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THE MANAGEMENT AND FINANCIAL CONDITION OF
EASTERN OREGON GRAIN COOPERATIVES

Chapter I. Introduction

PURPOSE OF THE SURVEY

The purpose of this survey is to study, first,

the management, and second, the financial condition of the
cooperatives.

The term "management" is used in a broad sense.

Under this heading will be studied the managerial policies,

and the factors that contribute to the income of the coop-

eratives.

"Financial condition means the relation between

assets and debts. Under this heading will be studied the

progress of the cooperatives toward a sound financial

condition.

SCOPE OF THE SURVEY AND SOURCES OF DATA

This survey covers the operations of the ten

eastern Oregon cooperatives listed below, for the crop years

1931-32 through 1936-37.

Athena Grain Growers, Inc.
Condon Grain Growers' Cooperative Association, Inc.
Grass Valley Grain Growers, Inc.
Moro Grain Growers' Association.
Morrow County Grain Growers.
Pendleton Grain Growers, Inc.



Sherman Cooperative Grain Growers, Inc.
Union County Grain Growers, Inc.
Wasco County Grain Growers' Cooperative Association.
Weston Grain Growers, Inc.

These cooperatives are all members of the North

Pacific Grain Growers, Inc., Spokane, Washington.
Most of the data concerning the operations of

these cooperatives were obtained from the North Pacific

Grain Growers, Inc., and the balance of the information was
obtained from the managers of the various associations.

A study of somewhat similar nature but of much

broader scope, "Farmers' Elevators and Warehouses in the

Pacific Northwest Intermountain States, and Western Montana,

1934-35" was made by Harry E. Ratcliff, Associate Agricul-

tural Economist, Cooperative Division, Farm Credit Admin-

istration, in 1935. These eastern Oregon grain cooperatives

were included in this study.

PURPOSE OF THE COOPERATIVES

The associations were organized primarily as grain
marketing cooperatives. The buying and selling of grain was
their first major enterprise and is considered, in this
survey, as the main objective of the association.

Cooperatives are non-profit organizations; how-

ever, like all business organizations they must have some
income to take care of expenses and create surpluses for

2



future needs. The term profit will be used frequently, as
it is the common term for indicating earnings in corpora-
tions. The earnings or savings the associations make upon

various operations are used to create surpluses for protect-
ion of the members' investment in the association, and to
pay dividends to their patrons.

HISTORY OF THE COOP HATIVES

These associations were all organized and in-
corporated in the spring of 1930. Their first year of
operation was the 1930-1951 crop year.

Prior to the time of their organization the
Federal Farm Board, in its attempt to do something about
the price of wheat, decided to loan wheat farmers a definite
amount per bushel of wheat. The Federal Farm Board thought

it best to loan to the farmers through a cooperative market-
ing association organized on a national scale. This policy

,led to the formation of theFarmers' National Grain
Corporation.

As its subsidiary to handle the business in the
Pacific Northwest, the Farmers' National established the
North Pacific Grain Growers, which in turn organized the

various associations in the Pacific Northwest. Thirteen of

these associations were organized in Oregon. Two of these

associations combined with other associations. One suspended
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operations because there was not enough business to sustain

it. Another association, included in this study, ceased

operations during the 1936-37 crop year.

All the associations organized were affiliated

with the North Pacific Grain Growers. The North Pacific

loaned operating capital to the associations, rediscounted

loans made to farmers by the associations, helped the

associations borrow money from other agencies audited their

books, and aided in the solving of management problems.

When the associations began operations, the ten

per cent down payment of the members on their stock sub-

scriptions was all the operating capital they had. Their

operations were limited to the buying and selling of ware-

house receipts for grain, rediscounting loans made to mem-
bers, and to the sale of a small amount of merchandise.

During the first years the associations were

operating, the Farmers' National was constantly in the market

for 'grain. Since its prices were good, most of the associa-

tions sold almost entirely to them. A few had connections

with other grain-buying firms from the beginning, but most

of them depended almost entirely on the Farmers' National.

The farmers of this area did not want to sign

marketing at7reements with the associations, so, with one ex-

ception, the associations did not require them. Thus they

were forced to compete with independent grain buyers for the
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grain of their own members. In order to get grain they cut

margins to a very low figure. Yet in spite of the low mar-

gins maintained, the associations as a group were not able to

get a very high percentage of their members' grain.
Because of keen competition, some of the asso-

ciations found that they were not able to buy enough grain

to take care of the expenses. If they had insisted upon

marketing agreements with their members, they could have

maintained sufficient margins to cover expenses, but as it

was, they were forced to find other sources of income.

The associations had made some profit on the sale

of sacks and twine, so they began enlarging their sideline

operations (Designated as "Sundry Operations" in operating

statements). These, for the most part, proved profitable,
and became an increasingly more important source of income.

Not all of the associations have an extensive sideline

business, but the majority do. With several of them these

operations have become the most important source of income,

completely overshadowing the grain-trading operations.

Though most of the associations have realized

that they should have warehouse facilities for handling

their members' grain, their limited resources made it im-

possible for them to purchase warehouses during the first

few years of operation. The associations began purchasing
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warehouses, however, as soon as they were financially able.

The Farmers' National had purchased a number of

warehouses in this area. But since this organization has
met financial difficulties, during the past few years,
several of the associations have been able to purchase
warehouses from it on very liberal terms. It is doubtful
if the associations would have been able to obtain these

facilities with such small down payments from other sources.

Several of the associations have bought or built

warehouses with money borrowed from the Bank for Coopera-

tives. The North Pacific Grain Growers has been of consid-

erable assistance to the associations that bought warehouses
in this way.

The warehouse operations have become an important

source of income for most of the associations, but a few
have at times lost money, chiefly because of short crops.

Because the warehouses are not located at proper
points, some of the associations do not handle a very large
percentage of their members' grain. This, of course can be
corrected when the associations are able to acquire facil-
ities *here they are needed.

The Farmers' National has been buying less grain

each year for the peat few years, and the corporation is

now completely out of the market in this area. This has

forced the associations to seek new outlets for the sale of



their grain. Those that already had connections with other
grain-buying firms were not particularly handicapped by
this, but the ones that had depended entirely upon the
Farmers' National were forced to make new ones. The asso-

ciations seem to have been fairly successful in this, but
they no longer have the bargaining power they once had.

During the past year, for the first time, the
North Pacific has set up a sales organization of its own

to sell the associations/ grain, but it has not yet been in
operation for a full year, so its influence cannot be de-
termlned.

7



Chapter II. Corporate Legal Structure

ARTICLES OF INCORPORATION

The corporate s ructure for these eastern Oregon

grain cooperatives is practically the same. A standard

form, made up by the North Pacific Grain Growers, was used

for the Articles of Incorporation. A copy of this form may

be found in the appendix. The associations are capital

stock cooperatives, authorized to issue both common and pre-
ferred stock. In order to explain the nature of business,
and other things pertinent to their form of organization,
the following excerpts from the Articles of Incorporation
are given:

Article II

Section 1. To be a non-profit, cooperative agri-
cultural organization instituted to promote and provide
a medium for unity of effort by farmers and their asso-
ciations in the handling and marketing of the products;
to conduct its .operations agreeable to the Act of
Congress of the United States, commonly known and re-
ferred to as "Agricultural Marketing Act", approved
June 15th 1929, and to carry out the policy of Congress
as stated in that Act; to take advantage of the laws of
the State of Oregon relating to agricultural non-profit
cooperative associations; to serve as a marketing asso-
ciation for the handling of the farm products belonging
to its members or stockholders on the cooperative plan;
to reduce waste and effect economies with reference
thereto; and to do anything that is conducive to said
purposes.

Section 2. To establish, maintain, and provide
facilities for efficiently and economically storing,
handling and marketing, in any capacity and on any
basis that may be agreed upon, wheat and other products;



9

to prepare, grade, test and mix the same for market;
to buy, sell and distribute the same; and to engage in
any activity in connection therewith.

Section 3. To buy grain from its stockholders
and others and to sell the same, but it shall not deal
in grain of non-stockholders to an amount greater in
value than such as is handled by it for its stock-
holders,

Section 4. To enter into contracts if deemed
advisable, with stockholders requiring them to market
their grain for a specified period to or through this
corporation; and to act as agent, representative, owner,
factor or broker with reference to wheat or other grains
in the handling, preparing for market, and marketing
the same.

Section 5. To loan money to individual members to
assist them in financing and marketing their grain,
but no such loan shall be made to any member unless he
patronizes and uses the marketing facilities of this
corporation

Article IV

Section 1. Any person, firm, partnership, cor-
poration or association, including both landlords and
tenants in share tenancies, who may be a producer of
any of the farm products handled by the Association,
may become a member of this Association upon appli-
cation accepted by the Board of Directors, by agreeing
to comply with the requirements of the by-laws, by
purchasing the required number of shares of its
capital stock and by meeting any other requirements
of the Board of Directors.

Section 2. In order to further the purposes for
which this Association is formed by preventing those
who are ineligible to subscribe for stock hereof from
acquiring the same, no stook or certificate of stock
of this Association may be transferred by the holder
thereof except with the approval and consent of the
Board of Directors thereof and then only to such per-
sons as are eligible to subscribe for the same; and
any attempt to transfer such stock or certificate of
stock hereof except as described above shall vest no
title thereto in the purchaser or receiver and no
right to participate in the affairs of this Associa-
tion by reason thereof



Article V

Section 2 In furtherance and not in limitation
of the powers conferred by the Laws of the State of
Oregon the Board of Directors is expressly authorized:

(a) To enter into such agreements, stipulations,
or arrangements with the Federal Farm Board, the
Farmers' National Grain Corporation, and the North
Pacific Grain Growers, Inc., and any other association
or organization which may establish eligibility under
the Agricultural Marketing Act, as may be deemed ad-
visable for obtaining, securing, protecting, safe-
guarding and insuring the payment of loans made to its
members by any said agencies

Article VI

Section 1. This Association is formed to function
on a cooperative basis for the mutual benefit of its
stockholders and no dividends shall be paid on the
stock thereof in any year in excess of eight per cent
of its par value. Reasonable reserves, as determined
by the Board of Directors, may be set aside from year
to year. After setting aside such reserves and after
payment of a fair rate of interest or dividends in
any year, the balance of the net earnings or savings
of the Association shall be distributed on a patronage
basis.......

Article VII
,ection 1. If this organization enters into an

agreement with the North Pacific Grain Growers, Inc.,
then the general manager and the business policies of
this Association shall at all times be such as are
satisfactory to said North Pacific Grain Growers, Inc.,
the Board of Directors of which may at any time make
such changes in the management and/or business policies
of this Association as it deems advisable......

BY-LAW

The by-laws of the various associations are sim-

ilar in most respects. The North Pacific Grain Growers,

Inc., made up a set of by-laws that were used as a model by

10
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the associations. (A copy of this form may be found in the

appendix). Though the associations did not all use this

form as it was made up, with a few exceptions it outlines

the general policies of the cooperatives. Some of the more

important clauses in the by-laws will be discussed.
The by-laws provide that a member shall subscribe

for stock on the basis of his annual production of grain
for the past three seasons. He is required to subscribe

for one share of stock for each thousand bushels of grain

marketed. The par value of the stock is .30.00 per share,

and the by-laws authorize purchase of stock in installments.

Ten per cent of the subscription must be paid at the time
of purchase, the baltnee to be paid with five notes of

equal amounts, one note maturing each year during the suc-

ceeding five years. These notes bear interest from date at

the rate of 5 per cent per annum.

While the associations began operations on this
basis, several have since changed their policies. These

changes will be discussed in Chapter III.

The associations follow several different policies

in voting. Five require members to vote according to the

amount of stock they own. Four follow the one-man, one-

vote policy. One of the associations requires its members

to vote according to the number of bushels of grain a member

has marketed through the association during the previous
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season, the member being allowed one vote for each thousand

bushels of grain marketed. Each of these three methods of

voting has its own particular advantages and disadvantages.

Voting according to patronage has an advantage that is worth

mentioning in connection with this study. A good many of

these associations, as will be discussed later, do not get

as large a percentage of their members' grain as they should.

Under this plan, When a member does not patronize his asso-

ciation he has no voice in its management, regardless of the
amount of stook that he may own. While this policy will not
prevent a member from selling his grain outside the asso-

ciation, it does bring to his mind the fact that his patron-

age is more valuable to the association than the amount of

stock he may own.

The by-laws provide that in ease a member becomes

ineligible to own stock in an association because of viola-
ting the by-laws or marketing contract the Hoard of Directors

shall require the stockholder to dispose of his stook. He

can sell to anyone eligible to become a member of the asso-

ciation, or the association itself can purchase the stock.

The board has an option of purchasing the stock for cash,
or of issuing five promissory notes of equal amounts bearing

interest at 5 per cent, one of which will mature each year

for the succeeding five years. The by-laws further author-

ize that common stock may be exchanged for preferred stock,
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but thus far none of the associations has issued any pre-
ferred stock. The price at which the stock is purchased
by the association is determined by the Board of Directors.

Any member may be expelled from the association

for violation of a marketing agreement, the by-laws, or any
other rules or regulations. The member is allowed a hearing

to determine if he has been rightfully accused.
The association may pay dividends up to 8 per cent

on stock, and any excess earnings not placed in reserves

must be distributed on a nstronage basis. Reserves set
aside each year are credited to members on a patronage

basis, and in case of dissolution these reserves shall be

returned to the members on this basis.

Patronage reserves are credited to non-members and

may be applied on the purchase of stock if the non-member

desires to become a member, and no patronage dividend can be

paid to the non-member until he becomes a member.



Chapter III. Management

MANAGEMENT POLICIES

Membership Requirementa. The membership require-

ments for all associations were the same when the associa-

tions were first organized. Since organization, some of the

associations have altered the original plan. In the begin-

ning a prospective member was required to subscribe for one
share of stock for each thousand bushels of grain he would

normally market. He was required to make an initial cash

payment of ten per cent for this stock, and to give notes
for the balance.

At present there is considerable variation in the
membership requirements of the various associations, changes

being made primarily to increase membership. A few of the

associations, with large merchandise operations, have changed
their membership requirements so that farmers who are not

wheat growers may join. The reason for this is to increase
their merchandise operations, and at the same time allow
these farmers to be eligible to receive patronage dividends,
since non-members cannot be paid patronage dividend.

The most common practice followed by those asso-

ciations that have changed their membership requirements is

to require a prospective member to subscribe for only one

share of stock. This policy applies to new members that

14
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are wheat growers as well as those that are not. This of

course makes it easier for the new member to join, and

enables the associations to increase membership more rapid-

ly than they might under the original plan. There are

certain drawbacks to this policy. The new member, having

very little investment in the association, will not be as
interested in the welfare of the association as he would

be if he had more invested. This policy penalizes the older

members, in that they have contributed more to the support
of the association than the new members, who thus receive

the benefits of the association at the expense of the older

members.

In order to encourage membership, one association

requires no initial down payment on stock subscriptions.

The member subscribes for the stock and gives notes as pay-

ment. The association makes no attempt to force collection
on these notes, merely allowing them to be paid out of
dividend credits. This method makes it easy for a farmer

to join, but since he has no cash tied up in the associa-

tion he will not have much interest in the management.

There are several advantages of the original

membership requirements. When members are required to sub-
scribe for one share of stock for every one thousand

bushels of wheat marketed, they are giving financial support

to the association according to benefits received. With
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this larger financial Investment, the member is more in-

terested in seeing that the association is properly managed.

The association benefits through the larger capitalization.

The stock notes given by the member enable the association

to declare dividends upon stock and still keep the money in

the association. This is done by charging the dividend

payment against the stock subscription notes.

The disadvantages of the plan are that it makes

membership more difficult, consequently membership will not

increase as fast, and under this plan farmers who are not

wheat growers cannot join.

Marketing Agreements. Many cooperative marketing

associations, particularly those needing a large investment

in facilities, have found that marketing agreements are a

vital part of their success. The marketing agreement in-

sures, for the cooperative, that it will have a certain

volume of business. The cooperative can then plan accord-

ingly, and arrange for the necessary financing. Members

can be depended upon either to market their crops through

the association or pay a penalty that will take care of

their share of the expenses of the organization.

When these grain cooperatives were organized, there

was considerable antagonism among the farmers to marketing

agreements. Consequently, most of the associationa did not

require members to sign marketing agreements. Most of the
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managers feel that the enforcement of a marketing agreement
would have lost the goodwill of the farmers, and therefore

hurt the associations,
These associations wen,. organized under conditions

that very likely never will exist again. Farmers had a

reason for joining that no other group of cooperative market-
ing associations have had, in that the government was

practically guaranteeing the price of Wheat to the farmers
rho became members.

The associations lost a rare opportunity to es-

tablish themselves in a sound condition. If they had been

assured a volume of business they could have made arrange-

ments for profitably handling the grain. They could have

maintained reasonable margins on their grain-trading

operations that would have allowed them to build up re-

serves and a sound financial oondition. This would ultimate-

17 have been profitable to the associations and to their

members. Without marketing c:reements each association is

merely another grain buying firm competing for the farmers'
grain.

One association has regularly required members

to sign marketing agreements. This association has demon-

strated that a cooperative can enforce marketing agreements

without causing ill will among its members. The membership

of this association has steadily grown, and It io one of the

best. It makes a good income each year and pays patronage



dividends to members in cash.

Grain-Trading Policies. The wheat farmer in the

Middle-West can depend upon the price quotations at central

markets, such as Chicago, to indicate the value of wheat.

He knows, whether he consigns his wheat or sells it at a

country elevator, that he will get the market price, less
the freight and other costs. The value of his wheat is

determined by its grade, and margins maintained by grain

buyers and commission men are uniform.

The wheat farmer in the Pacific Northwest has no

central market to depend on for price quotations. While

prices of wheat are quoted in Portland, ha may not be able

to sell his wheat on the basis of these quotations. The

prices quoted at Portland are merely indications of What

grain buying firms are paying. These firms do not buy

all the wheat they can get at this price, but only that
amount of *heat that they can dispose of at the price they

are offering. Because there is no established grain market

similar to the grain markets in the Middle-West, the far-

mers sell almost entirely to country buyers of these grain-

buying firma. These buyers do not quote a terminal price

and make deductions for freight and other costs, but quote
the farmer a straight price. The farmer has no way of

telling whether the grain buyer is maintaining a one-cent
or a ten-cent margin. If competition is strong, the farmer

18
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is very likely to get a good price; if not, he may get a

price considerably less than what his wheat is worth.

The price of wheat in the Pacific Northwest has

little relation to that in the Middle-Meet. The difference

in price for wheat here and in the Middle-West is frequent-

ly less than the freight rates for shipping that wheat to

the Middle-West. This difference in price varies greatly.

At times it will be close to the freight differential, and

at other times will be much less. This fact prevents the

farmer from using the price of wheat In the Middle-West as

an indicator of wheat values here, and likewise prevents

hedging of wheat.

The associations sell their grain to anyone who

offers them a good price. Although they were affiliates

of the Farmers' National, the associations did not sell all
their grain to that corporation, The Farmers' National no

longer buys wheat In the Pacific Northwest, but the North

Pacific Grain Growers has developed a grain buying organ-
ization. The associations sell part of their grain to this
organization, but since it has not been in operation a full

year yet, the amount of grain the associations will sell to
it cannot be determined..

The majority of the associations follow the same

policy in buying wheat as the country grain buyers. They

offer the farmer, either member or non-member, a price on
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wheat, depending on the grade of wheat, and what they can
sell the grain for. The margin they maintain depends

largely on the competition they encounter. The associations

seldom, if ever, maintain wide margins, but they do not main-
tain a definite margin. They will pay at times as much for

the wheat ail they can sell it for, in order to keep the

business of a farmer. While from the standpoint of keeping

the farmer from going to other grain buyers, this is a sound
policy; on the other hand it penalizes the farmer Who sells

his wheat to the association at a price that allows the

association to maintain a margin.

One association follows a policy different from

the others in buying grain from members. This association
quotes the farmer a price, depending on that it can sell
grain for, makes deductions for grade, and maintains a one

per cent margin for its profit. The farmer knows that he

has been paid the market price for his grain, and that he

is also contributing his share, and no more, to the support

of the association. This policy appears to be superior to
the others since it enables the association to make a reason-

able profit on its grain-trading operations, and at the same

time to give the farmer the benefit of the economies it

creates.

Dividend Payments. The method of paying dividends

to members is the same with most of the associations. The

variations are unimportant.
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The association usually pays first a certain per

cent upon the stock. Five per cent is the usual amount,

although the associations are authorized to pay as much

as eight per cent. This five per cent on stock takes care
of the interest the member owes his stock notes. Of course

if the member has paid up his stock notes, this is paid in

cash.

The balance of the dividend payments are made on

a patronage basis. That is, according to the amount of

business the member does with the association. This patron-

age is divided among grain, merchandise, warehouse opera-

tions, according to the percentage of income from these

sources, and the member is paid a dividend according to the

amount of business he contributes to each operation.

The practice of paying principally upon patronage

is sound, as it encourages the member to do business with

the association.

SOURCES OF INCOME AND THE RELATIVE IMPORTANCE OF EACH

Grain-Trading Operations. The grains.trading

operations are the basic source of income for these asso-

ciations. The primary object in the organization of the
cooperatives was the marketing of grain; consequently, when

they were first organized the grain-trading operations were

of major importance as a source of income.
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The income from these operations through the

1934-35 crop year was from two sources, The first source
was the margin maintained by the association on buying and

selling grain. That is, the difference in the price that the
association paid the producer for his grain, and the price
for which the grain was sold. The second source of income

was the grain patronage dividend paid the association by
the Farmers' National Grain Corporation on grain sold to
them. This patronage dividend amounted to from one-fourth

to one-half cent per bushel of grain. It was one-half cent
per bushel during the 1931-32 crop year, hree-eighths cent
per bushel for the 1932.-33 crop year, and one-fourth cent
per bushel for the 1933-34 and 1934-35 crop years. After
the 1934-35 crop year the Farmers' National paid no divi-
dends on the wheat marketed through it.

Table I, Average Operating Statements for All
Associations" shows the importance of the grain-trading
operations in relation to other sources of Income. In this
table it is noticeable that the importance of these opera-
tions has steadily decreased ae a percentage of total years'
income despite an increase in amount of income from the

grain-trading operations. The average Income from the

grain-trading operations during the first crop year, 193'-
32 was 0.,892, and amounted to 48.1 per cent of the total
Income of the associations, While in the last crop year,
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...

