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Farm supplies have been purchased aawgamuﬁi%@ly in
Oregon for over 30 years. This field of cooperstive en~
deavor has become a sizeable business with an annuel salesd
volume of approximately six million dollars.

The rapid ﬁavelopmgnt of the supply cooperatives
following 1930 has giv$n r£safta numerous prabl#ma of
organization and management. In recognition of the need
for baslie information concerning the opersting methods

- ard financial condition of supply assoecistions, ﬁhﬁyﬁ@u

operative Division of the Farm Credit Administraticn has
made atudles of the supply movement in seversl atates.
A atudy of the Oregon ferm supply cooperatives for the
year of 1933 was carried out by John He Lister of the
Cooperative Division and the bulletin reporting the
findings of this investigation was released in Auguat,
1935, |
Data c¢ontained in the present atudy were obtained
by the writer in a personal canvass of the 62 ccoperstive
units involved., The splendid menner in which the man~
agers, directors, and employees responded to the requests
for necessary schedule information is deeply sppreciated.
Hrs We J¢ Wilcox of the Oregon Grange Wholesale,
Portland; M¥r., C. Es Banning of the Farm Buresu Coopersative



Exchange, Roseburg; and Mr. F. J. Becker of the Oresham
Berry COrowers, Uresham, gave material assistsnce in

planning this project snd in preparing field schedules.

Valusble suggestions and criticisms were given in
81l phases of this study and report by Prof, E. L. Potter,
Head of the Division of Agriculturs]l Economicaj Dr. M. Ne
Nelson, Head of the Department of Economics; and ¥r. Paul
Carpenter, Extension Economist (Marketing); ail of the
Oregon State Collage.



COOPERATIVE PURCHASING OF FARK SUPPLIES IN OREGON - 1938

Background of &eopnrativn Purchasing
in Oregon

The following few pages ere devoted to a brief inguiry
into the development of the cooperative purchesing movemsnt
among the ferm é@y&lati&n of Oregon. Attention will be
focused upon the physical growth as well as the icgal foune
dation of Oregon sooperatives.

ﬁi&@ﬁﬂiﬂAL DEVELOPHENT» Farm supplies were first
handled cooperatively in this state during the yeear of 1808
as & service division of the Eugene Frult Growers Associa~
tion of Eugene, an assoclstion orgenigzed primarily as a
merketing cooperatives By 1916 the number of cooperatives
doing & supply business had ineressed to 43 one of which,
the Fermers Union Cooperative Warehouse of Dallas, was dis-
tinetly & supply cooperative.

Development of the movement was slow until the cioss
of ﬁha World Wer periocd; but following 1980 there came s
noticeable speeding up of the cooperative farm supply busi-
ness and by 1926 the number of such orgenizations had ine
oreased to 16, helf of which were true feed and warehouse
cooperativeas, The spread of the patraluﬁm coocperetive
following 1930 brought the most rapid mumericel growth of
supply sssocliations with 335 orgenizations of this type
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being set up between 1930 and 1936+ An early venture in
the eooperative purchasing of petroleum occurred in Umatille
County in 1919, but it wes not until 1930 that any real
development was to be noted in this fleld,

Reference to Table 1 will serve to clarify the sbove
digoussion and to show the relative growth of the three
divisionas of the farm supply cocperativess At the present
time thers ers 62 cooperatives doing & sizesble supply busie
ness and of this mumber; 21 associations are primerily
marketing organizetionss The 62 cases studied sre divided
into 34 petroleum associmtions, 14 feed and werehouse
associations, and 14 unclassified sssociations: This
clessification was adopted as indicative of the major lines
of supplies handled and doea not by any means delimit the
field of the respective orgesnizations because there is &
great deal of overlapping in kinds of supplies scld.

TERRITORY SERVED. The most repid development of the
cooperative movement came in the diversified and thiekly
settled Willamette Valley of Western Oregon. With ﬁhﬂréx*
psnsiocn of tha.@at&al&um cooperative, the movement advars ed
rapldly into Eastern and Southern Oregons A%t the preasent
time the only sections of the state without cooperative
supply service of some kind are contained in € countles,

2 on the Coast aﬁﬁ 4 in the sparsely settled range country

of Central Oregons
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Only 3 associetions sre attempting to operate in terri-
tories larger than 3 counties; one of these associastions
condueting & state-wide business by the mall order method
and the remsining 2 opereting branches in territories west
of the Cascaede Nounteins. The great majority of supply
cooperatives are single county units catering to a strictly
local clientele. The map in Figure 1 i1s & plectorial presen-
tation of the distribubtion of supply cooperatives in (Oregon.
From this map it is clear that the supply cooperative is
iimited to the ferming areas of the state and that the
territory served forms almost a semlecircle sbout the range
plateau of Central Oregone

INFLUEXCE OF RECIONALS. Two regionsl wholesale co-

operatives, the Oregon Grange Wholesale of Portland and the

Pacifiec Supply Cooperative of Walla Walla, sre operating in
Oregon &t the present time and these two wholesale orgsul=
gations have 43 affiliastes emong the 62 associations in-
cluded in this study. These overhead organizetions have
confined their efforts principally to the sale of petro-
PR yiadﬂébs,.harawarn, ziaétbical appliances, farm ma~
chiuery, suto supplies, snd other lines affiliated with
these itema, It is the function of the regionsl coopera-
tive to serve as the means of carrying cooperetion one
step closer to the primary sources of supply through |
pocling the purchasing power of the affiliated local unit 84
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The movement which led to the growth of the petroleum
associations was already under way when these regionals
were orgenized, but there can be little doubt that the
regionals have contributed much to the expansion of co=
operative purchasing. The influence of these wholesale
groups has taken the form of actual asslstance in the
organigation of new cooperstives; the meintenance of field
men who aid the local in salea, sccounting, snd intevnalr
problems; and at times, the extension of credit by the
reglonal hes been of material benefit to the local. In
aeddition to these services, the regionals have provided
a cooperative source of dependable goods availabtle et a
reasonable cost. Regienal associations have & great ope
portunity for bringing about further integretion and ex-
pansion of the cooperative movement, but the attitude of
most local assoclations is that the overhead organization
must not urge the eastablishment of new cooperatives where
conditions do not justify the ventures. These affiliates
usually consider the resl duty of the wholesale orzaniza-
tion to be service to the loecal without jeopardizing the
interests of the member assoccietions through unjustified
expansion of either local units or lines of supplies. A
number of managers are adopting & broader view in the sbove
respect and are realizing that it is very difficult for
the regional to handle only lines which would satisfy all

the locelsa.
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LEGAL BACKGROUND OF OREGON COOPERATIVES. Since 1900
the state of Oregon has provided for the organizstion of
nonsprofit cooperetive associations under a division of the
state aargeratién laws, but most of the cooperatives now
doing business in this astate are organized under the amended
1916 codes This lew provides for all types of cooperatives
and does not refer to agriculturgl cooperatives exclusively.
Five or more persons may Jjoin together to form a cooperative
and after conforming with the law in resapect to the filing
and content of articles of asaaaiatién and by~laws and the
payment of amnual license feea, the cooperstive association
may conduct business in mach the seme manner s any general
corporetions However, the cocperstive law limits dividends
on stock to € per cent per annum and provides for the
manner of dlstributing esrnings on the basis of patronags.
The use of the name "cooperstive” is limited to sssocclations
erganimndvnn&ar the provisions of the cooperative stetute
end protection for association m@mba#a,iafprevi&ad by the
gection of the law which makes mendetory upon the associs -

- tion the issuence of en annusl accounting of individual

interest to any member upon request. This accounting is
s statement of the interest of the member in the net worth
of the orgenizaticn but the law does not provide that the
merbey ey withirew this equity upon demand. In general,
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the cooperative statute has proved satiafactory and of

the 62 essociations studied, only £ associetions remsln
under the general corporation lew. Zleven of the 62 co=
operatives have been reorgenized one or more times and

of the 11 sc reorgeniszed, the primary reason in 10 cases
wes to bring the group into compliance with the cooperative

low in teehnieal construction sa well a3 in substance.



Method of Operation

The relstive efficiency of s ecooperative unit must
depend to & considerable extent upon the methods employed
in conducting the operations of that organization. Thess
in turn may often be traced in varying degrees to the co»
ocperative business philosophy of the membership, dirsctors
and personnel. In some cases thess ideass of operation are
- not based upon past experisnce in similer lines of busineas,
but seeningly follow the principle that & cooperstive need
not be bound by the common rules of organisation and mansge~
ments Those few aascciations in which the menbership bee«
lieves that the orgsnization should be able to operate for
less, sell for less, and always pay dividends have found
ell the problems relating to finamneing, management, and
membership relations incressingly diffieult. The most
successful cooperative units are employing essentlally the
same methods of business operation as heve been used in
similar privete business units.

SUPPLIES HANDLED. As an introduction to the dias~
cussion of operating methods, we must investigate the veristy
and types of supplies handled by thess aassociations. Teble 2
indicetes the frequency with which the wvarious supplies were
handled by the 62 reporting cooperstives. Petroleum praiucts
and puto supplies lesd sll lines, primarily becsmuse of their



freguency in the petroleum groups
item in the listing snd is handled by almost twoethlrds
of the petroleum units and one-half of the feed and une
classified assoclations. Renking below hardware in orders

10

Hardware is the third

Teble 2. Frequency with which Certain Products sre Handled
by 62 Oregon Cooperatives Hendling Farm Supplles, by type
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lation lies in the indication of the widening flelds of

the various cooperatives.

. and occupying the next four pleces, are fea&,,fartilizaxg
fmaahinﬁyy, and seeds The real significence of this tebu-

FYor example, the pstroleum

 assoclations starting after 1930 as the sow-called "gas
| co~opa"” handled few 1%amé'autgiéa the lines of petroleum
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products and euto supplies; but with the decreasing margin
in these goods coupled with the desire for greater sales
volume, it has been neecessary to branch into new lines.
Theae new lines have most freguently included hardware,
electrical appliances and machinery. These last mentloned
lines have been classed as "high margin” goods and the co-
operative has found that it can return a reasl saving to the
member when'he.buys such merchendise, There is a tendency
among the petroleum units to add feed, seed and fertilizer
in order to provide a more complets service., The same
trend is found in the feed and unclassified divisions but
i8 less pronounced than in the petroleum group.

Only 9 associations are carryir; groceries and dry
goods, and several of these are not st all enthusiastic
over the prospects in this field. The associations not
carrying suahvﬁanaumﬁr goods are practically unanimous in
the opinion that these gooda have no plaentln‘a farm supply
cooperative, Heasons sdvenced for this view were based up-
on the low margins prevailing, reletive efficiency of pres-
ent private sgencies, inadequate cooperative personnel and
the possibility of additional credit problems. The farm
machinery business is being developed rapldly by Uregon farm
supply cooperatives and already & number of these organize-

tions hold the locel franchise from "old line"™ mechinery
menmufacturers. It appears that the supply cooperative has

an excellent opportunity of developing into & well rounded
business unit providing broad service and substantial
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savings for the membership. The one real danger of exe
pension into too many lines of goods lies in the airfi-
culty of yraviaing adequate service at low cost where
the volume of sales in esch line 1is not large.

SOURCES OF SUPPLY. Thirty petroleum sssociations
reported purchase of 85,8 per cent of their supplies from
- the regional wholesale crgaﬁiaatiaﬁs to0 which they belongs
A large percentage ahvula be expected here because all
petroleun products supplied the local units are purchesed
through tharﬁantragt of the regionals with the oil come
panies. This figure of pramctically 86 per cent 1adicate§
the important position held by the wholesale organizetions
in the development of a cooperative souree of suppiles for

petroleum cooperatives, Teble 3 resdily shows the lsck

Table 3. Sources of Supply of 56 Oregon Cooperatives

Han@ling Farm Supplies, by Type of Association, 1838 ,

Source of Supply All Peﬁralﬁum Fesed ﬁnclaasifiaﬁ
- | Per  TPer  Per  Ter

~ cent cent cent cent
Regional Cooperatives. 48.7 85.8 7 1.9 946
Hanufacturerse.ccssvene 254D 740 403 - B2.8
JODDOPBssssnossnvnesss 218 624 419 379

Local Producers.ssssre 40 48 16.1 none

of~§ay regional organization to serve the feed and un-

classified amssocistiona. ¥eed cooperstives, where most
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of the operation is of a manufacturing nsture, purchase
mogt of their grains end concentrates directly from
jobbers and manufacturers, with about 16 per cent of their
supplies coming dirsectly from the local producerss The
anclassified units handle meny specialty lines and pur~
chase 52.5 per asntvqgvths1r~anpplié§’fram the menufactur-
era. Seversl of the uh@lﬁaaiﬁiaﬁ gréﬁp sre members of

- the regionals, as 1s evidenced by ths.puéahase of about

10 per cent of their supplies from that source.

There may be & grﬁﬁﬁal ineresse in regional pure
chases among the feed and unclassified units as the whole-
sale cooperatives add lines handled by the locals, or
vice versa, but the bulk of the purchsses in these di-
visions will probebly continue to be made from jobbers
and manufacturers. This caﬁditian,iakyrababla; partly
because of the nature of thé products purchased, but
magtlg because there 1a;ao‘aaaeertaﬁ effort among these
nagociatzona pointing in the direction of collective
buyings It appears thaet several of the feed asgoclations
might yrafiﬁably pool their arﬁers»fur concentrates, and
that certein unclsssified aasaﬁiatinnﬁ might act together
in ordering rsrtilizcrs anﬁ spray; but, thus far, no
group hes taken the initilative in this ﬁireatian;
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PRICING POLICY. Contrary to popular belief, the
ma jority of supply cooperatives are not making s practice
of cutting prices below the prevelling competitive lavals;'
In 39 of the 61 masociations reported in Table 4, the
pricing policy is 1isted as msintenance of the local com=
petitive price level on similar merchandises The "cost
plus" plan of pricing 1s used most frequently by the feed
associations where the bulk of the products handled are
manufactured by the same organizatlon. Sevaral feed CO=
operatives reported that they practically set. thm 9viao
in their territories, and the logical method of pricing

is cost of mnnnfacturing plus & ressonsble margin to

Teble 4. Frieing Policy of 61 Oregon Cooperatlves ﬁan&ling
Farm supplisa, by ?ypa of &asociahian, 1938 ,

o <t AP A A A A

Baais of Price , : All Petro- Feed ﬂnalaaai»

leum e fied
Qﬁp&titi&:& ABEERRIRERE R LA RIS 5@ 22 151 | 1l

Combination of Compe=

tition and Cost ?1113»11{;;9 see B & - 1
Cot PluBeerrsnssasnssnssssses 8 - 7 1
Combination of Compe=- ,

tition end Below Competition. 5 5 - -
Bel“ GM?@titiancn«nuatttwpnﬁi ‘“ﬁ” l . 1 “%.w

Associations Reportingseesess 61 33 14 14

cover operating costs end additions to reserves, Only 3

units deliberately set their prices below competition and
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at lemst one of these ls trying to work back to the come
petitive level. The combination policy is used most ex-
tensively in the petroleum division where the retail
price of such lines as petroleum products and machinery
gre set by the manufacturers These units stay with th§
established prices where necessary, but do sell several
of the “ﬁigh‘mgrgin“ lines below competition.

The strong preference for meintaining the competitive
price is based upon the belief that better local relations
result and that this system is a fundementeal of sound busie
ness operation. Nost associations do not desire to stir
up bad feelings emong local businessmen and belleve that
cutthroat competition benefits no person or organization.,
Pricing in such & menner thet the cocperative may bulld
& reasonable working cepital reserve and pay moderate
dividends has proved good business procedure. The earnings
eceummlated serve as a buffer in case of unforseen circum-
stances and the dividends are generslly considered & sign
of health, as well as & very effective advertisement of
sooperative benefits. One manager states that his only
advertisement i1s regular dividends and to pay such diviw
dends, there must be a fair margin on &ll sales. 4s a
group, these angpiy cooperatives are working out their

pricing plens in a very satisfectory manner and little
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4iffienlty is being experienced with thls phase of
opereation.

SALES METHODS. The average supply cooperstive has
besn reluctant to adopt the sales promotional methods
smployed by privaete business concernss There is a conw
siderable element emong cooperstors which believes that
this type of orgenization should not find it necessary
to advertise or actively saak out prospective customers.
This view has conaiderabls merit because there sre msny
members who always think of their essoclation first, and
to them advertising appears to be an unnecessary expense,
Some locsl sdvertising has proved éf material benefit to
certain sssocistions, particularly after the assoclation
nas assumed its place among the going business establish~
ments of the community. This sdvertising and sales pro-
motion has not essumed large proportions, but has been
helpful in keeping the services of the cooperative before
the community at large.

