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CHAPTER I . INTRODUCTION 

PURPOSE OF THE THESIS . The purpose of the thesis is : 

(1) to determine what methods are used in financing Co

operative Marketing Associations in Oregon; {2) to discuss 

advantages and disadvantages pertaining to each method 

used . 

DEFINITION OF THE TERM FINANCING . Financing is the 

obtaining of capital for the enterprise . It has two pur

poses : { 1) the necessary provision of funds to be used 

for building and equipment , called fixed capital; (2) ade

quate funds to provide (a) for advances on products stored, 

bought , or handled by t h e cooperative, and (b) for the op 

erating expenses connec t ed with the handling of t he com

modity, which are called circulating or operating capital . 

THE NEED FOR A SOUND FINANCIAL PROGRAM . It is imper

ative that the association should be properly financed . 

During the period of 1920 to 1926 , 1500 associations failed 

in the United States . According to reports made by the 

1500 associations to the U. S . D. A. , 72% listed inefficient 

management , 24% insufficient working capital , and 23% in

sufficient business as major causes of failure . 1 

Haley , in analyzing the causes of failure of the Oregon 

Cooperative Growers Association , states that , "chief among 

1 . McKay and Lane , " Practical Cooperative Marketing ," 
Ch 33 ( 1928 ) 
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~he detail s connected with the failure was the fact that 

the organization was under - financed ." 1 

An unsound financial program may consist of , ( 1 ) un

der - financing , in which case the association does not ob

tain funds which are necessary t o me et fixed or operating 

expenses , or (2 ) over- financing , in which case the associ

ation invests in buildine;s and equipment in excess of the 

actual or potential need . 

NUimER OF COOPERATIVE l.:ARh.E TING ASSOCIATIONS STUDIED. 

There are one hundred and for t y - five cooperative marketing 

ass ociations in Oregon and seven out - of - state cooperative s 

doing business in Oregon . An estimate of business done by 

these associat i ons is between twenty- five and thirty mil 

lions of do l lars . 2 

Of this number , one hundr ed and nine cooperative as 

sociations were studied , consisting of one hundred and two 

Oregon cooperatives , and seven from out - of- state . The or

ganizations were distributed among the following commodi

ties : ( 1 ) forty fruit and vegetable ass ociations ; (2 ) thir

teen dairy associations; ( 3 ) twenty- six cheese factories; 

(4 ) nine canneries ; (5 ) four livestock associations ; 

1. R. M. Hal ey , " Causes of Fail ure of Oregon Cooperative 
Growers Association , " T'.nesis , Oregon State Agricultural 
Co l lee;e , p . 57 (1927 ) 

2 . G. O. Gatlin , "Cooperative r.~arketing and Purchasing in 
Oregon in 1929 , 11 Oregon State Agricul tural Co l lege Ex
tension Bulletin 416 , p . 3 (1 929 ) 
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(6) eight poultry associations; (7) eight nut associations; 

(8 ) one honey association. 1 

1. Information obtained from the files of Mr . G. 0. Gatlin , 
Department of Cooper ative Marketing , and Dr . M. N. Nel
son, Head , Department of Economics and Sociology ; both 
at Oregon State College. 
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CHAPTER II. 

SOAffi FACTORS I NFLUENCING THE ME THODS USED IN 
FINANCING COOPERATIVE MARKETING ASSOCIATIONS 

The associations included in the survey used a variety 

of methods in their financial programs. The financial pro

gram adopted by one form of organization may, or may not be 

the same as that adopted by other cooperatives. Coopera

tives in setting up a plan whereby fixed and operating 

capital needs are to be met must take into consideration 

certain factors which influence the financial program. 

These are as follows : (1) the type of commodity marketed; 

(2) the type of association; (3) the legal structure; 

(4) the method of paying members. 

THE TYPE OF COMMODITY lVlARKETED . The first factor in

fluencing the method of financing is the type of commodity 

marketed . For example, if an association deals with cheese 

manufacturing, it is forced to process the raw material . 

The need is urgent for funds which will permit ample facil

ities for manufacturing. Both fixed and operating capital 

must be supplied. Comparison of such an association with 

one dealing in fresh fruits and vegetables reveals two 

facts: (1) that an associa tion processing the raw material 

is faced with the necessity of obtaining fixed and operat

ing capital, whereas (2) the association marketing only the 

raw product, without expenditure for processing or storing, 

must meet only operating capital. 
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As an association's operations are extended into the 

field of processing , the need becomes greater for a sound 

financial program. If the market is to be fed in an or

derly manner, the problem of storage and warehousing must 

be met , involving a greater expense. Vfhile the ultimate 

burden is borne by the producer member in the form of de

ductions, the likelihood is that this will be diffused over 

a long period of time. The method followed will be to use, 

in addition to member sources, outside sources of capital, 

and to spread the association liability over a period of 

years in the case of fixed capital, and a period of months 

in the case of operating capital. This may be done by bor

rowing from nonmember investors, commercial credit institu

tions, and governmental agencies. 

THE TYPE OF ASSOCIATION . The second factor influenc

ing financing is the type of association. Local Associa

tions may operate independently, or they may be members of 

a federation or a centralized association. Accordingly, 

associations may be classified as : (1) Independent locals, 

which may be either (a) local bargaining associatio~, or 

(b ) local associations advanced beyond a bargaining stage; 

(2) federatio~; (3) centralized associations. 

The Independent Local Association . In the survey, 

fourteen bargaining associations were included , and forty• 

six local associations advanced beyond a bargaining stage. 
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Where local associations operate independently the finan

cial program will conform to the particular needs of the 

association. 

A bargaining association restricts its activities to 

contracting for t h e sale of the member ' s crop to commer

cial agencies who store and process the raw product . Gen

erally, a cross contract is entered into with a commercial 

firm which grades, processes, and t h en remits payment di

rect to the growers . As t h e association ' s duties are re 

duced to a minimum, t h ere i s no need for an elaborate fi

nancial progr am. The expen ses involved are generally for 

operating purposes only . 

The local association advanced beyond the bargaining 

state has a need for a more elaborate system of financing, 

as its activities are extended into t h e field of grading, 

processing , and storing . 

The Federation . The survey revealed six federations, 

of which five were organizations incorporated under Oregon 

laws and one under Idaho laws . The six federations had 

forty local members. 

In a federation, the l ocal processes the commodity 

and the overhead organization acts in a selling capacity. 

The local, therefore, must meet the expenses of processing, 

involving both fixe d and operating ch arges . The overhead 

agency mus t meet only the operating ch arges incidental to 

the selling of the commodity . Accordingl y , expenses are 
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prorated to the local association and then to the members . 

The Centralized Association. There were five central 

associations included in the survey of which two were in

corporated under Oregon laws, two under Idaho laws, and 

one under California laws. 

In a centralized association, the locals will gener

ally be classed as "talking localsn inasmuch as the locals 

are operated only for contact with the members. As a re

sult of the following practices, the central association 

will govern the financial program : 

1. The central organization is the pooling unit . 

2. Membership contracts are with the central or

ganization instead of with the local. 

3. The central controls the product , as it 

grades, packs , and sells the commodity.
1 

THE LEGAL STRUCTURE. The third factor influencing the 

financing of cooperatives is the legal structure. From a 

legal standpoint, cooperative marketing associations are of 

three types: (1) the unincorporated association; (2) the 

capital stock association, which may be , (a) a capital 

stock association with no cooperative restrictions, or 

(b) a capital stock association with cooperative restric

1. The above are factors which Black and Price use in dis
tinguishing a federation from a centralized association. 
Authorities, however, are not always agreed as to the 
line of demarkation. G. o. Gatlin, at Oregon State Ag
ricultural College , would use as a measuring stick the 
area in which operations are carried on by an associa
tion. 
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tions; (3) nonstock associations. To this number may be 

added the nonstock associations with capital stock sub

sidiaries, but this type of organization is not found in 

Oregon. 

The Unincorporated Association . Of the total number 

of associations reviewed, four were unincorporated local 

cooperative marketing associations. The unincorporated 

association is extremely simple in form. Instances are 

numerous of such organizations being formed and operations 

started in a single evening . 1 Legally , this type of as

sociation cannot be sued or sue. As a result, it is not 

likely that its financial program will be of an elaborate 

type, for credit channels will be closed to it. Further

more, the contract, if the association has such, will not 

be enforceable at law. Such inherent weaknesses have led 

to the decline in importance o.f these associations as lo

cal cooperatives. In connection with the growth of large 

centralized associations, however, such forms will possi

bly become more important. "Talking locals," mentioned 

in the last section, are customarily unincorporated as

sociations. 

The Capital Stock Association. There were fifty-

seven capital stock associations inc luded in the survey. 

l.. H. E . Erdman, nPossib ilities and Limitations of Coopera
tive Marketing ." U. S . D. A. Circular No. 298, October, 
(1925). 
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Although there are , as mentioned above, two types of stock 

corporations, discussion of these is deferred to the sec

tion on capital stock. 

The capital stock association obtains fixed and oper

ating capital from subscription to stock by members and 

nonmembers. Some organizations, however , limit sale of 

stock to members only. Due to the legal position of capi

tal stock associations, commercial credit channels can be 

extensively used . Of the fifty-seven capital stock associ

ations, twenty-six borrowed for fixed capital purposes , and 

thirty-five borrowed for opera ting capital needs. 

The Nonstock Association. Forty-eight nonstock as

sociations were surveyed. In nonstock associations the fee 

is the primary method of financing. Nonstock associations , 

however, cannot use nonmember sources of financing unless 

they borrow from commercial credit institutions. While non-

stock associations may borrow , the likelihood is that capi

tal stock associations will use outside credit facilities 

more extensively . Of the forty-eight nonstock associations, 

sixteen borrowed for fixed capital, and thirteen borrowed 

for operating purposes . In comparing the results of bor

rowing by the nonstock and capital stock associations, it 

can be seen that the nonstock associations do not use 

credit facilities to the extent that capital stock associ

ations do. 
1. See TaSle I -- Appendix . 
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THE METHOD OF PAYING 1lliMBERS. The fourth factor in

fluencing the financing of cooperatives is the method of 

paying the members. When a member delivers his product to 

the association . (1) he may receive, in cash, at the time 

of delivery, a small or a laree per cent of the total mar

ket price of the product, or (2) he may have to wait until 

pool returns are received by the association before payment 

is made to him . 

Advances to the Members . Sixty-four Oregon Associa

tions in the survey make some advance to the grower upon 

delivery of the commodity. If advances are made to grow

ers there is a necessity for ample funds. 1bis is gener 

ally met by borrowing , or by the use of reserves. 

Withholding Payment to Members . Forty -five Oregon 

associations in the survey witrillold payment. Where short 

time pools are customary, payment is m~de to the grower 

only on completion of the pool returns to the association. 

