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The Role of Borrowed Funds 

In Oregon Cooperatives 

ROGER A. WISSMAN and GERALD E. KORZAN 

Introduction 

Many agricultural cooperatives are 
active in Oregon, and they are im- 
portant in the marketing of agricul- 
tural products and in the providing of 
farm supplies. Efficient and well-man- 
aged cooperatives can help increase the 
efficiency of the movement of supplies 
and products to and from the farm; 
they also can be a force for economic 
growth and improve the level of fi- 
nancial returns to agricultural re- 
sources. 

The operation of a cooperative en- 
terprise, as any other enterprise, en- 
counters the problems of finding pro- 
ductive opportunities, securing efficient 
human resources, and obtaining ade- 
quate capital resources. 

The efficiency of the personnel and 
the available opportunities are closely 
interrelated with the need for capital. 
The efficiency of the organization af- 
fects the number of opportunities; 
these factors, together, control the 
amount of capital that may be required. 

The future of Oregon cooperatives 
depends on how they solve the above 
three problems. They must continue to 
hire competent and imaginative em- 
ployees who are able to execute the 
technical procedures and managerial 
policies of the business operation with 
a high degree of efficiency. The co- 
operatives of  the  future must search 

actively for the opportunities which 
will supply the goods and services most 
needed by their present and future 
members. These additions and im- 
provements will often require more 
buildings, equipment, and working 
capital. To support this growth in size 
and the additional service, the coopera- 
tives must have financial arrangements 
which will make acquisition of the 
needed assets possible. The financing 
and supplying of capital resources of 
cooperatives will be the general topic 
of this study. The use and importance 
of borrowed funds will be the particu- 
lar problem considered. 

An enterprise can obtain funds from 
its owners, it can generate funds from 
its operations, and it can borrow funds 
from others. The role of borrowed 
funds cannot be isolated from the other 
two sources of funds. The need for 
borrowed funds must be considered in 
a framework that includes the total 
financing process. 

Procedure 

A complete survey of Oregon co- 
operatives was attempted in this study. 
Small marketing pools, cooperatives 
which carried on only seasonal opera- 
tions, and some other small associa- 
tions with very limited real assets were, 
however,   excluded.   The   manager   or 



chief financial officer of each coopera- 
tive was interviewed personally, and in- 
formation was obtained for the last 
year on which complete records were 
available.1 Whenever possible, the in- 
formation was copied directly from the 
cooperative's audit report. 

The 76 cooperatives from which 
complete records were obtained ac- 
counted for over 90% of the total co- 
operative business carried on by local 
cooperatives in the state of Oregon. 
Data was obtained from the four 
regional cooperatives which have their 
main offices in Oregon, but the results 
are not included in this report. 

In this study, the cooperatives were 
divided into five groups: (1) farm 
supply; (2) grain and seed marketing; 
(3) fruit, vegetable, and nut market- 
ing; (4) dairy marketing; and (5) 
other cooperatives. It is believed that 
the cooperatives in the first four cate- 
gories have similarities in their opera- 

tion which allow generalizations to be 
made concerning these groups. The co- 
operatives placed in the "other" group 
were all engaged in the marketing of 
agricultural products, but each handled 
a different product and performed a 
different amount of processing on the 
product. Therefore, no generalizations 
were made concerning this group. 

Average interest rates for both short- 
and long-term borrowings were calcu- 
lated to reflect the average per annum 
rate. The average repayment periods 
were calculated by comparing the total 
yearly repayments to the total amount 
of the loans. Long-term loans were 
defined as any loan which was not due 
in less than one year; conversely, short- 
term loans were loans of less than one 
year. In the calculations of average 
short-term interest, the midpoint be- 
tween the peak and low point was used 
to weight each loan. 

Important Data 

Volume of business 

The 76 local cooperatives included 
in this study reported a total volume 
of $181,727,644 for the year 1963. 
This volume emphasizes the importance 
of local cooperatives to agriculture and 
to the state in general. These coopera- 
tives are located in all parts of Oregon 
and operate a variety of types of busi- 
ness. Table 1 lists the amount of farm 
supply sales, marketing volume, and 
total volume of each group. The fruit, 

1 The cooperatives in the survey did not all 
have exactly the same accounting period. The 
records included in this study represent the 
periods ending with the calendar year on 
December 31, 1963, and fiscal year ending in 
1964. A few records were for the calendar 
year ending December 31, 1962. 

vegetable, and nut cooperative group 
had the largest total volume of busi- 
ness. The grain and seed group and 
the dairy products group followed 
closely behind. The fruit, vegetable, 
and nut group also had the highest 
average volume per individual coopera- 
tive, which was over $4,000,000. The 
farm supply group had the lowest aver- 
age volume, slightly over $700,000. 

Assets 
Table 2 shows the combined balance 

sheets of the local Oregon cooperatives. 
The total assets of these cooperatives, 
$101,539,370, represents an important 
contribution to the total wealth of the 
state. Included in this total is a complex 
of   buildings   and   equipment   located 



TABLE 1.    TOTAL VOLUME OF BUSINESS OF OREGON COOPERATIVES, 1963 

Type of Number of Average Farm supply Marketing Total 
cooperative cooperatives volume volume volume volume 

Farm   supply     28 $   718,947 $18,026,805 $    2,103,734 $ 20,130,539 
Grain and grass seed .. 16 3,128,787 12,814,736 37,245,856 50,060,092 
Fruit, vegetable, and nut 13 4,168,038 2,014,895 ;2,169,604 "   54,184,499 
Dairy    16 2,934,206 6,033,717 40,913,577 46,947,294 
Other    3 3,468,240 3,731,309 6,673,411 10,404,720 

Total     76 $2,360,099 $42,621,462 $139,106,182 $181,727,644 
1 The interviewed cooperatives did not all have the same accounting period. The records included in this 

study represent the periods ending with the calendar year on December 31, 1963, and the fiscal year ending 
in 1964. A few records were for the calendar year ending on December 31, 1962. 

throughout Oregon. These facilities over a much larger area. Oregon co- 
enable cooperative members to share operative members can consider them- 
in the responsibilities and benefits of selves to be part owners of a complex 
marketing their products and supplying of assets which extends from their 
their own purchases. community to other parts of the north- 

Also included in the total assets is west. 
$10,019,562 of investment in other The sale of equipment and produc- 
cooperatives. This is mostly invest- tion supplies is the major function of 
ments which Oregon farmers have the farm supply cooperatives. How- 
made in regional cooperatives through ever, a variety of services from feed 
their local associations. The regionals manufacturing to extending credit is 
spread the influence of the local co- also offered. Credit extended to custom- 
operative  and   the   individual   farmer ers  in  accounts  and notes  receivable 

TABLE 2.   COMBINED BALANCE SHEET OF 76 LOCAL OREGON COOPERATIVES, 1963 

Assets 
Cash   $ 4,409,852 
Accounts and notes receivable   19,656,428 
Inventory     28,678,921 
Fixed assets  ;  35,891,388 
Investment in other cooperatives   10,019,562 
Other assets   2,883,219 

