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Agenda
• Introduction
• Advantages

– Legal
– Tax

• Disadvantages
– Legal
– Tax

• Alternatives
• Group discussion and Q & A
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Introduction
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What is an Unincorporated 
Cooperative Association?

• AKA: Limited Cooperative Association, Cooperative LLC 
hybrid, etc

• Entity organized under a state’s unincorporated 
cooperative association statutes

• Still have member patrons that are allocated earnings 
based on business done with and for the cooperative

• However allows for member investors that are allocated 
earnings based on investment

• Both member types can have voting rights
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History
• Need for capital because of more agricultural cooperatives getting 

into or were specifically created for value-added processing 
• 2001 - Wyoming adopted the Wyoming Processing Cooperative 

Law (limited to ventures that market or process agricultural 
products)

• 2002 – 2006 Minnesota, Tennessee (limited to Ag), Iowa, 
Wisconsin

• 2007 – National Conference of Commissioners on Uniform State 
Laws drafted the Uniformed Limited Cooperative Association Act
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UW Center for 
Cooperatives 
https://resources.
uwcc.wisc.edu/Leg
al/LimitedCoopAss
oc.pdf



States with these Statutes
Wyoming Minnesota

Tennessee Iowa

Wisconsin Utah

Oklahoma District of Columbia

Kentucky Nebraska

Vermont Colorado

Washington
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Advantages - Legal

• Generally, tend to permit more flexibility than 
traditional coop laws

• Outside directors allowed
• Investors allowed
• Can use cooperative in your name
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Advantages - Tax
• Flexibility

– PLR 200139020 - eligible entity under Reg. §301.7701-3(a) (same as LLC) 
– Partnership 
– Sub chapter T
– C-Corporation (taxable)
– Single member (disregarded entity)

• Partnership advantages
– Most members should not have self employment income from the 

cooperative
– All income including nonpatronage receives single level of taxation
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Disadvantages - Legal

• May not be well understood by banks, potential 
members, etc. 

• Unclaimed property
• Worker co-op
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Disadvantages - Tax
• May lose state tax exemption
• May end up being taxed as the wrong tax entity type
• Uncertainty that even if check in the box election to be taxed 

as a corporation that the cooperative will meet “operating on 
a cooperative basis”

• If taxed as a partnership
– Lose out of 199A(g) benefits (DPAD)
– K-1s can be discouraging membership of some co-ops and if the 

operation is multistate, all members must file tax returns in each state
– Passive losses
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Alternatives

• Joint Ventures
– Traditional cooperative and investors create a new entity 
– Don’t have investors involved with 100% of cooperative’s business

• LLC
– A well crafted member agreement can simulate these state statutes
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Group Discussion and Q & A
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Contact Information 

• Dave Swanson
Swanson.Dave@dorsey.com

612-343-8275

• Nick Falk
Nicholas.Falk@rsmus.com 
507-226-0418
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