The most frequently used sales method of 61 associs~
tions reporting (Table 5) is solicitation by the manager
gnd this means is employed most extensively in the petroe
leum group« The petroleum associations likewise use
solicitation by directors and through farm organization
meetings more frequently than either of the other two
divisions. Advertising in loocsl papers was reported in
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Teble 5« Soles Nethods Used by 61 Oregon Cooperatives
Hendling Farm Supplies, by Type of Assoeiation, 1938

Shiv AN A s S 38 b AR AR B A WP TS5 R Ao K e USSR M s P g

¥ethod A1l Petro- Feed TUnclessi-~

leum fied

Solieitation by HenegerPs..s 3B 26
Solicitation by Directors.. 13 S
Local E&Vﬁt‘tiﬂiﬁgtv Y Y L 28 il
Farm Organizationsesesssses 15 11
'fmek DriverSessnssrsennnae 11 e
Fleld HaDesssssorssrnanssun 8 3
FODBussercssovasersbsanivey 9 1
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28 cases and provided the most important single srnles
method of both feed end unclassified assoclations. Truck
drivers serve as salesmen in ¢ petroleum units and this
combination of duties sppears to function well in such
orgenigations. The truck drivers are acting as sslesmen
in only one sach of fesd and unclassified associations.
One reason for this difference lies 1ln the feot that most
petrolenm cooperatives provide regular delivery service,
whersas the other two divisions provide aﬁah service in
only & few scattering osses. Nine assoclations report
that they do not solicit aﬁy buginess and %hikmﬁoziayvia
most prevelent in the servies ﬁapartmanta,nf marketing
organigations. in mﬁay;af these marketing cooperatives,
no emphesis is placed upon the development of the supply
department, as suche Fleld men sre amplayaﬁ by B asso-

ciations end are ususlly an effective means of solicitation,
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but sueh specialized help cannot be employed by the smmller
units, In these latter units, the work of a field men
must be performed by the menager and deliverymen as & part
of their regular dutles.

| Prom the above discuasion, ;t appears that the
average supply cooperative has not found it necessary or
advisable to spend large sums of money in seeking and
retaining gatr@nagbg,aﬁﬁﬁcvar, nost ansseiati&na ragart
that they find a g@ﬁtitabia investment in & nominel smount
of strictly local advertising; whether in newspapers,
through & news letter, or by other meens. This type of
sdvertising is not expensive and does serve to keep the
nsme and products of the cooperative beforse the entire
farm population In &hc_&iatwie%._ Some pﬁbligity?h#unily
elds in creating a desire to be sssociated withiﬁh@‘mﬁ#&~
ment involved, end in lins with this ideas, several manw
agers expressed the view that sll Oregon supply coopsara=
tives may well combine in & common effort to publiclze

the farm supply association. Such action would take the
form of institutionsl sdvertising, which would emphasize
the benefits of cooperative action and the place of the
farm supply cooperative in sgrioultural production, as
contrasted to the omiinary advertising of speclfiec
products offered for sale.
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CHEDIT PULICY., The most perplexing problem in the
‘operation of most business is the metter of credit and
cooperative organigetions have experienced their ahars
of difficulty in this line., lNenagers end directors
report thet credit in its verious engles has led to
many trying situetions; so many, in fact, that the present
tendency is toward strict 30-dey oredit wherever cash is
not demanded at the time of purchass,. Of the 61 reporting
sssocistions listed 1n,Ta§le 6, no special 1imitetions on
the credit §rivilage is the practice of 35 organizetions
slthough & of this number grant a discount for cashe In
these cases thavmanag&r is‘ahgrgﬁd with the task of granting

Cradit Plan . All Petro- Feed Unclasale
Lo 1aum | fied

eaﬁh, ne Qmit#tt‘.#tt#t»%t’ﬁﬁ 10 8 . s
Very Limited Creditscsssscccnns & 1
No Speciel LimitationSessssws ess SO 10
No Special Limitations, but . o
Hensger Hesponsibleésesssess ¥ g* L Sa 1

5

2

-3

Credit to Amount of Inveatment.

Ho Speecial Limitstions, but
Discount for Qﬁﬁhbtgt:*».na;;

Limit Set by DirectorBesssvesss

1

-

e
3 - I S

Assoclations Hapurtiﬁg..t.,.. él 55 14 14

% Two menagers in Uhis group ere on @ Cesh Dasiss —
and supervising the credit, but is not financially respone

‘sible for losses which mey result. '?ngvg cooperatives



report operation on a utr&etly cash basis and 8 other
units sre operasting with very limited credit. The manager
is personally responsible for all credit granted in 6
organizations, and although this raspmnaihiiity may ceuse
_th& manager to be more cautious, it is of doubtful value
in case any large losses occur. Two of bhese 6 menagers
are operating on s easp baaia and are taking this means
of avaiding.unyépﬂasibiééaéssaa‘framfbﬁé“aeaaantse The
- essoclation direntors are aaaﬁming the direct control of
credit extension in only 2 cases, both 9&trﬂlaum units.
This method shifts some of the responsibility from the
manager and mey be s good system if the directors are well
“posted on the finsnclal atgtn& of the membership, Only 2
associations are attempting to limit credit to the amount
of & member‘s equity in the net worth of the business.
This method has proved an effective means of evoiding bad
 debt losses because of the limitation upon the emount of
credit grented and the provision for cancellation of
equities to cover the unpsid balsnces. The ebove plan of
credit control is used most eesily where the essociation
issan certificates of equity or indebtedness and such
vertificates may be deposited to secure the sccounts.
Petroleun aaaaninﬁinns have moat effectively zon»
trolled their credit problems according to the compilation
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of eredit periods in Table 7. This group reports that
8643 per cent of its sccounts are on a current basis and
that only +6 per cent of the credit ia carried pvér &
yeare In contrast, we note the record of the fesd and
unclassified groups where only about 50 per cent of the
accounts are of the current 30-dsy type and from 2.5 per
gent to 4.1 per cent of the credit runs over a year. This
longer credit period is primerily the result of the supply
Table 7« lLength of Credit Period Reported by 58 Oregon

Cooperatives Hendling Farm Supplies, by Type of
Association, 19038

e et e e B A S A AR 5 A e 5 P S o s S

Credit Period 411 Petroleum Feed Unclassified

Per Per Per Per
cont cent cent cent
30 days Or lessS.see 6043 8643 55.0 47 .1
Over 30 dayBessesan 3047 1547 4£5.0 52.9
Over 1 yeaessssass 149 6 245 4.1

sctivities of several marketing orgsnizations which furnish
the members with supplies throughout the sesson and gollect
for these sdvances only upon settlement for products
marketed. The credit problem of these marketing units
will be given further attention in the aeahien.danling
with the marketing-purchasing combinstion.

The most sericus credit problems are to be found in

those cooperstives where the credit policy has been loose
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over & period of time and the need for tightening of terms
13 now being realiged. Managers find declded cppﬁsiﬁien
to their efforts in the direction of credit limitation,
but are finding it necessary to proceed in spite of losing

s few petrons in the process. Bad debts in a gooperative

. supply organization dealing almost entirsly with its own

membership are difficult to justify because, in effect,
such losses penslize the member who pays for his goodas
While some credit is undoubtedly necessary in most essocl-
ations, it must be limited in amount and duration and
mst be judiciously granted if losses are to be avolded.
The successful operation of those cooperatives selling
only for cash or on definite security refutes the argument
that open credit is an ebsolute necessity in all modern
business, and the experience afyhh&ua groups mey well
serve as en example toward which others might point.
DIVIDEND AKD RESERVE POLICY. The dividend and
reserve policy of & cooperative association ia an impor-
tant element in membership relations, as well as an ine
diaatar.af operating efficiency and finsnelial soundness.
in the discussion of this subject, treatment of the
meterial is simplified through separating the two ele-

ments, dividends and reserves.
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The besls upon which dividends are declarsd varies
considerably, but the “percentage of gross gurahaaea“
method is most widely used smong Oregon cooperatives.
This system has the sdventage of simplicity and is the
means of determining the smount of dividends in 23 of
the 60 associations reported in Table 8. Hine units have
refined the gross purcheses base into determination ae-
cording to purchases in the various departments., The
latter plan is obviously more squitable since it allows
for the verying rates of profit on different cleases of
goodas The dividend based upon & percentage of grosa
Tsble 8. DBasis of Dividend Declaration in 60 Oregon

Cooperatives Handling Ferm Supplies, by Type of
Aaaneiatian, 1838

Dividend fﬁas# | A1l Petro- Feed Unclassi~
leum fied

Percentege of Uross Pure
ChEBBEB s cssosvpssasvssnss B 10 1]
Percentege of Purchases
According to Department.. @
Flat Eate per Unit of
Purchasg@esesesesvsnsnsons B
Porcentage of larkup on
PRrehaSeSssssssnrnsnvesss 8
Combination of Gross Pur~
chases and Flat Hatesssee 2
Combination of Deptt Pupr~
cheages and Fiat Rates.sse S
Hone on Supply Department.. 7

1
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markup sppears most falr but involves extensive b@@kkeﬂg&ngt,
aince tha markup on every item purchased must be recorded
in tha member's sccount. In spite of the destalled ﬁark
involved, ©& petrolewn associations are now making use of
this dividend baaes Similar to the "percentage of pur~
cheses sccording to department® is the flst rate per unit
of purchepe, whinh‘allmwa for varying rates of profit and
is easily computed on such supplies as gas and oll. E&ghb
associations use this flat rate method exclusively and 5
other groups ere using this plen combined with the per=
centage of gross purchases or percentage of departmental
purchases, Seven marketing e@cpa?ntiwaa-ga,aat pRY any
dividends on the purchases mede through the supply depart-
mente. Any sernings sccruing from the supply business are

'thragn into the reserves of the ssscecistion and often serve

to incresse the return on the producis marketed. Severel
of these marketing cooperatives are plamning to separate
the supply department from the marketing operation, and ,
as a separate accounting unit, it will pay its own way
and dividends on supply purshases will become policys

Of the 56 associations reporting the freguency of
dividend declarations, 36 arganizatiaﬁa are on an annual
basis which seems to have proved most satisfactory from

the sccounting angles REight units pay dividenda semiw



ennuelly, 2 associations pay quarterly end 4 groups pey

monthly. All but one of these last 14 associations are
petroleum organigations in which the dividend computation
is comparatively easier than in the feed and unclassified
divisions. This computetion is ususlly easier in the
patrolaum asgsociation because of the relative ease of
taking inventory et frequent intervals snd the use of the
flat rate per unit method of dividend payment. Although
this flat rate dividend may be contimmed from one pericd
to the next without alteration, any dividend period of

~less than a year grestly increases the office work of the

aassoclstions Six cooperstives sre using a combinetion of
the sbove dividend periods because they have found it de-
sirable to met different times of psyment on the sales of
the v&#iaas departments. The wide preference for the
anmal dividend is logical because such a dividend may be
declared after exemination of the annual financial reports
and computation is held to & ﬁinimum, uaun11y,§a1ng per-
formed duringﬂéﬂéféiack season from January to Merch,
Cash is the most frequent method of dividend payment
ﬁnd is used by 28 of the &3 assovciations reporting in
Table 9« The aash’pian is probably the most effective

' practice from the standpoint of the patron and can be

used by those assocliations with sdequate reserves and
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capitals In sddition to the necessity of adequate fine
ancial backing, the assoclation attempting to pay & cash
dividend must be in & good current position st the time
of dividend payment. A few associations bave wealkened
themselves materislly by paying a cash dividend which
practically destroyed their current cash position at the
tinme,

The certificate of indebtedness or éividend certificate
under & number of different names, ususlly bearing from
3 per cent to 6 per cent interest, is used by 12 organl~
zations for the purpose of bullding a working capital |
revolving funds Most of these latter assoclations plan
to revolve these certificates in s maximm of five yearse.
This type of revolving fund 1s, precticslly speaking, a
member loan to the busineas besring a nominal rate of
interest, ordinarily non-transfereble and without definite
maturity. Stock dividends are issued by 5 units and a
book oredit is the practice of 4 associstions. The stock
dividend is not widely used and,aava?az mansgers report
considerable member resistance to this type of dividend.
The book credit is the same as cash to the member since
it serves to reduce his amecount or may be used to purchase

goodss One mensger of an arganixatien using the book
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eredit dividend reports that the plan has & tendency to
slow up payment on sccounts receivable, because s meuber
tends to let payment "slide" when he believes e dividend
will be declared to reduce the account. Pertlial cash
dividends sre psid by 4 sssociations who pey the balance

in stock or cﬁrtifieata;af indebtednoasa.

The tendency in the payment of dividends is toward

the cssh dividend, payeble snnuaslly and based upon de-

paptmental purchssess This method 1s coming to be con=

 sidered most effective from the stendpoint of both member

and association, and its use is being contemplated by &

nunber of orgsnizstions now operating under other plans.

 Table 9. Hethods of Dividend Payment in 53 Oregon Co-

operatives Handling Farm Supplles, by Type of
Agsociation, 1988

Form of Payment = = All Petroleum Feed Unclassified

Cashiavesssnrssrnnnnvens &8 1% &
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HESERVE POLICY. The reserve paliay ar & aaapaznw
tive is claaﬁly related to its diviﬁenﬁ paxiny, since the
method and time of dividend psyment have a bearing upon
the need for working capital reserves. Kost associations
make use of the valuation reserves, such as depreciation
and bad éebts,'aa & matter of regular procedure and ade
ditions to these reserves are trested &8s expenses of
operation. It is when we consider the working capital
reserves that the wide range of practice ms between assos
ciations comes into view. Of ﬁhﬁ 60 reporting unite, 35
groups state that sam&,@ansistﬁnt plan is followed in
regard to maintaining or building the associstion reserves.
Approximetely 50 per cent of the petroleum and unclessie
fied cooperatives report the use of a consistent reserve
plan, and about 65 per cent of the feed division ere
following & regular system. Of course, the consistent
- plan differs & great Gesl as between associations of the
three major divisions, and even among organizations of
the seme generel classification. A number of the regional
affiliates are making a practice of reteining the wholew
sale dividend as the regular eddition to the reserve.
Wheres either the certificete of indebtedness or the stock
methods of div&dem& yayment are in use, the usuel practlce

'is to declare the bulk of the earnings in dividends since
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this amount is retained in the rsval#iag':ana_gr”3ﬁaak
retirement reserve ﬁ&t&l,%h@‘gsaaaiatian sess fit to
start the turnover. Where the cash or book credit divi-
dend 1s used, the usual hold«~back cf earninga is sbout
19 per cent, but has spproached 1!@ per cent in several
cases during the aawiy éevalapmont and axpanaian pervicd.

~ In order to eamgly with the aaaparativs laws of
Oregon, any assoclation retaining all or part of 1$a |
earnings withaut é#ﬁlﬁfﬂtﬁﬁn~$s dividends ghould main-
tain an sccurate record of patron equities Iin such re-
servess The declaring of all earnings as dividends, in
any desired form, prﬁﬁlaﬂaa the need for such records;
because it is to be assumed that the dividends are based
upon patronage and have equitebly divided all evailable
savings. Only 8 of 59 sssociations report the main- |
tonance of such 8 ledger in which the reserve equities
of all peirons ere recorded.

The £5 cooperatives reporting no consistent reserve
plan are doing whatever appears to be advissble or neces-
sery at tha~§1asn of the accounting period. The most
apparent sdvantege of a definite plen in this respsct
lies in the assurance to the patrons that dividends will
not vary grestly under similar conditions. ¥Further,

the association management and directors can plan for



30

working funds in view of the reserve policye. The estabe
lishment of a definite reserve plan is much easier of
accomplishment after an sssociation has operated over

& period of several years and has estzblished 1itself
finaneielly. The majority of the older cooperatives of
the group included in this survey are now fallowing &
planned and consistent policy in regerd to their oper-

eting eepitel rescrves.
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¥embership and Directors

Ko single secilon of this study evoked more interest
among the assoclations concerned than did the questions
of membersiilp and membership relationa. Hanagers end
directors alike are deeply concerned over the problem of
maintaining the interest of members in their ﬁﬂﬁaﬁiatiﬂnﬂ#
This question ef mambarship is of primary importance ta
every manager, and constitutes one of the most pressing
and ever-present problems of cooperative managements The
manageuent is concerned not only with making the member
feel ownership, but also must give attention to the growth
of membership and to the most effective division of re-
sponsibility as between directors and employed personnels

ﬁE%BERSﬁlF AKD PATRONAGE. The total reported member-
ship of the 62 associatlions studied waa 31,411, or an
aversge of 507 members per organigation. It appears that
these 62 cooperatives serve practically 50 per cent of the
farm units in their territories. The problem of member-
ship interest is very apparent when the percentage of ine
active membership is considered, This percentage of ine
sctive members is over 20 per cent in all three divisions,
éarying from 23.6 per cent in the feed group to 213 per
cent in tﬁc petroleum group with the average falling at

£2+4 per cent. liost of the persons interviewed expressed
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the opinion that some means of either bringing these dor=
mant members back into aativn‘particiggtﬁqn or ﬁlearing |
the organization of such "desd timber" should be devised.
This body of insctive members is of little, if eny, value
'to the association.

