give notIce of a general 
meeting or a serie s of meetings to pro­
ducers who are prospectIve members. At 
these meetings a full and complete report 
should be given of the findmgs and actions 
taken by the organization committee, th 
incorporators, and the board of directors. 
The proposed bylaws should be read before 
the gathering, and an opportunity provided 
for prospective producer-members to dis­
cuss them. After the discussion of the 
bylaws, a vote should be taken on their 
adoption. When the bylaws have been ap­
proved and adopted, fishermen and other 
producers of fIshery products should be 
given an opportunity to become member s 
of the assoclatlOn. It should then be pointed 
out to the producers that membership in 
the association carnes with it an obliga­
tion to deliver to the association all flshery 

products produc d by th membe r. These 
obligations are explamed whf;re a market ­
ing agr ement is ntered mto by each 
memb rand th association . When an agr e­
m nt 1 s not cont mplClted, a producer should 
b told that the bOCird of dirr;ctor iJr.d 
th bylaws, to which th memb r iJgr es, 
gov rn th ~ delivery of products to th; 
association, and a producer 15 gov~rned 
the reb y solon g a hIS d me m b . r 0 f t h (; 
ass 0 c i at i on . In 0 r d e r t 0 fa c i 11 tat e mar s , 
membership appllccitlon forms should be 
ready for dlstnbutlOn 0 producers who 
wish to sign up as m mbers of h ClSSO­
ciatlOn durmg the me .tings . A memb rshlp 
committe, appomted by he board ofdlrec ­
tors, should mak. plan 0 contac local 
producers who were unabl to at end he 
organlzatlOn m' . tmgs. The en 1 re 'Ol rea to 
be served by th a 'oelation sho Id be 
canvas ed m order to glve each bglble 
producer an opportunl y 0 become an 
a soc lation mem b r . 

GENERAL OPERATIONS AND PO LICIES 

FollOWing mcorporation of the coopera­
tive, the board of directors must begin 
planning for actual operation. Finances 
are a pnmary consideratlOn. The report 
of the organization commIttee should m­
dicate possible sources of funds. Intended 
operations might not neceSSItate the im­
mediate borrowing of substantial capital. 
The cooperative should begm on a modest 
scale. As stated previously, cooperatives 
usually develop more permanency when 
they II grow into bu s inc s s II r athe r than when 
they "go into business." 

In fishery cooperatives the denominations 
of shares vary from $1 to $1,000 or more. 
The denomination of share s depends (a) on 
the immediate purposes of the cooperative, 
(b) on the number of members, (c) on the 
financial situation of the member s, and (d) 
on the characte r of the bank affiliation. 

The board should inventory the immediate 
work or service it is to perform in con­
nection with its financial needs and plan 
accordingly. It should consider employing 
a manager. Should much time be need ed 
for the selection of a qualified manage r , 
one or more persons chosen f rom t he 
board should make p reliminary arrange ­
ments for the beginning of operation s . 

Consideration m ust be given t o obta in 
a site and lea se or c o nstruct ne c e s sary 
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bUlldmgs. \Vhen he building is ready, re­
qUired equipment hould be m talled . BUild­
ing location IS Important 0 th efflClency 
of future opera Ion. The preparation of 
complete plans for he buildmgs a re abo 
essential to good management and efflc ient 
operation. AdVice and co nsel of experi­
enced men or specialists should be obtamed 
for the actual building construction and for 
selection and mstallatlOn of machinery and 
equipment. 

MANAGE ME T 

DutIes and Responslbillties of the Board 
of Director s 

In practically all cooperatives, t he bUSI ­
ness and general a ffairS of the aSSOCiat ion 
are vested completely m a boa r d o f direc ­
tors by authority o f the articles o f incor­
poration and the bylaws . 

Since the d u ties o f t he b o ard of di rect o rs 
s t art almost a t on ce , t h e sele cte d organ i ­
zat ion committ ee u s u a lly acts as the f i rst 
bo a rd. T h e names o f d i re c tor s must be 
s ubmitt ed wi t h a rt icles of incorporat ion 
or other do cuments required by law . To 
e lect offi cer s f r om their own ranks, as 
specified in the b y laws, the directors usually 
meet immedi ately after the bylaws of the 



cooperative have been adopted. All subse­
quent directors are elected by the members 
at annual meetings. 

The board director continually studie s 
all aspects of the cooperative for ways 
to increase operational efficiency. He ana­
lyzes and interprets financial statements. 
He keeps his own personal interests out 
of competition with the cooperative. He 
helps develop sound policie s for manage­
ment to follow and sees that the policies 
are carried out. 

The board is responsible for hiring a 
manager, defining his duties, fixing his 
compensation, and, ifnecessary, dismissing 
him. Most fishery cooperatives seek per­
sons experienced in business--preferably 
in managing cooperatives. Board of dire'c­
tor s usually give the manager authority 
to hire and discharge other employees. 
Employees' duties and compensation usually 
require approval by the board. The man­
ager, other officers, and employees having 
responsibility for the custody of funds 
or negotiable instruments are usually 
bonded. The cooperative pays the cost of 
bonding. 

The board must adequately insure all 
cooperative property and property stored 
by the cooperative. Employee and public 
accident liability insurance is generally 
provided by the cooperative. 

A competent public auditor or accountant, 
obtained by the board, should audit the books 
and accounts of the fishery cooperative at 
least once a year. The auditors prepare 
a report for presentation before the next 
annual meeting of the cooperative. The 
auditor's report should contain: 

1. A balance sheet showing the assets 
and liabilities of the cooperative. 

2. An operating statement showing the 
costs and receipts from sales, and gross 
profits or losses from each of the major 
products handled during the period. 

3. An itemized statement of expense s 
for the audit period. 

4. 
form 
funds. 

Distribution of any profits in the 
of dividends and patronage re-
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Contracts and Agreements 

Fishermen usually enter mto a agr 
ment with the cooperative to mark h Ir 
catches through the cooperatlv , pur h 
gear and supplies from It, or both. Th 
board of director s execute s hes(' a r 
ments to the best Interest of the memb r 
and the cooperative. 

Committee s 

The board of director s may delegate It 
powers to commIttees of member . Thro h 
the finance commIttee, for exampl , th 
board selects the bank where the coopera­
tive will depOSIt its funds and make 10 n 
for various business purposes. The mann r 
of receiving, deposIting, and dlsbur In 
the funds, the form of checks, and per on 
authorized to sign such checks are th 
responsibility of the fInance com mItt e. 
Changes in banks used, and m per on 
authorized to SIgn checks, must be approved 
by the board of directors. 

Manager and His Dutie s 

It is usually preferable to hire an x­
perienced manager from outSIde the coop­
erative. Members who are successful fl h­
ermen are sometimes hIred as manager 
but these men often are not as effcctlv 
in running the business as men tram d 
in purchasing and marketing. 

The manager of a fishery cooperat v 
must be a man of many and vaned tal nt . 
He must be able to get along wIth the board 
of directors, member-owners, custom r • 
competitors, and officials of CIty, State, 
and Federal government s. He must b a 
supersalesman, an able admlnlstrdtor, 
good superVIsor, and an expert bu lne 
forecaster. He must be a good Jud e of 
market conditIOns and know when to bu 
and sell. 

The manager IS placed m charg of 
business operatIOns of the cooperatlv b 
the board of directors. He market th 
catches, purchases supplIes and equlpmen 
and conducts the entire operatIon In C 

way that members and patrons ree IV 

just and fair treatment. 

Funds that flow Into and out of the coo -
erative in normal day-to-day bu me p-
eratIOns are controlled by the manag r. H 
deposits the daily receIpts, .tnd au hor 1. 



and may s i gn c hecks d rawn on the coop­
erative's a ccount t o m eet ne c e s sary e x ­
penditures. He is accou n tab le to the board 
of directors for cooper ative funds. 

The manager must main tain record s that 
reflect the exact condition or s t atus of t he 
cooperative's business at any given t ime. 
The manager usually hires a competent 
bookkeeper to keep these records. Records 
are kept for each member, and rec e ipts 
are written for each transaction b e t w e e n 
the member and the cooperative. 

The manager presents annual and periodic 
statement s on the condition of the bu sine s s 
for the information of the members, ac­
cording to instructions set up by the b oard 
of directors. In addition, the manager 
preserves all books, documents, corre­
spondence, and other records pertaining 
to the busines s of the cooperative. 

The manager has full charge of personnel. 
He indoctrinates and trains employees and 
lays out their work. 

The manager is usually paid a salary 
plus a bonus. The bonus may be cash or 
a percentage of the net margin. The salary 
is based on the wages or salaries of simil ar 
persons in the area. The manager's income 
should be sufficiently attractive to keep him 
at his job. 

Keeping Records and Accounts 

Accurate records of the coop e rat ive's 
financial transactions are needed to pro vid e 
each patron with an account o f all h i s 
products delivered to the cooper at ive and 
sold. The records also reflect all change s 
in assets, liabilities, and net w orth o f the 
cooperative. 

The system used for recording f inanc ial 
transadions may be simple or comp lex, a s 
the size and nature of the c ooperat i v e ' s 
activities justify. The cooperat ive may 
keep only a journal record, with t he bal ance 
of the accounting work performed b y an 
accounting firm, or it may have a vo l ume 
of businel9s large enou gh to jus tify a full­
time bookkeeper. In the lat~e r case, the 
bookkeeper would k eep all account records 
with a yearly audit performed b y a private 
accounting firm. 
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Measuring the Success of the Cooperative 

An annual audit and detailed analysis 
are necessary. Only through a detailed 
profit and loss analysis is it possible to 
d is cover weakne s se s and initiate action to 
o v er c ome them. A few small "leaks, II ifnot 
d i s c overed at an early stage, may soon 
r each proportions where all savings from 
e ffic i ent operation in some departments 
a r e drained off by ineffi ciency in others. 

Compa r i sons are useful.- - To determine 
how successful an organi zation is, a balance 
sheet and a profit and loss statement are 
a b solut e l y e s sent i al. Information found in 
the bala n ce sheet andprofit-and-loss state­
ment c a n b e used to measure busine s s 
effeciency th rou gh a few simple calcula­
tions. It is advi s a ble t o use statements 
f o r a per iod of y ears to obtain calculat ions 
of t he cost per dollar of sales, c ost per 
unit of p r oduct manufactured, and change s 
in g ross and net margins. Changes in 
financial s e tup a nd efficien c y of operation 
can be detecte d in t his wa y . Such measures 
of e fficiency are v aluable for c omparing 
t he co o p er-ative with other similar organi­
zations . 

Best measures of success.--The earnings 
shown at t he end of the year are not a 
good measure of the efficiency of coop­
e rat ive s . T h e best measures are: 

1. Co s t per unit of handling and proc­
essin g . 

2 . P r i ce received for products mar­
ket ed. 

3. P rice returned to producers. 

Change s i n the volume of product s handled 
are s i gnifi cant indicators of progress and 
usually affect the per unit cost of handling 
and the pr i ce returned to producers. 

P OLICY AND PROCEDURE 

Methods of Payment for Catches 

A marketing cooperative handling the 
c at c hes of its members may use one or a 
c ombination of the following methods of 
payment: 

1. Pool Payment Plan - All catches 
are pooled according to species and grade, 



and returns are made to fishermen on the 
basis of average prices received for each 
pool. 

2. Outright Purchase Plan - The fish­
erman is paid the current marketing price 
at time of delivery (a fee based on poundage 
IS usually deducted to cover market costs). 

3. Sold for Fisherman's Account- The 
cooperative sells the fisherman's catch 
and credits his account with the returns 
from the sale, less marketing costs. 

4. Direct Buyer to Fisherman Pay­
ment Plan - Terms of sale are arranged 
by or are subject to final approval of the 
cooperative (such as through collective 
bar gaining). 

A sound policy, and one which is usually 
more satisfactory to the producer as well 
as safer to the cooperative and does not 
unnecessarily stir up competition, is to 
pay producers the current market price 
at the time of delivery (less a pound or 
unit service charge). If the produc t is 
finally sold for a greater price , any surplus 
is distributed at the end of the sea son when 
the final returns on the sale of the product 
and operating costs are known. Se asonal 
or commodity pools are advisable when 
there is seasonal product ion during the 
year and when several products are being 
handled. Should seasonal pools not be ad­
visable, then final payments for various 
products may be made on a calendar basis, 
such as quarterly, semiannually, or yearly. 

Operational fees should be established 
to cover total operating expenses and to 
provide for reserves and other funds of the 
cooperative. Such fees should be based on 
units of volume or weight or on a per­
centage of the price of the commodity. 
Char ge s should be sufficient to cover all 
costs of operation and to provide for re­
serves and other funds . In time, deduct ions 
or fees used in setting up reserve funds 
should accumulate sufficiently to cover 
cont ingencies or emergencies. If suchfees, 
deductions, or charges have been adequately 
and wisely determined, and the expected 
volume maintained, there should be a net 
earning or saving at the end of the business 
year. In other words, these charges should 
have been sufficient to provide a margin 
of safety to cover all possible costs of 
operation. 
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Patronage Refund or Dividend Distr ibution 

The disposit ion of net earnings or sav­
ings, if any, is made at the close of each 
business year. The amount for reserves, 
stipulated in the bylaws or determined by 
the board of d irectors, is deducted and 
set a side. If the coope rati ve is a stock 
corporation, dividends on preferred and 
common stock are declared ' next. The 
balance of net earnings or savings, if any, 
is then returned to the members and other 
producer s who have patronized the coopera­
tive during the last business year. Contrary 
to most corporations, earnings are not 
distributed through dividends to members 
(common stockholders) on the basis of 
capital stock invested but on patronage in 
the cooperative. This is known as a patron­
age refund or dividend, and is based on 
the amount of business each individual did 
with the cooperative during the preceding 
business year. 

In recent years it has become increas­
ingly desirable to distribute only part of the 
earnings in cash, for several reasons. In 
the first place, fish distribution has become 
a more complex business due to: 

1. Use of machinery in scaling, fillet­
ing, and packaging. 

2. Quality improvement by freezing. 

3. The demand for quality fish by 
consumer s. 

Hand in hand with this change in the dis­
tribution pattern is a revolutionary change 
in fish prices and fishermen's revenues. 
Cooperatives , which before World War II 
only operated gasoline stations or small 
fish houses, have become wholesalers, op­
erating freezers, laboratories, and fleets 
of t rucks. In most cases it was impossible 
to distribute the earnings to the members 
and still retain enough capital for· the 
enlargement of business. 

The practice of retaining capital through 
the establishment of reserves from un­
divided earnings, however, in some cases, 
created difficulties with collectors of in­
ternal revenue.' Some collector s subjected 
these reserves to corporate income taxa­
tion, and in one case the tax collector was 
upheld by the Treasury Department. In 

'See Fishery Cooperatives and Taxes. 



another case, so far as information could 
be obtained, a U.S. District Court reversed 
the opinion of the tax collector and decla~ed 
the undivided income of the cooperatlve 
nontaxable. 

To avoid difficulties , some of the larger 
cooperatives declare patronage, ~ividends 
and give their members certlfIcates of 
indebtedness from the cooperative instead 
of paying their patronage dividends , in 
cash. The effect is that the cooperatIve 
increases its indebtedness in the same 
proportion that ~t retains, the cash or 
assets from earnIngs dIstnbuted to mem­
bers in "scrip." Taxable net profits are 
thereby avoided. This procedure permits 
the cooperative to build up liquid assets. 
The procedure is unsatisfactory in that 
the individual members may be taxed on 
their certificates and forced to make pay­
ments to the collector of internal revenue, 
although no cash payments are received 
from the cooperative.' 

In some States the statute governing 
cooperatives, mutual cooperatives, or 
general corporations may a~ter the pro­
cedure first discussed. A stIpulated per­
centage of net earnings must be used for 
educational purposes among the members 
and patrons of the cooperative in some 
State s. Bylaws or stock certificates stipu­
late the rate or maximum amount of m­
terest that the cooperative may pay on 
preferred and common stock. 

If cooperatives limit patronage refunds 
to 8 percent per year, as provided for in 
the Fishery Cooperative Marketing Act, 
and use the excess revenue as reserve 
under the certificate procedure, as de­
scr ibed above, the tax burden for coop­
eratives probably will be negligible. 

