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Thomas Announces Hearing on
Review of Credit Union Tax Exemption
Congressman Bill Thomas (R-CA), Chairman of the Committee on Ways and Means, today announced that the Committee will hold a hearing titled, "Review of Credit Union Tax Exemption."  The hearing will take place on Thursday, November 3, 2005, in the main Committee hearing room, 1100 Longworth House Office Building, beginning at 10:00 a.m.
In view of the limited time available to hear witnesses, oral testimony at this hearing will be from invited witnesses only.  Invited witnesses will include representatives from the U.S. Government Accountability Office, the Internal Revenue Service, the National Credit Union Administration (NCUA), as well as academic experts and other interested parties.  
BACKGROUND:
In 1934, the Federal Credit Union Act (FCUA) (P.L. 73-467) was signed into law, establishing a charter for federal credit unions.  Three years later, Congress provided for statutory tax exemption for Federal credit unions.  At the time when the FCUA was enacted, there were approximately 2,350 credit unions operating in the United States with approximately 450,000 members and assets of $50 million.  At the end of 2004, there were 9,483 credit unions with about 86.9 million members and assets totaling more than $674 billion dollars.  

There are varying explanations for why Congress granted tax-exempt status to credit unions.  The most recent explanation can be found in the Credit Union Membership Access Act in 1998 (P.L. 105-219), where Congress stated in its findings that credit unions are tax-exempt because they "are member-owned, democratically operated, not-for-profit organizations generally managed by volunteer boards of directors and because they have the specified mission of meeting the credit and savings needs of consumers, especially persons of modest means."

Under current law, Federal credit unions are tax-exempt under section 501(c)(1) of the Internal Revenue Code (IRC).  In order for a Federal credit union to be recognized as tax-exempt it needs to be chartered by the NCUA.  State credit unions are tax-exempt under section 501(c)(14) of the IRC.  This provision requires that the credit union not have capital stock, and that it be organized and operated for mutual purposes and without profit.  

Credit unions are limited under their authorizing legislation both in terms of who they may serve and the services they offer.  However, as credit unions have grown over time, they have been allowed to expand their range of services and their fields of membership.  Some have questioned whether these changes in the credit union industry mean that many credit unions do not serve the goals for which the tax exemption was granted.

The hearing will examine the following issues:

· The history of and Congress' rationale for providing tax exemption to credit unions;

· Whether credit unions are serving the goals intended with their tax-exempt status;

· The use of the tax benefit by credit unions; and

· Changes in the credit union industry, including the growth in credit union membership and services.

In announcing the hearing, Chairman Thomas stated, "This hearing continues the Committee's examination of the tax-exempt sector.  When credit unions were granted their tax exempt status, they provided an important benefit to people of modest means.  Credit unions have been statutorily tax-exempt for almost 70 years now, and it is important that Congress understand whether there is a strong justification for the tax exemption.  Congress has an obligation to ask questions to ensure that the country is receiving something in exchange for the benefit of tax exemption."  
FOCUS OF THE HEARING:
The hearing will examine the legal history of the tax exemption for credit unions, to determine whether credit unions are serving the goals intended with their tax-exempt status.