Kon-member business served to bring the total active
patronage to 30,014, an average of 484 patrons per unit,
and these non-member patrons form s primery source of new
membars. Feed acmpar&tiveavshnw the largest percentage
of non-member business with an average of 29.9 per cent
as compared to 8.7 per cent for petroleum and unclassified
gssociations and 16.8 per cent for all essociations. ¥he

Table 10. iembership end Patronage of 62 (regon Coopera«
tives Handling Ferm Supplies, by Type of Association, 1938

All Petro~ Feed Unclassi-
leunm fied

Total Reported Wembership.. 51,411 10,681 13,108 7,672
Active lembership Reported. 24,381 8,364 10,019 5,998
Percentage Active Vembers.. T7:8 7847 76«4 78,8
Average NHemborshipesecserese - BOY Bl 936 548
Total Patronsge Reported... 30,014 9,150 14,8284 6,571
Percentage lMember Patronsge 8ls2 P13 T0s1 9143
Average Patronagdiececsesees 484 269 1,020 469

everage patronage and aversge membership per unit are i
tabulated in Table 10, snd it is interesting to note that
non-member business serves to more than compensate for

- the inactive membership of the feed cooperatives. Petros

leum associations have the smellest aversge membership



33
and feed mssociations the largeat, the range being from
3513 to 936 with the general mverage standing at 507.

MEXBERSHIP SOLICITATION. fThe solicitation of new

mémbers reats in the hands of sssocistion employees in

- 19 of 60 ceses as reported in Table 1l. No sclicitetion

Table 11, Membership Solicitation in 60 Oregon Coopera-
tives Handling Farm Supplies, by Type of Associetion, 1938

A B R 1R et S L SO

¥ethod of 3oliecitation All Petroleum Feed Unclessified

A e A L AR S A P H A P OO A8

Employeessssseonssannsne 19

; W

5 3

Employees and Yembers.. i 1] 6 1 3

Nembers or Directors... 10 7 2 1

Truck D?i?ﬁ?ﬁttcaﬁlauit B 2 - -

Fileld Mﬁngutthtqtnqtcp R - 1 1 S

Hgnentﬂﬁiéﬁﬁﬁtilittniﬁ‘ 14 5 B %
hAssoclations

Reportingescsvansos 60 32 14 | 14

of any kind is the policy of 14 cooperatives and it appears
that the petroleum grnupxis;mest'aativa in campaeigning for
membership. In the petroleum division members sided
solicitetion in 13 of 32 cases peported. A number of
managers stated they were ah#rgyﬁ with the responsibility
of seeking members but had 1ittle time away from ﬁha plant

in which to do this work, From the evidence presented,

- 1t appears that the association members eauld do mueh

more than at present in the obtaining of new members,

particularly by working through their farm clubs and Ore

- ganlzations. Fileld men provide an effective means of
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solicitation but are availeble only to the larger cooper-

atives., A good men in the delivery service of en organie

zation has & fine opportunity to combine solicitation with
his regular duties and & few units are using this method
to advantage.

HAINTERANCE OF MEMBEHSHIP INTERESY. The task of pe-
talning the interest of a cooperator in his organization
after a few years of operation is not so simple as might
bé assumed. Meny cooperatives have been organized bew
2zuse the farmers felt they were not receiving a sqnara‘
&oaiyfrcm existing agencies. Too often the member haa
lost much of his fervor as soon as the real or fencied
injustice has been corrected, and when the organization
settles éuwn to ordinary every-day business there does
not seem to him to be much advantage in memberships In
several cases, managers reported that their membership
problems could be traced back to pre-organization days
when some "high-powered" orator had promised the people
too much benefit from eacperationa‘ |

Se long eas the business is running smoothly and
everyone is satlsfled, it is very difficult to arouse
interest in the affairs of the cooperative. Six associe
ations are using dinners, picnics, or shows once or
twice & yéar in an effort to meintain interest., A few

associations use a plan of holding monthly unit meetings
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in the various loecalities which they serve. One cooper=
ative has had fine success with the dinner idea and in
recognition of the fact that the average member hesitates
to express himself bhefore a erowd, the manager end di-
rectors prepere & set of pertinent gquestions concerning
the management and policy of the orgenizetion and each
~merber indicates his attitude on the mimeographed form
st the time of the dinner. The response to these ques~
tions has been very good and & similsr plan might be
used succesafully by other groups who find it difficult
to get s membership opinion. HNews letters have been
issued more or less regulsrly by 24 associations and sre
reported to be one of the best mediums of scqualinting
the member with the operation of his cooperstives. These
news letters cerry some sdvertising of associstion pro-
ducts, discussion of farming conditions and problems,

and items of a local nature which are of interest to the
membership. Farm organizations are used most extensively
a8 a means of furthering the ceuse of the cooperatives

in the case of the petroleum group where 13 assoclations
reported meteriel benefit in membership relations through
ferm organizetion meetings, Three feed assocliations are
closely affiiiatad with farm orgenizetions, and one

miscellansous assoclation reported the use of this method
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of furthering membership relations.

Another method ¢f sequainting the member with his
association is the "aasociste director" plan used by
several Eastern @reg&# cooperativea. The essence of this
plan is the election for one-yesr terms of assoclate, non-
voting directors in the same nurber as regular directors
with no re-election for these associate directors. In
this way it is hoped that over a period of yesrs & failr
percentege of members may have come into close contact
with the actusl operation of the business., These assocl~
ste directors attend all regulsr board meetings and,
while they do not vote, they do ses how the organization
is opersted. The only diffieculty discovered in the plan
lies in the kaeyingraf any confidentisl information by
such & large group of persons. This difflculty may be
avoided thrﬁugh the use of a special meeting attended
only by the regular board when matters which should not
be mede public are to be dlscusased.

ASSOCIATION DIRECTUORS. The number of directors
serving 61 reporting sssociations varied from § to 17;
but the moat popular aizes are § and 7, which are ﬁaeﬁ
by 33 end 16 organizations respectively. There scems
to be little reason or need for a board of over 7 memw

bers in & loecal cooperative because the larger board
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is ususlly more unwieldy and alower to take action. A
larger board should delegnte most of its authority to
an sxecutive committes composed of a swall number of
directors in order that this committee may be easily
assembled and its members mads more fully conversant
with assocletlion affairss In 46 of the 61 associations,
directors' meetings are held monthly, and the frequency
of meetings in the remaining 15 organizetions ranges
from weekly to annuelly with 7 units reporting meetings
"on call." The monthly meeting has met with greatest
favor because it allows for an exemination of the current
financial position at the close of the regular accounting
periodss

The term of office for directors in 16 of 61 re-
porting sssociations is one year, although the tendency

is towerd elimination of the one year term whersver

‘poasible in favor of a two year ;ariad‘whiah is the

maximum prescribed by the Cooperstive Code of Oregon.
This trend is_tha result of unfavorable experience re~
sulting from the complete turnover of directors st one
time. It is customary to offset the terms of directors
where the period is two years, and in this wsy only s
part of the board is subject to change at any one elec~

tion. janagers are almost unanimously agreed that the
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longer terms are prafersble because of the possibllity
that the existence of an entirely new board at one time
may upset the operating poliey of the business.

Directors recelved no remunsration in 28 of 60 units
&3 indicated by the tabulation in Table 12+ The directors
of petroleum associations were remuncrated lesst fre-

quently with about 60 per cent serving without charge to

Table 12, Remuneration of Directors of 60 Oregon Cooper-
stives Handling Farm Supplies, by Type of Associetion,
1938

A N A O A T3 TN

Type of HRemuneration - A1l Petroleum [eed VUnclassified

HONBsevrsvvnasssnsssnsnse 28 19 4 5

PBI’ Diemesssssensernnes 14 6 3 5

Per Diem plus Mileagse.. ig 4 5 3

fﬁilﬂﬂé@ﬁanmut*»bﬁoatdt& G 4 2 -
Associations - . —— —

Reportingescssseses 60 33 14 i3

the association. Per diem and per diem plus.milaage were
the most popular methods of peyment and were reported in
26 cases. The per diem rate was ususlly less than §5.00
and the mileage allowed averaged about 5 cents per mile
traveled., 7There is considerable division of thought in
the matter of giving dirsctors a nominsl alloweance for
services rendered, dut the tendency seems to be towsrd

some remuneration for their time and expense. This tenw
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denty has probably been stimuleted by the practice of proe

duction credit associations, agricultural conservetion

associetiona, and other simllar agencies which sllow theipr

directors per diewm plus mileage. However, there are meny
cooperetors who feel that the member elected to the board
should be interested esnough in his orgenizatioca to devote
hls time without cowpensation.

Cooperalive directors have, in general, left the
actual conduct of the business to the mensger mnd heve,
in some cases, probably passed even policy determinstion
to the ampluyed'ynrsonn¢1¢ Foy best results over a
period of time, the board of directors and the membership
shmuid conastitute an effective policy-determining body
which cutlines tha~bmuhda?iea and direction of the busie
nesss The handing of full control to the personnel is
often the line of lemast resistence for s cooperative,
but the result is sometimes unfortunate when the person
or persons 8o cherged with full responsibility npust lesve
the organigation.



Management and Personnel

One of the principal criticiems of cooperative
endeavor, as brought to iight in meny studies, has been
the lack of effective and efficient perasonnel, In any
study of cooperatives some attention should be devoted
to the conditions of emplovment surrounding assoclation
menagers and other employees if we are to draw any con-
clusions regerding the effectiveness of cooperative
personnel. In this category we may well look into such
things as previous expoerience of menagers, their remuneprs
ation and tenure, as well as the rate of remuneration for
other employees and general conditions of employment s

PREVIOUS EXPERIBNCE OF HANAGERS. Of the 59 associw
ations reporting on this question, 3 stated that their
managers had come to the cooperative with previous busi=-
ness experiences This percentage is over helf, and in~
dicates that some preference is being given the eppli~
cant with business trainings Sever of the 59 reported
& ccmbinaﬁian of business end farmigg, and 13 menagers
reported only farming éxpebﬁanoé. Seven association
menegers have had neither farming nor buainess experience.
The largest percentage of business-trained men is to be
found in the feed and unclassified divisions where the
size of the business unit is usually larger end the rate
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Table 15. Previous Experience of Mansgers of 59 Oregon
Cooperatives Handling Farm Supplles, by Type of Associe
ation, 1838

e 2 e SN N A ASIAYY

by ot st DTl 0 AT LS b Pt

Type of Experience All Petroleum Feed Unclassified
Fﬁmagttt@jtswuﬁ#ﬁec*#' 13 i0 i e
Bﬁ&inﬂﬂﬁtin;c SERBEEEERR 32 14 9 e
thrmnmyipu»tt*tﬁnhta‘ ? 5 1 1
Farming and Business... 7 B 1 1
Associations ; — " ' ~
Reportingesssvvessas 59 54 18 13

of remuneration generally higher. The petroleum coopera«
tives have a larger percentege of menagers with farming

- experience and with the farming end business combinatlons
Trhis fact mey probably be explained in part by the close
nffiliatian of many petroleum assoclations with farm
organizations which have scted as sponsors of the co-
operatives.

Eﬁﬁﬁﬁﬁﬁ&?léﬁ OF WANACENS. The average rate of re-
mup@ratimn for cooperative managers has been comparatively
1o§ throughout the history of such orgsnizetlons. This
general view is substantiated to a considerable extent
by the tsbulstion of manamgerial salaries in Table 14.
fan essociations reported the use of & commission plan
for their mensgers snd 5 organizetions used s combination

gusrantee and commission. HNost mansgers are not favorable.
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to a straight commisasion plan becsuse of the difficulty
encountered during the slack months. The combination of

Teble 14, Remuneration of E&n&ggrs‘éf 58 Oregon Cooper-
atives Handling Farm Suppliesa, by Type of Assoclation, 1988

e A AN e e e YR

Amount of Remuneration All Petro- Feed Unclassi~
loum fied |

ot |
<
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£100.,00 to §125.00. Z XY T
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?1'?5.&9 to 269 000 socnvsns
?200690 to $REBW00s e enruns
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guarantes and commission meets with greater favor because
1t does provide at least a living wage throughout the dull
seﬁ#an. As will be noted, the commission plan is used
most extensively in the petroleum aaaeeiationa where gross
volums is relatively smaller and the seasonal fluctuations
of volume more severe. Of the remalning 44 assoclations

operating on & salary basis, 22 psid their mensgers less

~than $126.,00 per month end 15 paid $100.00 or less. The

lowest salary scale prevailed in the petroleun associ-
ations and the highest ssleries were usually found in
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cembinatien marketing=purchasing organizetions where the
manager's duties are of e more distinctly executive types
There arc'nndaubtedly many Wan&gers who are doing a such
better 3@3 than their saleries would indicate and are
deserving of increased remunerations

Fow aas@éi&tians can expect to hold a good menager
et a rate of leas than %100~3@ per month and too often
the efricient operator leaves the cooperative for morve
lucrative employment elsewhere, A number of assoclations |
are ons-man affairs where the manager is the sole eme
piq&ﬁa and is expected to maintain the plant, to hendle
sales and deliveries, and to keep the books. Several of
these cooperatives até~affaring a deliveryman's salary
and hoping they may be sble to get & salesman and manager
thrown into the deal, It would appear that the only method
of reducing the tnrnﬁver of managers in the lower brackets
18 to incresse the volume of business enough to jJustify
the employment of & qualified man and to provide him
with part-time help, either in the offlce or in the field.
While it is very easy to confuse cause end effect when
considering managerial efficlency and rete of remuner-
ation, there is probably & minimum wage below which
good menagement cannot be mainteined over a periocd of

times Date acaﬁmulatad during this study would place



8 g - -

6 months to 1 year.... 3 e 1 -
1l year 10 2 yearsS...,. 8 4 2 -
R years to 3 years.... 5 2 1 g
3 years to 4 yearsese. 12 8 1 3
4 years tc 5 years.... 7 & 1 1
5 years to 10 yesrs,.. 12 ) S § 6
Over 10 TOBI'B e v snanruns 53 bl . B 1
Associations _ - - —

59 34 12

44

this minimum et $125.00 per month for an association of
average volume,

TENURE OF MARAGERS, The discuasion of tenure ties
in very closely with the mstter of rexmuneration since
length of tenure is at least partially determined by ﬁhﬂ
prevailing sslary, In 17 of the 59 cases reported, mane
agers had been in their present capacities less than 2
years. Hanagers of feed and unclassified cooperatives
have both longer average temure and greater average reo-
munerstions Shorter temure is to be expscted of the

petroleum group becsuse these assoclations have all been

organized since 1930, but it epresrs that some of the
reason for the repid turnover of managers, aa indicated

in Table 15, must lie in the extremely low salaries

‘Tahisvlﬁﬁ Tenurs of Managers of 59 Oregon Cooperatives

Handling Farm Supplies, by Type of Assoclation, 1938

Length of Service

L e bt 0 o A <2 92yt 0 bt gt e

All Petroleum Feed Unclassified

Under 6 monthSe.svevss

Heportingessssnves

o
- A




45

ranging from $50.00 te §100.00 per month. MNost of the
marketing associations with supply departments fall in

the feed end unclassified divisions end thelir longer
average tenure of managers alded materially in improving
the showing of these two divisions. From Table 15 it is
gpparent that the median of service falls in the "3 years
to 4 years” grouping and that slightly over 30 per cent

of the managers hava’haid'thnir positions for over 5 years.
This ahawigg is very good, but efforts shau;d,bafmaéﬁ_t@

reduce the numbers serving less than 1 year. This re-

‘duction can be reelized through more sareful selection

and by adding to the attractivensss of the mansger's
work in some associations.