Expenses are deducted and returns made to the grower . The 

need of these types of associations for borrowing is re

duced to a minimum , as member advances constitute a large 

portion of operating expenses. 
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CHAPTER III 

METHODS USED I N F'INANC I NG OREGON 
COOPERATIVE 1~RKETING ASSOCIATIONS 

Due to the factors mentioned in the preceding section, 

the methods used in financing cooperat ives are numerous . 

In this section these me thods, together with advantages and 

disadvantages, are discussed. 

In brief, cooperatives receive capital f rom : (1) mem

ber and nonmember individual investors, (2) commercial 

credit agencies, and (3) governmental credit agencies . 

The obtaining of capital from members and nonmembers 

is divided i nto: •(1) The Use of Fees; (2) The Use of a 

Revolving Fund; (3) The Use of Withholding ; (4) The Use 

of Capital Stock ; (5) The Use of a Reserve . 

The obtaining of capital from coro~ercial credit in

stitutions is divided into : (1) Associations Issuing Bonds 

for Fixed Capital; {2) Associations Borrowing on Notes . 

The governmental agencies are divided into: (1) The 

Federal Intermediate Credit Bank; (2) The Federal Farm 

Board . 

FIXED AND OPERATI NG CAPITAL OBTAI NED FROM 
MEMBER AND NONMEMBER I NDIVIDUAL I NVESTORS 

THE USE OF FEES . Early farmers ' cooperatives were 

nonstock associations obtaining capital from members only . 

Fees were levied and members donated l abor to keep operat
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ing expenses from becoming excessive. 1 While financing by 

fees was an early practice it is still in vogue. The sur
were 

vey revealed only four associations specify ing that fees A 

used for fixed capital purposes, but fift y-two associations 

specified that fees were used for operating capital. These 

associations used t hree types of fees: (1) a membership 

fee, consisting of (a) a flat sum to be paid up on joining 

the association, or (b) a flat sum to be paid up on joining 

the association, plus a ch arge for prospective business to 

be contributed; (2) annual dues wh ich are paid ye arly to 

the associa tion; (3) the assessment. 

The Membership Fee. The method of obtaining fees, and 

the amount of fees to be paid are governed by t h e by-laws 

of associations. Membership fees, however, may fall into 

two classifications: (1) the payment of an equal sum by 

all members, the amount of which is a fl a t sum; (2) a fee 

based on prospective business to be contributed by the as

sociation. 

The first is illustrated by t h e following Oregon as

sociations: The Woodburn Fruit Growers Associat ion had a 

membership fee amounting to $2.00; The Yamhill Cooperative 

Prune Growers Associa tion had a fee of $10.00. For the 

majoritx of Oregon Coope~ativ~~-the fees are small, rang

1. J. F. Booth, "Financing of Cooperative Associations," 
Address, Colorado School of Cooperative 1\·:arket ing ( 1927) 
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~ ~ing from ~1.00 to ~5.00. 

Objections to this t ype of membership fee are founded 

on the fact that a flat charge is levied upon all members. 
regardless of the amount of services received by a member 

from the association . The member does not contribute to 

the association in proportion to use made of the organiza

tion. Some associations have used a revolving fund in or

der that expenses of fixed equipment may be distributed in 

a more equitable manner . Such organizations have realized 

that it is practically impossible, where extensive capital 

is needed, to meet capital requirements by straight mem

bership fees. 

The second type of a membership fee is not used to a 

great extent by associations in Oregon. The Union County 

Cooperative Poultry Producers used a $5.00 membership fee 

for capital needs. This fee was paid by members owning a 

flock of one to five hundred hens. For each one hundred 

hens in addition to the five hundred a fee of $1.00 was 

levied. This is an advantage over the flat charge, inas 

much as it contributes to the equality of contribution by 

forcing the large producer to pay a higher fee. 

Annual Dues. Annual dues are like the flat sum mem

bership fee. The difference lies in the fact that they 

are collectible each year . The survey revealed that the 

use of annual dues was not widespread . The Washington 

County Cooperative Fruit Growers Association had annual 
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dues of $2 . 00 per member . This type of fee is apt to be 

difficu l t to collect if the organization membership is 

scattered over a wide area . As a result , associations 

resort to automatic co l lection from returns made to the 

grower . Such a co l lection assures the receipt of funds 

by the association . 

Assessment of Members . Some associations have met the 

problem of insufficient funds through low fees by levying 

assessments on the members . It may be considered a type of 

annual dues , although it is not a flat sum , the deductions 

being based on the amount of business done . The Appl e 

Growers Association (Hood River , Oregon) levied an assess 

ment on members of $ . 08 per box , the proceeds being used 

for fixed capital purposes . This association had a ~25 . 00 

membership fee used for operating expenses . The Deschutes 
....

Potato Growers Cooperative used a ~ .1 0 per hundredweight 

deduction , of which ~~ . 09 was used for equipment and $ . 0 1 

f or operating purposes . This was used to meet capital re 

quirements not covered by a ~~5 . 00 membership fee . The 

Douglas Cooperative Prune Growers had a membership fee of 

$5 . 00 to which was added an assessment of $1 . 00 per ton , 

f or both fixed and circulating capital . 

Under such systems , as il l ustrated , financial re qu ire

ments are met without using outside facilities to any great 

extent . The danger to organizations , though , is that 
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assessments may be carried to such an extent that the grow

er becomes conscious of a heavy drain on his own returns. 

Also , if assessment is for immediate purposes, the associ

ation is not likely to set aside a reserve to meet contin

gencies . 

When an association must assess for fixed capital pur

poses the assessment is not satisfactory unless the contrib

uting members receive evidence of ownership covering the 

contribution. For this reason the revolving fund should 

be adopted despite the difficulties which are found in ad

ministration of the fund. Such a procedure not only makes1 
member investment proportional to the business transacted 

with the association, but it would eliminate dissatisfac

tion on the part of members who contribute large amounts 

to the association. In addition, withdrawing members are 

assured of repayment. 

The above, as stated, would apply to associations 

assessing members for physical equipment. Where operating 

expenses are the sole expenses to meet, the conditions 
not 

wouldAbe the same. Associations, if not building up a 

reserve, could supplement fees by withholding until pools 

are completed. This, however , would depend on the com

modity marketed. 

1. Administrative difficulties discussed under the revolv
ing fund. 
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THE USE OF THE REVOLVING FUND. 1 In Oregon, eighteen of 

the associations reviewed have used the revolving fund for 

fixed capital purposes. The revolving fund, or the "Cer

tificate of Indebtedness Plan" as it is often called, is 

a fund into which is placed deductions from returns to be 

made to growers . The grower is given a certificate of in

debtedness for the deduction . The fund revolves and con

tributions covered by certificates are paid back from one 

to five years later, or when the association has obtained 

the necessary capital. The procedure generally followed 

is for the association to borrow orig inal funds from mem

bers or banks . Thes e loans, and additional loans, are 

retired by the use of the revolving fund. 
2 

Examples of Differences in Amount of Deductions Made 

Ex Oregon Cooperatives. The amount of deductions vary, 

depending on the need of t h e association . The Springbrook 

Cooperative Prune Growers Associa tion deducted 1/4 cent 

per pound from the returns made to the growers. The Polk 

County Cooperative Prune Growers deducted a like amount . 

The Cove Cooperative Cherry Growers deducted 2-1/2% of the 

net price of cherries to growers . The McMinnville Fruit 

Growers deducted 5% of the net price to the growers . 

1. See Table I Appendix . 
2. See section on borrowing. 



17. 

Advantages of the Revolying Fund. The advantages of 

such a forn1'of financing are : (1) borrowing of funds for 

physical equipment is made without danger of outside con

trol of the association; (2) provision is made for the re

tirement of notes for fixed capital; (3) the nonstock as

sociation obtains physical equipment through the medium of 

the revolving fun~ (4) the grower ' s contribution to fixed 

assets is proportionate to the amount of business contri

buted to the association; (5) each member is given an 

equitable share in the assets . 

Disadvantages of the Revolving Fund. While the re

volving fund has advantages , it also has disadvantages 

which are not so apparent as the advantages . The member 

may contribute to the assets of the association without 

receiving interest on his investment . It is true that 

the revolving fund is used to reimburse the member , but 

it may be without interest. In addition, the administra

tion of the fund may not be as scientific as it should. 

There are also legal difficulties which may appear to make 

the .revolving fund undesirable as a means of obtaining 

fixed capital. 

Difficulties Encountered by an Oregon Association. 

In order to illustrate the disadvantages which may occur 

in the use of the revolving fund, an Oregon example is 
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used. This association appealed to G. 0. Gatlin, at Ore1 
gon State College, for aid . The association, in 1925, 

issued to members certificates of indebtedness based upon 

deductions from the 1924 crop. These were to mature in 

1929. Prior to the retirement date, the association had 

built up an operating reserve, but had not placed aside in 

a special fund the 1/4 cent deduction per pound which was 

to be used for retiring the certificates. In 1928 the as

sociation faced a seasonal depression due to failure of 

the crop. In order to make use of the operating reserve, 

the association decided to invest it in $2,000 worth of 

its own certificates. Upon the due date, the association 

did not have a special fund to retire the certificates 

held by itself and members. 

Questions Involved in Solution of the Problem. A 

number of questions were involved in t h e solution of the 

problem wh ich rested on: (1) the stated maturity of the 

certificates; (2) the negotiability of the certificates; 

(3) action t h e members could take; ( 4) sta tus of the hol

der of a certificate in relation to credi tors. 

In the correspondence entered into between Mr. G. o. 

Gatlin) and Chris L. Christensen of the U. S. D. A., Mr . 

Christensen expressed the following op inions: 

1. Letter to G. o. Gatlin at Oregon State Agricult ural 
College from Chri s L. Christen sen, U. S . D. A. Divi
sion of Cooperative Mar ke ting , January 10, 1929. 
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( 1 ) That certificates of indebtedness shou ld not bear 

a fixed maturity date.t as the annual volume of business is 

subject to much fluctuat ion. Due to the fluctuation, asso 

ciations may be fo rced to retire certificates of indebted

ness before the necessary equipment has b een obtained . 

Vlhile undoubtedly it is to the advant age of the associa tion 

to defer retirement of the certificates until fix ed capital 

needs have been met , the same may not be true f rom a member 

standpoin t . A deduction , ( as in the i llustrated case 1/4 

cent a pound ) over a period of time necessary to re a ch a 

fix ed capital goal , may place a financial burden on the 

. member , thus be c oming a quest ion of individual versus 

association benefit, and consequent adaptation of a finan

cial progr am to the underlying philosophy of t h e cooperative 

marketing movement.. , 

(2 ) That certificates should be negotiable . Mr . 

Christensen ' s reason for this is that members may use cer

tifica tes as se curity for loans , or they may se l l them. 

His reasonine , however , is i n consistent with the d iscus 

sion on maturity of certificates . On the one hand , a 

s t rictly association viewpoint is adherred to , while the 

negotiabil ity decision is based on an individual viewpoint . 

