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U. 3 . DEPARIJIMT OF LABOR ' .• " '• ''"'y--''" 
::'" WAGE AND HQJR DIVISION ' ' a d - a 

VJashington 

APPEAL T/'JCEN BI PUERTO RICO N.EEDLFaORK 

COOPERATIVE WAGE-HOUR CASE . -' - a 

Tlie l e g a l i t y of a dev ice -under v/hich Puer to Rican needlev/orkers were 

fonT..ed i n t o a s o - c a l l e d l a b o r c o o p e r a t i v e , pu rpo r t i ng t o mcike them j o i n t 

ov/ners of the bus i re ss and t ransform t h e i r employer i n t o a manager w r k i n g 

fo r them i s a t t a c k e d by the Wage and Hour Di-vision, U, S, Departm.ent of Labor, 

i n a b r i e f f i l e d today wdth the U, S, C i r c u i t Court of Appeals for the F i r s t 

C i r c u i t , a t Boston. The coopera t ive i s de sc r ibed ac a dc-vdce to evade com-

->liance with the minimum-wage and maximum-hour p r o v i s i o n s of the F a i r Labor 

Standards Act, 

F i l e d 'by Gerard D, R e i l l y , S o l i c i t o r , and I r v i n g J , Levy, Ass i s t an t 

S o l i c i t o r , of the Depar-tment of Labor, i n behalf of General P h i l i p B. Fleming, 

Adminis t ra tor of the VJage and Hour D iv i s ion , tho b r i e f contends t h a t d e s p i t e 

the a l l e g e d coopera t ive arrangement the-.-;e needleworkers are s t i l l eraployeos 

-within the m.eaning of the Act and -therefore e n t i t l e d to i t s b e n e f i t s . 

The cour t i s asked t o recognize "the o rga rdza t ion v.irich the i n d i v i d u a l 

defendants c r e a t e d as a means of evading the laiv fo r the t r a n s p a r e n t device 

v/hich i t is ." and t h e government decks t o have " the i n d i v i d u a l defendants 

-who have scaght to hide behind i t " enjoined from v i o l a t i n g the v/agc and hour 

law, . .. I 
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The action v/as origi.nally instituted in thio Federal Court in Puerto 

Rico against the Caribbean Eiiibroidery Coopers tive.. ..Inc., Santiago R. 

Paimer and his -wife, Magdalena, its manager and assistant r.ianager respec­

tively. Judge Robert A. Cooper, of that court, found that the more than 

1,0(>0 needleworkers who v/ere not laembers of the cooperative but v.-ho were 

v/orking on its goods in their homes were employees of the cooperative 

entitici to the benefits of the Act and granted ari injunction restraining 

the defendants from \dolations of the Act in respect to paying such workers 

less than the legal :.d.nimum v/ages, .... 

However, Judge Cooper held that the cooperative v/as a bona fide one and 

that its members v/ere not employees within the meaning of the Act and accor­

dingly denied the Division's request for an inj-unction vdth respect to them. 

It is from, this piiase of the court's decision, holding hundreds of v/orkers 

beyond the protection cf the law, that tne prtsci-d appeal is being taken. 

It is alleged t!iis cooperative vias organii;ed to pemdt the Palmers to 

underpay their va^rkers by attempting to give the latter the status of '"partners" 

in the busiriess rather.tfian employees. It is contended by the Wage and Hour 

Division that the cooperativr- is nothing mors than a continuation in a differ­

ent form of the Caribbean Q-abroidery Company, owned and operated by the 

P-aliuors for some years prior to the orr^rdaation by them of the Caribbean 

Embroidery Cooperaiive, Inc., on Octob.;r 25, 1938, the day .after the wage 

and hour law became effective. 

The cooperative is called a sham device formed only for the purpose of 

e-vading the law's requirements, and the Palxuers are declared, in the guise 

of officials acting for the cooperative, to "hiavc continued to operate the 

business and employ tho workers in the same .nianner as they did before the 

passage cf the Act." 

'"''da' . • (8560) 

1 

i 

file:///dolations


- 3 -

Even if the cooperative is whot :.t purports to be, the Division argues 

that its members arc "employees" and bothi t.he or'.gani'nation and the Palmers 

as its agents are "employers" vdthin the meaning of th-a Act. It is pointed 

o'dt that these "members" continued to receive substantially the .s,rLirie meagre 

co.npcriFa'yion cf a fcv/ cents an hour v/hich the,y had rocsived as "employees," 

v.hereas the PaLmers and their relatives were placed in important positions 

in the cooperative ana received more than they had previo-usly. 

In further support of its contention that tne cooperativa is a mere 

continuation of the original company tho Division points out that opera- ' 

tions are carried on in the sai.ie t.ti.nner, that the same buildings and equip­

ment, "rant€;d" to th.-.-; coop.arative by dr. PaLmer, are being used, and that 

the cooperative s board of directors is entiraly ^ubser-vient to and con­

trolled by I-.Ir. Falmer, even holding its meetings in his dining room. The 

"dividends" to which the nesdlev/orkers, as .me-'.-ibers of the cooperative, are 

entitled, average appr.o.xi;.'ately ;:'̂5.33 a year for each worker, it is alleged. 

In addition to dr-, Reilly and Mr. Le'vj'-, the attorneys reprwsentin.g 

the Administrator in th-o case are Philip F. Herrick, regional attoiTiey, 

Loo L. Holstein .and Ervdji B. EHiaann, 
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