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The foundation upon which any cooperative rests is the economic

need for it as a business erterprise. The existence of such a need
cannot by itself provide the basis for a thriving cooperative. Not

only mus.t the need exist, but the members or the promoters must
through realistic and diligent iivestigations establish convincingly
that: (1) the partiular needs will be better met by cooperative action,

(2) enough business and capital will be forthcoming for efficient and

economic operations, (3) members as the chief source of business
and risk capital, will obtain benefits not otierwise obtainable. This

includes goods and services not available in their area or available

but at unreasonble prices or inferior quality. The rapid evolution of
Grange Oil CQmpany int a financially stable business enterprise is

proof of the need and the cemand that existed for its services.

Agricultural recovery during World War II and the subsequent

demand for agricultural products in the postwar years, had a great
impact on the growth and development of many cooperatives started

during or soon after the great depression in the early 1930's. High

agricultural prices relative to non-farm prices, facilitated relatively
large net margins and therefore greater capital accumulation.
Cooperatives were able to build and to consolidate their net-worth

position in readiness for the problems that beset agriculture in the
1 950's.

In the decade 1952 to 1961, agriculture entered an era of pricecost squeeze. Improvements in farm technology and greater use of

commercial fertilizers induced greater farm output. Consequently,
prices received by farmers declined 20 percent while prices paid
increased 5 percent. Narrowing net margins, caused by generally
increasing operating expenses triggered sizeable sales promotion
efforts. Increased sales, by virtue of their ability to keep plant over-

head costs down, facilitated low per dollar expenses and enabled
Grange Oil Company to make substantial savings for its members in
the period 1950 to 1959.

Sales alone cannot be expected to keep expenses down indefinitely. Other methods of holding down expenses have to be sought.

There is a limit to the amount of inventory that present plant facilities

can hold. A sales-expenses oriented plant size could prove

uneconomic to run for many years. Present and future plant require-

ments must therefore take into account not only the salesexpenses

relationship, but also current economic trends, future business
expectations, size of the paarket and the possible degree of competition. The long run firm plans should provide for expansion when the

need arises but the current plant capacity should be related to short
run business expectations. The present Grange Oil Company's plant

capacity exceeds the ability of the association to increase business
volume in the next few years.

further expansion

This problem must be overcome before

. s c pntemplate d.

This study revealed four important points: (1) The environment

in which a cooperative is launched has a great influence on its success;

(2) Cooperatives need to broaden their equity capital base. More
capital should be raised from members in good years for financing

business and plant expansions; (3) Success hinges, among other
things, on the ability of the cooperative to keep pace with the changes

in the market or the industry which it serves; (4) Good effective and
efficient management and employees are vital for successful operations.
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AN ANALYSIS OF THE GROWTH AND DEVELOPMENT
OF THE TANQNT 'GRANGE OIL COMPANY! AS A CASE STUDY

INTRODUCTION

It is one thir to know how an organization is formed and how it
runs, and another thing to know how to form one and run it efficiently.

This study was undertaken under the precept that the younger econom-

ically backward countries, have a great deal to learn from the experiences of the older economically mature nations. Their failures need
not be repeated. But, they could hardly be avoided if concerted

efforts were not made to learn and to understand the problems that
had to be overcome and the mistakes that were made, where they
were nade and how they were corrected.
The best that the older developed countries have done for the
newly developing countries, is to set up some guide posts to show the

way and to mark as dangerous the pitfalls that lie in the path to
economic maturity.
The United States,

a

relatively young nation by European stan-

dards, developed to its present economic strength from a strong

agricultural base. Many of the successful farm organizations can be
traced back to their origins. Their struggles, disappointments and

successes lie in their records. This makes the United States the
country of choice for those

who

in their attempts to mobilize the

masses for higher productivity, must look elsewhere for information

a

and guidance.

Farmer cooperatives have for the last 40 years been an integral
part of the economic life of the United States. The American farmer,

backed by farmer and Government financed research, has recognized
the possibilities and the limitations of cooperative marketing and
purchasing. Activities in both marketing and purchasing cooperatives

have developed working techniques, and experiences that have been

highly beneficial to the cooperators. This development has been a
leng drawn-out process. It has had its share of failures and disappointments. Enough enterprises have nevertheless survived long

enough to serve as guide posts to those who would care to seek inspi-

ration from the past.
The present study was prompted by the desire to learn the technjcalities of running and managing an integrated cooperatively owned

frmr

business enterprise. It was also prompted by the desire to

learn and seek inspiration from the problems that a cooperative,

started with very little capital, h.d to overcome over a quarter century of operations. Grange Oil Compan2- met all these require-

mnts.
1!

Throughout this thesis, Grange Oil is used interchangeably with
Grange Ql Company and Pacific Supply with 'Pacific Cooperatives'.

3

Statement of Objective

The objectives of this study were as follows:
1.

To provide the opportunity for gaining some practical working
knowledge concerning the operation and the management of a farm
supply cooperative.

2.

To investigate how and under what conditions the Grange Oil
Company was formed?

3.

To investigate how problems have been solved by a supply cooper.
ative over a quarter century of operations.

4.

To evaluate the development that has taken place.

5.

To determine how more optimum operations might have resulted
if capital had been more readily available and membership,
management and the board of directors more understanding.

Research Methqds and Collection of Data

For a number of weeks during the Summer of 1962, regular
visits were made to the Grange Oil Company plant at Tangent, Oregon.
These visits provided an opportunity for acquaintance with the
employees of the Company and free discussion about their work. This

made possible the assessment of employee relationships and their
feelings towards the association. Personal interviews were made
with the manager and other key personnel at the plant.
Data and the trend of management and member thinking through

the years were obtained from the association's records. All the
board of directors and annual meeting minutes, from the first

recorded to the latest (1961) were closely scrutinized. The same
thing was done with the articles of incorporation, the Bylaws of the

association and their amendments and all the audit reports from
1938 to 1961.