Membership Relations 

Suc ce ss or failure in the administration 
and operation of a cooperative hinge on 
three important items: 

1. E£iicient management with low 
overhead costs. 

2. Sound sales policy. 

3. An informed and sympathetic mem­
bership. 

t Recently. there have been court decisions changing this 
situation. See section on income tax rulings on patronage refunds. 
page 24. 

All three are important; without them suc­
cess can only be temporary. The record 
shows a high rate of fatalit ies where manage­
ment is not concerned wIth the attitude 
of members toward the ir cooperative . The 
board of director s and the manager are 
servant s of the member- patrons; good man­
agement demands that they give at least a 
periodical account of their stewardship, to 
the members. Confidential InformatlOn 
should not usually go beyond the executlve 
committee or board o f duectors, but It IS 
not good management or de suable admmIs ­
trative polIcy to fail to keep the members 
informed. The management of a coopera­
tive IS under far greater oblIgatIon to 
the members than the management of a pri ­
vate corporation IS to its holders of com ­
mon stock. Holder s of common stock In 
private corporatlOns as a rule receIve no 
serVIces, but are Investors and may assls t 
in promoting and finanCing the corporatIon. 
In a cooperative, the members or holders 
of common stock are the cooperative. Upon 
them depends the volume of product s, the 
lIfeblood of the cooperatIve. The member s 
are not necessarily concerned with finances. 

Every cooperatIve should have an edu ­
cational program among the members that 
IS as definItely a part o f ltS admmistra ­
tlOn as the selling of products or the keep ­
ing of books and records. The management 
must Iisell" the cooperative to its members 
at all times. A cooperatlve cannot depend 
entirely upon price advantages , if any, to 
keep ItS members aligned with it . Pric e 
advantages will vary from time to time 
and may be mlnimlzed to the point where 
they are not signifIcant . On the other hand, 
there are benefits other than an immediate 
price advantage to be derived from mem­
bership in a cooperative enterprise. 

An educational program also should be 
directed toward overcoming false and mis­
leading statement s about the acti vitie s of 
the cooperat ive. 

The rights and privileges of members 
or common stockholders should be kept 
in mind by the management. The members 
are the cooperatives, and they should be 
considered and treated as the employer. 
All rights not otherwise restricted or 
delegated by law belong to the member s, 
and in most State s the power to amend the 
bylaws is vested only in the members. 
Through the bylaws even the policies of 
operation and management may ultimately 
be determined by the members. 
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FISHERY COOPERATIVE MARKETING ACT OF 1934 

STATUTORY PROVISIONS 

The original Fishery Cooperative Mar­
keting Act provided that the Secretary of 
Commerce should administer its provi ­
sions. In 1939, by Reorganization Plan II 10 , 

the Act was amended to transfer admini s­
tration to the Secretary of the Interior. 

The Fishery Cooperative Act of 1934 
provides that " persons engaged in the 
fishery industry, as fishermen, c atching, 
collecting, or cultivating aquatic prod­
ucts, or as planters of aquatic products 
on public or private beds, may act together 
in associations , corporate or otherwise, 
with or w ithout capital stock, in col­
lectively catching, producing, preparing 
for market, process ing , handling, and 
marketing in interstate and foreign com­
merce, such products of said per sons 
so engaged . 

Any group of fish and shellfish producer s, 
organized and operating in compliance with 
i t s prO VISIons, is considered a fishery 
cooperative within the meani ng of the Act. 11 

Orig in 

The Act IS patterned after the Capper­
Volstead Act , which was approved by Con­
gress in 1922. It is designed to give fisher­
men the authority to organize cooperat ives 
to ma rke t aquatic product s harve sted from 
their nat ive habitat or from seed beds and 
reservo irs prepared by producers. 

Under the Act, fisher y cooperatives have 
increased in number until today there are 
about 100 cooperatives located along the 
coa st s and inland water s of the United 
State s. 

Purpose 

The C appe r- Volstead Act and Fishery 
Cooperat ive Marketing Act were enacted 
to permit farmers or fishermen respec­
tively to unite legally in marketing contract 
agreements to sell their products under 
mutually agreeable conditions. Without these 
two Acts, farmers' and fishermen's asso-

1'1939 Reorganization Plan II, Sec. 4( e) effective July 1, 1939, 
4 F. R. 2731, 53 Stat. 1431. 

11 See appendix 1lI, page 48. 
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ciations could not have entered into mar­
keting agreement s specifying conditions 
of sale without violating exi sting antitrust 
laws. Fishermen are mostly independent 
vessel or boat owne rs who, without the 
Act, could not unite to negotiate terms and 
conditions of sale for their aquatic products. 

Requirement s 

The Fishery Cooperative Marketing Act 
does not impo se a specific form of opera­
tion on groups of fishermen organized under 
it s provisions. Cooperatives may be in­
corporated or unincorporated. State laws, 
however, may, and usually do, prescribe 
specific forms of incorporation for these 
organiza tions. 

The marketing services that a coopera­
tive may perform for members are not 
limited by the Act. Restrictions on price 
determination functions, however, are im­
posed by law or by rules of ethics of good 
busines s practice. A cooperative limiting 
its activities to price determination func­
tions, without acquiring title of the landed 
products, is restricted on how these should 
be performed. Actions that monopolize or 
restrain trade in interstate or foreign 
commerce by unduly enhancing aquatic 
commodity prices are prohibited by the 
Act. 

The Cooperatives Section, Branch of 
Economics, DivisionofIndustrial Research, 
Bureau of Commercial Fisheries, checks 
each cooperative for compliance with the 
provisions of the Fishery Cooperative Mar­
keting Act. A Bureau representative usually 
visits cooperatives once a year to check 
compliance and obtain information on their 
management, production, and service ac­
tivities. 

Organizations doing business as coopera­
tives are required to comply with the 
Fishery Cooperative Marketing Act. Under 
the Act, cooperatives must conform with 
both of the following requirements. First, 
no member of the cooperative is allowed 
more than one vote, regardless of the 
number of shares of stock he holds o-r his 
membership capital; or the cooperative may 
not pay dividends in excess of 8 percent 
per year on stock or membership capital. 
Second, the cooperative may not deal In the 
products of nonmember s in an amount 



greater in value than that handled for 
members. The first provision contains two 
requirements. Cooperatives may comply 
with either requirement but are not re­
quired to comply with both. 

Control Over Undue Enhancement of Price 

Section 2 of the Fishery Cooperative 
Marketing Act gives the Secretary of the 
Interior power to issue cease and desist 
orders against any cooperative believed to 
be engaging in activities that monopolize or 
restrain trade in inter state or foreign 
commerce to such an extent that price s 
for aquatic products are unduly increased. 

If the Secretary of the InterlOr finds 
that a cooperative is acting to unduly in­
crease prices, he will serve it with a 
complaint stating his charges. The com­
plaint, or a statement attached, will contain 
a notice of hearing, specifying day and 
place, not less than 30 days after the 
cooperative receives the notice, where it 
can answer the complaint by furnishing 
proof as to why a cease and deslst order 
should not be brought against it. The 
evidence or proof presented by the coop­
erative is taken under rules and regulations 
prescribed by the Secretary ofthe Interior. 11 

The evidence is reduced to writing and 
made a part of the record. If it is deter­
mined by the evidence presented at the 
hearing that the cooperative's actions were 
so monopolizing and re straining trade that 
the price of any aquatic product was unduly 
enhanced, the Secretary then serves it 
with a cease and desist order. If, withm 
30 days, the cooperative has not stopped 
such activities, the Secretary will file in 
the appropriate district court a certified 
copy of the order and all the records of 
proceedings together with a petition asking 
that the order be enforced. Notice of the 
action taken is given to the Attorney Gen­
eral and to the cooperative. The district 
court has jurisdiction to enter any decree 
the court may deem equitable. The district 
court may make rule s on pleadings and 
proceedings to be had in considering the 
order. 

The facts presented by the Secretary of 
the Interior shall be prima faci e evidence 
against the cooperative. Either party, how-

12 Federal Register, vol. 27, no. 245, p. 12580-12581. Wednes­
day, December 19. 1962, 50 CFR. Part 290, Subchapter 1-
Fishery Marketing Cooperatives. 

16 

ever, is permitted to submit additional 
evidence. After the eVIdence has been 
entered, the court has power to Issue a 
temporary writ of injunctlOn forbidding 
the cooperative from engagmg in any of the 
activities cited m the order or evidence. 
The court may later make the injunctlOn 
permanent if the evidence warrants such 
action. The cooperatives and Its offIcers 
will be notified If this is the case . Such 
permanent injunction will serve to restrain 
the cooperative from vlOlatmg the order or 
any part of it. 

APPLICATIO AND I TERPRETATIO 

SectIon of the Fishery CooperatIve 
Marketing Act provIdes that certam mem­
bers of the fishing mdustry "may act 
together in associations corporate or 
otherwise, wIth or wIthout capItal stock, 
m collectively catching, producmg, pre­
parmg for market, processmg, handling, 
and marketmg In lnterstate and foreign 
commerce, such products of said persons 
so engaged." oted that the conjunction 
"and" IS used In hstlng the cooperative 
functions. Must a cooperatIve operatIng 
under thls Act perform all the listed func­
tions or wIll any smgle function suffice? 
It is generally contended that the latter 
interpretation is the true expression of 
the legislative intent. It IS a basIc prin­
ciple of statutory interpretatlOn that the 
words "and" and "or" may be used inter ­
changeably where necessary to effect the 
true purpo se of the legislation. The court s 
have reiterated this principle. 13 

There are approxImately a hundred fish­
ery cooperative s currently functioning in the 
United State s. None perform all the func­
tions set forth in the Act. Before organizing, 
many cooperatives receive technical advice 
from Government agencies. These agencies 
were aware that all functions, as set forth 
in the Act, were not to be performed by 
the cooperative, but the agencies approved 
of such associations. 

Following the words "handling , and mar­
keting" appear the words "in interstate 

13 Northern Commercial Company b. U.S. 217 Fed. 33; People 
ex ReI. County Collector v. Trustee of North Western College 
152 N.E. 555; Smiley v. Lenane 363 III. 66; Kennedyv.Haskell 
67 Kan. 612; Proprietory Association v. Board of Pharmacy 27 
NJ. Super. 204 and the authorities (see Statutory Constructions. 
by Crawford, sec. 188). 



and foreign commerce." Certainly fishery 
cooperatives cannot be required to engage 
in both interstate and foreign commerce. 

The Fishery Cooperative Marketing Act 
is not only similar to the Capper- Volstead 
Act, but its purpose is to give members 
of the fishing industry the same benefits 
the Capper- Volstead Act provided for pro­
ducers of agricultural products. On the 
debate of the Fishery Cooperative Market­
ing Act in the House of Representatives, 
Mr. Bland said, "This bill provides for 
the same relief for the fishermen that has 
already been given to the farmer s. There 
is no change in the law except it is made 
applica ble to the fishermen." 14 

Examination of the Capper- Volstead Act 
also discloses in section 1, a similar list of 
functions ending with the conjunction. The 
section reads " ... in collectively proce ss­
ing, preparing for market, handling, and 
marketing ..•. " After analyzing the pur­
pose and history of th is Act it is clear that 
the legislator s intended the word and to be 
used as a conjunction. 

During the debate of the bill in Congre ss, 
Mr. Norris stated, "This is a bill that 
attempt s to relieve from the effect of the 
Sherman Anti- Trust law the farmer s and 
other producers of agricultural products. 15 

After the passage of the Sherman Act 16 it 
wa s doubted that the formation of agricul­
tUre cgoperatives would be legal. To remedy 
this situation, section 6 of the Clayton Act 
was enacted.17 This section provided for 
the fo,t"ffiation of farmer cooperatives that 
were to be: (l) "instituted for the purpose 
of n;lut1.Jal help," (2) without "capital stock," 
anq t3:) pot "conducted for profit." Functions 
tha,l!: m\!st be performed are not listed in 
the ~e, ction. Under this section cooperatives 
could not is sue capital stock. The Capper­
Volstead Act wa s enacted to make the status 
of e;,ogperatives clearer and to allow them 
to i~sue stock. The enactment of the Act 
did not repeal section 6 of the Clayton Act. 
The pu,~pose of the Capper- Volstead Act 
was mel'ely to grant to cooperatives issuing 
capital stock the same right as those 
granted to nonstock cooperatives and to 

U Congressional Record, 73<1 Congress, P. 9175, vol. 78, 
part 9. 

15 Congressional Record, 67th Congress, P. 2257, vol. 62. 

part 3. 
115 26 Stat. 209. 
17 38 Stat. 730 
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further relieve the farmer from the effect 
of the Sherman Act. Therefore, it is un­
reasonable to contend that the use of the 
conjunction "and" in section 1 of the Act 
was intended In its literal sense. The 
results of such contention would be to 
place nonstock cooperatives in a favored 
clas s, and, instead of relieving the coop­
eratives from the effects of the Sherman 
Act, such contention would place an extreme 
burden on them by demanding that e<;lch 
association perform all the enumerated 
functions of the Act. Since the Fishery 
Cooperative Marketing Act is for all prac­
tical purposes identical to the Capper­
Volstead Act, this same reasoning could 
hold true for this Act. 

ABNORMAL ACTIVITIES 

Cooperatives engaging in activities con­
sidered to be abnormal acts or transac­
tions are subject to prosecution under the 
antitrust laws. Cooperatives engaging in 
acti vities held to be acts of unfair com­
petition are subject to ~omplaint action by 
the Federal Trade Commission.18 Coop­
eratives acting to unduly increase price, or 
in re straint of trade in interstate or foreign 
commerce , are subject to action by the 
administrators of the Fishery Cooperative 
Marketing Act and the Robinson- Patman 
Act. 

State and Federal statutes covering per­
sons or organizations engaged in business 
of a particular type are applicable to 
cooperatives engaged in such business, 
unless they are specifically exempt. 19 

Questions sometimes arise in connection 
with Federal and State motor carrier acts 
whether or not a particular association is 
functioning as a public or contract carrier. 
Usually the terms of the applicable statute, 
if carefully read, will give a clue to the 
answer. Many questions arise about using 
motor carriers to haul aquatic products 
or marine supplies for members. Usually 
these carriers are regulated , unless they 
are specifically exempt by direct reference 
in the text of the statute.!O 

l8 38 Stat. 717: 15 U.s.C.A., sec. 41. 
19 117 A.L.R. 347 (Example). 
!O See 98 A.L.R. 226: 103 A.L.R. 268: 109 A.L.R. 550: and 91 

A.L.R.422. 



ST A TE STATUTES FOR FISHERY COOPERATIVES 

LEGAL ASPECTS IN GENERAL 

State laws are used to bring fishery 
cooperatives into legal existence as bu si ­
ness enterprises and to specify the c ondi­
tions under which cooperatives must o p­
erate. Other conditions are spelled out u nder 
State statutes. The Federal Fishery Coop­
erative Marketing Act does not provide fo r 
granting of Federal charters to coopera ­
tives; State laws do. 

California, Hawaii, Louisiana, Maine, and 
Washington have laws designed specif ically 
for incorporation of fishery cooperatives. 
In most States, groups of fishermen are 
incorporated under the general statutes 
covering all business enterprises. In a 
few State s fishermen may incorporate under 
consumer cooperative statute s. Although 
few State s have special incorporation laws 
for aquatic producer cooperatives, all have 
statute s under which agricultural and com­
mercial enterprises may incorporate. 

State laws give the instructions for pre ­
paring and filing the required legal docu­
ments and making application for a certi­
ficate of incorporation. They also name the 
State official with whom the documents 
must be filed. 