Total assets   $101,539,370 

Liabilities and equity 
Current liabilities: 

Bank borrowings  $15,613,318 
Trade accounts payable =    6,637,789 
Pool accounts payable   12,449,514 
Other current liabilities      2,152,846 

Total current liabilities   $ 36,853,467 
Total term liabilities   11,884,320 
Total equity   52,801,583 

Total liabilities and equity   $101,539,370 



TABLE 3. PERCENTAGES OF TOTAL ASSETS IN SELECTED ACCOUNTS OF 
OREGON COOPERATIVES, 1963 

Accounts 
Farm 
supply 

Grain 
and 
seed 

Fruit, 
vegetable, 
and nut Dairy Other 

Cash   
Accounts and notes 

receivable     
Inventory     
Fixed assets  
Investments in other 

cooperatives     
Other   

Total assets       100.0 

% 
6.9 

% 
6.7 

21.1 
15.1 
43.8 

10.9 
2.4 

% 
2.3 

10.1 
46.6 
32.5 

5.8 
2.7 

% 
5.6 

31.1 
7.4 

40.4 

12.8 
2.7 

% 
2.5 

24.8 33.0 
22.5 14.1 
21.7 41.3 

22.0 .6 
21 8.5 

100.0 100.0 100.0 100.0 

represented 24.8% of all assets in the 
farm supply group and was the largest 
asset account (Table 3). 

Investments of supply associations 
in other cooperatives represented 22% 
of their total assets. Credits in the 
regional supply cooperative accounted 
for the largest part of this investment. 
The success of many local supply co- 
operatives is partially dependent upon 
the performance of the regional co- 
operative. The regional not only sup- 
plies many of the products sold by the 
local cooperative, but also the patron- 
age refund of the regional is an im- 
portant source of income. 

Marketing of dairy products has less 
variation during the year than the 
marketing of many other agricultural 
products. Therefore, dairy coopera- 
tives usually do not have large seasonal 
changes in inventories. Only 7.4% of 
the total assets were represented by in- 
ventories. Fixed assets and accounts 
and notes receivable were the largest 
asset accounts of the dairy marketing 
cooperatives. Milk processing required 
a large amount of fixed assets. A large 
amount of credit was extended to 
wholesale customers on trade accounts 
and to producers on the purchases of 
equipment. 

The fruit, vegetable, and nut cooper- 
atives usually process the farmer's 
product into the physical form in which 
the consumer purchases it. These co- 
operatives must be able to adjust to 
buyers' preferences and need to have 
the modern equipment necessary to 
prepare their products in the style de- 
sired by the consumer. Large inven- 
tories also must be maintained to fill 
buyers' orders throughout the year. 
The largest portion of this group's 
assets is contained in processed market- 
ing inventories and in buildings and 
equipment needed to process the grow- 
ers' products. 

The large facilities required for 
grain and seed handling and storage 
help explain why these associations 
have the highest proportion of fixed 
costs to total assets. Transportation, 
cleaning, and materials for handling 
equipment are important in the opera- 
tion of these firms, but the value of 
the buildings used by these firms far 
exceeds the value of equipment. 

Short-term borrowed funds 

Firms which market agricultural 
products and distribute production 
supplies often have large variations in 
their volume of business during the 



year. Additional sources of funds are 
usually needed to support the seasonal 
increases in working capital. 

Supply cooperatives. Trade ac- 
counts payable represented a large por- 
tion of the current liabilities of the 
farm supply group, accounting for 
65% of total current liabilities. Credit 
from the regional supply cooperative 
and other suppliers allowed many of 
these firms, particularly the smaller 
ones, to operate without short-term 
bank credit. Fifteen of the twenty- 
eight farm supply cooperatives re- 
quired no short-term bank borrowing. 
Eleven farm supply cooperatives had 
short-term loans with commercial 
banks, and two had loans with the 
Spokane Bank for Cooperatives. 

Of the commercial bank loans, nine 
were used only for seasonal capital and 
were repaid at some time during the 
year. The other two firms required 
some short-term borrowed funds at all 
times during the year. Several firms 
had prearranged lines of credit, but 
most firms in this group signed 90- 
day or six-month notes when they 
needed additional credit. Occasionally 
these loans were secured by mortgages 
on the fixed assets, but usually equip- 
ment or inventories were used for col- 
lateral. However, some loans were 
unsecured. Interest rates varied from 
5.75% to 7%, and the average interest 
rate was 6.03% for commercial bank 
loans for this group. 

The two associations which bor- 
rowed from the Bank for Cooperatives 
had seasonal loans. The interest rate 
on these loans was 4.75% plus a re- 
quired stock purchase. Both of these 
firms also had term loans with the 
Bank for Cooperatives. 

Grain and seed cooperatives. Fi- 
nancing seasonal marketing inventories 
was   the   principal   use   of   short-term 

bank credit by grain and seed coopera- 
tives. 

Marketing of grain and grass seed is 
principally a product-handling opera- 
tion. No processing of the product ex- 
cept for cleaning and packaging is in- 
volved. The labor and other expense 
incurred in the marketing operation are 
relatively small when compared to the 
value of the product marketed by the 
farmer. The main value of the inven- 
tory is, therefore, the amount paid to 
the grower. 

Eight of the sixteen grain and seed 
associations had short-term bank loans. 
Two of these were with commercial 
banks and had interest rates of 5% 
and 6%; one was secured by inven- 
tories and the other was unsecured. 
The Bank for Cooperatives granted 
loans to six grain and seed coopera- 
tives. On loans secured by grain inven- 
tories, a 4.75% interest rate was 
charged. One cooperative had a short- 
term loan secured by customers' equip- 
ment contracts, at a 5.5% interest rate. 

Fruit, vegetable, and nut coopera- 
tives. The fruit, vegetable, and nut 
cooperatives were the largest users of 
short-term bank credit. Their principal 
need for credit was to finance the 
seasonal inventories of processed prod- 
ucts. Each farm product is received 
from the growers in a period of a few 
weeks, but the processed product is 
marketed over the entire year. Most 
of these firms considered it necessary 
to carry some inventory in order to 
meet their customers' requirements 
throughout the year. 

Processing of fruits, vegetables, and 
nuts requires large quantities of labor, 
supplies, and equipment. The cost of 
these items cannot be delayed as a rule 
and usually must be paid when in- 
curred. The cost of these inputs ac- 
counted  for  a  large part of  the total 



TABLE 4. PERCENTAGES OF TOTAL CURRENT LIABILITIES IN VARIOUS ACCOUNTS OF OREGON 
COOPERATIVES,   1963 

Groups 

Current Trade Total 
Short-term portion of accounts Pool current 
bank loans term debt payable accounts Others liabilities 

% % % % % % 
11.3 4.7 65.0 8.9 10.1 100.0 
33.5 7.0 42.0 5.6 11.9 100.0 
48.3 1.1 5.2 41.7 3.7 100.0 
15.3 5.5 35.6 33.7 9.9 100.0 
43.4 11.0 24.3 18.6 2.7 100.0 

Farm supply    
Grain and seed   
Fruit, vegetable, and nut . 
Dairy     
Others      

cost of the marketing inventory and 
thus created a need for large amounts 
of seasonal credit. 