Contacts with the first Grange Oil Company manager provided

much of the background information. He was among the original

promoters. Contacts with practicing farmer members of the
company provided useful information.

WHY AND HOW THE ASSOCIATION WAS ORGANIZED

Economic Backgound

The economic depression of the early 1930's dealt a hard blow

to agriculture. It produced a serious price imbalance between agri
culture and industry and played on the inability of agriculture to adjust
to the changing demand-sipply relationship of agricultural products.
Between 1929 and 1933 farm production dropped by 6% only while farm
prices dropped by 63%. In the same period industrial output of goods

bought by farmers was substantially reduced. In spite of the fact that

the impact of the depression was felt by all businesses, industrial

prices changed very little in relation to agricultural prices.
Table 1. Percentage decline in the production and prices

of specified industrial products and agriculture
1929 to l933L.
Price
Production

Product

Farm implements
Motor vehic1e
Cement

Iron and steel
Auto tires
Agriculture

decline %

decline %

80
80
65
83
70

6

16
18
20
33

6

63

Source of statistics: Year Book of Agriculture, U. S. Department
of Agriculture 1935.

In order to maintain prices and thus maximize profits, non-farm
firms resorted to output reduction. To the extent that prices remained
too high in relation to the declining power of the dollar and the dwin-

dung personal incomes many consumers stayed out of the market. In

their drive for lower handling costs, companies from whom farmers
bought tended to use their near monopoUstic position to coerce far-

mers into takirg more products, in this case petroleum products,
than their financial position justified. The .idea of forming Grange
Oil Company developed out of dissatisfaction with such policies. It

was learned that a plan not to deliver less than 200 gallons of gasoline

to farmers, had been instituted by the few oil companies operating in

this region at the time.
Historical Account

Members of the Willamette Grange placed the proposal for
forming an oil cooperative before the Linn-Benton Pomona Grange in
1933.

After protracted discussions of the possibilities, prospects and

the need for suci an assoc.ation, a committee of three was selected
and charged with the responsibility of obtaining further details for the
Grange.

The three committeemen worked diligently to sound out farmers
in both Linn and Benton Counties and to seek the.r opinions as to the
necessity of the proposed Oil Company. In its report to the Pomona
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Grange, the committee concluded that; savings could be made by

cooperative purchasing of farm supplies, particularly petroleum
products; that satisfactory sources of supply could be developed and

that a real need for a marketing and supply cooperative existed in the
two Counties.

After the review and discussion of the findings of the committee,

the report was adopted. A committee of five was appointed and

vested with the powers to organize, draw the articles of incorporation
and incorporate the association under the name of the 'Grange Oil
Company

of L4inn and Benton Counties'.

The articles of incorpora-

tion were finally endorsed and filed by the Commissioner for
Cooperatives in the State of Oregon on December 19th, 1933.

At the incorporation of Grange Oil Company, a capital stock

cooperative enterprise, the following basic objectives were laid down:
1.

To promote and provide a medium for unity of effort in
buying and distributing oil and oil products.

2.

To serve as an agency through which economies in agricultural production may be made through collective
buying, handling of oil, oil products and other commodities.

3.

To promote any activity in connection with buying, storing,
handling, selling and distributing of oil, gasoline, kerosine,

distillate, greases or other petroleum products.

The association has no direct connection with the Granger
movement.

4.

To buy, sell and otherwise handle any other commodities
that may be bought or sold tothe advantage of the association or its members.

Between December 1933 and February 1934 communitymeetings

were held in the two Counties to acquaint farmers with the aims and
purposes of the proposed co-operative. Then, on February 6, 1934,
about 200 farmers met in Riverside Community Hall in Linn County to

formally, inaugiirato the Grange Oil Company. After the reading and

the discussion of the articles of incorporation, those present were
called upon to endorse their membershipL. in the association by
signing the subscription agreement.

Be it resolved that those present who desire to
become members do so by signing the subscription agreement of the association and payin.g all or part of their
subscription to common stock. "Li
Membership qualifications:
The 1960 ammendment of the articles of incorporation placed
the association open to-

Any person, firm, partnership, corporation or association
including landlords and tenants in share-tenancy who is a producer of
agricultural products;
who buys at leapt one share of class A common stock at $10 par
value, agrees to do business with the association, is in agreement
with its objectives and purposes, agrees to abide by its by-laws and
is approved for membership by the board of Directors. ... etc.
Capital Stock: 2, 500 shares were originally authorized.
1,500 were class A common stock, par value $10.
1,000 were class A preferred stock, par value $10.
Preferred Stockhadnovotingprivileges. -At the discretion of the Board
of Directors, interest up to the limit of 8% could be paid on Common
Stock.