ERATION OF RMPLOYEES OTHER THAN MANACERS., Full-

time office employees af %3 associations received from
§40.00 to §160.,00 per month with the average rate between
$75,00 and $100.00 per month. Salesmen and clerks in 34
cooperatives were pald from slightly less than $75.00

per month to §165.00 per month, The average of this gﬁ@u@
of employees was«abaﬁt $100400 per month, and most of
these workers are men ss contrasted to the office classi-
ficatian in which‘thc‘masayity are women, Dellvery
employees were reported by 22 orgenizations and their

everage wage was close to $100.00 per month. INlscellaneous
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employees of petroleum cooperatives were paid about 40
cents per hour while this group in the feed and unclaggle
fied divisions received from $110.00 to $125.,00 per month
as an averages Nost of this latter group are engaged in
manufacturing processes and many are skilled laborers,
which accounts for their relatively high average wagés
 BONDS ON EKPLOYEES., Tsble 16 is a tebulation of the
amounts of vond required of menagers in 59 reporting as-
soclations. Forty associstions require bond ranging
from $1,000 to $10,000 on their mensgers, but only 14
cooperstives reported bonds on employees other than their
managers, Petroleum sssociations were least strict in
the matter of bonding with no coverage whatsoever in 14
of 33 cases. DBlanket bonds covering all employees hand-
Table 16« Amount of Manager's Bond in §9 Oregon Coopere

§§égaa Hendling Farm Supplies, by Type of Asaoclatlon,

i oot g et A M BRSPS TN T S A P 7 R AR i T

Amount of Coverage All Petroleum Feed Unclassified
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dling or heving sccess to company funds were used in 7
associsations of the feed end unclassified groups. Uost
managers who are not under bond reported that they would
prefer té be bonded and several cooperatives are plsnning
to bond their menagers but have not "got around to it yet."
The requiring of bond on the mansger should be & metter
of routine in the conduct of & cooperative business, be~

¢ﬁua¢ this bond will often serve to increase confidence

in the fidelity of & manager while at the same time the

assoclation will be protected in case of actual mls-
conducts The fact that meany cooperatives do not keep
close check on the conduct of their business 1s all the
more reagon for enforcing the bond requirement. Blanket
bonds are to be recommended in the larger organizations
where the manager cannot keep in close contact with the

dally transactions of the business.
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Financial 8tructure

The f&nﬂnﬁing of the cooperative business unit has

slways been of much interest to those involved in the

movement s ?irfavar&ga cooperative must prasctically ale

waye make itas

at the time o

these organiz
financiel sup

through successful operation,

narily not in
cooperative w)

or directoras.

stert without adequate financing because
1ty of collecting fér stock or menmberships
subscriptions The brunt of the organi-
pecple, and many times it is difflcult for
rs to fiﬁd snyone willing to contribute
port until the business has proved itself
Lending agencies are ordi-
ferested in edvencing funds to the infant
Lthout personal endorsement of the ergmniaer$ 
insdequate finencing and inefficient menage-

ment have been cited as the gremtest single causes of co=

operative fail

lure, indlcsting thahfam@la,Juatifiégﬁian,i,

to be found f9r investigation ar‘ﬁhn‘iﬁvoahm@ntlrééuiﬁiu

ments end losn conditions preveiling among the associs

ations here u

AUTHOR1Z

ler study.

D CAPITAL STRUCTURE. The authorized capie

tal of a caazjrativa vefers to the smount and typea of

units into wi

ch the evidences of capital ownership are

‘divided and which are estasblished in the articles of
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assoelation filed by the organigzation. The suthoriged
cﬁp&t&l of Oregon cooperatives is composed of either nh#ran
of atock or membership certificates. The membership cers
tificate 1s usually more limited in ite prospective sale
because it cerries the voting membership in the asscoi~
ations Stock is mar$ r1¢xib1¢ because it moy Us divided

- into aammua\and_pr&feﬁr&$¥*wﬁthuﬁﬁfruring_dagra&a of
 preference anﬁkﬁatiﬂggfights being attach»a‘as_tha,aaf

izhteen of the 62 units are of the

: }mﬁmbershig type and %h&;ramaining 44 argﬁnizationa;havs
 euthorimed stock ranging from no par to $500,000 par

value stoeks. Table 17 indlcates that the mnat common

Table 17. Authorized Capital Structure of 62 Orsgon Co=
operatives Handling Farm Supplles, by Type of Associs
ation, 1938 o ST SR SRR

b e b BN £ Ao s 1 e A s o S R YR P P AT B SR80 BTG, i S it e

fype of Gepital  All Petroleun Feed Unclassified

Hembership Certificates 18 1l
Capital Stock:

Undey %*?’ AREE RS
$6,000 to %103303:}‘&:0 .
$30,000 to $80,0004+4.
o0, 000 to $40,000 4.4+
740,000 to $50,000,.0
Ovey %5@3,9%# CEERIE N
Ko Per ValuBssssesans
Assoclations , ,

Reportingesseesense

1tﬁﬂ;&wwm o1

twm&wgamﬁ
itwwwmamm
,wmwawww;‘mr

o
o
1< S |
*‘
o
o
oot
=%




size of suthorization is from $20,000 to §30,000, and the
pelation of common stoek to preferred stock is usually.
either 1 to 1 or 2 to 1.

¥ost of the stock orgsnizations have provided for
preferred stock which doss not ordinarily carry the voting
right and which has preference in the matters of income
and security. It was Delleved by some ecooperatives that
this preferred stock could be sold to business men or in-
vestors who were not eligible for membership. In fact,
very little of this stock hms ever been sold because when
the cooperative is in resl need of funds for getting the
business urder wey, it is not ordinarily s very attractive
proposition for the average investor. The most frequent
use of preferred stock has been in connection with the
withdrawel of s member where he ceases to be sligible for
membership. In these cases preferred stock bas been
issued in plasce of the common stock held by the member
involved and this new issue is usually retired within a
relatively short time from a revolving fund for stock ree
tirement. For the sversge local assocletlon, an suthor-
ized cepltel stoeck of $20,000 common and §10,000 preferred
has proved sstisfectory where s share unit of $10.00 or

 less has been used,

INVESTHENT REQUIREMENT, All sssocietions require

the purchese of a share of stock in the case of ctosk
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assccletions, or of & membership certificate in the meme
bership type of orgenizetion, as a minimum pequisite of
memberships This regairem#nt varies widely but reference
to Teble 18 indicates preference for a low investment with
45 of the 62 sasociations requiring ¢l0.00 or less. Ti-
nancing of the cooperative is the more difficult in the

Table 18¢ Investment Reguirement of 62 Oregon Cocperatives
Hendling Ferm Suppllies, by Type of Association, 1958

Amount of Investment All Petroleum Feed Uncispsified
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beginning when only $10.00 per mewber is esked and probably
only a amall fraction of this amount ecollected upon sube
scription. However, ta;giaeﬁ'tha'raqaired‘invaatm@nt

- higher would ﬁnﬁaub%aﬁly~ba» many prospsctive members who

are not interessted enough in the venture to risk any con-
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_ slderable amount of money, even on & subseription notes

The petroleum assoclations usually require the smallest
investment as evidenced by the fact that almost 80 per
cent of the group reguire $10.00 or less.

PAYMENT OF CAPITAL SUBSCRIPTION. As s further

inducement to membership, most assocliations do not re-

quire thavggymant of cash in full at the time a member
subscribes, Cash in full was reported by only 11 of 60

associations, and part cash is the prectice of another

15 organizetionss The most populer method in use and

reported by over half the petroleum units is to require
no essh at subseription, but to apply eny dividends which
mepy accrue to the m&@b»?:ﬁntil the stoock or membership is

peid (Table 19}, ﬁﬁrkﬁ&iﬁg gssocistions usually meke use

Table 10. Method of ?aying Subseription in 60 Oregon Co-
operatives ﬁanﬁliﬁg Farw Suppl&aa, by ?ypa of Associw-
sticn, 1938 ‘

Heana of Payment A1l Petroleum Peed Unclasaified
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of deductions from the procesds of commodities delivered
for sale through the cooperative. One associstion re-
ported that any method which suited the member would be

setisfectory to the cocperstive, and a considerable rume

_ber of associations are not reguiring any formsl subserip-

tion note. The tendency in most ceses 1s to make the
ma@b@vahip process as simple snd seasy as paaaibia,,asé
peclally after the orpgenizaetion is in operstion and does
not nsed the subscription funds so much as in the early
deys of the sssoclation. ;

SOURCES OF LOANS. The availsbility of losns is of
resl importance to many cooperstives, particularly those
handling large stocks of seasonal goods or marketing
farm products, Nenagera have reported that moast local
bankers demangtra&aﬁ entipathy, if not ocutright hoastility,
toward the initial efforts of cooperatives in various
localities. However, this sttitude has diseppeered in
most of Oregon where the cooperstives have been proved
through successful operation. Local baenks are now the
most frequently used single soupce of credit for the €1
éanmaiatianaﬂregavtaﬁ in Table £0. The Spoksne Bank
for Coopsratives provided credit facilltles for 10 associ-
ations of the marketing-purchasing type, but no dia-
tinctly supply cooperative had obtained funds from this

source. Only 9 sssociations had no outatanding loans
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Table 20, Sources of Loans Outstending in 61 Oregon Coe«
operstives Hendling Fearm Supplies, by Typa of Amssocl-
aticn, 1938

Reported Source _All Petroleum Feed Unclassified
ﬁ'ﬁbap’*toa&liit:ﬁ.i'&&"‘q 18 8 3 1
Local BanKssesvvesvsoss 37 18 ¢ e
Bank for Cooperatives.. 10 2 e &
Individusls other

than Hemberseeessesss 6 B 4 -
Hone Borrowddecsssevsss @ 7 1 i
Trade Creditorssisesnes 1 - 1 -
Othergesssecsssnannrone 2 - 1 1

and these units sre firm in their belief thet the supply
business should be on a "strictly cash" basis in respect
to both the sssoelation buying from the wholesalers and
the membership purchases from the cooperative. ﬁaﬁbara
have loaned money to their cooperstives in 12 cases, and
individuals outside the orgenization prﬂvida& credit in
6 instances. Credit fecilities have not been entirely
satisfactory for & number of cooperatives as will be
indlecated in the sections desling with interest rates
and security, but the situstion hes improved rapidly
with the spread of the coopsrstive movement.

SECURITY FOR LOANS. The freguency of use of the
vérious formas of gsecurlity for loans reportsd in 52 sssocli~
ations is set forth in Teble 21, In 36 caaes only an

unsecured promissory note executed by the cooperstive has
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?anm'of Security ‘ 411 Petro=~ Feed Unclassie

leunm fied

Mortgage on Plantesssssessss 15 3 8 7
Hember Endorsement of Note.., 8 7 i -
Sales ContractBesesrveosnans 1 - 1 -
Unascured Promissory Notee.. 36 ig 9 8
Warehouse ReceiptBsssresveess 8 - 3 5
Endorsement by Menegelesesss 1 1 - -

1 - 1 -

Bullding Fund Certificate...

~ been required. Member endorsement, ususlly by directors,

is in use in B cases, but this practice 1s not fevored

by most of the reporting organizations. Local benks have
required the member endorsement in these instences although
most bank loans to essociations are mede on the basis of an
unsecured promissory note. Fifteen organizations, mostly
of the feed and unclassified types, have given mortgages

on their plants and equipment, and ﬁarahaaaa recelipts

have been used by the marketing units. The Bank for Co-
operatives loans to these groups are ususlly secured by
w@rtgaga or warshouse receipta. Individuasls hold a few
mortgages on cooperstive property, but the dbulk of this
indebtednsss 1s the result of the purchase of facilities

from tha,marﬁgagﬁ;hoxﬁare Cooperatives are finding more
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and more credit facilities opened to their use on & reason-
able basls without the pledge of specific securlty. In~_
most loesmlities thn-aoeparat&ves»ara ragidly gaining the
same sort of consideration in banking as has been glven
private business in the past.

' RATE OF INTEREST, The rate of interest paid by some
associations remeins comparatively high, perticularly in
the cases of 10 petroleum cooperatives in the 7 to & per
cent group in Table 22, The average rete paid 1is less

Table 22+« Rates of Interest Paid on Funds Borrowed by &3
Oregon Cooperstives Hendling Ferm Suppllies, by Type of
a;aaciati@n, 1953

Intersst Rete = A1l  Petroleum  Feed Enelassifi@ﬁ'.

Q ssesvaranensves B
> 3 per cents..s 9
4 per cents.ss 1l
5 per centeses 11
6 per coente.es 28
» 7 por centev.s 4
8 per conteses 11

IO e 0
P ob ot ot oF ¥

eaewgoa
oLt B
1 VORNGT
R T YT

than & per cent, and this average is influenced cuﬁﬂi&arQ
ably by hhn,lawlraﬁaa of the Bank for Cooperatives losns.
Several marketing sssociations veported that local benk
fuaﬂa~ara'&vai1aﬁla at rates ~omparsble to tﬁasQ,Gf,tha

Benik fer Cooperativea, The low raites from B to 3 per

cent were obtalned thrﬁugn thes uss of warshouse receipts
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and the 3 to 5 per cent loans were mostly secured by mort-
gages, although two petroleum sssocistions are paying no
interest whatsoever on certain member losns, The bulk

of the unaecured promissory note sdvences are bearing from
5 to 8 per cent, and there is little doubt that several
associstions could sscure from 1 to 2 per cent reduction
in thelr rates if they will cmll sttention to the lower
rates prevailing elsewhers. Particuler ettention should
be dirscted toward reduction of these 7 and 8 per cent
rates which appear too high for a §usia¢ss loan at this
time. The current rﬁtaa {arch 1939} of the Bank for
Géepar&tiv&a are 13 per cent on commodity né#annss, 2%
per cent on operating cepital loans and 4 per cent on
facllity losns. These retes will undoubtedly serve to

influence reduction of the charges mede by other agencies.



Operating Condition

The data contained in this section of the atudy is
based upon materisl compiled from questionunaire rarm& re=
turned by 55 of the 62 cooperstives included in the sur-
vey.%/ Salep figur&akware;eampleta for the 59 sasociations
raperting, but the balance sheet sand operating statement
formas were aithar ingomplete or in a form not permitting
comparison in epproximately £0 of the 55 ceses. For this
reason the sample method hes heen utilized in arriving at
the distribution of average balance sheet and operating
stetement items. In this sampling process the statements
of 30 associations were anslyzed and it is believed that
the resulting averages ere repregentative of the entire
groups

DISTRIBUTION OF SALES. Total sales volume of the
65 reporting associations was §$5,806,135, an average of
$105,548 per unit, It appears that the total volume of
the 62 usscelations included in the study plus the supply

ssles of & few marketing organizations not covered would

w/ This questionnaire method was necessary baaauaa the
personal canvass by the writer was conducted during
the months of Hovember and December, 1038, when the
calendar year statistics were not available.
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bring the total cooperstive fearm supply business in Oregon
to over @&,0@0,@60 for 1938, The average feed assoclation
had the lsrgest volume of sales with & gross of $196,074,
as compared to $59,2878 for the petroleum units and B
§115,877 for the unclassified cooperatives. approzAmnﬁoly‘
48 per cent of the reported sesleés volume is listed by 14
feed cooperatives, 30 per cent by 50 petroleum associations
end 22 per cent by 11 unclassifled groups.

The Cooperative Division of the Ferm Credit Adminis~
tration conducted a study of the cooperative purchasing
of farm supplies in Oregon for the ya#r of 1933. The
bulletin covering this study reports total sales for 30

of the 31 sssocistions then handling supplies as $2,022,643&

Comparison of these date with the 1938 tabulation sbove in-
dieatas & 100 per cent incresse in the a&mbar.af associe
ations handling supplies and slmost 200 per cent gain in
total ssles during the five yeur period ilmmediately fol-
lowing 1933, -

The distribution of sales by products handled indie
cates that 45.5 per cent of all volume ia found in feed,
seed and fertilizer. Nachinery, hardware, snd other
suppllies constitute the second largest group in sales

} g/ Liatar, John E‘~m“ﬁeaparatavs Parehasing of Famm Snp*
| plies in Oregon - 1933," p. 8, Cooperative niviaxnn,
Farm Credit Administration, 1935,



- Table 23.