1931-32 1932-33 1933-34

.

1934-35 1935-36

...

1936-37

Per Per Per Per Per Per

'oils Income cent cent cent cent cent cent

Grain Sales ft,090 27.70 $1,064 19.59 11,338 18.82 11,037 18.73 12,617 27.81 $3,606 22.36

Grain Patronage 802 20.40 882 16.25 874 12.30 494 8.93 - - - -

Grain-Trading Operations - - 1,892 46.10 1,946 35.84 2,212 31.12 1,530 27.66 2,617 27.81 13,606 22.36

Warehouse Operations - - - - - - 319 5,87 587 9.26 1,047 18.91 2,818 29.95 5,816 36.06

Sundry Operations 698 17.75 977 18.00 2,159 30.37 1.635 29.55 3,174 33.74 5,144 31.89_.._

Sub-total 12,590 65.85 13,242 59.71 14,958 69.75 14,213 76.12 $8,609 91.50 814,566 90.31

Interest Income 327 6.32 474 8.74 445 6.27 444 9.02 506 5.38 606 ,3.76

Insurance Commissions - - - - 120 3.06 103 1.90 112 1.58 186 3.37 152 1.62 463 2.67

Miscellaneous Income - - - - 897 22.78 1.609 29.65 1,593 22,40 691 12.49 141 1.50 495 3.06

Total Gross Income - - - - $3,954 100.00 5,428 100.00 17,108 100.00 '5,534 100.00 19,408 100.00 116,130 100.00

Tenses

Administrative Expense - - - 12,008 51.05 ,2,572 47.38 13,135 44.10 $3,451 62.36 13,441 36.57 $4,994 30.96

Interest Expense 145 3.69 292 5.38 259 3.65 405 7.32 1,064 11.31 1,544 9.58

Miscellaneous Expenses - - - 467 11.66 80 1.48 - 16 .28 72 .77 263 1.63

Total Expenses $2,620 66.60 p2,944 54.24 13,394 47.75 13,872 69.96 :,4,577 48.65 '6,901 42.17

rt Income for the Period - - - 1,314 33.40 ¶2,484 45.76 3,714 52.25 1,662 30.04 '4,831 51.35 $9,329 57.83
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1936-37 the amount was $3,606. This was nearly twice what

it was during the 1931-32 crop year, but was only 22.36 per

cent of the total Income of the associations. On a per-

centage basis, this was less than half as important a source
of income as it was during the 1931-32 crop year.

There are two causes of this decreasing import-
ance of the graintrading operations in relation to other
operations. The first is the increasing importance of other
sources of income, and the second is the fact that the divi-
dends from the Farmers' National Grain Corporation steadily
decreased. These dividends, es shown by Table I, amounted

to 20.4 per cent of the income of the associations during

the 1931-32 crop year. They decreased to 8.93 per cent

during the 1934-35 crop year, and after that there were no
dividends paid by the Farmers' National.

Table I reveals one other important fact in con-
nection with grain-trading operations. These operations
have never been sufficient to cover the total expenses of
the associations. This was primarily because of the very
narrow margins maintained by the associations on the buying
and selling of grain. This situation forced the associations
to find some other sources of income. They started increas-
ing their merchandise operations, and later began acquiring
warehouses. These operations rapidly have become more Im-

portant and are tending to overshadow the grain trading
operations.
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Warehouse Operations, The associations began

operations with a very small amount of capital, consequently

it was necessary for them to build up their capital struc-

ture before they could purchase warehouses. During 1932

one association acquired a warehouse, and it was in oper-

ation during the 1932-33 crop year. The number of asso-

ciations with warehouse facilities increased each year.

During the 1933-34 crop year there were two associations

with warehouse facilities; during the1934-35 crop year,

six associations; during the 1935-30 crop year, eight

associations, and during the 1936-37 crop year nine asso-

ciations. Thus all of the associations now in operation

have warehouse facilities.

The Farmers' National Grain Corporation had

purchased a number of warehouses in the area served by the

associations. Many warehouses now owned by the several

associations were purchased from it. The associations

were able to purchase these warehouses on very easy terms

because the Farmers' National was in financial difficulties.

This fact, in all probability, enabled several of the
associations to acquire warehouse facilities at an earlier
date than they ordinarily would have been able to do.

The income from the warehouse operations, as

shown in Table I was not of much importance until after

the 1934-35 crop year. It should be noted, however, that

in this table the income from warehouse operations was



obtained by dividing the warehouse income of six associa-
tions for the 1934-35 crop year by ten. Among the asso-

ciations having warehouse operations, the average income

for the 1934-.35 crop year was 1,1,7440 and for the 1935-36

crop year $3,522. From this it is seen that for the asso-
ciations having warehouse facilities, the warehouse income
was more important than is Shown by Table I.

As a source of income the warehouse operations

vary in importance among the different associations. Dur-

ing the 1936-37 crop year, they were the most important

source in six of the associations. From the trend of

operations it would appear likely that the warehouse oper-

ations will continue to be the most important source of

income with the majority of the associations.

The income from the warehouse operations, as
shown by Table I has increased from 1,047 during the

1934-35 crop year to $5,816 for the 1936-37 crop year.

Expressed in percentage it has increased from 18.91 per

cent to 36.03 per cent of the total income of the associa-

tions during the past three crop years.

Sundry Operations. This heading is used to cover

a number of operations, principally the sale of merchandise.

Also included under this heading are such operations as

cleaning and treating grain, feed rolling, etc. The mer-

diandise operations are quite varied, and include the sale

26
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of gas, oil, sacks, twine, machinery, feed, cooper carbonate,

and numerous other items. These commodities vary widely

among the associations, but are similar enough to be grouped

under one heading.

The associations have carried on some merchandise

operations from the beginning. Originally these consisted

of the sale of sacks and twine, and copper carbonate. The

majority of the associations, finding these merchandise

operations profitable, began increasing them. These sun-

dry operations became more Important each year, and during

the 1934-35 and 1935-36 crop years were the most important

source of income. During these years, as shown by Table I,

the income from this source amounted to 29.55 per cent and

33.74 per cent respectively of the total income of the

associations. During the 1936-37 crop year they amounted

to 31.89 per cent of the total income of the associations,
being only slightly less important than the warehouse

operations.

The sundry operations have been valuable to the

associations from a profit standpoint. It is doubtful if

a number of the associations could have survived, had it

not been for the income from this source. Despite this,

there is some question as to whether there should be such

an emphasis upon these merchandise operations.

A few of the as2ociations in their effort to

increase this income, have taken as members farmers who
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were not wheat growers. This was to enable the farmer to

profit on the merchandise operations of the association,

and the assosiation to increase its earnings at the same

time. While there is no objection to the association

helping other farmers in the locality make some savings,

at the same time it brings up a problem that may face the

association later.

The associations were organized primarily as

grain-marketing cooperatives. As has been mentioned

previously, only farmers who were grain growers were allowed

to be members, and the membership requirements were based

on the amount of grain the farmer marketed. The association

had to change the membership requirements so that farmers

who were not grain growers could join. Usually the asso-
ciations required the farmer to purchase only one share of

stock. In the associations following the one-man, one-

vote plan, the farmer who is not a grain grower has as much

voting power as the wheat grower. It can easily be seen

that the control of the association might fall into the

hands of farmers who are not grain growers. The associa-

tion could, then, very easily be turned into a supply

cooperative, or the grain-trading operations of the asso-
ciation could become of such minor importance that the

principal purpose of the associations would be defeated.

The possibility of the control of the associa-

tions going to farmers who are not wheat growers is slight
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in the localities where wheat is the principal crop, and

this is true of most of the associations. The possibility

remains, however, and is a problem the associations should

keep in mind when allowing farmers who are not grain grow-

ers to become members.

Another problem worth the consideration of these

associations putting such a strong emphasis on their mer-

chandise operations, is that the farmers might be served

better by an independent supply cooperative. An indepen-

dent supply cooperative would be in position to serve all

the farmers in the area, regardless of the type of farming

they do. The grain cooperative is confronted with the

possibility of preventing the formation of such a supply
cooperative as long as it is in the merchandise field. If

it allows farmers Who are not wheat growers to join, it

is endangering itself, and if it does not allow them to

join it is probably hurting other farmers in the area by

preventing them from organizing a supply cooperative of

their own.

Interest Income. The associations were organ-

ized in such a way that they could loan money to farmers

aLd rediscount the loan with the North Pacific Grain

Growers. This has never been a very important source of

income to the associations. They make some pre-harvest

and commodity loans, the farmer mortgaging his wheat as

security.
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The associations also derive some income from the

interest on the stook notes given by the members as part

payment for stock issued them. The interest income has

averaged from 3.37 per cent to 8.74 per cent of the total

income of the associations, which is not enough to be of

more than minor importance.

Insurance Commissions. A few of the associations

at various times have had some income from the sale of in-

surance, chiefly fire and indemnity. While the insurance

commiesions have been of some importance to a few associa-

tions, they have not become sufficiently Important to all
the associations to be given much consideration. -During

the 1936-37 crop year, five associations had some income

from insurance commissions. The average for these five

associations was '034. This income represented only 2.87

per cent of the total income of all of the as8ociations.

Miscellaneous Income. Inspection of Table I

shows that the miscellaneous income represents a large per-

centage of the total income of the associations during the

first four years of operations. During the 1931-32 crop

year, miscellaneous income amounted to 22.78 per cent of

the totrl income; during the 1932-33 crop year, 29.65 per

cent; during the 1933-34 crop year, 22.40 per cent and

during the 1934-35 crop year, 12.49 per cent. During the

next two years, the miscellaneous income was negligible.
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The Importance of miscellaneous incomeduring

these first four years s due to the inclusion under this
heading of Facility k'stronage Income, Conviiissions on Outside

Sales, and several other miscellaneous commissions.

aCilityjatrona&e_Income. The Farmers' National

Grain Corporation, as mentioned previously, owned several

warehouses in the locality of these associations. It paid
the associations dividends according to the amount of grain
handled in these warehouses that came from members. This

dividend, the facility patronage income, was the largest
item in miscellaneous income, and accounted for its Import-

ance as a source of earnings. This source of Income ceased

after the 1934-35 crop year, because the Farmers' National
had disposed of most of these warehouses.

Commissions on Outside Sales Commissions on

outside sales were also a fairly Important source of in-
come during the early years of operation. Several of the
associations penalized their members when they sold grain
outside the association, provided the association loaned
money to the member, One as °elation continues this prac-
tice of penalizing members for sales outside of the asso-
ciation, but the others have stopped. This association has

marketing contracts with its members, which authorize the

penalty regardless of whether the members have loans from

the association or not,



Other Miscellaneous Income. The balance of the
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miscellaneous income item in the operating statement is
composed of those occasional items of income that occur in

most any business. During the first few years of operation
the associations occasionally had some income from pool

commissions and a few other items of this nature.

FACTORS INFLUENCING THE INCOME OF THE ASSOCIATION ANT) VAR-
IOUS OPEIATIONS

Grain-Trading Operations.

Influence of...Income from Grain-Tradin? Olperations

on Net Income of the Asaociations. The Relation of Gross

Income from Grain-Trading Operations to Net Income of the

Associations is shown in Scatter Diagram 1. 3efore dis-
cussing this the construction of the diagram will be ex-
plained.

The construction of all scatter diagrams in this
study is similar, so the explanation of one will do for
all. Since the study covers a six-year period, there are
balance sheets, operating statements, and other data for
each of the associations for each of the six years. During

the 1931-,32 crop year the data for one association are,.

missing, and during the 1936-.37 crop year the data on
another not now in operation are also missing. Consider-
ing each balance sheet or operating statement as an indi-
vidual case, there are 58 cases to study. In the
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construction of the scatter diagrams, each ease is plotted,
Thus, in Scatter Diagram 1, eight of the associations
appear six times, and two of them five times* The number

of oases in the various scatter diagrams will vary, because
the data were not complete in all instances.

As has been mentioned previously, the income from

grain-trading operations has become relatively less im-
portant each year. Consequently, it does not have as much

influence on the earnings of the associations in the last
few years as it did in the first few years* Although of

less importance than it was in earlier years, the income
from the graintrading operations still plays an important
part in he financial success of the associations.

Inspection of Scatter Diagram 1 "Relation of
Gross Income from Grain4-Trading Operations to Net Income"

shows that of the 58 cases studied* 20 made less than
$800 on their grain-trading operations* Eleven, or 55 per
cent of these 20 cases, showed a net loss on the year's
operations. In the remaining 38 oases, namely those making

more than $800 on their grain-trading operations, only
three showed a net loss on operations for the year.

The correlation between income from grain -trading

operations and net income is not very high. There is enough

correlation, however, to show that the grain-trading opera-
tions are very important to the success of the associations.
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Scatter Diagram 1 indicates that an association making
less than $800 on grain-trading operations has less than
an even chance of making money.

Influence of Volume of Grain Purchased on Net

Income of the Aesociations. The influence of volume of

grain purchased on net income of the associations is shown
(1)in Scatter Diagram 2. As is to be expected, the corre-

lation between these two factors is not as high as that in
Scatter Diagram 1. The number of failures among the 25

cases Where less than 200,000 bushels of grain were pur-

chased, is high. Ten of these 25 cases showed net losses

on the year's operations* This would indicate that an
association needs to purchase about 200,000 bushels of

grain in order to be reasonably sure of a net profit on
the year's operations.

The volume of grain purchased by the associa-

tions would show a much higher correlation with net income

if the margins maintained by the associations were uniform.
These, however, vary widely, ana an association cannot ex-
pect the grain-trading operations to contribute much in-
come if a reasonable margin on the buying and selling of

grain is not maintained.
Influence of Margins Maintained on the_Incgml

from Grain-arading 02erations. One of the most important
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factors influencing the income from the grain-trading
operations is the margins maintained by the associations
on the buying and selling of grain. Table II shows the

highest and lowest margins maintained by associations for
each of the past four crop years. It gives ample evidence

of the wide variations in margins maintained by the asso-

ciations. An association cannot expect to make a profit

on grain buying and *selling if it sells the grain for less
than it pays for it, unless it carries over grain from a
previous season, purchased at a lower price, in sufficient
quantities to make up for the loss on the current year's
operation. There are a few cases where associations have

done this and made a profit on these operations. This is
a very poor policy as it is speculation, Which the asso-
ciations are not supposed to do, and is very likely to work
in the opposite direction. If the price of grain should
drop, this carry-over of grain will increase the loss the
associations will have instead of making up for the loss
on the current year's operation.

The importance of maintaining a reasonable margin

on grain-trading operations can be well illustrated by an
example. During the 1936-37 crop year one association

purchased nearly 350,000 bushels of grain. It failed to
maintain any margin on its grain sales; because of the
carry-over of grain from the preceding year, however, it



Table II. High and Low Margins Maintained by Associations on
Grain Sales

Highest Margin

Cents
.87

1.10
2.80
1.42

Crop Year

1933-34 - - -
1934-35 - - -
1935-36 - - -
1936-37 - - -

Lowest ':armin

Cents
-.19
-.09

-.13
-.07

Table III. Margins Maintained by Associations on Grain Sales

1933-34 - - 3 4 3 0 10
1934-35 - - - 2 4 3 1. 0 10
1935-36 - - - 1 1 4 2 2 10
1936-37 - - - 1 1 2 5 0 9

Total 7 10 12 8 2 39

Crop Year

Range of Margins

No
margin

9
to

.49X

.50X
to

.991

1.001
to

1.49X

1.-501

and

over
Total

No. of
Ass'ns

No. of
Assins

ro. of

Ass,ns
No. of
A3s'ns

No. of
Ass'ns

No. of
Ass'ns



39

made 150.00 on these operations. This association showed

a heavy net loss on its years' operations, but if it had
maintained a one-cent margin in selling grain it would have
been able to show a profit on the year's operations.

There is a ditinct upward trend in the margins
maintained during the past four crop years. Table III shows

that the number of associations maintaining margins of more

than one cent Is increasing. During the 1933-34 crop year,

seven of the ten associations maintained margins of less
than one-half cent per bushel, The other three maintained
margins between one-half and one cent per bushel. During

the 1936-37 crop year seven of the nine associations main-

tained margins in excess of one cent The tendency seems

to be for the majority of the associations to maintain
margins of between one cent and one and one..half cents per

bushel. The average for all of the associations is shown
in Table IV. From this table it can be seen that the aver-
age margin has Increased rapidly up to the 1936-37 crop
year. In that year the average is slightly lower than..
for the 1935-3G crop year. Particularly noticeable is the
fact that while during the 1933.-34 crop year, a margin of
only .321 was maintained, as early as the 1935-36 crop
year the averap.e margin had nearly trebled, being .921 per

bushel. The method of calculating this for all the asso-
ciations is shown in the table.



TABLE IV. Average Margin per Bushel of Grain on Grain Sales for all Associations

Average

Total Total Average Total Total cost Average margin

bushels sale sale bushels of grain purchase per

of value of price of grain purchased price bushel

Crop Year grain sold grain per bushel purchased per bushel, of grain

Bushels Cents Bushels Cents Cents

1933-34 - - - 3,420,361 $1,981,897 57.94 3,412,694 $1,966,482 57.62 .32

1934-35 - - - 2,130,562 1,563,021 73.50 2,130,472 1,552,756 72.88 .62

1935-36 - - - 2,830,495 2,022,296 71.45 2,836,503 2,000,573 70.53 .92

1936-37 - - - 3,587,509 3,182,686 88.72 3,587,765 3,151,842 87.85 .87
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This upward trend in margins is due primarily to
the decrease in the amount of dividends paid by the Farmers'
National Grain Corporation. These dividends steadily de-

creased in amount from year to year and the 1034-35 crop
year was the last year that they were paid. The associa-

tions must now depend entirely upon the margins they main-

tain on their Grain sales for proftt on their grain-trading
operations.

The margins maintained by the associations, even

the highest, are very reasonable from a producer's stand-
point. The indications are that an association should main-
tain at least a one-cent margin between the buying and sel-
ling price of grain in order to insure sufficient income
from this source. Some of the larger associations may main-

tain a smaller margin and still make enough profit, but the
majority needs to maintain at least a one-cent margin.

Volume of Grain and Patronage. Margins and volume

of grain share equally in importance as factors influencing
the profit of the Grain-trading operations. The volume of

grain purchased depends largely on the number of growers
natronizing the association.

The growers selling grain to the association are
divided into two classes: those that are members of the
associations, and those that are not members. "Member

patrons" will be used to designate those members who sell
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grain to the associations, "non-member patrons" to desig-

nate farmers who are not members, but who sell grain to

the associations; "patrons" will be used to designate all

farmers who sell grain to the association, both members

and non-members.

The data for the amount of grain purchased and

the number of member and non..member patrons selling this
grain was complete in 47 of the 58 cases.(2) Analysis of

these data shows that the average grain per patron over

the six-year period was 2,628 bushels, for member patrons

3,743 bushels, and for non..member patrons 1,144 bushels.

The analysis by association shows that the average grain
purchased per association was 271,191 bushels. Of this
grain 223,766 bushels were purchased from 60 member patrons

and 47,325 bushels from 43 non-member patrons. These

figures reveal some very important facts pertaining to the

Importance of member and nonmember business.

The average grain per member patron is more than

three times the average grain per non-member patron.

Analysis of the individual cases shows that of the 47
cases, where the data were complete, there are only two

cases that show a higher average for non-member patrons

than for member patrons. This indicates that the associa-

tions must depend primarily upon an increased number of

member patrons to increase the volume of grain they purchase.
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On the basis of the average grain per non-member and per

member, one new member patron will increase the volume of
grain three times as much as one more non-member patron.

The associations need to do two things to Increase the

volume of grain they purchase in the most effective way,

first, increase the percentage of members patronizing,

and second, increase the membership of the association*

Scatter Diagram 3 shows the relation of the num-

ber of member patrons to the volume of grain purchased. To

determine the amount of grain an association may expect

from a certain number of patrons the, trend line was cal-

culated. This trend line and the standard error of esti-

mate are shown on the diagram. The equation for estimating

the amount of grain from a certain number of patrons is the

following:

Y 3,020.58(X) 40,506.97

Y Bushels of grain
X m Number of patrons

Inspection of Scatter Diagram 3 shows that in the

ease of a small number of patrons the use of this formula
will lead to an absurdity. In such instances the average

grain per patron will indicate more accurately the ex-

pectancy of grain.

To calculate the number of patrons needed for a

certain volume of grain, the following formula may be used:
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X .0002098326(Y) 46.134897

X .-: Number of patrons
Y = Bushels of grain

Since there is a large difference in the amount
of grain per member patron and non-member patron, a more

accurate figure may be obtained by calculating the amount
of grain that can be expected from members and the amount

from non-members separately. The trend linos for these
calculations are shown on Scatter Diagram 4, "Relation of

Number of Member Patrons and Volume of Grain Purchased from

Member Patrons", and Scatter Diagram 5, "Relation of Number

of Non-member Patrons and Volume of Grain Purchased from

Non-members", The formula for calculating the bushels of
grain that can be expected from a certain number of member

patrons is the following:

Y * 5,258.14(X) » 90,603.91

Y = Bushels of grain
X = Number of member patrons

To calculate the number of member patrons needed

for a certain volume of ;rain the following formula can be
used:

X me 000142473(Y) 27.9066

X Number of member patrons
Y Bushels of grain
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The formula for calculating the amount of grain
that can be expected from a certain number of non-member

patrons is the following:

Y = 1,136.17 4 326.478

Y = Bushels of grain
X = Number of non-member p ons

To calculate the number of non-member patrons

needed for a certain volume of grain the following formula

is used:

X OOO79l2 4 14.5319

X Number of non-member patrons
Y Bushels of grain

The standard error for those formulas is rather
large. The standard error in estimating the volume of grain
is plotted on each of the three scatter diagrams dealing
with volume of grain and patronage. Because the standard
error is large the usefulness of these formulae is rather
limited. In the first two Of these scatter diagrams,
moreover, the use of the formula for a small number of
patrons leads to an absurdity. In these eases the use of
the average grain per patron or member patron will indicate
more closely the amount of grain that can be expected.