Different methods of paying grow- 
ers were used by the individual co- 
operatives. Some paid the existing cash 
market price prevailing in their area 
when the products were delivered. 
Others advanced a partial payment at 
time of delivery, and in some coopera- 
tives no payment was given until the 
processed products were sold., How- 
ever, most cooperatives gave a partial 
payment at delivery to growers and a 
final payment when the processed 
products were finally sold. The pay- 
ment plan practiced by the cooperative 
influenced the amount of short-term 
capital needed. Cooperatives which ad- 
vanced a large portion of total value 
to the grower at the time of clelivery 
would naturally need a relatively larger 
amount of short-term credit than co- 
operatives which withheld all or most 
of the value of the growers' product. 

Of the 13 cooperatives in the fruit, 
vegetable, and nut group, 12 had short- 
term bank loans. The other firm had 
arranged a line of credit with a bank, 
but it was not used in 1963. Only two 
of the associations in this group had 
loans from commercial banks. One of 
these loans was unsecured, and the 
other was secured by the marketing in- 
ventories. Both had a 6% interest rate. 
No minimum balances or other require- 
ments were placed on these loans. 

The Bank for Cooperatives extended 
short-term loans to 10 of the 13 fruit, 
vegetable, and nut firms. An interest 
rate of 4.75% plus a stock purchase 
was charged on these loans. Eight of 
the ten firms which had short-term 
loans with the Bank for Cooperatives 
also had long-term loans with it. 

Dairy cooperatives. Only 6 out of 
16 dairy cooperatives had short-term 
bank loans. Several of the smaller 
cheese-manufacturing firms sold their 
raw cheese directly to the regional mar- 
keting cooperative for aging. There- 
fore, these firms had only a limited 
amount of funds in inventories and 
were able to operate with no short- 
term borrowed capital. Processors of 
fluid milk and of powdered milk usu- 
ally do not have a large marketing 
inventory, because milk marketing is 
relatively constant throughout the year. 
An important use of short-term credit 
in the dairy cooperative was to finance 
the accounts payable of their customers. 
Commercial banks extended credit to 
four dairy cooperatives. An interest 
rate of 6.5% was paid on all these 
loans. Two dairy cooperatives had 
short-term loans with the Bank for 
Cooperatives. These loans had an in- 
terest rate of 4.75% and were secured 
by the inventories of the cooperatives. 

Interest rates. Table 5 shows the 
average rates of interest paid by each 
commodity group. In comparing the 
rates, it should be kept in mind that 



the grain and seed group and the fruit, 
vegetable, and nut group had a large 
proportion of their loans with the Bank 
for Cooperatives; therefore, the re- 
quired stock purchase must be con- 
sidered in any comparison. 

TABLE  5.    AVERAGE  INTEREST  RATE  OF 
SHORT-TERM LOANS OF OREGON 

COOPERATIVES, 1963 

Group 

Average 
interest 

rate 

% 
Farm supply         5.83 
Grain and seed         4.91 
Fruit, vegetable, and nut         4.76 
Dairy          5.24 
Other           S.00 

Commercial bank interest rates var- 
ied considerably between groups of co- 
operatives. The short-term bank loans 
granted the grain and seed coopera- 
tives and the "other" group were used 
to finance the marketing inventories. 
The average commercial bank interest 
rates for the grain and seed group and 
the "other" group were 5.15% and 
5.19%, respectively. 

The average interest rates charged 
by commercial banks when loaning to 
the farm supply group, the dairy 
group, and the fruit, vegetable, and nut 
group were 6.03%, 6.50%, and 6%, 
respectively. These rates are approxi- 
mately   1%   higher   than   the   interest 

rates charged the two groups discussed 
previously. The loans of the farm 
supply group and the dairy coopera- 
tives were usually smaller in size than 
loans of the other groups; these loans 
were, for the most part, used to finance 
customers' accounts, which may ex- 
plain the higher rate. 

The average interest rates of the two 
sources of short-term borrowed credit 
are shown in Table 6. The Spokane 
Bank for Cooperatives granted short- 
term loans at an average interest rate 
of 4.78%. The stock purchase require- 
ment increased the cash interest out- 
lay for these loans. The value of this 
stock and any patronage dividend which 
may be declared will depend upon the 
length of time required by the Bank 
for Cooperatives to revolve the stock- 
back to the cooperative. 

Table 7 lists the totals of all peaks 
and the totals of all low points of short- 
term bank loans. The fruit, vegetable, 
and nut cooperatives borrowed the 
largest amounts from banks, and the 
dairy cooperatives maintained the most 
constant  level  of   borrowing. 

Other conditions imposed. No 
operating restrictions were placed on 
the borrowing cooperatives, and usu- 
ally no minimum account balance was 
required. However, a 10% "dealer re- 
serve" was required on farm equip- 
ment loans which were secured by the 
customers' accounts payable. Three co- 
operatives   reported   this   type  of   ar- 

TABLE 6.   SOURCES OF SHORT-TERM LOANS OF OREGON COOPERATIVES, 1963 

Source 

Number Average Percent of 
of interest short-term 

cooperatives rate loans 

Commercial banks  
Bank for Cooperatives . 

10 
32 

% 
S.60 
4.78, 

% 
8.2 

91.8 
1 The current policy of the Spokane Bank for Cooperatives requires a purchase of Class C stock equal 

to 15% of the total interest charge of the loan. 



TABLE 7. SUMMATION OF LOW POINTS AND 
PEAKS  OF   SHORT-TERM   BANK   CREDIT  OF 

OREGON COOPERATIVES, 1963 

Low 
Group points       Peaks 

Thousands of 
dollars 

Farm supply         32 587 
Grain and seed       750 5,825 
Fruit, vegetable, and nut     5,081       18,878 
Dairy         555 975 
Other        400 1,900 

Total     6,818       27,781 

rangement. Financial reports were re- 
quired of all firms to keep the lender 
informed of the current operations of 
the borrower. 

Sources of loans. Figure 1 shows 
there was a large variation in the 
source of short-term loans among the 
groups of local cooperatives. The farm 
supply group often used short-term 
credit to finance the seasonal increases 
of accounts receivable, and commercial 
banks were the principal sources of 
loans for this group. The grain and 
seed, the dairy, and the fruit, vegetable, 
and nut groups used short-term loans 
to support marketing inventories, and 
the Bank for Cooperatives was the 
major lender to these groups. 

Other sources of short-term credit 
were available to some cooperative 
groups. Trade accounts payable and 
pool accounts payable represented large 
extensions of credit to some groups. 
If suppliers become more reluctant to 
extend credit, or if growers decline to 
accept deferred payments, additional 
amounts of short-term credit would 
need to be supplied by the Bank for 
Cooperatives and commercial banks. 

