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CHAPTER 1

THE STUDY

Ixchblem

Cooperatives through the years have become important in marketing of

farm products in the United States, The last few years in the United States,
farm cooperatives have shown a tremendous growth in volume of business and
in membership. From 1939 to 1949, the membership in marketing and purchas~
ing cooperatives doubled and the volume of business increased fouwr times, At
the same time there has been a slight reduction in the number of cooperatives
(Table 1),

Table 1, Farmers! Cooperative Marketing and Purchasing Association:
Number, Membership, and Business, United States, 1939 and 1949

¢ Marketing ¢ Purchasing

s _Agsogiations_: Associations : Total
: 1939 1949 31939 1949 ; 1939 1049

Associations Listed 8,051 6,922 2,649 3,113 10,700 10,035

Estimated lMembership
in Thousands 2,300 4,075 90 2,509 3,200 6,584

Estimated Business in
Millions of Dollars 1,729 7,083 - 358 1,643 2,087 8,72

Sowrce: Agricultural Statigtics, 1951, United States Department of Agricul=-
ture, lashington, D, C., 1951, Table 654, p. 568.

South Dakote cooperatives show a similar trend. From 1939 to 1950 the
membership in marketing and purchasing cooperatives doubled and the volume of
business increased four times, At the same time the number of cooperative

associations has decreased (Table 2).



Table 2, Farmer'!s Cooperative Marketing and Purchasing Associations:
Number, Membership, and Busineass, South Dakota, 1939 1/ and 1950 2/

Marketing ¢ Purchasing

i 193¢
Associations Listed 252 210 70 2 322 302

)
.2
O
(]
O
\n
O

"~

Estimated Membership
in Thousands 58 97 17 40 75 137

Estimated Business in
Millions of Dollars 23 111 A 18 27 129

1/ "Statistics of Farmers! Marketing and Purchasing Cooperatives, 1938-39
Marketing Season,™ Farm Credit Administration, Miscellaneous Report No. 21,
June 1940, pp. 31=34,

2/ "Statistics of Farmers! Marketing and Purchasing Cooperatives, 1950-1951,"
FarmBngdit Administration, Miscellaneocus Report No. 169, March 1953,

Pp. -~ 9.

3/ 1950 includes the percentage of business done in the state by regiomal co-
operatives while in 1939.these figures were not included.

Handling such a great expansion in volume requires a considerable increase
in capital, More fixed capital is needed when physical facilities are expand-
ed to take care of the inereased volume, Operating capital also has to be
increased when more volume is handled.

If the membership increased proportionally to the volume increase, the
per member investment could remein fairly constant, However, this was not
the case, Therefore, each member needs to furnish more capital, How to ob-
tain this additional capitel from the members is a definite problem,

There are two main factors that have led to the inerease in dollar vol=-
ume which causes the increased need for capital, One factor is the rising
level of prices, Since just before World War II up to the present, we have
witnessed a general rising price level. The other factor is the expansion

of cooperatives both vertically and horizontally. They have been handling
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more physical products as well as adding additional products and services.
Also, there has been an expanzion in cooperatives going into mamufacturing
and wholesaling, which means more financing of the regional cooperatives by
local cooperatives.

It is difficult to tell which of the two factors, rising level of
prices or business expansion, has had more influence. Chart 1 gives some
indicatien of the relative importance by showing the actual volume of
business as compared to the volume of business adjusted for price changes,

There are also other reasons for cooperative financing being important
today. For example, farmers are having a more difficult time obtaining
credit, This is causing the farmers to call upon marketing agencies such
as cooperatives to extend credit, which puts an added load on capital
resources,

The trend of increased volume per member raises several questions.
What is the need for permanent and working capital now as compared to some
previous time? Vhat are the methods employed by cooperatives in obtain-
ing capital? How efficient are these methods? Vhat are the members!?
reactions and opinions as to financing of cooperatives? 1In an attempt to
answer these questions, this study was made,

Rurpose

The purpose of this study was to examine and evaluate the financing
methods of South Dekota Cooperatives. There has been no previous work dne
on this in Sputh Dakota. Three previous studies have been made on South
Dakota cooperatives but very little was included about fimancing. 1/

1/ Brown, L, M. and Penn, R. J., "Cooperatives in South Dakota," South
Dakota Experiment Station Bulletin No. 328, April 1939.
Brown, L, M. and Hedges, H,, '"Farmers! Elevator Operations in South
Dakota," South Dakota Experiment Station Bulletin No. 351, June 1941.
Cotton, W, P,, Lundy, G,, and Brown, L. 1l,, "Cooperative Creameries in
imz;h Dakota," South Dakota Experiment Station Bulletin No. 363, July
942,



Chart 1, Growth of Farmers! Cooperative larketing
and Purchasing Associations, 1929-30 to 1949-50,
United States
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Minnesota conducted a study in 1950 on cooperatives in that state. 2/ Iowa

conducted a study on farmers! opinions of cooperatives; however, this was

mainly a sociological study. 3/

Erocedure
To evaluate the financing methods properly, the opinions of the members
are very important., Therefore, the study was divided into two parts: (1) the
cooperative associations, and (2) the members of cooperatives, The field work
wvas started in August 1952 and completed in March 1953,
Studv of the Assoclationa
The study includes 25 elevator, 25 oil, and 10 creamery associations.

Other types of cooperatives were not considered. The cooperatives were select-.

ed by random samples from available lists of South Dakota cooperatives, Ele~

vator associations were obtained from a directory published by the Farmers

Elevator Association of South Dakota, oil associations were obtained from a

list furnished by the South Dakota Association for Cooperatives, and creamery

associations were obtained from a list prepared by the South Dakota Dairy

Association. The cooperatives were listed in alphabetical order according

to town. Separate lists were made for each type of cooperative, Random

samples were taken from these three lists, Many associations had a combina-

tion of elevator and oil, These were included in the elevator list unless

it was found later that the elevator department of the business was the minor

department,

m . Fo, Manning, T, W,, and Jesness, O. B,, "Statistics of Farmers!
Cooperatives in Minnesota, 1950," University of Minnesota Agricultural
Experiment Station Bulletin No. 412, June 1952,

3/ Beal, G. M., Fessler, D. R., and Uakeley, R. E., "Agricultural Cooperatives

in Iowa; Farmers' Opinions and Community Relations,® Iowa State College
Agricultural Experiment Station Research Billetin No. 379, February 1951.



6

The information on the individual cooperatives was obtained by personal
interview with the manager and from the cooperative's records. Each coopera=
tive was asked for a copy of its last anmual statement. In some instances
the manager did not have all the information available, but in the majority
of the cooperatives the more important information was obtalned.

The information to be gathered was divided into four large categories:
(1) general information on the cooperative; (2) the need for and use of capi-
tal; (3) the capital structure; and (4) the cooperatives relations with re-
gional cooperatives,

Membarship. Study

It was decided to include 150 members in the membership study. At the
outset an attempt was made to select the members by random sample from the
cooperativet!s membership 1list. This proved unsuccessful because many of the
lists were out of date. In most cases, those making the last transaction on
a certain day were selecteds From elevator associations, 61 members were
chosen, from oil associations, 59 members, and from creamery associations, 25
members, It should be brought out that the members were not selected from
all the cooperatives., It should also be emphasized that although they were
selected from a certain type of cooperative, the majority also belonged to
other types. The data from each member was obtained by personal interview.



CHAPTER 2
MEED FOR AND USE QF CAPITAL
Size.of South Dakota Cooperatives

Cooperatives in this study on an average show an increase in size vthen
compared to cooperatives in South Dakota a few years ago. An increase is
evident both in average volume handled and in average number of members and
patrons.

Table 3 shows the relative size of the cooperatives included in the study,
The largest number had a membership within the range of 200 to 500 members.

Table 3, Size of Cooperatives by Number of Members

dumber. of lembers Elevator oll Creamery _ Total
Less than 200 4 3 2 8
200 - 500 11 10 A 25
500 = 1000 8 7 3 18
Over 1000 2 5 2 9

A previous study made in South Dakote shows the average number of patrors
and members in 1937, 4/ A decided increase may be seen when comparing these
results with the results of this study (Table 4).