Regardl ess of t he view one may t ake in conne ction with 

certificates , there is one feature that should be considered 

if they are to be negotiable . If loans are made by banks t o 

the ho l der of a certifica te , responsibility in valuing the 
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note is placed on the banker . An undesirable outcome is 

likely to follow if borrowers find the certificates in 

poor repute with bankers . The person in need of funds is 

likely to sell his certificates . A general depreciation 

in market value may result if the practice is widespread . 

Such depreciation is neither advantageous to the associa

tion or the member . 

( 3 ) Legal action which the members could take would 

be unsuccessful. Mr . Christensen ' s opinion is as follows, 

"this is a case in which all concerned agreed that payment 

would be made from a special fund created in a specified 

manner . Al~ parties, therefore, proceeded upon the theory 

that sufficient money could be raised in the manner speci

fied------~--- . This assumption has proved to be i n correct 

and , therefore, it is our opinion that the h olders of the 

certificates cou ld not successfu lly embarrass the associa

tion in court by su its based on the fact that payments were 

not made on the maturity of the certificates . 11 

1 

Mr . Ch ristensen suggested that the association prorate 

what available funds it held in reserve to the holders of 

certificates maturing in 1929 . The balance due to members 

being given a priority rating over certificates coming due 

in future years . This solution was made possible in the 

by-laws. which cont a ined the following provision , " All cer

tifica tes of any one year shall be paid in full prior to 

1. Ibid 
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the payment of any part of any certificate issued during a 

subsequent year, and all payments on the cert i ficates of 

any one year shall be prorated ." 1 

(4) Fortunately the association did not fail. An 

association , though, placed in a position as the above 

organization, would face a difficult problem if forced 

liquidation was the outcome. From a member viewpoint , 

the legal status of a holder of certificates is uncer 

tain. Mr. Christensen ' s op inion is that in case the asso

elation failed, the holders of certificate s could look on

ly to the funds created especially for retirement of such 

certificates. Another possible alternative would be to 

place holders of certificates on a par with creditors hav

ing unsecured claims on the association , both the holders 

and creditors sharing in the assets. 

Although courts have not applied the following doc 

trine to certificates of indebtedness, they h a ve held that, 

"when a debt was payable from a fund to be crea ted in a 

particular manner, that a chang e in circumstances prevent 

ing the creation of the fund operated to make the debt a 

general one, payable from any assets of the debtor ."2 

THE USE OF WITHHOLDING . The revolving fund satisfied 

association needs for fixed capital. Many associations , 

not desirous of borrowing for operatine purposes, were 

1. Ibid 
2. Ibid 
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forced to find a means whereby operating expenses could be 

met . Withholding , as a result, came into prominence. 

As the term implies, withholding is paying the members 

when pools are completed. Pools are completed when the 

association has sold the pooled commodity and received 

funds from the purchasers of the product . Although both 

capital stock associations and nonstock associations make 

use of this method, the use in Oreg on is greatest in non

stock associations. Forty-five Oregon associations use
1 

withholding of payment, the majority being nonstock associ

ations. 

Advantages of Wi thholding. A method such as this 

places directly on the individual members the responsi

bility of meeting operating expenses, as they must wait 

until returns are complete on pools before receipt is made 

to said members . Using this source minimizes tl1e necessity 

of borrowing , and interest charges are thus elimina ted. 

The usual method foll owed is (a) to make a subtraction of 

the expenses from the gross income of the association , 

and (b ) to prorate the net income to the growers in pro 

portion to their contribution of commodity to the pool . 

Obviously, this makes possible a higher return to the 

grower as there is an elimination of certain char ges. The 

procedure is desirable in some instances, where short time 

1. See Table I -- Appendix . 
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pools are customary, such as in the marketing of perishable 

commodities, as fresh fruits and raw mil k . 

Disadvantages of Withhold ing . vVhe re g oods are proces

sed, however , and the length of time between delivery to 

the association and sale increases, the advantages be come 

very dim. The member has his own financial difficulties 

to contend with , and a long period of time elapsing between 

delivery and return is apt to make him impatient. If there 

is one single element contributing to dissatisfaction in 

the cooperative movement it is the waiting for money re

turns. This fact was revealed in a survey of cotton and 

tobacco growers . Four hundred and sixty-two members of 

cooperative associations were asked , 11 vVhat is your chief 

criticism of cooperative marketing associations?" In an

swer to this query, 144 replied, 11 no criticism," 58 "de

layed payments," 38 "too high salaries," and 32 "manager. 11 

1 
It can be seen that de l ayed payments was the main source 

of dissatisfaction . 

Example of ~ Oregon Association Meeting the Disad

vantage. One associa tion in Oregon has met the member dis

like of the withholding by using script. The procedure of 

the Silverton Food Products Company Cooperative, is to al

low the member seventy-five per cent of his total estimated 

1. Jones and Jessners, "Membership Relations of Coopera
tive Associations," U.S.D.A. Circular 407, pp. 1-28, 
January (1928) 
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return in script. This is g iven to local merchants by the 

grower for commodities purchased . The association in turn 

collects script from the merchant, issuing promissory notes 

which are retired by the association upon completion of the 

sale of goods. 

THE USE OF CAPITAL STOCK. Capital stock associations 

were few in number a generation ago . The method of financ 

ing operations by capital stock was the outgrowth of cer

tain disadvantages connected with nonstock associations. 

The disadvantages are as follows: 

1. As explained before, early nonstock associations 

used the member ' s l abor . This practice, although reducing 

the expenses to a minimum, was found to be undesirable, as 

the members who contributed their services received no 

equity in the assets of the association . As a result, 

associations had no legal owners . The organization was 

collectively owned by the members, but each member had no 

individual e quity in the assets . Due to this disadvantage, 

the capital stock association came into prominence . 

2 . Nonstock associations cou ld not obtain capital 

from nonmember investors . As capital stock organizations 

could issue stock to members or nonmembers, the issuance 

of stock became important as a method of financing . 

3 . Nonstock associations did not have the credit 

standing that capital stock associations had . Nonstock 

a ssociations generally l a cked assets on which loans could 
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be made by commercial credit institutions. As a result, 

capital stock associations, having sufficient assets, could 

utilize credit facilities to a greater degree than nonstock 

associations. 

The movement toward capital stock associations has 

been slow, because early corporations had numerous disad

vantages. These disadvantages, and the means whereby the 

disadvantages have been eliminated, are discussed in this 

section. 

Types of Capital Stock Associations . In Oregon there 

are two types of capital stock associations, both of which 

may issue common and preferred stock. The types are: 

(1) associations organized under the General Law, which, 

for reasons to be explained, are known as corporations with 

no cooperative restrictions; (2) associations organized un

der the "Cooperative Laws," 1 which are known as corpora

tions with cooperative restrictions. 

Differentiation of the Types of Associations . Before 

proceeding to a discussion of the two types of associa

tions, a differentiation should be made between the associ

ation with no cooperative restrictions and the association 

with cooperative restrictions. 

This difference rests on three points: (1) voting in 

the association with cooperative restrictions is generally 

based on the one man one vote principle, while one share 
1. Cooperative Laws are in reality Amendments to General 

Laws pertaining to Coopera tive Associations. 
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one vote is used by associations with no cooperative res

trictions ;1 (2) dividends are limited to 8% or under by 

the association with cooperative restrictions, while asso

ciations with no cooperative restrictions may emphasize 

larger dividends than 8%; 2 (3) associations with coopera

tive restrictions handle a greater volume of member bus

iness than nonmember business . Associations with no coop

erative restrictions, if emphasizing profit rather than 

coopera tive endeavor, may actually handle nonmember prod

ucts in excess of member products . 

Capi!al ~tock As~ociations i~ Or~gon_Organiz~d Under 

the General Lav: . The first type of capital stock associ 

ation is the earliest form of farmers marketing corpora

tions. Although preferred stock may be issued by corpora

tions organized under the general law, the g eneral method 

followed h a s been to issue common stock only. Common
3 

stock was issued t o members in some cases, in others both 

members and nonmembers subscribed. As preferred stock 

1. The Oregon Cooperat ive Law states that , " An association 
in its by-laws may provide that no member shall have 
more than one vote , or it may provide tha t memb ers may 
vote according to actual , estima ted, or potential 
patronag e, or a combina tion of such plans of voting , 
but shares of stock as such shall not be given voting 
p ower in any case." 

2. The Ore gon Cooperative Law states that , "After the pay
ment of all operating expenses, including deductions for 
reserves, an association having capital stock may pay 
dividends not to exceed 8 per cent per annum u p on all 
sums received from members for shares of stock which 
have been fully paid ." 

3. One out-9f-state association issued preferred stock . 
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issue is a later form of capital stock financing , it will 

be discussed under the se c ond type of capital stock asso 

ciation . 

Number £f _Qregon Capital Stock Associations _Qrganized 

Under the General Law . Of the fifty- seven capital stock 

associations studied , 31 organizations were incorp orated 

under the general laws , o f which 29 were organizations i n 

corporated under Oregon l aws , and 2 under out - of- state 

g eneral laws . 

·umber of !ssociations Restricting Stock Purchase to 

Members . Of the associations organized under the g eneral 

law , 10 issued conunon stock to members only , of which 8 

were Oreg on cooperatives, and 2 from out - of-state . All 

limited div idends but 6 used the one share one vote 

principle in vot ing . 

Number of Associations ! 110\ving ~tock Purchase by 

Nonmembers . Nonmember subscription to capital stock of 

associations organized under general laws has been widely 

permitted . Of the 31 organizations , 21 have allowed non

member purchase of stock . Theoretically, under the general 

law, a sha re shall carry voting power , but of the 21 asso 

ciations, 16 allowed one vote for one share of conunon stock 

held , and 5 used the one man one vote system in voting . In 

a ddition , 1 6 did not limit dividends to 8%. 

The outstanding example of non- coopera tiv e practices 

is the Tillamook County Creamery Ass ociation , a federation 
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of 19 lo cal associations. This association is generally 

regarded as a representative coopera tive asso c iation , ye t 

i ts practices are distinctly non-cooperative. Of the 19 

locals which a re incorporated under Oreeon General Laws : 

18 issue stock to nonmembers , 16 of which permit one vote 

for one share of common stock held ; 14 do not limit divi 

d ends . All of the associations do not pay dividends , but 

the dividends , in the event that payment should be made , 

are n ot restricted to 8% . 

Legal ~efects in Associa tions Organized under !he 

General Law. From the data presented above , a question 

might arise as to whether or not part of the oreaniza

tions incorporated under the general law , might be clas

sified as corporations with coop erative restrictions . 

The subject is open to debate . The outstanding defect in 

such organizations is connected with legal phases of cor

p oration s organized under g eneral l aw . Associations clas

sified as such may limit div i dends in a ccordanc e with co

operat ive principles , but under common l aw one share of 

common stock shall carry one vote. At the present time, 

ass ociations adop ting g eneral instead of cooperat i ve l aw 

standards are d oing nothing more than vio l at ing common 

law principles when a one man one vote system is used. 