Long-term borrowed funds 
Supply cooperatives. Table 8 

shows that farm supply associations 
received nearly 42% of their total long- 
term credit from their suppliers, most 
of whom were regional cooperatives. 
This credit can be divided into pur- 
chase agreements and normal trade ac- 
counts which have been converted into 
a long-term debt. Some purchase agree- 
ments entered into by the farm supply 
cooperatives allowed the total payment 
to be extended for a year or longer. 
Purchases of real estate or new equip- 
ment were commonly made with this 
type of arrangement. The financing 
was included in the terms of the con- 
tract and was agreed upon before the 
purchase was made. In this study it 
was found that equipment contracts 
allowed one or two years for payment 

TABLE 8.   PERCENTAGES OF TERM CREDIT RECEIVED FROM VARIOUS SOURCES BY 
OREGON COOPERATIVES, 1963 

Farm 
Source supply 

Suppliers   41.9 
Commercial banks   7.6 
Bank for Cooperatives   5.2 
Certificates of indebtedness 38.2 
Individuals     2.3 
Deferred credits   2.3 
Other sources  2.5 

Total     IOOJO 

Fruit, 
Grain vegetable, 

and seed and nut Dair 

3.6 2.9 13.4 
2.3 .8 28.9 

36.6 84.3 48.7 
S3.S 11.7 1.0 
3.8 .1 6.1 

.2 1.9 

Other 

.9 
63.3 
33.0 

2.8 

100.0 100.0 100.0 100.0 
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Figure 1.  Percentage of short-term bank credit received from commercial banks 

and from the Bank for Cooperatives, Oregon cooperatives, 1963. 
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and land contracts allowed up to 10 
years. An interest rate of 5 or 6% was 
charged for these contracts. 

The cooperatives which used long- 
term credit from their suppliers had a 
considerably lower proportion of mem- 
bers' equity invested in their associa- 
tions. This is a general indication that 
these associations are in a somewhat 
weaker financial position than the aver- 
age farm supply cooperative included 
in this study. The regional coopera- 
tives extended 88% of the total credit 
from suppliers. This indicates their 
willingness to assist local cooperatives. 

Certificates of indebtedness made up 
38.2% of the farm supply long-term 
debt.2 Four farm supply cooperatives 
used this method of term financing, 
and all four had a larger volume of 
business than the average of the farm 
supply group. Three of the four co- 
operatives received all of their long- 
term credit from these certificates. 
These issues usually were sold to sup- 
port a planned expansion project and 
were  sold  mainly  to  members. 

Fifteen years was the usual length 
of time for which the certificates were 
issued; however, one issue was for 
20 years. Repayment plans varied 
greatly among the different associa- 
tions. One firm designated 30% of the 
yearly earnings to the repayment of 
the certificates, while another would re- 
pay annually up to 5% of the gross 
sales of the cooperative. Five or six 
percent was the interest rate on the 
certificates. The average interest rate 
of all certificate issues was 5.70%. 

Managers of the cooperatives which 
issued certificates of indebtedness gen- 
erally were satisfied with the perform- 

2 Certificates of indebtedness included de- 
benture bonds and other types of debt instru- 
ments which had a fixed interest rate and 
maturity date. 

ance of this type of financing. The 
fact that over $500,000 was raised by 
five firms attests to their ability to ob- 
tain financial support from their mem- 
bers through this method. New build- 
ing construction was the purpose for 
these issues. Several managers stated 
that a definite purpose for the certifi- 
cates helped in promoting the sale of 
this paper. The confidence of members 
in the strength of their cooperative was 
also cited as a necessary requirement 
for the successful use of certificates of 
indebtedness. The sale of these certifi- 
cates was not limited to members by 
policy of the cooperatives, but almost 
all the issues were sold to members. 

Commercial banks supplied 7.6% of 
the total long-term credit used by the 
farm supply group. Six of the farm 
supply associations included in the 
interview had long-term bank loans. 
The average size of the loans was 
$18,767, and the average interest rate 
was 6%. The average repayment period 
on these loans was 7.7 years. None of 
the cooperatives was required to main- 
tain a minimum balance with the bank 
that issued the loan, and no other re- 
strictions were placed on the operations 
of the associations. The firms were re- 
quired, however, to submit financial 
statements. 

The Bank for Cooperatives was the 
source of long-term credit for three 
farm supply cooperatives. These loans 
accounted for only 5.2% of the total 
long-term credit of the farm supply 
group. The Spokane Bank for Cooper- 
atives has a current rate of 5.25% on 
all long-term loans. The loans were 
secured by mortgages on the fixed 
assets. The average length of the exist- 
ing loans was five years. 

Figure 2 shows that the farm supply 
group borrowed a lower proportion of 
their  long-term  credit   from  banking 
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TABLE 9.   PERCENTAGES OF TOTAL LIABILITIES AND EQUITIES IN VARIOUS ACCOUNTS OF 
OREGON COOPERATIVES, 1963 

Farm 
Accounts supply 

%~" 
Bank borrowings   3.S 
Trade accounts payable        13.3 
Pool accounts payable   1.8 
Other current liabilities  2.1 

Total current liabilities..       20.7 

Term indebtedness         12.4 
Total equity          66.9 

Total liabilities and 
equities        100.0 

Grain 
and 
seed 

Fruit, 
vegetable, 
and nut Dairy- Other 

% % % % 
10.3 26.4 5.0 12.7 
9.3 2.8 8.5 5.7 
1.1 22.3 8.0 4.4 
1.9 2.0 2.4 .6 

22.6 

21.7 
55.7 

53.5 

7.2 
39.3 

100.0 100.0 

23.9 

10.4 
65.7 

100.0 

23.4 

18.7 
57.9 

100.0 

institutions, commercial banks, and the 
Bank for Cooperatives than other types 
of cooperatives. 

Grain    and    seed    cooperatives. 
Table 9 shows that the grain and seed 
marketing cooperatives had 21.7% of 
their total liabilities and equities in 
long-term liabilities. This was the 
highest percentage of all cooperative 
groups. Three cooperatives of this 
group received long-term credit; from 
their suppliers at interest rates (j)f 5% 
and 6%. Three of these cooperatives 
had certificates of indebtedness, with 
one having several issues outstanding. 
One cooperative authorized a large 
amount of its revolving fund to be ex- 
changed for certificates of indebted- 
ness. These revolving fund tredits 
were reissued as long-term paper bear- 
ing a 3% interest rate. Since this was 
a transfer of internal funds of the 
cooperative, the 3% interest rate of this 
issue cannot be compared to interest 
rates of other issues which were used 
to draw outside funds into the coopera- 
tive. 

The average interest rate of certifi- 
cates of indebtedness of this group was 
3.56%. However, all recent issues of 

certificates  to attract new  funds  car- 
ried a 6% interest rate. 

The Bank for Cooperatives sup- 
plied 36.6% of the total long-term 
credit needs of the grain and grass 
seed marketing cooperatives. Four co- 
operatives had loans with this bank. 
All long-term loans from the Bank 
for Cooperatives had an interest rate 
of 5.25% and were secured by mort- 
gages on the fixed assets. The average 
repayment period of these loans was 
9.1 years. 