Sales Volume and Biaﬁributian by Groups of Supplles of 55 Oregon Cooperatives Handling Farm &upplias by
Type of Asscolation, 1938

Groups of Supplies

All Petroleum Feed Unelassified
Dellars Per : Dellers Per Dellars Per Dollars Per
Petroleum Produsts and Auto Supplies... 1,488,7k2 25,6 1,342,889  T5.5 49,638 1.8 96,455 7:6
5 Faaé, Beed and Fertilizercessncvssnscan E, 639; 110 : 145'5 | éﬂ,w‘ ESQL;, _ 2,517,727 21 ¢3 6@;91? }4,8
Machinery, Hardware and Other Supplies 1,677,283 8.9 375,230  2L.1 190,277 6.9 1,111,776 7.6
i Tﬁ'ﬁﬂl 3&15“ ﬁ,«QP”Z‘tOﬁﬁ ERRERERO Y ck« [T T kk 5#805l 135 10040 1‘7735 5}45 . 19&*6 21?57’ 6}42 k lw'e " 34 2@* 150 10@;0
’ Assoocliations &apur‘&ingn.“umn,uuu 55 ‘2O | 1 | , il
‘Average Sales ver AssocintioDessvesssss 109;5&& 59,278 196,974 115,377
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volume with 28.9 per cent of the total and is followed
by petroleum products and auto supplies in third place
with £5.6 per cent. Table 23 indiocates that feed associe

‘stions tend to concentrate their business in one group

of supplies to & greater extent than the organizetions
of other classifications and report 91.3 per cent of sales
s feed, meed and fertilizer. Orchard supplies account
for slmost $7560,000 of the sales volume reported by the
11 unclessified associations snd are outranked in ssles
volums of individusl supplies by feed and petroleum
products onlye

AVERAGE BALAKCE SHE:

EPS. As previously explained,

the average balance sheets in Teble B4 are based upon &
representative sampling of 30 statements. The balance
sheet for "All" sssociations is the result of weighting
the sverage balance sheets of the three classifications
according to the numerical frequency of each type. The
total assets per unit raenge from §15,880 for the petro=~
leun associations to §232,555 for the unclsssified sasoci-

~ations, and the average masets per unit for ell associe

ations sre {73,924« The principal reasocn for the extremely
large total mssets of the average unclassified assoclation
18 the inclusion of several extensive marketing orgsni-
zations, and these large associations tend also to increase
the assets of the average association listed under the



"A11"Y associations headinge

Considersble veriation in the composition of assels
and liabilitlies exlsts smong associations, both within
clasaifications and swong classsificetiona. Ho attempt
is meade to disouss the balance sheet differences within
classifications and the aversge is considered as repree~
sentative of the group &s a whole. Feed and petroleum
associations are very similar in the percentsge of current
assets to total sssets with either group listing over &8
per cent currents Petroleum end unclassified assoclations
have 17 per ecent of their asseta in the form of sccounts
receivable, and the pbtra&aun agsociations lemd in cash
position with 13.2 per cent of their total sssets in the
form of cashe The largest percentage of inventory ls
carried by the feed associstions which have 42 per cent
of their total assets in merchendises Unclassifled esssoci-
ations have the smallest pereentege of inventory, princlie
pally beceuse of handling sessonal goods which are moved
. before the close of the cslendar ywmr; Investment in
fixed sssets ranges from 24.7 per cent for petroleum sa~»
éaeiations to 50.1 per cent for unclessified assoclations.
In this connsction it must be remembered that the majority
of the unclassified cooperatives are marketing organi~
zations with & relatively heayy investment in facilities.

Hiscelleneous assets smounting to 15.7 per cent of the
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Table 2Ls Average Balance Sheets of Oregon Cooperatives Handlimg Farm Supplies, by Type of Association, 1938

A1l Petroleun Feed Unelassified
Dellare Per Dallars Per Dollars Per Dellers Per
‘ Cent - - gent ) Cent {ent
Current: : : ,
mh#nbnun'«awnumwnlu&tcouinvnam:w»# ; 2,12!4 249 3,015 S152 3,3&% ZeT 2,285 1.0
Ascounts Kecelvablesessarsensnsnsys 11,888 16.1 . 2,58& 170 5,7914 11.0 149,2}4,8 17.5
flotey R&@Giﬂbl@.ﬁw&qot&atﬂs-muvtob ‘ 5 5 I : . }.98@9 599 3{.@4953 10,7
Iﬂm’tﬂri&ﬁtwaﬁounut&u;natahn.;mﬂm oy LY : B
Total Current .. N P g
Pixeds
Iand and Bﬁilﬁiﬂgﬁhccteu!-o»a'nmn‘ 19,395 31&2 &&‘S&L 749
ﬁachizmx‘y and Eqnim’k» RSB EBALYE 15;396 25&6 &3},}4&1& 3549
Reserve for Depreciatiomesssessssse 2,85) (2 21,850 p
Total Finén#»Qtikt.l!’tt*‘!!tbn
Others
Prepaid TbemBesnnnsvssesoscrsnnanen 1,975 8
%i&ﬁﬁlzm@@uﬂtia¢na&»»t»’»&u».uwd-ﬁ@§~4 11,&% 5;1
Total Othersessssssssssscnnsonnt 15*5329 et
?G"‘ﬁl RABEE '1‘3 LA A SRR L NS E RS RT LR ] 73,9224 1%*& 15;220 1&9&0 &,m 1%@@ 2333555 imtg
Liabilities and Net ’ﬁ’nrbh )
Current:
Aceounts P‘y‘ﬂblavtttnlﬂt e 5,?57 7»8 2;133 mia 6,932 11l.2 3.5;&&3 §:9
Kotes ?&?ﬂbl@q,c« I TR R YT Y b 16,?5@ 2320? 1; 593 Iﬂmﬁ 33,1.&;9 2@»% 58,955 2’5&3
Acorued Itm;lnitﬁttDﬁlﬂvni‘&!&t&tif‘ 975 1.3 80 5 Y 2,710 1.2
Hiscellaneousssssrusosvosorsnssonne 577 »8 lggéﬁg 68
Total Qnrrant.nuuuuu.nwv o P e i f 2 Lh v 3 33@3
Honweurrenty
Hortzages or ContractSseecsservonss 13,470 ;&a 283 - 1.9
?ﬁé‘lﬁﬂﬁll&ﬂﬁﬂ%qmn-agt’acya»’ﬁﬁ;;wnimnt 1,516 %g 3.}4 g IS &.»G
Totel Nonwourrenteccsscsesessnns i S . i He 0,282 13:?
T%&L meﬁzrmﬁ’;w&ttdan LS XSS TN 39,0245 §2*8 5’651 37* 29; }‘31 1*6‘9
Capital: ,
Stock, Membershipe and Certificates 19,829 26.8 3,47, 22.8 4,705 23.7
Rewervess
Working Capital, Cont ingencies :
and Undivided Eaminga NSRBI FE AR RS ,050 203}4 l&g 356 29‘1# 236 md?
. TOTAL HET WORTHeseonoonsnsanssns i‘;w? E? o ' Okl ot M LR, U H5e
TOTAL LIABILITIES AND NET WORTHeese.s 73,924 200.0 15,220 100.0 62,090 100.0 232,535 100.0
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total ﬁra noted in the petroleum associations. This item
is composed slmost entirely of stoek in other gooperstives,
mostly reglonal wholessle organizations, and of unpald
subscriptions to the capital of the local units.
| Little varistion yatvaen groups is to be feund;in
the percentage of current liabilities to total liabilities,
the range being from 31.8 per cent for petroleum sssocie
stions to 33.6 per cent for fesed assoclationss Unclassie
fied cooperatives have the smallest percentage of 1li-
abilities in the form of sccounts payable and the largest
percentage in notes payable, while the reverse situation
s noted in the petroleum group. HNon-curvent lisbilities
are grestest in the feed and unclmssified associstlons
whers the investment in facilitles is most extensive.
Membership capitel 1nvsat&a§t in the form of stock
and merberships varies from 22.8 per cent and 23,7 per
gent in the petroleum én&‘rae& associations, respoctlively,
to 28,3 in the unclazsified groups Net worth in the form
of reserves and undivided earnings veries in the opposite

_direction, the percentage being 40.1 per cent for petro-

leum asscciations, 89.4 per cent for fﬁﬁd‘aaﬁociatiena,
and 14,7 per cent for unclassified sssocistions. 1In

relation to membership cepital investment it 1s of Iinter-

" est to note that feed assoclations report 89.2 per cent
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of capital subscriptions paid. This same relstionship
is 83 per cent for the petroleum group and 73.5 per cent
for the unclassified organizations.

AVERAGE OPERATING STATEMENTS. The range of gross
sales per unit as between groups of associations ran from
$69,278 for petroleum cooperatives to @194,@?4 for feed
assoclations. Little difference is to be found in the
percentage of gross margin as indicated in Table £5. The
total variation‘in percentage of gross margin 1s only
155 per cent, petroleum associations being high with
14.6% per cent and unclassified groups low with 13.07 per
cent,. Total expenses smounted to 12.78 per cent of sales
in the feed cooperatives in contrast to 8.84 per cent in
the ﬁnclaasifiaé group and 9,36 per cent in the pétrolaum
claasification. %This higher percentage of expense in the
feed mssoclations eppears to be the result of greater
‘costs in connection with sslaries and wages, maintenance
of fagllitles, and bed mccounts. Hiscellaneous or other
income reached 2.28 per cent of ssles in the petroleunm
assoclations, thia item being composed principelly of divis
dends declared by regional wholesale cooperstives.

Net operating income was 5.26 per cent of sales in
the petroleum group, 4.23 per cent in the unclasaified
cooperatives, and 1.67 per cent in the feed assoclations.
Similar relationship existed between classifications 1n
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Table 25« Aversge Operating Statements of Oregon Cooperatives Hendling Farm Supplies, by Type of Assoclatiom, 1938

All Petroleum Feeod Unclassified

Dollars Per Bﬁl&ari  Per  Deollars Per Dollars Per
' dent gent —  gemt | cent
Grogs 58108 sersessrtssrsrssssnsunen : 1@5;5&3 imom

100.00 196,974 100,00 115,377 mg.w

Cost of Goods ‘Sﬁlﬁevﬁava--wau‘wx'u';miw‘u gﬁ«?@& : 168; o 85;&1 19‘3 E@?

) {;{2@33 ?ﬂwzﬁﬁtwntntt»quhncﬁ»é&iu, "

Expenaess o ’ ,
Salaries and WagdBesesnennssassnnn 14,?% L&né& l.”d..j, : 1};1‘97 6&?9 I,{,,'TB 4
Interestesessarssnrrsssssnsdsnoess ?6@ . o T2 S & 1)6355 a&l{- 2, Ly
TORCBreassnsasossnsrtornsvssvissnss 358 2358 »19 1;)453 ; «'ﬁ}. 277
IRQUPANOC s ssr s s A AT SR S8 N0 AN . 385 '637 : 19 &%&.7 nh?} 31&6
m@m@i&f&iﬁﬁt#u&«:ﬁoautvmv»twt-ic» ‘ 53’?& 51 tl{)é : 1;11;& +58 ; 655 '
Rﬁ?ﬁil‘ﬂuoﬁnqﬁantsaunuc;nnuaﬂnuunt . ' 156 »15 e 591 «50 162 ‘.lh
REnbennsssusnosssessnssunnsrnsenss @»&5 23 +09 ' 1,005 51 311.6 +30

, &ﬁv@r%isiﬂgbnQtt((&#ib‘ﬂi!d!tl#i&!’ 8& :@ﬁ m% ‘ 57}4 «19 Lﬁ-é ‘GL‘:
Ligh*ﬁ,, Yater and Fuslesssserssonee 2‘}3 iﬁ-& +21 906 n‘hﬁ 115 «30
Office and Miso. Eu?ﬁj.iﬁﬁuua-mlﬁcﬁ ’ 211 20 - 22 lﬁ@ 0&5 92 +08
&ﬁﬁiﬁ&n{{;!wtumtuuvn*nsawudntau»en» 127 12 - «16 118 «06 81 «07
Tqieghazw and ‘f*hg&'&mxu RBENBBOES 3.16 «11 <312 197 «10 lﬁh 699
Bad AcoounbBessvarssosoneissvnnese ' 338 32 15 l,f}@& #TL 31& . aﬁ?
rravel emd Director Expens@esesess 137 »153 11 581 488 & «06
Pruck and Delivery ExpencCesessses 1,678 1.59 HE 2458 768 e 358 +31
Gtlhier BXPens@esessnsssnsonvennnnn . 3)6@ ) 1122 ‘ Q&i dai& ) 2 5& ) +18 219 1&19

Total EXDONED s s s s e hRes o na s st o s nisey 1@,5145 G99 5;5&8 9136 25;@53 }.2&?2 }.Q,l?? @.81.;

NET OPERATING INCOMEssssssssess Lalib6  Le23 3,118 5.26 5,202 1467 4,881 Le23
Obther InCOmBessssevasievrasrsnsennes , 1!‘6@.& 1.5 1,351 228 o 9335 ‘l&-& 785 165

?@%‘AL ﬁg? Iﬁcmt I XS ESARE RE S RS 0,*‘ 6, 870 5’1?5 &,}.&w 7.5}4 l*’ 1% 2; 13 R 5,6&& h‘?l
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regard to total net income; the percentages being 754
per cent for petroleum, 4.91 per cent for unclassiflied,
end 2.13 per cent for feed.

AVERAGE OPERATING RATIOS. The average ratlos tﬁﬁn*
lated in Table 26 ere based upon the statements in Tables
24 and 26, These retios are obtained in the ususl menner
of dividing the first item listed by the second ftem and
expressing the result es & decimale. The purpose of come
puting ratios is to provide mesns for analyzing the po-
sition of the business at any given time and of ﬁ@mparing
the resulting retios with certain standards. )

Petroleum assoclations have the most favorable
current ratio with 1.85, which means that the average
petroleun cooperative has $1.85 of current asseis for each
dollar of current lisbilities. The current ratlo of feed
associations is 1,78, and of unclassified cooperatives is
1436+ The often accepted standerd of 2.00 for mercantile
establishments is most nearly approsched by the petroleum
and feed sssoclations.

Only 4 per cent of sannusl sales are represented by
the asccounts and notes receivsble of feed and petroleum
cooperativess This ratio would indicete s comparatively
rapid turnover of accounts and strict control of credit,
but any cenclusion in this respect must teke into cone-
sideration the bad debl losses of each classification.



Table 26s Average Operating Ratios of Oregon Cooperatives Handlimg Farm Snpézien, by Type of Association, 1938.%

Retio . a1l Petroleum Feod Unelagsified
Current Assets to Curremt Lisbilities.eeeeees  lolg to 1 1.85 to 1 1478 %o 1 1436 to 1
 Accounts and Hotes Receivable to 3&1&;.;...., 17 " f L " | WO * HbH M we

Net Worth to Total LisbilitieS..sesvecsennses B9 7 1.9 " 113 ° 76"
Net Worth to Fixsd ASBEES. . reiinncivrstnsnans 1.06 * | 254 " L7 " 86
ﬁat %@r%h to Tobal a&aats...“..‘.,.;g.’.e,,. B k .é§k " 53 " J3o0"
Sales 40 Tobal A8SetSesesessecessessaesesnces  Leli5 3.89 " 317 " 5O T es
Het Inconme to’Tﬁt&X ABBOLE . ussarseavsersrrons «O8 " : ¢Q§ i o7 " 02 B wwe
th Ingome to Neb ﬁﬁrﬁh.......¢'~'¢,;;,,,«... 17 " .h?‘ " 13 " s IR

# Ratieos are based upon the ataﬁ&m&uﬁs in Tatles 2 aad,QBQ
** Sales of supply department only are considered in relation to total sales and assots.
*#% Income of supply depsrtment only is considered in relatiom to total assets snd nel worths
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The retic of «56 listed for unclassified sssoclations is
not representative of their entire business since only
supply sales are considersd in relation to total reeeivué
bles, whether arising from supply sales or merketing
operations.