It places the corporation in a d angerous position as legal 

disruption may follow the action of d isg runtled stockhol

ders who are versed in the l aw . 
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Advantages ~f Subscription to Qapital Stock EY Non

members . There are advantages in tl1e subscription of ca

pital stock by nonmembers. If the need for capital is ex

tensive the risk of the enterprise is borne partially by 

nonmembers, and it lessens the need for commercial borrow

ing . In addition , it helps in building up a community 

spirit which is f avorable to the organization. 

Qisadvantages ~f ~ubscription !o Qapital ~tock of 

Associations Organized ~der Qeneral ~aw. The danger to 

a cooperative financial program is self-evident. With 

associations organized under general rather than coopera

tive laws, the policies of the organiz a tion rest on the 

majority control of common stock . As such, the control 

of tb.e associat ion might fall into the hands of a clique, 

or a single individual. This may give rise to an oppor

tunity for selfish individual ends to be substituted for 

cooperative ends. Under such a condition the financial 

program can be adapted to these selfish ends. It may be 

in the form of excessive charges to meet a higher divi

dend rate. 

In addition to the above, associations with no co

operative restrictions cannot receive financial aid ad

ministered under the Agricultural Marketing Act . The act 

specifies that associations must meet provisions of the 

Capper-Volstead Act before loans shall be given. These 
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provisions are : that asso ciations must "conform to one or 

both of the following requirements . " 

"First, that no member of the association is allowed 

more than one vote because of the amount of stock or mem

bership capital he may own therein, or 

Second, that the association does not pay dividends 

on stock or membership capital in excess of 8 per cent 

per annum . 

And in any case to the following : 

Third, that the association shall not deal in the 

products of nonmembers to an amount greater in value than 

such as are handled by it for members . " 1 

Capital Stoc~ As~oci~tioEs in Or~gon_Organiz~d under 

Qoop~rat1ve Law~ Since the passage of Oregon ' s coopera

tive laws, associations have been able to re ap the advan

t ages of capital stock issue without acquiring the disad

vantages . Twenty - six capital stock associations have com

plied with the provisions listed in Oregon ' s Cooperative 

Laws . 

Provisions 1n Oregon ' s Qooperat ive ~aw Relating !o 

Financing . Under the present coopera tive laws of Oregon 

it is stated that , "An association in its by-laws may limit 

the amount of common capital s tock which one member may 

1. L . S . Hulbert, "Legal Phases of Cooperat ive Associa
tions, " U. s . D. A. Department Bulletin No . 1106 
(Revised) p . 86 (1929 ) 
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own, and it may re s trict the transfer and ownership of 

common stock to persons engaged in the production of the 

agricultural products handled by the association . " This
1 

may be considered an improvement over the laws existing 

in 1928 , which stated that , "No stockholder of a coopera

tive association shall own more than one - fifth of the com

mon stock of an association; and an association in its by

laws may limit the amount of common capital stock which 

one member may own to less than one - fifth of its total 

common capital stock ."2 

The reasons for the change in the law are : first, 

there are some members of associations who are willing t o 

contribute a great deal more to the association than 

others; second , the impelling mo tive may be a desire for 

investment , or a des ire to a id t he organization . If an 

association bases its corrm1on stock issue on the acreage 

held, or produce delivered to the association, the large 

producer may be in a position to own considerably more 

than one - fifth of the capital stock of the association . 

Such, under the 1928 laws , would be in violation of the 

statute . As a result of the enfor cement of the law, the 

small producer would contribute a larger proportiona te 

share of the capital t han the large producer . 
1 . Corporation Law& of the State of Oregon Relating to 

Cooperative Associations (1929 ) 
2 . G. 0 . Gatlin, "Factors in the Organization of Coopera

tive Associations . " Ore gon State Agricultural College 
Extension Bulletin No . 406 (1928 ) 
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In addition to the above, other· undesirable elements 

of a capital stock association issuing common to nonmem

bers are eliminated . The present cooperative law also 

states that, "An association in its by- laws may provide 

that no member shall have more than one vote, or it may 

provide that members may vote according to actual , esti

mated , or potential patronage , or a combination of such 

plans of voting . 11 To this the 1931 Oregon Legislature
1 

added , 11 but shares of stock as such shall not be g iven 

voting power in any case . " 

For cooperatives organized under Oregon Cooperative 

Laws , the disadvantages occurring under g eneral laws are 

reduced to a minimUm. Capital stock associations develop 

a well organized and diversified financial program. In 

comparison to nonstock associations, the advantages of a 

capital stock organization seem to favor stock issue as 

the most favorable method of obtaining capital . There is 

one detriment to the cap ital stock association and that 

is the license fee . Nonstock associations are subject to 

an annual $ 5 . 00 fee, while capital stock associations must 

pay from $ 5 . 00 to $ 100 . 00 annually, depending on the capi

talization of the organization . 

Forms of £apital ~tock Issued EY ~ssociations Or

ganized under Cooperative ~aws . As st a ted before, ad

1 . Corporation Laws of the State of Oreg on Relating t o 
Cooperat ive Associations (1929) 
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vantages obtained by protection under cooperative laws 

have made it possible to issue : (a) common stock , which 

may be sold to members , or members and nonmembers, and 

(b ) preferred stock , which may be issued to members , or 

to members and nonmembers . 

Common Stock Issued by Oregon Cooperatives . Of the 

26 associations organized under cooperative laws , 13 

issued common stock only . Nonmember subscription was per

mitted by 7 associations . 

The Monmouth Cooperative Creamery is an assoc i ation 

having obtained capital through sale of common stock to 

members and nonmembers . It issued 2 , 000 shares of common 

stock at a par value of $10.00. The Grand Island Canning 

Company issued shares at a par value of $ 100 . 00 , which were 

sold to members only . 

The Basis of Issuance of Capital Stock to Members . 

The survey revealed that the basis upon which stock was 

issued was different among various cooperatives . The Mon

mouth Cooperative Creamery required the member to purchase 

one share of common stock . Other shares could be purchased 

at the option of the member . The Dalles Cooperative Grow

ers Association issued to the growe r a share for each five 

acres of producing orchard . The Dundee Fruit Growers and 

Packers issued common stock at the rate of $ 10 .00 per acre . 

The Pacific Cooperative Poultry Producers Association re 

quired one share of common stock for every thousand hens , 
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and a sbare for each additional thousand hens. 

The Basis of Payment Made for Purchase of Stock by 

Members . The survey revealed that cooperatives not only 

differed on the basis of stock issuance, but also in the 

method of payment by members for stock purchased. The 

Pacific Cooperative Poultry Producers permitted purchase 

of stock by cash payment or notes, the form used depend

ing on the circumstances of the grower . The Klamath !'Hlk 

Producers1 allowed payment by cash, or 25% cash and the 

balance on 6% notes . The Ar ago Cheese Company Incorpora

ted2 collected for stock issue by deductions from returns 

to the grower. 

Limitation by Oregon Cooperatives on the Amount of 

Common Stock Purchased . The Oregon Cooperative Law, as 

stated above, does not limit the mnount of common stock 

which may be held by any one individual . Cooperatives, 

however, in their by-laws, have generally specified the 

amount which may be owned by one person . The Mt . Angel 

Cooperative restricted ownership to 2% of the common stock 

issued . The M:onmouth Cooperative Creamery restricted own

ership to 50 shares . The Dundee Fruit Growers and Packers 

limited ownership to 10 shares of common stock. 

Preferred Stock Issued by Oregon Cooperatives . Some 

1. Organized under General Law. 
2. Organized under General Law. 
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associations have found it advantageous to s upp lement 

common stock by preferred stock . Of the 2 6 c apital stock 

associations organized under Cooperative Laws , 13 issued 

preferre d stock, in addition to common stock . The common 

stock was sold to members . The preferred stock was issued 

by 11 associa tions to members and nonmembers, and by 2 

associations to members only . 1 

The Interstate Associated Creameries issued preferred 

stock . This was sold to investors . It had a par value of 

$200 . 00, bearing cumulat ive dividends at 7%. The common 

stock issued to members had a par value of $ 10 . 00, bearing 

dividends at 6~6. The Dalles Coopera tive Growers issued 

7500 shares of cormnon stoc-k at $ 10 . 00 par value; 170 shares 
.,

of first preferred at ~50 . 00 par value; 5500 shares of 

second preferred at par $ 10 . 00 , dividends being 6% on all 

classes of stock . The Payette Creamery, an Idaho Coopera

tive , issued preferred stock to now~embers and offered the 

preferred stock to members as a patronage dividend . 

Advant ages of the Use of Preferred Stock . The use of 

preferred stock is advantageous inasmuch as: first , it 

definitely removes from nonmember financing the danger of 

outside control; second , it places business practice of 

the association on an equal basis with industry by adapt 

ing business policies to a cooperative p rogram; third, it 

1 . One of the two associations is an out - of-state oreani 
zation . 
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furnishes a foundation for an investment program which ad

equately appeals to outside investors . 

Disadvantages of Preferred Stock . The disadvantages 

are : first , the method is complicated for the small local 

associa tion, as it involves expense and proper supervision , 

which may outweigh advantages to be derived; second , in 

some states the date of call is not specified , and such 

uncertainty may cause a higher interest rate . 
1 

This later objection has been met by the Oregon Co 

operative Law . The law states that, " Associa tions may 

also issue and sell preferred stock to members or nonmem

bers . In addition to his holding of a common stock a mem

ber may own any amount of preferred stock . Associations 

may place such restrictions upon the privileges of holders 

of preferred stock as they may deem to be for the best in

terests of the association . Such restrictions as may be 

adopted together with the rate of dividend and the time of 

redemption must be printed on the face of certificates of 

preferred stock."
1 

Summarl on Capital Stock Associations . In conclu

sion , it may be stated , that there are too many organiza

tions incorporated under the general laws . A relationship 

of 3 1 organized under such laws to 26 organized under co 

l . Letter to Dr . M. N. Ne l son from A. W. McKay . U. S . D. A. 
January 10, 1929 . 

2 . Corporation Laws of the State of Oregon Relating to Co 
operative Associations ( 1929 ) 
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operative laws is out of proportion . No reproach has been 

intended for policies of associations organized under gen

eral law standards. They may be operated for collective 

' benefit , and a real cooperative spirit might prevail, but, 

as poin~ed out, the disadvantages accruing to such organi

zations might displ ace the ideals upon which the coopera

tive is based. With facilities and agencies present to aid 

reorganization, cooperatives should avail themselves of the 

opportunity ; if the associations are to be made true co

operative marketing organizations . 

Through the efforts of the Oregon Cooperative Council, 

the Oregon Cooperative Laws are recognized as a mode l leg

islation in the interest of cooperative marketing . No 

association, if it be organized for agrarian relief, should 

neglect the opportunity to benefit from present legis lation. 

THE USE OF RESERVES.1 In addition to the sources al 

ready mentioned, co operatives have made use of reserves . 

