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This thesls attempts to give an equitable and Just
answer to the problem of subjecting the earnings of
co-operative essoclietions to the federal income tsx, Tke
first three chapters discuss the nature of a co-operative
per se, the development of the co—opegative movement in
Cenada, the financial and.business methods of Cenadian
co-operetives and the effect which the accumuiation of
tax-free reserves had had upon co-operative plant values,
Chapters IV and V trace'thelcahadian history of the p
controversy over co-operative income taxatioﬁ, and explain
the particular application of the‘Incomé War Tax Act to
co—operative‘associations before the 1946 amendments, The
next two chapters examine the recommendations of three
‘government bodies - two in Great Britain and one in
Canada - which have wrestled with the questibn of subject-
ing co-operative earnings to incbme texation, Chepter VIII
explains the present Cenadian tax law as it applies to
co-operatives and compares it to the lews found in Grest
Britain and certain foreign countries, Chapter IX consists
of én examinetion of the chief arguments advanced by both
the advocates of co-operative lncome taxation and the
defenders of co-operatives from such taxation,

It will be noted that the problem is deélt with
statistically, historically and theoretically. Such a
three sided attack i1s necessary 1f Just conclusions are

to be set forth.,



INTRODUCTION

During the War an intensive controversy arose in Canada
over the status of co-operative organizations in regard to
the Federal War Income Tax Act. While this controversy has
been of recent origin in our country, 1t has been a moot
questiSn for many years in other lands. It 1is likely that
the dispute came to a head in Cenada because of the heavy
wartime taxes levied on private business, and because of
ambiguities in Section 4(p) of the Income War Tax Act. Any
individusl or group of individuals, who were felt by other
individuals or groups, to be unfairly exempt froﬁ income
tax naturally were the recipients of severe criticism from
those 1n the country suffering the most from taxation. Co-
operatives found themselves 1n the position‘of being con- .
sldered unfairly exempt from income taxation.

In the following pages an attempt is made to glve a
comprehensive picture of the various aspects of the Canadlan
co-operafive movement having a bearing on the question of
the sublection of the earnings of co-operative organizations
to federal income tax. In order to do this an effort has
been made at the start to indicate the essentlal nature of
a co-oﬁerative, and to show the various ways in which it
differs from a Joint stock company. Once this has been
done, 1t is necessary that a picture be presented of the

over-all co-operative development in Canades. No sensible



approach to the problem can be taken uniess the peculiar
sectional development of the Canadian movement 1s fully
understood. The frult associstions of British €olumbia, the
Prairie Wheat Pools and the purchasihg associations of Nova
Scotla all form a part of a reglional scheme. It is also
important that co-operative development be examined relative
to the development of other forms of business organization.
Too many people have noted only the absolute inérease in the
volume of co-operative trade. They elither have not teken the
trbuble, or have not wished' to take the trouble to compsre
incresses in co-operative trade with increases in the natlonal
income, and with increases in the trade of other private
business .wgéni zatlions.

Chapter III is devcted to an examination of the business
methods of verious co-operative orgenizations, both of the
marketing end of the purchasing type. An examination is made
of the effect of tax discriminetion upon the growth of co-
operative plant values. Thls concerns itself principallﬁ with
the increase in plant values during the War as compared with
prewar growth figures. In this way some indlcation 1is gained
of the effect of tax free reserves upon capital expansion.

To understand the co-operative tax problem it 1s necess-~
ary to know something of the history of the Canadian contro-

versy. Chapter IV, ss well as presenting the controversy in
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in chronological form, attempts to show how and why 1t arose.’
Unfortunately it is extremely difficult to obtain reliable in-
formétion on this aspect of the work. The particular applic-
ation of the Income War Tax Act to Canadian co-operatives
shows amezing vacillatioh snd may probably be attributed tn
large measure to the ambiguity inherent in that part of the
Act applicable to co-operative societies.

The foregoing enables a reasonably complete picture of
the co-operative movement in Canada, and of its relation ﬁo
the income tax. Once this has been concluded i1t is possible
to turn to vesrious studles made by impartial groups appointed
by governments.' These groups have concerned themselves with
an investigation of the tax status of co-operatives. The
findings of @ British Roysl Commission and of a British
Parliamentary Committee are presented. A notable feature
of their respective reports is the disagreement observed in
the first as. compasred with the unanimity found in the second.
| The British situation 1s of interest because at the time of
the gppointment of the Commission in 1919, English coQ
operatives were experiencing somewhat the same growth as may
be noted in the Canadian movement at the present time. However,
in examining the British solution to the problem, two or three
things should be kept in mind. The ﬁovement in the United
- Kingdom has been primarily a consumers' movement, aﬁd'as such
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1ts members have not suffered the extreme price fluctuations
of the primary producers who comprise the bulk of the member-
ship in Ganadianhsocieties.' Sedondly, it must be remembered
. that the financial mgthods of Britlish associations differ

. considerably from the Csnadian. The former finance mainly
by the sale of additionél shares, and through loans and
deposits from members; the latter have.come more and more

to finence through the retentlion of patroﬂage dividends as
in the case of consumers' assocliations, and the withholding
of part of the gross proceeds from the sale of a member's
producf as in thé'case of marketing aséociations.

No better source for information on the Canadian co-

operative movement can be found fhan the Report of the Royal

1 .
Commission on Co-operatives. A .Canadian Royal Commission was

appointed in 1944 to look into the whble question of the
exemption of co-operative orgsnizations from federal income
tax under Section 4(p) of the Income War.Tax Act. The five
man Commission held hearings from Vancouver to Halifax, and'
later visited the United Kingdom snd the United States. This
body presented its report in 1945 and the conclusions of this,
studj are outlined and commented upon.

The Canadian Government incdrporated many of the recommen-

dations found in the Report of the Royel Commission on Co-

operatives. As a result, old Section 4(p) of the Act was

1. Ottawa, King's Printer, 1945.
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repesled, and a new Section 4(p) substituted. The great
surpfise of this new_legislation was the provision for a

tax on 3 per cent of the capital employed. This speclal tex
was levied inspite of the fact that the Commission unanimously
rejected consideration of a speclal tax as being outside the
scope of the body's inquiry.1 An attempt 1s made to analyze
the reasons for this special tax on co-operatives, and to
discover its application under varying circumstances. 1In
order to find out if any relatively uniform pattern exists
in co-bperative taxation, o study has been included of the
tax laws in various European countries and in the United
Stetes with reference to thelr particular appiiéation to
co-operetives.

Finally, 1t is essential that an analysis be made of
the arguments sdvanced by both the spokesmen of co-operatives
and of their competitors with regard to the taxation of co-
operatives. Thils centers around the theoretical Justifica-
tlion for the exemptlion of bo-operatives from income tax on
the one hand, end for the subjection of co-operatives to
income tax on the other. This is important in helping us
to reach feir and equitable basis on which co-operativés

may be made subject to income tax.

1. R. C. C., p. 38
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CHAPTER I

THE ESSENTIALS OF A CO-OPERATIVE

In order to examine the valldity of the exemption qf CO~
operstive organizations from the corporste income tax, it is
Tirst necessary that the essentiel features of the co-opera-
tive form of orgenization be made clear. This chapter aims
to set out those features in order that a clear distinction
be drawn between s bona fide co-operative organizatioﬁ and

a Joint stock company.

As Ivan V.Emelisgnoff's Economic Theory of Co~§peration
points out, to do this the nature of co-operatives.must be
satisfactorily explained in the light of all the forms which
they have taken throughout the world?- Ih érder to meet this
demand, a basis other than the widely publicized "Rochdale
Principles" must be found.‘ While generally accepted in
Englénd and on this Continent, the "Rochdale Principles®
are not éssential to the co-operative form of‘organization.

'In the Economic Theory of Co-operation Mr. Emelisnoff

appears to heve satisfactorily explained the nature of co-
operation. In reality, he points out .a co-operative associ-

ation is an aggregate of economic units, either of the pro-

1. Washingfon, D.C., Edwards Bros., 1942.
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ducing or of the consumipg type. Only farmers, fishermen,
householders and the like - units which perform an economic
function in their own right - can be members of a co-operative.
The membership of any co-operative assoclation is definitely
limited to the number of possible buyers or sellers in the
field where the association 1s operating. On the other hand,
a Joint stock company is a fusion of economic fractions. The
-entrepreneurial risks are borne by a body of shareholders;
and individual shareholders may simply be regsrded as frac-
tions 6f the entrepreneurial whole. A co-operative is termed
an aggregate because the members of the association retain
their individual identity. Shares in a co—operative are
identified with individuals. Shareholders must be admitted
to membership, and transfers of shares must be apprbved by
the association. Essentially,'a’co—operative organization
1s an agency through which a group of economic units co-
ordinate.certain of their economic activities. A Joint stock
company 1s termed a fusion of economic fractions because 1its
stockholders are not necessarily economic units in their own
right; For example, a shareholder in an elevator line organ-
ized aé e Jjoint stock company, does not have to be a wheat
farmér. On the other hand, shareholders in a wheat pool must
be wheat farmers. The medium through which individual share-
holders of a Joint stock company find expression-is the

\
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generesl meeting of the company. Their.opinion is expressed
by voting.' They vote in proportion to the number of shares
which each owns. Shareholding in e Jjoint stock company is
not under supervision either by the company, or the directorg
which'means that shares are easily transferable and may be
held by anyone. Every fractlion functions as the whole and

so is strictly subordinated to the whole. Essentially, a
Joint stock company is an orgenization in which an individual

invésté his money in order to obtain a profit.

PROPORTIONALITY

The financiel operations peculliar to a co-operative are
based upon the individuality of the members. The maintenance
of individusl identity is achleved by means of the pfinciple
of proportionality.

Where possible; members finance co-operatlve assoclations
in proportion to the volume of business which each expects
to do through the association. If a member of a consumers
co-cperative bﬁys through the sssociation one per cent of
the goods handled by the associetion, it is commonly con-
sicdered in co-operative circles that he should have been
required to contribute one per cent of the capital required
by the co—opérative. However, in certain circumstances, it
may be lmpossible to anticipate the amount of bﬁsiness which

each member may do. In such ceses individuality is mein-
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teined by a proviesion for the payment‘of a dividend on caplital
stock. In Canada, the maximum fof such a payment varies be-
tween five and eight per cent. Where a member has advanced
-less capltal to the association than is warranted by the
volume of his_transactions, he is actually using a part. of
the services provided by the advances contributed by other
members., Where s member hag advenced more than is warranted
by the volume of his transections, then other members are
making use of his contributions in order to carry on their
transactions. A dividend on stock actually represents some
consideration paid by those members who underestimated their'
volume of transactions, and therefore their advences, to
members who overestimated their volume of transactions and
thérefore their advances. .The members of the association
who correctly anticipated their volume of transactions, and
therefore contributed a proper proportion of the caplital, are
neither the payees nor the reci?ients of such a consideration.
Dividends on stock eliminate.any malad justments among the
members of the associstion which might have ariéen because of
lack of proportionality between money advanced and volume of

1
transactions carried on through the assoclation.

1. This is true either if the members did the same volume
of sales each year, or, if individual capital contributions
changed esch year in the seme ratio as transactions.
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Any surplus which might exist 1s distributed.as a patron-
age dividend, or credited as allocated reserves, to each mem-
ber in proportion to the volume of business done by him
through the association, instead of in pfoportion to the
amount of capital subscribed by each member as is true in a
Joint stock company. With regard to member business, a large
pert of the surplus of an association arises on account of
" this member business through underpayments, as in the case of
marketing assoclations, or overcharges, as 1n the case of a
burchasing association. Once declared, a patronage dividend
could be likened to sn "account receivable" on the books of
the member and an "account payable" on the books of the

assoclation.

THE ROCHDALE PRINCIPLES

In spite 6f the fact that a co-cperative 1s an aggregate
of economic units and the one vital principle of 1ts opera-
tions is proportionality, the "Rochdale Principles" are often
accepted as the criteria of a true co-operative orgsnization.
These principles gre: | |

1. Goods to be sold at market prices,

2. Cash trensactions only,

3.- The number of shares owned by any one person 1is
limited,

L, Dividends on stock may not exceed the prevailing rate
of interest,

5. Distribution of patronage dividends in proportion to
the volume of business done by each member through
the association, , ' A

6. Provision for democratic control -- one member, one
vote.
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Only the provision for democratic control requires
commeht. There 1is usually hombgeneity of membership in co-
operative organizations -- in fact, laws governing the organ-
ization of credit unions demand homogeneity of membership.
Provincial laws applying to credit unions require that mem-
bers have a common occupationsl bond or that they reside in
the same general district or nelghborhood. However, where
co-opefatives have a heterogeneous membership, 1t would seem
to be more in accord with our governing principle’ of propor-
tionality if voting were in accord with the volume of business
transacted through the association. This would be especially
applicable where there were wide deviations between members
in the use which they made of the assoclation.  All provincial
legislation in Canada though, asserts that a necesssry pre-
requisite of a co-operative association 1s that each member

of that association shall have only one vote.

=0=0=C=Cwm
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CHAPTER II

1
CO-OPERATIVE DEVELOPMENT IN CANADA

With the exception of the farmers' wheat pools and the
Antigonish movement, Canadian co-operatives have appérently
seldom been considered an important part of Cana@ian economic
life.» On the whole the growth of the co-ocperative movement
in Canada has-been slow, but a more rapid growth has been
discernible during the past few years.

Those who turned first to co-operation were the ones
who were hardest hit by price fluctuations -- the primafy
producers. Farmers found they had to'buy their farm and
household supplies at prices that were high relative to those
received for their produée. In an effort to overcome this
disadvantage many turned to co-operative marketing of their
farm products. This placed the emphasis of co-cperative
development upon producer rather than consumer co-opératives.

The first consumer co-operatives in Canada were orgeniz-
ed during the latter part'of the nineteenth century but none
was successful.f The only exception was the British-Canadiéh

Co-operative Soclety Limited,of Sidney Mines, Nofa Scotia.

1, This chepter aims only at giving a sketchy picture of co-
operative development in various fields in Canada. A
comprehensive picture has not been attempted.

2. Stewart, Rosemary G., THE PLACE OF THE CO-OPERATIVE MOVE-
MENT IN THE CANADIAN ECONOMY, B.A. Thesis, University of
British Columbisa.
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This association followed Rochdale principles to the letter
1

“and in 1943 had a volume of sales amounting to $1,500,000.:
Agricultural co-operation had 1ts beginnings in the
ploneer settlements. However, the commerclal agriculture
of recent years changed the form of group activity although
the co-operative. principles remained. In such a commercial
agricultural economy the disadvantages of the unorgenilzed
farmer gave emphasis to the development of producers' co-
operation. Table I indicates how marketing co-operatives
heve continued to dominate the Canadian co-operative scene.
TABLE I - MARKETING OF PRODUCE AND PURCHASES OF SUPPLIES

AND MERCHANDISE AS PERCENTAGES OF THE BUSINESS OF
CANADTAN CO_OPERATIVES, Years ending July 31st. :

Yesar : Marketing of Produce Purchases o
' Supplies
1932-33 93 7
1933-34 , 95 : 2
1934-35 9L - 6
1935-36 _ : 92 8
1936-37 91 9
1937-38 ’ 87 13
1938—39 90 10
1939-40 91 9
1940-41 89 11
19b1-L2 85 15
1942_43 . 86 . 1L
19434 89 : 11

2. This percentage includes figures for consumers'co-
operatives.

Source: Reﬁort of the Royal Commission on Co-operatives,
19

5, De79.

1. Stewart, Rosemary G., Ibid p.27.
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CONSUMER CO-OPERATION

Early attempts at consumeréf co-operation appear to have
failed due to the inability of both members and management
to understand the principles of co-operation and to develop
co-operative federations‘ﬁith the economies of bqlk purchéses.
When members felt they were not receiving the economles that
they thought they should, many were disappointed and disloyal
to the assoclation. In sddition, the inability to obtaln
sound, efficient management had a depressiné,éffect on growth.
Unsound financial structure was a2lso a major factor in mahy
fsilures. A great many assoclations lacked sufficient work-
ing capital to carry on the day to day operations of the

business. According to a pamphlet entitled "Co-operative

Purchasing Associstions in the Province of Saskatchewan, -

19151 8", 1091 co-overative purchasing assoclations were

incorporated in Saskatchewan during that period. By December
31st, 1934, 531 of these assoclations had dissolved. 23 per
cent of these dissolutions represented associations which |
hed never been commercially active. Of @he actual failures,
21.5 per cent were caused by mismanagement arising from over-
extended credit, poor accounting and insufficliently qualified

officials. Lack of interest accounted for 17.1 per cent of
1

the dissolutions.

1. Regina: Department of Agriculture, 1941,
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In large centres and in more thickly populated areas,
the competition of the chain store proved to be too much for
the younger and financially weaker co-operatives. Thus,
consumer co-operatives have grown most rapidly iﬁ the rural
aréas where chain stores have not penetrated and where a
more or less homogeneous population has provided a loyal

membership. Table II indicates this rursl predominance.

TABLE II - CO-OPERATIVE RETAIL STORES IN CANADA, -1941.

Number Sales

Amount Per Cent

: of Total
General Merchandise Stores 27 3,195,800 16.1
Country General Stores 248 8,823,200 Lh, 5
Grocery Stores (without 69 1,840,600 9.3

fresh meat)

Combination Stores 53 3,370,600 17.0
Restaurants 5 130,200 - 0.6
Filling Stations 5 145 800 0.7
Farmers' Supply Stores - 17 1,048,200 5.3
Other Retail Stores , 21 1,284, 600 6.5
Total Lis $19,8139,000 100.0

Source: ELghth Census of Canads, 1941, Vol. X, p.26.

Since 1926 and more espécially since the depression and
during the wer years there has been an increase inbconsumer
retail distribution. The turnover has been in such consumer
goods as groceries and dry goods, whilé in the West farm
supplies provide & large proﬁortion of the stock. A general
idea of the increase which has taken place over the period

from 1930 to 1941 and of the position which co-operatives

occupy in relation to the otal retail trade 1s given in

Table III (next page).



TABLE III - A COMPARISCN OF THE NUMBER AND SALES OF CO-OPERATIVE RETAIL STORES
IN CANADA for the Years 1930 and 1941.

A

No. Amount Per Cent No. Amount Per Cent
of Stores of of Total of Stores of of Total
1930 Sales Retail 1941 Sales  Retaill
1930 Trade 1941 . Trade
(000) 1930 (000) 1941
_ $ , - $
Canada 282 15,647.9 0.6 Lis 19,839.0 0.6
Prince Edward Is. 0 0 0 5 59.0 0.4
Nova Scotia 17 2,103.7 2.1 72 3,434.9 2.1
New Brunswick 15 : 890.7 1.0 18 665.7 0.7
Quebec 13 1,303.5 0.2 78 3,248.7 Ol -
Ontario 71 4.809.1 O. b4 81 L, 478.9 0.3
Manitoba 28 689.3 0.4 35 936.4 0.4
Saskatchewan 61 2,991.8 1.6 70 2,974. 4 1.6
Alberta 31 1,288.9 0.7 53 - 2,169.9 1.0
British Columbia L6 2,301.4 0.9 33 1,881.1 0.6

Source: Report of the Royal Commission on Co—operatives,11945, p.107.
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CREDIT UNIONS

The credit union movement developed in the province of
Quebec and the first'credit union was organized there 1in
1900, The movement made little progress outside of the
province until the depressed conditions éncountered in the
thirties, and the belief that credit unions provided a useful
method of encouraging people in low incdme groups to build
up savings and provide themselves with a source of credit at
low interest rates, tended to spread the movement throughout
Canada. Table IV gives some 1dea of the rapid rate of growth
experienced in the last few years; Table V shows that the
ratio for 1943 of rural to urban credit uhions varieé greatly
between the provinces; Table VI gilves the position of the cre-
dit union movement in Canada in 1945, |

TABLE IV - STATISTICAL SUMMARY OF THE DEVELOPMENT OF CREDIT
UNIONS IN CANADA from 1900 to 1943

Year Credit Unions Members . Assets
No« No.

1900 1 coens 26.
1915 91 23,614 2,027,728
1920 113 31,752 6,306,965
1925 122 33,279 8,261,515
1930 194 Ls, 767 11,178,810
1935 277 52,045 10,173,997
1936 331 62,068 11,115,800
1937 Lhg 77,177 13,769,468
1938 6h5 111,012 16,835,672
1939 8Ll 151,554 20,680, 594
1940 1,167 201,137 25,069,685
1941 1,314 238,46 31,230,813
1942 1,486 295,98 43,971,925
1943 1,780 374,069 69,219,654
1944 2,051 478,841 92, 574,440
1945 2,219 ' 590,794 145 890,889

Soﬁrce: Report of the Roysl Commission on Co-operatives,1945,

p.241. Saskatchewan,Dept. of Co-operstion and Co-
operative Development, Knnual Repogt,al946, p.87.
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TABLE V - THE NUMBER OF CREDIT UNIONS IN THE DIFFERENT
PROVINCES TOGETHER WITH AN ESTIMATE OF THE
NUMBER SERVING RURAL AS COMPARED WITH
URBAN RESIDENTS 1943

PROVINCE Totel Urben Rural

No, No. No.