Table 4. Average Muber of lMembers and Patrons of Cooperative Associations
in South Dakota, 1937 and 1951

Type of Association Average MNumber of Members : Average Number of Patrons

1937 1951 1937 PR L7
Elevator 137 428 261 487
0il 276 588 458 632

Creamery 385 54,8 667 637

F Brown, L, M. and Penn, R, J,, "Cooperatives in South Dakota," South Dakota
X %periment Station Bulletin No, 3264 April 1939, Tables 1 and 3,.pp. 6 and
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Since the cooperatives in the study were chosen by random sample, they
should be typical of South Dakota cooperatives. Therefore, they should be

comparable to the previous study made by complete enumeration. By comparing

the two studies, an increase is evident., This means there are more members
now to finance cooperatives, At first this would appear to make the financing

burden per member lighter, but first the dollar volume must be compared be-
tween the two studies,

Table 5 shows the size of cooperatives-in the study by dollar volume

handled. It can be seen that elevators and creameries had a larger volume
than did the oil associations.

Table 5, Size of Cooperatives by Dollar Volume Handled

Yolune Elevator. 0il Cresmery  ITotal _
Less than 100,000 0 A 1 5
100 - 200,000 3 9 1 1
200 - 300,000 3 7 1 1
300 - 400,000 3 1 0 i
400 - 500,000 3 3 2 8
500 - 1,000,000 8 1 5 VA
1,000 - 2,000,000 5 0 0 5

It 1s also possible to see the trend in dollar volume of business by
comparing the results of this study, with those of the previous South Dakota
study. 5/ (Table 6),

%7 InId.; Table 4, p. 10



Table 6. Average Dollar Volume of Business Handled by South Dakota
Cooperatives 1936 and 1951

Type of gioe 2 Averas :Average Total
Asscciation ;. 1936 1951 . ¢ 2036 19511 1936 1951
Elevator 18,460 110,995 1/ 44,592 554,108 63,052 638,464
011 49,62 218,801 36 0 49,660 218,801
Creamery 2/ 1,669 == 139,087 - 140,756 496,719

1/ Vere only nineteen elevators that indicated any purchasing.
2/ Only one reported any purchasing so not included in total,

A comperison of the average dollar volume of business in this study to
volume reported in the previous study, shows a tremendous increase., A portion
of the increase in elevator associations can be attributed to low crop produc-
tion in 1936 which did not give elevator cooperatives volume, Generally,
however, the increase can be attributed to an actual increase in dollar
volume, It represents a much larger inorease than was evident in the increase
seen in membership. This means that there is more dollar volume of business
per member now than there was formerly. The individual member therefore must
finance a larger volume of business.

Capital Reguirements

The previous section brought out there would be additiomal capital re-
quired to finance the increased volume, However, it did not give any indica-
tion as to the additional amount needed.

In the study of the associations, an attempt was made to collect these
data, The recerds were studied to determine the fixed assets, average working
capital, ard the tuventory value at the end of the 1951 fiscel year, The same
data was to be oLuvained for 1939, The reason for selecting this year was
because it represented a year previous to the rising price level. However,
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it was difficult to find records for that year at many cooperatives. Many
had not been: organized at that time. To get a large enough sample it was
necessary to include a combination of years in that period for comperison
purposes. The increased need for capital can be seen in Table 7.

Table 7. Average Fixed Assets, Average liorking Capital, and Average
Inventories in South Dakota Cooperatives, 1939 and 1951

¢ Average Fixed Assets : Average llorlking : Average
Type of - 2 ¢_..lnventories. .
Association 1 1939 1950 e 31939 195131939 1951,
Elevator 10,930 1/ 52,500 13,540 3/ 49,610 20,380 1/ 113,630
0il 7,680 2/ 40,420 15,460 2/ 54,400 6,100 2/ 32,000
Creamery 10,310 3/ 33,700 11,790 3/ 36,200 6,240 3/ 17,860

1/ Includes five with 1939 figures, two with 1938, and two with 1941.
&/ igz%udes six with 1939 figures, two with 1940, two with 1941, and one with
3/ Inclt'ldes two with 1939 figures, one with 1940, éne with 1941, one with 1942,
and two with 1943,

This indicates there is a definite increase in the need for capital, The
average depreciated fixed assets increased in these cooperatives from three
to five times their value in the previous period., Average working capital in
all cases tripled, Inventory values showed a tremendous increase in all cases.
Of course, some of this increase could be attributed to the cooperatives get-
ting into a better financial condition., This could be true in the average
working capital values, However, it seems that most of the increase can be
attributed to an inoreesed need.

The table also answers the questions of what the needed capital is used
for. The increased inventory values take much of the capital. There is

much more invested in fixed assets. The study also showed the accounts re-

ceivable on the average amounted to {18,443 for the elevators, $14,325 for
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the oil associations, and $4,598 for the creameries.
lnventories.and.dccounts Recelvable

Many cooperatives in the study were in o dAifficudt position due to
inventories and accounts receivable. These two items were analyzed for the
cooperatives which were able to furnish balance sheets, It should be empha=
sized that comparisons between types of cooperatives cannot be made when
analyzing inventories and accounts receivable because their needs are differ-
ent,

Accounts receivable were analyzed by calculating what percentage they
were of sales, Generally, the standard percentage of accounts receivable to
sales is 3 percent. 6/ lhen cooperatives in the study were compared to this
percentage it can be seen that many cooperatives are not in a satisfactory
condition as to accounts receivable (Table 8).

Table 8. Percentage of Accounts Receivable to Sales for Thirty-Three
Cooperatives by Type of Cooperative

Accounts Elevator 011 Creamery
fecedvable to Sales  Associations _ Associations. _Associations
Percent Mumber Number Mumber
0-3 4 5 [
3-6 4 6 0
6-9 1 1 1
9 - 12 0 3 0
12 and over 0 2 0

Inventories were analyzed by calculating how many times sales were great-
er than inventories. Generally, it is standard for sales to be eighteen times
greater than inventories, 7/ lhen cooperatives in the study are compared to
this figure it can be seen that many cooperatives again were not in a satis-
factory position (Table 9).
yme-;s Cooperative Association Comparative Report — Yardstick for your

cooperative association, 1951-1952, Kansas 6ity, Missouri,
2/ Ipig.



Table 9, Sales Times Inventories for Thirty<Three Cooperatives
by Type of Cooperative

Sales Times Elevator Creamery
~dnventory Aaﬂmia&igna___&am___hﬂmmm

45 and over 1 0] 2

36 - 45 0 0 2

27 - 36 1l 0 1l

18 -~ 27 2 3 Y

9 - 18 1 3 3

9 and under L 11 0

The results of the examimation of the accounts receivable and inventories
indicates that there is not only a need for capital but there is also a need
for better mamagement practices to economize capital, At the same time the
results show that accounts receivable and inventories are an important part
in creating a need for capital,
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CHAPTER 3
CAPITAL STRUCTURE
Methods of Fimapcing Cooperatives

Cooperative membership is largely made up of individuals patronizing
that particular business. The major portion of the capital must be furnished
by these members because no one else can be expected to finance their business.
The remainder may be borrowed. !/ithin the two broad categories available for
financing there are several methods open, Bakken and Schaars list as many
as fifteen, 8/ Of the various methods there are only a few that are common
and important,

Selling of capital stock is a common method of obtaining capital funds,
especially for a newly organized cooperative., These may be in either voting
or non-voting common stock or in preferred stock, which usually is non=vot-
ing. However, they must sell their capital stock to membere=patrons who are
usually limited in funds for investment purposes. This differs from corpora~
tions which are free to go to the national investment market for their funds,
Capital stock in cooperatives is usually limited by law as to returns and
amounts held by any one member., It can be seen that the sale of capital
stock is limited,

There are also non-stock cooperatives which get capital funds through
membership fees, These usually bear no interest and for reasons similar to
those stated for capital stock are rather limited for obtaining large amounts
of capital funds,

8/ Bakken, Hemry H, and Schaars, Marvin A., Tha Economics of Cooverative
Marketing, MeGraw-Hill Book Company,Inc., New York, 1937, p. 366~367.

SOUTH DAKOTA STATE COLLEGE LIBRARY
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The other direct method of obtaining funds from members is by borrowing
from the member, This is done in many areas, The member is issued a certi-
ficate of indebtedness, or some similar certificate, which bears interest and
has a due date. Many are for a short term and cannot be considered permanent
capital, This also requires a cash investment by the member and is again
1limited because of the limited funds for investment purposes cooperative
members have,

With the previously stated methods being limited, it means that coopera-
tives must frequently resort to an indirect method of obtaining adequate funds
from members, To accomplish this, patronage refunds are deferred. The ad-
vantage of this method is that no direct cash outlay is required by the member
and still the member is furnishing the capital. In the early 1930!s this
method became common and it is employed extensively today.