Of the near ZOO farmers present in this first rally, only 84
signed the subscription agreement. Those in eUect became the

founder members o Grange Oil Company. They adopted the meeting

as the first business meeting of the association as per resolution:
inasmuch as all members of the association are
present, that this meeting be continued as a consent
meeting of the a.ssociation and that we proceed to adopt
the by-laws, elect directors and transact any necessary
business."
The membership gave its approval to the proposed By-laws and

the certificate of association. Members then elected an interim
board of directors as provided in the By-laws, to serve until the first
annual general meeting. Membership fees to the value of $300 was
collected. This was the entire operating capital when Grange Oil

Company started buying oil for its members.
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PHASED GROWTH AND PROGRESS IN BUSINESS OPERATIONS

In its 28 years of life (up to 1961), Grange Oil Company passed
through three periods of varying economic activity. The associa-

tion's growth and development therefore falls into three distinct

phases (Figure l) each of which had characteristics and problems
peci.:Uiar only to it. Each of the three phases of economic acitivity

dealt with in this section had its impact on business firms, including
those which are farmer oriented (Figure 2).
Phase I covers the period between the height of the great depression and the outbreak of World War IL Phase II spreads over a

period of eleven years, a period of great economic activity caused by
the Second World War and the Korean conflict in 1950. Phase III,

covering the period 1952 to 1961, falls in a period when agriculture

is in a price-cost squeeze. Like in Phase 1, agricultural prices
have dropped below the prices paid by the farmers. Farm supply
cooperatives have had to contend with considerable competition from

non-farm firms. To stay in business cooperative firms have found it

essential to watch their expenses closely, seek possibilities for
further integrating their services, expand business volume, expand
public relations programs, and seek possibilities of cooperative
mergers where the division of the available market by inter-cooperative competition tends to weaken the bargaining power of the farmers

Figure 1. Comparison of prices received and prices paid by farmers
in the United States 1928 to 1961. (February 1962)
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Figure 2. Grange Oil Company - sales volume. 1938 - 1961.
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as a group.
Phase 1. Period of Organization 1934 to 1940

This period was characterized by considerable Government and

farmer activity to stabilize agriculture and find a solution to the
agricultural surplus situation which had grown into a problem of
national concern.

The

Government tried to encourage farmer cooper-

atives, and marketing cooperatives in particular, with the hope that
organized producers could eventually control and adjust their production to current fluctuations In the demand for farm products. Thus,
the passage through

congress

f the Agricultural Marketing Act of

1929; the Agricultural Adjustment Act of 1933L!; the Domestic
Allotment Act of 1936 and the Agricultural Adjustment Act of 1938.

These Acts were designed tp correct the imbalance between farm and

non-farm prices and to give farmers an income comparable to that of
non-farm workers.
Grange Oil Company came Into being at

a.

time when agricul-

tural prices were very low. Although the trend upwards had already

started in 1934, it was to take several years before prices were
favourable to agriculture. In 1934, therefore, Grange Oil Company
The Agricultural Adjustznent Act of 1933 was ruled unconstitutional by the Justice Iepartment in 1936. It was replaced by the
1936 Domestic A1lotent Act.
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still in its formative stage, joined with other local petroleum supply
cooperatives in the Pacific Northwest to form the regional wholesale
supply cooperative, Pacific Supply CooperativeL., with headquarters
in Walla Walla, Washinglon.. Out of a nucleus of nine locals in 1934,

Pacific Supply had grown to include 120 locals in the States of Oregon,
Washington, Idaho, Montana, Wyoming and tJtahby 1 960. Through Pacific

Supply, Grange Oil Company was able to get the supplies it handled for

its members, petroleum products at the beginning, and to add other
lines of merchandise along with the expanding services of the regional
wholesale house and the rising demands of the members. In 1934
Grange Oil Company bought $100 worth of membership shares in
Pacific Supply. By 1961 the value of capital certificates and patronage

retains credited tp Grange Oil exceeded $290, 000.
Although a clearing house for regional problems had now been

established local problems still awaited solution. There was the need

to raise membersl4p above the 84 charter members. Capital for
operating expenses and fixed assets was needed and a final settlement
on the appropriate location for business premises had to be made.

Efforts made to enlist the support of more farmers, raised
membership to 137 by the middle of 1934.

Out of a

Pacific Supply Cooperative is at present known as 'Pacific
Cooperatives'.
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potential

membership capital of only $1370, the association had to

purchase a lot for its business premises in the City of TangentL±,

erect the first building and secure the first stocks of petroleum
products. With such capital limitation Grange Oil Company could

neither afford to purchase delivery trucks nor to employ more than
one full time employee, The first General Manager had to combine

his managerial duties with those of the association's architect, book-.

keeper, purchasing agent, salesman, and g.as pumper. The farmers
took their tanks to Tangent to be filled.

In spite of unfavourable agricultural prices business growth was
very encouraging. By the time of the first general meeting in

February 1935, membership had grown to 310, inventory value and
cash in bank to $1592 and there were no outstanding debts. Five

years later in 1940 Grange Oil business volume was almost $196,000.

Total asset holdings were in excess of $5, 000. The first years'
savings indicated to what extent oil companies had benefited at the

expense of the farmers. At a time when agriculture was in a
The principal office and place of business was initially to be in

Albany. After the formal organization with the first 84 members the

association made a contract with the Union Oil Companyto supply
members with petroleum products.
After moving to Tanent before the end of 1934, storage
facilities were installed, first for 10, 000 gallons and later for
20, 000 gallons.

Many of the members earned their membership fees through
patronage refunds retaincci in the cooperative. This means that not
all the $1,370 was immediately realized in cash.
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depressed condition Grange Oil was able to return to the farmers an
average of about $4. 50 for each $100 spent on important farm produc-

tion necessities. By 1938 Grange Oil handled various petroleum

productsL, tubes and tires, paint machinery, wire nails, land
plaster, phosphate, lime and twine. More than anything else the
savings made in these early years demonstrated that farmers stood
to gain from a co-operative approach to their common problems.
Table 2. Summary of what happened to each $100 of
Grange Oil sales.
1939

1938

Sales
Cost of goods

Gross margin
Total expenses
Net margin
Otherincome
Net for distribution
Cash refunded
*

$

1940

100.00

$100.00

85. 35
14. 65
8. 63

84. 53
15. 47
8. 69

86. 37
13. 63
8. 30

6.02
3.19
9.21

6.79
3.74
10.53

5.33
3.54
8.87

5. 78

4. 24

3. 78

100.00

$

The above figures do not include Pacific Supply refunds.