Most States recognize that articles of 
incorporation and bylaws are nece s sary 
legal instruments if the cooperative is to 
be properly organized, incorporated, and 
operated. !1 

The absence of State or Federal coopera ­
tive laws specifically authorizing fisher ­
men's cooperatives should not stop fisher­
men from organizing and incorporating their 
cooperatives. There are hundreds of coop­
eratives in this country that are organized 
under general corporation statutes. Just 
because a fishery cooperative is organized 
and mcorporated under the general cor ­
poration statute s of a State need not affect 
Its cooperative character if it is properly 
organIzed and operated. Certain provisions 
usually are contained in cooperative laws , 
granting them certain rights or privile ges 
not u~ually enjoyed by other corporations; 
however, this should not be a deterrin g 

U See section on Legal Instruments of Incorporat ion, p age 
6, for a more complete discussion of articles of incorporation, 

constitullon, and bylaws used by cooperatives. 
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factor in the 
incorporated 
law s. 

operations of cooperatives 
under general corporation 

Careful consideration should be given to 
t he sele c tion of the State statute under 
which a cooperative is to be incorporated. 
It i s best to determine definitely that the 
s tatute under consideration will permit 
t he c oope r ative or nonprofit cooperative 
t o pur s ue the functions necessary, inci­
d e n t al , a nd related to the purpose for which 
it w as o rga nized, and that member pro­
d u cers may be able to exercise these 
right s a nd pr i vileges under the protection 
of a cooperative. The provis i ons and re­
quir eme n t s of the statute should be under­
s t o od as to the general and specific rights, 
privil e ges, b e nefits, or restrictions granted 
to the coop e rativ e formed. Competent coun­
sel s h o u l d be h ired to decide on the statute 
under w h ich to incorpora te and to prepare 
the cor p orate pape rs i n accordance with 
the provisions o f the statute. Counsel w ill 
determine if t he st a tutes suit the purpos e s 
and proposed funct ions of the cooperati ve . 

By way of limitat ions, the Fishery Co­
operative Ma r k eting Act sets forth the • 
following: (1 ) Cooperatives must beoper­
ated for t he m utu a l benefit of their mem­
bers; (2) voting mu s t be limited to one vote 
per member irre spective of the number of 
shares or mem ber s hip stock held in the 
cooperative , o r dividends on stock or mem­
bership cap ital held in the c ooperativ e 
shall n ot exceed 8 percent per annum; 
and in any c a s e (3) the c ooperative shall 
not d e a l in the products of nonmembers 
to an a m ount greater in v alue than such 
as are handled b y i t for members. 

The law does not provide for the granting 
of F edera l chart e rs to cooperatives. A 
group of f ishermen organi zing a fishery 
coo perative must incorporate under the 
State statute s w he r e their pr incipal place 
of business is lo c at e d. 

Some State s tatutes providing for cor­
porat ions are gene r al in that they do not 
spe cif y the pa r ticular t y pe of busi,ne s s · that 
may be engaged in b y a c ooperative incor­
porated thereunder. On the other hand, there 
are s pe cial acts that spe c ify and limit the 
type of bu siness a cooperat i ve incorporated 
thereun d e r may pursue. For example, prac­
tica lly every State has a statute authorizing 



cooperatives of producers of agricultural 
products; however, in only four States 
does the language of the State statutes grant 
such authority specifically to producer s of 
aquatic product s. In some States there are 
"cooperative" or "mutual" laws of a gen­
eral character which do not specify who 
may organize, or become member s of, or 
the type of a cooperative organized there­
under. 

LEGAL REQUIREMENTS OF STATES 
AUTHORIZING FISHER Y COOPERATIVES 

In the following paragraphs information 
is given for each of the States author i zing 
fishery cooperative s, indicating whether 
a special cooperative State law exists or 
whether cooperatives may organize under 
the general corporation law. 

Alaska 

Alaska Cooperative Corporation Act, ch. 
107, Session Laws of Alaska, 1959, as 
amended by ch. 48 of SLA 1959 which re­
peals Stat. 33, ch. 5, secs. 1-30 inclus i ve 
of the Cooperative Marketing Act of 1935 . 
This Act covers all forms of cooperative s 
except electric and telephone. Three o r 
more persons, 19 years of age and over , 
may form a cooperative wit h or w i thout 
capital stock under the Act. Provi sions 
of the Act include the usual article s of 
incorporation and bylaws, but these do 
not have to be used exactly as the y appear . 
Cooperatives can use any articles or b y law s 
that do not violate the law. A rticles are 
filed with the Department of Revenue. Fee s 
are determined according to author i zed 
capital stock, e.g., fee of $35 on $100 , 000 
authorized capital. 

Arkansas 

Statute 77-:901-77-928 "Cooperative Mar­
keting Act" (Acts 1921, no. 116, sec. 116, 
2 p. 153. Pope I s Dig. sec. 2287). Fish farm­
ers may incorporate nonprofit coopera­
tives under this Act. Fish farmers produce 
fish and rice in ponds on a rotation basis. 
Five or more persons, a majority of whom 
are residents of the State and who are 
engaged in the production of fishery prod­
ucts, may form such an association. Ar­
ticles of incorporation must be filed with 
the Secretary of State. 
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Florida 

Fishery cooperat ives may b e organIzed 
under a special provision of the General 
Corporations Law p e rtaining to coopera­
tives (Florida Statutes Ann. sec. 611 :38). 
For this purpose there shall not be less 
than 10 incorporat o r s. A declaratIOn to the 
effect that the associat ion is a cooperatIve 
must be filed b y the p resident and secretary 
of the org a n i zation and presented to the 
Secretary of State. 

Hawa i i 

Fishery c oope rative associations may be 
organi zed under the Fish Marketing Act, 
Act 252, Session Laws of Hawaii, 1959, 
amending Se c t ions ] 19- 2 and ] 17- 20 of the 
Revi sed Laws of Hawaii, ]955, as amended. 
Five o r m ore p ersons, a majority of whom 
are r es idents, engaged in the productIOn 
of fisher y products, may form a nonprofit 
cooperat ive association, with or WIthout 
capital stock. The word "Cooperative" must 
be a p art ofthe association's name. Articles 
of incorporation must be filed with the 
State. A report must be submitted to the 
State Treasurer and Board of Commis sion­
ers of Agr iculture and Forestry. The co-op 
must pay an annual $10.00 license fee. 
(Appro v e d June 2, 1959.) 

Louisiana 

F i she ry cooperative associations may be 
organize d under a special law for that pur­
pose (Louisiana Revised Statutes of 1950, 
title 12, sec. 351, et seq.). Ten or more 
person s , a majority of whom are residents 
of t h e State, engaged in catching, gathering, 
or the productio n of seafood products, may 
form a n onprofit cooperative association 
unde r t he l aw. Articles of assoclation must 
be filed in the mortgage office of the parIsh 
where the registered office of the aSSOCIa­
tion is loca ted , and thereafter shall be fIled 
and recorded in the office of the Secretary 
of State. 

Maine 

Fishery cooperat ives .may be organlzed 
under the F i sh Ma rketing Act of 1959 
(Revised Statutes of Ma ine, ch. 56- A) or the 
special corporat ion law (Revised Statute s 
of Maine, 1944, ch. 49, sec. 3, et seq.) and 
the general corporation law (Revised Stat­
utes of Maine, 1944, ch. 49, sec. 8, et seq.). 
Under the forme r, the certlficate of 



incorporation is recorded in the Registry 
of Deeds in the county where the principal 
office is to be located and a copy of the 
certificate is filed with the Secretary of 
State. Under the latter, the certificate of 
incorporation is certified by the Attorney 
General and recorded in the county where 
the corporation is located. A copy is filed 
with the Secretary of State. 

Maryland 

Under Maryland law, a fishery may in­
corporate under the general corporation 
law and by a majority vote of members 
convert itself into a cooperative aSSOCIa­
tion under art. 23, sec. 430, of the An­
notated Code of Maryland (art. 23, sec. 
455). The declaration of such majority vote 
must be filed with the State Tax Commis­
sion. The original articles of incorporation, 
signed by three or more persons, are also 
filed with the State Tax Commission. 

Massachusetts 

Fishery cooperatives may be organIzed 
under the general corporation laws (G.L. 
of Mass. Ann. ch. 157:5). The certificate 
of an incorporated cooperative must be filed 
in the office of the Secretary of State. 

Michigan 

Fishery cooperative associations may be 
organized under a provision of the General 
Corporation Act applying to cooperative 
associations (MichiganStatutes Ann. vol. 15, 
sec. 21.99). One or more persons may 
incorporate the organization. Triplicate 
original copies of the articles of incorpora­
tion must be delivered to the Secretary of 
State. 

Minnesota 

Fishery cooperative as sociations may be 
organized in this State under the law per­
taining to cooperative associations. (Minne­
sota Statutes Ann. vol. 20, sec. 308.01, 
et seq.). Five or more persons must sign 
and acknowledge written article s of incor­
poration. One copy must be filed with the 
Secretary of State. The other is filed with 
the Registrar of Deeds of the county in which 
the principal place of business is to be 
located. 
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Mis souri 

Fishery cooperatives may be organized 
under the Missouri Revised Statutes (1939, 
sec. 14406). The cooperative must be in­
corporated by 12 or more persons. The 
certificate of incorporation must be filed 
with the Recorder of Deeds, OffIce of the 
Secretary of State. 

New Jersey 

Fishery cooperatives may organize under 
title 4, ch. 13 of the Revised Statutes Cum­
ulative Supplement (1954), (New Jersey 
Statutes Ann. 4:13-1, et seq .). Any three or 
more persons may form a cooperative agrI­
cultural as soclatlOn under this statute. The 
term "agncultural products" is defIned 
In the statute as Including " fre sh and salt 
water food products," thus makmg It pos­
sible for fishery cooperatIves to be or ­
ganized under thIS law. The certificate of 
incorporatlOn must be flIed In the office 
of the county where the prmcipal offIce of 
the assoClatlOn is established. Copies must 
also be flIed In the offIce of the Secretary 
of State and wIth Secretary of Agriculture. 

FIshery cooperatives may be organIzed 
under the General Corporation Act of the 
State (Throckmorton's Ohio Code Ann., sec. 
8623-1, et seq.). Any three or more persons 
may organize the corporation. Articles of 
incorporation must be filed in the office of 
the Secretary of State. 

Oregon 

Fishery cooperative associations may be 
organized under the cooperative associa­
tions law of the State (Oregon Revised 
Statutes, ch. 62, sec. 62-110, et seq.). Any 
five or more persons may form the asso­
ciation. Articles of association are drawn 
in triplicate. The original is filed with the 
Corporation Commis sioner; one copy is 
filed with the clerk of the county where 
the principal place of business is located; 
and the third copy is kept by the as sociation. 

Rhode Island 

Fishery cooperatives may be formed 
under the general corporation law (General 
Laws of Rhode Island, 1948, ch. 116). The 
charter must be filed with the Secretary 
of State. 



Texas 

Fishery cooperative associations may be 
organized under the general corporation law 
of this State (Vernon's Texas Civil Statutes, 
art. 1302, et seq.). Three or more persons 
may draw up the charter. The charter must 
comply with certain preliminary require­
ments and be filed with the Secretary of 
State. 

Washington 

Fishery cooperative associations m ay b e 
or ganized unde r a special law for the 

formation of cooperative assoclatlOns (Re­
vised Code of Washington, tItle 23, sec. 
2356, et seq.). F Ive or more persons must 
associate and execute the artIcles of asso­
ciation. T he articles must be filed wIth 
the Secretary of State. 

Wiscons in 

Fishery c o o perative associations may be 
organized u n der the cooperative associa­
tions law of the State (Wisconsin Statute s 
1955 , ch. 185 ). Five or more adults, one of 
whom must be a president, SIgn the articles 
of associa tion, which are filed wIth the 
Sec r etary of State. 

FISHERY COOPERATIVES AND TAXES 

All fishery cooperatives performing mar­
keting and purchasing services for member 
fishermen are required to pay Federal 
income tax at the corporate rate on any net 
margin of operating receipts o ver e x pens es 
retained and used for any purpo se other 
than authorized reserves. The net ma r g in 
which cooperatives are not under obliga ­
tion to distribute currently to patrons on 
a patronage basis, either in ca s h o r n on­
cash form, is retained. Cooperat ives pay 
all of the other taxes paid by organizatio ns 
engaged in like business a c t i v i t i es. Coop­
eratives pay both Federal and State cor­
poration taxes on the same b asis and at the 
rate, under the same c onditions as other 
corporations. 

TAX TREATMENT!2 UNDE R REVENUE 
ACT OF 19 6 2 

The Revenue Act of 1962, a ppr o ved Oc­
tober 16, 1962, contain s t wo s e ctions, 17 
and 19, that deal specific ally with the t a x 
treatment of farmer cooper a t ives a nd the ir 
patrons including important tax repo rt ing 
requirements. Although not specif ically 
mentioned in these section s of the new Act, 
fishery cooperatives must meet the s ame 
requirements established for farme r c o­
operatives. 

The new Act specifically extolls the one 
tax principle on income generated through 

!2 Raymond J. Mischler and David Volkin. How the Revenue 
Act of 1962 Affects Farmer Cooperatives, U.s. Department of 
Agriculture, Farmer Cooperative Service, General Report 105, 
October 1962, 53 W. 
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fishery cooperatives. A tax must be paid 
on the income re sulting from the coopera­
t ive's business activities, either by the 
cooperative or the patron. In the case of 
the cooperative, gross income may be re­
duced for Federal income tax purposes 
to the extent "patronage dividends" (re­
funds) are paid in cash, in property, or in 
allocations of which at least 20 percent is 
paid in cash; PROVIDED, the patron has the 
o p tion to redeem the remainder of the cash 
allocation in cash during a 90- day period 
after issuance and receives wrItten notice 
of t his option at the time he is notifIed of 
the allocation; or the patron consents m 
anyone of three ways to treat this income 
as being received by hIm. The patron can 
give consent by a signed written statement 
to the cooperative before the end of the 
year in which the patronage occurs. Such 
written con s ent will not only apply to the 
current year but all subsequent years until 
revoked. Consent is automatic when a patron 
is joining or continuing as a member of a 
cooperative having bylaws requirmg mem­
bers to give consent. Such consent is not 
revokable as long as the patron is a mem­
ber of the cooperative. If for some reason 
neither of these methods of giving consent 
can be used, then consent is ruled as bemg 
given when the patron endorses and cashes 
a check or other legal instrument redeem­
able in money, representmg at least 20 
p e r c ent of the total patronage. There m,!st 
be cle a rly imprinted upon it that endorsmg 
a nd c ashing such instrument gives consent. 
Thes e a llo cat ions are designated as "quali­
f ied" dividends not taxable to the coopera­
tive but t h e p atron receivmg them must 
declare them a s individual income for tax 



purposes when received, if the aITlounts 
arise £rOITl business activity of the patron. 

Cooperatives that wish to use the bylaw 
ITlethod of consent should check their pre sent 
bylaw provision, in the cases where one 
is already being used, to see that it ITleets 
the requireITlents of the new Act. Other 
cooperatives would have to aITlend their 
bylaws to include a new bylaw provision 
like the exaITlple given below: 

Each person who hereafter applies for 
and is accepted to ITleITlbership in this 
cooperative on the effective date of this 
bylaw who continues as a ITleITlber after 
such date shall, by such act alone, consent 
that the aITlounts of any distribution with 
respect to his patronage occurring after 
October 16, 1962, which are ITlade in written 
notice s of allocation (as defined in 26 U ,S.C. 
1388) and which are received by hiITl froITl 
the cooperative, will be taken into account 
by hiITl at their stated dollar aITlounts in 
the ITlanner provided in 26 U .S.C. 1385 (a) 
in the taxable year in which such written 
notice s of allocation are received by hiITl. 
Cooperatives using the "bylaw consent" 
are required to aITlend their bylaws to COITl­
ply with the new act which becaITle effec­
tive October 16, 1962. The new law requires 
that each ITleITlber receive either in person 
or be sent a copy of the new or aITlended 
bylaw by regular ITlail to his last known 
address before the beginning of the coop­
erative's first fiscal or calendar year 
following the effective date of the Act. 13 

MINIMIZING TAX LIABILITY 

Most fishery cooperatives perforITl ITlar­
keting and purchasing functions, and alITlost 
always ITlaintain two separate departITlents 
for accounting purposes. The ITlarketing 
function is designed to ITlarket the aquatic 
product s of the ITleITlber s at the best price 
possible. The purchasing function is de­
signed to acquire ITlarine gear and supplies 
for ITleITlbers at the lowest possible costs. 
Both functions, if successful and when the 
results are realized by ITleITlbers, will 
increase the taxable incoITle of the ITleITl­
ber s- -ITlarketing by securing high return 
froITl product s, and purchasing by reducing 
operating costs. 