The large variation in the amount of grain that
can be expected from a certain number of patrons is due to

48
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several factors. The first is that the amount of grain
produced by the patrons varies a great deal each year be
cause of climatic conditions. Second, the average grain
produced per patron is higher in SOMA areas than others,

because of higher yields, or higher acreage per grower.

All these factors affect the calculations, reducing the

reliability of the formulas.

The percentage of members that sell grain to

the associations is low for a cooperative marketing asso-
ciation. Over the six-year period studied the average per-
centage of members patronizing the associations was only

55.62 per cent. There are a few associations that have
members who joined for the purpose of profiting on the

Sundry Operations of these associations, and either do not

market their grain through that association or do not grow

grain. There are not enough of these members to affect
materially the average for all the associations.

The reason for the low percentage of members who

patronize the grain-trading operations of the associations

is the competition the associations have from independent
grain buyers. Since the associations, with one exception,

do not have marketing agreements with their members, the

associations will be unable to buy their members' grain if

an independent grain buyer can offer a slightly higher
price. The members feel no obligation to sell to their
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association, and only patronize it when it can offer at
least as much for their grain as the other buyers. It is
natural that the members would want to sell their grain
for the best price they can get; if the association cannot
get the support of its own members however, it cannot be

expected to operate economically and create the saving
desired by its members:

This large number of members who are not selling

grain to the associations is a source of potential business
for the associations, The associations should make a deter-
mined effort to increased the number of their members who
patronize; this increased business would not only increase
the earnings of the associations, but would enable them to
operate more efficiently and return more savings to their
members,

Scatter Diagram 6 shows the relation of number
of members to number of members patronizing, The trend
line for calculating the number of members that can be
expected to patronize, given a certain membership is shown
on the diagram. The formula for calculating this expectancy
is the following:

Y * .4878(X) 4 7,3012

Y * Number of member patrons
X s Number of members
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Influence of Size of Fixed Investment on Volume

of_prain Purdhased. The relation of the size of fixed
investment to volume of grain purchased is shown in

Scatter Diagram 7. The fixed investment of these associa-

tions is principally warehouse facilities. A few of the

associations have office buildings that are worth one or
two thousand dollars, but the amount invested in this way
is so small that it is not necessary to separate it from
warehouse property.

There does not appear to be much correlation

between these two factors. While all the associations
purchastng more than 350,000 bushels of grain had a fixed

investment in excess of 130,000, a few with only slightly
less than.1;30,000 fixed investment purchased less than

100,000 bushels of grain. The associations with a large
volume of grain, with one possible exception, were pur
chasing practically as much grain before they acquired
warehouse facilities as they are since they acquired
facilities.

Although the diagram does not show much corre-

lation it would seem logical to expect that the associa-
tions with adequate warehouse facilities for handling
their members' grain, would be in better position to pur-
chase that grain than if their members' grain were stored
in the warehouse of some other organization,
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arahouse gyrations on

Net Income of the Associations* The receipts from ware-

house operations have become one of the major sources of

income for these associations* As stated previously,

during the 1936-37 crop year this item averaged the most

important source of income.
Scatter Diagram 8 shows the relation of income

from warehouse operations to the net income of the asso-

ciations, Only the associations with warehouse facilities
are shown in the diagram. Six of the fourteen cases (3)

making less than ,3 000 on warehouse operations showed a

net loss on the year's operations* All the cases making

more than -3,000 on their warehouse operations showed a

net income on their operations* There is a fairly definite
trend in this diagram indicating that the income from ware-
house operations has a significant influence on the net
income of the associations*

The warehouse operations are becoming increas-

ingly important, and while they are not at present much
more significant than graintrading or sundry operations,
they may in the near future become the most significant'
factor affecting the profit of the associations*

(3) See explanation, page 32.
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Influence of Size of Fixed Investment on Net.

Income of the Association. The influence of the size of
fixed investment on net income of the associations 1

shown in Scatter Diagram 9. There is a fairly good corre-
lation in this diagram, the higher incomes being regularly
among the associations having a high fixed investment. It
is also noticeable that of the 14 eases(4) that had a fixed
investment of less than 25,00O, five had no net income,

While no association failed to make a net income that had
a fixed investment of more than $25,000* It is apparent,
then, that the associations with a fixed investment of less
than 4$25,000 are less likely to make sufficient income to
cover expenses than those with larger fixed investment.

Influence of Size of Fixed Investment on Income

from Warehouse gerations._ Scatter Diagram 10 shows the

relation of the size of fixed investment to income from
warehouse operations. There is a fairly definite corre-
lation between these two factors, showing that with large
facilities more income is obtained. It is particularly
notable that three of the four failures on warehouse oper-
ations occurred with cases having less than $10,000 invested
in warehouse facilities. It is also notable that only one
association with an investment of leas than 10,000 made

money on warehouse operations. From this it can be seen

(4) See explanation, page .
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that it is difficult for a6.sociationa to make money on
their wsrehouse operations until their warehouse facilities
are fairly large. From the study of this diagram it would

appear that between 15,000 and $25,000 invested in warehouse

facilities is necessary before there is much assurance of
income from warehouse operations.

Discussion of Warehouse pertions. The warehouse
.0..

operations in the Pacific Northwest are quite different from
those in the Middle-west, where the operator of the grain
elevator regularly purchases practically all the grain stored
in his elevator. He allows enough margin in the price paid
for the grain to take care of the expenses of the elevator.
In the Pacific Northwest the grower does not always sell
his grain to the operator of the warehouse he patronizes.
Consequently, the warehouses are operated differently. The

buying and the storing of grain are two separate operations.
Here the grower is charged a certain amount for the storage
of his grain. If the operator of the warehouse purchases
the grain of the grower the transaction is separate, and
the expense of the wirehouse operations is not considered
in the margin the buyer maintains. In the majority of
cases the grower sells his grain to a buyer representing
some grain-buying organization. This buyer is likely to
have no connection with the warehouse in which the farmer
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grain is stored. Of course, the cooperatives that own
warehouses, likewise try to buy all the grain stored in
their warehouses, but they do not require the grower to
sell through them.

The storage charges are fairly uniform among the

warehouses. They are usually 75V per ton for the first
30 days and 10V per ton for each 30 days thereafter.

The associations are not confronted with any
problem in getting members to patronize their warehouse

facilities. That is, of course, When the warehouse facil-
ities are adequate and properly located. The chief problem

confronting the associations is having adequate facilities
without getting them so large that during years of short
crops they will not be able to get enough business to pay
expenses. A few of the associations have lost money on

their warehouse operations because the crops were short
and there was not enough grain to meet the overhead of
the wvrehouses. Since most of the warehouses are heavily
mortgaged, the associations will have to operate carefully
until interest expense is smaller.

Sundry Operations. The income from sundry

operations has been very important to many of the associa-
tions during the past few crop years. Without this source
of income many of the associations would have found it very

difficult, if not impossible, to make enough to pay expenses.
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Since the associations have been acquiring warehouse
facilities the sundry operations have not been so vital to
all of the associations, but, nevertheless, are a deter-
mining factor in the financial success of most of them.

Influence of Income from SundmIlperations_on

Net Income of the Associations. Scatter Diagram 11 shows

the relation of Income from Sundry Operations and Net In-

come of the associations. There is a fairly good corre-
lation between these two factors. Of the 15 cases(5)

showing net loss occurring, 12 were cases that made less

than 01,000 on their sundry operations. There were 23 cases

where less than $1,000 was made on sundry operations, and

of this number, 12 showed a net loss. Correspondingly

most of the cases showing high income had likewise fairly

high income from sundry operations.

Influence of Dollar Volume of Sundry Sales_on Net

Income of the Associations. The data for the dollar volume
of sundry sales were available only for the 1935-36 and
1936-37 crop years. These data and net income are shown

in Scatter Diagram 12. While the correlation between these
two factors is not very high, it is noticeable that the
four cases showing net loss on operation had a volume of

sundry sales of less than $22,000, while all cases with more
than $22,000 made a profit on their operations. There were

(5) See explanation, page 32.
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only nine eases with less than 122,000 sales, 45 per cent
of these cases showing net loss on operations.

Margin_pf Profit_yaintained Assoc ations.

Volume of sales and margin of profit share equally in im
portance as a determining factor in the profit of sundry
operations. The average margin maintained per dollar of

sales for all associations was 9.261 for the 1935..36 crop
year and 8.391 for the 1936-37 crop year. This gross profit
per dollar sale naturally varies among the associations.
During the 19354-36 crop year the lowest margin was 41 and

the highest 271; for the 1936-37 crop year corresponding
figures were 41 and 191. The rather high margins maintained

are usually with the associations having a small volume of
sundry sales, The three associations having highest sundry

sales during the 1936..37 crop year had margins of 41, 91

and 91. While the three associations with lowest sundry

sales maintained margins of 71, 121, and 151.
Another factor affecting the margins maintained

is the fact that with a few exceptions, service operations,

such as feed grinding and copper-carbonate treating, are

Included in the sundry operations. Wherever possible these

service operations have been deducted when calculating the

margin per dollar sale, but in all cases this was not

possible. The income from these service operations natur-

ally increases the size of the margin per dollar sale
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As a whole, the margins maintained by the asso-

ciations are very reasonable, and from the interest shown

in the merchandise operations of the associations it is

evident that the merchandising is regarded as a real ser-

vice to the farmers.
Percentaze of Business Done with Members. Data

were not available in all cases for the exact percentage

of merchandise sales to members and non.-members. During
(6)

the past two seasons, of the three eases showing net

loss (one association failing during this period had no

sundry operations) two did less than 60 per cent of their
business with members, the other did 83 per cent with

members. Of the remaining cases, all showing net income,

none did less than 68 per cent and the majority did more

than 80 per cent of their business with members.

COMPARISON OF AVERAGE OPERATING STATEMENTS

The purpose of the study of these average opera-
ting statements is to bring out certain factors that affect

the success or failure of the associations, and to indi-

cate to some degree what an association must do for

profitable operations.

Discussion of Groupings of Associations. The ten

associations studied have been divided into three groups,

and the profit and loss statements of the associations in
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each group have been averaged. The first group is composed

of the three associations that are rated the best; the

second group of the four associations rated second; and the

third group of the three associations rated third. For

convenience, these three groups will be designated as Group

II, and III, in the order mentioned above.

During the 1931-32 crop year one association is

missing from Group II because data could not be obtained,

and during the 1936-37 crop year one association is missing

from Group III, because the association, having practically

suspended operations, had no data to offer.

The associations were rated in this manner: The

association mentioned above as having suspended operations

was put in Group III the remaining nine associations were

rated on (1) three balance-sheet items, (2) two balance-

sheet ratios, and (3), the total income for the past five

crop years. The association rated best on each of these

items was given nine points, second best eight points, etc.

These points were totaled for the six items, and the asso-

ciation with the highest number of points was considered

best, and so on down the line. The items used in rating

the associations are as follows:

Total assets - end of 1938-37 crop year
Total net worth - end of 1936-37 crop year
Total surplus » end of 1936-37 crop year
Ratio of surplus to net worth - end of 1936-.37 crop
year

Ratio of net worth to assets - end of 1936-37 crop
year



Total income for past five crop years

This grouping of the associations will be used
in the study of their financial condition.

No ieeable in connection with this grouping is the
(7)

fact that of the 13 oases where associations showed a

net loss over the six-year period studied, 10 were in Group
III three in Group II, and none in Group I. This would

indicate that the grouping used is satisfacto
Income.

Grain-Tradingi. aerations. Tables V, VI, and VII

show the average operating statements for the three groups.
Among the three groups it is evident that Group I has had,
during the six crop years studied, a much larger income
from grain-trading operations than either of the other two
groups. Another point that is brought forth is that the
income from grain sales in Group I has always been greater
than the grain-patronage income, which arises from dividends
paid by the Farmers' National Grain Corporation* Among the

other two groupso during the 19,11-32, 1932-33, sad 1933-34

crop years, this grain-patronage income was frequently
greater than the income from grain sales. This indicates
that the associations in Group I have not depended upon

patronage income to the extent that the associations in the
other two groups have. It also shows that these associations,

(7) See explanation, page 32*
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TABLE V. Average Operating Statements for Group I

68

1931-32 1932-33 1933-34 1934-35 1935-36 1936-37 .

Per Per Per Per Per Per
Gross Income cent cent cent cent cent cent

Grain Sales $2,683 33.83 $2,540 24.54 $3,143 21.78 32,446 28.49 $5,668 33.15 $7,251 25.98
Grain Patronage 1,616 20.37 1,739 16.80 1,640 11.37 1,254 14.61

Grain-Trading Operations - - $4,299 54.20 $4,279 41.34 $4,783 33.15 $3,700 43.10 $5,668 33.15 $7,251 25.98
Warehouse Operations - - - - - - - - - - 270 3.14 5,912 34.58 11,498 41.19
Sundry Operations 1,077--.- 13.58 1,824-_ 17.62 4,872 33.76 2026--L --- 23.59 4 244L 24.83 6,198I 22.20-- ---- --

Sub-total $5,376 67.78 $6,103 58.96 39,655 66.91 35,996 69.83 $15,824 92.56 324,947 89.37
Interest Income 472 5.94 902 8.72 846 5.87 813 9.46 682 3.99 1,044 3.74
Insurance Commissions - - - - 226 2.85 180 1.74 292 2.02 426 4.96 508 2.97 936 3.35
Miscellaneous Income - - - - 1,858 23.43 3,165 30.58 3,637 25.20 1,352 15.75 81 .48 987 3.54

Total Gross Income - - - - 7,932 100.00 310,350 100.00 814,430 100.00 88,587 100.00 317,095 100.00 $27,914 100.00

Expenses

Administrative Expense - - - $3,147 39.68 '''3,885 37.54 14,885 33.85 1-'4,207 48.99 $4,367 25.55 $6,190 22.17
Interest Expense 198 2.49 375 3.62 69 .48 137 1.60 1,366 7.99 2,049 7.34
Miscellaneous Expenses - - - 1,178 14.86 - - - - - - 240 1.40 375 1.34

Total Expenses 14,523 57.03 14,260 41.16 94,954 34.33 $4,344 50.59 $5,973 34.94 $8,614 30.65

Net Income for the Period $3,409 42.97 $6,090 58.84 $9,476 65.67 $4,243 49.41 311422 65.06 $19,300 69.14



Gross Income

Grain Sales
Grain Patronage

Grain-Trading Operations -

Warehouse Operations - - -
Sundry Operations

Sub-total
Interest Income
Ingurance Commissions - - - -
Miscellaneous Income - - - -

Total Gross Income - - - -

Expenses

Administrative Expense - - -
Interest Expense
Miscellaneous Expenses - -

Total Expenses

Net Income for the Period - - -

TABLE VI. Average Operating Statanents for Group II

69

1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

Per Per Per Per Per Per
cent cent cent cent cent cent

$ 319 12.27 $ 599 13.19 1 424 8.58 t 563 11.63 51,346 16.44 62,142 16.51
341 13.11 574 12.63 517 10.45 k 150 3.10 - - - -

660 25.38 1,173 25.82 941 19.03 713 14.73 1,346 16.44 2,142 16.51
- - 797 17.53 1,070 21.66 1,323 27.33 2,161 26.40 3,287 25.33

991 38.09 1.081 23.78, 1,740 35.21 1,830 37.81 3.971 48.52 6.376 49.15

$1,651 63.47 4,3,051 67.13 13,751 75.90 '3,866 79.87 $7,478 91.36 $11,805 90.99
304 11.67 329 7.24 326 6.60 297 6.14 454 5.56 456 3.52
134 5.18 122 2.68 61 1.25 i 147 3.03 - - 340 2.62
512 19.68 1,013 22.95 803 16.25 530 10.96 252 3.08 372 2.87

$2,601 100.00 $4545 100.00 $4,941 100.00 14,840 100.00 18,184 100.00 112,973 100.00

11,912 73.51 12,215 48.74 12,675 54.15 $3,093 63.90 $3,415 41.72 /4,653 35.87
143 5.50 382 8.40 420 8.49 537 11.11 1,063 12.99 1,455 11.21
223 8.55 - - - - - - - - -

$2,278 87.56 $2,597 57.14 13,095 62.64 83.630 75.01 $4,478 54.71 $6,108 47.08

$323 12.44 $1.948 42.86 $1,846 37.36 $1,210 24.99 $3,7011 45.29 $6,865 52.92



TABLE VII. Average Operating Statements for Group III
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1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

Per Per Per Per Per Per
;ross Income cent cent cent cent cent cent

Grain Sales $ 266 20.96 $ 206 12.24 752 28.11 8 258 7.57 $1,261 37.60 $1,067 22.38
Grain Patronage 450 35.51 436 25.93 585 21.84 193 5.67 - - - -

Grain-Trading Operations - - 716 56.47 642 38.17 1,337 49.95 451 13.24 1,261 37.60 1,017 22.38
Warehouse Operations - - - - - - - - 528 19.76 1,455 42.72 601 17.91 2,351 49.30
Sundry Operations 26 2.05 8 .45 5 .19 985 28.92 1,040 31.03 1,100 23.07

Sub-total $ 742 58.52 $ 634 37.72 $1,870 69.90 32,891 84.88 $2,902 86.54 $4,518 94.75
Interest Income 207 16.28 241 14.32 204 7.63 271 7.96 397 11.86 249 5.23
Insurance Commissions - - - - - - - - - - - - - - - -
Miscellaneous Income - - - - 320 25.20 808 47.96 602 22.47 244 7.16 54 1.60 1 .02

Total Gross Income - - - - 31,269 100.00 81,683 100.00 82,676 100.00 $3,406 100.00 $3,353 100.00 $4,768 100.00

'xpenses

Administrative Expense - - - $ 965 76.02 $1,734 103.04 $1,998 74.66 $3,172 93.13 $2,550 76.04 $3,879 81.35
Interest Expense 95 7.48 90 5.32 236 8.83 497 14.59 764 22.79 969 20.32
Miscellaneous Expenses - - - - 267 15.87 - - 52 1.53 - - 622 13.05

Total Expenses $1,060 83.50 $2,091 124.23 $2,234 83.49 83,721 109.25 $3,314 98.83 $5,470 114.72

et Income for the Period - - - $ 209 16.50 $ 408 24.23 $ 442 16.51 8 315 9.25 $ 39 1.17 8 702 14.72
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in addition to having a larger volume of grain, have main-
tained more consistent margins on their grain-trading
operations.

On a percentage basis, the grain-trading opera-
tions in Group I have been consistently higher than Group
II. The associations In Group 11 have had to place a
heavier dependence on other sources of income because of

their failure to maintain sufficient margins and volume of
grain. Group 11 has been found to depend largely on their

grain-trading operations-, because of their failure to de-
velop other sources of income. The amount of income from

grain-trading operations has been so low that they have
frequently been unable to pay expenses. The associations
should not be too heavily dependent upon any one source of
income, but should try to make a reasonable income from all
of the sources available. The associations in Group 1 have
maintained a more balanced program than the other two groups
Group 11 has placed too heavy a dependence upon sundry

operations, and Group III has failed to develop any of its
operations properly.

Warehouse 2perations1 The warehouse operations

have developed into a major source of income for all three
groups. Group 11 led in making this source of income
important. During the 19323$ crop year, this income amoun-

ted to 17.5$ per cent of the income of Group II; the
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following year Group III had a substantial income from this

source; and during the next year, Group I. Despite the fact

that Group I was the last to have income from warehouse

operations, during the past two crop years the amount of

this income has been much larger for this group than for
either of the other two groups.

As a source of income, the warehouse operations

fit conveniently into the scheme of operation of these
associations and should be one of the major enterprises of

the associations.
Sundry Oerat ions. The sundry operations became

important as a source of income in Groups I and II during

the first years of operation. The fact that these opera-
tions were very slow in becoming Important to Group III is

probably due primarily to improper management. Group III

had income from this source as early as the other two groups

but for some reason failed to realize much profit on the
operations. Prior to the l934-35 crop year, in fact, the
income from this source for Group III was almost negligible.
After that crop Year, the associations in this group made

a fairly high percentage of their income from this source,

although the total amount was small. The failure of these
associations to realize profit on these operations during
the early years of orgaaization is probably one reason why
they have not shown greater progress.
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In Group II there has probably been too heavy a

dependence on the sundry operations. These associations,

unable to make sufficient profit on their grains.trading
operations, turned to sundry operations as a source of in-.
come. As shown in Table VI the percentage of income from

this source has steadily increased, and overshadows both
warehouse operations and ,,rain-trading operations.

The associations in Group II are not to be
criticized for pushing their sundry operations, as these
operations have been valuable to the associations as a source
of income, but to allow these operations that are not actu-
ally a part of the primary purpose of the associations to
overshadow all other operations, is likely to lessen inter-
est in the primary purpose of the association.

It is noticeable that the income from the sundry
operations is as much in Group II as it is in Group
although the total income of Group I is much higher than
that of Group II. This indicates that, While the associa-
tions in Group I have developed their sundry operations,
they are not more Important than the other operations of
the associations. Thus, while the sundry operations are
49.15 per cent of the total income of the associations in
Group II, they are only 22.20 per cent of the income of
Group I.

Interest Income and Insurance Commissions. Inter-

est income is of minor in.portance in all three groups. It
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has been of more importance in Group III, particularly in
the first few years of operations, than in the other two
groups. In Group III the interest income at its highest
point amounted to as much as 16.28 per cent of the total
ino6me during the 1931-32 crop year. During the same

year, it was likewise highest in Group II, amounting to
11.67 per cent of the total income. The highest for Group

I was during the 1954-5 crop year, when it amounted to
G.46 per cent of the total income for this group.

The interest income has decreased as a percentage
of total income in all three groups, the amount of income
from this source remaining practically the same for each
group during the six crop years. As a source of income it
will never be of more than minor importance, and is chiefly
a service to the members.

The insurance commissions are not of great Im-
portance to any of the groups. Group III, in fact, has
never had any income from this source. Among the other two

groups only part of the associations in each group have any
income from this source. Like interest income, the insur-
ance commissions are chiefly a service to the members.

Miscellaneous Income. As has been explained

before, the importance of this source of income was due

primarily to dividends paid to the associations by the
Farmers' National Grain Corporation for the patronage of
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their warehouse in the associations, district. While these

dividends were of major importance during the first few
years of operation, they are now nonexistent, and for that

reason will not be given much consideration. As long as the
Farmers, National was operating the warehouses, however,

these dividends were of major importance as a source of

income to practically all of the associations. At present
the miscellaneous income represents merely those incidental

items of income that arise in most businesses, but are not
an integral part of the operations of the associations.