Prince Edward Island' L7 .5 L2
Nove Scotia 204 80 124
New Brunswick 145 L8 97
Quebec 775 131 6l
Ontario 163 141 22
Manitoba 80 20 60
Saskatchewan 128 35 93
Alberta . 129 59 70
British Columbila 109 67 L2
Canada - '1,780 . 586 1,194

Source: Report of the.Royal Commission on Co-operatives,
1945, p.241,
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TABLE VI STATISTICAL SUMMARY OF CREDIT UNIONS IN CANADA 1945

Province. Credit Credit ) *  Loans Total Loans
' ~ Unions Unions Members Assets Shares Deposits to since
Chartered Report- Members Inception
ing 1945
No. No. No. 8- $ $ $ %
Prince Ed.Is. 52 52 8,239 Ls7, 202 323,187 111,958 250,218 1,081,715
Nova Scotila 218 218 133,6Ls 2,567,055 2,315,909 70,250 1,723,097 9,764,292

gebirunSWick 155 148 32,168 2,614,561 2,340,024 126,529 1,345,698 6,074,410

uebec: :
DesJardins 908 908 371,211 119,089,459/ 7,367,379 107,213,042 25,000,0002209,735,698>
Que.League 15 9 2,624 552,822 114,330 186,414 173,999~ 781,782

Montreal Fed. g 9 11,486 5,362,558 L67,324 4,648,976 1,116,797 1,116,797
Ontario 266 248 53,728 6,893,683 2,894,638 3,324,558 L 658,071 24,644 L5s
Manitoba - 100 97 16,616 1,419,972 563,740 721,784 1,303,575 3,331,833
Saskatchewan 172 172 25,563 3,715,813 2,012,441 1,303,599 2,488,964 6,060,609
Alberta 179 169 18,128 1,512,583 1,271,912 280,137 1,549,792 4,109,037
Br.Columbia 145 145 17,386 1,705,181 1,433,914 147,646 1,595,426 3,667,006

Canada,1945 2,219 2,175 590,794 145,890,889 20,960,798 118,135,293 41,205,637 270,367,628
Cenada, 1944 2 051 1,993 478 841 92,570 LL0o 13,011,976 75,694,723 53,008,826%228,922,559
1. Assets, shares and deposits of "Caisses regionales" not included.
2. Estimated loans to members only not includlng investment loans.
" 3. Includes approximately $52,250,000 investment loans since 1926.
4, Does not include investment loans. 5. Includes $20,006,3UO investment loans by Quebec
’ Desjerdins in 1944,
Source: Saskatchewan, Department of Co-operation and Co-operative Development,

Annual Report, 1946, p.87.
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AGRICULTURAL CO-OPERATION

Canadian co-operatives have always had more to do with
the ssle of farm produce than with the purchase or sale of
any other type of commodity. In the West, co-operation
started with the organization of the Grain Growers Grailn
Combany in"1906. Since that time the amount of agricultural
co-operation has steadily grown until between 1933 and 1944
the dollar value of products marketed through co-operative
channels fluctuated between 19.5 per cent and 27.9 per cent
of the total cash income from the sale of farm products.
This.is indicated in Table VII. Table VIII indicetes the
“large percentage which grain end seed makes up of the total
value of commodities marketed through co-operative associa-
tions.

TABLE VII - DOLLAR VALUE OF CO-OPERATIVE MARKETING AS A

PERCENTAGE OF CASH INCOME FROM THE SALE OF
FARM PRODUCTS FOR ALL CANADA

All Products

Year All Products Less Grain and
Seed
1933 26.9 13.3
19%& 26.6 9.8
1935 23.0 S 11.7
1936 25.0 . 11.3
1937 2Lh.3 10.7
1938 20.2 11.1
1939 25.0 13. 4
1940 27.9 14.6
1941 23.5 12.2
1942 19.5 13.8
1943 21.0 15.1
1944 26.2 16.2

Source: Report Royal Commission on Co-operatives, 1945,p.99
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TABLE VIII - GRAIN AND SEED AS A PERCENTAGE OF TOTAL PRODUCE
MARKETINGS OF CANADIAN CO_OPERATIVES,K 1933-194L

Year : Percentage
1933 69.0
1934 - 73+5
1935 : 66.4
1936 67.4
1937 69.6
1938 ’ 60.1
1939 : : 61.5
1940 : 66.3
1941 63.7
1942 L0o,.6
1943 : L5, 5
1944 57.6

Source: Report Royal Commission on Co-operatives, 1945, p.86.

Table IX shows the value of products marketed througﬁ
co-operatives by provinces. The table reveals.the large
percentage of the total carried on in the Prairie Provinces.
This may be attributed to the major position occupied by
grain and seed with regard to the whole.

Téble X shows the value of commodities marketed by co-
operative associations in Canada by commodities. With the
exception of grain, seed and fur there has been a steady
Igrowth in co-operative marketing activities for the other
products. This increase has been notable in every province.
Of the commodities indicatedg wool 1s handled on a national
basis through the Canadian Co-operative Wool Growers Limited.

Other commodities are handled either provincially or regionally.
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TABLE IX - VALUE OF PRODUCE MARKETED BY CO_-OPERATIVE ORGANIZATIONS IN CANADA,
1933 - 1944 By Provinces
(Thousands of Dollars)

Crop Year British
Ending In Canada Msritimes Quebec Ontario Manitoba Saskatchewan Alberta Columbia
1933 106 o4 2,7 6,066 9,190 6,731 32,890 25,229 6,173
19%4 128,909 2,722 67175 91206 8,902 50,677 27,395 6,939
1935~ 117.,78L 2,673 8 211 11 446 8 402 _ L5 082 20,730 7,253
1936 14k ,963 3 ' 580 11 883 12, ,922 7, "701 L9, 1660 32,305 8,145
1937 157,031 3,472 9,502 14 646 11,172 61 ,571 26,763 7,887
1938 134 492 L 085 11,160 16,655 19,131 21,107 33,293 8,063

. 1939 180, 747 L’ ,972 10 561 33, '01k 15,793 48 408 36,039 8,383
1940 214’ ,293 4 340 13, 885 32,513 16, ,175 79, J024 34, 537 8,649
1941 215 030 4 082 18,529 28,726 20, '226 70,216 37,514 8,123
1942 21L’ ,763 6 112 27, "9L9 44 284 26 811 Ly, 1611 32,999 12,960
1943 295, * 1,99 8’ ,189 27,949 46 ,047 32 075 86 ,082 Ls ohly 16,925
1944 Ls59, 537 10 038 32,968 51, 360 61,01k 159, gy 78,489 19,546

Source: Report Royal Commission on Co-operatives, 1945, p.1lk.
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TABLE X - VALUE OF COMMODITIES MARKETED BY CO_OPERATIVE ORGANIZATIONS IN CANADA
BY COMMODITIES For Yeans 1933-1944
(Thousands of Dollars)

Year Total Dairy Frult Grein Livestock Poultry Honey Maple Tobacco Wool Fur

Produce Products and & (1) (1) (2) Sugar =~ (1) (1) (2)
(2) (1) Veget- Seed (1) 4
ables (2) ;

(2)

1933 106,804 12,372 6,002 73,771 10,066 1
1934 128,909 14,277 6+783 94,796 17,565 . 2
1935 117,78L 18 474 7 26L  8n, 284 18,777 2
3
3

9 367 287 263 . 7h7 -
9 238 293 6,858 —_— -
8 594 453 9 202 758  --
1936 14k’ ,963 16 ,329 8,603 7 693 15,371 211 456 693 879 1,454
1937 157 031 19, "ok 8,193 109,355 18,913 1486 272 668 15 452 649 1,823
1938 134,492 19, 412 8,278 80.88% 16.169 L 297 203 685 17,171 615 1 ,639

1939. 180.7Lk7 18] ,580 9,125 111,117 18, ,775 3,130 245 502 17.758 8Ll 654
1940 214, ,293 23, "637 10,135 141 ,981 25, 383 L, 493 571 839 10,113 1,193 "678
1941 215 030 138,650 9,355 137, '116 Lo L5419 7,192 710 1,138 19,937 1,367 528
1942 214,763 43 607 15, "L32 87,014 62 840 10,924 727 1,138 18,957 1,989 705
1943 295, ' 199 52,664 19,505 134 240 230 15,315 530 972 18,081 1 794 761
194L  L59 357 - 21,093 264,201 - - ol7 - - - 1,025

Source: Report of Royal Commission on Co-operatives, 1945, p.115 : ~
(1) Calendar year.

(2) Crop year.
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Table XI shows the extent and variety of co-operation

in Canszda.

TABLE XI - PRODUCTS MARKETED, "MERCHANDISE AND SUPPLIES HANDLED
BY CO_OPERATIVE BUSINESS ORGANIZATIONS IN CANADA
Crop Year Ended July 31,1944

Assoclatlions Value of Sales
No.
Marketing: ,
Dairy Products 55 52,664,433
Fruits & Vegetables 162 21,092, 565
Grain and Seed 96 264200, 667
Live Stock 250 82,492,637
Eggs & Poultry ’ 201 15 315,437
Honey 5 647,368
Maple Products 2 972,050
Tobacco R 7 18,080, 820
Wool 10 1 ?94 000
Fur ‘ 3 1 ,025,402
Lumber and wood 11 154 935
Miscellaneous 21 1,358 484
Total, Marketing 9L9g L59,798,798
Merchandising: o
Food Products 331 14,822,120
Clothing and home furnishings 2173 2,478,991
Petroleum products and auto
accessories _ 561 11,256,372
Feed, fertilizer or-spray
materisl , 803 25,472,160
Machinery and equipment : Z 811,760
Coal, wood, building material L6 312 091
Miscellaneous 676 6.355. 277
Total, Merchandising 1,271 65,508,771
Grand Total _ 1,792 525,307, 569

Source: Marketing Service, Economlcs Divisilon,
Department of Agriculture, "Co-operation in Canada'
19LL, p.b6.
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FISHERMEN'S CO-OPERATIVES

This type of co-operative is of fairly.reéent origin.
The first was established in 1954 on the Atlantic Coast at
Tiginish, Prince Edward island.~ Their development hes béén
more rapid and more advanced on the Eastern coast than in-
British Columbia.

| Fishermen's co-operatives are engaged 1in other activities
besides the ﬁarketing and processing of fish. On both cocasts
the fishermen poolAtheir purchases of fishing gear and nets
through thelr marketing associations. Many grouﬁs operate
co-operative stores which supply the members with household
necessities.

-By 1942 there was a total of 67 associations with a
membership of 4,826 doing an annual volume of sales amount?ng
to.$2,628,380.2 In 1943-LL o substantial increase was shown
in membership and sales, there being 68 associations with an
estimated membership of 7,193 doing ah annual volume of

business of $5,055,109.

1, Co-operation in Canade,19L2, P.6

2. Loc cit.

3. Co-operation in Canada, 1944 1p.3
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MUTUAL AND CO_OPERATIVE INSURANCE

Mutual and co-operative insurance has been used by
farmers for 75 years to protect their property against fire.l
Table XII shows that there are roughly 40O such companies in
Canada. These companies are of special importance in Ontario
and Quebec. In farmers' mutuals, a premium note is given by
the insured. He may be required to pay a definite portibn of
this in cash in advance, or he may be assessed from time to
time to provide cash against losses and management expenses.
Other mutual fire insurance groups also specializing to a
consliderable extent 1in farm risks have a large membership in
contrast with local farm mutuals. These include "cash mutuals"
which commenced operations on the premium note basis, but are
now operating on a cash premium basls as well.

Mutuals operaﬁing gﬁ both the cash premium and bremium
note plan are of speclal importance in Ontarié and Western
Canada, insuring a large number of farmers. Table XII also
reveals the 1943 figures for mutual insurance in Canada.
While Quebec has had by far the largest number of companies,

Ontario has the lafgest volume of business.

1. Department of Agriculture, Economics Division,
Marketing Service, "Co-operation in Canada, 1942"
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TABLE XII - FARMERS' MUTUAL FIRE INSURANCE COMPANIES IN CANADA 1943
Unassessed

Province Companies Premium Net Total Net Amount Net Losses

» No. Note Admitted Liabilities Insurance Paid 1943

Residue Assets at Rilsk
$ $ F $ 3

Prince Edward I 1 — 195,133 3,158 14,672,600 17,990
Nova Scotia 5 6ly,11lh L67,577 110 ,033 " 20 797 L35 2L, 037
New Brunswick 5 107,320 56,6 6 30, ' 330 6 126, ,962 9,181
Quebed: . '

County 9 1 533 142 71,611 28,358 2L 661,585 L5 616

Municipality 77 108,361 11 221 26" ,251, ‘L7 30,089

Parish 234 6, 082 ,093 337, 508 42 160 130, 596 709 200,119
Ontario 67 15 535 561 6,650,343 17 295 loO 636 545 069 972.770
Saskatchewan 52 172,080  997,h2k 3647877 33,379,752 35,420
British Columbia 1 113,749 71,938 21,@02 6,315,281 5 LiL9
Dominion o 1,840,500 5,572,559 2,479,137 Lsl 716,271 1,20@,262

Total -Lo6 25,468,559 14,529,150 L4)385,840 1,354,063,121 2,544, 933

3

2.

Includes unassessed rremium note residue.
Includes one. company which does business in four Western Provinces.

Source:

Department of Agriculture,
"Co-operation in Canada,

. 9.

Economics Division, Marketing Service,
1944",
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-‘TOTAL CO-OPERATIVE BUSINESS AND MEMBERSHIP

As was pointed out before, co-operatives have developed
at a steady and rapid pace since the first years of the
depression. Table XIII indicates the expansion in numbers,
members and vélume of business from 1932 through 1945.

With the exception of 1943 there has been no move toward
the amalgamation of existing societies. This is indicative
of the preponderantly rursl nature of thé Canadian co-
operative movement. The Table shows & significant incresse
in the number of shareholders and in the business per

- member. Some of the increasse in volume of buéiness may be
attributed to a higher price level but much can also be
aftributed to the 1néreasing'services and wider range of
goods made available by consumers' and farmeré' supply
co-operatives., We should also realize that the national
{R885%% has virtually tripled over the period. Increasing
co-operative education has also been a contributing factor.
It is apparent fhat both co-orerative sales of farm pro-
ducts and co-operative purchase of supplies have greatly
increased. However, by far the greater relative increése
ié in the latter. Of interest 1e the fact that a very

high -percentage of the patrons are also members of

co-operatives.
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- SUMMARY OF ANNUAL STATEMENTS OF NUMBERS MEMBERSHIP AND BUSINESS OF

TABLE XIII
OF CO-OPERATIVE BUSINESS ORGANIZATIONS IN CANADA,
. 1932 to 1948
Year Assoclations Places of Share-
No. Business holders Patrons Sales of Total Business
No. or No.- Supplies Including other
Members § Revenue
No. '

1932 gog 3,501 379,687 417,000 10,665,503 145,303,954

1933 8 3,057 342369 376.000 8, ,779,115 115,849,894

1934 690 3,223 345 02k 379,740 7, 389 03k 136, 511 , 483

1935 697 3,301 341,020 78,730 7,991,755 : 126 064" ,891

1936 781 3,186 366 885 06, ,321 12,788,192 158 165,565

1937 1,024 3,987 396 918 451 231 16,363,9b6 173,927,117

1938 1,217 L 125 L35,529 L62,937 20,091,893 155,080 435
1939 1,332 3,791 Llys 7u2 186 589 20,400,008 201,659, 98L

1940 1,151 3,657 Lso,L53 162’ ,296 21’ ,129, '822 236 322,466

1941 1,395 L, 005 451 685 - 507 22 25 895,374 242,158,305

1942 1) ,722 L, 291 561 314 620,03 b2, 327 4Ly 257 090,427

1943 1 650 u L4o6 585, '826 608 680 55, 689 141 352, 785 598

194k 1,792 L , 534 690,967 719, ' 080 65,,08 771 527,855, 540

1945 1 824 - 739, SBoly . _— 81,360,855 585, 650 ,066

Source: Department of Agriculture, Economic Division, Marketing Service,

"Co-operation in Canada

LOLLY - n ok,

Department of Co-operation and Co-operative Developments, Annual Report,l946,

p. 3L,
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Table XIV shows the financlal condition of the movement
in Canada from 1932 to 1944, For purposes of comparison the
excess of assets over general liabilities has been taken. A
noticeable decrease in members' equity is shown while there
has béen a six-fold increase in generel 11abilitiesrover the
period, which may in large measure be expleined by the increas-
ingly populér method of financing through loan capital advanced
by the members. A comparison of the value of the reserves and
surplus reveals a decrease from $97.00 per member in 1932 to
$82.00 per member in 1944, This drop is partially the result
of the large number of new assoclations which have been in-
corporated. Thelr surplus and reserve accounts would,.in

most cases be quite small or even negligible.

PROVINCIAL PATTERN

There remains the problem of showing the position of co-
operative associations by provinces This is done in Tables
XV and XVI, which reveal the difference in co-operative growth
in each province. If & comparison were made of the varied
types of co-éperatives, the sectional development would be
st1l]l more apparent. The differences in rates of development
of the various tjpes has naturally been accentuated by the
fact that there 1s no Dominion co-operative legislation, each

province having its own.
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CONDITION OF CO_OPERATIVE

1941

TABLE XIV - SUMMARY OF THE ANNUAL BALANCE SHEETS AND FINANCIAL
o BUSINESS ORGANIZATIONS IN CANADA,
1932 to 1944
Year Total Value General Pald-up Reserves Working 1 Net Worth in
Assets of Liabilities Share and Capital Per Cent of
Plant Capltal Surplus Total Assets
$ $ $ K3 $ $

1932 70,226,288 45,607,366 22,072,331 8,570,488 37,805,137 246 691‘ - 66,0
193 90,003, '261 L2 ,520,970. 43 005,593 8,224,016 38,773,652 76,698 52,2
193 104 350,702 LO 432 859 6, 046 o0k 8 ,722, u51 39,590,050 7 871 839 ‘ 46.2
1935 105, 183 ‘565 38 850,488 55, " 206 ,671 8. ,933,425 L0,943,469 11, 026 '106 L7,

1936 85,751,901 25,289, u68, 3u 665 210 8, , 95,135 42 ,132,556 15 797 223 59.6
1937 87,938,453 36 338,952 36, 685 625 9, 265 7L7 41,987,081 1L,913, '876. 58.3
1938 83,140 697'36,,69 984 33,423,607 9’265 391 uo 451 699 13, 147 106 59,8
1939 86.240, ,783 37,751,641 32,97 ,321 685 537 '581.925 15,515,821 61.8
1940 102 685 109 38,265,055 48,42 JB9lL 1o 155 221 ,105,194 15,295,360 52.8
1941 _145 658,,04 38,,67 084 92 222 947 10,503,077 uz ,932,880 1k, 868,873 36.7
1942 128,004,893 37,597,916 69 96u 822 12,220,249 45,819,822 20 442 ,155 hs,3
1943 186,634,830 36,866,861 12L.26L.085 13,091,948 49,278,806 25, 503, '893 33.L

203, 047 911 40 664 ,827 130, 556 373 15,608,150 56 883,388 31,826,711 35.7 -

1. Working capital, as used in this Table,
general liabilities.

Source: Department of Agriculture,

Canada 1944Ln - p, 5.

is the excess»of_assets less value of plant over

Econom*cs Division, Marketing Service

N

"Co-operation in




~ TABLE XV - CO-OPERATIVE BUSINESS ORGANIZATIONS BY PROVINCES,K Crop Year Ended July 31,1945'

Province - Associations Shareholders  Sales of Ssales of: Total Buslness
‘ or Members Products Merchandise Including other
- , L ' Income
B No. No. B - $ $
Prince Edward I .25 12,327 3, u37 530 - 725 4L3 Ly, 221,860
Nova Scotia 83 16 2h2 5,004,063 6 ,ho7,610 11,577,710
New Brunswick B 5} : 8 043 3,565,474 2, 780 oLz 6, ,507,790
Quebec 589 ' 61 ,713 . 42 034 827 20’ , 737,714 62, ,275,269
Onterio: o 256 - 57,715 64 929.622 3,@64 131 77,507,707 -
Manitoba - 95 , 116, ,0b3 - 142,180,099 5,586,186 47,927,942 -
Saskatchewan L96 237,842 . 174, 346,888 16,449 785 191,164,395
‘Alberta 146 - 149,196 91, 067 024 7, 764 575 99, 080 ,370
British Columbia- 87 . 28 675 , 28" 573,,19 5,788,269 35, 626 ,053
Inter-Provinecial 6 52, "008 45 252,581 156 900 47, 426 ,851
Total : 1,824, 739,604 500,481,627 81,360,855 _585,65Q,O66

Source: Saskatchewan. Department of Co—operation and Co-operative Development,
Annual Report 1946, D.Bh
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TABLE XVI -~ FINANGIAL STRUCTURE OF CO-OPERATIVE BUSINESS ORGANIZATIONS BY PROVINCES
Crop Year Ended July 31, 1944.