The net worth retios indicete that the menbers of
the petroleum and feed cooperatives own a larger equity
in their orgsnizationa than do the members of the unclassi

- fied groups. Petroleum associations show the highest net

worth ratios, verying from 2.54 in rol sorth to fixed
sasets, to .63 in net worth to total assets; and feed as-
sociationa are next with a range from 1l.47 to .83 in the
same ratios., The high ratic of net worth to fixed masets
in the petroleum classification refleots %hﬁkiawdr-perw
centage investment in fecilities among these uaitag .f
Creditor equity is in’sxaaaafax membership aquityrbmiy
in the unclassified group whers the net worth 1a 76 per
cent of the total amount owed by the assoclation to credie
tors. The ratio of net worth to total assets indicates
that the members of the sverage petroleum cocperative own
63 per cent of their business, the feed association members
own 58 per cent, and the cooperstors in the unciassified
group own 43 per cent,

Both petrolewn and feed associstions hsd gross sales

in excess of three times their total assets. The ratio



1isted for the unclassified essoclations ia unduly low
because only supply seles are considered although the
bulk of the volume in this classification 1is of a marketing
natures This same explanation applies to the unclassified
assoclations in the ratios of net income to total aassets,
and of net incoms to net worth where the petroleum end
feed units again rank higher, ﬁat income represented £9
per cent of the total mssets in the case of petroleum ¢co-
operatives and 7 per cent in the feed organigations. The
aversge petroleum sssociation had net earnings egual to
47 per cent of its net worth and this same ratic fcr feed
units was 13 per cents From their supply business slone,
unclassified sssociations received net earnings which
smounted to £ per cent of their total agsetas eand 6 per

sent of their net worthe



The Marketing~Purchasing Combination "

The present status of the supply depertments being
conducted by 21 Oregon marketing mssoclations ;u of interesat
as an indicator of the future trends in cooperative pure
chasings The advisabllity of combining the two functlons,
marketing and purchasing, in one organigation is a point
debated in the ranks of the marketing cooperatives of the
state, Regardless of arguments pro and con, the fact re~
mains thet a very considerable volume of the farm supply
| business is being handled by these £1 organizations. Some
‘discussion of the typaa of products beling stocked by these
supply departments serves te clarify the paaitien of the
‘merketing aasuemgtiana_au regards the farm supply business.
The ¢consensus among the managers of these units and thelr
raports of the valus of the auppiy department are of inter-
est in this eanai&aratiﬁn,

The fraqn&neg of hanﬂiing the varioua classes of farm
supplies in the 21 marketing sssoclations reporting is tabu-
lated in Table 27, From this table we note that the tend-
ency is for the supply department to handle goods involved
in the production of the product marketed by the associstions
Thus, we find that the dairy aasnci&tianﬁ concentrate thelir
efforts on feed, dairy supplies, sesd, and related lines;
and the grain aaaeci&tians; while handling a wider variety
of goods, devote most of their attentlon to feed, petro~
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leum, suto supplies, barvest supplies and insurance. The
majority of the supply departments of grain sssoclations
are of the petroleum type and handle practically the same
merchandise as the strictly supply cooperatives in the
same classification. Fertilizer and orchard supplies are
the most frequently handled merchandise in the fruit end
vegetable group, althaugh two of these aasociations are

Teble 27. Frequency of Handling Farm Supplies in 21 Oregon
Marketing Cooperatives, by Typs of Assoclation, 1933

Product Seven Seven Five ~One  One
Dairy Grain Fruilt and Veg. Poultry Wol

Petroleum .eseserenes
C Fe0Geswcrsvvavnesonie
B8 usrravrrsssvenrne
Fertiligorecssennnees
Auto 3&?‘?11&‘ TS Y
Machineryeesvexsonnes
Hardwoar@seanvensnesase
Groceries, Dry Goods.
Orchard SuppliesS.c.ss
Harveal Suppliesecess
Dairy Suppliefssesess
Poultry Suppliessses.
Electricel Appliances
CINBUTANCOsvssesessinna
FR@lessvsnnsrssssnnns
Bullding Materislesss
Beeo su@pii‘ﬁﬁfnotnﬁta
Yool 3“?}?11@3‘ SR sNER

T 1t ATt N RO

L RO BRSO,
FH Y 3 3 O RO

T EE R R R EEE R EE R
N E NN RS

conducting & complete farm supply and genersl stors business.
The poultry assoclation has eonfined itself to feed and
poultry supplies end the wool sssccistion carries only
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wool supplies. This elearly illustrates the tendency of
the marketing sasocimtion to handle supplies related to
production of the product mark@toaa |

The major point of the above disoussion is emphasiged
in Table 28 which lists the principal lines of supplies
handled by the 21 ssaociations. The principsl lines sold
Teble 28+ Prinecipal Supplies Handled by 21 Oregon Harket-

ing Cooperatives, by Type of Asaccimtion, 1038

1 o

Product Dairy Grain Fruit and Veg, Poultry Wool
PetroleuMssrssrsvonas = S 1 - -
Foodavessssorvonenen 6 1 - 1 -
xﬁ@mmz‘yiiis%cnkimt L . i - - "
Groceries, Dry Goods » - 1 - -
Orchard Suppliesscs. - - 3 - -
Harvest Suppliessees = 2 - - -
m&ry SupplieBeseees 1 - ! - - -
Wool Suppliesesesves - - - - 1
Associations - —
ﬁtmrtﬁ.x&gn she W Vi 7 6 1 1l

by the 7 dairy associations are feed and dairy supplies,
feed being predominant in 6 casess The greatest aupply
volume of thaf? gxuin gssociationa is found to be petro-
leum, feed, machinery and harvest supplies, Feed pre~
dominates in only one of these units and is the only case
in this group whers the largest volume of supplies is not
directly related to the production of grains In the fruit
and vegetable section we find 3 sssociations with orchard |
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supplies as the most importsnt line and one sssocistion
with each of petroleum end groceries and dry goods. The
poultry and wool cooperatives handle only suppllies used
in the production of their respective products, feed in

" the former cese and wool supplies in the latter. These

facts bear out the contention of most marketing assocla~
tions that they are interested in the supply business only
as & means of reducing the coat of production, as it re-
latea to the productes marketed,

The greatsst objection voiced by marketing mssocle
ations in regard to expanding the lines of supplies
handled is bssed upon the credit problem involved. The
two associations operating general stores ss a pert of |
their supply setivity report that credit i1s a ma jor diffi-
culty. The tendency is for the member to expect the co=
operative to carry him and his family for all necessary
supplies, particularly so long as any part of his products
delivered are not settled for. The broader the lines
handled, the more credit is expected and demesnded by the
memberships Even after final disposition of the delivered
products, the sssociation must often carry the member un=
til the next harvest period. A ecounty agent serving in
the territory of one of the above cooperatives states
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that the sssociation hes been the only thing betwsen many
small growers and relief, bdut this fact does not serve to
aiter the very real credit problem of such sn organization.
The lemst credit difficulty is found where the supplies
nandled form s comparatively smell pert of the total cost
of production, as in the case of orchard supplies or wool
suppliess Contrasted to this situstion are the dairy and
poultry assoclations which supply feed to their producers.
In other words, the potentisl credit problem of the market-
ing assoecistion hendling supplies hinges to & consideraw
ble extent upon the reletive position of these supplies
in the eost of producing the product marketed and the pume
ber and cless of lines handled,

One of tha,mngtfeffeetivn srgumsnts for the sddition
of & Supply depsrtment to & marketing orgenizstion has .
been to the effect that such addition would lead to more
efficient use of feagilities and personnel, Also, the
merketing assoclation already has an active clientele to
which it may look for its prospective patronage, The ma-
jority of these supply departments are not housed in sepe-
rate buildings and the bulk of their office work is handled
through the centrel office of the assoclation. Ususlly

some one person is directly responaible for the operation
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~of the supply department, but personnel mey be shifted

from one division to another as necesaity demands. There

is conslderable Justificetion for the sbove contention of
greater efflciency and practically all managers of these
21 associations report that their supply departments ave

- opersating st a relatively low costs Part of this low

operating coat is undoubtedly the result of considering
the supply department as a gervice unit, end ss such, this
unit often does not carry its portion of the overhead and
indirect sxpenses. However, even in those cases where

the accounting for the supply department is complste, the
operaling coats of nost én@yly departments are relatively
moderate end little criticism sppears appropriate relative
to the combinstion in this respect.

In sddition to the credit angle, another reported
obastacle to the expension of the supply business in the
marketing organlzaetion lies in antagoniam of private trade
interests through which most of the assoclation products
must be merketed. This side of the problem wes mentioned
most frequently %y'th@;fruit end vegetsable, and dairy
sssociations which depend upon retail channels for their
ultimate outlet to the consumer trede. So long as the
association holds its supply business to products es~
sertisl to the actual production of the products marketed,
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thers is not a noticeable amount of organized criticism
from the private bﬁaim@aﬁ interests.

A more sbstract, but nevertheless real, point in N
this discussion ia tﬁ#  v1aw of aewhnihmeoaperativc leaders
thet, fundamentally, the marketing and purchssing movements
may be pointing in opposite directions. It is the funce
tion of the marketing cooperative to secure as much #s

possible for the producer's product, while the supply co=

‘operative 1s trying to furnish the needs of the sonsumer

and praﬁﬁaar at &8 low a net coat as possible, @hin cOne
fiiet of intereste does not appear in the bulk of thase
2} marketing asssocietions included in the study. The only
ceses where the problem appears et all are the grain B8
soclstions manufscturing feed snd the fruit end vegetable
uni%s selling cenned goods through their stores. Where
the merketing essociation restricts itself to supplies
used directly in the production of the product marksted,
this conflict of interests does not appear end it is to
thia end that most Oregon marketing cooperstives with
supply depsriments are siming.

A few marketing orgenizetions hav§ sdded unrelated
lines to their supply depertments, and in so doing they
have mede profitable operation for supply cooperatives
1n,th»'a&ma territory very difficult. Several cooperative

leaders expressed the view that a marketing organization
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should not add en unrelated lime of supplies when such
action jeopardizes %hajaxiuﬁenaa‘af another eaﬁpéruhi?a
handling a full line of supplies. Marketing and purchas-
ing cooperatives have much in common and should cooperate
for their mmbtusl benefits Several merketing assoclations
are themselves pstronizing the supply organizations and
are working vithkth» supply group in the matter of credit

arrangsments for supply purcheses by thelr membership.
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Accounting and Internel Control

The value of an efficlient accounting system has been
overlooked or underestimated by meny cooperstive organis
zationas This tendency to minimize the importance of
aceounts and records has besn a leading factor among the
causes contributing to the failure of a number of sssoci-
ations. The mejority of managers and directors are now
recognizing the edventage of adeguate records and & num~
ber of units have installed very efficient systems. While
the velue of & plan adapted to the cooperative unit 1&

. realized and such & glén is desired by most groups, the
cost of inat@llatian by public accounting firms has been
regarded as prohibitive by the smaller units. There sre
very few books available on the subject of cooperative
aecounting and the majority of associations have been
forced to develop their own systems, each edopting its
own plan in light of its needs. Certain of these self-
developed systems are very effective and are worthy of
being passed on to other units doing & similar business.
An effort is being made by one regional cooperative to
maintain uniform sccounts in ell affilisted units and
with this uniform system a centrel suditing service is
provided the members. The following discussion of cow«

operative accounting is besed upon observations of the



plans now in use in the various Oregon cooperatives. Due

eredit must be given the managers, accountants, and office

employees who have been instrumental in the introdustion
of these mathnﬂanrv ‘

ADVANTAGES OF A COMPLETE ACCOUNTING SYSTEM. A welle
adapted sccounting plan involving the uae offataﬁdarﬁ
double entry bookkeeping consisting of the 3aurnaln; gen~
eral 1§dgur-anﬂxauah subslidiary ledgers and other rﬂuoéda
as muy be necessary, provides & number of uﬁvantagaa to
uny ceaperativa organizetions Among the more important
ef these advantages are:

l; The manager and directors may bese their ep@rating
policies upon the informstion to be gained from study of
the financial records of the organizetion. |

2+ The buying and selling plans of the manager are
more accurately formulated when adequate operating atate~
ments ars avellable.

S« It enables the directors and membership to Judge
more accurately the efficlency of the menagement and the
relative position of the business unit at uﬁy given time.

4« Where essentially similar systems are being used,

~ valuable comparisons as between assoclations may be made

for the purpose of determining relative efficiency of oper-
ations and policiea.

B. Adequate seccounts are necessary if an association



w

i ‘31
is to secure and retain its exemption from ths payment
of foderal and state income taxes.

6. Annual reports prepared for various governmental
end credit agencies are more easily compiled,

7. Efficient accounting provides s source of valuw
able training end insight of business operation ﬁo thosse
who are performing ths work.

OFPICE BEQUIPHMENT AND METHODS. The office equipment
of an sssociation should include an sdding mechine, 2z type-
writer, proper filing devices and, in moat supply cooper-
atives, a cash register snd sales ticket register. This
equipment should be provided in order that ﬁhn,bsakkaaﬁing
snd office work may be handled with speed and accurscye.

It is very important that s good sefe be avallable for
safekeeping of all association recordss The preservation
of all records is especially necessary in the case of &
cooperative orgenizstion because the member equities in
the reserves are based upon patronage, and this patronage
record must be available at sll times.

The Oregon Cooperative Assoclation Laws as

smended in 1937, provide that, "any essoclation

established under this act shall once each year,
upon request of any member, render a statement

to thet member, showing or representing the proe

portionate interest of that member es such, in

the assets or cepital of that association, or

in eny perticular reserve fund or any other ape-

eific portion of such assets or capital." (Chap.
VIII, Sec. 25-811)
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For this reason it i1s imperative that the association safe~

- guard all records and that these records be complete,

Tﬁa computation of dividends is a detalled task and is
a long, tedious job without an adding machine., Filing de~
vices are very desirable in order that correspondence and
inveices may be easily avallable for future rafaraneeg The
£iling system need ﬁat‘ba elaborate or costly, but should
inelude & metal filing cabinet equipped with elphabetical
inﬁex‘anﬁ £iling folders for each class of material to be
filed., The use of a sales register on which all sales are
recorded in duplicate or triplicate is a materisl improve~
ment over the duplicating ssles books, and such s register
could be used bto advantage by a number of associations,
The sales register tiekéts are not so easily lost or mis-

vrlaced and are usuclly more convenient for filing purposes.

Where a oonsiderable amount of cash business is transacted,
the assoolation shouié own and use a cash register because
it provides a more effae%ive means of controlling recelpts
aﬁd disbursements. - The majority of the organizations
included in thiakatuﬁy meet the minimum requirements for
office equiymﬁnt; but there are a number of units without
f£41linz cabinets and fireproof safes. |
HAKRDLING THE CASH. Yrom the standpoint of accountling

progsdure ané sase of suditing the association records,



all cesh receipts should be deposited intact at regular
intervals and the proper entries made daily in the cash
journsl, A1l disbursements should be made by chesk in
order that the cancelled checks may be used as a perma-
nent record of sxpenditures and receipts thévafﬁra

To eliminets the need for lssuing checks to cover
small items of expense, most sssociastions have set up &
petty cash fund of from $25.00 to $50.00 When the petiy
cash fund is esteblished, an initial cbeck is drewn in
the emount of the fund and is msde peysble to and charged
to "Petty Cash" in the journal, Hereafter, this item will
be cerried as an asset in the genersl ledger and is alweys
carried to the trial balance intect. Payments from this
cash fund are alweys to be covered by a receipt showing
the payees, the emount, and the purpose of the disbursement.
Every month, or more often if necessary, a check is drewn
to the order of Petty Cash to cover the expenditures from
the fund. This check is cashed and the money placed in
the fund, and the petty cash is restored to the nriginﬁl
amount esch time this sction is taken, When the petly
cash check is entersd in the jourmel, it is charged out
to the expense sccounts to which the petty cash receipts
are raiatadg The sdvantage of the petty cash fund 1s
that 1t sllows for minor paymaﬁﬁa aavaring‘affieg supplles,
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postage, express, contributions and other amsll items with-
out drawing & check to cover each disbursement; while at
the same time the replenishing of the petiy cash by check
complies with the general rule that all gam;émts be by
cheek. ”

THE JOURNAL - GASH, SALES, AND PURCHASES, In most
cooperative purchasing mssoclations of average size, all
Journsl entries mey be combined into one bock of original
entrys The ususl method 1s to use standard columnar
forms in & sectional post binder, and to hesd up the
columns in such & manner that there is a place for both
Gebit and oredit sides of every transsction. Dsch page
may be cross-footed end checked for balance prior to carry-
ing the totals forward to the next pages The column to-
tals are pbataﬁ to the gone?alkladgﬁr at the close of each.
month in most cases, although some associations prefer to
poat to the genersl ledger deily or weekly. This posting
to the general ledger is not to be confused with entries
in the accounts receiveble or customer's ledger. In this
latter subsidiary ledger, posting to the individual
accountsa of patrons i3 a daily routine end such entries
are usually made from sales tickets or receipts for pay«
ments on scaount.‘

The hesdings of the journal will usually include the
following debits:
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le¢ Purchases. Where the orgenizetion has several
departments, this heading will include several columma
such as feed, gesoline, hardware, etes The hea&ings‘ari
made to sult the particular type of busginess involved.

2+ A4ccounts Receivable, In this column are listaa
the charges to the mccounts of patrons. Usually the
total charges for one day are listed in a single item and
the individual charges are posted to the sccounts receive
able ledger from the sales tickets.
| 3+ Expenses. A muber of aaspeiaﬁianélare’uaing
a2 "fly leaf® in their journal in order that the "Expensea"
ltem may be broken down into its component perts. There
the single column is used, each entry must be initieled
in order that segregation of the total msy be simplified
at the close of the aceounting periocd., It appears that
the fly leaf should be installed where the association
bas any materlel volume of individual sxpense itema to
put through the Jourmal, All payments or obligations
Incurred in connection with the operation of the business
other than merchendise purchases and capital investment,
are charged out through the expense headings.

4. Cash. All cash receipts from whatever source
are entered in this eoclummne

5+ Bank Deposits. The amount of each bank deposit
is entered in thia column on the day of depoait.
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6. General Ledgers Any debit entries for which no

separate hesding is provided are placed in the general

ledger columne Each entry 1s to be initisled or other-

~ wise identified with the account to which it is charged ,

and sach item is ordiparily posted indlviduslly to the
sccount involved; although some asscciatlions post only
once s month and group the genersl ledger items according
to accounts involved. This column is not to be used where
there are & number éf frequently recurring trensactions
involving one sccounts In such ceses & separate heading
ahculd’be established for the account in order that
posting mey be simplified.