Petroleum products sold were: Gasoline, stove oil, greases,

kerosêne.
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Early proUlems and how they were overcome

The high business death rate during the depression was a poor

advertisement for Grange Oil Company. Farmers were apathetic and
feared to risk their money in a business whose inevitable failure was
loudly proclaimed by hostile oil companies. It was therefore, difficult

to get as many members as the associationts capital needs might have
dictated. With the passage of time confidence 'in the association grew.

Farmers took membership when they felt that the inevitable failure
was being transformed into possible success.
Adverse and unfair competition from the established oil corn-

panies was a big problem for Grange Oil Company. Discussions with
the first manager suggested that attempted collusion to deny oil
products to Grange Oil met with failure. It was, however felt that
Grange 'Oil Company was only saved from failure by the cooperation

of General Petroleum Company and the eventual entrance of Pacific

Supply, in the oil contracts on behalf of the local retail associations.

General Petroleum has of late turned out to be a most formidable
competitor of Grange Oil. Attempts made to discredit products

handled by tle association also fell through.

Early successes generated great enthusiasm within the association.

There was danger of expanding too soon into fields other than

the supply business. In 1936 the formation of an organization to

market seeds grown in the Willamette Valley was suggested. In 1937

a proposal to organize a consumers' cooperative was presented to
the annual general meeting for discussion. Although the consumer
cooperative idea was dropped, the seed deal was approved in 1940.

The expansionists were a problem to the association and had to be

kept under restraint.
From time to time urgent operating needs had to be met by
withholding patronage refunds which according to the association's
policy were paid on, a monthly basis. Apparently this policy was

adopted as a means of enticing more farmers into the associationTs

membership. A continuation o this policy was bound to create unprecedented membership and financing problems. The association would

have to pay out refunds all the time or risk losing members and
bus.iness as well.

From a modest beginning Grange Oil came out of its first

seven years of operation with a relatively strong financial position.
Its current ratio had con,sistently improved and credit extension to
members was kept under reasonable control.

Table 3. Financial position 1938 to 1940.

Total current assets
Accounts receivable
Inventories
Current liabilities

*

1938
19, 100

1939
21, 600

1940
27, 000

3,100
10,700

3,300
15,800

4,300
17,300

6, 200
3. 1:1

4, 500
4. 8:1

5, 200
5. 2:1

Current ratio
* No financial records were available for the period 1934-1937.
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Phase II. Consolidation of Business Position 1941 to 1951

Characteristic of this phase of Grange Oil Company's development was the rapid recovery of agriculture axid an increasing demand

on the association to expand its services. This period, encompassing
World War II and the rehabilitation period that followed witnessed

not only a major change in agricultural policy but also the highest

overall agricultural prices on record. Between 1940 and 1945 prices
received by farmers increased 100% in comparison to only 50%

increase in prices paid. The cry for restricted agricultural production gave way to incentive payments, acreage goals, forward pricing

and all the other measures that were taken to induce greater agricultural production to meet increasing war-time food and fibre demands.

Once again as in the previous war there was market for nearly all
that farmers could produce,
Technological research made phenomenal strides after 1940.
More labor saving devices were continuously placed at the farmerst
disposal. Farmers in tti.rn responded to the favorable price and

income relationship by nearly trebling the use of commercial

fertilizers and the other non-farm inputs to expand sales at the favorable prices. Under t1ese circumstances Grange Oil could not have
been in a better position to expand its business and services to
patrons. However, whether this was done and whether what appears

10

to be a substantial gain in business volume is a real gain cannot be

predicted at this stage.
The Monroe feed store
The opening of the deca.de 1941 to 1950 found Grange Oil preoc-

cupied with the question of organizing the cooperative seed business
mentioned earlier. The final decision on this issue was adopted in
February 1941. In March 1944 the board of directors recommended

to the general membership the purchase of a feed and seed warehouse
at Monroe. The deal was concluded with the signing of a purchase

contract to the value of $47, 000 of which $27, 000 was to be paid by
the end of 1944. According to the terms of the contract the balance

of $20, 000 was to be financed in annual installments of $5, 000 with

4% interest on the outstanding balance.

The idea of a feed subsidiary for Grange Oil was favorably con-

sidered in certain quarters of Pacific Supply. However, a review of
the available literature left a feeling that the feed business was being
founded o a financial and managerial base that was bound to cause

operational difficulties later. Too much reliance was placed on the
ability and possible willingness of seed growers to raise the major
portion of the necessary capital. If need arose it was hoped to divert
Grange Oil refunds to the capital needs of the feed and seed business
and to seek bank loans to finance the balance.
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Attempts to raise equity capital from growers and members of
the association seem to have met with disappointing results. The
first drive brought in only $194 in common stock and capital certifi-

cates. A second attempt realized only $100 in capital certificates.
In the face of this slow start it was decided to seek loan funds to
finance the subsidiary business and to make all common stock and
membership applicable to the two branches. of Grange Oil. That is,

common stock or membership in either the feed subsidiary or the oil
company entitled the member to patronize either one or both the
branches of the association.
On May 1, 1944 Grange Oil's feed and seed subsidiary started
business under the management of Mr. Lloyd Wright of Albany.

During the course of this study it was felt that certain human factors
may have complicated the difficult financial structure of the feed
business to bring about its speedy liquidation. Instead of considering

the primary role of the feed and seed warehouse as that of providing
essential services to livestock and seed farmers some people appear
to have looked at it as a money making enterprise. Doubts of its

achieving sucharesult were therefore expressed due to Government

controls. Some growers also seem to have been apprehensive of the
possibility that the feed subsidiary might later be used to force them
to sell their products through the warehouse only. An important
aspect of this venture was the apparent conditional purchase of the
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Monroe Warehouse. Two conditions were attached to the purchase
and consequently to the opening of the feed business. Lloyd Wright

was either to accept its management or the then owner give his

consent to stay through the first cleaning seasonto train a new manager. This latter feature tends to suggest the existence of a pressure
group behind the move rather than purely economic considerations.