Province Total Value of General Paid—up Reserve

Assets Plant Liabilfties SharegCapital and gurnlus
Prince Edwsrd I. 337,612 91,00 156,667 52,170 128,775
Nove Scotia 2, 588’ 757 1,039,03 1,002,656 918,816 ' 767 285
New Brunswick . "871,693 303, 354 443 ‘856 . 181.456 I ,381
Quebec 16,392,729 7,896,714 6,991, 640 , 3,091,311 6,309,778
Ontario 7, 996 148 3, 118 001 3 59 2 , 646 ,885 989 889
Manitoba 12 647 242 2 605 086 , 539 ‘789 - 3 688 000
Saskatchewan ,92 193,558 12 492 140 61 223 062 , 2,703,818 28, 266° ,678
Alberta 31,6@9 Bon 4 ,715,170 21 356 887 750,962 9, 541 705
British Columbia 10,742,867 2, 1661, 987 6 341,847 2, Lol ,837. 1 936 182

Inter-Provincial 27, 527 751 5, 692 338 21, 260 ,931 3, 258 ’106 3, ’008 ,71

7

Total 203,047,911 40,664,827 130,556,373, 15,608,150‘ ~ *56,883,388

Source: Department of Agriculture, ‘Economics Division Marketing Service
"Co—qperation in Canada 19“@"’ p.8.
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RELATIVE GROWTH

In order not to create a misieading impression about the
growth of co-operativeé in>Ganada during the past two decades,
and especiaily since fhe war, it is neéeséary to examine co-
opefativé growth in relation to the growth of other forms of
businessyenterprise. An attempt has been made to glve a
plcture of the develoément of co~operafives in the‘absolute

sense. However, relative growth 1is even more impoftant,and

this has been recognized in the "Report of the Royal Commis-

:
sion on Co-operatives" =~ Unfortunately, comparable data for

non—co_operative agencles ;s not available. With regard to
marketing cé-operatives, the Commission has used as a basis
of comparison, cash 1néome from the sale of farm produéts.
This is sound because farm cash income figures closely approx-
" imate the value of‘all marketings, co-operétive and non-
co-operative, done at the same éelling level as co-operative

marketing.

ALL FARM PRODUCE

Table XVII compares indices of dollaf,tufnover of coQ
operative marketing agencies with 1ndices'of cash income from
the sale of farm produce. 'The years from 1935 to 1939 in-

clusive are used as the base period in order that undue welght

1., Ottawa: King's Printer, 1945.
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be not given to any extreme year. The Table would seem to
indicate that despite great absolute growth, co-operative
marketing was actually performing a smaller proportion of
total marketings than it was in the late 1930's.
TABLE XVII - INDICES OF DOLLAR VOLUME OF PRODUCE MARKETED
BY CO_OPERATIVES COMPARED WITH INDICES ‘
OF CASH INCOME FROM SALE OF FARM PRODUCE

FOR ALL CANADA
(1935-1939 = 100)

Year - Produce Marketed " Cash Income
1933 . 72.6 63.5
1934 , 87.6 777
1935 . . 80.1 ' 81.9
1936 - 98.6 92.6
1937 106.8 o 103.4 .
1938 ~ ' 91.4 - 106.4
1939 : 122.9 115.7
1940 145,7 ©122.7
1941 - 146.2 _ 146.4
1942 ~ 145.6 176.3
194 .. 200.4 : 224.5

194 o 311.4 - 280.5

Source: Report of Royal Commission on Co- 0peratives
1945, p.83.

Tablé XVIII shows the average annual percentage rates
of growth of co-operative marketing and of cash income from
the sale of farm products. The indication is that the rate
of growth is less for co-operative marketing than for cash
income, but in Tables XVII and XVIII the co-operative market-

~ing figure 1s heavily weighted by grain and seed figures.
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Marketing co-operatives have apparently more than held their
own in Quebec, Ontario and Manitoba, while cash income has
grown ét a faster pace in Saskatchewan, Alberta and British
Columbia. In the Maritimes both héve grown at the same rate.
One cannot help noting the definite sectlonal differences.
TABLE XVIIT - AVERAGE ANNUAL RATES OF GROWTH OF CO_OPERATIVE

FARM PRODUCE MARKETINGS AND OF -CASH INCOME
.FROM THE SALE OF FARM PRODUCE BY REGIONS

1933 - 1943

Province or Regilon Produce Marketed Cash Income
Canada 9.3 11.5
Maritimes 10.3 10..5
Quebec 16.2 14,6
Ontario 16.9 10.9
Manitoba 16.3 13.5
Saskatchewan 5.9 11.8
Alberta . 5.6 9.3
British Columbia 7.6 © 10.0

Source: Report of the Royal Commission on Co-operatives,
191"'5, po 86- ‘ ) .

GRAIN AND SEED

The‘data ih‘the Royal Commission Report is rather ambig-
uous. The ddllar value of dé—operative grain and seed~market-
ing as a percentage of cash lncome from grain and seed market-
ing has shown a decrease durihg the years 1940 to 1944. From
1935 to 1939 the co-operative share averaged about 52 per cent,

while from 1940 to 1944 it declined to an average of 48 per
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cent.ﬂ'Differenoes may in part be explained by differencés in.
handling charges made by the pools and the private elevator
COmpanies, fbf the pools claim they anficipate the private
companies in asny price cuts made. However, handling charges
are generally the éame,-and on the whole the conclusion of
the Royal Commission may be sccepted, that co-operatives
handling grain and'seéd_hévé neither increaied nor decreased |
their share of thé grain handling business. Manitoba,
Quebec and British Columbia, however, do.show a définite
increase in the proportion of grain gnd seed marketéd;fhrough
co-operative channels. .The latter hgs sﬁown a particulér

increase durling the war years. Ontario, like the Prairie

Provinces, shows neither an increase nor a decrease. )

ALL FARM PRODUCE EXCLUDING GRAiN AND SEED

A relafively steady upward trend is evident in co-
operative marketing since 1935.2 In that year the co-
‘ operative share was 1ll.7 per cent and in 1944 1t had risen
to 16.2 pér cent.  No unusual inérease appears during the

‘war years.

1. R.C.C., p.95.
2. R.C.C., P.99.
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DAIRY PRODUCTS

The prOportion of co-operative marketing has shown a
decided increase during the war. The 1935 to 1939 average
was 11.5 per cent, while the 1940 to‘1943 average was 15.4
per cent.l This increase is apparent in every province or
gegion, except British Columbia, where the increase has been

much less substantial, and the Maritimes where there has been

a continuance of a steady growth beginning in the depression.

FRUITS, VEGETABLES AND POTATOES

2
No increase of the co-operative proportion is indicated.

The 1935 to 1939 average was 19.3 per cent and the 1940 to
194k average was'20.6 per cent. In Quebec and British
Columbia the co-operative proportion has remained about the
same., Ontario shows a co-operative increése between 1936
and 1939 with a slight decrease from thé 1939 figure during
the war years. A war-time increasse 1ls apparent in the

Maritimes.

LIVESTOCK

The co-operative proportion increased from a 1935 to 1939
average of 9.8 per cent to a 1940 to 1943 average of 14,5 per
cent.3 A substential war-time incfease occurred in Saskatcha-

wan, Manitoba, Alberta and British Columbia. The proportion

1. ®.C.C., p.l02. 2. R.C.C., p.103. 3.R.C.C., p.10L,

EN
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remained relatively constant in Ontario and Quebec,-and fell

in tre Maritimes.,

POULTRY AND EGGS

The figures show a co-operative increase from a 1935 to
1939 average of 7.2 per cent to a 1940 to 1943 average of
10.7 per cent.i <A definite Wargtimé increase is evident in
British Columbia, while figures for the other pfévinces are

rather inconclusive.

CO-OPERATIVE PURCHASING

In Canada,co-operative purchasing is relstively unimport-
ant. The Royal Commission has presented little date on its
growth. Table III has shown that in both 1930 and 1941 co-
operative retail stores accounted for only .06 per cent of
total danadian retail trade.

Table XVIV compares co-operative purohasing with general
retail tréde and with country general store sales. A rapid
war-time growth in co-operative purchasing 1s 1ndicated.
However, some reservations should be kept in mind. The 1941
census showed that less that 50 per cent of co-operative
purchasing was done through consumers' co-operarive retail

2
stores. . In rural sreass, moreover, a large proportion of

1. R.C.C., p.97,104. 2. R.C.C., p.108.
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- 1
of co-operative merchendising is wholesale rather than retail.
Further, the past co-operative purchasing growth may partly
be explained by increases in sales of feeds and fertilizers

2

during the war. The latter make up a large proportion of
the co—operafive purchasing business. With these considera-
tions in mind, the Table indicates that the increase in co-

operative purchasing is not o war-time development, but

something which has been taking place at a steady rate since

1933.

TABLE XVIV- INDICES OF CO-OPERATIVE PURCHASING AND OF
: RETAIL TRADE AND COUNTRY GENERAL STORE
SALES: CANADA.  (1935-39 = 100)

Year ' Co-operative Country General Retaill
Purchasing Stores Trade
1 4003 - 730}4‘
1931 1423 S 551
1935 70,4 - - 87.1
1936 90.1 AP oL,.7
1937 110.7 105.4 107.2
1938 112.4 103.2° - 104.5
1939 116.4 100.7 106.6
1940 142,6 106.7 121.2
1941 : 204.1 116.2 1414
1942 265.7 132.9 149.3
1943 '317.9 148.0 154,.3

Source: Report of the Royal Commission on Co-operatives,
1945, pp. 108,109, '

The Royal Commission Report contains figures for the

Province of Saskatchewan, which during the war years did the

largest co-operative purchasing business ‘in the Dominion.

1. R.C.C., p.108. 2. Ibid pp.110-111.
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The material shows that this has not been an increase attribut-
sble to war-time conditions, but rather that such a development
had been teking place throughout the depression. War-time
expansion would in large measure appear to be a continuation

of this growth.

-6-0-0=0-0—
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CHAPTER III

THE BUSINESS METHODS OF CO_OPERATIVES
AND THE RELATION OF TAX DISCRIMINATION ON
CO_OPERATIVE PLANT VALUES

The probiem of discussing the business methods of co-
éberatives is complicated by the fact that there is no specéial
Dominion legislation affecting the co-operative moevement.
Although. there is no specific enabling legislation, Part I
or Part II.of the Companies Act is available. However, this
igs an unsatisfactory vehicle for co-cperative incorporation,
since no feferenée to the co-operative form of organization
1s contained therein.

Every province has legislation dealing with co-operative
assocletions but in certain cases great variations exist.

Laws enabling the formation of co-operative credit assoclations
ere found in every province; laws governing agricultural co-
operative-associations are evident in all provinces; laws
proﬁiding for co-operative societies for thelproduction and
distribution of commodities are found in every province except
Ontario end New Brunswick.

The three uniform features of the legislation applying to
co-operative buslness organizations appear to be:

(a) the provisions that each member shall have one vote

regardless of the number of shares that he may own,
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(b) ‘the provisions that surplus legs reserves shall be
distributed among the members in proportion to patronage,

(c) the fact that a co-operativé association is held to
be a body corporate.

Since co-operative associations are regérded as body
corporates, they possess the samé advantages and face most of
the séme probléms as any.joint stock company or publicly owned
business. Any co-operative haé the prdblems of initial fin-
ancing, of finding working cépital to carry on day to day oper-
ations, of profiding for reserves, of distributing surplus,

and of providing for capital investment out of earnings.

MARKETING CO-OPERATIVES -

The best source of materiai on the business methods.and
financial opefations of marketing co-operatives in Canada, is
the Canadian Royal Commission Report. The Commlission obtained
evidence from co-operative associations engaged in the grain
trade, in the déiry Industry, livestock marketing, in process-
ing and handling fruits and vegetables, and from the Canadian
Co-operative Wool Growers, Limited. One cannot help but note
the variety in methods and operations.

‘Somenarketing co-operatives handle the products of their
members on consignment, others purchase the products outright.

Generally, co-operative assoclations handling grain snd seed
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make an 6utright purchasé. of a member's product. The‘Alberta,
Saskatchewan and Manitoba Pools finance théir'operations by
internél methods -~ out of current operations. The Saskat-
chewan and Alberta Pools deduct 2¢ per bushel for an elevator
reserve, and 1 per cent of gross sales for a commerclal
reserve.l_Table XIX shows the sources of capital funds for
the Saskatchewan Pool and its subsidiaries, and 1s indicative
of internel financing. In Manitoba, local assoclations con-
stitute the membership of the Manitoba Pool. Locals have a
‘separate corporate exlstence, and operate on & contract bésis

, 2
with the Pool.

Financial difficulties have forced the
Manitoba: Pool to meke somewhat different fiﬁancial arrangements.
There, up to 50 per cent of the net surplus of each~loca1 has
to be plébed in & special reserve to repay chartered bank
loans guaranteed by the Government, and up to 25 per cent in
a working capital reserve. In Alberta and 'Saskatchewan,
certificates representing the membefs' equlty in commercial
and'elevator reserves have been issued. Interest has been
peid on these certificates when financial conditions per-
mitted. Both Pools use a form of revolving fund. Part of
the patronage rebate is withheld, and used to buy up the

éommercial and elevator reserve certificates of those who

are no longer active in the assoclation. By this means active

1. R.C.C.,pp. 142,145,
2. Ibid, p.l46.
3. Ibid, p.148.
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TABLE XIX -~ SASKATCHEWAN CO-OPERATIVE PRODUCERS LIMITED, MODERN PRESS LIMITED,
SASKATCHEWAN CO-OPERATIVE LIVESTOCK PRODUCERS LIMITED, SASKATCHEWAN POOL
ELEVATORS LIMITED AND SASKATCHEWAN POOL TERMINALS LIMITED; SOURCE OF

CAPITAL FUNDS__As At July 31, 1946

. Livestock
Source of Capital Funds Capitsl Commercial Elevator Pool Equity (Table
Reserve Deductions Account. Continued
0ld Below)
Membership
Stock Subscriptions 129,412 - - —
Deductions from Pool - 6,567,851 12,188,060 w—ee
Payments
Retained from Operations —— - - 184,843
Province of Saskatchewan
Loan - — - —
- Total Cepitsl Receipts 129,412 6,567,851 12,188,060 184,843
TABLE CONTINUED: Excess Charges Deferred
o Reserve Undivided Refund, Seasons Loans Total
Accounts Surplus L3l Lk 5:45.6 Qutstand'g
Stock Subscriptions — — - - 129,412
Deductions from Pool - — - - 16,755,911
Payments : o
Retained from Operations 4,710,179 1,230,093 8,484 758 - 14,609,872
Province of Saskatchewan
Loan — - - b,733,979 4,733,979
Total Capital Receipts 4,710,179 230,093 8,484 758 4,733,979 38,229,174
Source: Saskatchewan Co-operative Producers Ltd., Annual Report, 1946, p.52.
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membership is maintained, and reserve certificates are held
roughly in accord with patronage. In reality, certificates
are not redeemed, but merely perpetuslly transferred in the
direction of more active members.l All three Pools have paid
patronage dividends in cash to the members whén financial
conditions have permitted.

| The United Grain Grbwers, Limited, have financed by
both direct and internal means. Until recently, elevator
Tacilities were acquired through the retention of surplus
earnings..2 However, from 1925 to 1929, dividend certificates
on s patronage basls were issued and later redeemed. Since
1940-1941, the Compsny has sold preferred shares with a par
value of $20.00, providing for & 5 per cent dividend. These
ghares sare sold to the generai publié and cléssified as
Class "A" Preferred. Class "B" shares are the voting shares
with a par value of $5.00 and sale of these is limited to
farmers and lesseeé or owners of land. These shares carry
the right to participate in patronage dividends. |

The vast majority of dalry co-operatives purchase the

produceré' product outright. In evidence before.the Commiss-
ion, only one co-operative claimed to handle 1ts members
products on consignment. Operations have been financed by
both internal and direct means, although the former greatly

predominates. Certalin co-operatives withhold some of the

1. R.C.C.,p.143 and 146. 2. Ibid, p.141. 3. Ibid, p.l41
L. Ibid, p.l57.
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surplus for use as working capital, Others finance by means
of a "revolving door fund", Under a five year "revolving door
plan', for example, surplus withheld to the credit of a2 member
in the year 1937 would be repayable to that member in 1942,
surblus withheld in 1938 would be repayable in 1943 and so on.
Here there is & commitment on the part of the association to
repay the funds of which they have made use. These associa-

tions have also used reteined surplus to finance'plant expan

sion. Other co-operative dairy associations have sold addi-
tional bonds, shares, or preferred stoék in order to buy u
plants or to build new ones.1 It must be kept in mind thét
several dairy co-operatives have received government assist-
snce in the form of guarantees. Such aséistance has enabled
exbansion of plant facilities. This assistance was particu- °
-"larly in evidence during the 1930's in Alberta.

Livestock marketing co-operatives also show veristion in
method of operation. There 1s generally a marketing contract
between the association and the member. In Alberta, shippers
are members of local associations.2 The liquidify of the
local associationlis insured either by the deduction of a
lerge handling charge, or by the use of reserves set aside

out of proceeds. The shipper receives an initial price and

a pro-rata payment if any surplus arises. The locals are

1. R.C.C.,pp.149-158. 2. Ibid, pp.159-160.
3. Tbid, pp 160-161.
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affiliated in & centrsl selling organization. The centrel
organization returns the proceeds to the members after deduct-
ing operating costs andl$1.00 per car for s commercial reserve.
"The fund procured from membership fees and from reserve
deductions is on a three year revolving basis. Funds for an
educational reserve and an operating reserve are also deducted.
Member acssociations receive equity certificetes showing their
participation in these reserves. In Saskatchewan and Manitobs,

1
shippers aremembers of province wide organizations. - The

SagkatcheWan body 1is a subsidiary of,the Saskatchewan Co-
cprerative Producers. In nelther province is marketing
vconfract in existence.~ When surplus is distributed it 'must
be on a patronage basis., The Manitoba and Saskatchewan |
orgenizations are members of a central selling agency —-
Canadian Livestock Co-operative (Western). Local co-operatives
or 1ndividuals may conslign livestock to the body as selling
agent. After certain handling deductions, there 1s en initlial
return direct to the producer. Surplus 1is returned on a pro
rata basis to the member co-operatives, 90 per cehﬁ being in
cash and 10 per cent on an eleven year\"fevolving fund basis".2
In the Maritimes, Maritime Co-operative Services 1s a
federation of 100 local associations with l0,000 members.3

There is a contract requiring that a member confine his market-

ing and purchasing (if possible) to the local concerned. Each

1. R.C.C. pp.160-161. 2.Ibid, p.161. 3. Ibid, p.l1l62.
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locel must hold at least one of the 4,000 shares of capital
stock. Shares have a par value of $25.00. Interest not :
exceeding 6 per cent is paid on shares. Since 1944 the capital
structure plean has provided for the setting aside of 5 pér
cenf of the surplus each year as an unallocated reserve until
it reaches 20 per cent of the paid up capital; the provision
for other reserves deemed necessary by the shareholders;
provision'for the gayment of the remainde? of surplus to
shareholders only. |

The Prince Edward Island Marketing Bosrd is a federation
of locél shipping as:—:ociations.2 Each member is bound by a
contract to consign his livestock through the local associa-
tion. There is a 13 per cent commission on all livestock
shipped, a.chargg of $1.00 per shipment to cover transportation
costs, and L pef cent of'Surplus is set aside as a condemnation
f‘und.3 The Board estimates prices with great care and very
little surplus is left ovLeLr° As.a result no patronage
dividend‘payment is made.‘ It should be pointed out that in
Prince Edward Island and the Maritimes, it appeafs that

government grants have provided both en initial source of funds

and working capital.

1. R.C.C. p.163. 2. Ibid, p.164. 3. Ibid, p.164
L, Ibid, p.l6lL. ‘
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The co—operati?e marketing of fruits and vegetables is

a.large proportion of total marketings in British Columbia.
The Associated Growers in the Okanagan Valley have a three

party marketing agreement between the grower, the local and

the central sales agency.l The centrsl sales agency handlés
members ' produce on consignment. There is a commercial
reserve set up th;ough the deduction of 1 per cent from the
gross selling price allocated to the locals. Returns are
pooled, and 2ll locals recelve thevsame amount per box for a
similar product. Excess handling charges, if any, are rebated
on a pro-rata basis through the locals. However, a small
surplus account is held back.2 Local associationdg are
financed mainly by deductions for which growers recelive shares.
These revolve on a three to five year basis. In locals work-
ing capital 1s obtgined through a per box deduction for which
redeemable stock certificates may or may nof be issued. EXcess
handling and packing charges are rebated on a pro-rata basis.
The Pacific Co-operative'Union, not affiliated with the
Associﬁted Growers, revelvwes its $10.00 shares every five
years.l Shippers'products are handled on consignment and a

contract is in force. Returns from like grades of product

are pooled and rebated on a pro-rata basis.

1. R.C.C. p.168. 2. Ibid, p.169 3. Ibid, p.170
| L4, Ibid, p.170
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In Ontario, fruit and vegeteble marketing schemes have
been tried on a rpgio$al basis as well as»through the United
Farmers Co-operative.— Of the regional assoclations mentioned,
variations in operating methods are apparent. One is a buying
and selling agency for four'iocal associations who signh a
contract.2 There is a membership fee, énd aﬂnuallyvnot more
than %0 per cent of ‘the surplus can be put into a r'eservleL
fund.  Another association is divided into sales unitsQ.