7« Accounts Paysbles All payments to creditors or
sllowancea to the associstion on trede accounts are entered
in this column. These items are then posted individuaslly
to the accounts paysble ledger and the total carried Lo
the general ledger.

" The credlt side of the combined journal should ine
clude these headings in the average cases ‘

1. Cheeks lssued. The emounts of all disbursements
by bank check ars entered here, and in connection with
this hesding, a smeller column should be piovideﬁ in whioch
the check mumber may be recorded. This column combined
with the "Bank Deposits™ listing is used in preparing the



monthly reconcilistion of the bank accounts

2, Accounts Receiveble. All payments on account
and eny other credits to patron aceounts are listed in
thin cetegory. 1t is customsry to group the credits Tor
one day in s single entry covering the lot. As in the
ceae of charges to customer sccounts, posting to the sube
sidiary accounte receivable ledger 1ls from individual
tickets or receipts.

%, Sales. This heading is broken into depertments
to corr#apanﬁ with the aivisions of "Purchases” on the
debit side. This departmentslizstion is of lmportance
in dividend determinaticn &n& in aiding the mansgement

“ to determine the relative opersting efficiency in the

hendling of the various classes of merchandises

4, Genervel Ledger. This column on the credit aide
serves the same purpose as the "Ceneral Ledger® column
on the debit side, and must be provided to care for mis-
cellaneona entries far,whieh no sepavete heading is pro=-
vided,

5. Accounts Paysble, This eolumn is provided where
an essocistion purchases on a credit basis and the entries
under thls heading consist of the individual purchases,
es indicated in the invoices recsived from the ecreditor

firms. 1%t is;eanvSﬁiant ts provide & space for listing
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the invoice numbers when the purchases sre sntered in the
Journale

In sddition to the headings mentioned sbove, the
journal elways provides the customary date, explanation,
gnd folio columma. ‘These columns ars often convenlently
located between the debit snd credit sidea of the journale
While this type of journal will serve the needs of the
average pﬁreh&sing association, 1t ceunot be expected %o
suffice in the larger organizations where the books mst
often provide for the recording of marketing transactlons

in addition tu the supply business. These larger and more

-diversified units have usually found it necessary to set

up several journals and these specislized Journals nmay
include a cesh journal end check register, s general jour~
nal, en accounts paysble journal or lnvoice regiaﬁer, and
& sales journele

A number of associations have developed a daily "recep”
form which serves to summarize the trensactions for each
day, and this sumary is then used to check the balance
of the cash and to serve as the basis of entries intc the
journal. This daily summary lists the seles by deperte
ment and sccording te cash and ¢redit classifications,
snd sometimes lists the quantity of goods sold in order
thét ti:¢ book inventory may be kept in operations A
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eimple recap form will serve to prevent meny errors in
jaﬁrnal entries and the orgeanizetions meking use of this
plan are well satisfied with its operstion.

UENERAL LEDGER. The ordinary genersl ledger is a
standard loose leef form to be used in & sectional post
binder end this ledger form is of the three column type
with debit, credit, and bslsnce headings. The verious
divisions of the accounts, such ss asseta, lisbilities,
capital, etcs, are separated by dividers and sach group
of asccounts should heve its own series of numbers in order
that posting may be facilitated. The sccount hesdings
now in use among the various associations vary in nsme
and mumber bub, in genersl, en essentially similsr besic
pattern is noted and this similerity allows for some come
parison among units. No single classification of accounts
can bs formulated to fit the needs of all cooperatives |
handling different classes of supplies and operating under
varyling conditions, but the following cléaaificatian ey
serve as a8 gulde to certain mssocistions desiring to fol-
low e standardized plan of paming and numbering accountss
Account numbers fulfill a useful purpose in that they
serve as identification in making jauénal entries and in

posting to ihe ledger.
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ACCOUNT CLASSIFICATIOR FOR A PURCHASING CUUPERATIVE

112 caah 1n Bank

12 Accounta Recelivable
18 Hotes Hecelvable

14 Kerchandise Inventory

Lo _ Fixed Assets

21 Land
22 Bulldings

£3 Hachinery and Equipment
24 Trucks

26 Orffice Eguipment

81 Supp Y nvantary (Operaeting supplies only)
52 Prepald Expenaes )

38 Inveatments

%4  Stock Subseriptions Recelivable

41 yable

42 xaeas Payable

43 Accrued Expenses
431 Accrued Interest
432 Accrued Salaries and Wages
433 Acerued Taxes

Honecurrent Lisbilities
51 mgrtgago Payable Lor Long
52 Certificates of Indsbtedness

62 capikal Etaek (ar mamharahipzeartificahes} Subaarihaé

6% Working Capita) Ressrve evidenced by Credits to
Individual Batrons

64 Undivided Earnings

65 Veluation Reserves

661 Reserve for Deprecistion of Bulldings

662 Heserve for Depreclation of Nschinery and

"~ Eqguipment

853 Reserwve for Depreciation of Trucks

654 Reserve for Depreciation of 0ffice Equipment

655 Reserve for Bad Debts
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7+ Purchases

71 o Purchased
T o ~ Purchased
/- S ~ Purchased
74 T ~ Purchsged
81 8 0f

82 sSales of

8% Sales of

B84 Sales of

2ll S rie ‘i‘f
212 G@mm&aaiﬁna

913 Delivery Expense

914 ¥iscellaneous Expense

915 Light, Heat, Water and Power
918 Communications

917 Office Bupplies

918 Interest

910 Taxes

920 Insuranocs

921 Plant ¥aintenance

922 Rent .

985 Advertising and Donations
924 Auditing and Legal Fees

6256 Bad Debts

926 Depreciation

927 Directors Fees and Expenses
928 Travel Expense o

1011 In iecelive
1012 biuaaanta Rua«ive&
1013 Dividends Recelved
1014 Kiscellaneous Income
1021 Discounts Allowed

This system of general ledger accounts is presented
only as & gulde and msy be rearranged or revised to fit

the neesds of any perticular cooperative.



SUBSIDIARY LEDGERS. The three principal suxiliary
ledger records which should be maintained by a cooperative
association are: |

ls Accounts Heceivable Ledger

2+ Acocounts Payable Ledger

&« Heaerve HEquities Ledger
These Quhaidiary'la&gera serve as & listing of the indl-
vidusl items which go to make up the balances of the
related control sccounts in the general 1&@5@2..‘F0r 8x~
ample, the sccounts receivable ledger provides the amounts
of the individual patron smocounts, and the total of thess
individual items 18 equal to the balance of the "Accounts
Receivable® mccount in the genersl ledger. This same
principle holds in the cases of the eéeaunta payabla,aﬁﬁ
reserve equities ledgers.

The ececounts receivable ledger is an absolute
necesaity in eny association doing a eredit b&ainaaa;j
This type of record is ééuhxy valusble to & cooperative
orgnnisatign beceuse 1t can be made to serve as a complete
record orréxl purchases Ly & patron, and several units are
using this record in the dusl capsclty by carrying sll
sales, whether cash or credit, through the receivables
ledgers Where the cash sales are routed through the
accounts receivsble ledger, & corresponding credit entry
is made to offset the charge. The ledger shest serving
both of the sbove purposes is & loose leaf form with the
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usual debit, eredit, end balance colums ta;pwexiaa.tha
belance due the assoclation at any given time. In gdw
dition to these three headings, the form hes columns in
- which the purchaana‘mﬁyf§§:§n£aweﬁ #ﬁaarﬂlng ée éepﬁrtw
ment or type of grﬁduﬂg; '§hua, tha §£ng1¢ 1§égwr~saxﬁas
&8s & record of e patron's totsl purchases &s well as &
- statement of the yatvﬁh‘s eccounts The record of guru.
chases is of great velue in the determination of divi-
dends and in presenting evidence of the percentage of
business conducted with non-members., The posting to this
ledger is from sales or credit tickets and the total
balances of the individusl asccounts must always equal the
balance of the control secount in the general ledger.
The sccounts peyable ledger, or creditors'! ledger,
is & record of the transactions with the individual firms
from which the sssociation purchases goods or services,
Thias ledger is ordinarily made up of the conventional
three column ledger shests which are kept in a binder
similer to that used for the accounts receivsble, MNany
associations use parts of the seme binder for accounts
receivable end neﬁauntn‘§#y¢ble,,aaah division heving its
own alphabetical index. The posting to this ledger is
from invoices and credit memos of the creditor firms and
from the payments listed in the &abit "Accounts Peyable”



column of the Journal.

Only 8 associations of the 59 reporting on the
question are making regular use of an accurate reserve
uqnitiau ledger. Untll recently, little attention was
given the maintenance of such & record, but under present
cooperative laws and tax exemption regulations, this type
of record has assumed real impart&na&g The Oregon Co~

" operative Association Laws provide that any member may

ask for sn snnuel statement of his equity in the net

worth of the association. In addition to this provision,

the State Tax Commission insists upon these specifie
eredits to any nonemembers who may transact businese with
the cocperative as a condition precedent to exemption from
the corporsatlon excise taxs An sccurate record of indi-

vidual equities in the reserves of the association is of

' inestimable velue in case of dlssolution or reorganization.

Asgociations which heve operated over a period of years
mey have ﬁi£f1¢a1ﬁy in esteblishing individuel equities
in tha%gﬁpraaent reserves, but once this hss been accom-
plished, it 1s a éampawativaiy aimple tesk to set up these
equities each year thereafter. This record may be a regu~
lar sectional post binder with elpbabetical index and the
conventional thres column laégar shests, The entrles to
each account are bassed upon each patron's contribution

to the total patronage and are ordinarily prorated in the
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same manner ss any dividends which may be declared. Thus,
Af the mesociation declares 50 per cent of its earnings
as dividends, each member's squity in the "hold-back® will
be 25 per cent of the amount of his dividend.
AUDITING AND SUPERVISION, Ower 50 per cent of the
- 60 associstiona reporting in Teble 29 are having their
‘books audited by public accounting firms. This super-

vision ranges from sn snnusl review requiring two or three

out the years Several cooperetives knap only sales roe-
cords, mccounts receivable ledger, and notation records

Table 29, Auditing of Accounts in 60 Oregon Coagerativuﬁ

daya to complets charge of all mssocistion records through-
|

|

|

|

| Hendling Farm Supplies, by Type of Association, 1838

ey 3 g A o 55 o i S Sl 5 A WA, 1 Ot 230 A N G NI S 3 5 5, L A AN i e

Auditing Agency All Petroleum Feed Unclassified

Qualified Accountants..ss 10 5
Reglonal Cooperativess..s 16 ié
Directors or lMembersessss & 1

FONBewnsasssososssvossnsene 1 i

Public Accounting Firmses 51 11 10 1

Associations Reporting, 60 32 14 14

of receipts and disbursements at the sssoclation offices
all entries in the jouwrnal end ledgers, except accounts
receivable, being made by the accounting firm in its
office, In these cases the monthly sﬁaﬁamants~and'anﬂual

reports are iaaﬁaé by the accounting firm as a pert of
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its function as association accountents This method is
attractive to those associations who cannot hire regular
and competent office help capsble of keeping the accounts
and preparing finsncisl statements. Ten units report
suditing by & qualified acecuntant, usually some accounte
ant employed locelly and who does some outside work on s
part~tim§ basia. Reglonal cooperatives are supplying
auditing service to 15 associations and here the rangs

of aupervision runs from direct éan$r93 of the associ-
ation lsdger, from which monthly statements are prepared,
to an occcesional check~up at the request of the loeal
unit, usually once or twice a year. Only { groups do not
bave any outside person or agenoy to cheock upon and verify
the securacy of the sssocietion accountss The fact that
the books are audited &a@u not mean that the accounting
syatems are sll efficient and wellesdapted, In fact, a
number éf'naaaaiat&ana*ﬁa¥¢;failua,ﬁu cerry out recommended
changes in thelr systems and heve continued from year te

year using the same insdequate procedurs. Nost cooper=

atives are recognizing the value of some outside superw
vigsion and auditing, and move affiaicazfaecennxing
systems are being rapidly sdopted as new methods are de~

veloped to fit the pecullar needs of the coopsratives.
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STATE AND FEDERAL TAX EXEMPTION FOR COOPERATIVES.

All cooperatives are interested in securing and reiaining
their exemptions from the state corporetion excise tax
and the federal corporation income tax., Of 69 asae¢$¥
stions reporting in Teble 30, 48 orgsnizations have se~
cured exemption from both levies and § other groups are
exempt from ons or the other of the tazes., Only 6 as-
aaeiatiana are filing returns under both the fa&arﬁl and
Table 30. Federel Income Tax and State Excise Tax Status

“of B9 Oregon Cooperatives Handling Farm Supplies, by
‘Pype of Association, 1838

T S e e

b e e RO

Statua S All Petroe Feed Unclassi~
leum fled

Exempt State snd Federal..esssss 48 85 12 11
Exempt Federal sud not Stele... 4 3 1
Exempt State snd not Federsl..,., 1 1 - -
Pay both State and Federalsesss © 5. 1 2

Assoclations Reportingesssess 59 32 15 14

state corporation income texes. After obtalining 1ts ex~
emption an assccistion ah@ul& not consider the matter clossd
becauss this exemption may be cancelled through the vioe
lation of anykgr'thn provisions under which it was arigxw’
nelly grented. For this resson, the more importent points
determining exemption under each tex are of interest to
the menagement of any supply cooperative seeking the taxe
sxempt atatus.
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The following principles are fundsmental in the de~
termination of exemption from the f£iling of the federsl
corporation income tax returns:

ls The association must be organized and opersted
on & cooperative besis. That ig, a supply cﬁsperativak
mgt heve es its pufpeaa the distribution of supplies at
coat plus neceasary expensess

2., Hewbers and non-member patrons must benefit from
- the oparaﬁian;af‘the associetion in exactly the same
manner and upen the seme basis, whether the entire savings
of the essociation are returned as pstronage dividends or
a ressonable amount reteined for necessary reserves.

S+ Dividends on capital stock must not exceed 8 per
cent per anmons This rete is also proscribed by the
Oregon Cooperative Associstion lLews, and any cooperative
opersting in conformity with the provisions of this code
i3 autometically sligible in this respect. |

4+ The value of supplies purchssed for nonemembers
shall not exceed In value the purchases for members, and
purchases for nonsmembers who are not agricultursl pro=-
ducers must not exceed 15 per cent of the value of all
purchases.

Se “S&bst&nki&ll# all" of the voting capltal stock

must be owned by producers who patronize the sssocliation.
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The sbove provisions esre the most important points
considered in the determination of federal income tax
stetus end are more fully explained in & bulletin issued
July ¢, 1981 by the Tressury Department in eleboration
of the Revenue Act of 1928, A reprint of this bulletin
is presented as Appendix A of this report.3/ Exemption
from the corporstion income tax serves as the foundetion
for determining the status of & cooperative in regard to
the capital stock, excess profits, end stemp texes ime
posed by the federsl government.

The 3teate Tax Commission of Oregon has esteblished
certaln principles for use in determining the staius of
a cooperative as regards the stote corporation excise tax.
Suyply cooperstives are now mentioned Spesifiaallyfia~thm'
'sectian of the yrasaaﬁfla&ﬁwhieh relates to the axeﬁptian
of cooperatives.d/ pﬁé“héfaligibie for this exemption s
cooperative must meet these qualifications: .

1. It must esteblish that for its own sccount it

has no net incomes In other ﬁcr&&,,all ssrnings must be

The Intermal Revenue Service reports this bulietin
the most recent Treasury Department statement proe
viding eomprehensive trestment of the conditions
gc§arning exemption of Farmers! Cocperative Associ-
ations,

4/ Specific trestment of supply cooperatives wes sdded to
' the law dealing with corporation exemption by the 1989
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apportioned to the patrons in propertion to individusl
patronage.

2, Nonemembers must receive exsetly the same treate
ment es members in the declaration of dividends.

5. The sssociation must meintain written records
of the individuasl equities in any surplus accumulasted for
working capitel purposes. This provision may pe met tnrough
the uge of the reserve eguities ledger which facilltates
the issuing of an ennusl "certificate of interest” by the
cooperative.

4+ The charter, articles of incorporation, or by~
laws of the mssocistion must provide for equal particle
petion of members and nonemenbers in all savings, whether
in the form of dividends or working caplital reserves, and
such participetion muat be based upon patronage. ?nﬁa,
the mewmbership cannot benefit at the expense of the none
member at aﬁy time or in any forme.