After the patromage refunds have been deferred, it is possible for them
to be considered either member equities or liabilities to the cooperative,
Many associations put the deferred réfumds into capital stock, which are de~
finitely member equities, However, many associations put them in certificates
of indebtedness, or some similar certificate, which would ordinarily make
them liabilities to the association,

The cooperative may elesct to pay income tax on deferred refunds, If
this is done the refunds do not have to be allocated to each member and they
can be added to a permansnt fund, However, if the cooperative does not pay
income tax, deferred patronage refunds must be allocated to the patrons, If
the cooperative is a tax exempt cooperative, it must allocate the refunds to
the patrons, If the association is not tax exempt, it may or may not allocate
the refunds, but it is required to pay income taxes if it does not allocate

them to members,
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Borrowing of funds from some outside sowrce is the altermative other
than member fimancing open to cooperatives, This is a secondary method be-
cause without sufficient member financing they would be unable to obtain
loans, The more important private sources of credit are commercial banks,
private marketing and supply firms, insurance firms, and other individuals.
Some of these private lending agencies have not been sympathetic toward coop~-
eratives, However, to offset this somewhat, the Bank for Cooperatives under
the Farm Credit Administration was established to furnish needed capital to
cooperatives which meet certain requirements. The banks offer complete cre-
dit services to cooperatives through three types of loans, They make short
term commodity loans, which are secured by first liens on farm products or
supplies, operating capital loans to supplement the cooperatives working capi-
tal, and facility loans for assisting in financing or in refinancing the
cost of construction, purchase or lease of land, buildings, equipment, or
other physical facilities., The regional cooperatives are also very important
in furnishing credit to local cooperatives.

Cooperatives are also required by law in South Dakota to set aside re-
serves, OtRer states usually have simiiar laws.

Mamberahip Capital

A1l except one of the associations in the study were ¢capital stock coop-
eratives, One of the elevators, however, had a mixed stock and membership
structure, The one clear exception was a creamery which had strictly a mem=
bership structure,

The o0il cooperatives had a much larger percentage in capital stock than
did the elevator and creamery associations. Ilargely responsible for this is
the practice many oil associations follow in alloocating their deferred refunds
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into stock credits. A very small percentage of the capital stock was in pre-
ferred stock., Elevator and creamery associations had larger percentages in
deferred patronage refunds and in allocated reserves, Creameries also had a
larger percentage in wmllocated reserves and surpluses,

To see what the capital contributions were per member, each type of
equity was divided by the total membership., The contributions are made by
both cash investments and by retained patronage refunds, with the amount by
retaining considerably larger.

The average investment per member in the oil associations was (226,21,
The average member investment for elevators was 166,43, which is smaller
than the 0il association, Still smaller is the investment per member in
creameries, which was $97,24. Table 10 shows the total equities in the asso~
clations broken down by type of equity. It also shows the average per member
in each type of equity,

Table 10, Total Investment and Average Investment per Member
by Type of Cooperative

Pre-  Part Deferred Unallo~
Coumon ferred Paid Patron- Allo~ cated
Stock Stock Shares age cated Reserves Total
Refunds Reserves Surpluses
Total ALl
Investments

Elevator 1/ 643,678 30,335 186,339 690,436 348,858 433,225 2,368,891
oil 2/ 1,657,774 27,625 42,586 239,916 113,366 366,791 2,448,059
Creemery 3/ 93,013 == 16,214, 98,821 86,904, 223,068 518,020

Average Per

Member
Elevator 61. L7 20 90 17079 65093 36 .75 41.37 2260 21
01l 112,70 1.88 2,90 16,31 7.7 24,94 166.43

1/ Includes twenty-four associations and 10,472 members.
2/ Includes twenty-five associations and 14,709 members,
3/ Includes nine assoclations and 5,327 members.
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Borroved Capital

It has been previously stated that borrowing is the second alternative
in firancing cooperatives, Of the cooperatives studied, surprisingly few had
borrowed funds at the end of the fiscal year. Twelve of the elevator associa-
tions, 13 of the oil associations, and 7 of the creamery associations report-
ed no borrowed funds,

Borrowing from members was employed by some cooperatives in the study.
At the end of the year, elevator associations showed borrowed funds from
members of $122,595 and oil associations of $35,100,

The predominant source of credit from outside sources came from regional
marketing and purchasing cooperatives., Credit from commercial banks, Banks
for Cooperatives, and private marketing and supply companies were about the
same (Table 11),

Table 11. Sources of Loan Funds by Percentage at the End of
the Fiscal Year by Type of Cooperative 1/

: Private : ﬁegioml tCertificatess

$
Commercial : Bank for :Marketing : lMarketing : of Indebt= :
Banks :Croperatives:and Supply:& Purchasing: edness to : Other
s sCompanieg :Cooperatives: Members . i
£levatorg
8 22 12 35 23 Y
il
16 1] 19 32 28 2
Creaperdes
5 0 0 95

1/ Thirteen elevator, twelve oil, and three creamery associations reported
borrowed funds,

The maximum borrowed funds needed during the peak seasons of the year
was considerably largey than those shown at the end of the fiscel year. This
is especially true for elevator associations,. Where oil and creamery associa=-
tions witness a relatively even trend during the year in business volume, ele-

vators have very definite seasomal changes in volume of business,
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The normal amount of funds needed during the year is not much higher
than those indicated at the end of the fiscal year. Table 12 gives the
comparison of peak needs and normal needs with the amount shown at the end
of the fiscal year,

Table 12, Total Amount of Loans Needed During the Fiscal Year
by Type of Cooperative, Maximum and Normal 1/

Maximum Amount Normal Amount

Type of Total Amount at  Needed During Peak Needed During
dasoclatdon  FEnd of Figcal Year Season Ygar
Elevator 525,610,62 993,300,00 560,800,00
011 124,982,76 162,200,00 128, 850,00
Creamery y 39,689. 12 50,000.00 33’0000m

1/ Thirteen elevator, twelve oil, and three creamery associations reported
borrowed funds,

2/ Does not include:one creamery association which had a large loan at the
end of the fiscal year, but did not indicate maximum and normal amounts,

The interest rates that cooperatives had to pay generally ranged from
3 to 6 percent, One cooperative had a loan at 8 percent interest, but this
was a large loan with greater than average risk. Thus, cooperatives are
able to borrow funds at reasomable rates of interest.

By comparing the capital furnished by members, with borrowed capital,
it can be seen that cooperatives in the study are largely fimanced by members,
This is true especially for the oil and creamery associations., Elevator
associations, however, depended more on borrotiing, especially at the peak
seasons when they indicated their need for borrowed funds was close to one
million dollars while their total members! investment was 2,3 million dol-

lars,



CHAPTER 4
PERMANENT AND SHORT=TERM CAPITAL
dhe. Jature of Capital in.Cooperatives

Businesses have two types of capital, permanent and short-term, Per-
manent capital is needed for fixed assets and for the minimum amount of work=-
ing capital needed over a period of years, Short-term capital is needed to
cover the fluctuations above the minimum amount of working capital needed, It
is important that there be a clear distinction between permanent and short-
term capital., To be able to operate cooperatives efficiently, managers should
have a clear idea of the amounts in each of the two types. Members should
also have a clear idea of what is permanent and short-term capital in order
that good membership relations may exist. However, in most cooperatives it
is difficult to distinguish between permanent and short=term capital,

The major cause of this difficulty in distinguishing between the two
types of capital is the interpretation of deferred patronage refunds, 1hen a
cooperative defers patronage refunds, it may put a due date on the refunds,
Then it is relatively easy to determine whether the deferred patronage refunds
are permanent or short-term capital by the period of ysars the deferred patron-
age refunds are to remain in the cooperative. Many cooperatives, however, have
no due date on their deferred patromage refunds, If this is the case, it is
indefinite as to which type of capital the deferred patronage refunds are
becauge it is up to the members how long the refunds shall remain in the
cooperative, Since members may at any time vote to pay the deferred patron-
ege refunds, the refunds cannot be considered permanent capital,

If deferred patromage refunds are to be considered short-term capital, it
is still difficult to tell what is the amount in each of the two types of
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capital by examining the balance sheet of cooperatives, The cooperative may
allocate the refunds to a revolving fund or some gimilar fund which shows up
on the balance sheet but some of this could have a long revolving period so
it wouldn't be short=term capital, Other cooperatives may allocate deferred
patromage refunds to capital stock and it will then show up on the balance
sheet as capital stock with no indication of the amounts in permanent and
short-term capital, If the deferred refunds are allocated to stock permanent-
ly there is no question that all the capital stock is permanent capital, How=
ever, the cooperatives which follow the practice of revolving capital stock
or paying a percentage of the stock out each year cannot consider their en-
tire amount of capital stock permanent capital,

Besults.of Studv.as ko Permenent.and. Shori=Term.Capital

In the study an attempt was made to separate the capital into permanent
and short-term capital. This had to be an arbitrary breakdown. because there
was no clear distinction in the cooperatives as to the amounts in each type.
Since deferred patronage refunds are of a temporary nature it was decided to
consider them as short~term capital, with capital stock, reserves, and sur-
pluses considered permanent capital. Fifty percent of the oil associations
had deferred patronmage refunds included in their capital stock, Since the
majority of these associations had the amount deferred in the past five years
available, it was decided to consider this amount short-term capital, By
subtracting the amount deferred in the last five years from the total amount
of capital stock, the permanent capital was derived.