!3 The material presented here on the new Revenue Act should 
not be ronsidered as an interpretation of its provisions. For au­
thoritative interpretations of the Act consult the Director of In­
ternal Revenue for district where income tax return is filed. 
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For purpose of Federal corporate incoITle 
taxation, all cooperatives are still classi­
fied a seither "exeITlpt" or "nonexeITlpt." 
The exeITlpt cooperative has its existence 
in sections 521 and 522 of the old Internal 
Revenue Code. The sections were not 
changed by the Revenue Act of 1962. How­
ever, deductions of these cooperatives are 
now liITlited to allocations ITlade within 
8± ITlonths after the year in which the 
earnings were derived. Under these sec­
tions, certain tax benefits are gained by 
tho se cooperatives which are classified as 
"farITlers', fruit growers, or like associa­
tions." However, in 1955 a ruling was 
is sued liITliting "like as sociations" to those 
specifically engaged in farITling and stock 
raising. Other types of agricultural coop­
eratives and fishery cooperatives were 
specifically excluded. M Court decisions 
have further buttressed this interpretation. 

The nonexeITlpt association is one which 
does not enjoy the special tax benefits 
set forth in sections 521 and 522 of the 
Revenue Act of 1951. It is taxed as an 
ordinary c·orporation. Most of the tax bene­
fits granted to the exeITlpt cooperative s 
can be enjoyed, however, if the associa­
tion abides by certain provisions which are 
spelled out in the Revenue Act of 1962. 

In organizing a nonexeITlpt cooperative, 
care should be taken as referred to above 
to insert, either in the articles of incor­
poration or the bylaws, a clause which 
explicitly and unaITlbiguously vests in each 
ITleITlber a right to a part or all of the net 
earnings or savings. The ITlere stateITlent 
to the effect that the cooperative is or­
ganized as a nonprofit institution is not 
sufficient to ITleet this requireITlent. Pro­
viding ITleITlbers of the association with a 
vested right in a part or all of the net 
earnings or savings, release s the coopera­
tive froITl declaring these as taxable incoITle 
for which it is legally liable. Such net 
earnings or savings becoITle taxable incoITle 
of the patrons as recipients. The coopera­
tive is taxable on that portion of net earn­
ings or savings retained by it for specific 
purposes such as special reserves, or 
di vidends on stock, and it s ITleITlber s ITlay 
be taxed on the balance of net earnings 
or savings distributed froITl the cooperative 
as patronage refunds specifically declared 
bi it. All fishery cooperatives are allowed 
8 2 ITlonths after the close of their fiscal 

1& Rev. Rut. 55-611 IRB 1955-41, 10. 



year beginning after December 31, 1962, 
in which to make their patronage allo cation . 

If an association has the discretion to 
pay its shareholders a dividend which m 
effect amounts to 8 percent of its earnings, 
after it transfers 2 percent of its current 
earnings to surplus, and is obligated by 
a specific bylaw provision according to the 
Revenue Act of 1962 to distribute the re­
maining net earnings or savings to its 
members, the cooperative could bear tax 
liability on a total of only 10 percent of its 
earnings or savings. The cooperative must 
pay at least 20 percent of the allocations 
from earnings or savings in cash as pre­
viously described. In practi ce when an as so­
ciation or its officers have such discretion, 
the be st practice would be to actually declare 
up to the full amounts available for such 
purpose. The balance of fund s may be de­
clared as a patronage refund on which the 
cooperative would not be required to pay 
any Federal corporate income tax, if the 
patronage refund is paid in the manner 
specified by law. All fisher y cooperat i ves 
must file returns with the Internal Revenue 
Service reporting payments of interest, 
dividends, and "patronage dividends" of 
$10 or more a year to anyone person. 
In addition, a statement of the se payment s 
must be sent to the rec ipient of the inter­
est, dividend, or patronage dividend indi ­
cating the annual amount so reported. The 
return and statement must each show the 
amount of the payment and the name and 
address of the recipient . Civil penalties of 
$10 a statement, not exceeding $25,000 in 
total for all statements. can be levied 
against the cooperative if these require­
ments are not met. 

Patronage Refunds or Dividends 

The method of d istribution of net earn­
ings or savings in the example given i s 
called a "patronage refund or dividend. " 
As stated, if the cooperative members have 
a vested right to such refunds or dividends, 
then the cooperative is immune from tax 
liability. cn;e limitation to this rule is 
found. When refunds or dividends are dis­
tributed only to members or if members 
receive greater refunds or dividends than 
nonmembers on ident ical transactions, 
there is an unequal distribution among mem­
bers and nonmembers . When this occurs, 
only such portion of the refund or dividend 
representing net earnings or saVIngs from 
the business of the patron to whom the 
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refund or divIdend 1. pa Id m 
from grosB income. An ' ne r 
saVIngs diverted from n onm mb r 
of member s are cons Idered t bl 
to both the asso ci a tlon a ndth 

Revolving Fund P l an 

or 
or 

Many cooperat ive s ar e caplt hz. d nd r 
what IS kno wn as t h e "revolvmg fund p 
Briefly, this pl a n IS on m WhICh, 
suffiCIent capita l ha been accumul 
current lnve stmen t s are u d 0 

the olde st out standmg mve tm nt 
trans. The advant ages of th pI 
sev~ral. F i rst, It o ffer::, gr t r 
tion and equity t o mitlal mve tor 
chiefly re spon sible f o r bUlldm 
assocIation's c ap ital structure, condo 
patron's financ ial Int er est 1 mamt m d n 
proportion to the use made of th 0-

ciation; and t hird , the entranc of n 
member s i s mad e eaSIer and more ttr 
t i ve. 

Capita l , u nder the plan, 1 

accumulate d e ither by deferrmg paym 
of patronage refunds or by d ductm 
agreed percentage or per umt f from 
proceeds of products sold. Und r th fIr 
metho d , which IS more often u d b 
chasing coop e r atIves, patronage 
d i vidend s are distributed m th form 
s c rip or cert flca t es havmg n Ith r 
tur J. t y d ate nor an Interest rat , 
inclu SlOn of either tends to d f a 
pose of the plan. The as OClatIon 
free t o redeem the certIf cate 
finan cia lly able to do 0 WIthOut t 
risk o f litigation for nonpaym nt 
time. Int ere st payment merely d 
proce s s of the plan and mvo ve 
admi n i st rative costs. The r v 
plan o f f mancmg saves mon 
and a d m InistratIve expenses. 

The s e cond method, the d 
agreed pe rcentage or per umt f 
proceeds of product sold, 1 

appl icable to the marketmg cooper 
" retains " a c cumulated by thl met 
distributed in the earhe r f 
from fut ur e r etams. Such 
eVIdenced by the 15 suance 
tiflcates. 

Member o r Pat ron Tax LI bi Ity 

One dIfficulty a to m mb r 
personal t.x ltablhtle r 



purposes when received, if the amounts 
arise from busines s activity of the patron. 

Cooperatives that wish to use the bylaw 
method of consent should check their present 
bylaw provision, in the cases where one 
is already being used, to see that it meets 
the requirements of the new Act. Other 
cooperatives would have to amend their 
bylaws to include a new bylaw provision 
like the example given below: 

Each per son who hereafter applies for 
and is accepted to membership in this 
cooperative on the effective date of this 
bylaw who continues as a member after 
such date shall, by such act alone, consent 
that the amounts of any distribution with 
respect to his patronage occurring after 
October 16, 1962, which are made in written 
notices of allocation (as defined in 26 U.S.C. 
1388) and which are received by him from 
the cooperative, will be taken into account 
by him at their stated dollar amounts in 
the manner provided in 26 U .S.C. 1385 (a) 
in the taxable year in which such written 
notice s of allocation are received by him. 
Cooperatives using the "bylaw consent" 
are required to amend their bylaws to com­
ply with the new act which became effec­
tive October 16,1962. The new law requires 
that each member receive either in person 
or be sent a copy of the new or amended 
bylaw by regular mail to his last known 
address before the beginning of the coop­
erative's first fiscal or calendar year 
following the effective date of the Act. lS 

MINIMIZING TAX LIABILITY 

Most fishery cooperatives perform mar­
keting and purchasing functions, and almost 
always maintain two separate departments 
for accounting purposes. The marketing 
function is designed to market the aquatic 
product s of the member s at the best price 
possible. The purchasing function is de­
signed to acquire marine gear and supplies 
for member s at the lowest possible costs. 
Both functions, if successful and when the 
results are realized by members, will 
increase the taxable income of the mem­
bers- -marketing by securing high return 
from product s, and purchasing by reducing 
operating costs. 

23 The material presented here on the new RevelUle Act should 
not be considered as an interpretation of its provisions. For au­
thoritative interpretations of the Act consult the Director of In­
ternal Revenue for district where income tax return is filed. 
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For purpose of Federal corporate income 
taxation, all cooperatives are still classi­
fied as either "exempt" or "nonexempt." 
The exempt cooperative has its existence 
in sections 521 and 522 of the old Internal 
Revenue Code. The sections were not 
changed by the Revenue Act of 1962. How­
ever, deductions of the se cooperative s are 
now limited to allocations made within 
8t months after the year in which the 
earnings were derived. Under these sec­
tions, certain tax benefits are gained by 
those cooper"itives which are classified as 
"farmers', fruit growers, or like associa­
tions." However, in 1955 a ruling was 
issued limiting "like as sociations" to those 
specifically engaged in farming and stock 
raismg. Other types of agricultural coop­
eratives and fishery cooperatives were 
specifically excluded. M Court decisions 
have further buttressed this interpretation. 

The nonexempt as sociation is one which 
doe s not enjoy the spe cial tax benefit s 
set forth in sections 521 and 522 of the 
Revenue Act of 1951. It is taxed as an 
ordinary corporation. Most of the tax bene­
fits granted to the exempt cooperatives 
can be enjoyed, however, if the associa­
tion abides by certain provisions which are 
spelled out in the Revenue Act of 1962. 

In organizing a nonexempt cooperative, 
care should be taken as referred to above 
to insert, either in the articles of incor­
poration or the bylaws, a clause which 
explicitly and unambiguously vests in each 
member a right to a part or all of the net 
earnings or savings. The mere statement 
to the effect that the cooperative is or­
ganized as a nonprofit institution is not 
sufficient to meet this requirement. Pro­
viding members of the association with a 
vested right in a part or all of the net 
earnings or savings, releases the coopera­
tive from declaring the se as taxable income 
for which it is legally liable. Such net 
earnings or savings become taxable income 
of the patrons as recipients. The coopera ­
tive is taxable on that portion of net earn­
ings or savings retained by it for specific 
purposes such as special reserves, or 
dividends on stock, and its members may 
be taxed on the balance of net earnings 
or savings distributed from the cooperative 
as patronage refunds specifically declared 
bi it. All fishery cooperatives are allowed 
82" months after the close of their fiscal 

M Rev. Rul. 55-6111RB 1955-41, 10. 



year beginning after December 31 , 196 2, 
in which to make their patronage allo cation. 

If an association has the dis c ret ion t o 
pay its shareholders a dividend which m 
effect amounts to 8 percent of its e arnin gs , 
after it transfers 2 percent of its current 
earnings to surplus, and i s obliga t e d b y 
a specific bylaw provision ac cording t o the 
Revenue Act of 1962 to d i stribute the re ­
maining net earnings or savin g s to its 
members, the cooperative could bear t ax 
liability on a total of only 10 percent of its 
earnings or savings. The c o operative must 
pay at least 20 percent of the a llocations 
from earnings or saving s in c ash as pre ­
viously de scribed. In practi ce w h e n an as so ­
ciation or its officer s ha v e su c h discretion, 
the be st practice would be to a ctually declare 
up to the full amounts available for such 
purpose. The balance of fun d s may be de­
clared as a patronage refund on which the 
cooperative would not be r e quired to pay 
any Federal corporate income tax, if the 
patronage refund is paid in the manner 
specified by law. All fis he r y c ooperatives 
must file returns with the Int e r nal Revenue 
Service reporting pay m e nt s of interest, 
dividends, and "patronage dividends" of 
$10 or more a year to anyone person. 
In addition, a statement o f the se payment s 
must be sent to the re cip ien t of the inter­
est, dividend, or patronag e dividend indi­
cating the annual amount so reported. The 
return and statement m ust each show the 
amount of the payment and the name and 
address 01 the rec ipient. Civil penalties of 
$10 a statement , not e xceeding $25,000 in 
total for all statements, can be levied 
against the cooperat ive if these require­
ments are not met. 

Patronage Refunds o r D ividends 

The m e thod of d i s tribution of net earn­
ings o r sa v ings in the example given is 
called a " patronage refund or dividend. " 
As stated, if the c oope rative members have 
a ve s ted r i ght to s uch refunds or dividends, 
then the coo.per ati v e is immune from tax 
l iabilit y. One lim it ation to this rule is 
fo u n d . When r efunds o r dividends are dis­
tr i bute d o n ly to membe rs or if members 
r ece ive greater refund s or dividends than 
nonmembers on identical transactions, 
there is an unequal di st ribution among mem­
bers and nonmembers . When thIS occurs, 
only such port i o n of t he r e fund or dIvIdend 
representing net ea r n ings or savmgs from 
the bu s ine s., of the pat ron to whom the 
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refund o r dividend 11 p Id m 
fr om g ross income. Any n t rn n 
saVIng s diverted from nonrnemb r m f 
o f members are consIder d t bl 
to both the asso ci atIon and th 

Revolving Fund Plan 

Many cooperatIves are capItahz. d und r 
what IS known as the "revolvmg fund p 
Briefly, thIS plan lone m WhIch, 
suffiCIent capital ha s been accumul 
current Investments are u ed to r 
the olde st out stand ing mv tm nt of 
trons. The advantage s of he pI n 
several. FIrst, it offers gr at r prot 
tion and equity to initial mv stor who 
chiefly re spons ible for bUIldm up 
association's capItal structure, econd, 
patron's fInanc ial interest 1 maintam 
proportion to the use made of th 
ciation; and third, the entrance 
members is made easier and mo 
tive. 

Capital, under the plan, I 
accumulated either by deferrmg p ym 
of patronage refunds or by d ductm 
agreed percentage or per umt f e from 
proceeds of products sold. Und r th flr 
method, whIch is more often used b pur­
chasing cooperatlVes, patrona e refund r 
d ividend s are distributed m the form f 
SCrIp or certificates havmg neith r 
tur ty da e nor an intere rate, m 
inclusion of either tends to d feat the 
pose of the plan. The aSSOCIatIon h 
free to redeem the certlficat wh n 
financiall y able to do so WIthout t 
risk of litigation for nonpaym nt a 
time. Interest payment merely d 
process of the plan and mvolv 
admInistrative cost . The r v 
plan of financing saves money 
and admInIstratIve expense • 

The second method, the dedu I 
agreed percentage or per uni fee 
proceeds of product sold, s 
applicable to the marketmg coop r 
" retains " accumulated by thl m 
dlStributed in the earhe year 
from future retams. Such re 
evidenced by the Issuanc of r-
tificate s. 

Member or Y 

One d ifficult y a to member 
personal tax l1abIhtle r e 



distribution of patronage refunds or divi­
dends is in the form of paper obligations, 
such as revolving fund certificates, cer­
tificates of indebtedness, letters of advice, 
scrip, or other such forms that may be with­
out a fair market value. The Revenue Act 
of 1962 now clearly specifies how such 
paper patronage refunds or dividends are 
taxable, either when received pursuant to 
a pre- existing obligation to make them or 
otherwise when realized upon. The basis 
of the value of documents is disclosed under 
the first taxable category upon subsequent 
collection or disposition and is limited to 
the amount reported as income when they 
were received. Negotiable instruments are 
income when received under either cate­
gory. When a patron receives a paper 
patronage refund or dividend and declares 
its face value as income, but on redemption 
receives less, he may declare a loss under 
applicable provisions of the Internal Rev­
enue Code. Conversely, if a member re­
ports less than the full amount ofthe refund 
or dividend, his basis' is limited to the 
amount reported as income in the years 
of its receipt. Upon redemption, sale, or 
other disposition of these paper refunds 
or dividends, the excess will be declared 
as income in that year. 

The U.S. Tax Court has refused to treat 
paper patronage refunds or dividends as 
income to the patron at the time of receipt. 
This is contrary to the position held by 
the Commissioner. Under the rulings ofthe 
court, which have been upheld on appeal, 
refunds or dividends without a fair market 
value are immune from taxation until re­
deemed or sold. The Commissioner and 
the Tax Court agree that if patronage re­
funds or dividends are paid in the form of 
merchandise, the fair market value of this 
merchandise at the time of its receipt is 
to be included in gross income. 