Associations now exempt from either or both tax
statutes should review their current operations from time
to time in light of the technical exemptlon requirements,

and make any necesssry alterations in procedure before

Leglislature of the State of Oregon. See 1939
Session Laws, P« 991
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being subjected to investipgatlion ﬁyvfaﬂoval or state agents.
Several exemptions have besn revoked during the past year
and the operations of certain other cooperatives are now
being serutinized. Thess investigations have devoted par~
ticular attention to the treatment of non-members in the
declaration of dividends and the building of working capital

reservos.
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AFPPENDIX A



108

TREASUKY DEPARTMENT
0ffice of Comissioner of Internal Revenue
Washington, D. C.
IT«Mimeograph , July 8, 1831
COLL« Ho, 3886
Rs As No. 582
Exemption of Farmers' and Other Cooperative
Marketing and Purchasing Associations.

COLLECTORS OF INTERNAL REVERUE,

INTERNAL REVENUE AGENTS IN CHARCE,

AND OTHERS CONCERNED:

Under section 103 (12) of the Revenue Act of 1928

and section 231 (12) of the Revenue Act of 1926, and corre~
sponding sections of prior revenue acts, ﬁﬁﬂp&rﬁﬁi?ﬁ age
sociations engaged in the marketing of farm products for 7
farmers, fruitegrowers, live-stock growers, dalrymen, etcs,
and turning beck to the producers the proceeds of the sales

of their products, less the necessary operating expenses,

~ on the basis of the products furnished by them, are exenpt

from income tax and are not required to file returns.

The practice of the Treasury Deparimsnt, under the
revenue acte prior to the Revemue Act of 1926 has been at
8ll times to extend the benefits of exemption from tex-
ation to sssociations which operste for the benefit of
their producer patrons, end to deny exemption in the cuses
of sassocistions which operate so that thelir profits inure
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to the benefit of investors op others than the producer
patrons cquit&b&y entitled to the profits, ror exaﬁyla,
these statutes have been construed in the ﬁnaas of cOm
operative mssoelationa otherwiss meeting the raquiramnntt
of exemption, to include: v,[

(1) Cooperative sssocistions which buy and aazl,
and take title to, ferm praéuatn in their awn‘naﬁaa‘anﬁ

© (2) Cooperstive associations which &a&l xith ¢jf
produ&arn, (waathwr or not they technicslly qualify ua

it,maﬁbars) on & caoparativa basis, the tanm ”mnmbara” used
in the exemption a«atiana being construed to include all :f
producer patrons in vhese behalf the aauee&atiana ara 1

operated;

(3) cooparative asaasiatiana whiah, in eannsation

with thelr mevketing runatiena, mnnufaetura grodnztn.and [
' ehsngo the form of the raw meterials furnished by ﬁhﬁ 9ra~
dugers, such as cooperative ereameries and fruit growers'

cooperative cannery organisetions; and

(4) Cooperative sssocistions which issue eﬁp;tal
stock provided the dividend rate is limited so as not to
permit more then & fair return on the capitel invested,
and the ownership of any stock carrying the right to pars
ticipete in the surplus of the association is restricted

a8 far as possible to producer patrona.
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The construction given by the Department to the perti-

nent provisions of the seversl revenus acts prior te the
Revenue Act of 1926 was in substance approved b Congress
and enacted into law as section 231 (12) of the lattar‘ﬁatg
Speaking with respect to this section of the Revenue Act
of 1928, the Senate Committee on Finsnce seid:

"Section 231 (12): The existing lasw, strictly
construed, allows exemption only to those fermers’,
frult-growers!, or like associations which ect as
sales or purchasing sgents for producer members snd
whieh return to such members the entire proceeds of
their operstions, except necesssry ssles or purchase
ing expenses. However, in order that any such sa~
sociation, not operated for profit, end which is a
true cooperative ssscciation, shall get the benefit
of this exempiion, the Tressury Despartment in its
regulations has construed the »xisting law with great
liberslity enlarging the term “member” to wean any
producer whether or not a member, 1f treated by such
an ssgoclation on the same basis as & member; ex-
empting sueh an associstion not scting as an agent,
but teking title to produeta or supplies; allowing
such sasoclations to heve outstanding capital stock
and to pay dividends on such stock {(subject to cers-
tein limitstions); permitting such sssociations to
build up reserves for State requirements or other
necessary purposes; and allowing such associations
to manufacture their products to change the form of
rew materials, and in some cases to operate subsidie«
sries, 80 long as the operstions ere not conducted
on an ordinary profitemeking besise

"The committes mmendment does not broaden the ascope
of nor even includes all the provisions of the Treassury
regulations but only incorporates certain provisions
sdopted by the department ss fundamentel in allowing
exemptions to cooperative marketing and purchasing .
casoclations, The amendment will assure assoclations,
now exempt, thet the iibersl construction, by the
department, of existing law 1s sanctloned by Congress
gnd 1f enacted will prevent e valid, but perhaps
sudden or drastic, restriction upon exemptions, such
a8 is now possible under existing laws It will slso
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permit & considersble number of cooperstive agriw
culturel associations, orgsnized under general
corporation laws, with capital stock, and not now
exempt, to attempt to obtain exemption by changing
their crgnnisatian and operstions to meet the re-
guirements of permmnent lan rather than uerely of
impermanent regulations.”

Section 103 (12) of the Reverme Act of 1988 follows

verbatinm section 281 (12) of the Revenus Act of 1926 and

provides as followsy

YThe Pollowing orgenizations shall be sxempt from
taxation under tuis titie----

"(12) sfermers', fruitegrowers', or like assoclations

orgenized and operated on a aaayeratavu basis (a)

for the purpose of marketing the products of members
or other producers, and turning beok to them the
proceeds of salea, leas the neceasary marketing ex-
penses on the baals of either the quantity or the
value of the products furnished by them, or (b) for

‘the purpose of purchesing supplies and equipment

for the wuse of members or cther persons, and. turning

. over such supplies snd equipment to them at sectusl

cost, plus uecesssry expenses. Exemption shsll nok
be denied any such asssocistion because it hes capi=
tal stock, if the dividend rete of suoh siock is
fixed at not to exceed the legal rate of interest
in the State of incorporation or 8 per centum per

annum, whichever is grester, on the value of the

canaidaratiea for which the stock wes issued, anﬁ

if substantially all sueh stoek (other than non« N
voting preferred stock, the owners of which are not
entitled or permitted to partieipate, directly or

ipdirectly, in the profits of the sssociation, upon

dissolution or otherwise, beyond the fixed dividends)

is owned by producers who market thelr products or
‘purchage their supplies and equipment through the
association; nor shell exemption be denled sny such

association because thers is sccumalaeted and meine-’
tained by it & reserve recuired by State law or a
resaonable reserve for any necessery purpose. Such
an aassociation may merket the products of nonmembers
in an amount the value of which does not exceed the
value of the products merketed for members, and may
purchase supplies and equipment for nnnmamhars in an
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amount the velue of which does not exceed the value
of the supplies and equipment purchased for members,
provided the value of the purchases mede for persons
who are neither members nor producers does not ex-
cesd 15 per centum of the vealue of sll 1ts purchases.”

It will be observed thet this sectlon exempts farmers!
and othep cooperative merketing sssociations organized and
operated "for the purpose of merketing the produets of
members or other producers, and turning back to them the
proceeds of sales, less the necessary merketing expenses
on the besis of either the quantity or the vslue of the
produets furnished by %hém, # % #," (Underscoring supplied).
The clear intent of this provision of the statute is that
nonmenber patrons, 1f deslt with et ell, will be treated
the same as members in so far gs the dlstributlion of patron-
age dividends 1s concerned, In other words, if products
are marketed for nonmember producers the proceeds of the
ssles, less necessary operating expenses, must be returned
to the patrons from the salacaf'whéaa goods such pr@ceéﬁa
result, whother or not such patrons are members of the as~
gociation. Therefore, a cnnp&r&tﬁva'marketing association
may not, without 1ﬁaing its exempt status, mnka'a profit
on the business trensacted with nommember patrons and divert
the proceeds of such business from the patrons entitied
thereto. However, where a cooperative marketing 23a0ci-
etion has otherwise complied with the provislions of the
gtetute respected exemption, but defers the payment of
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patronsge dividends to nonmembers, exemption will not be
deniedew~ | ;

1, Where the by-laws of the asscclation provide that
pétranagg dividends, by whetever nume kmown, are paysble
to the members and nonmembers alike, and a general reserve
is set up for the psyment of patronage dividends to non~
members. ‘ | 5 ;

2, Wnere the by~-laws provide for the payment of
patronage dividends to members, but are silent as to the
payment of patronspge dividends taynunm&mbara, but a
specific credit to the individusl gceount of each none-
member is set up on the books of the gasoclation.

3., Where the by-lsws are silent as to the payment
of patronage dividends to aithaé members and / or none
members, but the evidence submitted shows thet it has’b&en
the consistent practice of the association to make payment
in cash or its equivelent of patronsge dividends to mem-
bers snd nonmembers alike within e reasonable period gfter
the expir#hien of the particular year involved.

4. Where, under the circumstances stated in 1, 2,
and %, sbove, patronsge dividends are not payable until
the nonmember becomes & member of the associatlon eiihar
through the psyment of the required amount in cash or the

sccumulation of dividends in an amount equsl to the purchase
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price of a share of stock or membership.

Under the regulations of the Department prior to thelr
smendment by T. Ds 8511, (C. B, 1I«2, 201) promulgsted
under the Revenue Act of 1921 and Tressury Decislons 3858
(Co Be II1~2, 242) and 3709 (C. B, IV-l, 51) promulgsted
under the Revenue Act of 1924, a fermers' cooperative as=
sociation was denled exemption if any of the stock of the
essocietion wes held by nonproducers. By expreas provision
of the Eavanua‘Aats of 1986 and 1928 {and by the D@Part*
mental construction of prior revenue acts), farmers! co~
operative marketing sssocistions are exempt only if "sube
stantially ell® of the capitel stock "{other than non-
voting preferred stock, the owners of which sre not entitled
or permitted to participate, directly or indirectly, in.
the profits of the assoclation, upon dissolution or other-
wise, beyond the fixed dividends) is owned by producers
who market their products % # % through the assoclation;
o8 N

If an association is permitted to have nonproducers
as stockholders and accumilete & surplus et the same time,
the prineiple that a producer shell have returned to him
the procesds of the sﬁle,af his products leas only necessary
operating expenses 1z_vimiatad. Tuis follows as & result
of the established principle of law that the surplus of a
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étack corporation inures to the benefit of itas stockholders.
In recognition of this prineiple of law, the statutes of
& number of states provide that cooperstive sssociations
must be organized without cepitel astock. In this connection,
reference is made to the Civil Code of Californie (1929),
Title XXII, Non«Profit Cooperabtive Corporstion; Acts and
Resolves of Maas. (1823), Chap. ¢38; and Pennsylvanis
Statutes (1920), Secs 155, Incorporation of Cooperative

Agricultural Associstions. Therefore, where associstions

 are permitted by law to orgsnize with capitel stock, it

is essentiesl to exemption that the ownership of capital
stock which carries the right to perticipete in ths sur-
plus and reserves of the aasociation be restricted, ss
far as possible, to sctual producers. |

it is imprecticable to mttempt to define the term
"substantially 8ll" as used in the statutes under dise

- cussion for the reason that what constitutes substantially

all of the cspital stock of a cooperative marketing nse
sociation is & gquestion of fsct, which must be decided

in the light of the circumstances surrounding esch pﬁ#-
ticular case. Any ownership of stoeck by other than actusl
producers must be explsined by the sssocistion. 7The as-
goclation will be required to show thet the ownership of
its capitsl stock has been restricted as far ae posasible
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to sctusl producers who merket their products through the
associstions Howsver, if by statutory requiraﬁent the
officers of &n aspocistion must be shereholders, the owner-
ship of a share of stock by a nonproducer to gqualify him
as sn officer will not destroy the associstion's exemption;
or 1f & shareholder for any resson cesses to be & producer
and the sssociation is ﬁnxblc, because of & constitutional
inhibition, or other resson beyond the control of the as-
sociation, to purchese or retire the stock of such non-
producer, the faet that under such circumstances & small
emount of the cutstanding capital stock 1s owned by share-
holders who ere no longer producers will not destroy the
exemptions On the other hand, where a& substantial part
of the stock was voluntarily sold to nonproducers, eX=-
emption must, under the statute, be denied as long as such
stock is so held.

The stetute recognizes that in order to operste a
farmers' marketing associetion additionsl caepital is

frequently required. However, if it is necessary for such

‘ asaacia;ion& to be finenced by investors, that situation

must be teken care of by the issuance of preferred atpck
or bonds or other evidence of indebtedness for the purpose
of providing necessary working cspital, or secquiring

property which is reguired for the conduet of the assocl~
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ation's business. The holders of such securities may not

be entitled or permitted to participate directly or in~

 directly in the profits of the sssociation upon dissolus

tion or otherwias beyond the regular fixed dividends or
interest payments and voting control of the association
must be retained by shareholders who are sctual producerss
It is recognized in the law that cooperative assocle
ations have a need for aucumnlating an& maintsining reserves
for cértain,puryaées, pamely, "a roserve required by State
law or & ressonable reserve for any necessary purpose.®
A reserve of the first cleas requires little discuasion

except to state that it must be & reserve reguired by &

state lawj & reserve permitted but not required does not
meet this test of exemption. The neceasity for the ex-
i#tenea of any reserve or reserves, other than those ree
serves required by a state lew, must be shown. The phrass,
"peasonable reserve for sny necessary purpose” has been

construed to inciude reserves sccunmulated or maeintsined

to meet capital expenditures of such sssocistions. Where

$§ﬁh an association has investments in buildings, machinexy,
and other property which, due to depreciation through use
in the operstions of the associstion, eventually resch a
point where their usefulness is axhauaéaﬁ, such deprecla~
tion in a given year ls properly chargesble against the
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patrons of the sssociation sas & part of the "necessary
marketing expensea" of that year, and a reserve for the
replacement of such property set up retably over the period
of the useful 1ife of the property will be recognized as

& necessary purpose within the meaning of the statute and
the Deparimentsl reguletions,

Under ths revenue acts prior to the Revenue Act ef'
1926, the extent of the business done by & farmers' coe
operative marketing sssocistion with nonmenbers is im-
material, provided nonmembers are dealt with on the same
basls as members, in sc far as the payment of patronage
dividends 1s concerned. IHowever, under the Rev#uua hcts
of 1986 and 1928, farmers' cooperstive marketing essocli-
ations may msrket the products of nonmembers only in "an
emount the value of which does not exceed the value of the
produets marketed for members,  # &,

Hembership in & cooperative sssoclation s, generally
speaking, aequiéaﬁ in the same manner as membership in any
other stock corporationesthrough the ownership of one or
more shares of astock. However, as heretofore stated, the
statutes of s number of states provide that fermers' co-
operstive associations must be organized without capital
stock. Therefore, as the exemption statute ia silent sa
to the gualifications of members in farmers'! cooperative

marketing sssociations, 1t follows thet snyone who shares
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in the profits of such an association, and is entitled
to participate in the ﬁanagemauk of the association, must
be regarded as & member within the meaning of that statute.

In order to be exempt under the Revenue Act of 1981,
and subsequent revenue acts, cooperative associations,
engaged in the purchasing of supplies and equipment for
farmers, fruit-growsrs, livestock-growers, dairymen, etc.,
and turning over such supplies and equipment to them at
actual cost, plus the necessary operating expenses, muct
meet the forgoing conditions. An association which pure
chases supplies snd equipment for non-members will not
for such resson be denled exzemption, provided the value
of the purchases for nonmembers does not exceed the velue
of the supplies and equipment purchased for mﬁMb&ré, and
provided the value of the purchasss made for non-members
who are not producers doss not exceed 16 per cent of the
value of all its purchases.

An association engaged both in merketing farm products
and in purchasing supplies and equipment ls exempt if, as
to each of its functions, it meets the requirements set
forth hersin. ,

Associstions claiming exemption as & farmers' co=
operative marketing and / or purchasing association shall
submit the informstion required by Guestionnaire, Form 1028
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(copies of which may be obtained from any oolleotor)
tegethar with a copy of the articles of incorporation and
the constitution and by-laws of the asscciztion. The
latest finanoial statement shall also be submitted, showing
the'asaats, lisbilities, receipts, and disbursements of
thalnaaaeiatian. When such an association has established
its right to exemption it need not thereafter make a re-
turn of income, or any further showing with respect to
its status under the law, unless it changes the character
of ites organization or operations or the purpose for which
it was originally created.

Correspondence and inquiries regarding this mimeo-
graph should refer to the number and symbols IT:E:RR,

ﬁx% ?' Eirﬁa $
Aeting Commiasioner.