There was a great variation among individual cooperatives in the study as
to the percentages in permanent and short-term capital, Some cooperatives
had practically no permanent capital while other associations had practically
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all their funds in permanent capital., Creamery associations on an average
had a higher percentage in permanent capital than did the other two types of
cooperatives (Table 13), A partial explamation for this is that creamery
asgociations have been in existence longer than oil or elevator cooperatives.

Table 13, Percentage of Permanent and Short-Term
Capital by Type of Cooperative

Type of Percent Percent
Cooperatdve Perpapent Short=Term..
Elevator 71 29
oil V/ 61 39
Creamery 81 19

1/ Includes ten associations with complete data and ten associations with
data adjusted by subtracting the deferred patromage refunds for the last
five years from the total capital stock., Data for five associations was
uravailable,

After making this breakdown, the amount of permanent capital in relation
to the amount of fixed assets was examined, It is normal good business prac-
tioe for any business to have at least sufficient permanent capital to..cover
the fixed assets, One of the better known authorities on cooperative financ-
ing pointed this out: "In my opinion, the long-term capital, - and by long-
term capital I mean with not less than a twenty=five year due date, and pre-
ferably with no due date such as capital stock, = should be related very close=-
1y to the value of the physical facilities," 9/

In the study there were fourteen associations which had insufficient per-
manent capital to cover the value of their fixed assets while other coopera-
tives had permanent capital which exceeded the value of their fixed assets
(Table 14).

m Matthew M., "Transfer From Revolving Fund Capitel to Permanent

Capital Financing," American Cooperatiop 1949, American Institute of
Cooperation, Washington, D. C., 1949, p. 647.
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Table 14. MNmber of Cooperatives 'hich Had Sufficient Permanent
Capital to Cover Fixed Assets by Type of Cooperative

Mumber 17/ithout

Type of Mumber with Sufficient Sufficient
Cooperative Pexpanent Capital Permapent Capital

Elevator 17 8

0i1 1/ 20 0

Creamery 4 6

1/ Includes ten associations with complete data and ten associations with
data adjusted by subtracting the deferred patronage refunds for the last
five years from the total capital stock. Data for five associations was
umvailable.

The amount of permanent capital can be further examined by comparing it
to a cooperativels total assets, There were only three cooperatives in the
study whose permansnt capital was 75 . percent or over of their total assets,
Many agsociations fell as low as 15 to 30 percent (Table 15).

Table 15, Permanent Cepital as a Percentage of
Total Assets by Groupings

Permanent Capital
Lo Jotal Apgets

- Eleyator il Creamery
Percentage No. No, No,

Over 90 0 0 2

75 = 90 0 0 1l

60 - 75 4 6 0

45 - 60 7 6 0

30 - 45 5 5 5

15 - 30 7 3 2

Under 15 2 0 o}

1/ Includes ten associations with complete data and ten associations with
data adjusted by subtracting the deferred patronage refunds for the last
five years from the total capital stock. Data for five associations vas
unavailable,



CHAPTER 5
MEMBERSHIP STRUCTURE

The ideal membership situation of a cooperative is one where all
members are patrons and all patrons are members or becoming members, It
is not a healthy situation when there are considerably more members than
patrons or vice versa., E, A, Stokdyk brings this out when he said, "How-
ever, when members cease to patronize cooperatives, their point of view
changes and they become more concerned about dividends on invested capi=-
tal than about returns on products or refunds on purchases, If, there~
fore, some provision is not made to return the withdrawing members' in-
vestment, as time goes on and more members cease farming, a sharp con-
flict may arise between the present patrons and the expatrons." 19/

The cooperatives in the study were asked how many members and how
many patrons they had, By looking at the total nmumbers, it appears that
these cooperatives had nearly a corresponding membership, because the
total number of members and the total number of patrons uWere nearly equal
(Table 16).

Table 16. Total Number of Members and Patrons by Type of Cooperative

Mmber of Number of
Iype.of .Cooperative Members Datrons
Elevator 10,697 12,160
011 14,709 15,788
Creamery 5,477 5,930

However, the total members and total patrons do not give a true pic-
ture because some eooperatives have an excess of members over patrons

while others have an excess of patrons over members and the two balance

10/ Stokdyk, E. A,, "Financial Structure and Polieies of Cooperatives,"
American Institute of Cooperation, Philadelphia, October 1945, p. 4.
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each other., For example, one oil association had 455 members and 1,179
patrons while another oil association had 600 members and 200 patrons.
Several cooperatives do not have a corresponding membership as the totals
would indicate,

Much of this discrepancy between number of members and number of
patrons can stem from the practices followed by cooperatives in their
handling of members' equities in case of death, retirement, or leaving the
community, If the associations have no plans for retiring these equities,
they will soon be carrying numerous members on the books who are not
patrons, Some may be dead while others may live hundreds of miles
away., Also there is the problem of prospective members not joining a
cooperative because they will never be able to get their investment back
when they no longer are able to patronize the cooperative,

The majority of the cooperatives in the study pay out cash in case
of death, All except three cooperatives buy in capital stock, but some
of these cooperatives do not pay out patronige refunds and other member
equities., Vhen a member leaves the community the majority also pdys out
cash but not to the same extent as in the case of death, There are more
cooperatives again which retire capital stock than pay out patronage re-
funds or other member equities. Fewer cooperatives pay out capital
stock, patronage refunds and other equities when a member retires from
farming (Table 17).
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Table 17. Handling of Member Equities in
Case of Death, Ratirement or Departure

tCapltal Stock :latropage Refundst Other fouities
¢ Pay ¢ Pay ¢ Pay
s n
Elevators 2, 1l
011 2/ 22 2
Creameries 3/ 9 0
Total 55 3
Elevators 1/ 22 2
0il 4/ 17 6
Creameries 2/ 9 0
Total JA:; 8 40 16 38 18
Elevators )/ 19 5 15 8 15 8
011 &/ 9 L 7 16 6 17
Creameries 2/ 9 0 9 1 8 2
Total 37 19 31 25 29 27

1/ One association retains all if member owns land in the community
except in case of death. One association pays out capital stock in
all.thfee.cases but only 15 percent of patronage refunds and other
equities,

2/ Includes twenty-four associations, One cooperative leaveg all to the
discretion of the board of directors.

3/ One association has no capital stock.

4/ Includes twenty-three associations. Two cooperatives leave all to the
discretion of the board of directors.

There is a basic conflict between the ideal of keeping membership
current and cooperative fimances, Many of the cooperatives are probably
in such a finmancial position that they feel it is impossible to pay out
capital for stock, patronage refunds, and other equities.