There are two forms of reserves: (1) the reserve set aside 

for a fixed capital purpose, which has been termed surplus 

in order to distineuish it from (2) reserves set aside for 

operating purposes. In the discussion , however , the two 

will be treated as reserves, inasmuch as both are set aside 

to meet future needs. Of the associations in the survey, 

sixteen maintained a surplus for fixed capital and forty-

eight maintained a reserve for operating capital 
1 . See Table I -- Agpendix . 
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The Need for Ample Reserves . The Eugene Fruit Grow

ers Association and the Grand Island Canning Company used 

a portion of a 2% deduction from growers returns as a sur

plus. The Woodburn Fruit Growers deducted 2% to be used 

as a reserve. The North Pacific Cooperative Prune Exchange 

deducted 1/25 cent per pound as a rotating reserve. 

The use of reserves is to be highly recommended to co

operatives, both nonstock and stock associations, for the 

existence of substantial reserve funds improves the busi

ness standing of an association, and tends to prevent some 

financial difficulties that weak organizations must face. 

However , associations are slow in providing adequate re

serves, due probab l y to the belief that cooperative asso 

ciations must pass on to members all the benefits which 

are derived from operations. If adequate reserves are not 

maintained, h owever, the association will be placed at a 

disadvantage in competing with private firms in times of 

stress. · Aside from strengthening producer bargaining 

power, and serving as a form of business insurance, such 

a reserve may provide the basis for enlarging the associa

tions' rel a tionships with members . 

The above may apply equally well to the stock and 

nonstock associations, but there is an additional feature 

to be considered by the capital stock association . Ade 

quate reserves, or surpluses, g ive assurance to the inves
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tor that the organization is on a SOlli~d and permanent 

basis . For associations looking to sale of stock to out 

siders it is a point well worth considering . 

Difference between Business and Cooperative Reserves . 

Methods of accumulating reserves in a cooperative associ

ation differ from methods employed in the usual commercial 

stock corp oration . The business corporation sets aside 

reserves to meet conting encies from the net earnings . Co 

opera tive reserves are maintained by deductions . Each 

year growers must submit to a deduction, the proceeds be

ing placed in reserve . Large associations often use a 

rotating reserve . Deductions from grower ' s returns are 

made until a desired reserve is ob tained . After the g oal 

is reached, deductions con tinue , but growers are paid 

back in the order of their contr ibution. Thus, the re 

serve is maintained at the desired level . 

Comparison of Reserves Carried by an Oregon Associa

tion with Out - of- State Cooperatives . The reserves which 

may be maintained vary . It would b e difficult to state 

what per cent of the annual volume of business should be 

placed in reserve . Such would depend on the type of asso 

ciat ion, or the t ype of commodity marketed . These factors 

may be illustrated by comparing an Oregon association with 

two out - of- state associations . ( The out- of- state associa

tions do not have Oregon members . ) 
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The Pacific Cooperative Wool Growers Association has 

built up a reserve, amounting to approximately ~60,000. 

This amount is ab out 3% of the annual volume of business. 

The Maryland State Dairymen ' s Association had are

serve of ~?500 ,000, amounting to 10% of the a nnual volume 

of business . The Land 0 1Lakes Creameries, I nc ., had are 

serve of ~2,000,000 . The annual volume of business done 

by this association was $46,000,000 . 1 

The illustrations have not been offered for the pur

pose of revealing a weakness in the cited Oregon associa

tion. The t yp es of associa tions are different , and both 

of the out-of-state organizations process the commodity . 

The intention here is to reve al the re alization on the 

part of l arge associations t hat continge n cies must be 

met . A strong reserve is one me thod of being prepared 

for emergencies . 

FIX3D AND OPERATI NG CAPJI:PAL OBTAINED FROM COMMERCIAL 

CREDIT I NSTITUTIONS . 2 When the methods discusse d in the 

preceding sections are inadequate, cooperatives have found 

it necessary to borrow to meet capital needs. It has often 

been advised that members sh ould co ntribute at least one-

half of t he needed orig inal capital . The percentage of 

Ore gon cooperatives who have obtained one-half of the 
1 . Chris L . Christensen., "Value of an Adequte Reserve for 

a Cooperative," Citrus Leaves, J anuary (1929) 
2 . See Table I Appendix . 
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orie; inal capital from members cannot be estimated . The 

survey, however, revealed that 42 associations have bor

rowed in order to meet the need for fixec capital, and 48 

associations have borrowed for operating purposes . 

Reasons Why Associations Must Borrow . Although an 

estimate cannot be given on the amount contributed by com

mercial credit sources, the following reasons why associa

tions must borrow may be said to be characteristic of bor

rowing associations : 

First, associations have realized that growers hesi 

tate to finance a marketing venture . As a result, associ 

ations , who do not desire to begin operations under - capi

talized , adopt forms of "painless extraction ." An example 

of this is the revolving fund . In the revolving fund 

operation , the associations may borrow to finance building 

and equipment . The lender1 is paid from the fund , then 

growers are repaid for the contribution they have made, 

after the necessary capital is obtained . No attempt is 

made here to justify or censure the procedure . The fact 

remains , however , that associations must resort to borrow

ing as long as the needs of the associations cannot be met 

by original member contribution . In addition , such a pro 

gram may be beneficial to the members as no great finan 

cial burden is pla ced on them at any one period of time . 

1 . The lender may be the grower , or a commercial credit 
institution . 
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Second, associations must meet the problem of dis

satisfaction arising from withholding of member payment 

until pools are completed . Borrowing has been the solu

tion to the problem. It increases the expense of the asso

ciation, but members , where long time pools are necessary , 

consider prompt returns as vital to their welfare . The 

satisfaction arising out of advances , which are made to 

members , outweighs the expense incurred in obtaining the 

necessary funds . 

Third , associations must make marketing contacts 

which will insure the sale of their commodity. Competi

tion is keen under present conditions and associations 

must meet competitors on an equal footing . 

The Types of Borrowing Used £l Oregon Cooperatives. 

Borrowing by Oregon Cooperatives may be classified into 

two main types: (1) associat ions issuing bonds for fixed 

capital; ( 2 ) associations borrowing upon notes, which may 

be ( a ) mortgage loans for fixed capital, or (b) secured 

notes for fixed and operating c ap ital, or (c) unsecured 

notes for fixed and operating cap ital. 

~xamEles_of Qreg£n A~sociations lssu~ng Bonds . The 

first type, that of issuing bonds , was used by the Lower 

Columbia Cooperative Dairy Association , and Silverton Food 

Products Company Co operative for fixed capital purposes . 

The g eneral procedure fo llowed is to dispose of bonds 
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through the agency of banki ng and brokerage houses . In 

such cases the financial house may not mere l y under t ake 

to sel l the securities , but may make themse l ves r espons i 

b l e for the success of the sale . 

A bond is an instr~~ent in writing , under seal , 

whereby the association binds itself to pay a certain sum 

of money to the holder on a day named . These bonds are 

usually secured by a mortgage . The types of mortgage 

used are : real estate, chattel, and collateral trust 

mortgages . 

Advantages of a Bond Issue . This form of borrowing 

is desirable where cooperative associations are large 

enough to float an issue . It is in keep ing with recog

nized business practices and it diversifies risk . The 

issue is accepted by conservative investors, for bond 

issues , in the case of cooperative associations , rarely 

go beyond a first mortgage stage . The interest rate and 

call dates are also specified . 

Disadvantages £f ~ Bond Issue . The advantage is 

counteracted by unde s irable features where the small local 

association is concerned . In order to retire the bonds a 

sinking fund is necessary . Many associations in Oregon 

would be unable to properly follow the procedures involved 

in the sinking fund . It also adds to the expense of main

taining the organization . 
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Borr£win£ on_Not~s b~ Or~gon_COO£era!ive~. The 

second type, that of borrowing on notes is classified as: 

(a) mortgage loans for fixed capital; (b) secured notes 

for fixed and operating capital; (c) unsecured notes for 

fixed and operating capital. 

Discussion of ~ortgage ~oans for Fixed Capital. The 

Ashland Fruit and Produce Conwany and Pacific Cooperative 

Wool Growers Association have used mortgage loans as a 

source of obtaining buildings and equipment . 

Mortgage loans are a means of raising funds for asso 

ciations having physical property . It differs from bonds 

in that funds are general ly loaned by a mortgaee company 

upon a long term note secured by mortgages on properties . 

These mortgages may be purchased by savings banks , or in

surance companies as an investment . The mortgage appeals 

to investors desiring long time investments with a high 

degree of safety . 

The advantage of financing in this manner has been 

mentioned above . It is an aid to the obtaining of funds 

from outside investors . Associations, however, have not 

made extensive use of the mortgage as a means of enlarg

ing facilities . They have tried instead to carry real es 

tate upon current bank loans . This practice has been due 

to the fact that associations have been able to obtain 

loans on other forms of secured notes than those secured 

by mortgages . 
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Discussion of Secured Notes for Fixed and Operating 

Capital . Financing from l oans based on secured notes may 

be classified into three types : (1 ) membership notes ; 

(2) association notes secured b directors; ( 3) collateral 

notes based on the commodity . 

Membership Notes . The use of membership notes for 

capital purposes , as a rule , is confined to nonstock asso 

ciations . These notes may be classified as ( a ) promissory 

notes , which are actual loans to the association by mem

bers , and (b) accommodation notes . 

The first type of membership note was used by the 

Springbrook Cooperative Prune Growers Association . This 

association required membership fees of $10 . 00 per acre . 

The grower may pay cash , or give the association a nego 

tiable promissory note for the amount required . As the 

instrument is negotiable the association may borrow on the 

not e. The note may fal l due in three annual installments . 

The member is given a certificate of indebtedness which is 

payabl e from a revolving fund . The Pine -Eagle Dairymen ' s 

Cooperative Association used the collateral note of a mem

ber for ~50 . 00 at 8% interest . It could borrow on the 

note , and retirement of the note was made from a revolving 

fund . This was , in effect a l oan to the association by the 

member to be repaid by a revolving fund . 

The second type of membership note , which is the ac 
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commodation note , was used by t h e Pacific Cooperative Wool 

Growers Association . This type of note is not a loan by 

the member . In obtaining funds the member l ends the asso 

ciation his credit. He actually pays nothing as the asso 

ciation uses his note as collateral for the loans. The 

loans are repaid by the association from deductions . These 

deductions are not covered by a revolving fund . Such notes , 

although the by-laws of an association will govern practice , 

may be used for three years . At the end of three years the 

members sign new notes . The notes may be based on a flat 

sum , or upon the amount of business contributed by the 

member. 