Management trouble started early at the feed store. Before the
end of 1944, the associationts auditors called the attention of the

board of directors to unsatisfactory office operations., controversy
between the manager and the bookkeeper and general disharmony

between the manager and the employees at the feed store. A year
later, in November 1945, the manager expressed his feelings that the

margins of the feed business were unsatisfactory. He offered to
resign if the board found it necessary to employ another manager,
The board accepted the resignation and called upon V. C. Jones.,
manager of Grange Oil frpni 1934 to 1941 to accept the management

of the feed and seed store. A new bookkeeper was employed.
Even under the new management there appears to have been

little hope of success. Mny patrons were dissatisfied with the
affairs of the feed store and how it was operated. Amidst dissatis-

faction, good merketiig opportunities and high post-war agricultural

prices it was difficult to hold farmers together. Cooperation was at
a low ebb and considerable effort was needed to sell the cooperative
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way of business to the people. The new management tried to

straighten the financial, management and public relations problems
of the feed subsidiary. As soon as some improvements were in sight

a fire destroyed a section of the feed and seed warehouse in January
1947.

The fire caused the association an estimated loss of $120, 000

in grower products, borrowed and member capital. This loss and
subsequent problems with insurance comparUes made continued

operation of the feed bsiness difficult. The feed business was
finally liquidated in June 1947.

Financial condition at the time of liquidation

Available records placed Grange Oil Company's Monroe assets
at $173, 005 at the time of sale. Table 4 shows the composition of

those assets.
It is to be noted that about half of the assets, nearly $80,400,
were tied up in accoiuts receivable. At the same time liabilities
showed $80, 900 in member loans witnessed by 4% certificates of

interest. Under these circumstances it was not surprising to find
that some of the notes payable were past-due at the time of
liquidation.
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Table 4. Financial summary of Monroe feed store at

the time of sale.

Current assets
Sales accounts receivable
Insurance claims
Others

$ 78,469

80,398

$158,867
14, 107
31

Total assets

$173,005

Claims on assets

Total current liability

$ 155, 875

Member equities
Member ship capital
Book credits
Undivided margins

$

1,450
9,41

10, 862
6, 268
$ 173, 005

Reasons for failure
Two salient points tend to emerge from the study of the
Monroe feed and seed business. In the first place, available infor-

mation raised doubt as to whether there was sufficient conviction
among the Monroe people, and the board of directors on the economic

necessity of the feed and seed subsidiary, at this early stage of
Grange Oil Company1s development. Secondly, poor management

and capital inadequacy wer important causes of failure of the feed
and seed subsidiary.
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Management and employee quarrels or disharmony in any busi-

ness breeds inefficiency and poor services. For a cooperative
nothing could be worse. To such inefficiency amongst other things,

must be attributed the reported patron dissatisfaction with the condi-

tions at the feed store. Employees seem to have been so particular
with their time as to cast doubt on their loyalty to the cooperative.
The quotation shown is a case in pointL.L.

"Employees time recod was meticulously kept, and odd 2
and 3 minutes intervals after closing time were accumulated,
and overtime paid when 15 minutes had been thus accumulated. All employees used a time clock.
The financial nature of the feed business was weak from the

start. It consisted principally of borrowed funds with only a
nominal amount of eqity capital. As shown in Table 4, member
equities 3mounted to only $10, 862 as compared to $80, 900 of borrowed funds. This capital structure placed too heavy an interest

burden on the feed subsidiary. It was found that settlement with

growers was sometimes at prices too high to provide adequate margins to meet operating expenses, and that credit to patrons had more
or less gotten out of control. Out of a total of $173, 000 worth of

assets at liquidation, $80 400 ws given as sales contracts receivable.
Quoted from the final audit report of the Monroe feed store.
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Considering this situation, and the la.rge loss of operating

assets sustained from the January fire, the association decided to
sell its assets and abandon the feed business.
The oil company

Unlike the feed business the oil section of Grange Oil at

Tangent showed considerable inancial improvement over the period
Business volume especially in petroleum products

1941 to 1951.

increased steadily and stock in other lines was expanded to catch up
with the improving business activity. Table 5 shows increases in the

three major lines that contributed most of the business volume.
Table 5. Volume increase in three major lines of
Grange Oil business.
Item

1951

% increase

$

$

%

136,432

380,721
164,221
66,942
90.5

1940

Petroleum

Fertilizers

&

lime

Machinery*
% of total sales

3,054
20,898
81. 9

279

5,377
320

The figures shown for machinery do not include sales of
machinery parts.
The overall business volume increased from $195, 922 in 1940
to $676, 034 in 1951.

This growth made it imperative that Grange Oil

add to its plant space to accommodate larger inventories if loss of
business to competitors was to be avoided. To meet the challenge
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more capital was employed in making expansions to the existing
plant and financing new delivery equipment, operating expenses,

inventories and accounts receivables. Expenditure on these items
became progressively important as business expanded and patrons
demanded more and more services. The value of buildings and
equipment rpse from $10, 374 in 1940 to $35, 630 in 1951 and total

fixed assets from $11,461 to $37, 680 during the same period. Total

assets showed

a

rapid growth, rising from about $72, 000 in 1941 to

just over $460, 000 in 1951. Membership increased from the 310

members reported in 1935 to 1755 members in 1951.