CHAPTER 6
PATROMAGE REFUNDS

It has been brought out that if sufficient capital cannot be raised
from members by direct methods of finaneing, the cooperatives can rely on
the indirect method of deferring patromage refunds, The prevalence of
this type of financing can have a bearing on the capital structure of a
cooperative, How the deferred patronage refunds are handled can determine
the amount of permanent capital the cooperative has, It is the purpose
of this chapter to determine the prevalence of this type of fimancing and
to examine methods of handling deferred patronage refunds by cooperatives
in the study,

Cooperatives in the study relied heavily on deferring patronage re-
funds as a method of financing. A major portion of the elevator and oil
associations deferred at least a portion of the current year'!s savings in
1951, Creamery associations, however, did not use this method to as large
an extent, It should be pointed out that 50 percent of the associations
that deferred all the current earnings paid out seme cash refunds from a
previous year (Table 18),

Table 18. Distribution of Patronage Refunds by Type of Cooperative, 1951

Pay Entire " Defer a Portion

Type of Amgunt in and Pay a Portion  Defer Entire
Cooperagtive ____ Cash Currently  In Cash Ourrxeptly  _ Amouxt
Elevator 1/ 6 2 15
0i1 2/ 6 3 1,
Creamery 3/ 5 1 2

1/ Two reported a loss for the years operations,
&/ ™o could not find the data,
3/ One had no patromge refunds and one paid on a pool basis every month,
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To further point out the useage of deferred patronage refunds, two
elevator and nine oil associations reported they never had paid out any
cash on a current basis, Seven elevator, five oil, and two creamery asso-
ciations did not know when their last current cash peyment had been made.
However, nineteen elevator, eighteen oil, and all creamery associations
reported they had paid cash refunds either currently or for a previous year
at least once in the past five years.

Cooperatives differ as to the amount they will defer, Some associa-
tions will defer the total refunds, some only a percentage of the total
refunds, and some will defer none of the total savings. When the disposi-
tion of total patromage refunds as to amount deferred and amount paid out
in cash is studied for the cooperatives in the study, a still better pic-
ture as to the prevalence of this type of financing may be seen, In the
elevator and oil associations, over 50 percent of the current refunds were
deferred in 1951, Deferred refunds in creamery cooperatives were not near-
ly as high (Table 19).

Table 19, Distribution of Total Patromage Refunds by Type of Cooperative,

1951
Total Amount Current Cash Paid Out
Fafunds Deferred. __Cash Refund _For Previous Xear. .
Elevator )/ 411,706 209,630 202,076 58, 854
011 2/ 401,017 208,998 192,020 21,689
Creamery 3/ 183,053 37 ,71.8 145,305 10,189

1/ Includea twenty-three associations, Two cooperatives reported a loss
for the year'g cperations,

2/ Includes tyenty=-three associations, Two cooperatives could not find
the data,

3/ Includea eight associations. One cooperative had no patronage refunds
and one cooperative paid on a pool basis every month,
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It can be seen that deferring patronage refunds is being employed
extensively as a method of fimancing cooperatives, Undoubtedly the rea-
son for this is that members are not making sufficient direct investments
to adequately finmance their cooperatives, In many instances it probably
means that members are fimneing cooperatives against their wishes, How=
ever, the majority must want this method or otherwise it would not be used
as extensively as it is,

Handline.of Deferred Patropege Refunds

After the patromage refunds have been deferred, they may be handled
in various ways, The refunds may be put into a revolving fund or somes simi~-
lar fund vhere the deferred patronage refunds are revolved out or a percent-
age of the total amount is paid yearly. Some associations may put a defin-
ite period on the deferred patronage refunds, but the majority usually have
no due date, Usually it is assumed that the refunds will be paid out in
a short period of time regardless of a due date,

Some cooperatives allocate the deferred patromage refunds into capital
stock and then revolve or pay a percemtage of the capital stock, This has
the same features as the revolving funds or similar funds mentioned pre=-
viously,

Other cooperatives have made a practice of allocating deferred patrone
age refunds to capital stock permanently. When this is done there is no
need for further handling of the deferred patromage refunds,

There are also cooperatives which have deferred patromage refunds
4nd have no definite plan for handling them, This makes it difficult to
explain to the members what is happening to the deferred refunds,
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Of the various methods used in handling of defersed refunds, the

revolving fund was employed the most, The o0il associations had a common
practice of allocating refunds to stock credits and then revolving the
stock, The other two types did nct employ this method. A few made a prac-
tice of paying a percemtage of the entire amount df deferred refunds out
instead of using a revolving basis. There were 1. that had no plan (Table
20).

Table 20, Number of Cooperatives Using Various Methods of Handling Deferred
Patronage Refunds

Revolv- Percentage Allocate Do Not
Revolwv~ ing Paid of to Capital  Defer
Type of 1ng Capital Total Defer- No . Stock Patromgo
Elevator 12 0 2 o 0 6
011 5 10 3 4 - 1 2
Creamery 1l o] e 5 0 4

With the exception of two cooperatives, all the cooperatives which
withheld patromage refunds notified members about the amounts deferred by
means of letters, Ons 0il association notified the members by issuing
revolving fund certificates and one creamery issued certificates of indebt-
edness,

The one association issuing revolving fund certificates had a due date
on the certificates. The majority of the cooperatives using the revolving
fund method had no fixed period of revolving., Two elevators and one oil
association had definite periods of one, four, and five years, However,
the associations which had a definite period to the revolving fund were not
obligated to retire the deferred patronage refunds in that period of time.

The o0il association that issued revolving fund certificates and the
creamery association that issued certificates of indebtedness paid interest
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on the deferred refunds, Only one association paid interest on the amount
in the revolving fund.

Deferred patronage refunds may be carried in either the members!
equity or the liability section of the balance sheet, It is misleading
when a cooperative carries deferred patromge refunds of a comparatively
short=term mture %1 the equity section, In the study, forty associations
carried the deferred patronage refunds in the equity section while eight
associations carried them in the liability section, Twelve associations
did not have any deferred patromage refunds,

There was an indication that a few of the cooperatives were looking
for better methods of handling deferred patromage refunds than the revolv-
ing fund method, Two elevators and two oil associations had changed from
the revolving fund methode A few other cooperatives indiecated they were
thinking of going to a different method. The trend of those changing was
to recapitalize and put the amount in the revolving fund into capital stock,
with the feeling that much of the revolving fund was invested in fixed

agsets,



CHAPTER 7
MEMBERSHIP RELATIONS AND OPINIONS

Frequently within cooperatives couflicts arise between members, boards
of directors, and mamgers. Mamgers, for example, are responsible for
day to day business transactions, Because of this, they often want to
take over policy meking., Actually it is the job of the manager and the
board of directors to formulate policies, but they should make it a point
to let the members have a voice by giving the members a chance to vote on
important policies, The manager and the board of directors should especial=-
ly do this when determining methods of fimancing, because it is the members!
capital that is going into the cooperative. The major portion of the mem=
bership study was set up to find out the members! opinions about financing
and to get their feelings as to the opportunity of participating in policy
decisions, Same of the questions were set up to find out the members?®
opinions by the action the member has taken, such as the investments made
in cooperatives,

Iovestments.in. Cooporatives

Cooperatives are a part of the farm enterprise, By joining coopera=
tives, the members have taken over the function of the middleman and
vertically integrated their farm enterprise one or more steps closer to
the fiml market, Since cooperatives are a part of the farm enterprise,
members should invest in their cooperatives as willingly as they invest
in the rest of the farm enterprise,

To better see the average member?!s investment in cooperatives, the
study attempted to find the investments in cooperatives and the investments
in the rest of the farm enterprise. Many of the members had no idea of
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their investments but sufficient data was ocollected to give some indica=-
tion as to the relative amounts in the cooperatives and in the farm enter~
prise,

It was found that the average cooperative member in this study belong-
ed to two cooperatives, In these two cooperatives he had an average in-
vestment of $350, The same average member had an investment in land,
buildings and machinery of %$38,500, Thus the average member's investment
in cooperatives totaled less than 1 percent of the investment in his farm
enterprise, with only an average investment of $175 in each cooperative,
This investment seems relatively small in view of the tremendous increase

in volume of business the last few years.

An attempt was made to find out what is the members! willingness to
invest in cooperatives. Two approaches were made to this question.