Accommodation n otes obtained frommembers a re not 

generally satisfactory for fixed capital purposes. Vfhere
1 

operating capital is desired, they are less objectionable 

because co l lections or deductions can be made from the 

season p ool to repay t h e loans made on the notes . Where 

fixed capital is intended , the association must put aside 

adequate reserves to retire the loans. The lack of such 

r eserve frequently means embarrassment to the association 

and members. In case of default on the part of the asso

ciation a h older is , under the law, a h older in due course 

and legal action can be taken against a member without 

1. George W. Gatlin, "Factors in the Organization of Co 
operative Associations ." Oregon State Agricultural 
College Extension Bulletin No . 406 (1 928 ). 
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bringing suit against the association . The reaction might 

be far reaching , not only causing animosity toward the 

association, but the cooperative movement as a whole . The 

feasible plan, if i n vestment in facilities is needed, is 

to re quire an actual investment from t h e grower . If ad

ditional funds are needed a mortgage - secured note of the 

association can be used . 

Association Notes Secured by Directors. The director

secured note, which may be used for obtaining loans, was 

the practice of the Oregon Washing ton Poultry and Egg Asso 

ciation . Such notes are g enerally used only for the ob 

taining of opera ting capital . The banker, not knowing, 

in some cases, how far it is wise to g o in allowing loans 

re quire the directors to endorse the association note . 

The practice is obviously unfair to the directors and 

should not be used unless other means are exhausted . It 

forces on the shoulders of a few the financing of an under

taking from which all benefit . I n case of default the di 

rectors must pay . 

Col lateral Notes Representing the Commodity . The 

third type of secured note , which was used by the majority 

of Oregon Cooperatives, is the association note . This 

type of note is secured by collateral of the association . 

Col lateral may be warehouse receipts or drafts . Obvious l y , 

the association cannot receive fixed capital from this 
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source . This type of secured note is to be recommended 

over the use of director - secured or accommodation notes . 

The reason for this is that it pledees association securi

ty for association funds . From the standpoint of the bank 

it offers substantial security which is easily liquidated . 

Discussion of Unsecured Notes. Some associations may 

receive funds for capital purposes by the use of unse cured 

notes . The Beaver Creamery Association borrowed from local 

banks on unsecured notes to meet fixed capital needs . The 

Tillamook Creamery Co~pany borrowed funds for operating 

capital purposes based on unsecured notes . vlhile an asso 

ciation must have an excellent credit standine; to recelve 

loans upo~ unsecured notes , the practice could not be ex

tended to a ll associations . In order to make loans, banks 

must have security . From the standpoint of both banks and 

cooperatives the use of the unsecured note is not in keep

ing with established banking principles . 

SU1J'1..mary .s?E: Borrowing by Coopera tive J,:arketine; Associ 

ations . In summary, cooperative associations are forced 

outside of the field of member financing in order to 

build up adequate machinery for operation s . Borrowing for 

fixed capital purposes differs from borrowing for operat

ing capital in two respects : 

First, cow~ercial banks are generally a closed source 

where fixed capital is desired . This is due to the fact 
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that the Federal Reserve System will not rediscount paper 

of cooperative marketing associations 11 wherein the proceeds 

have been used in defraying expenses of organizing such 

associations , or for the organization of warehouses , for 

purchase or improvement of real estate , or for any other 
. ,,

permanent investment of any klnd. . As a result of this
1 

practice, long term notes of the association must bear a 

high rate of interest . Associations must look to mortgage 

companies and investment banking houses as represent a tive 

sources from which fixed capital is received . Local banks 

may finance the projects on hand , but it is a matter of 

local interest rather than investment interest. 

Second , there is a difference in the length of notes 

signed . Operating purposes require loans generally up to 

six months in the case of the average commodity marketed . 

Fixed capital needs are met by loans maturing from one to 

five years f rom date of construction or purchase . 

THE GOVERNMENTAL AGENCIES . The governmental agencies 

have been formed as a result of agitation to a id the farmer . 

The demand has been for loans which b ear lower i nterest 

rates than charges made by commercial credit institutions . 

Large amounts of funds have been provided through: ( 1) the 

Federal Intermediate Credit Bank; ( 2 ) the Agricultural 

1. Mears and Trobiner , " Principles and Practices of Co
operative Marketing ." Ginn and Company , p . 241 (1 926 ) 
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Marketing Act. 

The Federal Intermediate Credit Banks . 

The ~urp_£se of the Banks. 'l1he banks were created as 

permanent and not emergency agents . The intention, as ex

pressed by the law , was to represent a system of credit 

for a longer period than ordinarily may be extended by 

banks of deposit and fall short of long term financing . 

Maturities on loans are not more than three years and not 

l ess than six months . 
1 

The Financial Se~up of the Federal Intermediate Credit 

Banks . In order to understand how the loans are made possi 

ble a brief explanation of the financial setup of the sys

tem must be made . There are twelve banks located in dis 

tricts corresponding to the federal farm loan banks . Each 

bank of the twelve districts is capitalized at not more 

than five million dollars . The Secretary of the Treasury 

was dlrected to subscrlbe to amounts, as called for by 

directors of each bank , n o t in excess of $5 , 000 , 000 for 

each bank . 
2 

The full quota of capital stock allowed each bank has 

not been fully subscribed by the treasury . The reason for 

this is that the funds have not been needed , as the banks 

1 . "Intermediate Credit bank s as a Source of Farm Rel i ef . " 
Agricultu~e and Finance, p . 6, April ( 1927) 

2 . C. L . Benner, nThe Federal Intermediate Credit System." 
r.~ acMillan Company , p . 130 ( 1926 ) 



51 . 

are allowed to issue debentures based on the assets of the 

bank . As a result debentures have be e n placed in the mar 

ket , l eaving the unsubscribed capital stock as a reserve 

for emergency use . 

The Place of Debentures in Finagcin~ Lo~ns io C£opera

tives . The debenture is a credit instrument which provides 

agricultural paper with a wide market . As stated above , 

the debenture is issued on the assets of the banks . These 

assets consist largely of notes rediscounted by the banks 

from agencies allowed to rediscount ac;ricultural paper and 

notes of cooperative marketing associations . Debentures 

can be issued with a reasonable degree of safety and the 

market readily absorbs them . Under these conditions the 

banks are well supplied with funds 1 to loan to coopera

tives . 

The statement was made above that debentures are a 

reasonably safe form of investment . This is due to the 

fact that no bank may issue debentures over ten times the 

amount of its paid in capital . In addition, the issues 

are subject to the approval of the Federal Farm Loan Board , 

and the collateral upon which debentures are issued must be 

deposited with the Farm Lo an Registrar of the Land Bank in 

the district wl 'ere the Federal Intermediate Credit Bank is 

located . 

The Type~ of_Loags T'!ade by the Banks.!.. There are tv10 

types of loans :made by the Federal Intermediate Credit 
1 . I bid ., pp . 234 - 235 - 236 . 
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Bank: (1) the production, or indirect loan; {2) the mar 

keting, or direct loan . 

The first type of loan is made to individuals through 

one of the following eight institution: national bank, 

state bank, trust company , savings banks, agricultural 

credit corporation, incorporated livestock loan company, 

cooperative bank, cooperat ive cred it association. This 

type of credit has become irrportant from the standpoint 

of a cooperative marketing association inasmuch as some 

associations have set up cooperative credit corporations 

to aid the growers in securing production loans . 1 The 

purpose in doing this is to aid the grower in obtaining 

needed funds at a lower rate of interest than can be ob 

tained from commercia l sources . This is possible as co
2 

operative credit associations are not operated for profit. 

The indirect loans are made at an interest rate not in ex

cess of 3% over the Federal Intermediate Credit Bank re

discount rate . 

The second type of loan, which is the marketing, or 

direct lo an , ~s ~ade to cooperative marketing associations . 

1 . The Pacific Wool Growers Credit Association was organ
ized by the Pacific Cooperative Wool Growers Associa
tion . 

2 . A few cooperatives have set up credit corporations to 
receive indirect loans . The reason for this is that 
direct loans are made only on staple agricultural 
products . Associations handling perishable goods may 
set up a credit corporation and receive loans, or they 
may obtain loans through a regular discounting a g ency . 
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The loans are for operating capital purposes and not for 

the purchase of pl ant and equipment. Such loans shall 

bear an interest rate not to exceed by 1% the cost of 

floating debentures. These loans are made on the follow

ing commodities: wheat, cotton, wool, tobacco, raisins, 

peanuts, broom corn, bean, rice, alfal fa , red top seeds, 

hay, nuts, canned fruits, canned vegetables, maple syrup, 

and dried fruits. 1 

General ~equ_!rements_for_Marketing Loans..:.. Under the 

law cooperative marketing associations may receive loans 

not to exceed 75% of the market value of staple agricul

tural products which are insured and stored in properly 

supervised warehouses . The loans , if they are to be 

properly secured, involve . the procuring of warehouse re

ceipts from a responsible company. Chattel mortgages are 

not security for loans unless they are based on livestock.
2 

Any one of the banks accepts receipts of warehouses which 

are licensed and bonded under the Federal Warehouse Act . 

If a cooperative association has the commodity in ware

houses not listed in the above category, the Federal Farm 

Loan Board must pass on state regulations of warehousing 
1. H. M. Bain, "Intermediate Credit Banks and Coopera

tives. 11 Citrus Leaves, p . 19, June (1928) 
2. Text of Law Providing for Federal Farm Credit Banks . 

Treasury Department, Federal Farm Loan Board Circular 
No. 15, p . 18 (1925) 
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and approve of the warehouse . Accompanied with warehouse
1 

receipts, or chattel mortgages upon livestock , must be a 

collateral agreement to provide additional security if it 

is needed . 2 

nDue to the diversity of laws for the organization of 

cooperative marketing associations, the board enjoins upon 

the ban...l.{s except ional care in ascertaining whether the co

operative marketing association under the laws of the state 

in which it is organized, under its articles of incorpora

tion and by- laws , and in its contract with the members, 

operates under a standard marketing agreement, where all 

members pool their products, and wbere the association has 

the unquestioned right to p ledg e the commodities of each 

for the ob ligat ions of a ll . These elements are essential . ~3 
Comp~rison of Loans Made in 1928 and 1930 . 

Fiscal No . of Total Interest 
Year Assoc . Commodity Volume Rate 

19284 Canned Fruits and 
Vegs . , Cold Pack 
Berries, Wool $535,201 . 34 . 4 . 5 to 5% 

19305 5 Canned Fruits and 
Vegetables 716 , 983 . 95 4 . 0 to 4 . 5% 

1. Ibid . Paee 18 
2 . Ibid . Pag e 18 
3 . Ibid . Page 19 
4 . Letter from Federal Intermedia te Credit Bank to Dr . M. 

N. Nelson, January 8 , 1929 . 
5 . Le tter from Federal Intermedia te Credit Bank to Mr. C. 

S . Osika, April 29, 1931 . 
6 . One association n ot i nc luded received $60 0 , 000 in funds 

f or orderly marketing of apples and pears by forming a 
c r edit corporation . This association could not receive 
a direct loan as it did not deal in staple a g ricultural 
products. 
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The reduction in loans noted in the comparison is due 

to two factors : ( 1 ) the liquidation of loans; (2) the un

certainty of commodity prices. As the banks are permanent 

financial institutions of credit this reduction is to be 

expected . It is possible that t he financial activities of 

the Federal Farm Board might in the future , affect the 

volume of loans made by the Federal Intermediate Credit 

Bank . As yet , however, results of loans made by the 

Federal Farm Board reveal that there has been no inter

ference which might be the cause of the above reduction 

in loans . 
1 

Adva~tag~s of the Federal Intermedia!e CEedit System~ 

The chief advantaee of the Federal Intermediate Credit Sys 

tern is that it offers to the cooperative marketing associ

ation an opp ortunity to obtain funds for operating purposes 

at reasonable r ates of interest . Indirectly, it controls 

the efficiency of the borrowing organizations ' system of 

financing, inasmuch as the cooperative cannot obtain a 

loan if loose business methods are evident . Cooperative 

associations have not used to a great extent the assis 

tance offered . The fact that only eight , of the one hund

red and forty- seven existing in 1928 , used the facilities 

of the sys t em bears witness to the statement . 

tern . Some of tre reasons for the lack of interest no doubt 
1 . See Loans Made by the Federal Farm Board . 
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lies in the disadvantages pertaining to the banks . Direct 

l oans are al lowed only on staple agricultural products . 

