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SUMMARY

In 1937 Congress granted credit unions with a federal tax-exempt status based upon their cooperative structure- that they are operated entirely by and for their members. Despite the evolution of products and services and expanded fields of membership, credit unions continue to operate as democratically controlled cooperative institutions, serving only their members, on a not-for-profit basis. Congress ratified the federal tax-exemption on several occasions, most recently in 1998 with the enactment of H.R. 1151, the Credit Union Membership Access Act. The banking lobby is vigorously opposed to credit unions’ federal tax-exempt status, and has listed the elimination of the credit unions’ tax advantage as a higher priority than enacting legislative initiatives to benefit their own industry. Contrary to the bankers‘arguments, credit unions do pay taxes - payroll taxes, real estate taxes, and some other property taxes. In addition, dividends paid to credit union members are taxed as ordinary income. 
EFFECT ON CREDIT UNIONS

The federal tax-exempt status is the crux of the credit union movement, and remains the priority issue for all credit unions, regardless of asset size, field of membership, and products and services offered. Many in the credit union movement believe credit unions would not be able to survive as cooperatives if the federal tax status were reversed, which could potentially lead to a sharp decline or elimination of credit unions. Credit unions also provide a market alternative that helps moderate increases in bank fees and charges for all consumers. Without credit unions, consumers would be greatly disadvantaged, and in some cases, be forced out of the financial mainstream.

MCUL & AFFILIATES/CUNA POSITION

The credit union federal tax-exemption is bound by the not-for-profit, cooperative nature of credit unions, not by the size of the credit union or the products and services that are offered.  Credit unions’ boards of directors are generally unpaid volunteers elected by the membership, and credit unions are restricted in who they can serve.  The Michigan Credit Union League (MCUL) & Affiliates and the Credit Union National Association continue to highlight the Credit Union Difference, which reinforces the uniqueness of credit unions, in structure and service, from other financial institutions. 
The banks have aggressively challenged the credit unions’ tax exemption.  The bankers also have had little difficulty in demanding taxation of credit unions while simultaneously advocating further tax relief for banks. The bankers have been very successful in lobbying Congress for tax changes that greatly enhance the attractiveness and tax position of banks that choose to elect Subchapter S status under the Internal Revenue Code. Bankers are also aggressively pursuing legislative action to allow national banks to organize as Limited Liability Corporations (LLCs).  Both LLCs and Subchapter S corporations provide significant tax benefits by eliminating corporate-level taxation.  Taxation occurs when these pass-through entities pay dividends to their shareholders.  The MCUL & Affiliates and CUNA are not opposed to efforts by the banking industry to decrease its tax liability, but objects to their hypocrisy in trying to limit the tax benefits of competing institutions. 

STATUS

NCUA chairwoman Debbie Matz wrote a letter on November 22, 2010 to CUNA Chairman and CEO Bill Cheney expressing her concerns that a repeal of the federal tax exemption would threaten the very existence of credit unions as they are known today. 
CUNA figures show that America's 92 million credit union members receive substantial benefits in the form of better pricing on services, saving them about $7.5 billion a year. The $7.5 billion savings to consumers is especially significant when measured against the $1.5 billion in lost federal revenue a year that the government says is represented by the credit union tax exemption. On December 21, 2010, the Joint Committee on Taxation revised the cost of the credit union tax expenditure to $0.3 billion for fiscal year 2011. 

On November 10, 2010, the National Commission on Fiscal Responsibility and Reform released its draft report on deficit reduction options. The report did not mention eliminating the credit union tax exemption but this Presidentially commissioned report included an option to eliminate all federal tax expenditures as a way to reduce the federal budget deficit and simply the federal income tax code. On December 1, 2010, the Commission released its final report that largely mirrored the recommendations in the draft report. A few days later, the proposal did not receive enough votes by the panel to send it to Congress. Several lawmakers have suggested they will introduce legislation to implement all or part of the Commission‘s report. 
From Michigan, Congressman Dave Camp (R-4) currently chairs the House Ways and Means Committee, Congressman Sander Levin (D-12) serves as the ranking minority member, and Senator Debbie Stabenow (D-MI) serves as a majority member on the Senate Finance Committee. While several committee hearings have recently been held on reforming the federal income tax code, the credit union tax exemption has not been mentioned in any of these recent hearings. Additionally, Michigan Representatives Dave Camp and Fred Upton were recently appointed to serve on the new “Joint Select Committee on Deficit Reduction”. The new “super committee” has been tasked with finding $1.3 trillion in cuts in the next few months. MCUL staff recently participated in meetings with these members and/or their staff to stress the importance of the credit union tax exemption. The MCUL & Affiliates encourages credit union leaders to continue educating Michigan’s congressional delegation on the importance of the CU tax exemption and the value it provides to more than 4.5 million credit union members.
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