First, the members were asked whether cooperatives are of enough im-
portance to farmers that they should invest some of their operating capi=-
tal in cooperatives in the same manner that they invest money in land and
equipment, Eighty=-six percent answered "yes," 13 percent "no," and
1 percent had no opinion. This indicates that members consider coopera-
tives of enough importance to invest some of their operating capital in
cooperatives,

Secondly, an attempt was made to find out how much they would be will-
ing to invest in local cooperativea, Forty=two percent indicated that they
would not invest any and 15 perocent gave no answer, However, of the 42
percent that said they would not invest any, many felt they had invested
sufficient funds previously or they did not have sufficient funds to invest
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any, Of the remaining 43 percent, most were willing to invest 100, some
indicated $200 and a few indicated {500 or aver,

In summary, the members generally think cooperatives are of sufficient
importance to invest some of thoir operating capital in cooperatives, but
when asked as to how much, about one=half said they would not or could not
invest any, It may be that they had invested enough of their farm capital
in cooperatives as compared to the remainder of their farm enterprise,

mbers! rence of Methods of F,

In order to find the members! preference as to how their local coop-
erative should be firanced, they were asked how they felt their local
cooperative should obtain needed additional funds, They were then given
four choices which were to be ranked in order of preference (Table 21),

Table 21, Members! Preferences in Fimancing Local Cooperatives

Methods of Fimancing Ranking &/
—=Sooperativeg L 2 2 L
Retaining patronage refunds until

capital is built wp 98 18 VA 12
Asking members to buy more shares

of stock 20 66 35 16
Sale of certificates of indebtedness

to the members 10 32 70 2L,
Borrowing capital 13 22 19 84

—

1/ Some members gave no opinion or partial answers,
The regults of this question indicate that members prefer to do the
firancing gf their cooperatives, However, they would rather have it done

indirec$)y by withholding patromage refunds rather than by a cash invest-
ment,
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The members were further asked whether they should (1) fimance their
cooperatives according to the amount of business they do with their coop~
eratives, or (2) all members should have an equal investment, or (3) they
should invest as much as they want, Forty=three percent indicated pree
ference for mmber (3), 29 percent indicated number (2), and 25 percent
indicated number (1). Although members preferred to finance by withhold=
ing patromge refunds, they felt it should be left open for members to in=
vest more if they so desired,

There is a contradiction in the answers to the two questions. Uhen
the members say they prefer to finance by withholding patronage refunds,
they are indicating that they should finance their cooperatives according
to the amount of business they do with their cooperstives, However, only
25 percent said they should finmance according to the amount of business
they do. Part of the conflict may arise from the cooperative principle of
members having equal investment, liembers may have had this principle in
mind when they answered the second question, In other cases the member
giving the opinions were willing to invest only the amount that was retain=-
ed from him, but if other members were willing to invest more than the
amount deferred, it should be left open for them to do so.

If cooperatives want to obtain additiomal capital by direct invest-
ment of members, it would help in their fimncing progrem if they knew the
type of investment farmers prefer, To find the members! preference, mem-
bers were asked whether they prefer to invest surplus funds in securities
with fixed values or securities with fluctuating values, The members
definitely preferred securities with a fixed value with 84 percent prefer-
ring that type as compared to 13 percent favoring securities with a fluctue=
ating value, Three percent had no opinion, These results indicate '
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that cooperatives would be wise to offer members securities with a fixed

value rather than fluctuating value when financing by a direct method.

Since members prefer to firance their cooperatives by the indirect
method of retaining patronage refunds, it is important to get members?
opinions about handling deferred patronage refunds. The study indicated
that there was a general lack of communication between the cooperative and
the members on this subject, This has led to some resentment by the mem=
bers to this type of fimancing.

Part of this resentment stems from the fact that cooperatives are. not
giving out complete information., Although 79 percent said they received
notification of patromage refunds withheld, 109 members out of 150 inter-
viewed did not know their total investment in deferred refunds, Many in-
dicated that they would like to receive an accrued statement of total in=
vestments each year from their cooperative as well as a statement of amount
withheld during the current yeer, There were also many who were ignorant
as to what the deferred petromage refunds were used for,

Another part of the dislike for deferred patronage refunds comes from
the fact that many cooperatives fail to pay out any cash refunds for years
at a time, Although only 1l percent had any objections to metbods used by
cooperatives to which they belong in getting funds from members, the major—
ity indicated they would like some cash refunds eaoh year, The members
must pay federel income tax on these refunds ithether they are paid in cash
or deferred, Therefore, if all the refunds are deferred, members have to
reach into their own funds to pay the tax, Resentment arising from this
source could probably be cured by paying at least enough cash refunds
each year to pay the income tax,



36

It is also very important to get the members! opinions as to how
deferred patromage refunds should be handled, To obtain these opinions,
the members were asked how they thought the deferring of refunds should
be done. Twenty=-eight percent indicated that stock should be issued for the
funds, 7 percent preferred revolving fund certificates, 7 percent prefer-
red certificates of indebtedness, and 23 percent felt letters of advice
as to net amount retained was sufficient.,

Forty=five percent indicated that these certificates should have a
due date, 27 percent indicated there should be no due date, and 28 percent
hed no opinion, Of those who felt there should be a due date, 56 percent
preferred five years, 30 percent preferred ten years, and 1, percent less
than five years,

hether to put a due date on the deferred patronage refunds is a dif-
ficult problem facing the cooperatives, From the cooperative'!s viewpoint,
it 1s not advisable to have due dates on deferred refunds, If the coop-
erative has a few poor business years, it may jeopardize the cooperative!s
firanoial position when the deferred refunds start coming due. On the
other hand, members look in favor upon due dates because they are then
assured of receiving the refunds in cash at a certain time, The members
are putting their own interests over that of the cooperative when they say
deferred refunds should have a due date.

Membara'. Opinions about Extending. Credit
One of the faotors that has contributed to increased need for funds

of cooperatives has been the demand upon cooperatives by their members far
credit,
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then the members were asked whether their cooperative should extend
credit to their members, 75 percent said they should. The majority felt
that the cooperative needed to extend credit in order to meet competi-
tion, However, the majority who indicated that credit should be extended
said that a definite credit policy should be followed by having a limita-
tion on amount and/or time,

If membership relations are to be favorably maintained, members! op-
inions as to extension of credit should be considered. The young farmers
who usually have insufficient operating capital need credit from some source,
However, the older farmers, who are established and have no need for credit,
and the cooperative leaders, who are watching out for the welfare of the
cooperative, feel that extension of credit is not one of the cooperative's
functions, If the cooperatives hope to maintain relations with their
members and hope to bring in new members, they must consider the farmer
who needs credit, The cooperatives could assist the members in giving
information about existing credit agencies. If existing credit agencies
do not adequately serve this function, cooperatives could take positive
action in seeing that such credit is made available, Until cooperatives
have carried out the necessary program, they may have to fimmnce a credit
program,

farticipation.bv Members

It is important that members have the feeling that they have a part
in decisions taken by their cooperatives, Cooperatives will have much
better relations with their members if members are given a voice in policy
meking, Answers to several of the questions in the membership study seemed

to bring out whether the members felt they had a voice in making decisions,
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The members were asked whether they had an opportunity to vote on the
distribution of savings at the anmal meetings of the cooperatives of which
they were a member, In answering this question, 59 percent felt they had
an opportunity, 2, percent felt they did not, while 17 percent did not know,

Members were then asked whether they actually did vote on the distri-
bution of savings at the anmurl meetings of the cooperatives where they
were a member, Thirty=four percent said they did vote while 66 percent
indicated they did not vote on the distribution of savings,

The members also were asked whether they felt that members participated
in decisions taken by cooperatives about the distribution of savings, Over
50 percent felt that msmbers did not perticipate in these decisions,

Then asked who made the decisions regarding the distribution of save
ings, 49 percent said the board of directors, 27 percent said the members,
and 24 percent had no idea, One member felt the regiomal ¢ooperatives did
the deciding, This point was checked further by asking the cooperatives
-.dn the stydy who mede the decisions whether to defer patromage refunds or
pay‘thom in cash currently., Ninsteen elevator associations, nineteen oil
associations, and six oreamery assoolations said the board of directors
did the deciding, Only six elevator associations, six gil associations, and
three creamery asseciatigns reported that the members decided, One creamery
operated on a pool basis and refunds were paid monthly,

There is a confliot between board of direotors, mamagers, and members
on policy making, The beard of directors and mamagers feel that they are
in a better position to actually know what is happening in their associa~
tion, This is usually true. However, the members feel they should have
a part in descisions taken by cooperatives, By comparing all these answers,
the study seems to indicate that members do not have this feeling.



CHAPTER 8
RELATIONS WITH REGIONAL COOPERATIVES
Importance of Regiopls

Regional cooperatives have been increasing steadily in importance.
With the growth of cooperatives, they have been finding it necessary to
integrate vertically in order to maintain the services and products neces-
sary, Sometimes it has been a matter of vertically integrating or going
out of business entirely.