Expenses. The expenses of the associations have

been grouped under three headings: Administrative, Interest,

and Miscellaneous. The administrative expenses include

those of management of the association. In a few of the

associations, certain direct costs have been charged to

warehouse and sundry operations; these charges have been

made by the association in their accounting. Consequently,

the administrative oxpenses are not entirely the same for
all the associations. Some have charged expenses directly

to certain operations while others have grouped them all
under administrative. The data were not complete enough

to allow for adjustments in these cases; however, this will

not materially affect the interpretation of the data.
Interest expense is self explanatory. It includes

the cost of borrowed money for operations, facilities,
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and interest on stook notes that the associations owe. The

miscellaneous expenses are those incidental expenses that

cannot be grouped in either of the other two expense items

just considered.

The expenses of Group I have been consistently

higher than the other two groups. Particularly is this so

of administrative expenses. This indicates that the asso-

ciations in Group I have paid more for efficient management

than the other two groups. The wages and salaries paid for

management alone must run to nearly $2,000 before an asso-

ciation can expect to have an efficient full-time manager

with the necessary extra clerical and other help. The

administrative expenses of Group III did not exceed $2,000

until the 1934-35 crop year. ith such a small amount paid

to the management of an associations it is easy to see why

the associations In Group III have not made the progress

the others have made.

The associations should not have excessively high

administrative expenses; but it is necessary to expend a

reasonable amount to insure that an efficient manager and

the necessary help can be hired. In Group II the adminis-

trative expenses have steadily increased each year, but

since the 1934-35 crop year they have decreased as a per-

centage of total income.
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The association expenses are largest in Group I,

yet at their highest point, namely in the 1931-32 crop year,

they amounted to only 57.03 per cent of the total income.

In Group III the expenses are the lowest of the three

groups, but have exceeded the income of the group each of

three years. The expenses of Group III have only in the

last crop year, 1936-37 exceeded in amount the expenses of

Group I in its first year, 1931-32.

Sound management is one of the best investments

the associations can make. Engaging an efficient manager

will not cure all the ills of the association, but marks

a forward step in the direction of making the association

a better one.

Volume or Grain, Table VIII, "Grain Purchased,

Patrons and Stockholders, and Average Grain Per Patron"

shows the average volume of grain for each of the three

groups. The data are not complete for all of the associa-

tions except for the last three seasons studied. Group I,

during these three seasons, has had a total volume of grain

at least twice that of either of the other two groups. This

larger volume of grain is one of the important reasons why

Group I is more successful than the other two. It Is

noticeable in this connection that Groups II and III are

not widely different in the volume of grain they purchase.

The associations in Group II, as has been previously



TABLE VIII. Grain Purchased, Patrons and Stookholders, and Average Grain Per Patron

Grain Purohased Patrons Stockholders Average Grain Per Patron

Members
Non-

members Total Members
Non-

members Total Number
Per cent
Patron-
izing

Members
Non-

members
All

patrons

Group I

bu. bu. bu. No. No. No. No. per pent bu. bu. bu.

1934-35 - - -
1935-36 - -
1936-37 - -

302,099
505,887
564,503

71,585
76,180

125,741

373,684
582,067
690,244

80
93

112

52
53
77

132
146
189

142
156
174

56.3
59.6
64.4

3,776
5,440
5,040

1,377
1,437
1,633

2,831
3,987
3,652

Group II
1934-35 - -
1935-36 - -

1936-37 - - -

111,808
135,891
204,776

20,316
27,909
50,059

132,124
163,800
254,835

44
45
55

26
29
41

70
74
96

78
101
112

56.4
44.6
49.1

2,541
3,019
3,723

781
962

1,221

1,887
2,214
2,655

Group III
1934-35 -
1935-36 - - -
1936-37 - - -

115,363
142,233
192,594

44,946
36,133
56,265

160,309
178,366
248,859

53
62
73

58
41

73

111
93

146

96
98

169

55.2
53.1
42.1

2,117
2,735
2,561

774
881
773

1,444
1,918
1,666

All Assooiations
1934-35 - - -
1935-36 - - -
1936-37 - - -

169,962
248,793
321,978

43,085
44,857
78,663

213,047
293,650
398,641

58

62
78

43
39
60

101
101
148

103
117
145

56.2
52.9
53.8

2,946
4,039
4,128

993
1,130
1,278

2,107
2,899
2,694
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mentioned, have placed a heavier emphasis on income from

other sources than grain-trading operations; they are thus

able to make a higher income than Group III, although they

do not purchase much more grain.

Table IX shows the percentage of the total grain

purchased from non-members by the three groups. It is

noticeable that Group III has a higher percentage of non-

member grain for each of the three years given than either

Group I or Group II. While the amounts are not large, they

show a heavier dependence of the associations in Group III

on non-member business. While such business may be as

profitable to the association as member business, it is not

wise for a cooperative to depend to any extent upon out-

siders. A cooperative should conduct its business so that
it is advantageous for a farmer to be a member. If it fails
to do so, it is likely to become merely another marketing

concern. It will have failed to benefit its members suf-

ficiently to pay them for the capital they have contributed

to make its existence possible. This criticism is true of

a number of the associations besides those in Group III.

It is also true of some of the operations of the associa-
tions, particularly the sundry operations.

Table X, "Per Cent of Grain Purchased from Won-

Members", showing the margins maintained on grain sales by

the three groups, indicates another reason for various



Table IX. Per cent of Grain Purchased from Non-memers

Crop Year Group I Group II Group III

1934-35 - - - 19% 15% - 285

1935-36 - - - 13% 17"rf., 20%

1936-37 - - - 185 205 23%



Table X. Average Margins Maintained on Grain Sales per Bushel
of Grain

Crop Year Group I Group II Group III

1934-35 - - - 40.0063 40.0052 40.0015

1935-36 - - - 0.0158 0.0084 0.0068

1936-37 - - - 0.0107 0.0089 0.0058

Average $0.0109 40.0075 40.0047



associations being classed in the three groups. The mar-

gins maintained by Group I have been consistently higher

than those of Group II and Group III. The margins main-

tained are very important, and the figures in Table X show

why the grain trading operations are more successful with

the associations in Group I than in the other associations.

Average Grain Per Patron. Table VIII shows the

average amount of grain purchased per patron for the three

groups. Group I has the highest average grain per member

patron by a considerable margin. The average per non-member

patron is also slightly higher than for the other two groups.

Except for the 1934-35 crop year, Group II has a higher mem-

ber and non-member average than Group III. This higher

average grain per patron can be due to two factors; first,
in some areas the grain production is higher per farmer;

and seconds some associations may get a higher percentage

of the farmers' grain than others. Of particular interest
is the fact that in Group I the member grain averages much

higher than that from non-members. In the other two groups

there is not such a large difference, although the non-mem-

ber volume consistently averages less than that of member.

This would indicate that the members are very probably more

loyal to the association and more likely to sell all of

their grain to it, while non-members are more apt to shop
around, and a very small difference in price may cause them

82
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to go to an independent buyer.

Number of Patrons and Members. The number of

members (stockholders) of the various associations varies

considerably for each year. There was quite an increase in

membership in Group III during the 1936-.37 crop year. There

was also an increase in membership in the other two groups,

but not as large as in Group III. This increase in member-

ship, however, was not accompanied by a corresponding in-

crease in number of members patronizing the grain-trading

operations. In fact, in Group III there was a decrease in

the percentage of members patronizing, and in the other two

groups only a small increase in percentage of members pat-

ronizing the grain-trading operations. During the past

three crop years there has been a steady increase in the

percentage of members patronizing in Group I. In the other

two groups, particularly Group III, there has been a de-

crease in percentage of members patronizing. This percen-

tage in all three groups is much lower than it should be.

Group I, with a 64,4 per cent patronage, is the highest,

and this is certainly not a high percentage. There are some

members belonging to these associations that do not grow

wheat, but they do not make up a very high percentage of

the membership of the associations.

The number of non-member patrons is particularly

high in Group III. During the first crop year given in
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Table VIII, the number of non-members actually exceeded the

number of member patrons, and in the last crop year equaled

the number of member patrons. Despite this, the amount of

grain bought from non-members does not amount to nearly as

much as the member grain.

From the study of Table VIII it would-appear that

the associations would profit more by trying to increase

their percentage of member patrons, rather than by trying

to increase the number of non-member patrons. If the asso-
ciations could increase the number of members patronizing,

rather than merely increasing the membership, they would

have a much larger volume of grain.

Non-member business is likely to become an em-

barrassing problem. The associations must allot patronage

dividends to non-members, and this ties up a surplus that
cannot be used in any manner by the association. Although

most of the associations do not do a large amount of non-

member business, a few have done as much business with non-

members as with members in some of their operations. This

is likely to cause the association to lose its cooperative
standing, as a cooperative must not do more business with
non-members than it does with members.

CONCLUSIONS

The success of the associations as now organized,
depends on the profitable operation of three major sources
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of income, grain-trading operations, warehouse operations,

and sundry operations (merchandise, grain treating, feed

rolling, etc.). The other sources of income, namely in-

terest, insurance, and miscellaneous, are not of sufficient
importance to influence vitally the success of the associa-

tions.
During the first three years of operations studied,

the grainstrading operations were the largest source of in-

come. Although these operations continued to increase in

size, by the fourth and fifth years, the sundry operations
were the largest source of income. During the last crop

year the warehouse operations have exceeded both grain-

trading and sundry operations as a source of income. These

three sources of income are not interdependent, except that

a very short crop of wheat would affect all.
The approximate standards required for profitable

operation of these associations have been derived from the
experiences of the associations, with an assumption that
all three operations are necessary for the most economical
operation. The associations apparently need around 0,000
to $8,000 gross income to cover expenses and allow for re-

serves to be built up. To depend entirely upon the grain-

trading operations for this income would demand an amount

of grain that would vary likely be impracticable for some

of the associations. Of course the standards set will be
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in excess of the needs of a few of the smaller associations

and too small for some of the larger ones, but most of the

associations could operate profitably if they made the

amount of gross Income designated,

The volume of grain in the trade area of the

associations is vitally Important to the grain-trading and

warehouse operations. The associations cannot be expected

to buy or store more than part of the grain in their trade

area. All the associations are well located in areas of

large wheat production. It is estimated by the Department

of kEricultural Economics, Oregon State College, that from

500,000 to 1,000,000 bushels of Wheat are produced in the

trade area of each of these associations. Consequently,

there is sufficient grain available to support all the

associations.

Two factors share equally in determining the in-

come from the grain-trading operations. They are (1)

margins and (2) volume of grain purchased. The associa-

tions maintain widely different margins. The margins vary

from year to year, between individual associations, end

even between patrons of the same association. In the

various associations the average margin has varied from a

loss of nearly 2 per bushel to a profit of nearly 3ci per

bushel. Even the widest of these margins seems not un-

reasonable, and there is a definite trend among the associa-



87

tions toward wider margins. The average margin maintained

by all the associations during the 1033-34 crop year was

.32g per bushel; this margin had increased to .92/ per

bushel during the 1935-36 crop year and.87/ per bushel for

the 1036-37 crop year. During the last two crop years most

of the associations have maintained margins between one-

half cent and one-and-one-half cents per bushel. Except

for the associations with a very large volume of grain it

is necessary to maintain a margin of one cent per bushel

to insure a reasonable income from the grain-trading oper-

ations.

The practice of cutting the margins When the
competition is stiff in order to get grain, is unfair to
patrons Who have sold grain to the associations when a

wider margin was being maintained. The cost of the grain-

trading operations should be distributed equally among the

patrons, and this can be accomplished only when the same

margin is maintained on every grain purchase.
Approximately 200,000 bushels of grain are needed

to insure sufficient income from the grain-trading opera-

tions. This is not an unreasonable amount of grain to ex-

pect of any of the associations, since, as has already been

mentioned, they are located in areas where the wheat pro-

duced is far in excess of this figure. The associations

that are not purchasing this amount of grain are not located
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in the lower producing areas. Two hundred thousand bushels

of grain with a one-cent margin will produce enough income

to take care of the grain-trading operation's share of the
-expenses.

The associations should concentrate their efforts
on increasing the number of members that patronize. Over

the six-year period studied only 55.63 per cent of the mem-
bers sold grain to the associations. The average amount

of grain purchased from members was 3,743 bushels and from

non-members 1,144 bushels. This wide difference in the

amount of grain purchased from member and non-member

patrons indicates that the associations can increase their
grain-trading operations much more rapidly by an increase

in the number of members patronizing than by increasing

the number of non-member patrons.

Prior to the 1956-37 crop year warehouse opera-

tions were limited. Several of the associations either
had no warehouse facilities, or their facilities were not
lerg,e enough. Consequently, warehouse operations did not

become of importance to all the associations until the last
crop year. The success of these operations depends on the
size of the fixed investment, the volume of grain handled,
and the management. The data were not available for the
volume of grain handled by the warehouses.
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The associations need about $3,000 gross income

from the warehouse operations to enable them to operate

profitably. Most of the associations with more than $30,000

invested in warehouse facilities have been able to make this
much income on these operations, while those with less in-
vested in warehouse facilities have not always been able to

do so. Apparently the facilities sufficiently large to be
economically operated are valued at 30,000 or more.

Except during the years of short crops, most or
the associations have had little difficulty in getting
enough grain to operate their warehouses profitably. In

most instances there is not as much competition for the
storage of grain as there is in buying grain. The asso-

cLation warehouses are well located and not in excess of

the needs of the area.
The sundry operations enabled a number of the

associations to continue operations, when their grain'- -

tradin7 operations failed to produce sufficient income to
cover expenses. These sundry operations, in a few of the
associations, have produced so much more income than the

grain-trading operations, that the grain-trading operations
°pear to be a minor source of income, and no longer the

major objective of these associations:
The associations need from 2,000 to $3,000 gross

income from the sundry operations. The majority of the
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associations showing net loss on their operations made less

than 02,000 on these operations. A volume of sales of

approximately 430,000 is needed to produce this much in

come. The average gross profit per dollar of sales for the
1935-36 crop year was 9.26/ and for the 1936.*37 crop year,

8 39/.
The comparison of the ave e operating state-

ments for the three groups of associations indicated sever-
al important facts. The associations in Group I have

maintained a good volume of business in all three major
operations; and there has been no undue dependence on any

one of the three. They purchase a great deal more grain
than the other two groups, have a larger membership and a

higher per cent of members patronizing. Also the associa-

tions in Group I have maintained adequate grain buying
margins more consistently, and have paid better salaries.
None have ever failed to make a net profit on their years'
operation.

The associations in Group II and Group III handle
about the same amount of grain, and have approximately

the same per cent of members patronizing, but the associa-
tions in Group II have been more successful than those in

Group III While a few of the associations in Group II
have at times failed to make a net profit on their year's
operation, the losses have not been nearly as frequent as
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they have been in Group III. Group II has paid more for

its management than Group III.

The associations in Group II have had difficulty
in making enough income from their graintrading operations.
Although Group II has warehouse facilities, and their grain
trading operations have increased in size, they depend on
the sundry operations for the largest part of their income.

Group III has been very slow in developing. Even

the sundry operations of the associations in this group have
at times lost money. They have not paid enough to hire

efficient management until the last few years, consequently
their development is behind that of the other two groups

S WiiiMARY

The associations need to maintain adequate mar

gins on the buying and selling of grain. The margin needed

by the associations for profitable operation is not in ex-
cess of the margins maintained by the grain trade in gen-
eral; in fact, it is very likely smaller. The margin should

be maintained consistently on each grain purchase.
Several of the associations need to increase the

volume of grain they purchase. There is sufficient grain
in the trade area of these associations to allow for the
increase needed, without demanding that these associations
purchase a very large percentae of this grain. A deter
mined effort should be made to increase the number of
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members that patronize the grain-trading operations. This

would materially increase the volume of grain the associa

tions purchase.
Nearly all of the associations have warehouse

facilities large enough for economical operation, and there
is sufficient grain available for storage to make these
operations profitable.

The sundry operations have generally been profit-

able, and if efficiently managed should continue to provide
an additional income for the associations.

An efficient management is necessary for the proper

operation of all three major sources of income. The asso-

ciations must pay salaries sufficiently large to allow them
to hire managers that will be capable of handling the
business of the associations in a profitable manner. The

members of the association should take an interest in
their association and patronize its operations. The a so-
ciations can operate more economically if they have a good
volume of business and in nearly every association there is
a large enough membership to produce the volume of business

needed.



Chapter IV. Financial Condition

USE OF FINANCIAL RATIOS AS A MEASURE OF FINANCIAL CONDITION

The analysis of the financial condition of these

associations will deal with balance...sheet ratios and the

distribution of balance-sheet accounts. These two items

are very closely related, the principal difference being

that balance.-sheet ratios compare two groups of balance.-

sheet accounts, while the distribution of accounts compares
a single account with the whole group of assets or liabil-

ities.
Balance-sheet ratios have become the chief tool

of the credit man in determining the protection afforded

by a business to Which he makes a loan. Ratios are used

to determine not only this, but also Whether a business

is progressing or losing ground. This latter use of

balance-shoat ratios is the one of primary Interest in this

study. The purpose of this section of the survey is to

determine whether or not these associations are making

progress toward a sound financial condition.

There are a large number of balance-Sheet ratios

in use; the ones used in this study are those that seem to

be most suited to the type of business carried on by these

associations. There are a few ratios that would be of value

that are not included, because the data were not complete

enough to be properly analyzed.

93
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EXPLANATION OF BALANCE-SHEET ACCOUNTS

The talance-sheet accounts of the various asso-

ciations are fairly uniform. There was enough variation,

however, to make it necessary to reconstruct the balance-
sheets to some extent, and to group under one heading

severcl different accounts. The headings used in the

balance sheets in this study are not the same as those used

by the associations in a number of instances. A detailed

explanation of all the balance-sheet accounts will not be

given, but enough explanation will be given to make them

understandable.

Assets* Accounts and Notes Receivable arise most-

ly from the credit business the association does with mem-

bers. The majority of these items arise from the sale of

merchandise.

Loans and Advances Receivable are loans made by

the association to its members on wheat. These loans are

chiefly pre-harvest and commodity loans. The greater part

of this account is rediscounted by the association.
Accruals Receivable arise from a number or items.

They include accrued interest, accrued storage and handling

income, and a number of incidental accrual items.

Merchandise Inventory is the inventory of mer-

chandise and supplies that the association has on hand.

Other Current Assets include a large variety of
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items carried on the books of the associations as current
assets that cannot be classified under any of the other
current asset headings, such as employers' accounts, re-
ceivables, purchase advance receivable, warrants, etc.

Deferred Charges include such items as prepaid

insurance, rent, and other prepaid expenses.
Investments represent the stock the associations

own in other businesses. Part of this account is repre-
sented by stock in the North Pacific Grain Growers, the
balance is chiefly in supply cooperatives.

Fixed Assets include warehouse facilities, office
buildings, land, office equipment, and other such items.

Other Assets include a variety of asset accounts
carried by the association that could not be classified
under any of the other headings.

Stock Subscription Notes Receivable are the notes
the members of the association have given in payment of the
stock issued them by the association.

Accrued Interest-Stock /dotes Receivable comprise

the interest due on the Stock Subscription Notes Receivable.
Liabilities* Accounts and Notes Payable are those

current debts of the association incidental to the operation
of the business*

Loans and Advances Payable are the rediscounted

loans the association makes to its members, corresponding
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to Loans and Advances Receivable.

Facility Payment Due is a payment due on notes

given in payment of warehouses or other fixed assets.

Accruals Payable include accrued interest, sala-

ries, and other accrued liabilities.

Other Current Liabilities are those liabilities

carried by the associations as current liabilities that

cannot be grouped under the other heading used.

Stock Subscription Notes Payable are notes given

by the association in payment of stock subscribed for in

other organizations. The major part of this item is notes

due the North Pacific Grain Growers for stock in that organ-

ization, but it also includes notes due other cooperatives

in which the associations subscribe for stock.

Accrued Lnterestu.Stock Notes Payable comprise the

interest due on stock subscription notes payable.

Fixed Liabilities are the indebtedness of the

associations for warehouse and other fixed assets that are

not due during the current year.

Other Liabilities include those items that cannot

be included under any of the other liability headings such

as sales advances payable, income tax payable, insurance

payable, etc.

Net Worth. The net worth is represented simply

by the capital stock of the association that has been issued



and the surplus the association has accumulated. The

amount of authorized stock is not given, as it is not of
any value in this study. The associations are authorized
to issue preferred stock, but since none has been issued
it is not shown.

PROGRESS OF THE ASSOCIATIONS

Average Balance Sheets for All Associations. The

associations made very little progress during the first

three years of operations studied. Since the 1933-34 crop

year shown in Table XI,"Average Balance Sheets for All

Associations; the associations have grown rapidly. The

total assets of the associations averaged only $30,947 at

the end of the 1931-32 crop year and had increased to only

06,944 by the end of the 1933-34 crop year. During the

next three crop years the assets of the associations in-

creased very rapidly and at the end of the 1936-37 crop

year amounted to 383,464, more than double the amount the

1933-34 crop year showed.