Refunds or dividends, whether patronage 
or ordinary, are usual1y taxable for per­
sonal income tax purposes when received 
by the patron. Receipt, for tax purposes, 
doe s not require an actual reduction to 
possession. Refunds or dividends credited 
to the ac count of a rn.ern.ber without any 
restrictions or limitations constitute in­
come received for tax purposes. This in­
come is taxable for the years in which 
credited, notwithstanding the fact that the 
funds have not been received. 
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Taxation of Reserves 

Taxation of various reserves is a final 
problem confronting the nonexempt coop­
erative. Deduction for such reserves is 
usually limited to depreciation, bad debt 
accounts, or a reserve which is in effect a 
proper estimate of an accruable liability 
or expense. Accordingly, such re serve s 
as anticipated special repairs or future 
contingencies are not usually deemed de­
ductible from taxable earnings. 

Income Tax Rulings on Patronage Refunds 

Either an exempt or a nonexempt coop­
erative may retain a portion of patronage 
margins on an unallocated basis in the 
cooperative for capital purposes if it pays 
taxe s on the sum retained, Z5 and if the 
members so elect. On the other hand, the 
patron may agree in advance to let the 
amount of the refund be reinvested with 
the cooperative for capital purposes, in 
capital or debt form. Such patronage re­
funds, if allocated equally to patron mem­
bers and nonmembers, may be excluded 
from gross, income of the cooperative. 

The court has ruled that any cooperative 
may exclude from its gross income for tax 
purposes any amount it is under prior 
obligation to distribute to patrons on a 
patronage basis, for such monie s never 
become its property. This has been firmly 
established by the U.S. Tax Court in United 
Cooperatives, Inc., versus Commissioner 
case and others. III In the United Coopera­
tives, Inc. case the court held that under 
bylaws which required the cooperative to 
refund to its patrons all its receipts in 
excess of expenses and dividends on its 
capital stocks (limited to 8 percent) the 
amount of the refunds should - like othe r 
rebates - be excluded from the coopera­
tives I gros s income. The refunds were not 
subject to tax, except to the extent of an 
amount equal to 8 percent of the capital 
stock. The amount which was subject to 
discretionary payment of dividends on stock, 
not required to be returned to patrons as 
a refund, was held to be taxable income to 
the cooperative. This decision may have 
to be reconsidered in light of the new 
Revenue Act. 

III U.s. Treas. Reg. 118. 39.101(12) - 1 to 39.101(12) - 4 
1953; loR.C. 1954 by T. D. (6091) 1954-3 Cum. Bull. 47. 

III 4 T.C. 93, 108 (1944). acq. 1945 Cum. Bull. 6. Farmers 
CooP. Co. v. Birmingham, 86 F. SuPP. 201 (N.D. Iowa 1949). 



In March 1953, the Commissioner of 
Internal Revenue had this to say about 
excluding patronage refunds from co-op 
gross income: tr 

A cooperative association which is subject to Federal income 
tax is not exempt from the compliance requirements applicable 
to ordinary corporations nor exempt from the payment of 
Federal income or excess profits taxes. However, a cooperative 
association may exclude from gross income all true patronage 
refunds on the theory that such amounts represent either an 
additional consideration due the patron for goods sold through 
the corporation or a reduction in the purchase price of s upplies 
or equipment purchased by the patron. Such refunds are exclud­
able from the gross income of the corporation when they are 
made in accordance with a prior agreement between the corpora­
tion and its patrons, such agreement preferably being set forth 
in the corporate charter and bylaws. nlere is, however, an 
important limitation on the amounts that may be so excluded. 
If members only are paid refunds, or if members receive 
greater refunds than nonmembers on identical transactions, only 
such part of the refund as represents profits from the business 
of the patron to whom the refund is pajd may be excluded from 
gross income. Profits diverted from nonmembers anJ paid as 
refunds to members are not excludable but are treated as income 
to the association and !is ordinary dividends to the members 
(Fruit Growers Supply Co .. Com. 56 F. (2d) 90 (CCA) 9th, 1932). 
It is immaterial whether refunds are distributed in the form of 
cash, stock, or certificates of indebtedness, or in some other 
manner that discloses to each patron the amount of such refund. 

Section ~2), Article vm of your Bylaws provides that at the 
end of each year, or oftener at the discretion of the Board of 
Directors, after setting aside the amounts for reserves or other 
funds, and after the payment of dividends, if any, on preferred 
or common stock, the balance of the net earnings or savings of 
the association for that year shall be distributed to members on 
a patronage basis in proportion to the amount of business each 
contributed to the association during the year. Such patronage 
refunds may be credited to producers on the books of the asso­
ciation, to apply on the purchase of stock in the association by 
producers, or to be used by the association as short time 
working capital and in evidence of which the association may 
issue certificates of interest within the sole discretion of the 
Board of Directors. 

It is the opinion of this office that the Bylaws clearly set forth 
a definite pre-existing obligation to make distributions to mem­
bers on a patronage basis to nonmember patrons. Accordingly, 
that portion of amounts distributed to members which represents 
profit from the business of the member to whom the distribution 
is made may be excluded from gross income, in computing net 
income of the corporation, for Federal income and excess 
profits tax purposes. However, any earnings accruing from 
business with nonmembers may not be excluded from gross 
income even though distributed to the nonmembers, and there 
may not be exclUded any part of a distribution to a member 
which is in excess of the profit derived from the business of 
that member. It should also be understood that any earnings 
accruing from business with members and not distributed on a 
patronage baSiS, in the form of cash, merchandise, capital 
stock, revolving fund certificates, similar documents , or in 
some other manner whereby there is disclosed the dollar 
amount apportioned on the books of the association to the ac­
counts of the members, are also to be included in taxable 
income. 

tr Lener addressed to Point JUdith Fisherman's Cooperative 
Association, Inc., Point Judith, R. I. (March 1953). 
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The above excerpt s, before the new Act 
was passed, were gene rally considered as 
the views of the Internal Revenue Service 
(IRS) concerning the proper handling of a 
cooperative's gross income for Federal in­
come tax purpose s. These excerpts clearly 
indicated the portion of a coop's gross 
income that was subject to Federal income 
tax under most conditions. However, these 
views should be r eevaluated in light of the 
new Act. 

The amount of patronage refunds is de­
termined by the accumulation of funds from 
"underpayment" in the case of a marketing 
cooperative and "overpayment" in the case 
of a purchasing cooperative (operating costs 
and expenses are deducted). Unless an 
associat ion has a new margin available for 
distr ibut ion from its operations in one of 
these areas of business activity, there is no 
bas is for declaring a patronage refund or 
dividend. Should a board of directors au­
thorize the payment of refunds of any char­
acter when the facts do not justify such ac­
tion, it does so at its own peril as has been 
attested to by a number of rulings handed 
down by the court s. 

At common law, the declaration of divi­
dends, whether patronage or otherwise, is a 
matter fo r the board of directors to deCide 
and not the stockholder s. The line of reason­
ing is that only the management (board of 
directors) is in possession ofthenecessary 
facts to make a decision on matter s affecting 
disposition of any net margin the co-opmay 
have at the close of the business year. 
The cooperative should maintain a sound 
financial structure at all times. Providing 
funds for proper and adequate reserve and 
surplus accounts is important to the con­
tinued growth and development of any coop­
erative. 

Theoretically, the law supports the view 
that, under the usual contractual oblig<!-tion 
of a properly organized association, patron­
age refunds or dividends on net earnings 
or savings must be paid when they accrue. 
These refunds or dividends become the 
property of the patron and are subject to 
per sonal income tax. Patronage refunds 
or d ividends normally represent either an 
additional sum due the patron for products 
sold by the cooperative or a further savmg 
on the purchase of fishing supplies or gear 
bought by the patron through the associa­
tion. Noncash patronage refunds or diVI­
dends under contractual arrangements are 



really not that. Actually they are patronage 
refunds due but reinvested in or loaned to 
the cooperative through an advance agree­
ment with the patron. Noncash patronage 
refunds or dividends are distributed in 
proportion to the volume of business the 
patron has done with the cooperative by 
making a book entry under the name of 
each patron in the accounting records of 
the ~ooperative. Thus the reinvested or 
loaned amount is equal to the noncash pa­
tronage refunds and is used by the coop­
erative for capital purposes. 

Unfortunately, however, such procedure 
is sometime s more theoretical than real, 
because some cooperative association by­
laws do not set forth in clear concise lan­
guage the patronage contractual arrange­
ments. This may result inunfavorable court 
decisions or decisions which appear con­
trary to cooperative principles. The courts 
are guided by the facts as presented, and 
when the bylaws are not clear in the pro­
visions concerning the patronage contract, 
then there is no other choice. It is impor­
tant to have clear, legally sound bylaw­
provisions covering patronage refunds if a 
cooperative is to enjoy the full benefits of 
these funds for capital purposes. 

FISHERMAN'S PERSONAL INCOME TAX 

A fisherman receiving from a cooperative 
a patronage refund or dividend, regardless 
of its form, is required to declare it at 
face value in reporting taxable income for 
the year in which allocation is made where 
business income is affected, which is usually 
the case. a In February 1959, the Internal 
Revenue Service gave notice that these 
regulations would be amended to conform 
to the "principle" declared in the Long 
Poultry Farms and B. A. Carpenter cases, 

1957 and 1955, respectively . In t he 19 55 
case, Z9 the Fifth Circuit Court o f Appea ls 
ruled that the pat ronage re funds are re ­
portable by a cash - basis taxp ayer when 
made, but only at their f air market value 
if in a nonca sh form. If, a s in t he Clted 
case, the falr market value is f ound to be 
zero, the taxpayer has received no Income . 
The court ruled, m the Long Poultry Farms 
case, that a patronage refund credit al ­
located to the account of a member who 
kept hIS own books and recorded hIS mcome 
on an accrual basis was not an Item o f 
income properly accruable to the member 
in the year in whIch the allocation was made . 
In so holding the court dIstinguIshed the 
case on the facts from the Tax Court's 
earlier rulmgs m Harbor Plywood Corp., 
14 T. C. 1 58 (1 95 0 ) , Aff' d. 1 87 F. 2 d 734 
(9th Cir. 1951) and George Bradshaw, 
14 T.C. 162 (1950) acq . 1950 - 1 Cum . Bull . 1. 
The court also rejected m strong language 
the "receIpt and reInvestment" theory as 
applied to book credits of the type here 
involved. Besides the rulmgs cited, whIch 
have been accepted by the Government, the 
Ninth Clrcuit Court of Appeals has ruled 
that the patronage refunds are reportable 
by a cash- basIs taxpayer, only when re­
deemed in cash. 30 ThIs is true, lrrespec ­
tive of the source ofthe capital dlstrIbutlOn , 
that IS, whether it IS an allocation o f patron­
age refund or capital retained from sales 
proceeds of the product. These rulings have 
created a confused situatIOn, and Congre s­
sional legislation may be necessary be fore 
the situation IS corrected. In 1951 Congress 
made it clear that it s intention wa s to 
collect a single tax on all income d e veloped 
by farmers (fishermen) through th e ir coop­
eratives during the tax y e ar in which th e 
income wa s created . 31 The Revenue A ct 
of 1962 clearly extolls this princip le as a 
requirement under its provisions . 

LEGAL INSTRUMENTS OF INCORPORATION 

After determining the State statute unde r 
which an association is to be incorporated, 
the group forming the as sociation m u st 
prepare the article s of incorpor a tio n and 
file an application for a charter . T h e 
articles of incorporatio n a re the l ega l 
paper or instrument that is signed b y t hose 
forming the corporation. The y conta in cer­
tain requirements of the law and other pro-

28 26 C.F oR. 1.61-5. as promulgated by T .D. 6272. 22 Fed. 
Reg. 9419. 9421(1957) See also Rev. 54-10,1957-1 Cum. Bull. 24. 
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visions wit hin the l a w ag re ed t o by the 
incorporator s . It mi ght be sa i d that the 
various articles are the markers b y which 
the c ou r se of the corporat ion ship IS 

!9 Carpenter v. Commiss ioner, 219 F. 2d 635 (5th Cir • . 1955) 
affirming 20 T.C. 603 (1953), Acq. RoB. 1958- 11. Long Poultry 
Farms, Inc. v. Commissionery249 F.2d F26 (4th Ci r. 1957) Re­
verSing 27 T.C. 985 (1957). 

30 Caswell's Estate v. CommiSSioner, 211 F. 2d 693 (9th Cir. 
1954), reversing 17 T.C. 1190 (1952); M>e v. Earle. 

31 S. Rep. No. 781, 82d Congress, 1st Session 21 (1951). 



chartered, for the y 
tions and privileges 
statute un de r which 
forrned. 

contain the limita­
authorized by the 
the corporation is 

E x perience has taught that article s of 
incorporation and bylaws should be rea­
sonably broad. Provision should be made 
for the cooperative association to coop­
erate with ass 0 cia t ion s of a similar 
nature in this country or in other coun­
tries. Provisions fo r eventual .branches 
or subsidiary organizations are also de­
sirable. 

In every cooperative, the articles of in­
corporation should limit the dividends to 8 
percent per yea r on paid- in capital stock. 
It ha s be come more and more customary 
to include in the article s of incorporation 
the following general clause: 

The cooperative association shall have the powers, privileges, 
and rights conferred on ordinary corporations and cooperative 
associations by the laws of the State and all powers and rights 
incidental or conducive to carrying out the purposes for which 
this association is formed. 

Exper ience shows that it is practical to 
establish deta iled methods of compensating 
members who have withdrawn or been ex­
pelled from the association. Usually the 
bylaws state that the book value of the 
shares of stock should be evaluated by the 
board of director s and that a sum equal 
to the value of the share s held should be 
paid to the withdrawing members. This 
method has two difficulties. First, it seems 
unjust and unfair to give each member an 
equal part in the assets of the cooperative 
regardless of the length of his membership. 
It would be better to divide the members 
into clas se s, according to year s of mem­
bership, and determine the value of shares 
for each class. Sec 0 n d, difficulty arises 
from the fact that in highly capitalized 
cooperatives . the major portions of the 
as sets are tied up in buildings and machin­
ery or other fixed assets. Repaying with­
drawing members the value of the shares 
in cash is then a real financial drain on 
the cooperative association. The bylaws 
should, therefore, contain a clause. that the 
board of directors is empowered to deter­
mine installment payments for compen­
sating withdrawing members. Examples of 
typical articles of incorporation and bylaws 
in Appendix 1. 
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ARTICLES OF INCORPORATION 

Main Features 

Statutes vary as to the contents of the 
art~cle s of incorporation, but the following 
maIn features are generally required . 

Citation of statute.- - The statute under 
which the as sociation is to be incorporated 
is cited. 

Name of the corporation.- - The corpora­
tion must have a short name and one that 
is not a duplication or imitation of that 
already adopted by another corporation 
engaged in the same or similar activities. 
It is suggested that the word Ifcooperative lf 

be used as part of the name. 

Location of principal office.- - The loca­
tion of the principal office does not neces­
sarily mean the place where the majority 
of the busines s of the corporation shall be 
conducted. It does establish the legal resi­
dence of the association. 

Purpose for which the corporation is 
formed.- - The purposes should be stated 
clearly and should include all things that 
are in keeping with and related to the 
principal objectives of the corporation. 
The assoc iation does not have to perform 
all obje ctives included, but has the privi­
lege of performing such objectives if it 
des ires. Otherwise, amendments to the 
charter would be necessary. 

Powers and limitations.--Thepowersand 
limitations of the association should be 
stated in the article s of incorporation. 

The powers which most associations 
include in their articles of incorporation 
are: 

1. To borrow money and give liens. 

2. To act as agent or representahve 
for patrons. 

3. To buy, lease, hold, and exercise 
all privileges of ownership. 

4. To draw, make, accept, indorse, 
guarantee, execute, and issue negotiable 
and transferable instruments of indebted­
ness. 

5. To acquire, own, and develop pa­
tents, trademarks, and copy. 



6. To cooperate with other as socia­
tions in fonning approved central, regional, 
or national cooperative agencies. 

7. To utilize all rights, powers, and 
privileges conferred by State or Federal 
statute s. 

The limitations or restrictions placed 
on all associations usually are those spec­
ified by la w , but these should be listed 
in the article s a s a safeguard and written 
confirmation. The limitations are : 

1. Membership is limited to persons 
engaged in the fishing industry as fishermen 
who catch, collect, or cultivate aquatic 
p r oducts, or plant aquatic products on 
publ i c or private beds. 

2. Products of nonmembers shall not 
be ma rketed in an amount which shall ex­
ceed the value of the product s handled for 
members. 