Throughout the eleven years business volume grew consistently
except for the years 1948 and 1949 when six years of increasing price
differential between agricultural and industrial products was. inter-.:

rupted. A three year business recession, with peaks in 1948 and
1951 set in and marked the end of one business cycle and the beginfling of another. Grange Oil seems to have experienced the effects of

this recession much earlier than is indicated in Figure 1. Peak
business activity and recovery periods for the association came in
1947 and 1950 respectively, while the lowest sales volnme coincided

with the general recession trough in 1949.
The sharp recovery of sales volume observed between the 1949
and 1950 figures could be attributed to the quick surge of economic
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Table 6. Grange Oil sales during the 1948/1951 business

recession.
Year

Peak period
Trough
Recovery

1947
1948
1949
1950

Dollars
579,057
541,577
520,063
577,015

activity caused by the Korean conflict in 1950. Agricultural prices

increased more rapidly than prices paid by farmers to an all time
high in 1951. Dollar sales of Grange Oil increased with the surge in

agricultural activity to just over $676, 000 in 1951.
The upward trend in saies volume (Figure 3) was followed

closely by a similar tren4 in operating expenses. Figure 4 shows
that except fo the years 1948 to 1950 merchandise cost maintained

such a level as to make continuous increases in gross margins
possible. It is, however to be noted that an increased squeeze on the

gross margins by the more than proportionate increase in operating
expenses all but wiped out net margins in 1949 (Figure 5 ).

Looking

at the results of operations it was noted that increases in sales did
not keep pace with increases in operating expenses. Sales increased
at the rate of 19% per year between 1941 and 1951 while expenses

increased at the rate of about 28% per year over the same period.

Figure 3.
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Figure 5.

Growth in gross margin and total operating
expenses. 1941 to 1951.
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Sales and expenses were particularly out of line in the years 1942,
1945 and the period 1948 to 1949. In all the four years net margins

dropped below those of the preceding years, mainly due to inventory

losses caused by petroleum shrinkage, increase in operating expenses
and devaluation of old inventories for 1949. A look at the major
items of expenditure showed that salaries and wages accounted for
over 50% of the total operating expenses in all but one of the eleven

years. The observed increase in operating expenses is what was to
be expected at a time when the association was expanding its ser-

vices, increasing its personnel and stepping up its sales promotional
campaigns.

Increases in the volume of sales andexpenses were accompa.nied by a steady increase in accounts receivable. In the first eight
years, 1941 to 1947, accounts receivable averaged 13. 82% of total

assets. This average dropped to 7. 09% of total assets in the period
1948 to 1951.

In spite of the observed decline

in

the accounts

receivable in the last few years of the decade it was noted that the
amount of money allowed for bad debts was on the increase, sugges-

ting possible collection difficulties for past-due accounts. Onthe
whole it was noted that accounts receivables, operating expenses,

current assets and member equities as percentages of total assets,
tended to decline towards the end of the eleven years as business
volume increased and more assets were accumulated. This decline
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was not for the good of the association in all cases. For instance, it

was felt that the decliiing nature of current assets, where these were
mainly made up of inveitories and accounts receivable, led to the
shortage of working capital, to which the attention of the board of

directors was drawn several times. In the attempt to meet its
working capital needs, Grange Oil acquired $12, 000 in membership
loans in 1947. The entire capital structure was revised in 1950 and

membership fees raised from one share of common stock at $10, to
five shares ($50).
At the end of the eleven years 1941 to 1951, Grange Oil had

saved and returned to its patrons about $92, 000 in cash, or about $2

for every $100 spent by farmers on cooperative products. Comparitively the average percentage refund fell below half the 193 8/1940

average of $4. 50 per $100 of sales. The reason is, however, to be
found in the longer time period involved and the large addition to

assets, the greater proportion of which was member owned throughout the eleven years. Table 7 shows Grange Oil's capital position in
1951.

From Table 7 it will be seen that capital stock and membership
equities dropped from 90. 1% to 81.8% of the total assets between 1940

and 1951.)1Considering the large additionto assets over the period,
whereby the association employed more capital than could be obtained

solely from members, the drop was not unexpected. As will be seen
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Table 7. Comparison of Grange Oil financial condition
1940 and 1951.
1940

1951

-------- Dollars -------Totalassets

52,820

460,250

14, 400

Fixedassets
Current assets

244, 730

11,460

37,680

26, 960

Inventories
Working capital*
Inventories accounts receivable
Volume of sales
Member equities**
Patronage refund per $100 sales

17,260

177, 840
116, 920
94, 170

Investments in other Co-op.

*

21, 720

21,520
195,920
90. 1

4. 50

141,490
676, 030
81. 8
2. 00

Working capital is given by Current assets less Current liabilities.
Percent of total capital contributed by members.

later the downward trend in member equities continued into the 1952
to 1961 period, when a new building program was adopted and outside
funds sought to finance new facilities.
At the end of 1951, Grange Oil Company had $94, 170 of working

capital (Table 7), as against $141,490 of inventories and accounts
receivable. This means that the association moved into the third
phase of its development with a shortage of working capital. It was

imperative then that the company find some means of raising outside

funds to finance receivables and inventorjes for at least the first half
of 1952, if continued growth was to be sustained.

Apart from this

feature, the company was in a relatively strong financial position in
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1951.

Phase 111-1952 to 1961-Business Expansion

The entire second phase of Grange Oil development, except for

the short recession period between 1948 and 1951 was characterized

by steadily rising agricultural prices. The inflationary pressures
associated with the KoreanWar in 1950, pushed the agricultural
price index from the recession low of 250 in 1949 to the all time high
of 302 in 1951. After the Korean cr-isis, agricultural prices tapered

off and finally dropped below the prices paid by farmers by the end of
1952.

At this juncture, a decade of prosperity for agriculture was

over.