The total liabilities of the associations have

likewise increased very rapidly during the last three crop

years studied. They amounted to $15,716 at the end of the

1933..34 crop year, less than they were during the 1931.P32

crop year, but by the end of the 1936-37 crop year the

liabilities amounted to :$48,3620 three times what they were

97



TABLE XI. Average Balance Sheets for All Associations
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1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

Assets
Current Assets

Cash $2,313 $2,025 $5,265 $4,207 $2,659 $5,767

Accounts Receivable 1,572 1,707 1,329 1,899 2,557 5,124

Notes Receivable 353 735 985 721 955 3,081

Loans and Advances Receivable - - 9,107 5,979 6,193 5,949 4,570 1,198

Accruals Receivable 1,334 1,061 999 1,647 3,317 1,513

Merchandise Inventory 258 897 1,238 1,440 2,660 7,945
Other Current Assets 753 1,112 2,405 177 238 143

Total Current Assets 15,690 $13,516 S18,414 $16,040 816,956 $24,771
Deferred Charges 9 2 20 67 57 174

Investments 7,230 8,049 8,052 8,355 9,259 9,973
Fixed Assets 619 984 4,514 11,907 24,377 43,702
Other Assets 344 775 467 522 357 136

Stock Subscription H-tee Receivable- 7,055 5,989 5,477 4,215 4,932 3,996
Accrued Interest - Stock Notes - - - 7,055 5,989 5.477 473 4,688 792 5,724-1-- 712 4,708

Total Assets 30,947.1.--- 29 315--L-. 36 944-t- .
41,579--- 56,730 83,464

Liabilities
Current Liabilities

Accounts Payable $1,225 $633 S2,180 $2,194 '1,217 $1,867
Notes Payable 546 1,261 2,280 2,204 3,264 7,148
Loans and Advances Payable - - - 9,259 6,045 5,268 6,001 4,529 993
Facility Payment Due 300 479 376 1,987
Accruals Payable 147 399 309 765 594 1,152
Other Current Liabilities - - - - 783 357 1.889 201 109 596

Total Current Liabilities - - 11,960 8,695 12,926 11,8344 10,589 13,743
Stock Subscription Notes Payable - - 3,385 766 768 773 1,167 1,045
Accrued Interest - Stock Notes - - - 1 150 163
Fixed Liabilities 300 1,356 6,131 17,923 31,688
Other Liabilities 812 702 666 1,277 1,408 1,723

Total Liabilities 16,157 10,463 15,716 20,026 31,237 48,362

Net Worth
Capital Stock Issued $11,987 $13,140 $13,932 $14,697 $15,777 $16,737
Surplus 2,803 5,712 7,296 6,856 9,716 18,365

Total Net Worth $14,790-L----- $18 852 $21 228 t',21t 553' --- 325,493 $35,102

Total Liabilities & Net Worth- 30,947 29,315 36,944 41,579 56,730-1- 83 464
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16.26
1.15

40.98
2.21

60.80

39.20

100.00

TABLE XII. Averagc 100% Balance Sheets for All Associations

1933-34 1934-35 1935-36 1936-37
1931-32 1932-33

Assets Percent Percent Percent Percent Percent Percent

:urrent Assets

Cash
Accounts Receivable
Notes Receivable
Loans and Advances Receivable
Accruals Receivable
erchandise Inventor:
Other Current Assets

6.23
5.33

1.33
21.33
3.23
.88

1.19

6.73

4.64
2.05

18.17
3.53
2.64
4.16

12.85
5.94

3.18

17.19
2.48
3.36
4.02

11.72

4.38

1.85

14.39
4.01
3.39
.21

4.35

3.88
2.04
6.49
4.10
4.40
.65

5.92

6.31
2.91

1.88
1,84
7.93
.12

28.12 23.55 16.47 13.68

Total Current Assets
)eferred Charges
Envestments
Pixed Assets
Yther Assets
3tock Subscription Notes Receivable-
kecrued Interest - Stock Notes - - -

39.52
.06

28.70
2.27

1.33

28.12

41.92
.02

29.34
3.10
2.07

23.55

47.02
.06

23.35
11.77
1.33

16.47

39.95
.11

23.06
22.24

.96

13.68

26.00
.14

21.53
35.98

.61

13.64
2.10 15.74

5.47

26.91
.17

12.13
54.16

.14

6.49

Total Assets 100.00 100.00 100.00 1.10.00 100.00 100.00

Liabilities
Current Liabilities

Accounts Payable
Notes Pa-able
Loans and Advances Payable
Facility Payment Due
Accruals Payable
Other Current Liabilities -

3.46
2.01

21.62

.48

1.29

1.75
5.66

18.49

1.29
.88

6.15
6.92

16.98
.69

.25

1.59

3.06
5.11

14.53
.95

1.77
.27

2.48
5.68

6.18
1.80
1.04
.21

2.28
6.80
1.70
2.72

1.63
1.13

Total Current Liabilities - -

Stock Subscription Notes Payable - -

28.86
13.96

28.07

3.30

33.28
3.05

25.69
2.93

17.39
3.49

Accrued Interest - Stock Notes - - -

Fixed Liabilities
Other Liabilities 1.82

.81

1.13

3.54
.93

11.61
2.37

24.06
2.35

Total Liabilities 44.64 33.31 40.00 A2.60 47.82

Net Worth
Cipital Stock Issued
Surplus

46.02
8.4-4

48.58
13.11

40.68
18.'2

40.50
16.90

36.97
15.21

20.52

18.68

Total Net Worth 55.36 66.69 59.20 57.40 52.18

Total Liabilities Net Worth- 100.00 100.00 160.00 100.00 100.00
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three years previous. This increase in liabilities was due
primarily to an increase in fixed liabilities. The current

liabilities of the associations remained about the same
during the six crop years.

For the remaining part of the discussion of the
average balance sheets of the associations, Table XII, "Av-
erage 100 Per Cent Balance Sheets for all Associations,"
will be used. The construction of this table needs some
explanation. In Table XI the associations with large
assets influence the average more than the smaller asso-
ciations. To eliminate this so that each association will
influence the average balance-sheet alike, Table XII was

constructed. In this table, before averaging the balance
sheet accounts, a 100 per cent balance-sheet was construe-'

ted for each association. Then these 100 per cent balance
sheets were averaged, instead of averaging the dollar
amounts of each balance-Sheet as was done in Table XI. Thus

in Table XII, each association influences the average the
same amount. To show the difference made by these two

methods of averaging, the following example is given. During

the 1935-36 crop year the item "Capital Stock Issued" in

Table XI is $15,777, and amounts to 27.81 per cent of the

total assets in this table; in Table XII this account is
36.97 per cent of the total assets, a difference of more
than nine per cent. This shows the influence one or two
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large associations will have on the average. This method of

averaging 100 per cent balance sheets Is used for the various

group averages that will be discussed later. It is neces-
sary to keep in mind that Table XII is constructed separ-
ately from Table XI and the amounts in Table XII do not
represent the percentage of the items in Table XI.

During the first three crop years studied the
assets of the associations were dominated by three items,
Current Assets, Investments, and Stook Subscription Notes

Receivable. The current assets were the largest of these
three groups and amounted to as high as 47.02 per cent of
the total assets during the 1933-34 crop year. The prin-

cipal reason for current assets being so high was that the
loans and advances receivable account was very large. This

account became leas Important each year as the associations
made fewer loans to their members, and by the end of the
1936..37 crop year amounted to only 1.88 per cent, an al-

most negligible amount. The merchandise inventory has

shown a marked increase. It was only ,88 per cent of the
total assets at the end of the 1931-32 crop year but has
increased to 7.93 per cent. This shows the increased im-

portance of merchandise operation to the association. The

balance of the current assets have not varied much as a
percentage of assets, but because of the decrease in Loans
and Advances Receivable the current assets have decreased.
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The investments of the association likewise have

decreased in relative importance, although in amount they

have increased. This asset is of questionable value from

a credit standpoint. It is composed entirely of stock the

associations own in other cooperatives. Since it is stock

in cooperatives it has no immediate market value; in fact,

in most cases this stock cannot be sold except to another

cooperative. This will of course make it a very slow

asset to realize upon in case of liquidation. It IS not

intended to criticize the associations for carrying such

an asset on their books. The stock the associations own

in supply cooperatives enables them to purchase merchandise

economically. The stock in the North Pacific entitles them

to certain services, and if the grain-selling organization

of the North Pacific succeeds, will be a source of income

to the associations.

The third asset account that dominated the

earlier years is Stock Subscription Notes Receivable. This

account from a credit standpoint has very little value be-

cause forced collection would be very difficult. These

notes were given by members to the association in payment

of stock the members purchased, with the understanding that

the notes would be paid off by dividend credits These

notes are of little value to the associations because they

have not increased their working capital. Fortunately the
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associations have been able to reduce the amount of these
notes from 28.12 per cent of the total assets in 1931-32 to
5.47 per cent in 1936-37. This decrease is much larger on
a percentare basis than it is in actual amount. It is noti-
ceable that the accrued interest on these stock notes has
been increasing, indicating that some of the notes are very
much past due.

The fixed assets have shown the largest increase,
and account for most of the increase in the total assets.
At the end of the 1931-32 crop year the fixed assets amoun-
ted to only 2.27 per cent of the total assets. At this time
the fixed assets were chiefly office furniture and fixtures.
Each year these assets increased until the 1936-37 crop
year, When they represented 54.16 per cent of the total
assets. This increase was due to the purchase of warehouse
facilities by the associations. The average investment in
fixed assets for the associations is now 1=43,702.

The current liabilities increased from 28.86 per
cent in 1931-32 to a3.26 per cent in 1933-34 and then stead-
ily decreased to 16.26 per cent at the end of the 1936-37
crop year. The decrease in current liabilities was due
primarily to a decrease in loans and advances payable. This

account has decreased from 21.62 per cent in the 1951-32

crop year, to 1.70 per cent in the 1936-37 crop year. Among

the other current liabilities there has not been much change.
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Notes payable increased from 2.01 per cent in the 1931-32
crop year to 6.92 per cent in the 1033-34 crop year; after
that there was no appreciable change in this item. Facil-
ity payments due have become of Importance since the 1933-34

crop year, increasing from .C9 per cent in that year to
2.72 per cent at the end of the 1936-37 crop year.

The Stock Subscription Notes Payable account has

decreased from 13.96 per cent to 1.15 per cent. This item,
which. was of some importance during the first yeLx of
operation, has been practically paid. There has been some

increase in this item In az,sociations that have subscribed
for stock in supply cooperatives, but this account has
ceased to be of major importanee.

The fixed liabilities of the association have
grown from nothing during the first year of operation to
the largest single liability of the associations. During

the 1936-37 crop year it amounted to 40.98 per cent or
approximately two-thirds of the total liabilities of the
associations. The money that the associations were forced
to borrow to purchase warehouse facilities, caused this in..
crease.

Since the total liabilities have increased more

rapidly than the total assets, the net worth, on a percen-
tage basis, has decreased. The Capital Stock account has
decreased from 48,50 per cent at the end of the 1932-33
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crop year* to 20.52 per cent at the end of the 193637

crop year. The surplus* on the other hand* has remained

approximately the same since the 1932-33 crop year. This

means that the surplus has been increasing in relation to

the net worth. The net worth is smaller than it should be*

indicating that the associations are too heavily in debt.

Financial Ratios of Average Balance Sheets for

All Associations. The discussion so fur has dealt pri-

marily with the distribution of assets and liabilities* and

the increase in size of the associations. While an increase

in size indicates that the associations are making some

progress, financial ratios Live a better picture of whether

or not the associations are mnterially improving their

financial condition.
Current Assets to Current Liabilities. The ratio

of current assets to current liabilities As generally

accepted as one of the better financial ratios for indi-

cating the credit soundness of a business. Table XIII

shows the changes in this ratio and other ratios for the

average balance sheets for all the associations over the

six crop years studied. The ratio of current assets to

current liabilities was 13C per cent during the first crop

year. This is a very small margin of safety for any

business* and indicates that the associations were operating

principally on credit. Table XIII shows that there has been



Table XIII. Balance Sheet Ratios for all Associations Computed from Average 100% Balance Sheets for
all Assooiations

Loans and Advances Receivable deducted from Current Assets
Stook Subscription Notes Receivable and Accrued Interest Stook Notes Deducted
No fixed liabilities

Ratio 1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

per
cent

per
cent

per
cent

per
cent

per
cent

per
cent

Current Assets to Current Liabilities 136 149 141 156 150 165
Cash and Receivables to Current Liabilities 130 125 119 141 120 116
Cash to Current Liabilities 22 24 39 46 27 36
Accounts and Notes Receivable to Current Assets* 37 28 24 24 31 37
Fixed Assets to Fixed Liabilities NFL*** 383 332 192 150 132
Net Worth to Total Assets 55 67 59 57 52 39
Net Worth** to Total Assets** 38 56 51 51 43 35
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a fairly steady increase in this ratio. The ratio for the
last crop year is 165 per cent Which, While considerably
better than during the first year, is still not as good as
it should be. The associations are apparently improving,
but their current ratio should be better than it is.

Cash and Receivables to Current Liabilities. This

ratio is generally considered as the acid test. A ratio
of 100 per cent is generally considered satisfactory. It
is noticeable in Table XIII that the associations have a
fairly good ratio of cash and receivables to current
liabilities; it is generally expected, however, that the
balance of the current assets be larger in proportion to
cash and receivables than is the case here. While this
ratio has been better than 100 per cent each year, it has

not increased, but decreased. It was 130 per cent during

the first crop year studied and 116 per cent during the

last.

Cash to Current Liabilities. The associations
have a satisfactory ratio of cash to current liabilities,

A ratio of 20 per cent is sufficient for these associations,

and this amount has been exceeded by the group average each

year. It is not good business, however, for this ratio to
be too high, as it indicates that the associations have
idle money on their hands that should be employed in the

business.
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Accountsjand Notes Receivable to Current Assets.

The loans and advances receivable have been deducted in

calculating this ratio, because they are a rediscounted
item and do not have any connection with the purpose of this

ratio. The purpose of this ratio is primarily to indicate
whether or not an association is being too liberal with its
credit. The ratios in Table XIII are not bad; they would
be better if somewhat lower, but do not indicate that the
credit policies of the associations as a whole are too
liberal.

Fixed Assets to Fixed Liabilities. The downward

trend of this ratio from 383 per cent in the 1932-.33 crop
year to 132 per cent in the 1936-37 crop year looks very
bad. Too much notice, however, should not be paid to this
trend for the past six years, although in the future it
will indicate the progress of the associations. Since all
the associations had not acquired warehouses until the last
crop year, the trend of this ratio is not important, but
the static condition of the 1936-37 crop year is important.

A ratio of fixed assets to fixed liabilities of 132 per cent

Is very poor. It indioates that the associations have

borrowed as much as they possibly can on their warehouse

facilities. If they show an increase in this ratio during

the next few years, they will be making progress, but at

present they have a very poor ratio and will have to oper-

ate carefully in order not to get caught by bad years.
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Worth to Total Assets. This ratio shows a

downward trend that is not at all satisfactory. While this

downward trend can be explained as having been caused by

the rapid increase in fixed liabilities, it does not help

the financial standing of the associations. The associa-

tions have reached the point *here they must start showing

a better financial statement or they will be slipping back-
ward. A ratio of 39 per cent of net worth to total assets

Lb very poor; it indicates that the creditors of the asso-

ciations own more of the property of the associations than

the members. This financial ratio with stock subscription

notes receivable deducted, indicates more closely the

correct ratio, From a credit standpoint these stock notes

are useless, and are somewhat in the nature of padding.

With them deducted from the balance-sheet, a truer picture

of this ratio is given. Although this ratio is less than

the first, namely 35 per cent, one improvement noted is

that the difference in these two ratios is smaller at the

end of the 1938-37 crop year than it was at the end of the

1931-32 crop year. This indicates that the associations

are ridding themselves of this doubtful account.

Net Worth to Fixed Assets. This ratio has not
been calculated for all the years, because there has been
so much change in the fixed asset position. As it stands
at the end of the 1936-37 crop year, the ratio is 72.38
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per cent (with stock subscription notes receivable de-
ducted 60.40 per cent). Until this ratio reaches at least
100 per cent the associations cannot consider that they own
their fixed assets. Improvement in this ratio should be

carefully watched by the associations as it is one of the
most iwportant ratios*

Financial Ratios of Individual Associations
Current Assets to Current Liabilities* Table

XIV shows the distribution of the associations in various
ratio groups for each of the six crop years studied. During

the 1931-32 crop year, four of the nine cases had a current
ratio of better than 200 per cent. The associations for
the next three years seemed to trend to lower current
ratios. During the 1933-34 crop year, three associations
had maintained current ratio of less than 100 per cent and
five of less than 150 per cent. During the last crop year
eight of the nine associations had a ratio of better than
150 per cent, indicating that the associations were im-
proving their condition to some extent, though only four
associations had a ratio of better than 200 per cent. Over

the six-year period only 31 per cent of the cases showed a
ratio of better than 200 per cent and 43 per cent of the
eases had ratios of less than 150 per cents

Cash and Receivables to Current Liabilities. The

majority of the associations, as shown by Table XV, have a



TABL''', XIV. Ratio of Current Assets to Current Liabilities
for Individual Associations

Range of Current Ratios

TABLE Ratio of Cash and Receivables to Current Liabilities
for Individual Associations

Ranr,:e of Ratios

Crop Year Less than
50%

50%-to
99%

10e, to
149%

150% and

more

No. of
AssIns.

No. of
Assn's.

No. of
Ass ins.

No. of
Ass'ns.

Total No.
of Ass'ns.

1931-32 - - 0 2 4 3 9

1932-33 - - 1 3 4 2 10

1933-34 - - 2 2 4 2 10

1934-35 - - 0 3 2 5 10
1935-33 - - 2 3 1 4 10
1930-37 - - 1 1 4 3 9

Total- - 14 19 19 58

Cron Year Less than
100%

100% to
149%

150'10 to

199%

200% and
more

No. of
Asstns.

No. of

Ass'ns.
No.of

Ass ins.

No. of
Ass'ns. Total

1931-32 - - 4 1 4 9

1932-33 - - 1. 3 4 2 10

1933-34 - - 3 2 3 2 10
1934-75 - - 2 3 2 3 10

1935-36 - - 2 3 2 3 10
1936-37 - - 1 0 4 4- 9

Total- - 9 15 16 18 58
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good ratio of cash and receivables to current liabilities.
Over the six-year period 66 per cent of the associations
have had a ratio of more than 100 per cent. During the

1931-320 1934-351 and 1936-37 crop years seven of the asso-

ciations have had a ratio of more than 100 per cent. While

during these crop years a heavy percentage of the associa-
tions had good ratios, during the 1935-36 crop year five of
the associations had a ratio of less than 100 per cent,
and during the 1032-33 and 193Z-34 crop years four had a

ratio of less than 100 per cent* which is not very good.
Generally the associations seem to have a good ratio of
cash and receivables to current liabilities.

Cash to Current Liabilities. The associations

show a great deal of variation in the ratio of cash to
,current liabilities. Table XVI shows that during each

of three years, 1931-320 1935-36* and 1936..37, four asso-
ciations had a ratio of more than 60 per cent, which is
very high. On the other hand, during the 1934..35 crop year

five associations, and during the 1932-3$ crop year fours
had a ratio of less than ten per cent which is too low.
Over the six-year period 50 per cent of the associations
had a ratio of moro than 20 per cent and the other half
less than 20 por cent. There 300= to be a tendency for
some of the associations to have a very large amount of



Table XVI. Ratio of Cash to Current Liabilities for Individual
Associations

Range of Ratios

Table XVII. Ratio of Accounts and Notes Receivable to Current
Assets for Individual Associations (Loans and
Advances Receivable Deducted from Current Assets)

Range of Ratios

* One association with no Accounts and Notes Receivable

Crop Year Less than
205

205 to
395

405 to
59%

605 and
more

No. of
Assins.

No. of
Ass'ns.

No. of
AssIns.

No. of
Ass ins.

Total No.
of Ass'ns.

1931-32 - - - 5 0 1 3 9

1932-33 - - 3 4 3 0 10

1933-34 - - - 5 2 2 10
1934-35* - - 2 5 2 0 9

1935-36* - - 4 1 4 0 9

1936-37 - - - 2 2 4 1 9

Total 21 14 15 6 56

Crop Year Less than
105

105 to
195

205 to
595

605 and

more

No. of
Assins.

No. of
Ass'ns.

No. of
Ass'ns.

No. of
Ass'ns.

Total No.:
of Ass'ns.

1931-32 - - - 3 1 1 4 9

1932-33 - 4 3 1 2 10
1933-34 - - - 2 3 3 2 10
1934-35 - - - 5 1 1 3 10
1935-36 - - - 3 2 1 4 10
1936-37 - - - 2 0 3 4 9

Total 19 10 10 19 58
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cash on hand. This is not,:';ood practice as only enough
cash should be kept on hand to meet current needs. If the
associations are likely to have a large amount of idle cash
on hand at times, arran7,ements should be made for investing

it in a quickly convertible security, so that the cash will
at least be earning some interest.

Accounts and Notes Receivable to Current Assets.

The purpose behind Table XVII is to determine whether or

not the associations have too much of their current assets
tied uTD in receivables. Since Loans and Advances Receiv-

able are rediscounted and do not concern this particular
ratio, they have been deducted. Just how much of the cur-

rent assets should be tied up in accounts and notes re-
ceivable, is difficult to determine, A study of the
ratios of some of the better associations indicates that
the associations should not have more than 40 per cent
in accounts and notes receivable and less than 30 per cent
would be more desirable. There seems to be a tendency for
the associations to have a ratio of between 20 per cent
and SO per cent and the ratio seems to be increasing rather
than decreasing. The associations should be cbreful about
allowing this ratio to increase, as it indicates that the
associations are probably extending credit too liberally.
The increase in this ratio is due to the increase in sundry
operation.
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Fixed Assets to Fixed Liabilities. Table XVIII

shows the Ratio of Fixed Assets to Fixed Liabilities. In-

spection of this table shows that most of the associations
have a very small equity in their facilities. During the

1034-35 and 1935-36 crop years one association had no equity

in its facilitiea. During the last crop year six of the
association had a ratio of between 100 per cent and 150 per
cent, which is not a sufficient equity, as a rule. Since

a number of associations either acquired their facilities
or increased them during that crop year, however, it is
logical to expect this ratio to be low. The associations

should make an attempt to increase the equity in their
facilities as fast as possible, and the progress they make
in this direction during the next few years will be a
determining factor in their suceess.

Ilet Worth to Total Assets. Through the 19334.34

crop year, as Shown by Table XIX the associations were in4-

creasing the ratio of net worth to assets. At that time
six of the associations had a ratio of better than 30 per
cent. While this is not an exceptionally good ratio, it is
fairly satisfactory. As the associations been acquiring
warehouse facilities, however, the ratio decreased rapidly.
Durinz the 19304-37 crop year one association had a ratio
of leas than 25 per cent, whiCh is very poor; six had a
ratio between 25 per cent and 50 per cent, and only two had



Table XVIII. Ratio of Fixed Assets to Fixed Liabilities for
Individual Associations

Range of Ratios
Crop Year Less than

lop%
1005 to
1495

1505 to
1995

2005 and
more

No. of
kss'ns.