One pér-cent of gross sales may be set aside out of surplus.
‘annually as a reserve fund for that year. The reméindef may
be distributed on.a pro-rata patfonage basis. Operating

. costs are covered by a deduction from each sales unit not

to exceed + per cent of the sales unite total gross sales.
Each unit deducts a brokerage fee of % cent per pognd. A
third association has non-revolving share capital./ Memhers
sign a marketiﬁg contract. Dividends are paid on a pro-rata
basis and in cesh, end the remainder of the surplus is placed
in a four or five year revolving fund. A fourth associatlion
has interest bearing shares with a par value of $100.00.
Under an agreement, members leave surpluses/with the associa-
‘tion to provide increased étorage capacity.o These Ontario
examples are indicstive of the tremendous variaﬁion found in

the business methods and financlal operations of marketing

assoclations,

1. R.C.C., p.171. 2. Ibid, p.1l71l. 3. Ibid, p.171.
b, Ibid, p.171. 5.Ibid, p.171. 6. Ibid, p.l1l71.
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In Nova Scotia, the United Fruit Company 1s the central

1
selling agency for the locals. Operating expenses are met

by deductions of sevefal cents g barfel. Capital consists
of $100.00 shares with interest dépendent upon conditions.
Advances are made to growers fhrough the season, and the
»company must pay back all surplus. The company owns pro-
cessing plants, and recentlyimembers heve permitted the
company to retain $50,000. for‘a_cold storage plant. Assist-
anée for ﬁarehouses has been received by locals from the
Nove Scotia Government Moftgage Company. "The dividend paid
is only a rough approximation to paymént on a patronage
basis".2 |

Co-cperative wool marketing is carfied on by the Canadian
Co-operative Wool Growers, Limited, which is Incorporated
federally.3 Marketing is carried on either through a small
number of locsl associations or by some 12,000 individual
farmers. Local associstions are incorporated provincially,
and meet expenses by a per pound levy on wool, and by earn-
ings derived from the sale of supplies in areas not served
by other associations. There 1s no contract membership in

the central body. The capltal of the central assoclation

consists of $10,00 shares. Local assoclations may burchase

1. R.C.C., p.172, 2. Ibid, p.173, 3. Ibid, p.177.
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an unlimited number, but individual members are limited to
fifty shares each. In practice the shares return a 4 to 6
per cent dividend, although the limit is 8 per cent. During
the clipping cseason, the association borrows $500,000 from
1 ‘ ‘ '
the banks. Two-thirds of the estimated wool price 1is
advanced to growers or associations at marketing time. After
80 per cent of the clip has been marketed a final payment
is made. Any surplus after reserves have been deducted is
rebated on a poundage besis at the end of the year. The
following reserves have been set up:
(1) A contingency reserve which is the property of
the association, but which the by-laws provide
shall be distributed on a pro-rata basis to
current year shippers upon digsolution of the
association, ' :
(2) A general reserve which is the property of the
members, distributed upon dissolution to current
year's shippers on a pro-rats basis.

(3) A growers reserve which is essentially a revolving

fund used by the assoclation as working capital. 2

The co-operative shows no desire to make a member's

equity in the association proportional to the volume of

produce which he markets through the assoclation.

PURCHASING CO—OPERATIVES

The Royal Commlssion Report has detailed information on
co-operative purchasing only for the province of Saskatchewan.

This information is valuable because in 1944 Saskatchewan

1. R.C.C. p.177.
2. R. C.C. p.178.
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purchésing and consumers' co-operatives enijoyed the-largest
volume of total sales of any province.

In 1929 many of the co-operative purchasing associations
in the Province federated tc form the Saskatchewan Co-operative
‘ Wholessle Soclety Limited.1 The Wholesale Society was to
supply its members with both farm supplies and oonsumérs'
goods. In 1935 a consumers' co-operative refinery was
organized in Regina by many of the co-operative oil puréhasing
assoclations throughout the Province. 1944 saw this:lattere-
body smslgemate with-the Co-operative Wholesale Soclety ..
under the name of Séskatchewan Federated Co-operatives,Limited.
The Federated Co-operatives finance principally by means of
the "revolving door fund'.

The basis of subscribing for capital stock in local .
associations varies with the by-laws of those associations.y
In the great majority of cases an initial payment may be ﬁade
towards owning stock when taking out membership in the associa-
tion. The balance 1s paild up mainly through the application
of patronage dividends. A large number of local associations
have provision for "revolving door funds" which have become
popular, since their advantages have been 1llustrated by the
successfﬁl operation of the Consumers Co-operative Refineries.

Other local assocliations obtain capital by loans from members

-and by deferring payment of patronage'dividends.

1., R.C.C. p. 181. 2. Ibid, p.181.
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Table XX shows the financial results of all co-operative
assobiatiqns engaged in a retall business in Saskatchewan
during the years 1935-36 to 1945-46. The increase in both
numbers of associations and members 1ls evident. Members'
equity has increased 6000 per cent since 1935-36, and over
550 per cent since 1939-40. Equity per member has declined
from $83 in 1935-36 to $56 in 1945-L6, Volume of sales
* increased from $3,000,000 in 1935-36 to $18,500,000 in
1945—&6.1

Table XXI shows the financisl results of co-operative
wholesaling and manufacturing organizations in.Saskatchewaﬁ.
The Table is heavily weighted Dby figureé for the Saskatchewan
Federated Co-opefatives. While total business has greatly
increased, it should be remembered that virtually 100 per
cent of the products sold by the Saskatchewan Federated
Co-operatives are sold either to member assoclations or to
other unaffiliated local co-operative associations. Sales
of the Federated Co-operatives are dupliceted in Table XX.
However, local socleties are buying an lincreasingly large
percentage of their goods from the Federated Co-operatives,

Limited.

1. Table XX.
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FINANCIAL RESULTS OF ALL CO-OPERATIVE ASSOCIATIONS ENGAGED IN A

1945-6 519@ 1215450 18,588,511

TABLE XX -
RETAIL BUSINESS
Year No. - No. Sales Total Liabilities Liab. Paid Net Members'!
Report'g Membrs. Assets to Public to Members Up Reserves Equity
: Capital ~

"1935-6 19% 12,690 $3,000,000 §$1,3041,706 §238,695 § ~—-  § =~ § - § 193,334
1938-9 306 23,182 937,209 1,564,717 403,152 —— 624,571 536,994 1,161,565
1939-40 327 28,590 681,510 1,888,397 6L2,054 — 632,208 614,135 1,246,343
1940-1 Ls3 42,535 7,068,226 2,582,910 777,547 - 863,252 942,111 1,805,363
1941-2 483 50,881 8,576,518 3,215,392 726,626 —_— 917,605 1,571,161 2,488,766
19&2-3 489 57,948 11,225,288 3,775,739 724,923 - 954,902 2,095,914 3,050,816
1943-L 486 66,340 13,078,226 L4,491,150 903,961 —_— 971,849 2,615,340 3,587,189
194L-5 483 76,714 16,549,383 5,593,834 1,420,936 - . 981,512 3,191,386 L 172,898
7,85 ,1120)1,020,765c93,125,93?ﬁ6545403)2,052,570696,833,347

1. 1945.46 figures in
amounting to

1ude 16

co-operative implement assoclatlons with total eassets
481,061 and 28,239 members.
3. This 1945-46 figure includes allocated deferred patronage dividend of $1,975,451

shown in previous years as reserves (4) and loans from members of 1,150,486
shown in previous years as liability to the publicd2).

Source:

Report, 1945-L6,

Royal Commission Report on Co-operatives, p.187-188 and _
Saskatchewan: Department of Co-operation and Co-operative Development, Annusl
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TABLE XXI - FINANCIAL RESULTS OF CO-OPERATIVE WHOLESALING
AND MANUFACTURING ORGANIZATIONS

No. Places Member Liabill-
Year Report- of Assoc- Fixed Total 1ities to

ing Bus. iations Assets Assets to Memhers

Public =
§ § § $ |

1938-89 2 2 539 165,870 528,633 225,164 , 413
1939-40 2 L 780 295,825 949 155 456 519 53 616
1940-41 2 L 623 723,292 1,428, '602 6Lo " ,346 120,095
1941-42 2 L 626 825,565 1 988 920 878 172 22& 215
1942_u2 2 L 664 856 333 2 456 32k 973,038 349, ' 276
1943-4L 2 L 696 835,827 3, 018 610 1,239,438 62k ,625
194L 45 1 5 u61 1 777,089 3, 218, ,015 1, 61 ,8L8 604 ,372
1945-L6 1 7 499 1,203,889 3,939, ‘675 2. 291 "438 1 369 374

Ligbllities

!
|

1. Decrease in membership due to amalgamation of two co- operative
federatlions.

2. Business for 7 months period only.

Source: Saskatchewan: Department of Co-operation and

Co-operative Dewlopment, Annual Report, 1945-46,

[
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Commoditles. Total

Pgid-up Members Sold or Other Business

Cepital Reserves Equity Marketed Income

$ $ 3 § 3 $

156,800 141,256 303,469 1,664 473 14,859 1,679,332
242,565 195, "5 L92 636 2 508 592 13, 643 2 ,522,235
367 862 300,299 788,256 3, 857 635 30,420 3 1888 ,055
512,122 374 L1l 1,110,748 u 814 2L 36 529 850 772
633 838 500,172 1 483 286 6,104, , 56 51,348 6. ,155,912
669,925 484 622 1) ,779,172 7, 076 952 5. 54 759 7,131,711
L37,871 561 924 1, "60ly ,167 6, 8,629 26,018 6,86k, 647
53,536 1, "6u8’ ,237 7, 101 , 551 154 534 7, 296 085
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The Royal Commission Report also has selected B0 purchasing
1 _ A
associations in the Province for separate analysis. Table

XXII 1s very significant. It shows the total earnings avall-
able for allocation and the large percentage of the total
earnings which has been retained by the associations. Of
these esrnings which have been retained, in the four year
period 1936 to 1939, 74 per cent remained unalloceted, 1in

the 1940 to 1943 period 69 per cent remained unallocated, and
throughout the entire eight year period 70 per cent remained
unallocsted. Thus, these forty assoclations 4id not repay to
thelir members 70 per cent of the operating earnings which they
retained over the eight year period 1935 to 1943, Héwever,
since we do not know the method of selecting these forty
purclsing assobiations, and since they are all in the one
Province of Saskatchewan, it is necessafy to be cautious

in drawing conclusions from the Table.

PLANT VALUES

Unfortunately ho figures are available for the plant
values of those Joint stock companies in direct competition
-with co-operatives. The only avallable basis for comparing
companies and co-operetives }s to compare their working
capltal. The net increase ip co-operative working capital

was $4,500,000 from 1935 to 1939 .and $10,000,000 from 1939

1. R.C.C. p.182.



_ 56 -

TABLE XXII - A STATEMENT SUMMARIZING CHANGES IN MEMBERS'
EQUITY IN THE FORTY SELECTED PURCHASING
ASSOCIATIONS IN SASKATCHEWAN During the
Eight Fiscal Years,1936 to 1943

Four Years

Four Yesars

Eight Years

1936 - 1939 1940 - 1943 1936 - 19413
$ K §
Sales 5,521,192 9,863,372 15,384, 564
Less Cost of
Sales & Operating
Expenses 5,328,539 9,344,973 14,673,612
Opereting Earn'gs 192,653 518,399 710,952
Add Other Income _1A41,762 262,758 Lol 620
Earnings Available
for Allocetion 334,415 781,157 1,115,572
Deduct Earnings
Allocated to 203,335 Lo7,u63 670,798
Patrons
Earnings Unallocated
131,080 313,694 LLl 774
Allocated Earnings
as above 203,335 Lo7,u463 670,798

Deduct Patronsge Dividends paid and interest pald on

Cepital (less incresse in pald-up capital)
156,117

Allocated Earnings
Retained 47,218

Total Earnings Retalned
(Allocated & unallocated)
representing increased

equity:
178,298

326,760 L82 877
140,703 187,921
_bsk,397 632,695

Source: Report of Royal Commission on Co-operatives,p.190.
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1 .
to 1943, For corporations, the net increase was $41,000,000
2

Afrom 1935 to 1939, and $144,000,000 from 1939 to 1943. These
figures seem to.show that corporatiohs have accumulated larger
reserves during the war than co-operatives. However, we must
remember that these figures include corporations engaged in
war work. There were allowed to set aslde generous untaxed
depreciation reserves which are included in these working
cepital figures. If we had statistics for the companies
competing with co-operstives, our results would proﬁably be
quite different. Presumably corporations engaged in normal
peacetime occupations were not allowed to set aslde such
large depreciation ellowances.

| The principsl competitive advantage arising from tax
exemption received by co-operstives would appear to.be the
use of tax free reserves in order to buy up competitors
or to builld additionel plant and equipment.

The Royal Commission Report mentions two cases of eX-

pansion by purchase. Retention of surplus has played an im-
portant part in purchases in 1944 by the Northern Alberta
Dalry Pool of a creamery at Bonnyville, and eighteen drivers
and creamerieslformerly owned by Burns and Company.3 In

. B.C., the Fraser Valley Milk Producers Association purchased
the remalning half oﬁ the associated dairies' stock that it

did not already own. As for purchasing assoclations, 59

l. Canada,Department of Trade and Commerce Dominion Bureau

of Statistics, CANADA YEAR BQO 194 Ottawa King's
Printer, p.gZﬂ 2. Ibi pp.g E 5 1030 g'

3+ R.CeCe, D.155 . 4. Ibid, p.151.
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reteil stores in the province of Saskatchewan were converted
from private to co-operative owner‘ship.1

Of interest would be figures of the increases in the
number of co-operatives and in co-operative plant values.
These would be perticularly valuable if total plant value
figures were broken down into plent value flgures for the
various products marketed through co-operative channels.
Thie break-down is available up to 1941, but unfortunately
after that, the figures for plant values of Canadlan market-
ing co-operatives are not segregated from the‘plant values
of alll business co-operatives.

Table XXIII shows the plant values of Canadian co-
operatives by provinces. The figures from 1942 on include
all Canadian business co-operatives but Quebec figures do
not include statistics for urban co-operative retsil stofeé
for 1942, Table XXIV presents plant valﬁe,figures for the
years 1935 to 1941 for marketing co-operatives in various
flelds. Table XXV indicates the incresase in co-operative
essoc lations ehgaged in marketing various products. Un-
fortunately these flgures are not avallable on a provinciasl

basis.

10 R.C. G. p. 1110
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TABLE XXIII PLANT VALUE OF CANADIAN CO-OPERATIVES FROM 1935 to 1944
(Thousands of Dollars)

Inter Mari- Sask- British

Prov_ times atche- Columbia
Year incisl Quebec ¥ Ontario Manitoba wan Alberta Total
1935 6,868 788 1,779 1,394 2,268 17,333 7,129 1,290 38,850

1036 g 21 - 804 2 085 1,252 1 96& 15,533 6 ,043 1 427 35,289
1937 2 768 2 20 1 298 , 2 282 15, ,097 6 ,017 1 473 36 339
1938 626 821 - 3, 705 1) , 370 483 16 ,191 5 725 1 308 36 570
1939 2,320 830 2,386 1 , 598 2 ,903 16’ ,167 5,950 1 632 37,786

1940 , 224 801 3, (224 1 470 3,046 15,379 6 ,298 1, 82l 38265
1941 6,688 804 3,790 . 1, L6 142 14,920 - 5.9 1,836 38,567
1942 5,837 1,170 Louzn 1 20 2u5 806 13,787 5,325 2,002 37,598

194 6,002 1, ,552 4 606 2357 2’ ,757 13,032 L 9oL3 2 021 37,273
194L 5692 1’43k 7897 3,118 2,655 12,492 4,715 2,661 L0,665

1, Does not include statistics for urban co-operative retall stores.

Source: Canada Year Books 1937 - 1946.
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TABLE XXIV -PLANT VALUE OF CANADIAN MARKETING CO-OPERATIVES 1935 to 1941

(Thousands of Dollars)

Frults and Grain and Poultry

Year Dairying Vegetables Seed Livestock and eggs
1935 2,070 1,755 32,343 616 ol
193 2, "184 : 1,711 28,412 328 96
1937 2 308 1, ’808 29 007 560 115
1938 2, 397 1, ' 861 29,474 56g 110
1929 2 67 2 , 329 29, ’608 538" 120
0 3, *16L 2 627 29,007 521 148
1941 3,601 2 472 28’7148 370 136

Source: Canada Year Books 1937-19@2.
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TABLE XXV NUMBER OF MARKETING ASSOCIATIONS ENGAGED IN MARKETING VARIOUS PRODUCTS
FROM 1938 to 1944

' Yeaﬁ ’ Dairying Frults and Grain and Poultry

Vegatables Seed Livestock and Eeggs
19735 115 104 30 53 ol
1936 136 107 30 59 31
1937 | 146 98 | 35 115 57
1938 ' 166 94 36 177 61
1939 197 100 : 32 180 87
1940 279 113 2 ' 92 66
1941 386 117 7 53 79
1942 hi3 193 114 321 199
194 Lu6 161 105 225 194

194 545 162 96 250 201

Source: Canada ¥Year Books 1937-1946.
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What must be sought from these tables 1s a relationship
between plent values and the co-operative growth indicated
in the previous chapter. Table XXIII has limited value. 1In
splte of the fact that the greatest relatiyve io—operative
gains were scored 1n Manltoba during thé war, the Table shows
that plant values actually declined there. This may be attri-
buted to the high percentage of total Manitoba co-operative
business that 1s in grein and seed. .Elevators afe a high
percentage of total plant value and changes in plant values
of other Manitoba co-operatives would be hidden in total
plant figures for the Province., Purchasing 1s a large per-
centage of total co-operstive business in the Maritimes,2
and statistics for the region would fherefore be: largely un-
reliable if applied to marketing assoclations alone. The
importance of gresin and seed in Saskatchewan and Alberta
prevents the Table from being much use in those Provinces.
Howevef, for Quebec, Ontapié and British Columbia the figures
could be significant. Clear marketing co-operative gains were
scored in Ontario and Quebec, whlle British Columbila co-
operatives held their own. Meantlme from the outbreak of the
War to 1944 plant values trebled in Quebec, doubled in Ontario,

snd rose by over 60 per cent in British Columbia, Quebec

showed geins 1n the co-operative marketing of poultry and eggs,

1. R.C.C., p.85
2 Ibid., p079



- 63 -

livestock, grein and seeds and dalry products; Ontario showed
gains in dairy products, frults and vegetables, and poultry
end egge; British Columbia showed an increase in poultry and
eggs, livestock, grain and seeds, frults and vegetables and
dairy prdducts. In 1940 the ratio of plant value to total
>sa1es of dairy products was $1 to $7.60; for fruits and
vegetables it was 81 to $l; for grain and eeeds it was $1 to
$5; for livestock it was $1 to $50; for poultry and eggs it
was $1 to $30.1‘ Grain and seed, frults and vegetables and
dalry products all require a heavy fixed investment. Taking
all this into consideration we may infer that the reiative
wartime growth of co-operatives in British Columbia, Quebec
and Ontario may have arisén partly from the use of tax free
surpluses to buy br construct caplital equipment. |

Plant figures arranged according to produce are inter-
esting. Regarding poultry and livestock the figures show a
slow irregular increase in the case of poultry, and a decline
in the case of livestock. On the other hand, co-operative
marke tings in both made great gains during the war relative
to the competitors of co-operatives.2 In 1941 co-operative
livestock marketings were 229.6. per cent of the 1935-1939
average; cash income from the sale of llivestock was only

193.4 per cent of the 1935-1939 everage. 1941 figures for

1. Table XXIII and Royal Commission Report, p.ll5

2. R.C.C., pp 96 and 97.
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poultry were 220.4 per cent of the 1935-1939 aversge, while
cash income avéraged 149,73 per cent for the same five year
period. Further, as the war continued, marketings through‘
co-operative channels of poultry and livestock rapidly in-
creased, ahd éq did the number of co-operative associastlons
in those fields. Absence of plant lincreases in the early war
years and increases in the number of associlations later inv
the war, force us to the conclusion that use of tax-free
reserves to extend plant and equipment had little of nothing
to do with the relative growth during the war of poultry and
livestock co-operatives. |

Of the other figures, the dairying is the most inter-
esting. The plant value figures for 1941 show a $930,000
increase over 1939 figures. On the other hand 1939 figures
show an increase of only $365,000 over 1937.l In 1941 co-
operative deiry marketings were 210.5 per cent of the 1935-
1939 average, while cash income from the sale of dairy pro-
ducts was only 149.3 per cent of the 1935-39 average. As.
pointed put previously, the ratio of fixed assets to ssles
1s quite high in dairying. These fachbs would sppear to
indicate the use of taxXx free reserves to extend plant and

equipment. However, consideration must also be given to

1. Table XXI
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the rapid numerical increase in assoclations from 1939 to
1944, The importance of this numerical increase is largely
nullifiedbby the fact that the structurél organlzation of
many dairy co-operatives 1s such that mény locel assoclations
are members of some centralized organization.l For example,
deiry or creamery purchases by a central organlization may
result in the incorporation of local associations. Our con-
clusion with regard to reserves of dalrying co—operatives,‘
though somewhat modified, would still appear to apply.

The figures show no significant relative increase or

decrease in the plant values of frult and vegetables or

grain end seed co-operatives during the war years,

= Orm O me Qe Qe
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CHAPTER IV

THE HISTORY OF THE TAXATION OF CO_OPERATIVES
AND
THE GROWTH OF THE CONTROVERSY OVER THE APPLICATION
OF THE .
INCOME WAR TAX ACT TO CO_OPERATIVE ASSOCIATIONS

The Income War Tax Act was first passed in 1917. There
was no direct reference to co-operative associations in the
Act, but it did contain the followlng exempting clause:

"The incomes of mutual corporations not having a

capltal represented by shares, no part of the
income of which inures to the profit of any mem-
ber thereof." 1
In reply to a question in the House from Sir Herbert Ames,
Sir Thomas White, then Minister of Finance, indlcated that
, 2
‘the paragraph was intended to exempt co-operatives.

However, the phrasing of this paragraph was extremely

vague, and in 1919 a dispute arose over the exemption of co-

operatives. In The Budget, (the organ of the Alberta Wheat

Pool), of September 6, 1941, George Keen, who was at the
time Secretary of the Co-operative Unlon of Canada, declared:

¥In 1919 I had a voluminous discussion in writing with
Mr. Law, the then Solicitor of the Income Tax Division

at Ottawa, on the question of the liability of co-
operatives for income taxatlion. Eventually he accepted
my argument that the above mentioned savings could not
legally be taxable as income or profit. The Commissioner
of Income Tax at the time, a layman, however, overruled
his lawyer on & legal question, and declared that the

net surplus, after deducting patronage dividends as
discounts, was taxable.'