3 . Ma r ine gear and supplies for non­
members shall not be purchased in an 
amount w h i ch shall exceed the value of the 
purchases for members. 

4. Vot ing of members 1S restricted to 
one vote p er member. 

5. Maximum d i vidend rates usually 
are specif i ed on capital stock. 

Activities of a cooperative should not 
be limited to anyone particular State or 
to the United State s. International trade 
developments are growing. A cooperative 
should s et u p long- range (over 25 years) 
as well as short-range objectives. Short­
range plans o r goals are definite handicaps 
to the economi c growth a n d development of 
a cooperat1ve. 

Cap1tal stock.- - The total amount, in dol­
lar s, of the a uthorized capital stock, the 
classes of stock, the number of shares in 
each clas s, h ow and b y whom the same 
shall be ac qu ir ed, held , and transferred, 
and the par value of the shares, if it is to 
be a stoc k c orporat ion. 1£ not a stock 
as soclatlOn, s pe cifications for member ship 
should b e s e t forth. 

Reserve funds .--The manner in which 
rese rve s a nd o t h er funds of the association 
may be provided , utilized, disposed of, and 
abolishe d. 
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Director s.- - The number of director s the 
a s sociation shall have and the name s of 
those comprising the original board of 
directors who shall serve the first year 
or unt i l their succe s sor s are elected and 
qualified. 

Duration.- - Some State s require that the 
length of time for which the corporation 
shall have legal existence shall be stated 
in the article s of incorpor ation. 

Other.--Requirements vary from State 
to State. Every provision in the articles 
of incorpo ration must be authorized by law, 
and the inclusion of a provision that is not 
authorized is generally void, at :least as to 
third parties. 

Procedure in Filing 

States vary as to the procedures and 
requirement s for filing the article s of 
incorporation. As a general rule, however, 
the article s of incorporation are filed at 
the Office of the Secretary of State. In 
some States the statute requires that a 
certified copy of the articles of incorpora­
tion obtained from the Office of the Secre­
tary of State be recorded at the courthouse 
in the county in whi ch the corporation is 
to have it s main office or it sIegal addre s s. 
Upon meeting other requirements specified 
in the statute in connection with the acquir­
ing of the charter , the corporation can then 
be said to have legal e xistence. 

BYLAWS 

Authorization 

After securing the corporation charter, 
the incorporators should consider the adop­
tion of bylaws for the corporation. The 
authority to adopt bylaws is usually speci­
fically granted by the State statute under 
which the organization may be incorporated. 
The power to adopt bylaws exists at common 
law, however, and such power is vested in 
the stockholder s or members unless the 
statute specifies some other group. An as so­
ciation should adopt bylaws even in the 
absence of statutory requirements to do so. 

Main Feature s 

The bylaws are rule s and regulations 
governing the operations and affairs of the 
as sociation. Bylaws usually set forth the 



relations between the corporation and its 
members or holders of common stock. 
Limitations or- requirement s, if any, are 
usually specified in the statute under 
which the as socicition is incorporated, and 
such should be complied with in adopting 
bylaws. Typical examples are given in 
appendix. The following are the main fea­
tures generally provided in bylaws. 

The name of the corporation.--The name 
of a corporation come s from it s article s 
of incorporation. Bylaws are usually headed: 

Bylaws of the ----------COOperative which is hereinafter re­
ferred to as the association. 

The objectives and purposes.- - The ob­
jectives and purposes of a corporation are 
set forth in the article s of incorporation. 
The bylaws need only state that "the ob­
jectives and purposes for which this asso­
ciation is formed are those set forth in 
its articles of incorporation." 

Membership and membership relations .-­
Bylaws should contain a definite statement 
of what constitutes member ship, who is 
eligible for membership, and what condi­
tions and requirement s must be met by 
members or applicants. Membership here 
refers to both the holders of membership 
in non stock associations and the common­
s tock holders in association with stock. 

Meetings of members.- - The date, time, 
and place of annual meetings are given, 
a nd the purpose s or reasons for which 
special meetings may be called are stated 
in this section of the bylaws. Other bylaw 
p rovisions usually included in this section 
a re: A statement of the procedures for 
s ending out notice s of meetings and for 
voting, a definition of a quorum, and a def­
inition of the proper order of bu sines s in 
conducting these meetings. 

Selection of directors and officers . --The 
:humber of directors needed for successful 
o peration of t.he cooperative and the quali­
fi cations of the director s should be detailed 
in the bylaws. 

To a s sure equal repre sentation on the 
board for all member s of the cooperative, 
bylaws should have hard and fast rules and 
regulations as to how directors will be 
elected and the areas each will represent. 

Rules for the board to follow in electing 
officers from its own membership should 
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be written into the bylaws . Other rules 
and regulations included in this article of 
the bylaws usually concern: (1) Filling va­
cancies on the board ; (2) frequency of reg­
ular board meetings ; (3) proper notification 
of board meetings; (4) rate of compensation, 
if any, to director s for attending meetings; 
and (5) number of board members required 
to be pre sent to constitute a quorum. 

Duties of directors and officers.--l'he 
duties and responsibilities of the board of 
directors must be written into the bylaws 
carefully and in detail. Such a practice 
largely eliminates questions about the 
board's authorit y to manage the business 
affairs of the cooperative in the best 
interest of the members and the association. 
When the board's duties are fully under­
stood by each member of the as sociation 
and each member of the board, a close 
mutual working relationship is achieved. 

The board of directors is given the 
power through the provIsIons of the bylaws 
to handle all receipt s and disbursements 
of the association. 

The bylaws pre scribe the duties of the 
officers of the association. The powers and 
duties of the executive and other com­
mittees should be clearly set forth in the 
bylaws. 

The general duties, accountability, and 
control of employees are the responsibility 
areas described under the article of the 
bylaws dealing with the manager. 

Capital stock certificates.--The bylaws 
should specify the language that shall be 
printed on the face of the certificates of 
common and preferred stock, ifthe associa­
tion is a stock corporation, or on member­
ship certificates, if the association IS 
formed without stock. 

Reserve fund certificates.- - The bylaws 
should consider the possibility of establish­
ing a re serve fund to give the cooperative 
a broader basis for future activities. It is 
advisable to retain the reserve fund as 
loans made by members to the cooperatIve 
association and to issue certificates of the 
value of each member's contribution. 

Fiscal year and meetings.- - Under this 
sUQject there should be stated the fiscal 
year of the corporation and the t~me, place, 
and manner of calling and conductmg regular 



meetings of the members. Provisions should 
be made for special meetings of the mem­
bers, and the time and manner of giving 
such notices. There should be included the 
rights and privileges of members; the 
manner of voting, whether in person or by 
proxy; and the number of mem~ers con­
stituting a quorum at any meeting. Even 
though not required by State statutes, inmost 
nonprofit corporations it is common prac­
tice to limit voting in the corporation to 
one member, one vote, irrespective of the 
number of share s of stock or the amount of 
membership capital one may hold in the 
corporation. 

Directors and officers.--There should 
be provided hereunder the director s, of­
ficers, their qualifications, and their num­
ber. In addition, powers, duties, and func­
tions of officer s and director s and their 
compensation, if any, should be stated. 
The management of the business and affairs 
of the as sociation is usually vested in the 
board of director s. The board of director s 
is given power and authority to delegate 
any of it s dutie s or functions to other par­
ties which are not otherwise prohibited by 
the article s of incorporation or the statute 
under which the corporation was formed. 
Generally, the board of director s selects 
and employs a manager who conduct s the 
business affairs of the corporation, and to 
whom the board may is sue from time to 
time instructions as to his duties, func­
tions, and responsibilities. The board of 
directors is responsible for conditions 
existing in the corporation and has general 
stewardship of all the association's affairs. 

Expenses and payments.- -A provision 
for handling product s of the or ganization 
and its patrons should be included in the 
bylaws. This provislOn should include 
charges, fees, and deductions for the han­
dling and sale of the products. The bylaws 
should set forth also the deductions or ad­
ditions for reserves or other purposes, 
usually based on a per unit of value or 
volume. This provision is usually made 
when the association has no marketing 
agreement with its members. In the ab­
sence of marketing agreements and pro­
visions expressed in the bylaws with re­
spect to such charges, deductions, and fees, 
the power is vested in the board of direc­
tors. From time to time the board may 
set up schedule s of such payments, deduc­
tions, and fees. The board of director s 
delegates the authority for the execution 
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of s uch plans to the manager or other 
appropriate offi ce r s ofthe orgalllzation. The 
payment of fees, charges, and deductions 
should also be provided, for the a s soc ia­
tion is a cooperative purchasing supplies 
and equipment for its members and patrons. 

Members' equity in the association.-­
Provisions should be made m the bylaws 
for reserves and other fund s for any of 
the purposes of the association; the manner 
in which the net assets includmg the re­
serve funds of the association may be 
credited to the members, and provisions 
for distnbution of the net assets in the 
event of liquidatlOn or dis solution of the 
association. 

Accountmg and audits .- - Bylaws should 
set forth a requirement for a recognized 
standard system of account s and audit ing 
which will show at all times each member's 
interest in the association during the cur­
rent year's business and the amounts 
credited to him on reserves or in special 
accounts. 

Patronage savings or earnings.- - The 
manner and order in which the savings 
or earnings of the association shall be diS ­
tributed should be stated . The statement 
should include: ( 1) Dividend s on common 
and preferred stock, if the cooperative is 
a stock association; (2) the amount set aside 
for reserves; and (3) patronage re funds or 
dividends to members and other patrons 
who have done business through the asso ­
ciation. Such patronage refunds or dividends 
to members and patrons are based on the 
amount of business, usually in dollars, 
that each member contribute s to the total 
volurne of business of the association. 

Bylaws should set forth the manner of 
handling patronage refunds or dividend capi­
tal. After liquidating the cur rent indebted ­
ness; setting aside preferred and common­
stock dividends, if any; and allotting the 
amounts necessary for reserves, the asso­
ciation or cooperative declare s patronage 
refunds or dividends out of net earnings 
or savings. Patronage refunds or dividends 
are distributed on the basis of patronage 
in the organization by member s and patrons. 
Patronage refunds or dividends of non­
members may be credited to them on the 
books to apply on the purchase of member­
ship stock in the corporation. 



Value of each share .- - The bylaws should 
provide that the board of dIrector dete r­
m ine the value of e ach share of stock at 
the end of each yea r and that wlthdrawmg 
member s are bound to accept the values 
determined in compensation. 

The bylaws should also provide for the 
manner in w hich the withdrawing member 
should be compensated. That means it 
should provide for eventual installment 
payments so that the association may not 
be affected too heavily if one member 
with many shares, or many members, 
with a few shares each, should withdraw 
at the same time. 

Federation.- - Within the powers and limi ­
tations of the State statute under which the 
association is incorporated and of the 
article s of incorporation of the associations, 
the bylaws should make provisions to allow 
the association to affiliate with other cor­
porations engaged in similar or related 
business. Such affiliation may be effected 
by the purchase of sto ck or membership 
in the other corporation. 
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Amendments.--Th byia\\ 
the manner, time, and pia 
bylaws of the assocIation rna 
The power to amend bylaw I 
ulated in the statute authorlzm 
po ration, but, the mann r, 
of amendment are u -uaily 
cretlOn of the as sOClation, 
the bylaws. 

MEMBERSHIP AGREEME TS 0 
CO TRACTS 

Some associations have m mb r p 
agreements or contracts WIth theIr produc­
ing members or patrons gov rnm th 
delivery of products to th a oC'la lon, 
Agreements or contract are In k pIn 
with the powers and purpose::. of th c r­
poration. They are usually contmuou from 
year to year unless either party car to 
withdraw, in which case notIce I glv n to 
the other party, within a speclfl d 1m, 
of the date provided for such wlthdr wal. 





APPENDIX 1 - SAMPLE: ARTICLES OF INCORPORATION 

ARTICLES OF INCORPORATION 

OF 

(Name of Fishery Cooperative) 

This IS to certify that we, the undersigned, all of whom are 
residents of the State of engaged in the produc­
tion of aquatic products, hereby voluntarily associate ourselves for 
the purpose of forming a cooperat ive, nonprofit association with capital 
stock, to be operated on a mutual basis under the provisions of chapter 
______ , public laws of , entitled , 
and amendments thereto, and for that purpose adopt these articles of 
incorporation. 

Article I.--Name-Location 

The name of this association is 
The principal place of business of this associat ion shall be in ____ _ 

m the county of State of 

Article II.--Purposes 

The objects and purpo ses for which this association is formed 
and the nature of its business and operations are: 

Section 1. To associate its members and producer-patrons 
for the purpose of engaging in any activity involving or relating to 
collecting, catching, taking, planting, producing, buying, recelvmg, 
grading, proce s sing, packing, storing, financing, preparing for market, 
handling, marketing, selling, and/or distributing aquatic products, or 
conducive to buying , selling, or otherwise handling fishery and marine 
supplies and equipment ; and for the conduct of any activity deemed by 
the association to be necessary , convenient, proper, or expedient for 
the accomplishment of such purposes on a cooperative basis for the 
mutual benefit of the members of this association provided that the 
as sociation shall not deal in the aquatic product s or fishery and marine 
supplies and equipment for nonmembers in an amount greater in value 
than that handled by it for members. The term aquatic products as 
used herein includes aU commercial products of aquatic life in both 
fresh and salt water. 
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Section 2. To act as a collecting and marketing agency of 
aquatic product s and of any of the product s manufactured therefrom; 
to carryon any and all activities necessary, convenient, expedient, or 
proper for the accomplishment of same; to unify and systematize the 
business of producing aquatic products; to improve the quality, facili­
tate the distribution, and stabilize the prices of fishery products; and 
to act as a purchasing agent for it s members and producer- patrons of 
nets, twine, rope, leads, motors, boats, paints, grease, gasoline, oil, 
and other marine supplies and/or equipment used in or incident to 
producing, collecting, propagating, catching, or taking aquatic product s. 

Section 3. To promote, encourage, foster, and facilitate the 
economics, orderly and efficient production, distribution, and sale of 
aquatic products. 

Section 4. To buy, lease, acquire, hold, and control as owner 
or otherwise, and to pledge, mortgage, and dispose of any interest in 
any real or personal property as may be necessary, convenient, or 
proper in the conduct of the business of the association or incidental 
thereto; to erect, construct, or acquire any interest in and operate any 
plants, buildings, facilities, or machinerynecessary, proper, or incident 
to the carrying on of its business; and to sell or dispose of any or all 
of its property and assets. 

Section 5. To borrow money without limitation as to amount of 
corporate indebtedness or liability, and to give a lien on any of its 
property as security therefor; to f inance and aid in the financing of 
catching, collecting, taking, producing, and marketing of the aquatic 
products of its members and producer patrons, and to make advance 
payments and advances to them therefor; and to draw, make, accept, 
endorse, guarantee, execute, and issue promissory notes, bonds, mort­
gages, bills of exchange, drafts, warrants, certificates, and all kinds 
of negotiable or transferable instruments and obligations for any 
purpose that is deemed necessary or proper to further the objects for 
which this association is formed. 

Section 6. To form, organize, own, or control such sub­
sidiary corporations and branches as many be deemed by this asso­
ciation to be necessary and expedient to carry out the purposes of this 
association, and to buy, hold, own, vote, control, and exercise all the 
privileges of ownership in the stock and bonds of other corporations 
or associations engaged in any related activity, and to pledge, mort­
gage, and dispose of the same; and by membership, stock ownership, 
joint or common owner ship, or control of any instrumentality or per­
sonnel, by contract or otherwise, to control and manage or participate 
in the control and management of such corporations or associations 
and their activities and affairs; and to buy, acquire, hold, control as 
owner, pledge, sell, and otherwise deal in and dispose of its own capital 
stock, but such stock held by the association shall not be entitled to 
vote or to receive dividends. 
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Preferred stock shall be redeemable and retirable at such 
time s and upon such conditions as shall be determined by the board 
of director s and set forth in the certificate s of preferred stock. 