Dairy cooperatives. Five dairy 
marketing cooperatives had term loans 
with commercial banks. This repre- 
sented 28.9% of the long-term liabili- 
ties of this group. The interest rate 
varied from 5.5% to 6%. The loans 
were secured by mortgages on the fixed' 
assets or on the equipment being pur- 
chased. No minimum balance require- 
ments or other restrictions were re- 
ported on these commercial bank loans. 

Three dairy marketing cooperatives 
had term loans with the Bank for 
Cooperatives. These loans were se- 
cured by mortgages on the fixed assets 
and had an interest rate of 5.25%. 
One  loan  had  no   formal  repayment 
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TABLE 10.   SOURCES OF LONG-TERM LIABILITIES OF OREGON COOPERATIVES, 1963 

Source 
Number of 

cooperatives Amount 

Percent of 
total long-term 

liabilities 

20 

dollars 

5,673,403 
3,096,829 
1,462,724 
1,171,792 

349,795 
83,226 
46,511 

11,884,320 

% 
47.7 

Certificates of indebtedness 12 26.1 
Commercial banks   
Suppliers   
Individuals     
Deferred credits   
Others    

Total   

16 
19 
10 
14 

3 

12.3 
9.9 
2.9 

.7 

.4 

100.0 

plan; the other two had repayment 
periods of seven and nine years. These 
loans accounted for 48.8% of the long- 
term liabilities of this group. Only one 
series of certificates of indebtedness 
was issued by the dairy marketing 
group. It was used to return market- 
ing retains to the members, not to 
raise new funds. 

Fruit, vegetable, and nut cooper- 
atives. Loans from the Bank for Co- 
operatives were the major part of the 
long-term credit of the fruit, vege- 
table, and nut cooperatives. This group 
obtained 84.3% of its long-term credit 
from this source. Nine of the thirteen 
cooperatives in this group had term 
loans with the Bank for Cooperatives. 
The average length of these loans was 
5.5 years, and the average amount of 
the loans was $29,621. The loans were 
secured by first mortgages on the fixed 
assets and the interest rate was 5.25%. 

In summary, each group of cooper- 
atives used different combinations of 
long-term liabilities. Suppliers were 
the major source of long-term credit 
for the farm supply group, but only a 
minor source for all others. Loans 
from commercial banks supplied an 
important part of the term credit for 
dairy cooperatives,  but they provided 

only a small portion of the term loans 
for the grain and seed and the fruit, 
vegetable, and nut groups. 

Certificates of indebtedness repre- 
sented most of the long-term liabilities 
of the grain and seed cooperatives. 
They were also used in varying de- 
grees by the other marketing groups 
and the farm supply associations. The 
Bank for Cooperatives' share of long- 
term liabilities ranged from a high of 
84.3% in the fruit, vegetable, and nut 
group to a low of 5.2% in farm sup- 
ply. The Bank was the principal source 
of long-term loans for the fruit, vege- 
table, and nut cooperatives and the 
dairy cooperatives. Loans from indi- 
viduals, deferred credits, and other 
credit sources supplied only minor 
amounts of long-term credit. 

Table 10 lists the total liabilities of 
the local cooperatives by the various 
sources. The Bank for Cooperatives 
issued the largest volume of loans and 
was used by the largest number of co- 
operatives. 

Equity capital 

Equity capital of a firm may arise in 
two different ways. An investment of 
cash or other assets may be made in the 
firm, or funds from the operation of 
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the firm may be retained, as equity 
capital.3 

The high proportion of equity capi- 
tal which has been generated by the op- 
eration of Oregon's cooperatives and 
the limited amount which has come 
from actual cash investments of the 
members are shown in Table 11. 

Many cooperatives have paid back 
the initial cash investment which was 
used to start the association, and funds 
retained from their operations now ac- 
count for a large part of their equity 
capital. Sixteen of the cooperatives 
had no cash investment remaining in 
their association. One cooperative 
began its operations with a leased gas- 
oline storage tank and an extension of 
credit from a petroleum supplier. From 
this modest beginning, the cooperative 
has grown into a successful company 
without ever receiving any cash equity 
capital from its members. 

Of the total members' equity in the 
local cooperatives in 1963, 94.7% was 
generated from the firms' operations. 
Often a small membership fee was the 
only requirement for joining the co- 
operative. There may be very valid and 
practical reasons for not requiring a 
greater cash outlay from the members. 

3 Retained earnings and marketing retains 
were the methods used to obtain equity capi- 
tal from the cooperatives' operations. These 
retains are credited to the account of each 
member in proportion to his patronage. 

For example, a higher membership fee 
could greatly increase the resistance 
of prospective members to join. 

TABLE 11.   SOURCE OF TOTAL EQUITY 
CAPITAL IN OREGON COOPERATIVES, 

1963 

Percentage of 
total equity 

From 
cash From 

invest- retained 
Group ment funds 

% % 
Farm supply       9.2 90.8 
Grain and seed      9.0 91.0 
Fruit, vegetable, and nut       2.8 97.2 
Dairy        4.3 95.7 
Other   1 99.9 
Av. of local cooperatives..     S.3 94.7 

Dividends on equity. Some of the 
associations paid dividends on the 
members' equity; others did not. Divi- 
dends were paid on 19.9% of the equi- 
ties of local associations, and the av- 
erage dividend rate was 4.96% per 
year. 

Oregon cooperatives paid dividends 
on less than one-fifth of their equity 
capital, and the revolving fund credits 
constitute the largest portion of the 
interest-bearing capital. In general, 
Oregon cooperatives gradually are 
dropping the practice of paying interest 
on their revolving funds. 
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Analysis of Capital Requirements 

Capital needs 

Functions performed by fruit, vege- 
table, and nut cooperatives require 
more assets per dollar of volume than 
functions of any of the other groups. 
This point is emphasized in Table 12. 

TABLE 12. ASSETS OF OREGON COOPERATIVES 
DIVIDED BY THEIR VOLUME, 1963 

Dollar assets 
divided by 

Group dollar volume 

Fruit, vegetable, and nut  0.732 
Farm supply   0.596 
Dairy    0.462 
Grain and seed   0.338 

The nature of the processing and 
marketing functions performed by the 
fruit, vegetable, and nut cooperatives 
and the fact that only seasonal use is 
made of part of the facilities help ex- 
plain the higher assets requirements of 
this group. The operations of the grain 
and seed marketing groups are usually 
not as complex and require the least 
amount of capital per dollar volume of 
business performed by the cooperative. 

The following formula can be used 
to evaluate the relationship between 
the assets of a cooperative and the 
volume of patron business transacted: 

Formula A 
Assets of cooperative 
Volume of cooperative      Assets of coopera- 
Volume of patrons' lve 

business 
Volume of cooperative 

Volume of patrons' 
business 

The purpose of these values is to 
rank the types of cooperatives accord- 
ing to the relationship of cooperative 
assets to patrons' volume. In these cal- 
culations, the assets to volume propor- 
tions of Table 12 are used. 