1. Statutes of Canada, 1917,
2. Cansda, Parlisment, House of Commons, Official Report of

Debates, Aug. 2, 1917,p.4101. (Hereinafter referred to
as Hansard).
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Insplte of this decision mede in 1919, no action was
taken with respect to co-operatives until five years later in
1924. In that year the Income Tax Commissioners assessed
the Fraser Valley Milk Prodﬁcers on thelr net surplus after
deducting payment of patronage dividends, and also on divid-
ends or interest pald to the shsareholders on pald-up capitéLl
The assessment covered the fiscal year ending December 31, |
1923. An appeal was made to the Commissioner, and nothing
more was heard by the Association until 1928 when it was
sssessed retroactively for the years 1924 to 1928. The Fraser
Valley Milk Pfoducers appealed thelr 1923 assessment before
the Exchequer Court in 19282 and the Supreme Court onCanada
in 1929.3 Both appeals were dismissed.

In handing down its decision the Exchequer Court held
that the Association must in fact be considered as a commer-
cilal company, and that dividends paid by it to its share-
holders, as interest on capltal, were profits or gains, liable
to assessment as iﬁcome. The Court disagreed with the conten-
tion of the Association that it was an agent or a factor, and
thet the dividends paid by 1t to shareholders were disburse-
ments in the hands of the company as trust moneys. In 1its
decision several English cases were referred to. Of particu-

lar interest and importance is the reference to the Case of

1. Most of the material in the following paragraphs is teken
from the Brief of the Fraser Valley Milk Producers, and the
Submission of the Saskatchewan Co-opérative Producers, Ltd.
2. “Fraser Valley Milk Producers Assn. vs. Minister of National
evenue 28, Ex, C.R., 215.

3. PFraser Val%ey Milk Producers Assn. vs. Minister of National
Revenue, 1929, S.C.R., 43s.
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the Commissioners of Inland Revenue vs The Sparkford Vale
Co-operetive Soclety, Limited. The British courts held that
since this Soclety dealt in milk, its profits arose from sell-
-ing to the public and not from buying from its members, and as
a result of this it was not entitled to exemptlion from British
income tax. In the Fraser Valley Milk Producers Association
decision, Judge Audette, who presided, wrote:

"It is a very commendable action for the producers of

milk to combine and form an assoclatlon, a company,

with the object of reducing the costs of collection

end distribution, thereby realizing better and larger

profits or dividends; but that does not entitle such

assoclation or company to discriminate as against the

public, the texpayers, and place 1t 1n a position

whereby 1t would become exempt from paylng the income

tax. The company has been able by combination to

secure an advantage measured in money which it could

not have enjoyed but for such combination." 1

In the middle twenties, the Saskatchewan Wheat Pool was
also being assessed for texes. In 1926, 1927, 1928 and 1929
the Pool paid taexes levied on 1ts undistributed surplus and

2

on its interest payments. In 1926 it was also assessed on
its commercial and elevator reserve deductions. The Pool
appealed the latter assessment and in 1930 won an Exchequer
Court decision. In the opinion of the Court these deductions
were held to be loans or advances under contract for the pur-
pose of carrying on business. In addition 1t was pointed out

that these deductions were from the price paid for the wheat

l. Fraser Valley Milk Producers Assn. vs. Minister of National
Revenue, 1928, Ex. C.R., 217.
2, Submission of Saskatchewan Co-operative Producers, p.l8

3. Minister of National Revenue vs. Saskatchewan Co-operative
Producérs, Limited, 1930, Ex. C.R., Lo2.
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and were repayable to the grower, who voluntarily permitted
such deductions. Cdmmerciél and elevator reserves were not
regarded as profit or galh to the association. The presiding
Judge went on to state:
"No one can be held to make & profit or a gain by
dealing with himself only; two parties are needed,
and under the pool scheme, the assoclations being ],
the agent of the farmer, they are one'and thelsame." ‘-
In passing, 1t 1s interesting to note that in these two
importent casesithat it was the co-operative that sold its
products directly to the consumer that lost 1ts appeal. The
association which was fie1d to be pﬁrely a marketing agency,
won its appeal from assessment. Butrwe shoﬁld keep in mind
that in dispute on the one hand were dividend payments on
cepltal stock, while the other{case revolved around the tax
position of allpcated reserves.
The sadverse decision of fhe courts in the Fraser Vallej
Milk Producers case gave rise to co-operative pressure for
an amendment in the Income War Tax Act, lest the decision
establish a precedent for the texing of cp;operatives' divid;
end‘payments’on pald-up cépital. The then Minister of Finance,
Mr, Dunning, was interviewed by representatives of co-operat-
ives from coast to coast, and as a result Section 4 of the
Act was amended to'prdvide for the exempticn of:

"The income of farmers', dalrymen's, livestockmen's,
fruilt growers', poultrymen's, fishermen's and other

1. Ibid, p.L4o8
2. Hansard, May 24, 1930, p.2509.
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like co-operative companies and assoclations

whether with or without share capltal, organ-

ized and operated on a co-operative basis." 1
It was further provided in the amendment that in order to
qualify'for exemption 80 per cent of ﬁhe value of produce,
supplies or equipment marketed or purchased had to be done
with the members of the assoclation. .

Apparently the only volce ralsed 1n’objeétibn to the
emendment was that of the Honourable R. B. Hanson. Hé first
stated thet he could see no need for the legislation since
the principlé of exemption had already been established by
the court decision‘favourable to the Saskatchewan Wheat Pool.2
However, Mr. Dunning pointed out that this decision 4id not
bear specific relationship to the nature of the organization,
but rather‘to certain speclific facts involved. Mr. Henson
then went on to state that while he did not objéct to the
princlple of exemptlon as appllied to bona flde co-operative
assocﬁﬁions, he felt that there was strong feeling about the
exemption of certain provincially'owned businesses, and he

continued:

"I heve no doubt that to a lesser degree there is the
same feeling with respect to co-operative companies.' 4

As far as can be ascertained, Mr. Hanson was the first member
of Barlliament to ever question the tax exempt status of co-

operatives.

1. Statutes of Canada, 1930, An Act to Amend the Income War
Tax Act, p.231. ‘

2. Hansard, May 24, 1930, P.2508.

3. Ibid, p.2508. L. Ibid, p.2508.
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After some research in the field, I could only finé one
in the 1930's

occasionfon which the taxation of co-operative earnings was
mentioned. Mr. R. S. Law, president of the United Grain
Growers brought up the matter before the Turgeon Grain Inquiry
Commission in 1937. He mentloned that the wheat pools were
not sublect to federsal income tax.l

Ih 1939 the War broke out bringing with it a war induced
prosperlty to most sectors of the economy. To pay for war

expendltures taxes increased sharply with the introduction

of the Excess Profits Tax in 1940. The Submission of the

Saskatchewan Co-operative Producers in 1945 to the Royal
Commission on Co-operatives declared that:

"following a widespread and well organized campalgn
directed against the Pool organizations (presumably
by competitors of co-operatives) the question of the
liability of the (Saskatchewan) Pool for payment of
income tex was again introduced by the Department of
National Revenue in 1940%, 2

In 1941 agitation from business interests became apparent.

The Brief of the North West Line Flevators Associatlon eclaims

that in January, 1941, Pool Insurance Company, the inter-
provincial subsidiary of the Pools providing insurance services
was assessed and filed notice of appeal. In May of the same
year, for the first timé in eleven years, the income tax
status of co-operatives was ralised in the House of Commons.

On May 15, Mr. R. B. Hanson inquired whether the income tex

1. Alberta Wheat Pool, A History of the Events Leading to the
Texation of Co-operatives Calgary, 1946, p.3.
2. Ibid, p.13 ’
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status of those "quasi-co-operatives", the "pools and grain

growers of the West" had been looked into. Mr. Ilsley replied

that the matter was belng investigated, but that no decision
]

had been reached. In September, the offlcial organ of the

Alberta Wheat Pool, The Budget, mentioned an attack on the

tax position of the wheat pools appearing in the Filnancial

Post. However, throughout 1941, Canadian Business, the organ

of the Canadian Chamber of Commerce, made no mention of the
tax exempt status of co-operatives.

In 1942, increased agitation from private sources and
additional Federal Government action were apparent. According

to the Brief of the Alberta Wheat Pool, the decision of the

Pools in 1941 to recommence patronage dividend payments may
2

have been in part responsible for the increased agiftation.

From February to April, Canadian Business ran a series of

three articles en co-operatives under the heading "Co-ops:

a threat or a promise?" These articles were written by

- L. L. Knott.° The first article discussed the growth of the
Canadian co-operative movement. The second article presented
arguments for and against the co-opefaﬁive movement. The
~third article reached the conclusion that co-operatives were

a threat to other forms of private enterprise, and 1t offered

1. Hansard, p.2836
2. Op. Cit. p.33 '
3. Vol. 15, Feb. 1942, p.30ff; March, p.2L4ff; April, p.26ff.
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sﬁggestions for combatting them. The author urged an improve-
ment in wages, conditlions and prices offered by businessmen.
In an accompanying news ltem in the February issue entitled
"How Co-ops Escape Taxes“% the tax exemption received its
first mention. In July, 1942, the Wheat Pools cut their
hendling charges by half a cent - a reduction of some 14 per
cent - and on Julj 21 tge question of thelir tax status was
again before the Hou'se.r~ Ralph Maybank, a Winnlpeg member,
asked the preseht status of the Wheat Pools in regard to
income tax payment. The Honourable Colin Gibson, Minister
of National Revenue, replied that a decision had been
rendered by the Department of Justice. He went on:

".....I do not know that there is any particular

secret in the fact that we are going ahead assessing

the various pools, and possibly the question will

come before the courts whether they are or are not

copoperatives." 3
Later in the year the Saskatchewan Pool was assessed for the
Tiscal year 1939-40. The Revenue Department, in making the
assessment, clalmed that the Pool was no longer acting as
selling agent for members' grain, since that function had
been assumed by the Canzdian Wheat Board. The assessment

wes appealed, and at the time of the Royal Comﬁission hear-

ings, was still before the Revenue Department.

1. Ibid, p.3b4 .
2. Hensard, p.4490-1
Z. Ibid.

. Submission of the Saskatchewan Co-operative Producers,

.18
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In 1943, the Government took further action. This might
be partly attributed to the fact that very few farmers were

peying income tax. According to the Brief of Professor

MacDougall before the Royal Commission, only 24,000 farmers

paid income tax in 1943 and thelr total payments amounted to
1l
“only $7,000,000;- Additional evidence of thls may be obtalned
2 .
in the Pinancial Post of March 17, 1945. This paper stated

that in 1943 farmers comprised only 1 per cent of all income
faxpayers and their payments represented only l.4 per cent of
total personal income tax collectioﬁs. On February 15,
Saskatchewan Pool Elevators were notified that in the opinion
of the Justice Department even patronage dividends were a
taxable profit.3 From February 16 to March 29 an intermittent
House of Commoné debate on the question of co-operative tax-
ation took place. Only two speakers expressed approval of

the action taken by the government. In April, THe Budget

reported that the Saskatchewan Legislature had passed an
unanimous resolution favouring the exemption of co-operatives,
and the Premler of Manitoba had made a statement oEposing the
subjectlon of co-operatives to federal income tax.l Et this
time the Commissioner of Ihcome Tax wrote to the Co-operative

Union of Cenada saying, in effect, that many accusations had

1. Page, 30.7"

2e Page,l.nl

3. Submission of the Saskatchewan Co-operative Producers n,19
y, April 10, 1943, ’
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been made in the press and by competitive interests that co-
operative assoclations were recelving more lenient tax treat-
ment than was Justified by exlsting law, and this was result;.
ing in discrimination against other taXpayers.l In the middle
of April, 1943, Saskatchewan Pool Elevators were advised by
the Income Tax Commissioner that co-operatives paying divid-
ends on pgld-up share capitel could not qualify for exemption
under the Statutes; in June the Saskatchewan Pool and all its
subsidiaries were assessed Jointly for the fiscal year 1939~
1950, |

In 1944 agitation increased as a result of absolute co-
operative growth, inceeasing tax burdens on competitors of co-
operatives and confusion over interpretation of Section 4(p)..
At the end of December, 1943, the Canadisn Chember of Commerce
had called for the taxation of all business, whether publicly,
privately or co-~operatively owned.v3 May and July edltorials

in Canadian Business called for the same thing. More import-

ant for our purposesg, however, was the formation of the
Income Tax Payers Assoclation by two lawyers, G.S.Thorvaldson
K. C., M.L.A., and Herbert Adamson, both of Winnipeg. Some
of the objects of the Income Tax Payers Association were

stated to be:

1. The Budget, April 10, 1943. '
2. Submission of the Saskatchewan Co-operative Producerg,, 19
~, Canadian Business, December, 1943 '
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"_To secure equltable distribution of the income tax
burden.

~To secure the redress of 1lnequalities in the incidence
of the income tax. ‘

~To afford income taX payers an opportunity of acting
unitedly in meking representations to the proper
authorities to secure relief from inequalities in -
income tax law or administration; and to glve public-
ity to such inequalities to obtain redress thereof." 3

Insplte of the fact that no specific mention was made of co-
operatives, this organization appears to have devoted a very
large share of its efforts to having the tax exempt status

of co-operatives repealed. In October and November the organ-
ization printed speeches made by its two founders at various
luncheon meetings héld throughout Canada. These pamphlets,
vthough well written, showed an unmistakable bilas agalnst co-

operatives.

In July, The Retall Merchants Association of Canada
1l
issued some lliterature on the co-operative movement., Over

half of the booklet was devoted to the tax position of co-
operatives in Canada and other countries. In his concluding
paragraph, the author states:

"It would now seem that the guestion to be deter-
mined is as to whether the Canadlian Retall Federation,
upon its own initiative or by collaboration with other
interested parties, should make representations to the
appropriaste authorities upon the question of equity in
taxation which seems the only valid approach which
could be made end which has an important precedent to
support it in the action that has been taken in Great
Britain." ‘

1. Hougham,Geo.S., Survey of the Development of the Co-
operative Movement in Canada, Toronto, 1944,




- 78 .

In the same month a delegation from the Co-operative Union
of Canada met with the Minister of Finénce and proposals Were
submitted by the Minister which the Union felt unable to
accept.l

Meantime in May, the Government had retained Mr. Pitblado,
a lawyer employed by the Winnipeg Grain Exchange and varlous
grain companies in the past, to present the quernment's case
in the'pending court aétion.z Then in September came an
announcement by the Saskatchewsn and Manitoba Pools, that
retroactive to August 1, handling charges would be reduced
from 3¢ to 1% a bushel on all grains.v The Alberta Wheat
Pool followed sult on October 7 to become effective October 10.
The significance of this 1s that the Pools apparently were
trying to show that ﬁatrbhage dividends arose from an over-
charge and that, in reality, co-operatives did operate at
cost. It appears to have been a threat that, if they were
made subject to taxation, they would cut charges to a minimum
in order to avold paying texes. On October 21, news came
that Exchequer CoErt hearings on the case of the Wheat Poole
were to commence. However, on October 23rd, thevhearings
were cancelled when Finance Minister Ilsley announced that a
Royal Commission was being eppolnted to look 1lhto the whole

question of tax exemption of co-operatives.

1. The Canada Year Book, 1946, p.619.

2. The Budget, May o, 1944,

3. Brief of the North—West Line EWevators ».27.
L, The Budget “
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That 15 the history of the Canadian controversy up to
’theatime of the appoihtment of the Royal Commission. In
examining this history, several things stand out. First,
the agitation for co-operative texation has centred around
the three Wheat Pools. This might be expected, for they are
the largest and most powerful co-operatlve orgasnizations in
Canada. Secondly, thils sgitation arose more particularly
at budget time and came from the private line elevator
companies who were hit hardest by co-operative business.
Thirdly, the chief grievances have been the growth of co-
operative business and the exemptlion of co-operative concerns
from the high wartime texes. For example, the Income Tax
Payers Association has regerded this tax exemption as a
weapon" which is used by co-operatives:

1. To take business away from 1lts private competitors

through price advantages.
2. By pyramiding earnings as capital and building
up reserves for future expansion. 1

3. To buy out private competitors' businesses.
Fourthly, criticism of co-operative tex exemption eppears
to have come largely from western private grain dealers and

from eastern business interests., The question started with

the grein dealers and was taken up by the Financlal Post of

Toronto and Canadlan Business of'Montreal. Criticism of co-

operative exemption has come 1n Parliament mainly from the

1. Thorvaldson, G.S., How to Avoid Paying Income Taxes,
Winnipeg, 194&, r.9.
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eastern Canadian members. Finally, as we shall now see,
embiguities in Section 4(p) led to confusion over the precise

status of co-operatives in regsrd to the federal income tax.

=0=0-0~0=~
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CHAPTER V.

THE PARTICULAR APPLICATION OF THE CANADIAN INCOME WAR TAX
ACT TO CO OPERATIVE ASSOCIATIONS BEFORE THE 1046 AMENDMENT

TheSection in the Income War Tax Act dealing with income
tex exemptions 1s Section 4. In 1930, Section L4 was amended

to include subsectlon (p). Section 4(p), dealing with the

/

exemption of co-operatives, read as follows:

"(p) The income of farmers',6 dairymen's, livestockmen's
fruit growers', poultrymen's, fishermen's and other like
co-operative companies and assoclations, whether with or
without share capital, orgenized and operated on e co-
operative bssls, which orgenizations

(a) market the products of the members or shareholders
of such co-operative organizstions under an obli-
gation to pay them the proceeds from the sales on
the basls of quantity and quallity, less necessary
expenees and reserves;

(b) purchase supplies and equipment for the use of
such members under an obligation to turn such
supplies and equipment over to them at cost, plus
necessary expenses and reserves,

Such companies and associations may market the produce of,
or purchase supplies and equipment for non-members of the
company or assoclatlion provided the value thereof does
not exceed twenty per centum of the value of the produce,
supplies or equlpment marketed or purchased for the
members or shareholders.

This exemption shall extend to companies and associl-
ations owned or controlled by such co-operative companles
and associations and organized for the purpose of finars-
ing thelr operations.® 1

Upon careful reading, 1t 1s obvious that definite ambigulties

exist in the section. First, there is the word "like" in line

2. It is not clear whether "like" refers to the words "organ-

1. Statutes of Canada, 1930 Chapter 24, An Act to Amend the
Income War Tax Act, p.é31.
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ized and operated", that is, to companiees and associatlons

organized on a co-operative basls, or, whether 1t 1is used to
refer to co-operative companles and ascsociatlons which are

akin to those listed at the beginning of Section 4(p).
Secondlx, difficulty arises in the interpretation of the word
"co-operative" (1line 3), which is nowhere defined in the Act.
Thirdly, there 1is no definition of the term "market the
products" (line 6). Obviously using this phrase as a basis,
Senator i .W. DeB.Farris, who represented a group of independ-
ent Vancouver milk producers, declared thst co-operatives which
process or manufacture produce received from members are merely
alleged! co-operatives.l One may eeslly interpret the phrase
in such a way. Fourthly, the word "obligation“\(line 8) has

an uncertain meaning. It could be interpreted eilther as a
legal obligation, or as a gentleman's agreement.

This ambiguity of language has had an apparently pro-
found effect upon the particular applicetion of the tax. As
far as purchasing co-operatives are concerned, the administra-
tion of the tax hés varied greatly between provinces. In an
interview on July 11, 1947, Mr.George Dolsen, Treasurer of
the British Columblia Co-operative Wholesale Soclety, informed
me that the tax had been fér from uniformly administered
throughout Canada. He 1ndicéted that in his opinion it had

been most leniently administered from the co-operative point

1. Vancouver Sun, January 17, 1945,
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of view, in the Prairie Provinces. On October 1, 1946,
Mr. R. J. McMaster wrote to the Natlonal Secretary of the
Co-operative Unlon of Canada 1n part:
"Tf we can force the Dominion Government to

make rulings (on the income tax) at the top level of

the department which are applicable throughout the

country we will avoid the situation which previously
existed under 4(p) of different rulings applying in
different political atmospheres and thereby we should

8ll be able to benefit by the weakest link in the

Government's chain'., 1
Thus, 1t would appear that the subjectlon of co-operative
purchasing assoclations to income tax depended upon the
relative strength of the co-operative movement in the parti-
cular province in question.