As a result , the associations dealing in fresh fruits and 

vegetables cannot take advantage of the credit facilities . 

This fact alone would exclude approximately sixty Oregon 

associations . Another factor is that capital is not pro

vided for building and equipment . Ass ociations whose ne eds 

are most urgent for building and equipment find no comfor t 

in the provision that lo ans shall not be made for fixed 

capital purposes . Credit is also of an intermediate nature . 

With the exception of associations of a federation , or cen

tral ized s t anding , the majority of Oregon associations are 

t oo smal l to need credit of an intermediate nature . I nci

dental ly , they control too little a portion of the commod

ity to establish wide marketing contacts . Their marketing 

needs are met by establishing commercial credit contacts 

in some instances . In others , withholding and membership 

fees suffice . 

The Federal Farm Board . 1 

Purp_£se _£f t£!e A_gric~ltuE_al Marketin_g Ac!. The Ag

ricultural Marketing Act provided for a Federal Farm Board 

consisting of nine members , eight appointed by the Presi 

dent of the United States . The ninth member , the Secretary 

of Agriculture , is an ex - officio member . Under the act , 

1. Publication No . 10 , 71st Congress . " The As·ricultural 
Larketing Act ." ( 1929 ). 
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the major agricultural co~modities are to be represented 

on the board . In passing the Agricultural Marketing Act , 

Congress clearly looked toward the g oal of a system of co

operative associations controlled by producers . While1 

the primary purpose was to better the economic condition 

of the farmer, it was thought that it should be done 

through permanent rather than temporary agencies . These 

agencies are cooperative marketing associations . 

Activities Al located to the Federal Farm Board . The 

Act permits the Federal Farm Bo ard to engage in the fo llow

ing fields: ( 1) organization of cooperative marketing 

associ a tions; (2) loans to cooperative associations from 

a revolving fund; (3) stabilization corporations ; (4) 

clearing house associa tions; ( 5 ) price insurance . The 

last three of the above provisions will not be discussed 

as the field is general and involv es a demarkation from 

the present approach t o the cooperative problem. 

Loans to cooperative marketing associations are made from 

a revolving fund of $500,000,000 . The loans shall bear2 

interest, e qual to the lowest rate of -yield of any Govern

ment ob ligation (except postal savines bonds ), subsequent 

to April 6 , 1917, ancJ 
,-

outntanoin.:::; at the time the loan is 

1. First Annual Report of the Federal Farm Board , p . 3 
June ( 1930) . 

2 . At first $250,000 ,000 was ap:propriated in two instal
lments . This was raised to ~500,000,000 in 1931. 
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entered into . The interest r ate shall never exceed 4% on 

unpaid principals. The loans to be made are of two types : 
1 

( 1) f ·acili ty loans t o be made for t he constJ•uction o f 

buil dings and the purchase of equipment , a nd ( 2 ) marchand

izing loans for operating cap i tal purposes. 

Loans made for construction purposes, or purchase of 

physical faci lities , a re to be repaid over a period of not 

i n excess of twenty years . This repayment to b e on an 

amortization plan . 

The Act does not specify the period of time for which 

a merchandiz ing lo an is to be made . In Section 7 of the 

Act , it specifies that a merchandiz ing loan enables- "th e 

cooperative association app lying for the loan to advance 

to i ts members a g re ater share of t he market price of the 

commod i ty delivered to the association than is practicable 

under other credit facilities ." This implies that much2 

is to be left to the discretion o f the board as t o what is 

more practicable than is offered by existing agencies. 

Conditio~s N~ces~ary_for_the_Gra~tin~ of Lo ans . A co 

operat ive association in order to obtain a lo an must me et 

the fol lowing conditions : ( 1 ) no loan wil l b e made if the 

associat ion does not have an organization, and business 

po l icles , which will insure reasonable safety of the lo an ; 

( 2 ) n o lo an for fac ili t ie s wil l b e made in excess of 8 0 
1. Publicatlon Jl o . 10 , ?1st Congress , 1929 . Sec . 5 , p . 4 . 
2. Publication No. 10, 71s t Congres s , 1929 , Sec . 5 , p . 4 . 
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per cent of the value of such facilities; (3) there must 

be a need for the loan ; ( 4 ) if there are facilities which 

the cooperative might use at reasonable rents, the facili

ties loan will not be granted . In addition the associa

tion must qualify under provisions of the Capper-Volstead 

Act . 

Loan~ Ma£e bi_ th~ Fe3:eral_ Farm Board.!. Loans up to 

the present time have been made both to independent local 

associations and loc als of federations. The Federal Farm 

Board is attempting to set up strong national associations 

with the intention of dealing with the locals only through 

the overhead agency . Examples of this setup are the 

Farmers Nation~l Grain Corporation1 and the National Wool 

Marketing Corporation . 

Up to June 30, 1930, the Federal Farm Board had re

ceived 206 formal applications for loans from all sections 

of the United States . Of this number: 132 loans were 

granted involving a sum of 0165,146 ,555; a total of 35 

loans were denied , and 21 withdrawn by applicants; 18 were 

under consideration . 2 Up to June 30, 1930, interest on 

outstanding advances paid in to the board amounted to 
1. The ~ Board adheres to this policy with the Farmers 

National Grain Corporation . 
2 . First Annual Report of the Federal Farm Board, p . 45 

June ( 1930). 
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$444, 517.10. 1 The rates of interest charged for these 

lo ans have ranged from 1-5/8 per cent per annum to ·3 - 5/8 

per cent per annum . Loans which have been made to Oregon 

Associations are : 2 

A. Loans Cor'lp leted . 

1 . Facil it ies Loans : 
a . Lower Columbia Dairy Association 09202 ,000. 
b . Western Fruit and Foods Assoc i-

at ion 130,000. 
c. Apple Gr owers AssociEltion ( Hood 

River, Oregon ) 45,000 . 

B. Lo ans granted but n o commitments made as yet . 

1. Facilities Loans : 
a . Interst a te Ass oc i a ted Cr eameries · 60 ,000. 

2 . Marketing Loans : 
a . I nterstate Ass oc iated Creameries 26,750 . 

To tal Loans Granted $463 , 750 . 

Adva~tag~s of Federal Farm B£ard_Financi~g . The ad

vantages of the Farm Board f rom the financia l standpoint 

of a cooperative marketing association are: (1) it pro

vides for both fixed and operat ing capita l, thereby of

fering a type of financing which is adapted to the indi

vidual need of an association ; (2) through consolidation 

it aims to prevent inefficient and wasteful methods of 

distribution, thus reducing cost of overhead and con se 

quent excessive char g es to producers ; ( 3 ) it furthers the 

goal to be achieved , of plrcinz the industry of agricul

1. Ibid . Pag e 47. 
2 . I nfo rmation obtained f rom Wm . A. Schoenfe l d , Pac ific 

Northwest Representa tive of t he Federal Farm Board . 
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ture on a basis of economic equality with oth er industries . 

Disadvan!_ae;e~ of Federa l Farm Board Finagcin_g_. The 

disadvan t ages of the system wh ile not so ob vious a s the ad

vant ages nevertheless exist . While low interest r a tes to 

cooperatives is in general a laudatory procedure , the 

present situation reveals two defects: (1) due t o the 

conditions upon which interest rates are based , the g ov

ernment lends a t a rate less than the average cost of 

money to the government ; (2) it results in discrimination 

between co operativ e borrowers . 

The averag e cost of money borrowed by the treasury 

for g overnment purposes, conside r ing all issues of secur i 

ties, h as been around 3 1/2 per cent p er annum . As a re

s u l t , loans to cooperatives at 1 5/8 p er cent per annum is 

a considerable exp ense to t h e g overnment . 

The Board fixes t h e r a te of interest a s of t h e day 

the loan is approved b-.,~ the Board and n ot on the day the 

advanc e is a ctually made. Some payments n ow being made, 

under agreements en tered into ro1onths a ,so, are at high er 

ra tes than new loan s l ately appro ve d . ~e find at this 

point dis crimination amon~ co op eratives who must pay these 

r ates over a long pe riod of time . 

Another disadvantage is connected with a p ractice 

carried on by the Board . "In the absence of national mar 

keting organizations , the DOard advanc es mone y directly to 

qualified cooperatives, requiring tha t these a ssociations 
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become affiliated with a national association when one is 

formed." Thus, the loans are made to the cooperative
1 

with the idea of using such loans as a medium of force, 

the objective of which is a centralized national associ

ation . Obviously, such a procedure does not take into 

consideration whether or not the individual organizations 

needs are to be satisfied by a national organization . In 

the attempt to place agriculture on a basis with business, 

by building large overhead agencies , the movement may draw 

farther away from cooperative principles than is expected. 

1. "Farmers Build Their I.1arketing Machinery , 11 Federal 
Farm Board Bulletin No . 3, p . 4, December (1 930 ) 
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CHAPTER IV. SUT>.:Iv".ARY AND CONCLUSIONS . 

The methods used in financing Oregon Cooperatives are 

numerous. As revealed, there j_s no one method to which 

all associations conform, as a pro.r:;ram will depend l argely 

on the individual needs of the association . In the pre 

sentation of the material , the methods used by Oregon Co 

operatives have not been criticized, except as the disad

vantages may be considered to outweigh the advantages . 

These methods a re briefly reviewed . 

It is practically impossible, where extensive capital 

is needed, to meet capital requirements by straight mem

bership fees. Financing by this- method often le ads to an 

under-financed condition, which places the association in 

a precarious position . "ifuile financing by fees p l aces the 

control of the association in membership ranks, an exten

sive financial program cannot be adopted unless other · 

methods are used. 

The revolvinc fund , which is usee by nonstock asso 

cia tions, meets the need for fixed capital. This method 

places control in the membership ranks, but the date of 

the retirement of obligat ions is not always certain . This 

is due to the fact that " certificates of indebtedness" may 

be retired after a specified period of time, or when fixed 

cap ital needs have been met . It is a type of "painless 

extraction ." 
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Witl:l_holding reduces the need of borrowing to a minimum . 