In the study fourteen elevator, twenty oil and five creamery associa=-
tions belonged to regiomal marketing or purchasing cooperatives, However,
the five creameries did not sell through a regiomal but they purchased a
small amount of supplies from regiomnls, Many of the cooperatives, espe-
clally elevator associations, belonged to more tham one regioml,

A few of the other associations also have a amall amount of business
with regiomals even though they did not belong to the regiomal., There
were four elevators and three creameries that followed this practice,

The dollar volume of business that local cooperatives in the study
have done with regiomals indicates that regiomals are an important part
of the South Dakota cooperative system, Twelve elevator associations sold
$4,135,000 of grain through regiomal marketing cooperatives, Eight elee
vator associations purchased $1,099,331 of merchandise from regioral pur-
chasing cooperatives while the oil associations purchased $3,298,987 of
merchandise from purchasing regiomals. The oreamery associations bought
only a few thousand dollars worth of supplies from regionals.,
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Edrapcing of Reglonal Cooperatives
Membership of regioml cooperatives is largely made up of local asso=

clations scattered throughout a wide area, Some regionals also permit in-
dividuals to become members but largely it is local cooperatives that maks
up the membership, Therefore, local cooperatives have the major responsi-
bility for the fimancing of regiomel associations, Since local associa=
tions are made up of individual member—patrons, the load of fimaneing of
regiomals actually falls upon the members of the local cooperatives, There=-
fore, financing of regiomals is tied closely to the fimaneing of local
associations, It necessitates locals to have some of their capital tied

up in regiomal associations, which creates a need for additiomal capital

by local associations.

The regiomel cooperatives get their capital funds in much the same
way as do local associations, They may get the funds from the individual
members, which in this case are the local associations, or borrow the funds,
However, they have the additional method of getting it from individuals
who are members of the locals, The study was concerned only with funds
obtained from individuels and from local cooperatives, It did not attempt
to investigate other methods.

Very few members of local cooperatives in the study had made invest-
ments in regiomels, Seven members invested a total of {2,300 and three
members indicated they had invested a small amount,

Local cooperatives, however, had large investments in regiomals. A
complete brealdown of investments as to type was impossible., However,
the total investments show the importance of local cooperatives fimancing

of regiomals (Table 22).



4l
Table 22, Investments in Regiomal Cooperatives by Type of

Cooperative
Type of
Cooperative
Elevator 12 400,018,56 9 119,235.35
011 0 0 20 989, 153, 82
Creamery 5 3,362,88 0

Investments held by local cooperatives in regiomal associations may
be direct cash investments or indirect investments coming from the defer-
ring of patronage refunds, then patromge refunds are deferred, they are
allocated to each member cooperative which in turn may allocate them to
their member-patrons,

Very few cooperatives in the study mede direct investments in region-
als, Only six elevator and seven oil associations reported such invest=
ments, The six elevator cooperatives had a total direct investment of
$18,650, of which $2,100 was in stock and $16,550 was in certificates of
indebtedness, The seven 0il assooiations had direct investments of only
$575 which was all in stook,

The mn jor portion of membership investment was obtained imdirectly
by withholding patromge refunds. Nearly all of the patronage refunds
from the regiomls were withheld in 1951, with only four cooperatives re-
porting any cash refund paid currently by regionals in that year (Table 23).

Table 23, Deferred and Cash Refunds Received from
Regiomle by Type of Cooperative in 1951

A '-; : m

Type of Mumber t s
Cogperative mm:..mm:..wm_._mm_
Elevat 5,431.46 17 90, 378,76
o1 ¢ % 20 142,382,02
Creamery o] 0 2 340,39
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The revolving fund method was generally used in handling the deferred
patromage refunds by regional associations, Fourteen elevator associations
reported that they belonged to regiomals using the revolving fund plan
while only one indicated they did not., Two did not know if the revolving
fund plan was used. All twenty oil cooperatives belonged to regionals
having revolving funds, Five of the creameries belonged to regioml asso=
ciations using revolving funds while two did not know,

Special Problems in Handling Deferred Patrorage Refunds
Srom Beciqnal Asscciations

Yhen patromage refunds are deferred by regiomal associations, they
are allocated to each local cooperative according to patromage, The lo=
cal associations in turn have three altermatives for handling these re=
funds, They may combines the deferred petromage refunds from the regiomal
associations with their own deferred patromage refunds and make allooca=
tions to their patrons from this total. Another altermative is to allo=
cate the deferred patromage refunds from the regiomml associations separate-
ly from the savings on their own operations, The third altermative is to
pay income tax on the deferred patronmage refunds from the regiomal asso-
ciations and put them in swrpluses without allocating them to members,

When deferred patronage refunds from the regional association are
combined with their own deferred patromage refunds, many problems may
arise to the local assoeiation, Members will have an equity in or a claim
against the local cooperative for the amount deferred by the regiomal
assoclations., However, the local association may not have received any
cash for these deferred patromage refunds, If no cash has been received,
these refunds are represented by an investment in the regiomal and would
appear to the members to be readily available if called for. The regiomal
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cooperatives, however, may have a large portion of the deferred patronage
refunds invested in fixed assets which would make them unavailable. If
the members of a local assocjation looked at the belance sheet of their
cooperative and saw a large amount of deferred patronage refunds listed,
they might think the cooperative could pay out some cash., If the deferred
patromage refunds were tied up permanently in the regional association,
the financial position of the local association would be jeopardized.

The same thing could happen if the regional association went bankrupt,
because the local association would be faced with claims or equities.to
retire for which no cash may ever be received.

Another problem arises when the local association patronizes rezional
cooperatives in only a few of the products which it is handling, but
allocates deferred patronage refunds to members accerding to total pur-
chases or sales. /All members receive deferred patronage refunds from the
regional cooperative and contribute to its capital, but some may not use
products from the regional cooperative. The local association can solve
this by allocating deferred patromage refunds by commodity or by depart-
ment.

Then the deferred patronage refunds from the regiomal cooperative
are allocated separately from the local associationts own savings, the
balance sheet will show a balance for each of the amounts., The members
are not apt t0 think there is too large an amount in deferred patronage
refunds and, therefore, are not apt to vote for payment of the refunds.

Oninlona on Financing of Recional Cooperatives

When discussing the financing of local cooperatives, it was brought

out that the opinions of the members concerning different methods of
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fimncing should be considered., For regiomal associations that is equally
true. The management and board of directors of the regiomls are often
in conflict with the managemert and members of the local associations.
If the relations between regional and local associations are to remain
good, the regionmals must consider the opinions of the local associations,
However, regionals have two factions that must be considered, They are
the members and the mamagement of the local associations, Therefore,
opinions as to methods of financing were obtained from both the members
and the maragers of the local cooperatives,

In order to find the members' preference as to fimancing of region-
als , the members were given four methods to choose from. They were then
asked to rank these methods by order of prefarence (Table 24),

Table 24 . Memberst? Preferences in Financing Regional Cooperatives

Methods of Rankinz 1/

Ednanging 1 2.3
Defer savings (28 21 22 8
Sell stock or certificates of in=

debtedness directly to farmers 3 42 27 19
Local associlations invest in stock

or certificates of indebtedness 5 39 57 17
Borrow money 16 16 12 75

1/ Some gave no opinion or partial opinions,

Again the members feel that deferred patromage refunds should be
employed, with borrowing money used only after the other methods fail,
If the regionals are going to fimnce directly, the members would rather
do it than have the local association do it, The reason for this may be
that vhen members do the fimancing, the individval member has the choice
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of investing., lhen the local association does the investing, every member
is actually making an investment regardless if the member likes it or
not,

The members were then asked if they would invest in regiomal associa=
tions if asked to do so. Forty=two percent indicated they would, 39
percent said they would not, while 19 percent had no opinion, If the
regional were to obtain funds from farmers, 63 percent said they would
prefer stock, 28 percent said they would prefer certificates of indebtedness,
and 9 percent had no opinion, However, many of the members were unfamiliar
with the term gertificates of indebtedness, Members who had previous
experience with certificates of indebtedness rated them very high,

Members also felt that the sale of certificates of indebtedness should
be open to people other than farmers, Fifty-four percent said certificates
should be sold to others, 39 percent said they should be sold only to
farmers, and 7 percent had no opinion,

The second set of opinions as to preference of fimmncing cames from
the mamgers of the cooperatives in the study. Managers were asked how
regioml cooperatives should obtain additiomal capital for expansion of
facilities or other purposes, They were then given six choices which were
ta be ranked in the order of preference (Table 25).
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Table 25, Managers! Preferences in Finmancing Regiomal Cooperatives