Mention has slready been made of the application of the
income tax to marketing co-operatives, and in particular to
the Wheat Pools. Genersally, 211 marketing co-operatives
incorporated under provincial or federal law were exempt
from taxation during the thirties. In 1940 and the years
following a more urgent need. for revenue was felt, and- the
Pools appeared to be a large, untapped source. Yet, the
Act was not uniformly administered even with respect to
marketing co-operatives, for the Ontario Farm Union Brief
to the Royal Commlssion reported that "under the existing
law most Ontario co-operatives pay even the income and

2
excess profits taxes". Representatives for the Oxford

1. Mr. R. . McMaster is the Solicitor of the British Col-
umbia Co-operative Wholesale Soclety.
2. Toronto Star, Februsry 13, 1945.
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Farmers' Co-operative Produce Company, Limited and for Ilderton,
Middlesex Farmers' Co-operative, both of Ontario, reported
that they »aid income tax on retained surpiuses.1 It is not
clear for how long a period these statements refer to. The
ambiguity of the Act has been manifested also in the way in
which the government has handled the assessment of the Wheat
Pools. Judging by their actioné, they first declded that
the Saskatchewan Pool should be assessed because 1t was no
longer acting as a marketing agent for its members. Then the
Pool was informed that a co-operative paying dividends on
share capital could not come within the statutory exemption.
In this the Revenue Department may have been influenced by
the Exchequer Court decision of 1929 in the case of the
Fraser Valley Milk Producers. Finally, the Pool was told
that even patronage dividends were to be regarded as taxable
income. On the other hand, the Alberta Pool was never
assessed until 1944,2 and this inspite of the fact that the
operating methods of the two organizations are very similar.
Surveying all the evallable facts, 1t would appear that
there was no such thing as s uniform application of the In-

come War Tax Act to co-operative assoclations before the

1946 amendments.,

1. Toronto Globe and Mail  February 14, 1945,
2. Submission of the Alberta Wheat Pool ». 36(2).
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CHAPTER VI

THE REPORT OF THE 1919 BRITISH ROYAL COMMISSION ON INCOME TAX
AND THE REPORT OF THE 1932 BRITISH PARLIAMENTARY COMMITTEE
INQUIRING INTO THE POSITION OF CO-OPERATIVE SOCIETIES IN
RELATION TO THE INCOME TAX

Before discussing British history of the taxation of
co-operatives 1t would be well to point out that British co-
operatives are financed in a different manner than those 1in
Canada. British co-operatiﬁe asssociations finance largely
through the ssle of additlonal shares to members, through
loan capital from members, and by deposits from members,
rather than by the retention of'undistributed earnings.

The history of the income tax question in Great Britain
goes back to the year 1867, when co-operafives were required
to pay a tax on pstronage dividends. HoweVer, the amount
collected in taxes was not worth the effort, and as a result
in 1876 co-operatives received exemption.% From that time
until the present day arguments have raged pro and con over
the tax issue!

In 1919 2 Royal Commission was appointed to survey the
whole income tax field. The subjJect of co-operative taxation
was deglt with in 1ts report. The Commissioners agreed
unanimously that dividends on purchases were not distributed

profits, but rebates on the purchase price and therefore not

1. R.C.C., p.216.
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subject to tax. However, ﬁhis was the only point of agree-
ment. A majoriﬁy report, signed by eleven of the twenty-two
members, recommended that any part of the net proceeds of a
society which was not returned to the members in patronage

dividends should be sublect to income tax. Income from
;|

investments was also held to be taxable.
Seven members of the Commission presented a minority
report which stated in paft;

"In our opinion, the proceeds of mutual trade are not
profits in any sense of the groups of individuals among
whom the trade is carried on. They are no more profits
than the payments to a club by its members are profits...
The majority report ... implles that the quesfion whether
or not the recelpts of a co-operative constitute a profit
depends not on the origin of those receipts but on the
use to which they are put. This test 1s not employed as
regerds any other class of receilpts, eand we cannot agree
that it can properly be applied with regard to this
particular class of receipts.! 2

Two other members of the Commission agreed that recelpts from

mutual trading were not taxable profits, whether distributed

\

or put to reserve, but they recommended that as more and more

trede in relation to the whole was conducted through co-

operative channels, the Government should devise some other

3
speclial form of taxation to apply to them. The final two
members of the Commission felt that the "mutuality" character-

1stlc had pretty well disappeared, and could be disregsrded

1. Carr-Saunders, Florence, Peers, Consumers' Co-operation

in Great Britasin, London, Allen and Unwin, 1935, p.465.
2. From the Report of theRoyal Commission on the Income Tax

1010 as ”Voéed 1n Consumers’ Co-operation in Great Britaln pn, L6¢
3, Consumers o-operatlion in Great Britain, p.466
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for purposes of taxation. They believed surplus erising from
mutual trading should be chérgeable to income tex, but fof~
practicallpurposes a distinction was urged between surplus
distributed to the members and undistributed reserves. To
méke for efficlent tax collecting, they suggested exemption
of patrohage divide nds, but agreed a tax should be levied on
the reserves of co-operative organizattioﬁs.:L Inspite of the
fact that the Commission apparently had made a thorough study
of co-operative tax exemption from every angle, nothing was
done by the Government to implement any of the recommendations.
This may be explainable by the obvious disagreement smong the -
Commissioners., It might be wéll to add that the majority
report recommended that agricultural co-operatives be treated
in exactly the same way as the purchasing societies.2

In the electlons of 1931, élthough the Conservatives re-
ceived o sizeable majority, they formed a Natlonal Government
with Ramsay MacDonald as Prime Minister. Neville Chamberlain,
e man regarded by co-operatives as unfriendly was given the
post of Chancellor of the Exchequer.3 The appointment of
the Raeburn Committee in 1932 for the purpose of inquiring
into the income tax status of co-operatives 1s explainable

only because of the large area of disagreement found among

the members of the 1919 Royal Commission. From avallable

1. Loc. cit.

'20 R.CQCC IS p.216 ) .

3 Co—gperative Wholesale Society, People's Year Book,1934,
P.65.
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informatiion 1t'appears that non-co-operative traders had been
pressing for the implementation of the majority Report sihce
1920. This pressure may be attributéd to two factors. First,
the income tax rates were high. After 1915 income tax rates
increased sherply. Before the 1914-18 Wer the standard rate.
on undlstributed surplus was ls.2d. in the pound. The rate
was raised by onthhird in 1914 and doubled in the fiscal
year 1915-16. Since the fifst War, except for a period during
Mr. Churchill's Chancellorship, it has never been below
L@s.Zd.1 The second reason was probably the considerable
growth of co-operative membership esnd sales. In order to
examine the fears of non-co-opeeative traders in thils connec-
tion, statistics are necessary. Table XXVI shows co-operative
retail distributive societies in England, end numbers of
members of retalil societies. It appears that sales roughly
doubled from 1897 to 1915 and from 1915 to 1933.? However,
these figures must be considered in the light of changes in
total retail sales during the period, and for this'purpose
we shall use national income figures which are a reasonably
good measure for showing these changes. From 1894 - 1903
the average national income has been estimated at
£1,666,ogo,ooo; at £2,339,000,000 in 1913 and at £3,962,000,000

in 1933. Although co-operatives show striking relative gains

l. U.K. Hicks, The Finance of the British Government 1920-36
London, Oxford Press, 1938, p.234. ’

2. Table XXVI

3. Colin Clark, Natlonal Income and Outlay London, MacMillan,
1938, pp. 232 and 88.
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ih the period from 1897 to 1915, the effect of the increase
in national income between 1913 and 1933 is to indicate very
little relative increase in co-operative tradé.

The Raeburn Committee was a Parlliamentary committee con-
sisting of three membérs. Commenting on the report of the
committee, the Rt. Hon. A. V. Alexander stated in 1934 that
the committeé was anythihg but lmpartial, for 1t included
in its membership "a director of companles which had»regularly
boycotted co-operatlive socleties with regard to suppllies, and
who was a8lso the president of an Institute of Accountants
which had given evidence ageinst co-operative socleties before
the Royal Commiesion on Income Tax in 1919".l Inspite of
this alleged blas, the Committee presented a Report which was
virtually the same as that of the majority of the 1919 Royal
Commission. | v

The Repoft of the Committee was presented to Parliament
in Februery, 1933. The Committee obtained evidence from some
fifteen bodles. Apart from the specific exemption of the
Income Tax Act, the Committee acknowledged that the courts
had declared that the part of the surplus of a co-operative
association arising from trade with members should not be
subject to tax.z However, the following was rather interest-

ingly added:

1. Co-operative Wholesale Society, People's Year Boogi;1934,
p. 65 ~
2. Report of the Committee appointed to Inquire into the
TTPTESent POS1ltion Of CO-0Operative sociletvies I RelztIon to
INeomeE TaxX, Lonaon, 1933, 0. &, (Here e ter calTed RacDurn

a a

» ] 3 d

Comﬁittee)
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TABLE XXVI - THE GROWTH OF THE BRITISH CO-OPERATIVE
— RETAIL MOVEMENT

Year Members Tride
1891 1,044, 67 30,599,401
1893 116909 31 925,896
1895 1 274 9oL 33,900, "6
1897 1 U65 538 Lo 128,559
1899 1 613,461 45 oL7, Lh6
1901 1,793,167 52.761.171
1903 1,987,423 57,512,887
1905 2,153,015 61 086,991
1907 2,323,376 68,109,376
1909 2,469, 96 70,423,359
1911 2,6L0 74 812,469
1913 2 878 296 83, 607 oL3
1915 3, 204 811 102,557,779
1917 3, 788 490 142, ,003,612
1919 L., 131,477 198’ ,930,437
1921 Y’ , 548,557 218 780,384
1923 4569256 165,490,038
1925 4,910,983 183, 584 049
1927 5,579,038 199, 924 938
1929 6,168,994 216’ 967 099
1931 6,590,020 207 '888 , 385
1933 6,917,138 197,257,009
1935 7,483,976 220,429,517
1937 8,084,990 251,393,047
1939 8,643,233 272,293,748
1941 8,773,255 302,246,329
1943 9,082,218 331,574,123
1945 9,401,927 360,999,519
Source: Co-operative Wholesale Soclety,

People's Year Book, 1947, p.160.
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"On the other hand 1t has been urged thet this con-

clusion is not to be inferred from the decisions in

question. The arguments on either side have been

very fully stated to us and it is clear that the

point is by no means free from doubt and could be

finally settled only by a court of law." 1
The Committee went on to recommend that co-operative societles
should be subjJect to income tax in respect of all trading,
whether with members or non-members after making allowances
for trade expenses, wear and tear of plant and equipment, and
necessary repalrs and renewsls; patronage dividends were to

2
be regarded as a trade expense. However, 1t was also
recommended that co-operatives be freed of the duty of collect-
ing the tax on share and loan interest at the source, that is,
the interest would be chargeable in the hands of the individual
: 3

rather than in the hands of the co-operatlve assoclagtion.
In reality, what was suggested wes the taxation of reserves.
The declsion was made mainly on legal grounds, for the
Committee stated that although associations initially took
the form of "mutual" trading socleties, such was no longer

the case, for co—operativEs were held to be legal entities
! :

apart from their members.

1. Raeburn Committee, p.U.
2. Ibig, p.o. |

3. Ibid, p.l10.

L, Ibid, p.8.
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", ..a separate legal entlity -~ the Soclety --
is interposed between the income or surplus and the
members, and in our opinion the existence of that
entity cannot, as we have already stated, be lgnored,
any more than the existence of an entlity separate )
from the shereholders in the case of an incorporated
company. Income tax at the full rate has to be paid
on the undistributed profits of a compeny irrespective
of the individual liabilities of the shareholders, and
there must be meny companies in which a considersable
body of the shareholders are not indilvidually liable at
that rate." 1

The Committee is probably correct in 1ts stateﬁent that many
shareholders of private companies would not be liable to pay
income tax at the rate paid by companies on undistributed
surplus. However, the Report as a whole 1s not entirely

loglcal, for as The Economist pointed out:

"It is one thing to subscribe to a company in order
to bulld up and share in the surplus of 1its trading;
it is another thing to subscribe to a society to
obtain commodities cheaper than elsewhere by virtue
of a deferred rebate; and if a deferred rebate be
further deferred, why should thls latter be taxable
and not the former." 2
The recommendations of the Raeburn Committee were not
acceptable to the representatives of the co-operative movement.
Attempts of the representatives of the co-operatives and
Mr. Chamberlain to work out & compromise agreement were un-
sucdessful, and subsequently the Government implemented the -

Raeburn recommendsastions,

1. Raeburn Committee, p.9

2. March 4, 1933, p.458,
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CHAPTER VII

THE REPORT OF THE CANADIAN ROYAL COMMISSION ON CO_OPERATIVES

The history leading up to the appointment of a Royal
Commission has already been discussed. On November 16, 19,
a Commisesion was named to inquire into:

"(a) the present position of co-operatives in the matter

of the application thereto of the Income War Tax Act

and the Excess Profits Tax Act, 1940 and

(b) the organization and business methods end operations

of sald co-operatives as well as any other matters

relevant to the question of the applicetion of income
and profits tax measures thereto, and

(c) the comperative position in relation to taxation

. under the cald Acts of persons engaged in any line of

business in direct competition with co-operatives.'l

The Commission was directed to report all facts which would

be relevant in determining an equitable basis for the applica-
) 2

tion of these two tax Acts to co-operative associations.

The Commission consisted of five members under the chairman-

ship of Mr. Justice McDougell of Quebec.

The report of the Commission desls with virtually every
aspect of Canadian co-operagtives snd conteins much valuable
statistical material. In examining the tax status of co-
operatives under Section 4(p), the Commissioners made no
distinction between co-operatives and Joint stock companies,
One of the reasons for this is that no, one was able to furnish

the Commission, nor was the Commission able to find, a sult-

10 RoCoC’o, p09
2. Ibid, p.9.
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1

_eble definition for a co-operative. As was poilntéd out
elsewhere, co-operative assbciations‘organized under Provinclal
co-operative statutes exhibited such a variety of forms and
operating methods that no all-inclusive definition could be
found. Héving regard to the premise of close similarities
of orgeanization between co-operative and Joint stock companles,
end keeping in mind the desirability of equity in any taxa-
tion suggestions brought forth, the Commlisslion made several
important recommendations. In making these recommendations,
it was held that the opersations of a cb-operative result in
income to the co-operétive and its members., The Commission
attempts to distinguish between that portien of the surplus
which is retained permanently by\thevco-operative, as compared
with that portioh which is paild to, or claimable by, the
customers of the co-operative.2

The Repoft holds that interest on a loan to, or another
investment in a co-operative association, provided that the
loan or investment is withdrawable by the member, on condi-
tion that reasonable notice be given by him to the associa-
tion, and provided that.the loan or investment has a fixéd
date of maturity, should be deductible as an expense of
the assocliation and taxed as income of the member when he

recelves 1t.\ Interest bn a loan or investment 1ls clearly

1. Co-operative Union of Saskatchewan, Notes on Royal
Commission Recommendations, Regina, 1945, p.l
. R.C.C., p.41
3. R.C.C., p.bl.
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- distinguished from "interest! or dividends on ghare capital,
declared by the co-operative assoclation at the end of its
financial year. The Report holds that a payment of this
nature ls analogous to the distribution of profits on the
basis of investment as in a Joint stock company. This would
be perticularly true in the case of an assoclatlion paying
dividends on shares and npt financed in proportion to the
volume of businesg which each member does throuéh the assocla-
tionh. The fact that the rate of dividend may be fixed was
held to Dbe irrelevant.l Such amounts are not considered
deductable as an expehse of the assocliation unless the
principal upon which they are paid has a definite maturity
date, and is withdrawable by the member upon reasonable
notice.l They are also considered taxable in the hands of
those who receive them.

Understandably, contributions made in the form of share
capital, loan capitel, or membership fees,vare~not regarded
as income of the association,'but rather as equities in the
essociastion. In the case of marketing associations, deduc-
tions from the gross proceeds of the sale of a member's
product which are applied to further the member's equity in
the assoclation are held to be advances to the co-operative
and not income. Deductlons mede to cover operating egpenses

are copidered as deductible for lncome taxXx purposes.

lo Ro C.Co chl'ZC .20 Ibid’ p.LPZC
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One of the mein findings in the Commission Report was
that any sum paid in cash or credited to a member or patron
of a co-operative in such e way that he‘can wilithdraw them
upon'sbme reasonable notice, subject{ however, to the author-
ity of the directors to protect the co-operative against
sudden or excessive withdrawals, could not be‘cdnsidéred as
income of the association, and could not therefore be con-
sidered as taxable in 1ts hands.

Patronage dividends pald in cash or credited towards

-

L)

payments for shares or other 1investments are thought of as
the income of the member, or customer end taxable in his
ha.nds.1 These payments are clearly the.income of their
recipients for, tasking the example of a primary producer who
markets his produce through a co—operative; he recelves
an lnitlel payment at the market price aﬁd then later receives
a patronage rebate, and this rebate is en increase 1in the
total amount received for hls produce and therefore an in-
crease in his income. But patronage dividends on consumers'
goods were held to be simply a reduction in the price of
the good'rather th.an‘income.2

To preserve equality-of treatment, the Report states
that where Joint stock companles, partnerships or individual
enterprises hold forth the prospect to customers of distri-
buting earnings in proportion to patronagé, patronage payments
should be.allowable as a deduction when arriving at taxable

income.
1. R.C.C. p.ﬁz. 2. Ibid, p.b42.
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The Report conclﬁdes that the remaining surplus of the
co-operative assoclation which is retained by the associa-
tion, either as undistributed surplus or as unallocated
reserves, or és allocated reserves which are credited to the
members, but in such a way that they are not withdrawable
by fhe member upon some reasonable notice "should not be
allowed as a deductible expense of the assoclation when
earned", and constitute taxable income.1 This is quite
Justifiablé, for undistributed surplus and reserves which
are unallocated are, for all practical purposes, the property
of the association per se. In many cases such earnings are
not withdrawable except at the sole discretlon of the Board
~ of Directors. However, the Report recommends that undistri-
buted surplus or reserves be allowed as a deductible expense
of the association in any year in which they might be re-
turned to the members.

The Report holds that in the distribution of patronage
dividends if the dividends distributed to non-members are
to be allowed as a deductible expense of the associatlon,
they must be paeld at the same rate, on the same types or
classes of goods, to both members and non-members. If there
is no discrimination, amounts pald to non-members are not

2
held to be taxable.

1. ROC. Co poL"LP ’ 20 Ibid, p.Ll’5o
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Recognition 1s also given to a major Weaknessvof co-
operative organizations -- their 1nability to attract in-
vestment capltal. In view of‘this, the Report'suggests
that éo-operative organlzations, other than federations of
co-opératives, should receive exemption from baxation for
the first three years of their operations.1 This is a salient
point which unfortunately was not taken into consideration
by any British body investigating the income tax status'of
.co-operative sqcieties, although we should keep in mind
the fact that British co—operativesvare financed largely
through the sale of additiongl shares to each member, through
loan éapital and by deposits, rather than by retention of

patronage dividends. The use of deferred dividends as work-

ing capital appears to be the outcome of circumstances
. \ )

-~

peculiar to ‘Canadian agricultural conditions.

In brief, the recommendations of the Royal Commission
provided for the repesl of Section 4(p) of the Income War
Tax Act, and the taxation of co-operatives on virtually the
same baslis es private companies. But certain basic differ-
ences between joint stock companies and co-operatives were
recognized in that patronage dividends were treated as trade
expenses, providing certain conditions existed. To be de-

ductible it was held that patronage dividends had to be paid

10 RIC.CO poLl’S ’ 20 Ibid, p02155
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in cash, or an equivalent, within slx months after the annual
meeting of the associati&n, or that such dividends were
credited to the customer within the same period and exigible
by him on giving such notice as may be deemed reasonable".l
It also was required fhat the assoclation had to hold forth
the prospect of the payment of patronage dividends, and that
there be no discrimination in the rate of dividend pald on
the same type of item as betwéen members and non-members.
Deductions from the gross sale proceeds of a farmer's product
were held to be deductlible as an expense provided thet they
were used to purchase shares, or were credited to him and
exigible by him upon reasonable notice. On the other hand,
patronage dividends and deductions credited to the customer,
and'used,for capital purposes on the so-called "revolving
door" plan, but not peyable except at the sole discretion of
the directors are held to be taxable in the period credited
to customers. Nevertheless, the Report holds them to be
exempt in the period in which they are pald out. Interest
on Joan capital, or any form of investment in the associa-
tion having & fixed date of maturlty, or being withdrawable'
on reasonable notice, and provlided that the interest is at a
.fixed'rate and payable by the association annually can be

regarded as deductible for tax purposes. The Report recommends

l. R.C.C. p.68.
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that newly formed assoclations be exempt from income tax
the first: three years of thelr operations, and that service
type co-operatives be given a blanket exemption. Services
co-operatives would include assoclations orgsnized for the
purpose of distributing electric power, operating rurel
telephone lines, providing hospltal services and the like,

Three Commissioners had reservations to make.l
Mr. B. N.Arnason; dealing with the provision that reasonable
notice be given before any member might ﬁithdraw amounts
credited to him, suggésts that "what constitutes reasonable
notice must have reference to condltions that prevall in
Cé.nada“.2 Here, he would appear to have in mind the largely
agricultural basis of the Canadian co-operative movement.
Mr. Arnason points out that the Report seeks to dlstinguilsh
between that part of surplus retained by a co-operative
association for 1itself, and that part which members may
claim, upon reasonable notice, as their owh. But there is
- 8 third case which may be added, and which is mentioned by
Mr. Arnason, though ignored in the recommendatlons of the
Report. This third case is where there 1s an irrevocable
obligation providing that deductions from the gross proceeds
ofﬁhe sale of a member's producé, or patronage dividends,

shall be deferred for e definite period only. Commissioner

Arnason feels that payments of this nature cannot be con-

1. R.C.C., pp 67-72.
2, Ibid, p.68.
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sidered as 1néome of the assoclation, for they are deferred
for a definite period under a definite obligafion to pay.
The irrevocable obligation to the member is clearly established.
This i1s 2n intermediate case between capital which can Dbe
withdrawn upon reasonable notice, and capital which is, for
2ll practical purposes, the property of the association per
se. He urges that such payments be considered as deductible
in computing taxable income for the association.l In my
opinion, Mr. Arnason's point is well taken, if only on the
grounds that the obllgation has been established and 1s
irrevocable.