The use of this method meets the need for operating capital . 

Where long time pools are customary , this method of ' meeting 

operating expenses is not satisfactory for it causes dis 

satisfaction among the members . 

The use of c ap i tal stock in financing meets , to a 

greater degr ee t han other methods , the need of capital . 

There are two types of capital stock associations : ( 1 ) 

associations oreanized under general laws; (2) associa

tions organized under cooperative l aws . The major fault 

of Oregon capital stock associations seems to be that 

there are too many associations , as yet , which have n o t 

complied with the cooperative law . With such organiza

tions , the cooperative financial program may not be b ased 

on cooperative principles . The association is a l so open 

to a legal attack if the one man one vote principle is 

used . Control may not be in the hands of producers . 

The use·of reserves is to be hie;bly recommended t o 

all associations . The deductions , however , should not be 

t oo l arge . A rotat i n 0 reserve is favored , as the members 

receive a legal share in the reserve , and a definite re 

serve is maintained by the association . 

Associations may borrow from commercial credit in

stitutions , or the governmental agencies . Associations 

which borrow usually do so because the methods above a re 

inadequate to meet expenses . Associations borrowing f r om 
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commercial credit institutions may issue bonds ; or borrow 

on mortgage notes; or borrow on secured notes of the mem

bers , directors , and collateral represe n ting the cormnodity . 

The governmental agencies consist of ( a ) the Federal 

Intermediate Credit BanJ(s , and (b) the Federal Farm Board . 

The Federal Intermediate Credit Banks offer a system of 

credit for a longer period than ordinarily may be extended 

by banks of deposit and fall short of long term financing . 

Maturities on loans are not more than three years and not 

less than six months . The loans are for operatine pur

poses only . The Federal Farm Board permits two types of 

loans: (1) the facilities lo an , used fo r fixed capital 

purposes , which 111ay mature over a period of time not in 

excess of twenty years; (2) the mer chandis ing lo an , used 

for operating capital purposes , which does n ot have a 

definite maturity date . 

The ultimate plan in financing associations will de 

pend on: 

1. Whether or not the commodity is to b e p rocessed, 

or mere l y marketed . If the commodity is to be processed , 

or stored by the association , both fixed and operating 

capital mus t be ob tained . If the commodity does not have 

to be processed or stored , the association must meet 

operating expenses only . 1 

1. See Appendix . Table XI for financing of Oreg on Co 
oper ~J.t l ve s Acc ording to Commodity . 
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2 . The type of association . Cooperatives may be 

classified into: (1) local associations; (2 ) federations; 

(3 ) centralized associations . In a local association , the 

financial program will meet the needs of the particular 

locality . In a federation, the locals generally control 

the policies of the federation . The federation is usually 

a selling agency and expenses are prorated to the various 

locals . Local s of federations generally use the same 

method in financing . In a centralized association, the 

locals are generally "talking locals . " The central asso 

ciation controls the financial p roe;ram . 1 

3 . The legal structure . From a legal standpoint , a 

cooperative may be : (1) an unincorporated association; 

(2) a nonstock association; (3 ) a capital stock associa

tion . An unincorporated association cannot sue or be 

sued , and as a result it cannot borrow, and its financial 

program will not be elaborate . A nonstock association 

may be financed by fees, a revolving fund, withholding, 

borrowing , and reserves . The capi tal stock association 

may be financed by the sale of capital stock , borrowing, 

withhold ing , and reserves . 2 

Association in using the methods , which have been 

1. See Appendix . Tables V, VI, VII , VIII, IX , X for 
financing of Oregon cooperatives according to types. 

2 . See Appendix . Tables I , II , III , IV for financing of 
Oregon co operatives according to the legal structure . 
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described in this thesis, should not disregard certain 

rules in setting up a financial program . 'rhese rules are: 

1. That the control of the association be kept within 

membership ranks; 2. That the cooperative be assured of 

sufficient capital to meet present and future needs ; 3 . 

That provision be made for the retirement of obligations ; 

4 . That reserves be maintained ( a ) to meet the demand for 

replacement of buildings , or additional equipment , and ( b ) 

to meet contingencies arising from unexpected or expected 

reversals in business conditions; 5 . That interest in an 

association be made legally definite . 

\Vhile a ll of the methods now being used do not meet 

the conditions coming under the scope of the above rules, 

the methods cannot be radically changed . Some methods , 

while objectionable, have practically become standardized . 

Under such conditions, the members should be educated to 

better standards of financing before change can be expected 

to take place . The provisions under Oregon ' s cooperative 

laws are the result of careful study, and the members are 

protected from non-cooperative practices which may be found 

in capital stock organizations operating under the general 

laws . As these practices are abol~shed, associations should 

reorganize under the cooperative law, and issue capital 

stock . 

This thesis has been limited to the considerations 
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discussed, due to the l ar ge number of a ssociations exist

ing in Ore gon and the scarcity of comp lete data on all of 

the a s s ociations . Data could be obtained through exhaus 

tive research on the fo llowing problems: 

1 . The extent to which goods are processed by Ore gon 

cooperative associa tion s . 

2 . The extent to which Ore gon cooperatives use their 

available facilities . 

3 . Th e possibility , and feasibility of uniting the 

small bargaining associations . These ass ociations , in 

general, are competing among t hemselves , causing an econo

mi c loss . 
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APPENDIX. 

Table I. Financing of Oregon Cooperative s Acc ording to 
Legal Setup . 

Table II. Financing of Unincorporated Associations . 

Table III. Financing of Nonstock Associations . 

Table IV . Financing of Capital Stock _ ssociations . 

Table V. Financing of Oregon Cooperatives According to 
Type of Association . 

Table VI . Financing of Bargaining Associatiops . 

Table VII . Financing of Local Associations Advanced 
Beyond a Bargaining Stage . 

Table VIII . Financing of Locals of Federations . 

Table IX. Financing of Federations. 

Table X. Financing of Central ized Associations . 

Table XI . Financing of Oregon Cooperatives According to 
the Commodity Marketed. 



Table I 

Financing of Oregon Cooperatives Accordine to Legal Setup 

T 0 TAL N U 1~ B E R 0 F AS S 0 C I .AT I 0 N S 

Fi:x:3d & C.:.rcu
l ating Capital F ixed Capital Ciroulating Capi·tal 

~ ;:.:: 
I I l 

Legal 
C1l 8 Ill 

() 

Setup 0 rl) 

~ +> ~ +> ,!.:l s..• .-':4 
0 IJ) Q) C.') C) Q) l C) Ill 
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p. ..,:> ~G-i+> "df....P f;! +> f.. b.O •r-1 f-1 •ri .,.., ~ b.O 
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t~ 
Q) Q) {./) !!? ()) Q) s::l ..G ~.£: ~ . .!:; i 0 s::l C1l '1::1 

•ri f-<..0 a A ·s C1l C1l ~I ~ o: 
•rl ?l C1l ·~ Q) ,-; 

s-. 0 f.. s ~ ~ s J . Q) 1>'1"1 :'$ f.. (I) o-1 I> 0 
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' IUnincornor atEIn 4 2 1 4 

Nonstock 48 16 8 1 4 17 2 44 3 4 13 27 27 

Canital c:>toc1 57 11 13' 29 57 26 . 1 1 14 6 2 35 20 14 

'!'.Qt_gl 10.-B 11 1~ 29 5_7 4~ R ~ 4 18 16 5~ f) 4 4R 48 __4_5 
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Table III 

Financine of Nonstock Associations in Oreeon 

T 0 TAL NU!,~BER 0 F ASSOCIATIONS I 
Fixed & Circu

la.ting Capital Fixed Capital Circulating Capital 

~ ~ 1 . 0 0 
m n ro 0 (/) 

!=l ~ M ~ .!.:i M ~ 
0 Cf.) Q) ro . 0 Q) 0 (/J 

-~Com.mod i ty ·rl 'd~ w op 0 Cl.l 
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.s:: ;1 . .s:: 
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Q) 0 Q) 0 Q) Q) 0 0 0 Q) ~ tfJ '6§ ..-1 Q) (!) (/J aS 0 ~ :§,.0 (/) <H~ ~~ ~z ~~ t: A o Q) 

~ 0.. ~& Q) j J.. Q)

§ Cl.l Q) J::i:Z. Cl.l ~Ji. g Cll M (/) ~ 

:z.~ M 0 M 0 d 0 o a> I (/) Q) 

'* 
Q) Cl.l 0 ~ 

•rl 
fl. ·-1-' p..,~ o+> o.P ~::a ~ ::a Cl) ~ ~ ~ ~ 

Fruits anrl 
VAaAt.RhlA~ 32 7 6 1 3 9 2 29 3 3 R 14 21 

~ 

:Q9-ir~ 2 1 l 1 2 2 ~ 

Cheese 
Factories 1 1' 1 

Canneries 
~-

ivestock 2 1 1 1 2 1 3 

Poult:rv 3 2 1 2 1 ::;; 

1uts 7 6 6 7 1 7 

Honey 1 1 1 

Total 4_§ 15 8 1 4 17 2 44 3 4 12 2 1 J 2 " 
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Table V. 

Financinrr of Orep:on Cooneratives Accordinrr _to Tvne of Association 

'l' 0 T A L N U !1 B E R 0 F A S S 0 C I .A T I 0 N S 
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l&.1:lng Capital Fixed Capital Cirolllating Capital 
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1 2 2 3 
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Tabl e VII . 
Financing of Local Associations 

(Advanced Beyond a Bargaining Stage) in Oregon 

Commodity 

Fruits and 
Vegetables 

Dairy 
Cheese 
Factories 

Canneries 
~~-

Livestock 

Poultry 

Nuts 
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'"flo t.A 1 
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Fixed & Circu
la.ting Capital Fixed Capital Circulating Capital 
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Table VIII 

Financing of Locals of Federations in Oregon 
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Table X. 

Financing of Centralized Associations in Oregon 

T 0 TAL NU1i B E R 0 F A S S 0 C I -A T I 0 N S 

Fixed & Circu
latin g Ca pital Fixed Capital Circulating Capital 

,.\4 ,!>4 I I I 
Commodity fll 8 fll 
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l=l +> S.. +> 
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Fruits and 
Vegetables 

l 
Dairy 
Cheese I 
Factories 

Canneries 

Lj_vestock 2 1 1 1 2 1 3 

Poultry 3 2 1 1 1 1 2 

Nuts 

Honey 

Total 5 2 1 1 1 3 1 2 4 2 



Table XI 

Financing of Oregon Cooperatives According to Commodity 

Commodity 

Livestock 4 1 1 1 2 1 4 2 

Poultry 8 1 1 4 5 1 5 

Nuts 8 1 1 1 6 6 1 7 1 8 

Hon_ey 1 1 1 1 1 

Total 09 11 13 29 57 42 8 2 4 18 16 52 5 4 48 48 45 
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