No. of
Ass'ns.

No. of
Ass'ns.

No. of
Ass'ns.

Total No.
of Ass'ns.

1931-32 - - - 0 0 0

1932-33 - - - 0 0 1 1

1933-34 - - - 0 1 1 2

1934-35 - - - 1 1 0 3 5

1935-36 - - - 1 3 1 3 8

1936-37 - - - 6 1 2 9

Total 2 10 3 10 25



Table XIX. Ratio of Net Worth to Total Assets for Individual
Associations

Range of Ratios

Table XX. Ratio of Net Worth* to Total Assets* for Individual
Associations

Range of Ratios

* Stock Subscription Notes Receivable and Accrued Interest-
Stock Notes deducted from Net Worth and Total Assets before

calculating.
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Crop Year Less than
"Cl5

255 to
495

505 to
74,1,

75% to
100%

No. of
Assins.

No. of
Ass'ns.

Yo. of
Ass'ns.

No. of
Ass'ns.

Total No.
of Assins.

1931-32 - - 1 3 4 1 9

1932-33 - - - 0 2 5 3 10

1933-34 - - - 1 3 4 2 10

1934-35 - 2 2 2 4 10

1935-36 - - - 2 3 2 3 10

1936-37 - - - 1 6 1 1 9

Total 7 19 18 14 58

Crop Year
255

25% to
495

50% to
74%

75% to
100%

No. of
Ass'ns.

No. of
Ass'ns.

No. of
Ass'ns.

No. of

Ass'ns.

Total No.
of Ass'ns.

1931-32 - - - 2 3 4 0 9

1932-33 - - - 0 3 5 2 10

1933-34 - - - 1 4 3 2 10

1934-35 - - - 3 2 1 4 10

1935-36 - - - 3 3 3 1 10

1936-37 - - - 2 6 0 1 9

Total 11 21 16 10 58
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a ratio of more than 50 per cent. This is a very low
equity for the members of the associations to own, and in-
dicates that the associations are depending too heavily
on credit for operations. The chief cause for this low
ratio is, of course, the heavy indebtedness on warehouse
facilities, and should be corrected largely through the
payment of this indebtedness.

Table XX shows the same ratio after the stock
subscription notes receivable and accrued interest on these
notes have been deducted from both assets and net worth.
This table gives a truer picture of the equity the members
on in their association. In this table, during the 1936..
37 crop year only one association has a ratio of more than
50 per cent, indicating that a fairly large percentage of
the net worth is tied up in stock notes, Which are of
doubtful value. Close inspection of this table, shows that
these stock notes do not influence the ratio as much now
as they did in the earlier years, but still have enough
influence. A very determined attempt should be made by all
the associations to improve this ratio. At present the
associations are operating on too narrow a margin to
enable them to stand any period of adverae conditions
without becoming dangerously involved. If the associations
are able to improve this ratio during the next few years,
they should be able to establish themselves, but they



(6) See page 65 for explanation of grouping.
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cannot eontinue indefinitely with such a low equity in
their business.

I;et Worth to Fixed Assets, Table )GI shows this

ratio calculated with stock subscription notes receivable
and accrued interest deducted, and without deducting these
iteT;s from net worth. Only two of the nine associations
have large enough equity to give them a ratio that indi-
cates that they own their fixed assets. One other asso-

elation is In the 75-100 per cent class and the balance
In a class with a ratio of less than 50 per cent. This

shows that the associations do not own their facilities,
and that zost of them have to increase their net worth a
considerable amount before they will own them. This is a
very i:72portant ratio; businesses are expected to borrow
for operating capital, but they should have a net worth
large enough to assure them that they own their fixed
c,_ssets.

COMPARISON OF AVERAGE BALANCE SHEETS FOR THE THREE GROUPS
A3f.),7IATIO1T3

Size and Distribution of Balance-Sheet Accounts.

Tables XXII through XXVII are the average balance sheets

and average 100 per cent balance sheets for the three
groups of associations for the six crop years studied.
This grouping of associations is the same as the grouping



Table XII. Ratio of Net Worth to Fixed Assets for Individual
Associations

Range of Ratios

* Stock Subscription Notes Receivable and Accrued Interest Stock
Subscrintion Notes deducted from Net 7orth before calculations

32C

1936-37 - - - 2 4 1 2 9

1936-37* - - 5* 1* 1* 2* 9

Crop Year Less than 505 to 755 to 1005 and
505 745, 99,10 over

No. of No. of No. of No. of Total No.
Ass ins. Ass ins. Ass'ns. Ass'ns. of Ass'ns.



TABLE XXII. Average Balance Sheets for Group I
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1931-32 1932-33 1933-34 1934=35 1935-36 1936-37

Assets
Current Assets

Cash $5,070 $5.081 $14,524 111,501 6,763 $11,327

Accounts Receivable 1,096 3,152 1,965 2,474 4,498 5,666

Notes Receivable 800 2,393 2,207 1,223 1,284 3,158

Loans and Advances Receivable - - 3,136 9,468 8,423 3,778 7,168 950

Accruals Receivable 2,993 1,106 1,236 1,068 6,908 2,492

Merchandise Inventory 410 1,651 1,619 2,786 3,433 6,076

Other Current Assets

Total Current Assets

2,217 2.693 8.017 435 31, 86

15,722 25,544 37,991 23,265 30,085 29,755

Deferred Charges 28 - - 106 120 153

Investments - 9,916 13,377 13,377 13,552 11,785 15,635

Fixed Assets 531 575 499 15,559 46,624 61,128

Other Assets 445 1,523 617 883 344 214

Stock Subscription Notes Receivable- 9,498 8,664 8,288 6,221 6,317 4,132

Accrued Interest - Stock Notes - - - - - - - 1.034 724

Total Assets 36,140 49,683 60,772 59,586 99,309 111,741

Liabilities
Current Liabilities

Accounts Payable $2,055 $1,559 12,739 $5,812 1 703 $1,195

Notes Payable - 2,000 367 1,369 2,111 180

Loans and Advances Payable - - - 3,137 9,669 7,723 3,336 7,168 333

Facility Payment Due - - - - 180 151

Accruals Payable 94 396 141 811 518 543

Other Current Liabilities - - - - 2.217 197 6.297 414 - -

Total Current Liabilities - - 7,503 13,821 17,267 11,742 10,685 2,402

Stock Subscription Notes Payable - - 4,445 351 351 351 1,096 752

Accrued Interest - Stock Notes - - - - - - - 56 -

Fixed Liabilities - - - 3,180 34,383 41,425

Other Liabilities 1,576 1,576 1,575 1,980 2,000 3,159---
Total Liabilities 13,524 15,748 19,193 17,253--, 48,220 47,738

/

Net Worth
Capital Stock Issued 16,735 22,155 23,375 24,600 25,110 25,480

Surplus 5.881 11.780 18,204 17,733 25,979 38,523

Total Net Worth 22.610 33,935 41,579---___ 42,333_- 51,089 64,003

Total Liabilities & Net -7orth- 36,140 49,683 60,772 59,586------ 99,309 111,741



TABLE XXIII. Average 100% Balance Sheets for Iroup I
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1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

Assets Percent Percent Percent Percent Percent
,

Percent

Current Assets
Cash 11.56 13.63 28.63 26.61 8.08 9.85

Accounts Receivable 3.37 4.40 3.77 3.40 3.59 5.04

Notes Receivable 3.62 6.69 3.51 3.17 3.03 2.21

Loans and Advances Receivable - - 8.14 11.55 7.11 3.34 5.39 .81

Accruals Receivable 5.42 1.74 1.66 1.16 4.83 2.19

Merchandise Inventory 1.29 3.52 2.45 5.49 2.62 5.12

Other Current Asets 3.42 11.07 13.38 .20 .02 .06

Total Current Assets 36.82 52.60 60.51 43.55 27.61 25.28

Deferred Charges .18 0.00 0.00 .11 .25 .13

Investments 29.89 25.80 22.62 22.22 18.05 13.61

Fixed Assets 1.83 1.48 1.19 22.65 43.60 56.30

Other Assets 2.87 2.33 .73 .91 .25 .17

Stock Subscription :otes Receivable- 28.41 17.79 14.95 10.56 9.21 3.87

Accrued Interest - Steel.: 'dotes - - - - 0.00 0.00 0.00 ___LIEL .64

Total Assets 100.00 100.00 100.00 100.00 100.00 100.00

Liabilities
' Current Liabilities

Accounts Payable 4.84 3.27 5.06 6.76 .57 1.05

Notes Payable 0.00 8.22 .31 '5.54 1.54 .12

Loans and Advances Payable - - - , 3.14 12.30 6.53 2.95 5.39 .29

Facility Payment Due 0.00 00.00 .06 0.00 .14 .13

Accruals Payable .15 .56 .13 .25 .37 .41

Other Current Liabilities - - - - 3.42 .21 5.32 .37 0.00 0.00

Total (3urrent Liabilities - - 16.55 24.64 17.41 16.57 7.n5 2.00

Stock Subscription :otes Payable - - 13.96 1.21 1.12 1.00 1.28 .01

Accrued Interest = Stock :otos - - - 3.,0 0.00 0.0 0.00 .12 0.()0

Fixed Liabilities u.00 0.00 0.00 2.01 24.10 37.28

Other Liabilities 2.43 1.71 1.33 2.40 2.13 jLLa.

Total Liabilities 32.94 27.50 19.06 22.92 35.06 42.06

Net 7;orth

Capital Stock Issued 51.30 47.12 42.76 43.32 32.63 22.37

Surplus 15.76- 25.32 37..38 33.76 3l.7L 34.97

Total ::et 7forth 77.00 72.44. 50.14 . 77.03.. 64.34 57.34

Total Liabilities 7. ITet 'Torth- 1:0.0 100.00 100.00 1.' 00(.?, 3:00.00 100.00



Assets
Current Assets

Cash

Accounts Receivable
1:otes Receivable
Loans and Advances Receivable
Accruals Receivable
:erchandise Inventory
Other Current Assets

Total 01rret Assets
Leferred Charre
Investrlents

Fixed Assets
Other Assets
Stock Subserinton Ootes Bec3ivable-
Accrued interest - 'Totes - - -

Total Assets

Liabilities
Current Liabilities

Aaco,!rts °ayablo
:otes Pa-able
Lo as Oa'-able -

"ue
AecrolsPayable
Other h'rreit Liabilities - - - -

Total 3-rrelit Liabilities -

Sto'Subsoriotion :Totes Payahle - -
?.ccr-ed Interest - 3toc': -7rtes - - -
7ixed Liabilities
Other Liabilities

Total L'abilities

:et 'Iorth
aoital Stock Issued
3urplus

Total rot ;orth

Total Liabilities 17 Net 77orth-

TABLE TXIV. Averare 8alance Sheets for Group II
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1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

:1,268 649 ' 1,425 ç 03 565 1,263
501 411 235 570 353 3,212
259 - 75 34 49 321

19,021 5.138 7,312 7,597 6,698 3,555
293 373 029 1,653 1,532 957

11 11 - 738 2,076 2,406
- 7 - - - -

21,353 6,539 10.036 11,425 11,313 12,214
- 5 63 50 29 8

5,197 5,507 5,5°6 5,710 5,810 5,345
18 21 7,329 7,331 15,158 23,19'

462 130 32 26 23 33
4,817 3,536 4,150 4,231 4,175 3,363

- - - - 71_ 7.1.8

31,037 13 773 27,346 20 .373 37,259 45,303

439 80 : 2,829 526 1,510 $1,498
571 1,274 - 395 475

19,378 5,)42 7,205 9,120 7,432 3,555-
156

-
10,...,

-
404

596
955

420
813

1,987
1,;01

31 - - 100 329 2.556

,003 5,735 11,802 1°,197 10,731 11,874
2,335 380 389 383 383 -

- - - - 60 -
- - 4,519 6,455 14,359 19,613
- - 108 331 831 2,330

" 338 0,115 13,817 17,071 23 369?_-_._ 34,317

3,810 3,710 9,250 10,300 17,850 11,805
339 983 579 302 40 734

c ACn.. _ .. 9.673 13, 52°. ,, 11,002 1.890 11,971_========

31,237 15.753 27,346 28,873 37.259 40,338



TABLE XXV. Lvera-e 100 'alc.-.cc Sheets 'or l'roJo II
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1531-32 1932-33

-

1933-34 lc.234-35 1935-36 1936-37

Assets Per cent Per cent Per cent Per cent Per cent Per cent

Current Assets
Cash 4.70 3.74 6.17 3.65 1.83 3.09

Accounts :Zeceivable 1.49 2.13 1.17 2.03 1.42 7.22

:Totes Receivable .38 0.00 .36 .13 .08 1.59 -

Loans and AC.,,aees Receivnble - - 37.66 25.67 30.91 23.75 12.35 6.85

Accr.ials Heeeivabl, 1.13 2.52 3.03 6.03 2.23 2.11

7erc0aladise Inventory .07 .07 0.00 1.99 4.29 1.96

Other Curre-:; Acsets 0.00 .04 0.00 0.00 0.00 . 0.00,

Total Cnrrelt Assets 45.43 34.17 41.64 37.58 22.20 25.82

Deferred Cl.ar,-es 0.00 .06 .16 .15 .08 .02

Investments 22.15 38.63 22.66 - 23.34 24.37 13.19

7ixed Assets .03 .12 19.69. 14.96 31.84 : 52.27

Other Assets .67 .57 .26 .11 .05 .08

Stock Subscri2tIon ::otes Receivable- 25.72 26.45 15.59 19.98 17.49 7.08

Accrued Interest - Stec': !Totes - - - 0.00 0.00 0,00 0.00 3.47 1.54

Total Ascots 100.00 100.00 1-0,00 100.00 100.00 100.0

Liabilities
Current Liabilities

Accounts Payable 1.27 .51 7.59 1.51 3.67 3.14

:lotes Payable 0.00 6.21 3.33 0.00 .77 .91

Loans exci Advances Payable - - - 3T_..18 25.21 30.87 24.41 13.31 6.85

7aci1ity Paynent Due 0.00 0.00 0.00 1.21 .74 4.54

Accruals Pa7ab1e .53 .30 1.48 3.04 1.21 3.66

Other Current Liabilities - - - - .09 0.00 0.00 .20 .57 4.94

Total CarrerA Liabilities - - 40.07 32.23 43.27 30.37 20.27 24.01

Stoc 7u5_scrl-:ion -otes ilayable - - 1.43 2.36 1.3 3.03 3.10 0.00

Accrued Interest - Stoc. 0ctes - - _ ).00 0.0? O. ,0 0.00 .48 0.D0

Tixed Liabilities 0.00 0.00 11.81 15.07 30.69 44.98

Other L'.abilities fl.00 0.00 .511 2.33 2.10 5.46

'

Total Liabilities 55.50 34.59 57.55 48.90 56.64 74.48

Set Abrth
Capital Stoe: Issued - - - 43.59 60.41 39.28 49.35 42.14 26.38

Surplus 2.91 5.00 3.17 2.95 1.2 .86

. ,

Total Net lorth 46.50 65.41 42.45 51.20 47.36 25.52

Total Liabilities P Net 7orth- 100.00 loO.o0 190.00 190.00 100.00
121====

100.00
======



TABLE XXvI. P.vorq,e 7n1ance Fhoets for Croup ITT
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1931-32 1932-33 1933-34 1934-35 1935-36 1936-37

Assets
Current Assets

Cash 901 766 C1,201 C1,290 11,151 03,849

Accounts Receivable 3,119 1,594 1,634 2,465 2,528 5,674
7-tes Pecelvnble - 43 745 836 1,337 4,154
Loans aJ Adva'ices Receivable - - 5,163 3,902 39680 6,342 893 206

Accruals i'mceivable 716 1,544 074 2,97e 2,300 1,057
':erchandise inventory 352 997 1,300 958 2,520 12,117
Other 8urrent Assets 43 790 - 116 571 255

Total Current Assets 0,904 9,396 10,914 14,983 11,340 27,312
Deferred Char7es - - 4 51 30 272

Investrmnts 3,597 5,960 5,966 6,356 7,793 7,790

Fixed Assets 1,308 2,014 5,264 12,591 14,607 40,886

0ther Assets 125 692 659 622 919 125

Stock Subscription .Htes 7ceivab1e- 5,251 5,822 4,365 3,300 4,462 4,208
Ancrued Interest - stock notes - - - - 0 - - 939 700

Total Assets -L---865 24,134 26,272 37,603 39,400 81,294

Liabilities
Current Liabilities

Accounts Payable 1,182 354 1,275 732 1,378 2,557
7rotes Payable 1,337 1,223 4,469 4,482 6,281 15,711
Loans and Advances Payable - - - 5,253 A 070-, 3,656 3,411 352 206

Facility Payments One - - 750 750 1,734 3,353

Accruals Payable 192 369 353 664 634 1,284
Other Current Liabilities - - - - 100 745 - 117 24 53

Total. Curre.at Liabilities - - 8,374 7,070 1,513 13,153 19,409 23,134
Stock ST)scriotinn -1,1tes Payable - - 3,376 1,398 1,367 . 1,380 l,293 1,786

Accrued Interest - Stock Thtes - - - - - - - 288 357

Yixed Liabilities - 750 - 8,191 8,250 30,422
9ther Liabilities 260 572 402 1,085 1,38 93

Total Liabilities 12,510 9,760 12,282. 23,722 22,151 55,852

:et Worth
Cr.sital Stock Issued 10,615 9,701 9,936 19,192 12,173 12,645
Surplus 1,640---- 4 723---1- 4,154 3 689__-:._- 4,776 12,797

Total et Worth 12,255255 14 424 13,990 13,881881 17,249 25,442

Total Liabilities Fet -Torth- 24,9C5 24,134 26,272 37,603 39,400 31,294
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TABLE XXVII. Average 100/ Balance Sheets for Group III

1931-32 1932-33 1933-34 1:-34 -35 1935-36 1936-37
Assets

Current Assets
Percent Percent Percent Percent Percent Percent

Cash

Accounts Receivable
Notes Receivable
Loans, and Advances Receivable -

Accruals Receivable
Merchandise Inventory
Other Current Assets

Total Current Assets
Deferred Charges
Investments
Fixed Assets
Other Assets

Stock Subscription Notes Receivable-
kcorusd Interest - Stock Notes - - -

Total Assets

2.44
11.13
0.00

18.19
3.14
1.27
.15

3.80
6.69
.12

17.50
5.64
3.90
2.06

6.03
6.14
5.06

14.46
2.69
6.55
0.00

6.60
6.88

2.16
15.67
4.62
2.85

.24

3.45
5.94

2.76
2.91
4.92
6.03
1.62

4.38
6.80

4.10
.19

1.44
11.52

.23
36.32
0.00
28.06
4.96
.44

30.22
0.00

39.71
0.00

25.04
6.54
3.00

25.71
0.00

40.93
.02

24.42
13.76
2.58

18.29
0 00

39.02
.11

19.73
27.45
1.65
12.04
0.00

27.63
.09

21.65
33.36
1.30

14.07
1.90

28.66
.29

10.48
53.51

.15
5.87
1.04

100.00 100.00 100.00 100.00 100.00 100.00
Liabilities

:urrent Liabilities
Accounts Payable
Notes Payable
Loans and Advances Payable
Facility Payment Due
Accruals Payable
Other Current Liabilities -

4.26
6.402

18.55
0.00
.78

.35

1.54
3.32

18.03
0.00
2.57
2.05

5.88
14.58
14.40
1.68
1.16
0.00

1.44
8.62

15.80
1.40
1.51
.24

3.05
12.47
1.43
3.83
1.43

2.78
14.74

.19

3.75
1.54
.08

37.70
5.33
0.00
0.00
.91

2P.01

0.')0

17.12
2.34

52.70

22.31
5.44
.88

19.00
2 70

Total Current Liabilities -

;took Subscription Notes Payable -

ccrued Interest - Stock Notes - -
'ixed Liabilities
tber Liabilities

Total Liabilities

29.96
14.51
0.00
0.00
3.02

47.49

27.51
5.58
0.00
2.04

1.55

23.08
2.21
.45

41.75

-L.11
67.59

36.68 43.94 50.33

Net Worth

16.21
16,20

32.41

apital Stock Issued
urplus

Total Net Worth

Total Liabilities & Net Worth-

45.87
6.64

52.51

40.79
22.53

40.16
15.90

32.50
14.80

47 30-.L--

36.35
13.32

63.32 56.06
=12&2;

100.00
100.00 100.00 100.00 100.00

100.00



127

used in Chapter III. Group I includes the three best
associations, Group II the four associations rated second,
and Group III the three associations rated third.

Inspection of the average balance sheet shows

that Group I has consistently been larger than either
group II or group III. The total assets of this group
have increased from 36,140 at the end of the 1931-32 crop
year to $111,741 at the end of the 1936-37 crop year. This

increase in size has been fairly steady, the largest advance
being made during the 1935-36 crop year, When an increase

in assets of about $40,000 was made,

Group II likewise shows a considerable growth

over the six-year period. The assets of this group during
the first crop year, which amounted to $24,865, had in-
creased to $81,294 at the end of the last crop year. The

increase in Group II, unlike Group I, has not been steady.
During the first three crop years there Was very little
increase in assets; during the last three, however, the in-
crease was very rapid, particularly during the last crop
year, When an increase of about $40,000 was made.

