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26 U.S. Code § 1385 - Amounts includible in patron’s
gross income

U.S. Code Notes

(a) GENERAL RULE

Except as otherwise provided in subsection (b), each person shall
include in gross income—

(1) the amount of any patronage dividend which is paid in money, a
qualified written notice of allocation, or other property (except a

nonqualified written notice of allocation), and which is received by him
during the taxable year from an organization described in section
1381(a),

(2) any amount, described in section 1382 (c¢)(2)(A) (relating to certain

nonpatronage distributions by tax-exempt farmers’ cooperatives),
which is paid in money, a qualified written notice of allocation, or other
property (except a nonqualified written notice of allocation), and which
is received by him during the taxable year from an organization
described in section 1381(a)(1), and

(3) the amount of any per-unit retain allocation which is paid in

qualified per-unit retain certificates and which is received by him during

the taxable year from an organization described in section 1381(a).

(b) EXCLUSION FROM GROSS INCOME

Under regulations prescribed by the Secretary, the amount of any
patronage dividend, and any amount received on the redemption,

which was paid as a patronage dividend, shall not be included in gross

income to the extent that such amount—
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(1) is properly taken into account as an adjustment to basis of
pro perty, or

(2) is attributable to personal, living, or family items.

(C) TREATMENT OF CERTAIN NONQUALIFIED WRITTEN NOTICES OF
ALLOCATION AND CERTAIN NONQUALIFIED PER-UNIT RETAIN CERTIFICATES

(1) APPLICATION OF SUBSECTION

This subsection shall apply to—

(A) any nonqualified written notice of allocation which—

(i) was paid as a patronage dividend, or

(ii) was paid by an organization described in section 1381(a)(1)
on a patronage basis with respect to earnings derived from
business or sources described in section 1382(c)(2)(A), and

(B) any nonqualified per-unit retain certificate which was paid as a
per-unit retain allocation.

(2) BASIS; AMOUNT OF GAIN

In the case of any nonqualified written notice of allocation or
nonqualified per-unit retain certificate to which this subsection
applies, for purposes of this chapter—

(A) the basis of such written notice of allocation or per-unit retain

allocation or per-unit retain certificate was paid shall be zero,

(B) the basis of such written notice of allocation or per-unit retain

written notice of allocation or per-unit retain certificate by any
person shall, to the extent that the stated dollar amount of such
written notice of allocation or per-unit retain certificate exceeds its
basis, be considered as ordinary income.

L. 89-809, title II, § 211(b)(1)-(4), Nov. 13, 1966, 80 Stat. 1582; Pub. L. 94~
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455, title XIX, §§ 1901(b)(3)(I), 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1793,
1834.)
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