For the farm supply cooperatives, 
the volume of patrons' business would 
be identical to the total volume of the 
cooperative. Therefore, the volume of 
patron business to the volume of the 
cooperatives would be 1.0. The calcu- 
lations for the farm supply group are 
as follows: 

.596 

1.0 

(proportion of cooperative assets 
.596     t0 volume of patrons' business for 

the farm supply group) 

The dollar volume of the grain and 
seed cooperatives would represent the 
value of the growers' product plus the 
handling and transportation services 
performed by the marketing coopera- 
tive. The operating statements of sev- 
eral representative firms indicate that 
at least 90% of the total sales was re- 
turned to the growers as payment for 
their products. The average grower's 
share of the grain and seed coopera- 
tives' volume was therefore hypothe- 
sized to be 90%. Inserting this value 
into Formula A gives the following: 

.338 
-=.376 

.90 

(proportion of cooperative assets 
to volume of farm products mar- 
keted by the grain and seed group) 

For a typical dairy cooperative, it 
was estimated that the farmers' prod- 
uct represents 60% of the total volume 
of sales.* When this value and the ap- 
propriate value from Table 12 are in- 
serted into Formula A, the proportion 

4 Calculations from a recent Oregon study 
indicate that the amount paid to producers 
represents about 45% of the value of proc- 
essed and distributed fluid milk and about 
74% of the value of cheese. See Oregon's 
Agriculture Is Everybody's Business, G. E. 
Korzan, Oreg. Agr. Expt. Sta. Spec. Rept. 
183, Corvallis, 1964. 
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for   a   typical   dairy   cooperative   be- 
comes the following: 

.40Z (proportion  of cooperative assets 
 .7/0      to  volume of   farm  products  re- 

£-ri ceived for the dairy group) 

In a fruit, vegetable, and nut coop- 
erative the value added by process- 
ing and marketing accounted for the 
largest part of the total value. For a 
typical firm, it was estimated that the 
value of the growers' product was 45% 
of the total processed value.5 Using 
this estimate in Formula A, the fol- 
lowing is determined: 
Q32 (proportion of cooperative assets 

1  QAd t0 va'ue 0^ products marketed by 
 1 .o4y the    fruit, vegetable,    and    nut 

45 group) 

The value which is calculated with 
Formula A could be expressed another 
way as an estimate of the number of 
dollars of assets needed by a cooper- 
ative firm. Of the marketing groups, 
the fruit, vegetable, and nut group had 
the highest proportion of assets to 
patrons' volume. For this group, about 
$1.85 of assets are needed for each 
dollar of products marketed by farmer 
members. For a representative firm in 
dairy marketing, $.77 of assets are 
estimated to be required for each 
dollar of product bought from the 
producers, and about $.38 is estimated 
to be required by a grain and seed 
firm to support one dollar of the grow- 
ers' volume. 

Let it be assumed for the moment 
that a firm from each marketing group 
handles the same marketing volume 
and  obtains  all  of   its  equity  capital 

5 An Oregon study suggested that the 
growers received slightly over 37% of the 
total f .o.b. processed value of processed vege- 
tables, and growers received 46% of the total 
processed value of fruit and nuts. See Ore- 
gon's Agriculture Is Everybody's Business, 
G. E. Korzan, Oreg. Agr. Expt. Sta. Spec. 
Rept. 183, Corvallis, 1964. 

from marketing retains. In this situa- 
tion, the fruit, vegetable, and nut coop- 
erative would be required to retain the 
highest proportion of the value of its 
patrons' product in order to acquire 
an assets-to-equity capital ratio com- 
parable to the other groups. 

The value derived by using Formula 
A indicates that a farm supply firm 
needs about $.60 of assets to support 
each dollar of patron business. This 
value ranks the farm supply group 
above the grain and seed cooperative 
but below the dairy marketing and the 
fruit, vegetable, and nut cooperatives 
in asset intensity per unit of patrons' 
business. 

The estimated values of the propor- 
tion of assets to patrons' volume of 
the groups of cooperatives are sum- 
marized as follows: 

Fruit, vegetable, and nut       1.849 
Dairy 0.770 
Farm supply 0.596 
Grain and seed 0.376 

This analysis shows rather clearly 
that fruit and vegetable growers can 
expect to provide more capital to sup- 
port their cooperative than other com- 
modity groups. 

Expected growth 

Production of fruits and vegetables 
is expanding in Oregon. There are 
also indications that consumers are 
buying more highly processed foods, 
and this may require the food process- 
ing firms to add new products and 
modify their existing products. More 
processing, packaging, and handling 
equipment may be needed to enable 
the processing firms to satisfy custom- 
ers' requirements. 

It has been shown previously that 
processing fruits, vegetables, and nuts 
requires more capital per dollar of 
grower  volume  than  other  types  of 
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associations. In the future, producing 
more highly processed foods ma)' in- 
crease the capital requirements.6 The 
increased volume of fruits, vegetables, 
and nuts and the possibly greater cap- 
ital requirements for equipment are 
likely to increase the need for addi- 
tional capital among cooperatives of 
this group. 

The potential market will be increas- 
ing for most supply cooperatives, but 
severe competition will be present in 
most areas. The future increases in 
volume may not come from serving 
more members but from offering a 
more complete line of services to the 
existing members. The use of more 
equipment and new and improved prac- 
tices by growers will not only increase 
the need for fertilizer and chemical 
products but may also open new oppor- 
tunities in repair services and techni- 
cal consultation. 

The volume of milk produced in 
Oregon is decreasing. Therefore, it 
may be difficult for Oregon dairy co- 
operatives to expand their milk mar- 
keting operations unless greater mar- 
ket penetration is possible. Extending 
their operations into different areas is 
a possibility, and some cooperatives 
have gone into feed manufacture and 
sales. However, milk processing is a 
very specialized operation, and it may 
be very difficult to combine any other 
activity with the dairy marketing firm. 
The need for additional capital for 
growth in most dairy cooperatives may 
be limited. 

Under current marketing conditions, 
the grain and seed cooperatives rap- 
idly  move  the  marketing  inventories 

0 Increased capital needs of new equipment 
may be offset by greater utilization of exist- 
ing facilities. The present facilities in some 
cooperatives are capable of increased volume 
with  no  additional  facilities needed. 

from the local elevator to other points. 
With these practices, the existing 
physical facilities of most cooperatives 
will be adequate for handling the ex- 
pected volumes of grain and seed. 
However, the increased emphasis on 
farm supply sales of some coopera- 
tives in this group may require addi- 
tional capital for new facilities and 
sales inventories. The amount of 
needed capital will depend upon the 
amount of adjustment toward farm 
supply sales and expanded services 
made by these cooperatives. 