Methods of Bankine 1/

Elnancing Regionals 1 2 3 L 5 6
Retain savings until capital

is built up 34 3 3 0 0
Borrow capital 4 17 5 9 0 9
Sell stock directly to farmers 13 10 3
Sell certificates of indebted-

ness to farmers or other indi-

viduals 2 6 9 13 5 ]
Local associations invest in stock

and if necessary obtain funds

from members (o} 4 6 5 22 3
Local associations invest in

certificates of indebtedness

and if necessary raise funds

from members 0 1l 7 6 6 20

1/ Some gave no opinion or pertial opinions,

The manmagers were similar to the members in preferring deferred
refunds as their first choice, but where members put borrowing capital
last, the mamagers ranked it second, A partial reason for the difference
of opinion is that the managers felt that they would probably be respons—
ible for getting funds from the members if the last four preferences were
employed and they felt this would be a difficult task, Many managers
also felt that regiomls would be competing for funds that their local
cooperative could use,

Managers also seemed to feel that the regiomals should go to the
individual member firet if using a direct method of fimancing, They prob=
ably felt that their local cooperative did not have the necessary capital
for making direct investments into regiomals,



47

Yauhaxa! Ouinlgns Abouf Relonzing o Bezicmal Coonevativad

The members! opinions about regiomals can easily affect the relation-
ships existing between local and regioml cooperative@, There are members
who believe their local cooperative should not belong to regional associa=-
tions, The members who have this feeling may belong to cooperatives
vhich are now affiliated with regionels or they may belong to cooperatives
which are not affiliated with regiomals, An attempt was made in the study
to find out whether members felt their local association should belong to
a regiomal cooperative, and to find out why some members felt their local
cooperatives should not belong to a regioml association,

First, the members were asked whether they felt that their local
cooperative should belong to a regiomal marketing association, Thirty=six
percent thought their local should belong to a regional marketing coopera-
tive, while 43 percent were opposed to belonging, Twenty-one percent had
no opinion,

Secondly, members were asked whether they felt that their local
cooperative should belong to a regiomal purchasing association, Fifty-
seven percent thought their local association should belong to a regiomal
purchasing cooperative while 17 percent were opposed to belonging, The
remaining 26 percent had ne opinion,

It can be seen that many more members would want their local associae
tion to belong to & regioml purchasing than a regional marketing coopera-~
tive. largely respcnsible for this difference of opinfion was the fact
that many indicated membership in regionnls would reduce the flexibility

of operations, This was more pronounced for marketing cooperatives,
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Many of the members had a resentment against regiomal cooperatives
because they felt regiomals had been too aggressive. in their campaign to
obtain business and members, Others felt that some of the regiomals had-
become too dictatorial, Also, in local cooperatives which did not belong
to regioml associations, members were influenoed by managers who had a
feeling ageinst regiomls.

There were members who belonsed to only marketing or purchasing
cooperatives and gave an opinion only on the type of cooperative they
belonged to., This accounts for many of the no opinion answers,

In other instances, members felt their local cooperative should not
belong to regionals because of practical reasons, Creamery associations
especially, find it difficult to market through regional cooperatives,

When the members! local cooperative belonged to a regionmal cooperative
at the present time, the majority were favorable toward regiomals, However,
the study ihdicates that the regiomal has to be careful in pushing itself

onto local associations,



CHAPTER 9
SUMMARY AND COMCLUSIONS

In the past few years the business volume of cooperatives has increased,
more services have been added, and the price level has risen sharply. This
created a definite increase in the need for capital with large increases
evident in average fixed assets, average working capital, and average
inventories, At the same time there has not been a proportional increzse
in members; therefore, eooperatives have to obtain more capital per member,

It is usually believed that cooperatives should be financed largely
by their members, Cooperatives in this study were strong on this point
as they were largely fimanced by their members, However, the investments
in cooperatives were relatively low when compared to investments in the
rest of the farm enterprise, Direct investments by members were very low,

Deferring patromage refunds yas employed extensively as a method of
fimncing by the cooperatives in the study, liembers indicated that they
preferred this method to all others, both in fimancing local associations
and in fimnoing regiomal associations, although many indicated they would
like sufficient cash refunds to pey income taxes, However, some members
had a resentment against the methods bein; used in handling deferred
petronage refunds, Much of this dislike came from the cooperative having
no plan for handling deferred patromge refunds or from a lack of under=-
standing by the member,

Another problem the study brought out was that some cooperatives have
a lack of sufficient permanent capital;s consequently, some cooperatives
have been forced to fimance fixed assets with short=term capital,



50

Other problems brought out in the study were concerned with member-
ship relations, Included among the more important problems were the
failure of some cooperatives in keepinz their membership current and the
lack of communication between the cooperatives and their members, The
lack of communication has caused aome members to feel they do not have an
opportunity to participate in decisions on fimancing.

In conclusion, cooperatives must make plans for financing to meet
problems that are constantly appearing with the changing economic condi=
tions, In formulating these plans they must not only consider the economic
welfare of the cooperative but also the opinions of their members., The
study suggests several problems thaet cooperatives should take into considera=-
tion,

There are several items to consider in the fimancial structure of
cooperatives, First, plans should be made to obtain adequate capitel,

With the per member investment relatively low, cooperatives should be able
to obtain more capital from their members. Secondly, plans should be

made to have sufficient permanent capital. One solution to this is to
transfer a portion of the deferred patronage refunds into capital stock
permanently, Thirdly, definite plans should be formulated for handling
deferred patronage refunds, Cooperatives should be sure that these plans
are understood by the members,

The study also brought out other items to consider, Cooperatives
should strive to keep their membership curremt, If necessary, a separate
fund could be set up for the retirement of capital stock, patronage refumds,
and other equities, Some cooperatives should be giving the individual
nembers more of an opportunity to participate in decisions taken on fimaneing,
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This could probably be worked out by having the board of directors and
the managers make recommendations to the membership and let the members
make the fimal decision, In general, the study brought out a need for
more educational work with cooperative members,

tith the coming of new economic conditions and with further expan~
sion of cooperatives, there will undoubtedly be new problems arising which
will call for new methods of fimancing, Cooperatives must keep pace with
the changing conditions,



APPENDIX
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Appendix Table 1. Date of Organization of Cooperatives
by Type of Cooperative

dear._Oreanlzed Elevotor oil Creguery o
Before 1920 10 0 2
1920 «~ 1930 3 5 2
1930 -~ 1940 5 10 2
1940 =~ 1945 1l 4 3
After 1945 3 6 o]
Date unknown 3 (o] 1l

Appendix Table 2, Methods of Obtaining Membership
by Type of Cooperative

Type of
Cooperative Earp sShaxe  ____ DBuv Stock __ _____Either
Elevator )/ 12 3 9
oi1 U, 0 11
Creamery 1/ 5 0 4

1/ One cooperative unclassified.

Appendix Table 3, Par Value of Common Stock
by Type of Cooperative

Dar.Valug —Elowator 1/ ;4] .Creamerv 2/ _
$10 or less 3 10 3

1l - 24 1 2 2

25 13 9 &

26 ~ 49 0 3 0

50 1 1 0

100 5 0 0

1/ Data umwvailable for two associations.
2/ One association had no capital stock,



Appendix Table 4. Percentages Purchased by Elevator
Associations from Regionel Cooperatives

Tires Feed, Seed
Percent Refined and and Machin=

Ruela __Ol)  Jubes Fertilizer. ery ___ QOther

100 6 6 6 1 3 0]
7 = 100 0 0 0 0] 0 1l
50 = 75 b | 1l 0] 2 1l 1
25 = 50 0] 0 0 4 o 1l
10 = 25 0 0 0 1l (o) 0
0=-10 o] 0] 0 1l 0 0
None 0 0 1 3 0] 0
Appendix Table 5, Percentage Purchased by 0il
Asgociations from Regional Cooperatives
Tires Feed, Seed
Perocent Refined and and Machin-
Euela oil Iubes Fertilizer __ary Other
100 19 )/ 17 13 4 12 2
75 = 100 1l 3 3 1 o] 6
50 - 75 0 0 3 l 1 7
25 = 50 0 0 1l 0 1l p
10 - 25 0 (o) 0 o] (o] 0
None 5 5 5 2 o] 7

1/ Includes two with 99 percent,

Appendix Table 6. Percentages Sold by Elevator and
Creamery Associations Through Regiomals

Rercaut Elevators Creameries
100 4 o}

90 = 100 5 0

75 = % 1 0

50 = 75 1 0

25 = 50 1 0

10 = 25 0 0

0=-10 2 0

None 11 10
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