


Patronaged-Sourced Income

Income is patronage sourced if it is derived from an
activity that is so closely intertwined with the main
cooperative effort that it may be characterized as
directly related to, and inseparable from, the
cooperative's principal business activity, and thus
facilitates the accomplishment of the cooperative's
business purpose.

Following are some examples of income that are
believed to be from patronage sources:

1. Maintenance charges and special assessments

2. Interest income on funds held to advance the co-
op’s purposes

3. Garage parking, sublet fees, late charges, flip
taxes, storage charges, laundry income, etc.

Nonpatronaged-Sourced Income

Income is considered nonpatronage sourced if the
transaction or activity which produces the income
merely enhances the overall profitability of the
cooperative.

Commercial rent would generally be considered
nonpatronage sourced income. However, an evaluation
of the relationship of income derived from commercial,
retail or professional office premises of a co-op to the
cooperative's principal business activity should be made
to determine whether such income could more
accurately be considered as being derived from a
patronage source.

The evaluation by management and the board of
directors of whether income constitutes patronage
or nonpatronage sources and the allocation of
related expenses must be determined on an
individual co-op basis.

Netting Nonpatronage-Sourced Income and
Expenses

Should a determination be made that certain income
might more likely than not be considered as
nonpatronage, we believe that this income should be
reported as such on Schedule G, of the co-op’s 2007
Federal income tax return. Management should then
review the co-op’s expenses and determine which
expenditures relate to earning the nonpatronage income
and how much thereof may be used to reduce any
taxable income. If netting nonpatronage income and
expenses results in a profit (taxable income), such profit
will be subject to Federal, New York State and New
York City income taxes at the respective income tax
rates.

Net losses from patronage operations of a co-op
cannot be used to offset nonpatronage income.

WAVRY

WE wWoULD BE PLEASED TO CONSULT WITH MANAGEMENT
AND THE BOARD OF DIRECTORS REGARDING THE CO-OP’S
REPORTING OF INCOME AND EXPENSES ON SCHEDULE G.

Items in this publication should not be considered official statements
of position, nor advice for individuals or organizations without
consulting a professional advisor. This information is not intended to
be, nor can it be, used by any taxpayer for the purpose of avoiding
tax penalties. For more information, please contact the director in
charge of your account or tax director Joe Lee.
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