Growth of Oregon cooperatives ap- 
pears likely to continue in the future, 
but not all types of cooperatives will 
share evenly in this growth. The most 
promising opportunities appear to be 
in fruit and vegetable marketing and in 
farm supply sales. Favorable general 
trends of growth will not guarantee 
automatic growth to the individual as- 
sociation. A general expansion of the 
total economy or of the agricultural 
sector will make increased growth 
easier to obtain, but the ability of the 
cooperative's management and the sup- 
port of its patrons will decide the fu- 
ture growth of the individual firm. 

Sources of capital 

Previously it has been shown that 
most equity capital of Oregon cooper- 
atives has been accumulated from re- 
tained funds, which are retained earn- 
ings and/or marketing retains. Fu- 
ture reliance on internally retained 
funds for expansion will depend on 
the level of marketing retains and re- 
tained earnings which the cooperatives 
is able to maintain. The percent of 
total earnings and retains of each 
group is shown in Table 13. From the 
total amount of earnings and retains, 
dividends on capital must be paid, pre- 
viously retained funds may be re- 
deemed,   and  a  cash   refund   may  be 
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TABLE 13. TOTAL EARNINGS AND MARKET- 
ING RETAINS DIVIDED BY MEMBER EQUITY 

CAPITAL, OREGON COOPERATIVES, 1963 

Group Percent 

Farm supply   8.81 
Grain and seed  8.97 
Fruit, vegetable, and nut .... 7.77 
Dairy    6.41 

made.   The   remainder,   if   any,   could 
be used for capital expansion. 

Table 14 reports the net margin of 
sales of the different types of associa- 
tions. These margins vary greatly 
within each group. In the farm supply 
group, one firm reported a net margin 
of over 10% and several other firms 
reported negative margins. In the grain 
and seed groups, 7.6% was the highest 
margin and a negative margin of 1.5% 
was the lowest. The cooperatives in the 
fruit, vegetable, and nut group had the 

TABLE 14. TOTAL EARNINGS AND MARKET- 
ING RETAINS DIVIDED BY TOTAL VOLUME OF 

OREGON COOPERATIVES, 1963 

Group Percent 

Farm supply   3.51 
Grain and seed  1.69 
Fruit, vegetable, and nut .... 2.54 
Dairy     1.95 

lowest amount of variation within their 
category. Many associations in this 
group operate marketing pools, and a 
certain proportion of the growers' 
product was retained by the coopera- 
tive for its capital needs.7 This proce- 
dure gives the cooperative more direct 
control over the amount of the retained 
funds and helps account for the lower 
amount of variation in the level of re- 
tained funds. The dairy cooperatives' 

' The board of directors usually established 
this proportion within the ranges established 
in the cooperative's by-laws. 

net sales margins ranged from a high 
of over 6% to a small loss by one firm. 

The level of earnings and marketing 
retains cannot be used as the only 
method of measuring the efficiency of 
a cooperative. The benefits of an effi- 
cient cooperative could be transmitted 
to the member through lower prices 
for farm supplies, higher prices for 
farm products sold, or greater services 
rendered to the member. The level of 
earnings and retains does, however, 
indicate the amount of funds which 
normally can be generated internally 
by the cooperative. 

Borrowed funds 

Borrowed funds were used by 57 of 
the local cooperatives. Some associa- 
tions needed only seasonal loans; oth- 
ers borrowed only to support planned 
expansion projects. Some coopera- 
tives included borrowed funds as a 
permanent part of their capital struc- 
ture, while other associations did not 
use borrowed funds at all. The role of 
borrowed funds in an individual co- 
operative depends upon the type of 
firm, other sources of capital, rate of 
growth, and the attitude of the cooper- 
ative's management and members. The 
number of cooperatives which use dif- 
ferent combinations of types of bor- 
rowed funds are shown in Table 15. 

Sources. It is important for a bor- 
rowing firm to develop and maintain 
a close-working relationship with its 
lender. If the lender understands the 
problems faced by the firm, it may be 
easier to obtain borrowed funds when 
they are needed. To develop this un- 
derstanding, it is often considered 
necessary to obtain both long- and 
short-term loans from the same source. 
Using one source of credit also sim- 
plifies the collateral arrangements of 
the loans. 
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TABLE IS.   NUMBER OF OREGON COOPERATIVES USING VARIOUS COMBINATIONS OF SHORT- 
AND LONG-TERM BORROWING, 1963 

Groups 

Both 
Only Only short- and No borrowed 

short-term long-term long-term funds 

Nun iber 

3 7 10 8 
4 6 4 2 
2 1 10 

1 6 
3 

9 

9 IS 33 19 

Farm supply   
Grain and seed  
Fruit, vegetable, and nut.. 
Dairy   
Others    

Total   

It could be suggested that the short- 
term interest rate of the Bank for Co- 
operatives attracted many marketing 
firms to this loan source, and that the 
source of the short-term loans also 
tended to dictate the source of long- 
term credit. Most firms that required 
large amounts of short-term credit 
were borrowing from the Bank for 
Cooperatives. These firms also tended 
to use the Bank for Cooperatives for 
their long-term credit needs. 

Future needs. The fruit, vegetable, 
and nut cooperatives may very likely 
have the greatest need for capital in 
the future. This group's level of re- 
tained funds is lower than the grain 
and seed group and the farm supply 
group. If their volumes do increase 
rapidly, increased long-term borrowed 
funds may become necessary. Short- 
term loans will continue to be impor- 
tant in the financing of the product 
inventories. With increased volume of 
producers' marketing, the role of bor- 
rowed funds may become more impor- 
tant in the future. 

The capital needs of dairy coopera- 
tives may tend to remain about con- 
stant. With current levels of earnings, 
some of these firms probably will be 
able to maintain their current revolving 
periods   and  be  able   to   reduce  their 

long-term borrowings. Short-term bor- 
rowing is estimated to remain constant. 

Farm supply cooperatives are lo- 
cated in all parts of the state. Some 
cooperatives are located in areas which 
have limited opportunities for expan- 
sion. These firms will have limited 
total capital needs and limited needs 
for more borrowed funds. Other farm 
supply firms will have opportunities to 
expand their volume and increase their 
services offered. Increased capital will 
be needed by these firms. It is esti- 
mated that borrowed funds will become 
more important, but most of the in- 
crease may be from non-bank sources. 

Capital needs in the grain and seed 
marketing cooperatives may be lim- 
ited. The amount of capital needed by 
this group will depend on the extent to 
which these associations can broaden 
their services. 

In summary, it is estimated that 
short-term borrowing may increase in 
importance in Oregon cooperatives due 
mainly to the influence of the fruit, 
vegetable, and nut group. The need for 
long-term borrowed funds will depend 
to some extent on the amount of ad- 
justment Oregon cooperatives make in 
products and services offered their 
members. Rapid adjustment will re- 
quire large increments of additional 
borrowed funds. 
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Member financing 

Cooperatives should be very sensi- 
tive to the credit needs of their pa- 
trons. Credit problems which limit the 
members' production will eventually 
affect the volume of the cooperative. 
Lack of adequate capital by the mem- 
ber will make it more difficult to fi- 
nance the cooperative. Among the 
farm supply cooperatives, the mana- 
gers were very concerned about the 
increase in accounts receivable. They 
realized that failure to extend credit 
might lose members for the coopera- 
tive, but offering more credit' would 
greatly increase the cooperative's need 
for capital. In Oregon's supply Cooper- 
atives, credit extended to members has 
grown proportionally faster than sales. 