For the first three years of operations the assets
of Group III were about the same or larger than Group II
During the last three crop years Group II increased much

more rapidly than Group III; the assets of Group III in-
creased from $31,837, at the end of the 1931-32 crop year,
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to $4,388 at the end of the 19 6 37 crop year.
The increase in size in Group I is due princi-

pally to the purchase of fixed assets by the associations.
The current assets have not shown much increase since the
1932-33 crop year. The distribution of the assets has
changed. The loans and advances receivable have decreased

from an important item to an unimportant one, while mer-

chandise inventory, accounts, and notes receivable have in-
creased. The current assets as shown in the 100 per cent
balance-sheet for this group have decreased considerably.
Since their high of 60.51 per cent in the 1933-34 crop year,
they have decreased to 25.28 per cent of the total assets
of the associations in this group. The fixed assets on

the other hand, increased from 1.83 per cent during the
first crop year, to 56.30 per cent during the last crop
year. Another important change is the decrease of stook
subscription notes receivable from 28.41 per cent, first
crop year, to 3.87 per cent last crop year. This decrease
is due to about a 50 per cent reduction in the amount of
these notes and the increase in other assets

Both current and fixed assets in Group 11 have
shown an increase, the fixed assets making the largest in-
crease. The increase in current assets has been caused
by a rather large increase in accounts receivable, notes
receivable, and merchandise inventory. The increase in
these items more than offsets the decrease in loans and
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advances receivable. In the 100 per cent balance sheet
the decrease in current assets has not been nearly as much
as in Group I, the decrease being from a high of 40.93
per cent, 1953-34 to 28.66 per cent, 1936-37. This in-
crease in size of current assets, clthough a decrease in
percentage, shows the heavy emphasis the associations in

this group have put on sundry operations. The fixed assets
have increased from 4.98 per cent to 53,51 per cent, which
compares closely to the increase In Group I The stock

subscription notes receivable have shown a fairly good de-
crease in percentage, but not a very large reduction in
amount,

The current assets of Group Iii have shown some

Increase in size since the 1932-33 crop year, although they
are smaller than they were during the 1931-32 crop year,
The decrease in loans and advances receivable has been less
in this group than in either of the other groups. In per-
centage there has been a decrease from 37.66 per cent to
6.85 per cent. Accounts receivable and merchandise inven-

tory have Shown the largest amount of Increase in the
current assets. The fixed assets have increased in the
100 per cent balance sheet from .03 per cent to 52.27 per
cent, and in the average balance sheet from 18.00 to
;23.199
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The distribution of assets for the last crop
year, shown in the 100 per cent balance sheets for the
three groups Is not greatly different. The current assets
of the three groups is not greatly different. The current

assets of the three groups are all within a few percentage
figures of each other; likewise the fixed assets correspond
In percentage very closely.

The total liabilities of all three groups have Inu.
creased considerably during the six years. There is con-
siderable difference, however, in the distribution of lia-
bilities. Of particular interest is the fact that in the
last crop year the total liabilities of Group II are higher
than those of Group I0 as well as of Group III, although
the assets of Group I are considerably higher than those of
Group II. The current liabilities of Group II are likewise
higher than those of Group I and Group III.

In the Average 100 Per Cent Balance Sheota the

distribution of liabilities in groups II and III are very
similar. The total liabilities of Group III are 74,48 per
cent and of Group II, 67.59 per cent, approximately 17 per
cent differing in favor of Group II. The current liabili-
ties and fixed liabilities of these two groups are practi-
cally the same, with those of Group III a small percentage
higher. In contrast with these two groups is the distrI
button of liabilities in Group I. The total liabilities
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of Group I are much lower than those of either of the
other two, being 42.66 per cent. The current liabilities
of Group I are very small, and the fixed liabilities smaller
than those of groups II and III, although not by as large
a difference as in the other accounts.

The net worths of the three groups are the most
revealing parts of the balance sheets. The sizes of the
net worth of the three groups vary in the last year. For

Group I the Net Worth amounts to 164,003; for Group II,

125,442, and for Group III, :111,071. Although the size

of the net worths is important and shows the difference in
progress of the three groups, the distribution of capital
stock to surplus is even more revealing. In Group I the

capital stock is 22.30 per cent and surplus 34.97 per cent;
in Group II, the capital stock is 16.21 per cent and the
surplus 16.20 per cent, and in Group III the capital stook
is 26.38 per cent and instead of a surplus there is a
deficit of .86 per cent.

Study of these items reveals these facts: Group

I has shown the most progress and has built up a surplus of
more than its stock account. Group II 1.11ei made enough

progress to have a surplus account practically equal its
stock account, but its total net worth is still smaller than
it should be. Group III has lost more money than it has

made end has a deficit,
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Comparison of Financial Ratios of the Three

Groups of Associations.

Current Assets to Current_Liab _Atlas. Table

XXVIII shows the current ratios of the three groups for the
past six crop years. Inspection of this table shows that
Group I has consistently had a good ratio of current assets
to current liabilities, and it has been much higher than
either of the other two groups. Of the other two groups,

Group II has been consistently higher than Group III, but
neither group has et large enough ratio of current assets
to current liabilities. It is noticeable that Group III
has had at one time a ratio of less than 100 per cent and
its highest ratio is only 124 per cent, which provides very
little protection for its creditors. Croup II has been

somewhat better, but its highest ratio of 144 per cent
not sufficiently large to protect its creditors.

Cash and Receivables to Current Liabilities. In
IOW .00 W.M

this ratio, as in the current ratio, Group I is far super-
ior to the other two groups as shown in Table XXIX, "Ratio
of Cash and Receivables to Current Liabilities for the
Three Groups of Associations". It has at all times main-
tained a ratio of more than 150 per cent, which is suf-
ficiently high for this ratio. The other two groups have

fallen below a ratio of 100 per cent three years out of the
six. Furthermore, Group III had a higher ratio than Group



Table Ratio of Current Assets to Current Liabilities
for the Three Groups of Associtions

(Ratio Conputed from 10e, Balance Sheets)

Table X=. Ratio of Cash and i?eceivables to Current
Liabilities for the Tree Groups of Lssociations

Ccraputed from 100, Balance Sheets)

Crop Year Groun I
Ratio

Group II
Ratio

Group III
Rati,)

.L11

Associations
Ratio

per cent per cent per cent per cent
1931-32 -'- - 222 121 113 136

1232-33 - - - 213 144 106 149

1933-34 - - - 348 109 96 141

1934-35 - - - 263 134 124 156

1935-36 - - - 34't 124 110 150
1933-37 - - - 1254 124 107 165

1931-32 - - 194 116 113 130
1932-33 - - 154 123 106 125
1933734 - - 257 21 96 119
1964-35 - - 227 124 117 141
17,35-33 - - 314 90 88 120
1933-37 - - 1005 73 87 116

Al].

Crop Year Group I Group II Group III ,Thsociations

Ratio Ratio Anti(' Ratio

ner ce-t per cent per cent ner cent
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II on two occasions. The associations should maintain at
least a 100 per cent ratio of cash and receivables to
current liabilities. The failure of groups II and III to
do this indicates that they cre having to borrow too much
money for their current operations. While the associations
can make money despite such heavy borrowings, they neverthe-

less cannot make as much profit when they have heavy interest

charges to pay.
Cash to Current Liabilities, Table XXX shows the

ratio of cash to current liabilities of the three groups.
Group I again has much the highest ratio, having a ratio
in excess of 100 per cent for four of the six years. This

is really a much larger ratio than is normally necessary
and indicates that the associations in Group I probably
have idle cash on their hands that is not oarning anything.
Group II has a better ratio than Group III in all except
the first year. In most of the cases Group II has a suf-
ficiently good ratio, although it could be higher without
having too much idle earth, Group III is generally a little
low in its ratio-. A ratio of around 20 per cent is usually
desirable, although a. lower ratio is satisfactory, if the
assets of the association are timed so that they may be
collected before liabilities come due.

Accounts and Notes Receivable to Current Assets.

This ratio, as shown in Table XXXI, has been consistently



Table XXX. Ratio of Cash to Current Liabilities for the Three
Groups of Asociations
(Rat:'.o Comnuted from 100 Bal,tnce Sheets)

Table XXXI. Ratio of Accounts and I:otes Receivable to Current
Assets* for the Three Groups of Associations
(Ratio Computed from 10( Lalance Sheets)

* Loans and Advances Receivable deducted from Current Assets.

1931-32 - - 70 8 12 22
1932-33 - - 55 14 12 24
1933-34 - - 164 16 14 39
1934-35 - - 161 23 12 46
1935-36 - - =IP 102 15 9 27
1936-37 - - 493 19 13 36

1931-32 25 61 24 37
1932-33 27 31 27 22
1933-34 14 42 14 24
1934-35 16 39 15 24
1935-36 - - - 30 35 15 31
1936-37 - - - 30 38 26 37

All
Crop Year Group I Group II Group III As

Ratio Ratio Ratio Ratio

per cent per cent per cent per cent

All
Crop Year Group I Group II Group III As

Ratio Ratio Ratio Ratio
per cent per cent per cent per cent
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better In Group III than In the other two croups. Group

I, although higher than Group III is not sufficiently high
to be bad, but there seems to be a tendency to increase
this ratio, and it would not be wise for the associations
to tie up more than 30 per cent of their current assets in
accounts and notes receivable, as this indicates a too
liberal credit business. Group II has consistently the
highest ratio. Although the ratio is not dangerously high,
it is nevertheless higher than Is wise. Its ratio has run
consistently higher than 30 or cent and on one occasion

was as high as 61 per cent, Which is decidedly too high.
This is a further Indication of the fact that the asuocia-.
tions in Group II put too heavy an emphasis upon sundry

operations.
Fixed Assets to Fixed Liabilities, The ratio of

fixed assets to fixed liabilities, as shown in Table XXXII,
again shows Group I to advantage. The first five years are
not as important in this table as the last year, because
several of the associations either bought their warehouses
the last crop year or increased them In size. In this table
Group I has a ratio of 151 per cent, which is fairly satis-
factory. The ratio of Group II of 126 per cent and of
Group III of 110 per cent are not quite what they Should be.
A ratio of 150 per cent or better is not a bad ratio for the
first year or two after a business has purchased large



* Group having no fixed liabilities.

241.7

Table XXXII. Ratio of Fixed Assets to Fixod Liabilities
for the Three Groups of Associations
(Ratio Computed from 100% Balance Sheets)

Crop Year Group I
Ratio

Group II
Ratio

Group III
Ratio

All

Associations
Ratio

per cent per cent per cent per cent

1931-32 - UN. 4= NFL* NFL NFL NFL
1932-33 - NFL 321 NFL 383
1933-34 - - - NFL NFL 167 332
1934-35 - 806 160 114 192

=I. MD1935-36 180 176 104 150
1936-37 - - 151 128 116 132
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facilities, but the associations should continue to in-
crease the ratio and should maintain a ratio at least as
high as 200 psr cent, if not higher. The low ratios of
groups II and III indicate that they are heavily mortgaged
and must make every cent they can out of their facilities
or they will not be able to meet interest and principal
payments.

Net Wo o Total Assets. Tables XXX II and

XXXIV show the ratios of net worth to total assets, the
latter table showing the ratio after stock subscription
notes and accrued interest stock notes have been deducted
from net worth and assets. As is to be expected, Group I
shows a better ratio than either of the other two groups,
and during the last few years Group II has been consider-
ably better than Group III. While the ratios of all three
groups have been decreasing the past few years, Group I

has been able to maintain a ratio in excess of 50 per cent,
which indicates that the members still have a larger equity
in the associations than the creditors. In contrast, the
other two groups have decreased to such a low point that
the members have much less interest in the association than
the creditors do. Group II is slightly better than Group
III but not enough better to make a great difference.
Another point of considerable interest is found when com-
paring the two tables. In the last year the deduction of



Table XXXIII. Ratio of Net Worth to Total Assets for the Three
Groups of Associations
(Ratio Computed from 1005 Balance Sheets)

Table XXXIV. Ratio of Net Worth* to Total Assets* for the
Three Groups of Associations
(Ratio Computed from 100% Balance Sheets)

* Stock Subscription Notes Receivable and Accrued Interest Stock
Notes deducted from Net l'orth and Total Assets before calculating.

Crop Year Group I

Ratio
Group II
Ratio

Group III
Ratio

All
Associations

Ratio

per cent per cent per cent per cent

1931-32 - - - 54 32 28 38
1932-33 - - - 66 51 53 56
1933-34 - - - 77 47 32 51
1934-35 - - - 74 40 40 51

1935-36 - - - 60 40 28 43
1936-37 - - - 55 27 18 35

1931-32 - - MO 67 53 47 55
MO1932-33 72 63 65 67

1933-34 80 56 42 59
1934-35 47 51 57
1935-36 64 50 43 52

1936-37 57 32 26 39

All
Crop Year Group I Group II Group III Associations

Ratio Ratio Ratio Ratio

per cent per cent per cent per cent
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stock notes and accrued interest caused only a two per cent
reduction in the ratio of Group I in Group II it caused
a five per cent reduction; and in Group III, an eight per
cent reduction. This shows that in the case of Group I,
as compared with the other two groups, creditors need not
take into consideration the more or less worthless stock
notes of the association. It also shows that Group I has
made much more progress toward liquidating the stock notes

than either of the other two group..
The ratios of these three groups for the last

year are not particularly good. Group I, however, should

be able to start increasing its ratio from now on, and in
a few years should have a fairly adequate net worth The

other two groups have a lot of lost ground to make up
before they can consider their ratio even fairly good.

Net Worth to Fixed Assets. The ratio of net
worth to fixed assets was calculated only for the 1936-37
crop year. The ratios for this year are: Group I, 124

per cent; Group II, 61 per cent; Group III, 49 per cent.
Group I has a satisfactory ratio indicating that this
group can consider. that it owns its fixed investment. The

other two groups have very poor ratios, and will have to
have a large increase in their net worth before they will
have sufficient equity in the associations to consider their
fixed investment their own.
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Any analysis of the financial condition of these
associations must take into consideration the changes that
have occurred in the nature of their operations. The asso-

ciations were organized as grain-marketing organizations,
and in the beginning the buying and selling of grain was
their principal operation; they had no warehouse operations
and only a small merchandise business. During the first
few years the associations rapidly expanded their merchan-
dise business (sundry operations), so that these operations
soon became a major source of income. During the past
few years, the purchase of warehouse facilities by all the
associations has further changed the nature of their
business, so that the warehouse operations now provide a
third major source of income. These changes in their
operations, in addition to an expansion of the grain-trading
operations, have caused an increase in assets and liabil-
ities and dhanges in balance-sheet ratios.

The purchase of warehouse facilities accounts for
most of the increase in the assets and liabilities of the
associations. The expansion of the merchandise or sundry

operations, has caused an increase in accounts and notes
receivable, and in merchandise inventory. Since a number

of the associations purchase their merchandise from supply

cooperatives, they have purchased stock in these cooperatives
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and thereby increased their investments.
Because the associations do not now make as many

loans to their members for crop production as they did in
the first few years, the loans and advances receivable have
decreased in amount. Since most of these loans were redis-
counted, moreover, there is a corresponding decrease in the
amount of loans and advances payable.

While some progress has been made in reducing

the stock subscription notes receivable through dividend
credits, the reduction in this account has been slower than
seems desirable. There are apparently a number of inactive
members who do not do enough business with the association

to reduce their stock notes by dividend credits.
Since the associations borrowed money to purchase

their warehouse facilities, the fixed liabilities have
become the largest liability item. In a few cases the fixed
liabilities have nearly equaled the fixed assets, indi-
cating that the associations have had to borrow nearly the
&Aire purchase price of their warehouses.

The capital stock and the surplus accounts of
most of the associations have increased in amount. The

surplus account has shown very little Increase, or even a
reduction, in a few of the associations because of the
low tricOMR; but most of the associations have been able

to increase both the surplus and capital stock accounts.
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The increase in these accounts, however, has not been as
rapid as the increase in the liabilities, so that the net
worth as a percentage of total assets has decreased.

The ratio of current assets to current liabil
ities varies a great deal among the associations. During

the 1936,4.37 crop year four of the nine associations had a
ratio of more than 200 per cent. Generally a ratio of 200
per cent is desirable, but since some of the associations
that do not have a ratio of 200 per cent have most of their
current assets in cash and receivables, particularly cash,
a ratio of 200 per cent is not necessary. Seven of the
nine associations had a ratio of cash and receivables to
current liabilities of more than 100 per cent. This in-
dicates that most of the associations have a satisfactory
ratio of current assets to current liabilities, provided
that a large percentage of these current assets are in cash
and that the receivables are in good. condition. It is
better, however, to maintain a ratio of more than 200 per
cent, since it improves the credit standing of the asso-
ciation,

Most of the associations have a good ratio of
cash to current liabilities, and this is particularly
desirable among those associations that have a low ratio
of current assets to current liabilities. A few of the

associations carry rather large amounts of cash on hand,
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but this may be due to the time the balance sheets were
prepared and not representative of the year.round condition.

The increase in the merchandise operations has
caused an increase in the ratio of accounts and notes re.
ceivable to current assets. Since the associations do a
credit business, this increase is normal. Several of the
association do a rather large credit business; and it is
possible that they are extending credit too liberally.
This is a dangerous procedure, since most of the associa.
tions do not have sufficient equity to stand a loss on the
accounts and notes receivabl

At present most of the associations have a low
ratio of fixed assets to fixed liabilities, due, of aurae,
to the recent purchase of warehouse facilities, largely on
credit. This low ratio of fixed assets to fixed liabili-
ties likewise causes a low ratio of net worth to total
assets and of net worth to fixed assets. Liquidation of
this warehouse indebtedness is necessary not only to im-
prove the ratio of fixed assets to fixed liabilities, but
also to improve the other two ratios. Only one association

has a large enough ratio of net worth to total assets
(ratio calculated after deducting stock subscription notes
receivable and accrued interest stock notes) to give the
members more equity in the association than the creditors

This low equity is the principal weakness
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of the financial condition of the associations. The situ-
ation, however, was entered upon deliberately by most of
the associations. They believed that they could operate
more efficiently if they had warehouse facilities and they
were obliged either to wait several more years for funds
to accumulate, or to go heavily in debt to purchase their
warehouses. At the present stace of development it is
difficult to be sure which was the wiser course. In most

instances it seems that the associations were justified
in going heavily into debt to purchase their warehouses,
since most of the warehouses have been profitable and have

relieved the grain-.trading and sundry operations of a share
of the administrative expenses. Most of the associations
are dangerously close to being overexpanded, however, and

they must improve their ratio of net worth to total assets
before their financial condition can be considered safe.
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APPENDIX



The name
and its

its Principal place
State

ARTICLES OF INOORPORATIO

of

We, the undersigned, whose names are hereunto sub-
scribed do hereby associate ourselves together for the pur-
pose of forming a corporation under the laws of the state of

II
of this corporation is
duration shall be fifty ) years with
of business at County of
of

The nature of the business and the objects and
purposes to be transacted, promoted and carried on are

Section 1. To be a non-profit, cooperative agri-
cultural organization instituted to promote and provide a me-
dium for unity of effort by farmers and their associations in
the handling and marketing of the products; to conduct its
operations agreeable to the Act of Congress of the United
States, commonly known and referred to as "Agricultural Mar-
keting Act," approved June 15th, 1929, and to carry out the
policy of Congress as stated in that Aot; to take advantage
of the laws of the State of relating to agricul-
tural non-profit cooperative associations; to serve as a mar-
keting association for the handling of the farm products be-
longing to its maims cr stockholding on ttle coopezative p lan; to
reduce waste and effect economies with reference thereto; and
to do anything that is conducive to said purposes.

SOotion 2. To establish, maintain, and Provide
facilities for efficiently and economically storing, handling
and marketing, in any capacity and on any basis that may be
agreed upon, wheat and other products; to prepare, grade,
teat and mix the same for market; to buy, sell and distribute
the same; and to engage in any activity in connection there-
with.

Section 3. To buy grain from its stockholders
and others and to sell the same, but it shall not deal in
grain of non-stockholdere to an amount greater in value than
such as is handled by it for its stocitholders.
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otion 4* To entor into contracts it d *mod ad-
blo, with stockholders requiring them to markt their
for a specified period to or through this corporation;

end to sat as agento'representative, owner, relator or broker
with reference to wheat or other grains in the handling, pre..
paring for maricet0-and marketing the same.

Section b. To loan money to individual la mbers
to assist them in financing and marketing their grain, but
no oxtail loan shell be made to any medlar unless he patronizes
and um the morketing facilities of this corporation.

Section 6. To buy, acquire, own hold, handle,
deal in, sell and otherwise dispose of and exercise all the
privileges of ownership in all kinds of real or personal prop-
erty,

Section 7 To acquire the rights and property and
to undo ke the 'halo or any part of the assets and Mobil..
ities, of any person, firm, association, or corporation, for
any purpose; to pay for the sumo in oaeh or otherwise; to hold
or in any mannr dispose of the whole or any part of the prop-
erty so purchased; to conduct in any lawful manner the whole
or any part of any businosa so acquired, and to serail/0 all
the powers necessary or convenient in and about the oonduct
and management of such business.

Section 8* To guarantee, purchase or otherwise
acquire, hold, sell, assign, transfer, mortgage, pledge, or
otherwise dispose of shares of the capital stock, bonds, or
otbar evidences of indebtedness °rested by other corporations
for any purpose and while the holder of such stock to 'mar-.
else all the rights and privileges of ownership, including the
right to vote thereon.

Section 9. To borrow money f or any of the pur-
poses of this corporation without limitation; and to issue
deeds of trust, notes and other obligations thereor, and to
occur. the some by pledge, mortgage, or deeds of trust on the
whole or any part of the property of this corporation either
real or personal, or to issue notes, or other obligations
without any such security.

Section 10. To draw, make1 accept, endorse, gue
ante*, execute, and issue promissory notes, bills of exchange,
drafts, warrants, certificatess'and all kinds of obligations
and negotiable or transferable instruments for any purpose.

Section 11* To purohase, hold, or re-issue the
a of its capital stock, as provided by law*
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Section 12. The objects herein shall, except
where otherwise expressed, be in no way limited or re-
stricted by reference to or inference to the terms of any
other clause or paragraph se articles of incorporation.

The foregoing enumeration of the specific powers
shall not be held to limit or restrict in any manner the
powers of this corporation but said.corporation shall have
all the privileges and immunities granted by the acts of Con-
gress of the United States and the laws of the State of

to non-profit cooperative agricultural
organ'izationsand be subject only to ellen restrictions and limi-

tations as may be contained in said acts of Congress and the
laws of said state. It is fur,her expressly Provided that
this corporation shall have full, =plate and ample power
to engage in and transact any lawful business whatever, and
do any and all things necessary therefor to the same extent
as any corporation or natural person might or could do, as
principal, agent, contractor, trustee, or otherwise alone
or in company with others.

The capital stook of this corporation Shall be
$, which shall be represented by
shares of common stock at the par value of Pa
share,

Provided said corporation may issue in addition
to its common stock non-voting preferred stock to an equal
amount of the same par value, bearing interest at not to ex-
ceed eight per cent per annum, which preferred stock may be
issued, redeemed and reissued from time to time as deter-
mined by the Board of Directors, or as prescribed by the by-
laws, all in accordance with the statutes of this state.