Section 3. (a). The acquiring of membership in this associa­
tion shall be by means of acquiring the ownership of common stock 
herein which may be purcha sed, owned, or held only by means of ac­
qUIrIng the ownership of common stock herein which may be purchased, 
owned, or held only by persons, firms, or corporations who are pro­
ducer s of aquatic product s, and to cooperative associations a s defined 
by an act of Congress, approved June 25, 1934, entitled "An act author­
izing as sociations of producer s of aquatic product s." After ceasing to 
be an aquatic producer or cooperative association, no assignment or 
transfer of common stock in the association is permissable to any 
person not entitled under the fo regoing to hold the same, any rights 
or privileges on account of such stock, or in the management or control 
of the association. The findings of the board of directors as to original 
or continued eligibility under the above provisions shall be final and 
conclusive. The board of directors shall have discretion to permit or 
deny the acquiring of common stock by persons entitled under the 
foregoing. The common stock of this association may be transferred 
only with the consent of the board of directors of the association and 
only then to producers of aquatic products. 

(b) Each holder of common stock, or member, shall be entitled 
to one vote only, regardless of the number of shares held, and no stock­
holder shall own more than percent of the number of share s 
of the issued common stock. Noncumulative dividends in the nature of 
interest not to exceed 8 percent per annum may be paid on stock, when, 
if, and as declared out of any net earnings and savings of the associa­
tion after the payment of dividends on preferred stock. Upon any dis­
solution or distribution, after the redemption of preferred stock, the 
common stock shall be entitled to a distribution of all remaining 
assets, except as hereinafter provided. 

(c) The holding of common stock or retention of membership 
in this association shall be subject to termination or cancellation as 
provided in the bylaws, and the association shall have the right to 
purchase any of its common stock at its par on book value from the 
owner thereof who is not engaged in the production of aquatic products, 
or from any member whose stock is for sale. 

Article IV.--Reserves and Funds 

Before the paying of any dividends, as aforesaid, reasonable 
reserves, as determined by the board of directors, may be set aside. 
Amounts carried to reserves from business done in any year shall be 
allocated on the books of the association on a patronage basis for that 
year, or, in lieu thereof, the books and records of the association 
shall afford a means for doing so at any time so that in the event of 
dissolution, or earlier, if deemed advisable, in the sole discretion of 
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the board of directors, such reserves, or any part thereof, may be 
returned to the members of the association. 

Certificate s of participation in the re serve funds shall be 
issued by the board of directors. Such certificates shall bear no higher 
interest than the highest dividend permissible under these arhcles of 
incorporation or the bylaws of the association. 

After setting aside amounts for reserves and after the payment 
of dividends, if any, a s afore said, the balance of the net earnings or 
savings of the association shall be distributed to members and/or 
producer patrons on a patronage basis in proportion to the amount 
of business each contributed to the association. Such patronage refunds 
may be credited to producers on the books of the association to apply 
on the purchase of stock in the association, or to be used as working 
capital by the association and in evidence of which the association 
may issue certificates of indebtedness. 

Article V. - -Directors 

Section 1. The business and affairs of this association shall 
be managed by a board of directors, the nomination and 
election of which shall be provided in the bylaws. The incorporators 
shall be the directors for the first year, or term, and shall serve 
until their successors are elected and qualified. The bylaws may 
provide for a public director and/or public liaison committee. 

Section 2. The bylaws of this association may provide that 
the area in which members of the association reside be divided mto 
districts for the purpose of nominating directors, administering the 
affairs of the association, or for other purposes. 

Article VI.--Miscellaneous 

Section 1. This corporation shall exist for ____ _ 
year s. 

Section 2. No members of this association shall be personally 
liable for any debt or financial obligation of this association. 

The name s and place s of re sidence of the incorporating 
directors who shall serve the first term or until theIr successors 
are elected and qualified, and the number of shares of common stock 
subscribed by each are as follows: 

Name Address Number of shares 

(All names to appear in this form) 
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In testimony whereof, w e have hereunto set our hands and 
affixed our seals this _______ day of , 19 __ . 

(All signatures of incorporators to appear on this form) 

Witness: 

The State of _______________ , county of _________ _ 

The execution of the foregoing articles of incorporation was 

this day duly acknowledged before me by ______________ _ 

_____________ of the incorporator s therein named, for the pur-

poses therein expressed. 

Witness my hand and official seal, this the _______ day of 

________ , A.D. 19_. 

_____________ , Notary Public 
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APPENDIX 2 - SAMPLE: BYLAWS 

BYLAWS 

of 

(Name of Fishery Cooperative) 

Article I. - - Purposes 

Section 1. The purposes for which this as sociation is formed 
are as set forth in its articles of incorporation. 

Article II.--Membership 

Section 1. Membership in this association shall be obtained by 
acquiring one or more of the shares of common stock of this associa­
tion. The common stock of this association shall be acquired or held 
only by producers of aquatic products, or cooperative associations as 
defined by an act of Congres s approved June 25, 1934, and entitled 
"An act authorizing as sociations of producer s of aquatic products." 
No common shareholder, after ceasing to comply with the foregoing 
shall be entitled to hold common stock or have any vote or voice 111 the 
managerrlent and affairs of this association, and no purported assign­
ment or transfer of voting stock in this as sociation shall pas s to any 
person or as sociation not entitled under the foregoing to hold the same, 
any rights or privileges on account of such stock. The findings of the 
board of directors as to original or continued eligibility under the 
above provisions shall be final and conclusive. The board of direc ors 
shall have discretion to permit or deny the acquiring or holding of 
common stock by per sons or as sociations eligible under the foregoing. 
Common stock of this association may be transferred only with the 
consent of the board of directors and only then to producers of aquatic 
products . 

. Section 2. For good and sufficient cause, as determined by 
the board of director s acting by majority vote, the as sociation may 
elect to cancel and terminate the membership and all rights, privileges, 
and interes ts of any common shareholder upon tender to it or its legal 
represer.tatives of the fair book value of the shares held by such 
member, as determined by the board of directors, together wlth any 
dividends or other sums due and unpaid, les s any indebtedne s s due the 
as sociati~n from such shareholder. Wilfully failing to comply with the 
bylaws and regulations of the association, or willfully continU1~g m a 
breach of marketing or purchasing agreement with the as OClatlon, 
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Article V.--Board of Directors 

Section 1. The business and affairs of this association shall 
be managed, conducted, and controlled by a board of (_) directors 
who are members of this association and who shall be nominated and 
elected at the annual meeting of the membership. Of the first elected 
board of directors members shall be for 1 year; mem-
bers for 2 years; and members for 3 years , and thereafter 
each director shall be elected for a period of 3 year s except such as 
shall be chosen to fill vacancies. 

Section 2. The incorporators of this association shall consti ­
tute the first board of directors and shall hold office until the first 
annual meeting of members or 'until their successors are elected and 
qualified. Directors thereafter shall be elected annually . 

Section 3. Upon majority vote of the board of director s prior 
to the annual meeting, public educational institutions, or State depart­
ments from whom the as sociation is receiving cooperation and as sist­
anc e may be requested in writing to name one or more persons to 
represent such institutions or departments as public directors on the 
boa rd of directors of the association, or to compose an advisory 
c ommittee for the association. The names of such representatives 
shall be certified in writing to the secretary of the associa tion by 
such institution or depa rtment prior to the annual meeting. 

Section 4. At any time, by majority vote of the board of direc­
tor s, the board may propose an amendment to these bylaws whereby 
the area in which the m e mbers of this association reside may be divided 
into dis tricts for the purpos e of nominating director s to repres ent 
t he respect ive districts on the board of directors. The proposed 
a mendment, which sha ll include the number of districts and appropriate 
identification of each, the number of directors to be nominated by each 
di strict, the time and manner of conducting meetings of members in 
eac h distri c t for such nominations, shall be submitted to the member­
ship wi th the notice for the next ensuing annual meeting following such 
vote by the board of directors. Procedure thereafter, and at the en­
suing annual meeting, relative to the proposed amendment shall be as 
her e i nafter provided for the amendment of these bylaws. 

Section 5. The annual meeting of the board of directors shall 
be h eld previous to the annual membership meeting. Each board of 
directors shall meet within 10 days after the annual meeting of the 
me mber s, for the purpos e of electing officer s for the ensuing year 
a nd transacting any other business that shall be proper at such meet­
i ng. The board of directors shall meet regularly on the second Tuesday 
in April, July, and October of each year at the office of the association. 
Special meetings of the board of directors shall be held whenever 
called by the president or upon written request of three members of 
the board of directors, addressed to the secretary, and the president 
shall call such meeting to be held within 15 days from the date of 
receipt of such request by the secretary. 
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Section 6. Ten d~ys I noti~e by mail or 5 days I notice by wire 
of each regular or specIal meetIng shall be given to each director 
provided that no defect or failure of notice of regular meetings shali 
affect the validity of any proceedings taken thereat. 

Section 7. A majority of the directors shall constitute a quorum 
for the transaction of business at any meeting. 

Section 8. The directors shall receive no compensation for 
their services other than reimbursement for the actual expenses 
incurred by them in attending meetings or on other official and author­
ized business of the board of directors, and a per diem of $ for 
each day traveling to, from, and while in attendan.ce at such meetings, 
provided that this shall not exceed 3 days for anyone meeting. No 
director shall be a salaried employee of the association. 

Section 9. Any director may be removed from office for 
cause by vote of not less than two-thirds of the members present at 
any annual meeting or at any special meeting called for that purpose, 
at which a quorum of members must be present. Such director shall 
be informed in writing of the charges preferred against him at least 
10 days before such meeting and at such meeting shall have an oppor­
tunity to present witnesses and be heard in person or by counsel in 
regard thereto. 

Article VI.--Duties of Directors 

Section 1. Management of business .-- The bo a r d of d ire c tor s 
shall have general supervision and control of the business and the 
affairs of the association and shall make all rules and regulations not 
inconsistent with law or with these bylaws for the management of the 
business and the guidance of the officers, employees, and agents of 
the as sociation. The board shall have installed an accounting system 
which shall be adequate to the requirements of the business and to the 
intere st of the member s therein, and it shall be the duty of the board 
to require proper records to be kept of all business transactions. 

Section 2. Employment of manager.--The boa r d of d ire c tor s 
shall have power to employ or to authorize the employment of a manager 
and such other employees as may be deemed necessary, and to fix 
their compensation. The manager shall have charge of the business of 
the association under the direction of the board of directors. The 
manager must sign an appropriate pledge. 

Section. 3. Bonds and insurance.--The board of directors shall re­
quire the manager and all other officers, agents, and employees 
charged by the association with responsibility for the custody of any .of 
its funds, or property, or the funds or property of others entrusted t<:> It, 
to give adequate bonds. Such bonds shall be secured from a responslble 
bonding company and approved by the board of directors, and the cost 
thereof shall be paid by the association. 
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and or evidence of indebtedness of the association shall be signed in its 
behalf by such officer or officers or such other person or persons as 
he board of directors may from time to time authorize to do so. 

Article X.--Operation and Management 

Section 1. The board of directors or the executive committee 
shall fix in advance for each season and fiscal year reasonable and 
uniform rates of charges, deductions, and withholdings to be made 
from proceeds of sales and purchases made through the association , 
on account of any of its services or activities in relation to members 
or patrons or their products, and, for the purpose of making the same, 
may classify the products handled, the services rendered, or the 
di tricts served, in any manner that is reasonable, equitable, and 
conducive to the best interests of the members and the association. 
In computing freight and other charges; costs, and expenses for any 
or all products or other goods handled, the directors may allow 
differentials based upon actual differences entering into the cost of 
handling such products or supplies. 

ection 2. This association shall function on a cooperative basis 
for the mutual benefit of its members. 

( 1) At the clos e of any bus ines s year, and before the payment 
of dividends on preferred or common stock, the board of directors 
may set aside from any net earnings or savings , or other funds 
recelved by the association for its use, reasonable reserves and other 
fund , a~ may be determined by the board, for any of the purposes 
()+ th association, except as otherwise provided by law and these 
bv w. Any reserves or other funds set aside from business done in 

r.y y ar shall be apportioned in the books of the association on a 
p tronag basis and so credited to the various members of the asso­

ItlOn in proportion to the amount of bus ine s s done with each member 
during tl,e year, or In lieu thereof, the books and records of the asso-

tio hall afford a means for doing so at any time. Any reserves or 
r fund, or any part thereof, whether upon dissolution, liquidatlon, 

nth r Vl e, In the sole discretion of the board of directors, shall 
dl tnbut d to the members of the association in accordance 

pporhonment subject to provisions In law or these bylaws. 
t of the members of the association in funds or reserves 

be eVldenced by certificates of interest to be issued by 

(l) At e nd of each year, after setting aside the amounts 
other fund , and after the payment of dividends, if any, 

r common stock, the balance of the net earnings or 
OCl hon for that year shall be distributed to members 

r-p trons on patronage basis In proportion to the amount 
ch contribut d to the as ::,ociation during the year. Such 

f nd may b credited to produ ers on the books of the 
pply on the purch . e of ~tock m the association by 
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producer s, or to be used by the as sociation as short-time working 
capital and in evidence of which the association may issue certificates 
of interest, within the discretion of the board of directors and the 
limitation of the articles of incorporation. 

Section 3. Should a member withdraw or be expelled for 
rea sons a s de scribed in Article II, the board of director s may deter­
mine the value of his share(s} or, in the case of nonstock association, 
his interest in the net worth of the association. The determination is 
binding on the member. The board of director s may on the la st day 
of each calendar or fiscal year, whichever is deemed more appro­
priate, determine the value of each share, or in the case of a nonstock 
association, the value of each member's interest in the net worth of 
the association. This determination is binding for all members of the 
as sociation during the following year. 

The board of directors may prescribe rules concerning how 
withdrawing or expelled members are to be compensated, whether 
within the period of 1 month in full, or in installment payments extend­
ing not longer than 2 years. 

Article XI. - - Miscellaneous 

Section 1. No members of this association shall be personally 
liable for any indebtedness or financial obligation of this association. 

Section 2. It shall be a policy of this association to cooperate 
with, aid, and assist other fishermen's cooperatives, as defined by 
an act of Congress approved June 25,1934, entitled "An act authorizing 
associations of producers of aquatic produc.ts," insofar as may be 
practical, feasible, and to the best interests and welfare of this asso­
ciation and its members. 
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APPENDIX 3 

FISHERY COOPERATIVE MARKETING ACT 

(4R Stat. 1213. 15 U.S .C.A., secs. 521 and 522) 
Public Law--No. 1214, 464--73d Congress 

(H. R. 9233) 

AN ACT 

Authorizing associations of producer s of aquatic product s. 

Be it enacted by the Senate and House of Representatives of 
the United State s of Arne rica in Congre s s a s sembled, That per sons 
engaged in the fishery industry, as fishermen, catching, collecting, 
or cultivating aquatic products, or as planters of aquatic products on 
public or private beds, may act together in associations, corporate 
or otherwise, with or without capital stock, in collectively catching, 
producing, preparing for market, processing, handling, and marketing 
in interstate and foreign commerce, such products of said persons so 
engaged. 

The term "aquatic products" included all commercial products 
of aquatic life in both fresh and salt water, as carried on in the 
several States, the District of Columbia, the several Territories of 
the United States, the insular possessions, or other places under the 
jurisdiction of the United States. 

Such associations may have marketing _agencies in common, 
and such associations and their members may make the necessary 
contracts and agreements to effect such purposes: Provided, how­
ever, That such associations are operated for the mutual benefit of 
the members thereof, and conform to one or both of the following 
requirement s: 

Fust. That no member of the association is allowed more than 
one vote because of the amount of stock or membership capital he may 
own therein; or 

Second. That the association does not pay dividends on stock 
or membership capital In excess of H per centum per annum. 

and In any ca se to the following: 

ThIrd. That the association shall not deal in the products of 
nonmembers to an amount greater in value than such as are handled 
by It for members. 