The industry entered an era of soaring Government pr-ice

supports and high capital requirements.
From 1951 to 1961 farmers faced difficult transition problems.
Unlike in the previous decade they had to operate under conditions in
which they paid more and more for the things which they bought,

while the prices they received were slowly declining. Improvements

in farm technology however, made it profitable for many farmers to

substitute machinery for labor while at the same time they tried to
increase the acreage they operated by either purchasing or renting
additional land. The trend has therefore been towards fewer but
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larger sized farmsLL There was a growing realization over the
decade that farmers could best beat the worsening price-cost squeeze
by enlarging their scale of operations through greater use of commercial fertilizers and other non-farm produced inputs. It was not sur-

prising, therefore, to note that while farm prices decreased 20 percent and prices paid increased 5 percent, farm output continued to

rise.
For Grange Oil Company, this trend of events presented one

major challenge, that of finding and securing the capital necessary
for financing a more adequate physical plant, modernizing office oper-

ations to facilitate the handling of a larger business volume, expan-

ding services to meet greater patron demand and for securing the
necessary inventory. In addition, more funds were needed for sales

promotion purposes, for financing accounts receivable and for
absorbing delinquent accounts. Expenditure on these items grew in

magnitude as competition and farmerst payment problems increased.
The decade opened with attempts to find a solution to the working

capital shortage mentioned earlier. A total of $50, 000 worth of

class A preferred stock was placed on the market in 1952 to raise
the money needed for the purchase of new delivery trucks,
The total number of farms in Linn and Benton Counties was found
to have declined between 1954 and 1959.
Number of farms in 1954 - -- 4349. Acreage 205, 340.
Number of farms in 1959 --- 3434. Acreage 214, 342.
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construction of new facilities and for meeting increasing operating
expenses. The rising prices, coupled with increasing competition

mainly in the petroleum departnent, induced the association to

further raise its membership stock from five to 20 shares of common
stock ($200) and to intensify sales promotion efforts in 1953. The

result of these efforts was an increase in dollar volume of sales in
1953 and a reduction of expenses per dollar of sales from 10, 3 cents

in 1952 to 9. 9 cents in 1953. A short business recession from the
second half of 1953 to the end of 1955 whittled further efforts to

increase sales. As a result Grange Oil Company did about $31,000
less business in 1954 than in 1953. At the same time expenses per

dollar of sales .increased to 11.5 cents.

Figure 6 shows that sales increased at a much greater rate in
Phase III than in Phase II. After the 1955 business recovery, sales
rose rapidly from $834,470 in 1955 to $1,022, 620 in 1956 and to
$1,297,850 in 1958. As can be seen, there was a sharpdecline in

sales in 1959 which was followed by a sharp rise .in 1960.

This, for

reasons to be pointed out later, dropped to $1,426, 170 in 1961.

The very large increase insalesontheaveragefroml955tol96l
was attributed to the various sales promotion schemes employed by
Grange Oil during this period to meet mounting competition. In 1956 the

association instituted a neighbor to neighbor sales promotion

Figure 6.
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campaignL! and adopted a sales at cost policy for dry fertilizers.

Cash discounts for bulk purchase of regular gasoline were introduced
in 1957 for those who provided bulk storage facilities on their farms,
and paid their accounts regularly.
Considering the tact that petroleum products provided about 50

percent of the total volume of sales, the discount plan had some
plausible advantages for the association, but definite benefits to those
patrons who fulfilled it requirements. While giving impetus to the

provision of 1ager storage facilities on the farms, the plan provided
farmers with the opportunity to save 1 per gallon on purchases of

200 to 399 gallons o gasoline and 1 i/2 per gallon for purchases of
400 or more gallons. The advantages seen in this plan were twofold.

Firstly, larger storage on the farms meant fewer delivery trips and
therefore lower costs and higher margins for petroleum products.
Secondly, by rewarding those who cleared their accounts regularly
and on time the association sought to keep accounts receivable and
the expenses attached to them low.

Discounts in business, if adopted as a general policy, are tantamount to price cutting. Therefore, Grange Oil might as well have

expected competing firms to retaliate by offering similar or better
The program involved the appointment of Captains and Lieutenants.
These were employed to conduct house to house visits and tall to
prospective Grange Qil patrons.

discounts to petroleum buyers. Being better financed or backed by

stronger organizations, local oil companies and service stations
were in a position to offer more attractive discounts and, therefore
to share in the Grange Oil-induced higher storage capacity on the

farms. That Grange Oil business was captured in this way was
shown by steadily declining petroleum sales from 1956 to 1961.

Competition from the local service stations and petroleum companies

was at its highest in the later part of the decade. It was noted that
the price war that ensued resulted in price reductions of up to l0
per gallon of gasoline in 1961. Consequent to these events, Grange
Oil Company sold 163,429 gallons less gasoline in 1961 than in 196O
and spent $28, 900 on petroleum discounts. The combined effect of

price reductions and loss of sales volume in gasoline was the cause
of the decrease in dollar volume of sales in 1961. Contributing to
this problem was the 1960 to 1961 business recession.

Intensive sales promotion in Phase III came as a normal
reaction against the generally rising inventory prices and operating
expenses from 1952 to 1961. The progressively larger volume of

sales handled during the 10 year period through 1959, contributed to

the most stable per dollar expenses on record.

In spite

of increasing volume of business however, expenses per dollar of
sales shifted steadily upwards along with the general price trend in
the national economy. During the 10 year period expenses increased
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from 10. 2 cents per dollar of sales in 1950 to 11.3 cents in 1959, an
increase of 10. 7 percent. This increase though normal, terded to
create undue alarm in Grange Oil and to give more emphasis on

sales.