Another poiht raised by Commissioner Arnason takes
cognlzance of the weak poSitidn of co-operatives in relation
to the ralsing of capital. He suggests that co-operatives
be permitted to put aside certain limited tax-free reserves
in order to protect the equity of members.2

Mr. J. M. Nadeau likewise recommends that certain tax-
free reserves be put aside in order to maintain the members'
equity.3

On the other hand, Mr. J. J. Vaughan felt that the amount
of taxation which would be imposed on co-operatives should
the Government accept the recommendations of the Report would
not remove existing inequalities. He suggests that elther a

new specilal tax be levied on co-operatives, or alternatively,

1. R.C.C., pp.68-69. TZ. Ibid, p.69. 3. Ibid, p.70.
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the removal by the Goverhment of part of the taxation now
1

-~

imposed on joint stock companies.

By and large, with the exceptlon of the provision that
the rate of patronage refund was to be the same for both
members and non-member customers, the Report 1s quite favorably
disposed to the co-operative point of view. Co-operative
spokesmen state that this is one of the most dangerous and
administratively difficult provisions of the recommendsastions.
They go on to add:

'"Brom a consumer point of view this involves an exhaust-
ing bookkeeping and sdministrative problem. A record
of the name, etc. of every purchaser of goods whether
for five cents or $100.00 worth must be kept as well as
a record of his purchases. The problem of producers'
co-operatives in this respect is much simpler, but if
they have firm contracts to supply they will require
to beware. Further take note that such provision will
surely discourage many persons from becoming members
and advancing capitael, particularly in consumer organ-

“ 1zatlons. Why risk capital if you can get the same
patronage dividends without?" 2

Such a critlicism would appear to place an emphasis on capital
previously disclaimed by many co-operative members. Judging’
by the ebove, patronage dividends would seem just as much a
return on capltal as a rebate or trade expense.

However, contentions of co-operatlves wlth regard to the
.nature of patronage dividends, and the inherent weakness of
the co-operative method -- lack of attractlibility for invest-
ment caplitsl -- were recognized. The latter was ignored in
10 ROC'C. p0720
2. McMaster, R.J., end Dolsen, George, Memorandum of Comments

Re Report of the¢Royal Commission on Taxation of Co-operatives,
Vancouver, January, 1946, unpublished, p.5.
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in the British Parliamentery Committee Report, and 1t may

be assumed that the Royal Commisslon took into consideration
the nature of Canadian co-operative development and its rela-
tive position in Csnads's economy. Further, contentlons of
private business orgenizations that co-operatives be made
subject to thé Income War Tax Act and the Exéess Profits

Tax Act on a retrocactive Basié were unanimouély rejected.
Undoubtedly provision for retroactive assessment would work
an undue hardshlp on co-operatives, whd, in good faith had

believed themselves to be exempt under Section L(p).

~0=0=0=0=0=-
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CHAPTER VIII 4 e

THE PRESENT TAX STATUS OF CO_OPERATIVES IN CANADA AS COMPARED
WITH THEIR POSITION IN GREAT BRITAIN AND FOREIGN COUNTRIES.

At the 1946 Sessioh of the Csnadian Parliament, the
exemptlon previously accorded co—operative companies and
-agsoclations waes rescinded effective December 31, 1946,
Com&encing with the 1947 taxatlon year, all co-operatives
became subject to tax 1f they had a taxable lncome.

Section U(p) as amended provides for exemption ffom
income tax during the first three taxation years of co-
operatives which comply with certain requirements. The co-

operative (a) must have commenced business after January 1,

1947, :
’(b) be incorporated under provincial co-operative
legislation,

(¢) hold forth the prospect that payments will be
made to members and non-members in proportion to patron-
age .
" (a) provide that each member shall have only one
vote

"(e) have as members individuals only,

(f) provide thet dividends on shares shall not

exceed 5 per cent per snnum,

(g) do at leest 80 per cent of its business with
members, '

(h) provide that no member hold more than 5 per
cent of the shares l1ssued, or capltel subscribed,

- (1) must not be a continuaetion of a previous busi-
ness in which a large number of members of the assocla-
tion had a substantial interest. 1

1. Statutes of Canada, 1946, Chapter 55,pp.290-291
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With regard to co-operatives operating before January 1,
1947, the new law puté these associatlons 1n‘tﬂe same class
as ogher businesses for tax purposes. However, the law as
applied to co-operatives centers arouﬁd the now famous 3 per
cent provision.1 To appraise the falrness of the law it is
egssentlial that this provision be understood. The 3 per cent
provision was introduced partly for administrative reasons.
The Government appeers to have feared that had co-operatives
been taxed only on net increases in reserves, co-operatives
would then have édopted a policy of paying out in patronage
dividends a large percentage of what was formerly put to
reserves., I1f co-operatives followed thls policy, nothing
would have been done to relieve existing inequities. The
3 per cent provisionAinsures that co-operatives pay on a
sum amounting to'at least 3 per cent of theif employed cepital.
It would seem that the Government holds that capital in any
organization -- co-operatives included -- earns a return.

It feels that s normsl return on capitsel employed -- tovbe
computed in accordance with the First Schedule to the Excess
Profits Tax Act, 1940 -- in any co-operative organization

is 3 per cent. With the idesa of administrative convenlence
in mind, the Government's positlon appears to be that the

income of a marketing co-operaetive 1s made up of income from

1. The material explailning present tax status of co-operatives
and the 3 per cent provision, is found in Preliminary
Explanatory Brochure re The Income War Tax Act issued )
by the Department of Natlonal Revenue to ass1st co-operative:’
essocletlons subject to tax under the Act as amended.
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investments, underpayments to members and customers, and a
sum equivalent to 3 per cent of the capital employed by the
business; the income of a purchasing association is made up
of income from investments, overcharges to the members and
customers, and a sum equlvalent to 3 per cent of capltal
émployed by the assoclation. The 3 per cent of capital em-
ployed might be termed & floor. The Act provides thét
earnings over and above 3 per cent of the caplital employed,
when paid in proportion to patronage, may be deducted from
taxable income. Before patronage payments are considered as
deductible, the prospect that such payments were to be made
must have been held fqrth to member and non-member customers,
and allocation and payment must have been made within the
taxatlion year, or within twelve months thereafter. Patronage
refunds are allowed as deductions from taxable income if pald
in cash, or credited to the customer on his written authority
authorizing the association to retain the money on loan or to
apply the same on purchase of shares, or by the payment of
moneys for the purchase‘of certificetes of indebtedness or
stock or shares of the associlation. Refunds may be made to
members elone, or to members and non-members, at either
similsr or ,varying rates. However, the amount of refunds
to members which may be exempt from taxation must all have

been obtained from member business. Thus, if a co-operative


http://ma.de
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does 75 per cent of its business with members, it can pay
out any or 211 of its surplus to members, but a maXimum of
75 per cent of the surplus will be a2llowed as a deduction
in computing taxable income. The other 25 per cent to be
conéidered as deductible would have to be péid out on a
patronage basis to non-members.

If part of an organization's surplus 1s allocated to
members or patrons, but kept by the co-operative for financ- .
ing, 1t is taxable. But, if in some later years 1t is paid
out as originally allocated, 1t 1s allowed as a deduction in
computing taxable income in the years in which it is paid
out. Hence, this applies to the "revolving door" fund method
of financing. By this provision, if a '"revolving door" fund
1s built up to $50,000. and kept there, tax has to be paid
on the $50,000, but because the smounts pald out in later
years are deductible from tesxable income, the 350,000 is
only taxed once, and it 1s not taxed agein each time 1t is
tturned over. It should be pointed out that Fhe fect that
tax exemption can be claimed.for patronage refunds to mem-
bers only to the amount of the surplus accumulated through
members!' business does not mean that only this amouht can
be pald to members 1n patronage refunds. Subject to taxes,
the whole of a co-operative‘s surplus may be paid to members,

regardless of the non-member patronage.
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Only under one clrcumstancermay deductioné be made below
3 per cent of the capital employed. There may be deducted the
ambunt of interest paid on borrowed monejs other than moneys
borrowed from a bank or from a credit union.

So far 1t has been indicated that the 3 per cent provision
1s, in effect, a means of setting a minimum taxable income.
The above mentioned circumstance is, of course, an exceptlion.
But what of the co-operative assoclation that has annual
earnings which are 1ess-than 3 per cent of the capital employed?
In this case NOTHING 1is allowed as a deduction from net earn-
ings, except interest on borrowed moneys other than moneys
borrowed from banks or credit unions. The Govefnment's logic
here 1s rather difficult to interpret. One might say that they
feel that if an association is not making a return of at least
3 per cent on employed capital, either the assoclatlion 1is being
inefficiently managed, or that none of the earnings can be
considered as an overcharge or un%prpayment to.the members.
The latter appears to be the more correct explanation for the
Government in applying the tax seems to regard the earnings
of such an association as a return on capita1~and therefore
taxable.

The Income War Tax Act as appllied to co-operatlves not
maklng earnings equal to 3 per cent of the capipal employed

is,in my oynion, grossly unfair. In reallty the new tax
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provisions hit small co-operatives the hardest, even allowlng
for the three year tax éxemption period. It must also be
remembered that the exemption appllies only to cg-operatives
incorporated after January 1, 1947. The larger co-operative
organlzations probably have little difficulty maeking areturn
6f 3 per cent on employed capital. In addltion they are the
ones most able to hire efficlient management and an efficlient
labour force. Bedause thelr earnings are over 3 per cent,
they are eligible to deduct patronage dividends from net
earnings when computing taxable income. In many éases
smaller co-operatives, and 1ln particular small purchasing
socileties probably do not have earnings equal to, or greater
than 3 per cent of capital employed. Further, they are
least able to hire aﬁ efficient menager and an able labour
forces, They are unable to offer a good manager a salary
which would be commensurate with his abilities.
Unfortunately, the tax weighs most heavily on purchasing
associations, who in 1943-4L did only 11 per cent of the
total business of all Canadlan co—operatives.l_ Those associ-
ations which do not make a return of 3 per cent on capital
employed, must pay tax at the full rate on their earnings,
and patronage dividends are not considered to be deductible
in computing the tex. It is quilte probsble that purchasing

assocliations as a whole do not earn s high a return as market-

1} RDC.C- 3 p»29o
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ing assoclations, and 1t is also likely that many‘purchasing
associatlons 4o not earn a 3 per cent return. Marketing
co-operatives, who did the remealning 89 per cent appear to
have a relative advantage under the Act.

It would be interesting and helpful to compare the pre-
sent tax status of co-operatives in Canada with their position
in other countries. Also, it would be worth noting whelher
the tax treatment of co-operatives shows varlety or uniformity
as between countries.

The British Parliament in 1933 accepted the recommendations
of the Parlliamentary Committee of Inquiry. As a result co-
operative societles are taied on exactly the same basls as
private companies under Schedules A, B, C, and D. That 1is,

8 co-operative must pay tax on the annual value of property
owned, rents from property owned and let to tenants, profits
from the occupation of land, interest on government stocks,
trading profits, deposit interest and other interest recelived
in full without deduction of teaXx, dividends and interest on

investments snd income from foreign securities or foreign
2

possessions. However, the Finance Act of 1933 provides for
the treatment of patronage dividends as trade expenses.
The same rate of tax as 1s levied on private comgetitors 1s

pald on earnings set aside annually as reserves. Interest

-1, R.C.C., pP.79. 2. Raeburn Committee, p.6.

3. Report of the Inguiry on Co-cperative Enterprise in Europe
Washington D.C., Government Printing Office, 1937, p.74.

L, Re6.C. p.218.
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on loan and share cap1ta1 is taxable as ﬁart of the 1income
of the reciplient, ﬂhile the co-operstive is permitted to
deduct from 1ts income tax the téx normally payable on share
and loan interest.l This is the case because many of the
recipients of loan and share interest are not in the taxable
income brackets. The Canadian Royal Commlssion regérds the
British experience as a satisfactory compromise, even if it
is not entirely logical. While the British experience 1s of
great use, it is imperetive to keep in mind that the British
movement is largely a consumer movemtit and therefore different
from the situation found in- Canada.

In France, co-operatives must pay the same taxes as thelr

2

private competitors. Workers' productive socleties,

2
~

get a 25 per cent reduction in taxes on thelr geins. All

however,

socleties whose volume of transactions exceeds a certaln
figure must pay'a specilal volume of business tax.

A Dutch law passed in 1917 makes co-operatives Just as
liable to taxétion on patronage dividends as a corporatioh
is liable on stock dividends. Inspite of arguments advanced
by co-operative supporters, Government taxetion officials

have claimed that members by getting e dividend receive a

1. R.C.C. p.218.

2. Co-operative Enterprise in Europe p,7L4.

3, Co-—operstive Enterprise in kurope, D.7U4

L, Co-opgrative Wholesale Soclety, People's Year Book, 1934,
Pe 70,
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profit at the expense of non-members who are not paid a
dividend. Secondly, they say the dividend 1s paid on all
purchases and does not correspond with the surplus on each
individusel erticle. Thirdly, it 1is argued that the actual
amount of the dividend depends upon the results of the year's
trading operations.l It might be concluded that in Hoiland _
absolutely no distinction 1s made between profits in a Jjoint
stock company and patronage dividends 1in .a co-operative.

In Belgium, co-operatives pay the same taxXes as other
private business orgenizations. Patronage dividends are
allowed as deductions in computing net taxable income.2

Danish co-operative assoclations are exempt from income
tax provided that they trade only with members. Such associ-
ations may remain exempt by applying e patronage refund due
to a non-member towards his membership in the orgsnization.,
Socleties that sell to non-members, or market the produce
of non-members are taxed on the same baslis as other private
businesses. A tax is also levied on annual accumilated
surplus.3

In Norway, co-operatives pay tax on a presumed lncome

of the property they occupy. The tax has tg be paid whether

their activity results in a surplus or not. This appears

1. People's Year Book, 1934, p.73

2. Ibid,pp. 76-72.

3. Co-operative Enterprise in Europe, p.75.
4. People's Year Book,1934, p.85.
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to bear a slight resemblance to Canada's 3 per cent provision.
Full tax 1is paidlon the income derived from sale to non-members,
but no tex is paild on income derived from‘members.1

The tax status of co-operatives in Sweden 1s rather pecu-
liar. Patronage dividends are not regerded as profits andv
therefore not taxed. Neither are they taxed in the hands of
the individual. However, assoclations pay taxXx on dividends
on share capital and on surplus allocated to reserves. This
tax 1s on the same basis as that paid by natursl persons or
foreign companies -- the tex is graduated. Domestlc Joint
stock companies pay at a lower rate than co'--opefatives.2 The
latter has had the effect of forcing the Swedlsh Co-operative
Wholesale Socieﬁy.to organize many of 1its factories on a Joint
stock company basis in order to take advantage of the lower
tai rate.

Czechoslovakian co-operatives are exempt from profit and
- capital taxés. Purchasing co-operatives dealing only with
members or making only inadvertent sales to non-members pay a
tex of two-tenths of 1 per cent on their pald-up cépital. Non-~
co-operative busliness organizat;ons pay a tex of 8 per cent‘on
thelr profits. An association that has both members and non-
members as regular customers pays the 8 per cent profits tax.

A transaction tax 1s levied oh ell business whether privately

or co-operatively owned. However, co-operative wholesalers

l. Co-operative Enterprise in Eurqpe 3,75,

2, Ipid, p.75.
3. The People s Year Book, 1934 p.74-75




-=118--
do not pay this transactlon tax since the Government feels
that i? will be paid by the retail soclieties that they
serve.

Finnish co-operativeVdistributive socletles pay a munic-
ipal tex on helf bf their surplus which arises from their
busihess transactions.2 Domestic societiés promoting produc-
tive efforts in primary industries, or supplying members with
commodities are allowéd to deduct, for purposes of natlonal
tax, half of their net earnings in calculating taxable income.
However, to be eligible for such deduction, a co-operative

.assoclation must pay no more than a 6 per cent dividend on

shares, and non-member customers must have the right to

o
-

- become members.

In pre-Hitlerian Austria, co-operatives who dealt only
with members paid a ftax of 12Vper cent §n their entire sur-
plus. Those who also traded with non-members paid a tax of
25 per cent on thelr entire surpius. In contrast, private
traders paid tax on profits at prOgrgssive rates varylng
from 1 per cent to only 7% per cent.

In Switzerland, co-operatives generally pay tax on
thelir cepitsl assets and on éarnings transferred to reserve.5

In the United States, with regaerd to federal income taXx,
urban consumers' co-opératives are sallowed to deduct patron-
1. Co-operative Enterprise in Europe, p.75
o, The People's Year Book, 1934, p.l04
3. Co-operative Enterprise in Europe, n.75

L, The People's Year Book, 193L, pp.l06-107
5, Ibid, p.90.
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age refunds in computing taxable income., Farmers' marketing
énd supply organlzations are treated in a similar way. On
the whole, earnings transferred\to reserves, and interest
or dividends paild on share capital constitute taxable income.
Consumers' associations orgenlized and operated by farmers
receive complete exeﬁption because such associations aré

composed of farmers. By and large, state corporatlion lncome

tax rules are like the federal in their treatment of co-
b

-

operatives.

From the foregoing information, 1t appears that the tax
etatus of co-operatives in Great Britain énd forelgn countries
offers no uniform pattern with which to contrast the Canadian
law. Roughly, it seems that the majority of countries ex-
amined treat the patronage dividend as a deduction from tax-
able income, énd assess co-operatives on earnings trans-
ferred to reserves. Several countries give special treatment
to agricultural co-operative socleties. It 1s interesting'
that'Czechoslovakie and Norway tax co-operatives on a basis

somewhat similar to the 3 per cent provision.

lo R- CQ c. pp. 228—2290
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CHAPTER IX

AN ANALYSIS OF THE ARGUMENTS PUT FORWARD BY CO.OPERATIVES
END THEIR COMPETITORS REGARDING THE SUBJECTION OF THE
EARNINGS OF GO_OPERATIVE ORGANIZATIONS TO INCOME TAX

This chapter consists of a critical examination of the
various main arguments put forward by spokesmen of co-opera-
t;ve orgenizations and their competitors in advocating their
reépective'sqlutions to the problem of the tax status of
co-operatives.

Advocates of co-operatives have stated, as thelr prin-
'cipal argument for exXemption, that co-operatlves are non-
profit orgesnizations and that their aim 1s to operate at

cost. They. claim that thelr motto 1ls service and not profit.
However, they also admit that all of the earnings of a co-
operative soclety are not savings. First, they admit that
that portion of net surplus arising from non-member business,
which is not distributed to non-members at the same rate as
tc members, is properiy taxable as profit of the associlation.
To this may be added seversl things. A portion of the in-
.terest pald on share capital is income. - This 1s true in the
cese of assoclatlions which are not financed proportionally

to volume of sales carded on by individual members through
'the association, énd which pay interest or dividends on

share cepital. For example, a member who puts up 4 per cent

of the capital of an association and does a volume of trans-
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actiéns which would warrant him putting up only 3 per cent
of the capital, clearly recelves income amounting to one-
gquarter of that member's interest receipts. Such an smount
1s obviously a return on capital. The other three-quarters
of hls recelpts were 1in fact contributed to himself.,

Certain allocated reserves may also be regarded as
profit. Some reserves are held by an association in such
a way that members, even though they may die or move away
from théammunity, find it ;mpossible to obtain their portion
of the reserves except at the sole dlscretion of the Board
of Directors or of the Association. Such reservé heldings
clearly must be deemed to be profit of the Association.

To the fdrégoing must be added moneys received from
rentals of thb'property, investments in Government bonds,
and in private bonds. Manufacturihg and processing activ-
ities by a co-operative, which receives its raw materisls
for such sctivities from sources other than'members, result
in income or profit to the assoclation.