SectIOn 2. That if the Secretary of Commerce [Interior 11 
~ha 11 ha ve rea son to belIeve that any such association monopolize s or 

1 , ce rlppelluix I, p. ,0. 'i:.! Stat . (Put 2), Secs, H31, 1-1:3:3. Reorganization Plan No, II of May 
!I , 1 'l't'I , I r ,1I\c:: fer reu flllH'tIOIl<; .lnd resp.)II <; 1 bi lit ics of Act f r Oil I the Sec retar y o f the U.S. J)epartment of ("...om­
mCrl'l' til tl,c SCI retarv (If rl,c U.S. I)cpartmem of the Illterior, 
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restrains trade in inte r state or foreign commerce to such an extent 
that the price of any aquatic product is unduly enhanced by reason 
thereof, he shall serv e upon such association a complaint statmg hls 
charge in that respe c t , t o which complaint shall be attached, or con­
tained therein, a notice o f hearing, specifying a day and place not less 
than thirty days afte r the s ervice thereof, requiring the association to 
show cause why an o rde r s h ould not be made direct ing it to cease and 
desist from monopolizat ion or restraint of trade . An assoClation so 
complained of may at the time and place so fixe d show cause why such 
order should not b e e nte r ed . The evidence g i ven on such a hearing sha.l 
be taken under such r ules and regulations as the Sec retary of Commerce 
[Interior] may pres crib e, reduced to writing, and made a part of the 
record there i n. If upon such hearing the Secretary of Commerce 
[Interior] shall be of the opinion that such association monopolizes or 
restrains trade i n i nter s tate or foreign commerce to such an extent that 
the price of any aquatic product is unduly enhanced thereby, he shall 
issue and cause t o be served upon the association an order reciting the 
facts found by h i m , d irecting such association to cease and desist from 
monopolization or r e st r a int of trade. On the request of such association 
or if such assoc i at i onfails or neglects for thirty days to obey such order, 
the Se c retary of Commerce [Interior 1 shall file in the district court in the 
judicial district i n which such as sociation has its principal place of bus i­
ness a certified copy of the order and of all the records in the proceed­
ings together w ith a petition asking that the order be enforced and shall 
give not i ce to the Att orney Gene ral and to said as sociation of such flling. 
Such dist ri ct cou r t shall thereupon have jurisdiction to enter a decree 
affirming, m o d i fying, or setting aside said orde r, or enter such other 
decre e as t he court may deem equitable, and may make rules as to 
pleadings and p roceedings to be had in considering such order. The place 
of trial may, f o r cause or by consent of parties, be changed as in other 
causes. 

T he facts found by the Secretary of Comme rce [Inte rior 1 and 
recited o r set f orth in said order shall be prima facie eVIdence of such 
facts, but eithe r party may adduce additional evidence. The Department 
of Justice shall have charge of the enforcement of such order. After 
the orde r i s so filed in such distr ict court and while pending for reVIew 
therein, t h e c ourt may is sue a temporar y writ of injunction forbiddmg 
such assoc iation from violating such order or any part thereof. Th 
court shall, upo n conclusion of its hearing, enforce its decree by a per­
manent injunct ion or other appropr iate remedy. Serv~ce. of such com­
plaint and o f all n o tices may be made upon such assocIatIon by serVIce 
upon any offi cer, or agent thereof, engaged in carrying on i~s bUSln S5, 
Or on any attorne y authorized to appear in such proceedm~ f?r 5uch 
association and such service shall be binding upon such assoClatIOn, the 
officers and members thereof. 

Appro v ed , June 25, 193 4 . 
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APPENDIX 4 

REORGANIZATION PLAN NO. II OF MAY 9, 1939 

(53 Stat. (Part 2), secs. 1431, 1433) 

Prepared by the PresIdent and transmitted to the Senate and 
the House of Representatives in Congress assembled, May 9, 1939, 
pursuant to the provisions of the ReorganIzation Act of 1939, approved 
April 3, 1939. 

(e) Bureau of Fishenes.--The Bureau of Fishenes in the 
Department of Commerce and ItS functions are hereby transferred to 
the Department of the Interior and shall be admInIstered m that De ­
partment under the directIOn and supervisIOn of the Secretary of the 
Interior. The functions of the Secretary of Commerce relatIng to the 
protection of fur seals and other fur- bearmg animals, to the supervision 
of the Pribilof Islands and the care of the natives thereof, and to the 
Whaling Treaty Act, are hereby transferred to, and shall be exercised 
by, the Secretary of the Interior. 
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APPENDIX 5 

(Public Law 478 - 79th Congress) 

(Chapter 529 - 2d Session) 

(H. R. 6335) 

E:ccerpt 

AN ACT 

Making appropriations for the DepaTtInent of the Interior for 
the fiscal year ending June 30, 1947, and for other purposes. 

Be it enacted by the Senate and House of Representatives of 
the United State s of America in Congre s s as sembled, That the following 
sums are appropriated, out of any money in the Treasury not otherwise 
appropriated, for the Department of the Interior for the fiscal year 
ending June 30, 1947, namely: 

Commercial fisheries: For collection and compilation of 
fishery statistics and related information; conduct ing investigations and 
studies of methods and means of capture, pre se rvation, ut ilization, 
and distribution of fish and aquatic plants and products thereof, in­
cluding investigation, study and research with respect to the utilization 
of pa cked sardine s and the development 'of methods and procedure 
which should be employed in improving the quality and appearance 
of packed sardines; maintenance , repair, alteration, improvement, 
equipment, and operation of laboratorie sand ve s sels; and enforcing 
the applicable provisions of the act authorizing associations of pro­
ducers of aquatic products (15 U.S.C. 521); including contract steno­
graphic reporting service s, $360,000. 

Similar appropriations have been given to the Department of 
the Interior year after year since 1939, indicating the will of Congress 
and of the President to have the act authorizing associations of pro­
ducers of aquatic products administered by the Department of the 
Interior. 
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APPENDIX 7 - SAMPLE: MANAGER'S PLEDGE 

MANAGER'S PLEDGE 

Manager's Pledge: I pledge to serve to the fullest extent of my ability 
the cooperative association that has placed me in a position of 
trust and re sponsibility. 

I WILL: 
Above all things be honest and diligent. 

Accept and carry out the policies laid down by the board of directors. 

Do everything po s sible to inform member s and patrons of established 
operating policies and the reasons therefor. 

Be alert to reactions of member s and patrons and keep the board of 
directors informed, as an aid in improving the policies of the 
as sociation. 

Use my initiative in directing the operating phases of the business 
and inform and advise the directors about the needs of the 
as sociation. 

Study the busine ss and the problems of the association anci contm­
uously strive for up-to-date and effective methods and pro­
cedures that make for increased efficiency. 

Give a complete and accurate accounting of the operating affairs 
and financ ial condition of the as sociation to director s, mem­
bers , and patrons. 

Treat all patrons, members, and directors alike and not grant any 
spec ial privileges and favors. 

Be courteous and tactful with patrons, members, directors, employees, 
and others dealing with the association. 

Be fair with all employees and favor none. 

Provide opportunity for utilizing the initiative of employees to the 
fullest extent, as a means of continued progress and develop-
ment in the as sociation. 

Outline carefully and specifically the authorities, duties, and respon­
sibilities of employees to avoid friction and poor morale with 
the association. 
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APPENDIX 6 - SAMPLE: MEMBER'S PLEDGE 

MEMBER'S PLEDGE 

Member's Pledge: I pledge to do my part and assume responsibility 
in the cooperative association that has been established to 
serve my community. 

I WILL: 

Be loyal, and consider myself a part of, and not apart from, my 
cooperative. 

Re cognize the financial needs of the as so ciation and willingly furnish 
my share of the required capital, a s determined in the 
articles of incorporation and in the bylaws. 

Support my cooperative with my patronage, and encourage others 
to use it. 

Help establish policies for the association which will be fair to all 
and vote for and urge the election of directors, including 
younger members, who are capable, aggressive, and willing 
to give close attention to the affair s of the as sociation. 

Urge the board of directors to adopt policies and procedures which 
will improve the efficiency of the association and the services 
rendered to patrons. 

Read the articles of incorporation and bylaws and sincerely try to 
comply with their provisions, and with the policie s adopted 
by the board of directors. 

Seek full information about the association and study the problems 
so that I can confer, advise, and vote intelligently, and help 
adopt up- to- date and effective methods and procedures. 
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APPENDIX 7 - SAMPLE: MANAGER'S PLEDGE 

MANAGER'S PLEDGE 

Manager's Pledge: I pledge to serve to the fullest extent of my ability 
the cooperative association that has placed me in a position of 
trust and re sponsibility. 

I WILL: 
Above all thing s be hone st and diligent. 

Accept and carry out the policies laid down by the board of directors. 

Do everything possible to inform members and patrons of established 
operating policie s and the reasons therefor. 

Be alert to reactions of members and patrons and keep the board of 
directors informed, as an aid in improving the policies of the 
as sociation. 

Use my initiative in directing the operating phases of the business 
and inform and advise the directors about the needs of the 
association. 

Study the busine s s and the problems of the association and contin­
uously strive for up-to-date and effective methods and pro­
cedures that make for increased efficiency. 

Give a complete and accurate accounting of the operating affairs 
and financial condition of the association to directors, mem­
bers, and patrons. 

Treat all patrons, members, and directors alike and not grant any 
special privileges and favors. 

Be courteous and tactful with patrons, members, directors, employees , 
and others dealing with the association. 

Be fair with all employees and favor none. 

Provide opportunity for utilizing the initiative of employees to the 
fullest extent, as a means of continued progress and develop-
ment in the association. 

Outline carefully and specifically the authorities, duties, and respon­
sibilitie s of employee s to avoid friction and poor morale with 
the association. 
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APPENDIX 6 - SAMPLE: MEMBER'S PLEDGE 

MEMBER'S PLEDGE 

Member's Pledge: I pledge to do my part and assume responsibilIty 
in the cooperative associatlOn that r..as been established to 
serve my communIty. 

I WILL: 

Be loyal, and consider myself a part of, and not apart from, my 
cooperative. 

Re cognize the financial needs of the a s so ClatlOn and wllhngly furnl sh 
my share of the requIred capItal, as determmed m the 
articles of incorporation and m the bylaws. 

Support my cooperative with my patronage, and encourage others 
to use it. 

Help establish policle s for the a ssoclation whIch wlll be fair to all 
and vote for and urge the election of directors, including 
younger members, who are capable, aggresslve, and willIng 
to give close attention to the affairs of the association. 

Urge the board of directors to adopt poliCles and procedures which 
will improve the efficiency of the assoClation and the serVlces 
rendered to patrons. 

Read the articles of incorporation and bylaws and sincerely try to 
comply with their provisions, and with the policies adopted 
by the board of directors. 

Seek full information about the association and study the problems 
so that I can confer, advise, and vote intelli gently, and help 
adopt up-to-date and effective methods and procedures. 
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APPENDIX 7 - SAMPLE: MANAGER'S PLEDGE 

MANAGER'S PLEDGE 

Manager's Pledge: I pledge to serve to the fullest extent of zny ability 
the cooperative association that has placed zne in a position of 
trust and responsibility. 

I WILL: 
Above all things be honest and diligent. 

Accept and carry out the policies laid down by the board of directors. 

Do everything po s sible to inforzn zneznber s and patrons of established 
operating policie s and the reasons therefor. 

Be alert to reactions of members and patrons and keep the board of 
directors informed, as an aid in improving the policies of the 
as sociation. 

Use my initiative in directing the operating phase s of the business 
and inform and advise the directors about the needs of the 
association. 

Study the business and the problems of the association and contin­
uously strive for up-to-date and effective methods and pro­
cedures that make for increased efficiency. 

Gi ve a complete and accurate ac counting of the operating affairs 
and financial condition of the association to directors, mezn­
bers, and patrons. 

Treat all patrons, members, and directors alike and not grant any 
special privileges and favors. 

Be courteous and tactful with patrons, znembers, directors, employees, 
and others dealing with the association. 

Be fair with all employees and favor none. 

Provide opportunity for utilizing the initiative of eznployees to the 
fullest extent, as a zneans of continued progress and develop­
ment in the association. 

Outline carefully and specifically the authorities, duties, and respon­
sibilitie s of employee s to avoid friction and poor morale with 
the association. 
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Develop understudies who can assume my responsibilities in case 
I am absent or sever my connections with the association. 

Gain support for the association on the ba si s of it s merit s and of a 
job well done. 

Assume responsibility m communIty affairs, in the interest of good 
citizenship and as a means of acquaintmg my community with 
the program and the value of the association. 

Curb emotion and apply reason and common sense to all problems. 

I WILL NOT: 

Consider myself indi spensable. 

Discharge my duties with arrogance or a sense of vested interest. 

Unfairly criticize competition and competmg products. 

Employ my own close relatives, nor members of the board of directors 
or their clo se relative s. 

Carry grudges against employees, directors, members, and patrons . 

(This manager's pledge was formulated and is currently used 
by the Agricultural Extension Service, Uni ver sity of Minne sota.) 
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APPENDIX 8 

REQUIREMENTS FOR INCORPORATION UNDER STATUTES OF 
VARIOUS STATES WHERE FISHERY COOPERATIVE 

ASSOCIATIONS ARE LOCATED 

Where to file 
Number of 

State Statute 
Description or 

Certificate of 
producers 

short title 
Incorpora tion 

required to 
incorporate 

Alaska Chapter 107 Alaska Coop- Department of 3 or more 
SLA-1959 (4-23- e rative Corpor- Revenue 
59) as amended ation Act 
by sec. 1. Ch. 
48, SLA-1959 
(3-28-60) (Re-
peals Sec . 33-51 
through 33-5-30 
and 36-6-1 
through 36-3-8 
ACLA 1949) 

Arkansas Stat. 77-901- "Cooperative Commissioner 5 or more 
77-928. (Acts Marketing Act" Mines, Manu-
of 1921, no. 116, facturing and 
sec. 116, 2 p. Agriculture 
153) Pope's 
Dig. § 2287 

California CC13200, Part f'ish Marketing Secretary of 5 or more 

Chs. 1-7, (added State 
by Stats. 1953, 
ch. 207 § 1) 

Florida F .S.A. Sec. Special Provi- Secretary of Not less than 10 

611-38 sion of General State 
Corporation 
Laws 

Hawaii Act 252, S.L. Fish marketing Secretary of 5 or more 

1959 secs. 1-41 Act State 

Louisiana Rev. stat. 1950; Seafood products 1st, Parish 10 or more 

title 12, se<;:. (special stat.) Mortgage Office 

351, et seq. shrimp, clams, where located; 
fish, crabs , lob- 2d and subse-
sters, and all quent, Secre-
other seafood tary of State 
and byproducts 
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Appendix 8.--Requirements for incorporation--Continued 

Where to file 
Number of 

State Statute 
Description or 

Certificate of 
producers 

short title 
Incorporation 

required to 
incorporate 

Maine R.S.C. 56a as Fish Marketing Registry of 5 or more 
amended 1959 Act Deeds of coun-

ty where lo-
cated, also Sec-
retary of State 

Maryland Md. A.C. 1939 General Laws- State Tax Not less than 5 
Art. 23 sec. 430, Cooperative Commissioner (two residents) 
et seq. vol. p. Associations 
989 

Massachusetts Annotated Laws Cooperative Secretary of 
of Mass. V. ch. Corporation of State 
157 General Laws 

Michigan Mich. Stat. General Cor- Secretary of 1 or more 
Ann., vol. 15. poration Act State 
sec. 21.99 
450.101 Compl. 
Law, Mich. 1948 

Minnesota Minn. Stat. Cooperative Register of ~ or more 
Ann. Vo. 20, Association Deeds 
secs. 308.01, 
et seq. 

Missouri R.S. (Mo.) 1939 General Cor- Register of 3 or more 
§ 14406 poration Deeds, Secre-

Statutes tary of State 

New Jersey Rev. Stat., Cum. Agricultural County Registry 3 or more 
Supplmt. (1954) Cooperatives - where located 
N.J. S.A. 4: 13, Agricultural and Secretary 
et seq. products defi- of State, Secre-

nition includes tary of Agri-
fresh- and salt- culture 
water food 
products 

Ohio Ohio Code Sec. General Cor- Secretary of 13 or more 
8623-1, et seq. poration Act State 
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Appendix 8.--Requirements for incorporation--Continued 

Where to file Number of 

State Statute 
Description or 

Certificate of producers 
short title 

Incorporation required to 
incorporate 

Oregon Rev. Stat. ch. Cooperative Corporation 5 or more 
20, secs 62- Associations Commissioner, 
110, et seq. La w of Oregon County Clerk of 

domicile Asso-
ciation 

Rhode Island R.I.G.L. 1948 General Cor- Secretary of 
c 16 poration Laws State 

Texas Tex. Civil Stat. General Cor- Sec:fetary of 3 or more 
1302, et seq. porations, State 

Laws of Texas 

Washington Rev. code of Special law for Secretary of 5 or more 
Wash., title 23, Cooperative State 
sec. 23.56, et Associations 
seq. 

Wisconsin Wis. Stat. 1955, jeooperative Secretary of 5 or more 
c 185 Associations State 

lLaw 
GP O 9 11· 938 

MS #1072 
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