
Patronage 
Refund

Program

This brochure is provided to familiarize you with patronage refunds and the benefits 
of belonging to your Ag Credit cooperative. All matters pertaining to patronage 
refunds and association equities are determined by your association’s bylaws. Please 
refer to these bylaws and to your tax advisor for additional information.
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The following is a description of the terms that appear on the apron 
of your patronage refund check or notice.

The first line provides details of the components of your patronage 
refund for this period.

Amount Paid in Cash  The portion of your patronage refund that was paid in cash.

Amount Distributed
as Qualified 

Allocated Surplus

The portion of your qualified patronage refund that was 
distributed in Qualified Allocated Surplus. This amount 
has been placed in a surplus account in your name.

Total Qualified 
Patronage 

Refund

The sum of Amount Paid in Cash and Amount Distributed 
as Qualified Allocated Surplus. This is the total amount 
of your qualified patronage refund for this period.

The second line shows how your check amount was calculated. 
If you received a notice instead of a check, this line shows how your 
new Patronage Payable Account Balance was calculated.

Amount Paid in Cash The portion of your patronage refund that was paid in cash.

Previous Patronage 
Payable Account 

Balance

The cash portion of previous patronage distributions 
not issued to you by check. Also includes the amount of 
uncashed checks from previous distributions.

Withheld 
For Taxes

If your account is coded non-exempt for tax purposes, 
a portion of the patronage refund has been withheld for 
taxes. The amount withheld for taxes is deducted from 
the cash portion of your current distribution.

Check Amount
                             

           Or

Amount Paid in Cash plus Previous Patronage Payable 
Account Balance minus Withheld for Taxes. If this total 
is greater than the minimum check amount, a check is 
enclosed.

New Patronage
Payable Amount

Amount Paid in Cash plus Previous Patronage Payable 
Account Balance minus Withheld for Taxes. This amount 
was not distributed to you by check because it is below 
the minimum check amount. If you would like to have 
this amount applied to your loan or paid to you by check, 
please contact your local office.

Nonqualified
Allocated Surplus

Nonqualified
Retained Surplus

Details about these accounts are included on your check 
or notice. For more information about these accounts or 
about patronage refunds, please contact your branch office.

Patronage Refund TermsMembers may request a check for monies in their 
Patronage Payable accounts, request that these amounts 
be applied to their loans, or leave these distributions “on 
account” with their association.

Patronage refunds issued in the form of allocated 
surplus can only be retired, or paid to members, upon 
approval of the board. Under the bylaws, the association 
cannot honor requests from members to retire individual 
allocated surplus accounts.

Each time a patronage distribution is issued, your 
Ag Credit association will notify eligible members of 
their patronage refunds. The notification will include 
a breakdown of the amount paid in cash (by check or 
Patronage Payable entry) and the amount paid in allocated 
surplus or stock

Will I receive a tax notifi cation 
regarding my patronage refund?
Yes. Each January, your Ag Credit association will send 
you an IRS Form 1099. This form will show the total 
of all taxable patronage refunds issued to you during 
the previous year. If a portion of a patronage refund 
was paid in Qualified Allocated Surplus, the 1099 will 
include the cash and Qualified Allocated Surplus portion 
of the patronage refund. 

Share in our Success!



How do patronage refunds 
benefit Ag Credit borrowers?

Patronage refunds benefit borrowers by reducing 
their cost of borrowing. Ag Credit charges competitive 
rates on its loans—rates comparable to those charged by 
other lenders for similar loans.

However, a major difference between Ag Credit and 
other lenders is that Ag Credit returns its profits to its 
borrowers. When you receive a patronage refund from 
your Ag Credit association, your effective cost of borrowing 
is reduced.

One of the basic cooperative principles is that members 
derive benefits based on their use of the cooperative’s 
services. Therefore, the more business you do with Ag 
Credit, the larger your potential patronage refund.

How do patronage refunds benefit 
your Ag Credit association?

Patronage refunds can help your association reduce its 
tax expense and maintain a strong capital position. This 
helps the entire membership because an association with 
a strong capital position is better able to offer competitive 
interest rates, ensure a constant supply of credit and 
provide for the retirement of member equity held in the 
form of allocated surplus.

 
Unlike other corporations, where profits are taxed twice—
when earned by the corporation and when distributed 
to owners as dividends—a cooperative’s profits are taxed 
only once when they’re distributed as a patronage refund.

What are the benefits of  
being a Ag Credit member?

One of the most important benefits of being an Ag 
Credit member-borrower is that you stand to share in 
the association’s profits.

Most businesses return their profits to their investors, 
not their customers. However, your Ag Credit association 
returns its profits to its customers, or the people who use 
its services. That’s the cooperative way of doing business.

At the end of each fiscal year, your Ag Credit association 
determines its total income and expenses. Income remaining 
after all expenses are deducted (net income) can then be 
distributed in accordance with the bylaws.

Your association’s board of directors can elect to: 
•	 retain all of the net income to strengthen the 

association’s capital position or
•	 distribute some or all of the association’s net 

income to borrowers by declaring a dividend 
on stock or declaring a patronage refund.

What is a Patronage Refund?
A patronage refund:

•	 is a way of distributing the association’s net 
income to member-borrowers. A borrower’s 
refund is based on his business activity with 
the association.

•	 may be paid in cash, allocated surplus, stock or 
any combination of these items.

Your cooperative is allowed a tax deduction for the 
amount of net income that it distributes in the form of 
a qualified patronage refund. Therefore, to effectively 
manage the association’s tax expense and maintain a 
strong capital position, your association’s board may 
elect to distribute taxable earnings to members as a 
qualified patronage refund. A qualified patronage refund 
is one in which at least 20 percent is paid in cash and 
the remainder in stock or Qualified Allocated Surplus.

What is Allocated Surplus?
Members, through their boards, usually elect to leave 

a portion of the patronage refund in the cooperative 
to help keep its operations on a sound financial basis.

The retained portion of each member’s patronage 
refund is recorded on the books of the association, or 
allocated to each member’s equity account. This retained 
patronage refund is called Allocated Surplus. Allocated 
Surplus can be either Qualified or Nonqualified.

How is my patronage refund 
issued?

The cash portion of your patronage refund may be 
issued to you by check or recorded on the association’s 
books in a special account.

When any portion of a patronage refund is paid in 
cash, your board of directors may elect to set a minimum 
check amount as a means of controlling expenses. Cash 
distributions below the minimum check amount are 
recorded in a special account called Patronage Payable. 