Iv.
Section 1. Any person, firm, partnership, corpo-

ration or association, including both landlords and tenants
in share tenancies, who may be a producer of any of the farm
products handled by the Association may become a member of
this Association upon application accepted by the Board of
Directors, by agreeing to comply with the requirements of
the by*laws, by purchasing the required number of shares of
its capital stock and by meeting any other requirements of
the Board of Directors*

Section 2. In order to further the purposes for
which this Association is formed by preventing those who are



ineligible to subscribe for stock hereof from acquiring the
BOMA no stock or certificate of stook of this Association
may be transferred by the holder thereof except with the
approval and consent of the Board of Directors thereof and
then only to such persons as are eligible to subscribe for
the same; and any attempt to transfer such stock or certifi-
cate of stock hereof except as described above shall vest no
title thereto in the purchaser or receiver and no right to
participate in the affairs of this Association by reason
thereof.

Section 3. In the event a stockholder is expelled
or is found ineligible by the Board of Directors to own or
hold stock in the Association* the stockholder may sell his
stook to any person approved by the Board. If there be no
suoh purchaser the Grower hereby designates the Secretary of
the Association as his agent to effect the sale and transfer
of his shares and the Board shall pay for said stock at its
reasonable value, as conclusively determined by the Board,
and the Association may thereafter re-issue said shares to
a qualified person to the same effect an if said stock had
been offered for transfer in the usual manner.

Section 4. By subscribing or applying for, or
accepting stock of this Association, each subscriber* appli-
cant or acceptor expressly warrants that he is* or will at
once become* and continue to be, eligible to hold stock in
this Association and expressly agrees that if and when the
Board of Directors of this Association finds him to be in-
eligible to hold such stock, that during the period of such
ineligibility, he shall have no voice or right as a stock-
holder in the management of the affairs of this Associalon
and all such management shall be determined and conducted
as though such subscription or application for, or issuance
of, such stook had never been mad..

V.

Section
ciation shall be
election shall be
first election the
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The number of directors of this Asso-
The term of office and manner of

Provided in the bylaws. Until the
ollowing shell be directors* to-wits

Section 2. In furtherance and not in limitation
of the powers conferred by the laws of the State of Washing-
ton the Board or Directors is expressly authorized:
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To enter into such agreements, stipulations,
or arrangements with the Federal Farm Board, the Farmers
National Grain Corporation, and the North ?seine Grain
Growers, Inc., and any other association or organisation
which may establish eligibility under the Agricultural Mar-
keting Act, as may be deemed advisable for obtaining, secur
fag, protecting, safeguarding and Insuring the payment of
loons made to its members by any of said agencies.

To set apart out of the funds of the As oci.,
ation available for dividends a reserve or reserves for any
proper purpose and to abolish such reserves; and to authorize
and cause to be executed mortgages and liens upon the prop-
erty and franchises of this Association.

Section 1. This Association is formed to function
on a cooperative basis for the mutual benefit of its stock-.
holders and no dividends shall be paid on the stock thereof
in any year in excess of eight per cent of its par value.
Reasonable reserves, as determined by the Board of Directors,
may be set aside from year to year. After setting aside such
reserves and after the payment of a fair rate of interest or
dividend in any year, the balance of the net earnings or
savings of the Association shall be distributed on a patron-
age basis.

Section 2. Without regard to the foregoing, until
the sum or paid up capital and surplus of this Association
equals____________ stockholder, on becoming such,therebylrnd directs that all net earnings made or
savings of every character effected by this Association,
which are distributable to the stockholder as eforeaaid,
shell be first applied to the payment of any stook mubserip..
tion or indebtedness owed by him to the Association and the
balance shall be paid in cash.

Section 1. If this organization enters into an
agreement with the North Pacific Grain Growers, Inc., then
the general manager and business policies of this Association
shall at all times be such as are satisfactory to said North
Pacific Grain Growers, Inc., the Board of Directors of which
may at any time make such changes in the management and/or
business policies of this Association as it deems advisable.

Section 2. Private property of the stockholder
shall not be subject to the payment of corporate debts.



State of
) as

County of

BE IT REMEMBERED that on this____ of
, 19 , personally appeared befmme, a notary

for the State and County aforesaid,
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Section 3. This Association reserves the right
to amend, alter, change, or repeal any of the provisions
contained in this certificate of incorporation, in the man-
ner now and hereafter prescribed by law and all rights con-
ferred on officers, directors and stockholders herein are
granted subject to this reservation.

IN WITNESS WHEREOF, we have hereunto set our
hands and seals, this day of AsD 19

In the presence of:
(SEAL)

(SEAL)

(SEAL)

(SEAL)

(SEAL)

(SEAL)

(SEAL)

GIVEN under my hand and seal office the day and
year aforesaid.

a e par es o oreo n c as ncorpors on,
known to LA personally to be such, and severally acknowledged
the said Articles of Incorporation to be the act and deed of
the signers respectively, and that the facts therein stated
are truly set forth.
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Section 1.
holders Shall be held
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corporate scsi e
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loau

Q r oak-holders,

anrus1 etina of the atoe
y state of
in Jut*,
neetin3 of the stookholders

gonday In kerah lazo.

of all Aestings shall be mailed
a. stookholder of recordi at as lost

addretesa ten day miter theioto
40 Spigotsl meett or the Stoekholdere

.4ay De asUed the reeldento, Or *nail be Galled on the re-
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be entitled to receiye annually ;iot to exceed eight (8)
peroent per annum before any dividend be set apart or
paid on the Gammen stook, and the preferred stook shall not
be entitled to participate in any other or additional earn-
ings or profits. In case of liquidation or dissolution of
the corporation the holders of preferred stook shall be en-
titled to receive cash to the amount of their preferred
stock at par before any payment in liquidation is mad* upon
the comnon stook, and shall not thereafter participate in
any of the property of toe corporation or proceeds of liqui-
dation*

The preferred capital stock shall have no voting
power whatsoever except that if the corporation falls to pay
annual dividends on the preferred stook and such default con-
tinues for a period of two years preferred stock shall ac-
quire and have full voting power on the baste of one vote for
each share until such default is remedied.

Section 2* Any person subscribing for stock of
this corporation shall do so on the basis of bushels of grain
marketed by such member, on the basis of is average annual
production during the last throe seasons prior to the &prat..
cation for stook of the corporation* For each one thOusaR4
bushels of grain so marketed annually the subscribing member
shall subscribe for one r of the capital stock of the
Corporation.'

Section 3. Stock may be paid for in full, or on
terms, as agreed upon. If the stock is paid for on terms,
an initial payment for the stook subscribed for by any sub-
scribing member of not le2s than t 04)) Derventl, shall be
tendered at the time; the unsaid balance shall be Cove d b
five notes of equal amount psyan 6 on or ore ma ur
one of which notes shall mature each year during the succeed-
ing five years. Each note shall bear interest from date at
the rate of five 5 ) par centpayable annually,

Section 4* Eaoh member or shareholder shall have
one vote* In exercis ng his voting Power each member shall
vote eit,hor in person or by proxy.

Section 5 Transfers of stock of the Corporation
shall be made upon its books only after the 'orison to whom it
is proposed to transfer said stook has been approved by the
Board of Directors hereof and upon surrender of certificates
of stock for cancellation* Transfer books shall be alosed
for a period of ten days preceding the annual meeting or ape..
cial meeting of the stockholders and only those stockholders
who are of record at such closing of the books shall be
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entitled to vote at such meetings
Section 6. The Corporation shall be entitled to

treat the holder of record of any share or shares of stock
as the holder in fact thereof and accordingly shall not be
bound to reeognize any equitable or other claim to or inter-
est in such share on the part of any other holder whether or
not it shall have express or other notice thereof, save as
expressly provided by the laws of

Section 7. (a) Certificates of stock shell be
signed by the President and by the Secretary. If a certifi-
cate of stock be lost or detroyed another may be issued in
its stead upon proof of such loss or destruction end the
giving of a satisfactory bond of indemnity, not exceeding in
amount double the value of the stock.

Each certificate shall bear on its face a
clear and concise statement of all restrictions and limita-
tions upon the ownership, voting powers transfer or other
privileges and rights of the holder thereof.

All shares of stock of the Corporation shall
be issued and accepted in accordance with and subject to the
conditions and restrictions and limitations upon the owner-
ships voting power, transfer or other privileges and rights
of the holder thereof.

Transfers of shares shall be made upon the
books of the Corporation only with the approval of the Board
of Directors and when the stockholder is free from indebted-
ness to the Corporation.

Every stockholder upon purchasing stock of
this corporation agrees that, in case he shall desire to
dispose of his stock in the Corporations the Corporation
shall have first right to purchase the same at its book
value and that no offer or assignment or sale to another
shall be mode unless the Corporation shall fails after thir-
ty days' notice in writing, to purchase the shares, but in
no event may stock be transferred except to a purchaser
approved by the Board or Directors.

Section 8. The treasury stock of this Corpo-
ration shall consist of stook of the corporation that may
be purchased or otherwise acquired by the Corporation and
it shall be held subject to action of the Board or Direo-
tors. Such stock shall not share in the apportionment of
the capital stock dividends, it shall not be voted and it
may be cancelled at the discretion oetheBmmd d'Directors.



ARTICLE IV. Stookholders.

Section 1. Any person, firm, partnership, corpo-
ration or association, including both landlords and tenants
in share tenancies, who is a producer of any of the farm
products handled by the Corporntion in any territory tribu-
tary to the shipping points of this Corporation, may become
a member upon application accepted by the Board of Directors
and the purchase of stock in accordance with the number of
bushels of grain marketed. Members shall sign the standard
marketing agreement current at the time of their becoming
members of the Corporation, when presented to them for sig.-
nature. All members agree to comply with said marketing
agreement and to abide by the By-Lawa of the Corporation
and the rules and regulations formulated by the Board of
Directors for the government and guidance of said Corpora-
tion, its officers and members.

Section 2. In order to further the purposes for
wbich this corporation is formed by preventing those *ware
ineligible to subscribe for stock hereof from acquiring the
same, no stock or certificate of stock of this corporation
may be transferred by the holder thereof except with the
consent and approval of the Board of Directors hereof and
than only to such person as is eligible to subscribe for the
samol and any attempt to transfer any stock or certificate
of stock hereof except as described above shall vest no
title thereto in the purchaser or receiver and no right to
participate in the affairs cf this corporation)* ressol trxecC

Section 3. Any member may be expelled from the
Corporation for violation of the marketing agreement, these
by-laws or the rules and regulations of the Corporation by
a two-thirds vote of the Board of Directors at a meeting
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Section 9, A record of each certificate of stook
issued shall be kept on the stub thereof and each certifi-
cate shall be receipted for in the following target-.

"In consideration of the issuance to the under
signed of Certifiost of Stock No. for_____
of the capital stook of the Grain droworo.,
receipt whereof is hereby soWinaged, the undersigned does
hereby agree to all the conditions, restrictions, limita-
tions, and reservations stipulated in the Certificate of In-
corporation and the B Laws and amendments to either of than

Dated 19

Witness
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regularly called for the purpose of hearing charges and givu.
ing the accused an opportunity to be heard in his own damp&

Seotion 4* In the event a stockholder in expelled
or is found ineligible by the Board of Directors to own or
hold stock in the Corporation, the stockholder may sell his
stook to any person approved by the Board* If there be no
such purchaser the Grower hereby designates the Secretary of
the Corporation as his agent to effect the sale and transfer
of his shares and the Board shall pay for said stock at its
reasonable value, as oonclusively determined by the Board,
and the Corporation may thereafter re-issue said shares to
a qualified person to the same effect as if said stock had
been offered for transfer in the usual manner*

Section 5 From the time the Board or Directors
finds that a stockholder is ineligible to hold stock herein
or expels him from membership, as herein provided, such
stockholder shall have no further rights in the management
of the corporation* Such member shall have the right of
appeal and be hoard at a regular or special meeting of the
shareholders, at which meeting he shall be given full oppoz.
tunity to answer the charges made against him and may be
restored to membership and reinstated by a majority vote of
members present at said meeting*

ARTICLE V. Directors*

Section 1* The number of director, of this cor-
p tion shall be The term of office of each
director shall be years except directors for the first
term, which shall end at the first meeting of the stock..
holders* At said first meeting there shall be elected
directors who shall hold office as follows: -11.617

one year and for two years. The allocation of
such directors to such terms shall be determined by having
them draw lots at ones after their elction* At each mull
mooting thereafter there shall be elected that number of
directors required to fill the directorships expiring at
that time* All directors at the time of holding office
must be members in good standing*

Section 2* The directors shall be elected by the
stockholders at the annual meeting*

Section 3* Whenever a vacancy in the directorate
shall occur by death or by resignation, the Board of Direc.,
tors shall at their first meeting after such vacancy occurs,
appoint a director to fill such vacancy until the next annxi
meeting* At the next annual meeting thereafter a director



159

shall be elected/br he unsxpirod term, in the regular man-
ner provided for the election of directors.

Section 4. The Board of Directors shall have,
in addition to such powers as are herein expressly conferred
on it, all such powers as may be exercised by the corporation,
subject to the provisions of law, the oortificate of incorpo-
ration and the by-lawal

subject also to the regu-
lations which may be made from time to time by the stock-
holders

Board of Directors shall have power

To purchase or otherwise acquire property,
rights and privileges for the corporation, which the corpo
ration has power to take at such prices and on such terms as
the Board of Directors may deem proper.

To pay for such property, rights or privileges
in Whole or in part, with money, or other securities of the
corporation, or by delivery of other property of the corpo-
ration.

(0) To.oreate, make, and issue mortgages, deeds
of trust, trust agreements and negotiabls or transferable
instruments and securities; to borrow money secured by mort-
gages or otherwise and to do every other act necessary to
effectuat the same.

To appoint agents, clerks, assistants, fac-
tors, servants and trustees, and to dismiss then at its dis-
cretion; to fix their duties and emoluments and to change thou
from thimitto Cisofiandto require security as it may deem proper.

To confer on any officer of the corporation
the power of selecting, discharging and suspending such mai.
ployees.

To determine by whom and in what manner the
corporations bills, notes, receipts, acceptances, endorse-
ments, checks, releases, contracts or other doeumonts shall
be signed ond to confer such power.

To select one or more banks to act as de-
pository of the funds of the corporation and to determine
the manner of receiving, depositing and disbursing the funds
of the corporation, and the form of checks and the person or
persons by whom such shall be signed, with the power to
change such banks and the person or persons signing said



checks and the form thereof at will.
(h) To determine the policies of the corporsUom

and to make such rules and regulations as may be deemed nec-
essary for the government and guidunce of the officers, em-
vaoyees and members of the corporation not inconsistent with
the laws of the State of $ the articles of incorpo.-
ration, the marketing agreement and these by-laws.

Section 5. (a) Within five days after each
annual election of directors, the directors shall meet at
the office of the corporation in 3, for
the purpose of organisation, the election of officers, and
the transaction of other business, and if all the directom
be present at such time and place no prior notice of such
meeting shall be required to be given to the directors,

(b) Regular meetings of the directors shall be
held every month at the office of the corporation in

or elsewhere as determined by the Boar
tirectors and at such other times and places as may be
fixed by unanimous resolution of the Board,

(0) Special meetings may be called by the Presi-
dent on three days' written notice to each director stating
the time and place of the meeting, and shall be called by
the President in like manner on the written request of three
directors. Any and all business may be transacted at a spe-
cial mooting. It all directors are present at such meeting
no prior notice shall be required,

(d) A majority of the directors shall constitute
a quorum, but a smaller number may adjourn from time to
time, without further notice, until a quorum is obtained.

Section 6. Order of Business. Directorstaptin&
Reading of minutes of previous

meeting.
Report of officers.
Report of committees
Unfinished business
Miscellaneous business
New businese

Section 710 From time to time the Board may ap-
point from their own number any committee or committees for
any purpose, which shall have such powers as shell be speci-
fied in the resolution of appointment.

160
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Section 8. It shall be the duty of the Board of
Directors to:

Keep a oompleto record of all of its acts
and of the proceedings of its meetings and to present a full
and complete statement at the regular meeting of the stock-
holders, showing in detail the condition of the affairs of
the corporation.

To supervise generally all officers, agents,
and employees of the corporation and to see that their duties
are properly performed, and to fix their salaries and com-
pensation*

(4) To cause to be issued appropriate stock cer-
tificates to all stockholders of this corporation.

(d) To install such system of bookkeeping and
auditing as shall be approved by the North Pacific Grain
Growers, mo., that each stockholder may know and be fully
advised from time to time of the true condition of the busi-
ness affairs of the corporation.

ARTICLE VI. Number and Method of Election of
Officers of Corporation.

Section 1. The Board of Directors shall elect
from their own number a President and one Vice-President
who shall hold office until the next annual meeting and un-
til their successors are elected and qualified. The Board
may appoint a Secretary and Treasurer; both offices may be
filled the same person.

Section 2. The President shall preside at all
meetings of the stockholders and directors and shall execute
all contracts and agreements authorized by the Board, and
when authorized by the Board shall sign and affix the seal
of the corporation to an instrument requiring the same. He
shall submit a report of the operdtions of the corporation
for the year to the directors at their meeting next preced-
ing the annual meeting, and he shall perform such other
duties as may be prescribed by the Board of Directors.

Section 3. The Vice-President shall be vested
with all the powers and required to perform all the duties
of the President in the absence or disability of the Presi-
dent, and he shall perform such other duties as may be
prescribed by the Board of Directors.

Section 4. In the absence or disability of both
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the President and the Vice-President, the Board may appoint
a President pro tem upon such terms as it may determine.

Section 5. The Secretary shall be Secretary of
and shall attend all the meetings of the corporation, the
Board of Directors, and standing committees. He shell act
as clerk thereof and shall record all the proceedings of
such meetings in s book kept for that purpose. He shall
keep the stock certificate book showing the number of shams
of stock issued, to whom issued and the date of such issue
or transfer.

Section 6. (a) The Treasurer shall have ou to*
of the funds and securities of the corporation and shall
keep full and accurate account of receipts and disbursements
in books belonging to the corporation and shall deposit all
money and other valuable effects in the name and to the
credit of the corporation in such depositories as may be
designated by the Board of Directors.

(b) He shall disburse the funds of the corpora*
tion as may be ordered by the Board, taking proper vouchers
for such disbursements, and shall render to the Board at the
regular meeting of the Board, or whenever they may require
it, an account of his transactions as Treasurer and of the
financial condition of the corporation, and at the regular
meeting of the Board next preceding the annual meeting, a
like report for the preceding year.

(o) He shall keep an account of the stock
registered and transferred in such manner and subject to sub
regulations as the Board may require.

(d) He shall perform such other duties as the
Board may from time to tIme require.

Section 7. The Board of Directors may employ a
General Manager who shall have general and active manseement
of the business of the corporation and who shell be responsi-
ble to the Board and to the North Pacific Groin Growers, Inc.,
for his acts, and shall be a person acceptable to said North
Pacific Grain Growers, Inc. Said Manager shell not be a
director.

Section 8. In ones of the absenee or disability
of any officer of the cor ,oration, or for any other reason
deemed sufficient by a majority of the Board, the Board may
delegate his powers or duties to any other officer or to am
director for the time being.
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Section 9* The President or Vice-President stall
not be removed from office during their term of office, ex-
cept for cause, nor shall their term of office be diminished
during their tenure.

ARTICLE VII.

The fiscal year of the corporation shall begin on
the first day of June in each year*

ARTICLE VIII. Dividends*

Section 1. This association is formed to ffixotkm
on a cooperative basis for the mutual benefit of its members
and dividends shall not be paid on the stook hereof in any

one year in excess of eight per cent of its par value* Boo.
sonable reserves, as determined by the Board may be set anti

from year to year* After setting aside such reserves and
paying a fair dividend in any year the balance of the net
earnings or savings of the association shall be distributed
on a patronage basis. Amounts carried to reserves from
business done in any year shall be allocated on the books of

the association on a patronage basis for that year* or in
lieu thereof the books and records of the association shall
afford a means for doing so at any time that in the event of
dissolution or earlier, if deemed advisable, in the sole
cretion of the Board, such reserves or any part hereof may
be returned to the member patrons.

Business done with non-members shall be upon the
agreement of said non-members to accept patronage dividends
as provided for herein in the form of omedit as payment far
stock and when a sum has accrued sufficient to entitle such
non-member to membership, he may be admitted to membership
if otherwise eligible, no patronage dividend to be payable
to the non-member until he becomes a member. Any dividends
remaining uncalled for for one year after having been de-
clared shall revert to the association*

No person engaged in handling agricultural prod-
ucts for profit, or engaged in any other line of wholesale
or retail trade for profit, shall receive a dividend on any
transactions with the association involving the business
of such person* firm or corporation.

Section 2* Without regard to the foregoing,
every member, on becoming such, thereby authorizes and
directs that all net earnings or savings of every character
effected by this aseociation, which are distributable to the
members, shall first be applied to the payment of any stock
subscription or indebtedness owed by him to the associmdmiard
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balance paid in cash*
4,AiAUCLE IX. Method of givinl notice.
Section 1* liotices required to be given under

these by»laws to any director, officer or stockholder, shall
not be construed to mean a oersonal notice, but may be given
in writing by depositing the same in a post office or letter
box, in a post Paid sealed wrapper, or by telegram addressed
to such address as appear on the books of the corporation,
and suca notice shall be deemed to have been given when such
notiee shall be thus Intailed or te1e7am filed in a regular
telegraph office*

Seetion 2* Any stockholder, officer or director,
may waive in writing or by telegram, any notice required to
be 4ven under these by-laws, whether before or after the
time stated herein* it'ny stockholder duly represented, or
any ofricer or director nresent at any meeting shall be con-
clusively deemed to have had due notice thereof*

X. Bonds*

Every officer, employee and agent handing fundsor negotiable instrwaents or other property of or for this
corporation ahall be required to execute and to deliver tothe Board a bond satisfactory to aid hoard for the faithful
performance of his duties and obligations*

AnICLE Xl* Amendilent*

ARIJOLE

.e.hese by-laws may be amended, altered, repealed,or added to by the affirmative vote of a majority of the mem-beret present at any regular 'fleeting, or at a special meetingcalled for tne purpose*