No simple answer is possible to 
solve the problem. A credit policy 
which reflects the cost of extending 
credit should be equitable to all mem- 
bers. Discounts for prompt payment 
and interest charges on credit over a 

certain length of time are used in some 
associations. More associations might 
consider adopting these policies. As- 
sisting members in utilizing other 
available sources of credit may be a 
partial answer. 

Most fruit, vegetable, and nut co- 
operatives pool the products of all their 
growers, and each grower receives his 
share when the entire pool is sold. 
Often partial payment is made at the 
time of delivery, but the final payment 
will be delayed until the pool is closed. 
This method of payment has been a 
simple and equitable way for growers 
to help finance their cooperative. Es- 
tablished growers have adjusted their 
operations to compensate for these de- 
layed payments. However, an individ- 
ual grower who is faced with an imme- 
diate need for funds may find that the 
simplest method is to market his prod- 
ucts through a processor that offers a 
cash price for his product on delivery. 

Summary and Conclusions 

In Oregon, agricultural cooperatives 
perform an important role in market- 
ing of agricultural products and dis- 
tribution of production supplies and 
equipment. In this study, 76 local co- 
operatives reported a total volume of 
$181,727,644 in 1963. Farm supply 
sales accounted for 23.5% of the total 
volume, and the marketing of agricul- 
ture products represented the other 
76.5%. Oregon's local cooperatives had 
total assets valued at $101,539,370, and 
the regionals had assets of $30,362,163. 

The amount of members' equity var- 
ied among the different types of coop- 
eratives. The farm supply group had 
the highest percent equity, 67%. The 
fruit, vegetable, and nut group had the 

lowest, 39%. The average member eq- 
uity of all local cooperatives was 52% 
of all liabilities and equities, but only a 
small portion of the equity capital was 
invested directly by the members. Cash 
investment by members accounted for 
only 5% of member equity in the local 
cooperatives; the remainder was accu- 
mulated through retained earnings and 
marketing retains. The local coopera- 
tives paid dividends on less than one- 
fifth of their equity capital. Revolv- 
ing funds credits formed the largest 
portion of interest-bearing capital. In 
general, it can be stated that Oregon 
cooperatives gradually are dropping the 
practice of paying dividends on their 
revolving funds. 
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Short-term borrowed funds were 
important to Oregon cooperatives, 
particularly to the grain and seed mar- 
keting and the fruit, vegetable, and 
nut marketing associations. Large mar- 
keting inventories were accumulated in 
these associations and short-term loans 
were used to finance these inventories. 
The summations of the reported peaks 
and low points of short-term bank 
loans gave a range from a low of $6,- 
818,000 to a high of $27,781,000 for 
the local cooperatives. The Bank for 
Cooperatives supplied over 90% of the 
total short-term loans. The average in- 
terest rate on Bank for Cooperatives 
loans was 4.78% plus a required stock 
purchase. The average interest rate on 
commercial bank short-term loans was 
5.60%. 

The total amount of long-term debt 
was $11,884,320, and this was 11.7% 
of total equities and liabilities of the 
local cooperatives. When an allowance 
was made for the required stock pur- 
chase of the Bank for Cooperatives 
and consideration was given to the in- 
terest rate of recently issued certificates 
of indebtedness, there appeared to be 
no important difference in the long- 
term interest rates of the various 
sources. 

The fruit, vegetable, and nut coop- 
eratives required the largest amount of 
capital per dollar of member volume 
handled. This indicated that members 
of fruit, vegetable, and nut coopera- 
tives would be required to supply pro- 
portionately more capital than the other 
groups. However, there are indications 
that the returns from these coopera- 
tives very likely may justify the larger 
capital requirements. 

Adjustment which Oregon coopera- 
tives will make in offering new prod- 
ucts and services Avas considered to be 
an important factor in the future need 

for capital. Increased grower market- 
ing was estimated to create the need 
for additional capital in the fruit, vege- 
table, and nut group, but in the other 
groups the ability of the cooperatives 
to perform new sendees for their 
members was considered to be the de- 
terminant of the future role of bor- 
rowed capital. 

The farm supply cooperatives' prin- 
cipal source of long-term credit was 
their suppliers, and they received most 
short-term loans from commercial 
banks. The Spokane Bank for Coop- 
eratives was the principal source of 
both long- and short-term borrowed 
funds for the grain and seed and the 
fruit, vegetable, and nut cooperatives. 
The dairy cooperatives made use of 
both the Bank for Cooperatives and 
commercial banks for their credit 
needs. 

Total capital needs of Oregon coop- 
eratives will likely increase in the fu- 
ture. However, current federal regula- 
tions which require partial return of 
the current earnings to the patrons and 
the general trend towards smaller 
earning margins indicate that the level 
of internally generated funds may be 
reduced or at least remain fairly con- 
stant in the future. Man}' cooperatives 
have lengthened their revolving funds. 
Further lengthening of the revolving 
fund in the future may cause inequities 
to long-time members and cause oth- 
ers to lose confidence in the financial 
strength of the cooperative. 

Increased capital needs and the pos- 
sibility of lower amounts of internally 
generated capital indicate a more im- 
portant role for borrowed funds among 
Oregon cooperatives. It is estimated 
that short-term borrowings may in- 
crease largely among fruit, vegetable, 
and nut cooperatives. The need for 
long-term borrowed funds will depend 
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to some extent on the amount of ad- 
justment Oregon cooperatives make in 
products and services offered their 
members. Rapid adjustment will re- 
quire still additional borrowed funds. 

Some cooperatives have placed 
strong emphasis on being debt free and 
have expressed pride in the high pro- 
portion of members' equity achieved 
by their association. Firms faced with 
declining volume or extreme uncer- 
tainty would be justified in avoiding 
the use of borrowed funds, but estab- 
lished firms may unduly limit their op- 
erations by relying only on r^ember 
capital for financing their association. 

Some Oregon cooperatives! have 
made liberal use of long-term bor- 
rowed funds, but prudent use Of bor- 
rowed funds could be of value to addi- 
tional  associations.   Productive  enter- 

prises should not be delayed or aban- 
doned simply because sufficient mem- 
ber capital is not available for com- 
pletely financing the project. Using 
borrowed funds for projects which 
promise to repay the capital invested in 
them over time can increase the bene- 
fits and services offered to cooperative 
members. 

The use of borrowed funds cannot, 
of course, be increased indefinitely. 
Member equity must always form the 
foundation of the firm's capital struc- 
ture. Capital structures which place 
fair capital requirements on members 
and make liberal but wise use of bor- 
rowed funds when needed will better 
enable Oregon cooperatives to meet 
the challenges and opportunities of the 
future. 
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