Thus, with some assurance we can say that income from
non-member business,_certain portions of interest or dividend
paid on share capital, certain reserves and 1ncdme from in-
vestments, rentais and earnings derived from some manufactur-

ing andprocessing activities and certain retail distribution
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may be regarded as profits of assoclations organizéd on a CoO-
operative besis. What we must now declde in analysing this
argument 1s whether patronage dividends, themselves, are
savings, or profits, or whether they contain an element of
both.
do-Operatives maintain that patronage dividends are

merely an overcharge or underpayment by an agsociation fo
its members. Co-operatives, they say, are groups of people
who have Joined together that they might supply themselves
with services. Any surpluses which co-operatives may asccu-
mulaté are the savings of the members and not the profits
of the association. A patronage dividend is regarded as a
Tinal settlement between an assoclation and its members, and
-the net result i1s the same as 1f the selling price less
necessary expensés had been originally paid to the producers,
or thecost price less necessary expenses had been origlnally
charged to the consumers. Some private businessmen argue
that the whole of the net proceeds of a co-operative is profilt
and étrributable to the taking of risks, the use of capital,
. the employment of labour, managerial skill and the pooling of
marketing and purchasing operations; The‘co—opérative argu-
ment 1s very well put forth by Professor P}gou when he writes:

"Thoss who contend that even that part of the |

‘proceeds of mutual trade which is returned to members
as dlvidends on purchases constitutes a profit are up
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agelinst the awkward fact that co-operative socleties

havethepower, if they choose, instead of selling %o

their members at market price and returning to them

a dividend on purchases, to sell to them at prices

reduced by an amount nearly equivalent to the "divis"

andto pay no "divis". The existence of this power

not only makes plain the fact that, from the point

of view of the revenue, taxation of "divis" would be

a futile proceeding, but it also puts in a clear

light the essential nature of those "divis". They

are, in essence, not a profit in the ordinary sense

of that term, but a refund made from an overcharge." 1
It will be observed that Professor Pigou stresses the idea
of mutuellity -- he speaks of "mutual trade". It is argued by
advocated of the taxatlon of co-operatives that mutuality 1s
no 1onger existent, for the association is a legal entity and
members trade through the association so that the idea of
clubbing together has been lost. It 1s also sald that true
mutual trading would entall members supplying themselves with
only one product and not many. What 1s posed here 1s a problem
in Joint costs. A dividend on one product is not éimply a
return on an overcharge, or an underpayment, on that one pro-
duct, but iﬁ is dependent upon the aggregate excess of prices
pald for all things over the costs of, or receipts from all
things. However, Professor Plgou replies:

"But this fact is not really relevant. The aggregate

sum distributed to members ls still a refund and not
& profit", 2

1. Essays in Applied Economics London, King and Son, 1923,
pp. 142-143, -
2. Ibid, p.1lh2,
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On the other hand, Professor D. H. MacGregor hes refuted
the clalm that the dividend ie an overcharge.
| "Suppose 1t was said that five men contribute £10 each
for a tour the expenses of which come to only £40; is
the £10 which is returned a profit? If what 1s implied
is mere purse bearing by one member of the party, who
cannot effect the costs of e predetermined Journey, the
answer would be no. But, if “by having £50 in hand,
he is able to risk adventures which turn out fortunately,
s0 that the whole cost is then only £40, it is not so
clear; there has been a larger real income than in the
former case. The full contribution was necessary to the
enterprise and 1ts result." 1 '
Professor MacGregor is correct here, for it 1is apparent that .
part of the surplus of a co-operatiﬁe soclety must be due to
capital, risk and other factors previously mentioned. We should
also realize when we say that the association can make real
profits out of non-members, we not only mean non-member buyers
and sellers, but also labour which does not participate in
dividends. Thils is particularly true inkthe case of an assocl-
ation employing a large labour force.
However, we must not say that the surplus of a co-opera-
tive is due entirely to the same factors as the surplus of

any private company. As the Canadlan Roysl Commission Report

points out, a co-operative organizétion ls at least morally
obligated to make a refund to members in proportion to patron-
2

age. - In other words, one of the chief reasons for Joining

and patronizing such an asseciation 1s the prospect of receiving

1. Texstion of Co-operative Dividends Economic Journal, 1933,
VOlo _EB’ poh‘?. )

2. R. G‘ C. pp 33—34.
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a rebate pro-rata to purchases, or prd-rata to products
marketed through the organization. With this in mind, we may
consider part of the patronage dividend to be a legitimate
trade expense. A member of a co-operative gxpects a patronage
refund.

In analysing the argument of co-operatives that they are
non-profit organizations and their surplus afises from an
overcharge or underpayment, we must conclude that thelr net
surplus over cocsts at the end of. a fiscal period arises partly
from an overcharge, as in the case of a purchasing assoclatlon,
or underpayment, as in the casse of a marketing association,
and partly from the taking of risk, managerial efficiency,
the employment of capital and pooling of resources.

Spokesmen for Joint stock companies have argued that the
co-operative payment -- the patronage dividend -- 1s analogous
to the distfibution of profits in a Joint stock compeny. But
before this could be true, patronage dividends must arise in
the same way, and also be distributed in the same manner. We
have already seen how the patronage dlvidend arises; we must
now examine its distribution. The profits of a Joint stock
company are distributed in proportion to the number of shares
held by each stockholder of the company. It is true that a
patronage dividend is not distributed in this manner, but it

is also true that the rebate is made to the owners of a
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co-dperative — thdse who have capital holdings. We can even
assert that where in an organization members' equity is kept
exactly proportional to patronage, the refund may be distri-
buted either on the basis of patronage, or on the basis of
capital holdings. 1In addition, where an individual deals
Fhrough an assoclation, yet haé not purchased in cash or
deductions a share in the»assoéiation, in meny cases he does
not receilve a rebate of any kind.1 A pamphlet of the British
Columbia Co-operative Wholesalé Soclety urges member socletles
to pay patronage refunds to member societies only. By so

doing, 1t is argued that non-members wlll be stimulated to
Join by the prospect of refunds.2 In reality, & member of a
co-operstive organization is both customer end investor. A
patronage refund 1is partly febate, partly profit.

It is interesting to ask why a co-operative assoclation
should pay patronage dividends to only bne group of 1ts.
patrons. Thaf is, why should the Saskaﬁchewan'Co-operative
Creameries, for example, pay a patronage refund to milk pro-
ducers only? Why should_the.savings‘made by the Creameries
go to the producer of milk -- rather than the consumer of
milk? Only one logicel conclusion may be inferred. The
patronage rebate 1s pald to the producer of milk beceuse he
has put up the cepital, hired the management and borne the

risk. But,. as wes pointed out in the case of the Fraser

1. For further proof of This seec page 105
2. Suggested Policies for Consumer Co-operatives with
Reference to New Tax Legislatlon, Vancouver, 1947.
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Velley Milk Producérs vs. The Minister of Natioﬁal Revenue,
not all of the surplus belongs to the producer. On the con-
trary, much may be attributed to the consumers of-milk. If
one-third ot a supposed surplus of two cents a quart 1s
actually saving, then the other two-thirds is actually a
proflt arising from trade with the consumers of ﬁilk. This
two-thirds might° be paid to the consumers but for the fact \
that the»producers have contributed the capital. Of course,
in many instences there would be barriers in the way of such
" a distribution of surplus fo the consumers. Many marketing
assoclations do not deal directly wilith the consumers, Actually
they function as one middleman 1in a chain of.middlemen. In
these cases an attempt to distribute a dividend to the ultimate
consumer would be ridiculous. |

We may apply the seme analysis to a purchasing co-opera-
tive. There 1é_no reason why consumers should receive a
rebate anymore than producers, except that the former contri-
'bute the capital. Also, of coufse, it would be 1mﬁossible
for a purchasing assoclation to trace back throﬁgh lines of
middlemen in order to rebste a producer. These answers to
our questions verify the nature of the patronage dividend.

Another argument sdvanced by proponents of co-operative

income taxation was that co-operative growth could be largely

explained by the use of tax-free reserves for capltal expan-

1. 1928, Ex. C.R. 215.
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sion. In our epproach, it is again necessary to emphasize
that, while co-operative growth appears huge in the absolute
senge, the sltuation ls entirely different 1f we examine co-
operative growth on 2 relative basis. This hes alrezdy been
done in the latter part of Chapter II, and the conclusion
reached was that relative to the marketings of other private
business organizations, an increase was shown during the War
years in the co-operative marketing of poultry and eggs,

dalry products and live-stock, and in co-operative retail
trade. In Chapter III, an examination of tax discrimination
on the grath of co-operative plant values was underteken, and
from aVailabie evidence, 1t was apparent that the use of tax-
- free reserves for capital exXxpansion was_ﬁoticeable only in
dairy co-operatives. It must be sdmitted that figures for the
last War yesr and for the post-War perlod sre unevailable.
Private businessmen have expressed particular fear over the use
of these reserves in the post-war per%od. Any discussion of
the effect of reserves on co-operstive expansion iﬁ the post-
war period unfortunately would be mere speculation.

An argument of co-operative spokésmen that deserves
commént is theilr claim that co-operative organizations should
be exempt from lincome taxation because membership in co-opera-
tives comes from the lower income groups. But this is complete-

1y unsubstantiated by facts. No materisl has ever been
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assembled in Cgnada to indicate In what income groups co-
operative membership is found. The Danish situation might be

worth noting. According to figures in the Denish Year Book,

the great majJority of members of co—operati&e agricultural
socleties in that .country own relatively large farms. This
might'very well appear to indicate that Danish agricultural
co-operatives are largely supported by middle class income
groups.' Figures for purchasing socletles also indicate that
strong membership support comes from the same general income
groups.1 |

The finel majJor argument advanced by co-operative spokes-
men was that they should receive speciel consideration on
the ground that they are in the public interest. As the Royal

Commission Report pointed out, co-operatives in rural areas
2

provide excellent trailning grounds for young people. Often,

co-operatives in these areas are one of the organizations where
young adults may be given an opportunity to show their abil-
ities and to discharge the responsibilities of administrative
positions. Other fofms of private business orgenizations

do not offer some of these same opportunities to rural dwellers.
Many individual co-operatlive organlizations render commendable
services. The Saskatchewan Wheat Pool selects "Junlor co-
operators! who supervise a wheat variety testing programme

1. 1937, pp.75-83.
2. R.C.c., p.30.
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throughout the Province. Results are helpful in reflecting
every condition of solil and molsture that occurs in the
different areas. The programme ls slso of educational value
to the young people making and supervising the tests. The
Pool alsc makes grants to the Unlversity of Saskatchewan for
the maintenance of Junior grain and seed clubs throughout the
Provinc‘e.2 The Pool provides a circulating library of non-
fiction books, travelling libraries, facilitlies for the organ-
lzatlon of study groups by 1tself and co-operation with the
Canadian Association for Adult Education and lends practical
support to educational farm radio programmes. The Fraser
Valley Milk Producers claim that through 1ts magazine 1t
has disseminated‘information on methods of improving milk
production, and has helped farmers eradicate the warble fly.

Powerfully supporting this argument 1s the experiencec
recorded at Massett in the Queen Charlotte Islands. In the
1930's the business affording employment to the people, a
fish and clam cannery, closed down. As a result unemployment
was rife until thé organization of a co-operative in 1942.

The lease of the canning company to the clam beaches was

bought up, the cannery equlpment was repaired, and the clam

‘l. Saskatchewan Co-operative Producers, Annual Report, 19@6,
- pp. 27-28. .
Ibid, pp. 28-29.
Submission of the Saskatchewan Co-operetive Producers,p,22
Brief of the Fraser Velley Milk Producers, pp.18-]9

L] *

FWwN
L




- 132 -
and salmon pecking business r;vived. In the two years previous
to the hearings of the Roysl Commission, this assoclation had -
become the virtual means of livelihood for the 700 persons
living in Massett, and had apprecilably raised thelr standard
of living through the distribution of $150,000 in wages.l
| In 1935, the Royal Commission on Price Spreads urged
the establishment of co-operatives to check monopolistic

practices:

"It is our opinlon that further development of consumers'
co-operatives in Canada would be of general benefit,
introducing a restraining influence on the practlces
of other merchandising organizations and assisting in
consumer education, which we feel is most necessary." 2

While it is consumers' co-operatives that are referred to, wve
may find examples of marketing co-operatives which have acted
as restraining influences on private corporatiohs. The Wheat
'Pools claim partial credit for the elimination of unfelr
practices in the grain trade. The Pools also clalm credit
for the reductlon in handling charges on grain from a total
of 6¢ in 1924 to 3¢ in 1943.

An eastern example of the benefits derived from the co-
operative form of organization is indicated by the experiences

at Harbour Boucher in the Meritimes. In that community,

fishermen belonging to a co-operative cannery averaged 19¢ for

1. Brief of The Massett Co-operative Association, Massett, B.C.
2. Report of the Rge¥ Commission on Price Spreads, Ottawa

King's Printer, 1935, p.220.
5. Submission of the Seskatchewan Co- o-operative Producers, p.&,lk.
L. Submission of the Alberta Wheat Pool, p.36a
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live lobster fér the whole season, and 12¢ for canned 1obster,
whlle across the Bay independent fishermen were receliving 9¢
fresh and 6¢ canned.1

Actually economic benefifs of this type, and the social
benefits mentioned earlier are of great value to the nation
2s a whole. The movement may help to relieve a feeling of
exploitation and frustration amongst peoples of depressed
regiohs and areas. Dr. M. M. Coedy of St. Francis Xavier
University, Nova Scotla, claims that co-operatives would
actually prevent Caneda from embracing some form of fasclsm
or totalitarian soclalism, although the dahger of dictatorship
in complete socialization 1s very questionable. He feels that
co-operation is the last complete democratic obstacle in the
way of statlsm. He urges businessmen-to encourage co-operatives
simply as a meens of saving themselves. Co-operatives glve a
sense of_ownershlp, and what 1is necessary, he says, 1s Just
enough co-~operative business "to destroy pfoletarianism",
whether in the city or in the country. He argues that coi
operatives are a sort of economic breakwater, for they reduce
réllance upon the stage and teach people to dépénd more upon

their own initiative,

1. Dr. Coady as & witness before the Specisl Committee on
Reconstruction and Re-establishment, as quoted in "Some
Information on the Co-operativé Movement in the Maritime
Provinces", I.L.O.. Co-operative Information, No. 7/8,1943,

2. The Social Significence of the Co-operative Movement
Brief of the Extension Department of St. Francis Xavier
University, p.Z2M4.
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Internationally, the lmportant role that co-operatives
can pfay has been recognized by the United Nations Conference
on Food and Agriculture in 1943. The Conference urged:

“(1) That, in order to make it possible for people to

help themselves in lowering costs of production and

costs of distribution and marketing: _

(a) All countries study the possibilities of the further

establishment of producer and consumer co-operative

socleties 1n order to render necessary production, pur-

chasing, finance and other services; '

(b) Each nation exemine its laws, regulations and institu-

tions to determine if legal or institutionsl obstacles

to co-operative development exist, in order to make de-

sirable adjustments..."” 1

From available evidence, it is apparent that co-operatives
generélly serve the public interest even if it is only in the
limited case of s rebate to purchasers er consumers. However,
it 1s an entirely different question to give encouragemeht or
asslstance to co-operetive groups by giving them a blanket tax

exemption. As the Report of the Royal Commission correctly

comménts, it 1s likely that any advantages gained by eﬁcourage—
ments of this nature would play ihto the hands of those assocl-
ations which need encouragement least -- the large, well-

established bodies.2 Blanket exemption in my opinion leads to

inequlity within the co-operative movement 1itself, for the

larger assoclations would receive a beneflt at the expense of

1. "United Nations ConfeTence on rood and Agriculture, text of
the final Act", in International Conciliation, Documents
for the Year 1943, N.Y., Carnegle Endowment for International
Peace, Dividion of Intercourse and Education, 1943, p.496.

2. R.C.C. p.3l.
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other smaller groups, who might benefit more from some other
type of assistance.

. In considering the beﬁefits derived from co-operatiyes,
we must-not forget that many Joint stock companies render
services of equal or in some cases of even greater beneflt
to the public as a whole. Also, if co-operatives are perform-
ing the valﬁable and useful services which they now claim to
be, then they have little need of exemption. If they are able
to provide these services then co-operatives are well qualified
to stand on thelr own feet and they requlre no speclal con-
slideration.

Finelly, we must remember that any type of subsidy which
takes the form of privilege in taxetion 1s a concealed subsidy.
Since co-operatives have enjoyed subsidization in Canads
through a tax exempt status in the past, 1t has been impossible
to ascertaln the amount of the subsidy which they received each
yeér through this instrument of tax exemption. If we feel
that co-operatives are sufficiently in the public interest to
warrant Government subsldization, then»it would be better 1if
they were given a diregt subsidy each year. 'In that way we
would know exactly how much the co-operative movement was
being subsidized each year, and as a result we would be in a
“better position to assess the benefits receilved from the co-
operative movement as against the cost of the subslidization of

the movement.
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CONCLUSIONS

The question of the subjection of the earnings of co-
opersative assoclations to federal income tax has been dié-
cussed and examined from both a statistical and a theoreticel’
point of view. We are now able to draw certaln concluslons.
Probably our conclusions will satisfy neither the outspoken
advocate of co-operative taxation, nor the ardent defender
- of the movement from such taxation. However, these suggec-
tione are submitted in the bellef that they offer a Jjust and
equitable basls upon which co-operatives may be taxed.

Before glving volce to these recommendations 1t is
necessary to segregate and underline the most salient of the
facts already presentéd. Our discusslon began with an outline
of co-operatlve development in Canéda, in which co-operative
growth relative to that of other forms of private organiza-
tlons, more particularly during the War period, when taXxes
were high, was emphasized. In examining these figures for
co-operative growth, several facts stood out. First, wes the
regional pattern of co-operative development. It 1s imposs-
ible to understand the Canadian movement unless one is aware
of 1ts regional pattern. Secondly, flgures shoﬁed thaet while
co-operatives registered gesins over thelr competitors in the

marketings of certain products, this was not always the case.
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Large co-operative gains over competitors were shown in the‘
marketing of dairy products, livestock, and poultry and eggs.
.On a reglonal basis larger co-operative marketings of dairy
products were shown in every Province. The same 1ls true of
.poultry and eggs, wlth the exception of the Maritime region,
Saskatchewan and Alberta. Co-operative marketings of live-
stock showed relative gains over the marketings of competi-
tors in all regions except the Maritimes and Ontario. On
the other hand, the marketings of grain and seed, and fruilt
and vegetables through co-operative channels showed nelgher
a significant relative increase nor decrease over the market-
ings of competitors during the War. Thirdly, it 1is not
correct to attribute the relative lincrease in the co-opera- -
tive marketings of livestock, and poultry and eggsnto advant-
ages which might have been obtained by the use of tax-freé
reserves for capital expansion. Our statistics showed that
the use of tax-free reserves to expand plant facilities could
have been the case only in co-operative dairy assoclatlons.
In dairy associatlions, the ratlo of plant values to sales 1s
high. Also, dairy associlations showed large felative gains
over the marketings of thelr competitors, and secondly,'they
~showed a significant increase in plant values during the

first years of the War. As for poultry and livestock assocl-
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ations, thelr very low ratio of plant values to sales, large

P

ihcreases in numbers of assocliations, and lack of any signif-
icant increases in plant velues during the éarly War years
rules out the possibility that they obtained their-increéses
in markétings at the expense of their competitors through

the use of taX-free reserves. Howéver, it is admitted that
poultry and livestock co-operatives might have benefitted
from tax pfivileges by being able to pay out higher refunds
than would otherwise have been possible.

In examining the financial operations and business
methods of co-operatives, one cannot escape the fact that
Cansdian co—opefatives finance in the main by the retention
of patronage dividends, or by deductions from the groés pro-
ceeds of the sale of members' products. Commenting upon the
financial difficulties suffered by the Manlitoba Wheat Pool

in the period following 1928, the Report of the Royal Commission

states:

"The experlence of the elevator company with
regerd to worklng capital serves to 1illustrate the
difficulties of financing some co-operatives and
suggests a strong reliance on capltal supplied
intenally." 1

It has been pointed out before that the retention of patronage
dividends as the main means of flnancing appeers to be a

purely Canadian development. Since this is the case, 1t must

1. R.C.C. p.1l48,
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be explainable only in terms of Canadian agriculture. The
"primary producers -- the group hardest hit by price fluctu-
ations -- constitute by far the largest percentage of the
members of Canadian cd-operatives. This fact, in itself, 1is
e logical explanation for internal financing. The method 1is
made necessary by conditions preveiling amongst agricultural
co-operatives where the volume of transactions may fluctuate
sharply from year to year, and where the ratio 6f plant values
to sales 1is high.l The necessity for internal financing in
Canadian cogoperative assoclations must be recognized in any
conclusions that may be advanced. ' In my opinion, co-operative
buslness setbacks or failures have very serious consequences
and therefore 1t 1s essential that no tax law should seriously
affect their method of internel finsncing.

The present Canadlan income tax 1aw.w1th respect to co-
operatives, end foreign tax laws dealling with co-operatives
have been explained. The 3 per éent provision in the pfesent
Canadien legislation appears unsatisfactory but-can be con-
venient}y administéred. An arbitrary 3 per cent provision 1is
anything but equitable. Forelgn and British tax laws seem to
suggest only a precedent for the exemption of patronage divi-
dends and the subjection of netbincreases in reserves to tax-
ation.

It might be argued that the British law with respect to

co-operatives could be applied sultably to the Canadian situa-

1. The ratio of plant values to sales 1s high in dairy,
frult and vegetable and grain and seed co-operatives,
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tion. However, such a suggestlion does not take into consider-
ation certain basic differenceé, notably in membership, stage
of development, and financlial and business methods.

| The nature of patronage dividends has been dlscussed, and
we reached the conclusion that these refunds are partly re-
bste and partly profit. The only logical grounds on which
these dividends cen be exempted from income tex 1s thaet 1t
is impossible to determine what percentage of the whole 1is
profit, To fix'a certain percentage, and to call 1t profit
and the remeinder a rebate, is most unfair and inéquitable.

There can be no doubt that co-operatives 4id enjoy

advantages over thelr private competitors during the perilod
of high wartime taxation. However, this advantage will Dbe
greztly reduced in the future by the abolition. of the Excess
Profits Tax Act. |

In stating my conclusions, I agree wholeheartedly with

the Report of the Royal Commission that the operations of a
co-operative result in income to the associations and their
members. With this, and the other sellent points already
diséussed, in mind, I therefore recommend:

(1) That co-operatives be taxed on the same basis as
Joint stock companies, but that the following should be
considered as deductible in computing taxable iﬁcome:

(a) Patronsge dividends, or deductions from the gross

proceeds of the sale of a member's product, paid in
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cagh or in kind within twelve months after the annual
meeting of the associétion,.or applied toward the ful-
f1lling of an obligation to purchase shares or other
investment in the association,
(b) Patronage dividends, or deductions from the
gross proceeds of the sale of a member's product,
deferred for a definite period only and where the
payment 1s set at a stlpulated date 1in the future, so
that the assocliation is undervan irrevocable obliga-
tion to make the payment.
(2) That.patronage dividend payments to member and non-
member customers should be at the same rate on the same
classes, grades or types of commodities. If rebates to
non-members are less than those pald to members on the
same classes, grades or types of commoditles, then income
tax at the full rate should be paid on the earnings re-

sulting from hon-member business.

-0=-0-0-0—
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