Under the price-cost squeeze of the past 10 years, no co-operative could have hoped to eliminate the upward trend in expenses by

simply concentrating on sales volume alone. Increased sales could
not by themselves be expected to insure successful operations.
While putting more accounts in the books, increased sales necessitate

a larger inventory and a much wider range of goods. Eagerness to
keep inventories moving, especially in the Lace of competitive pressures and generally narrowing margins, eventually leads to relaxations in credit terms and a build up of accounts receivable. Under

these circumstances high prices tie up considerable capital in
inventory and accounts receivable. Furthermore considerably more

funds are needed to carry the same units of inventory and receivables.

Larger sales should, therefore, be looked upon as a means to an
end, the end being to spread fixed expensesL2. over more sales
dollars, and to afford the management ample opportunity for analyzing and checking on those expenses that easily get out of line with

sales.

A cooperative with several years of business experience

Fixed expenses include: taxes, depreciation charges, insurance,
etc.
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behind it, should have ample data from which to draw.
Of the 28 years of Grange Oil Company operations considered in

this study, the 10 year period from 1950 to 1959 was the most suc-

cessful. A comparison of Table 8-1 and Table 8-2, shows Grange
Oil made more savings and paid out more refunds in Phase III than in
Phase IL Dollar value of fixed assets increased eight times as corn-

pared to a three times increase from 1940 to 1949. In physical terms
the association added to its assets the landed property on which

business is currently located/4-2- A fertilizer warehouse and a rail
siding to it were built and two liquid fertilizer tanks, initially constructed by Pacific Supply were purchased. In addition considerable

capital was invested in liquid fertilizer application equipment for

renting to members and rendering custom service to farmers. At a
later stage, it will be shown that capital gains in Phase II were much
less than the direct dollar comparison of the two phases would tend to
indicate.
L!

Business premises are at the intersection of U. S. Highway 99 E,
Southern Pacific Railroad and Oregon U. S. route 34 East, about
9 miles East of Corvallis.
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Table 8-1. Grange Oil savings, assets and cash refunds
1940 to 1949.
Net

Year

operating
margin

Earnings
available for
distribution

Cash
refunds

Year

10,440
16,430
14,890
25,010
20,350
14,290
6,900
32,360
7,190

1951

*

assets

11,460
13,920
8,690
6,820
5,970
14,190
26,780
42,180
44,300
35,390

52,820
71,790
74,350
107,710
120,590
135,130
223,200
284,060
327,470
351,830

Table 8-2. Grange Oil Company savings, assets and
cash refunds 1950 to 1959.
Earnings
Net
Total
Cash
Fixed
operating available for
assets
margin* distribution
assets
refunds

-------------

20,430
34,950
41,820
1952
43,130
1953
17,250
1954
29,730
1955
32,240
1956
46,920
1957
42,480
1958
1959** 61,990

1950

Total

assets

------------- Dollars ---------------

7,420
17,380
8,670
23,520
9,930
14,400
1942
36,700
25,920
1943
3,400
21,150
1944
6,660
17,150
1945
--1946*
8,800
110
36,400
1947
15,910
8,580
1948
4,110
3,350
330
1949
* 1946 figures covered only five months.
1940
1941

Fixed

22,930
35,440
37,260
34,790
11,850
23,090
39,790
35,770
35,160
57,090

Dollars
20,360
28,180
37,120
32,370
12,310
18,620
18,070
11,130
12,130

--------------29,840
37,680
37,560
44,910
59,200
65,450
83,450
93,980
115,330
244,010

396,230
460,250
465,690
484,860
488,700
505,610
523,250
571,660
611,570
828,180

Net operating margins apply to Tangent operations only. Earnings
available for distribution are obtained by adding or subtracting
other co-operative income to net operating margins. Cash refunds
have taken into account earnings from 'Pacific Supply'.

** 1959 figures for ten months.
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Facility expansion

In 1958, Grange Oil's business reached a point where the long

pressing need for modernized plant facilities could not be deferred

any longer. A committee was set up in that year to investigate and
report on the need for a. building program to provide a new store,

office space and shop, truck storage sheds and bulk petroleum storage tanks. In a. report to the general membership in February 1959

the committee warned against the new building as envisaged. It was

recommended that the association continue selling in the existing

facilities, and to build new ones as money became available. 'Considering the high building and capital costs during the period, and the

general price situation in agriculture, there was much to recommend
"a building as you go plan". Nevertheless the board of directors and

members approved the new plant plans. Construction was completed

in 1959 at a cost to the association of $200, 000 in buildings and
equipment. Of the $2.00, 000 expended, $125, 000 came from the

Spokane Bank for Cooperatives,, as a first mortgage on

all

the

buildings and equipment. The balance was mainly raised by sale of

preferred stock. Business opened in the new Grange Oil facilities
in December 1959.
On the strength of two years.'

operations and the views of the

management, it was felt that the new plant has been running at far
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less than full capacity. The overhead costs involved were such that

in spite of a substantial increase in business volume in 1960L!!,
expenses per dollar of assets jumped from 15. 6 cents in 1959 to 10. 6
cents in 1960. During the same period expenses per dollar of sales

rose from 11.3 cents to 15.5 cents. The association showed a net
operating loss of $2, 900 in 1960. Volume of sales declined from

$1,509,621 in 1960 to $1,426,167 in 1961. Expenses per dollar of

sales and assets increased to 20. 5 cents and 25. 5 cents respectively..
Unlike in 1960 Grange Oil made an operating loss of $56, 800 in 1961.

Petroleum discounts accounted for $28, 900 of the loss.
The years 1960 and 1961 were the most difficult for Grange Oil
Company. After going through 26 years without any net operating

loss, the association lost enough in two years, to give an average
loss of over $2, 000 per year to the 28 years of its life. The sudden

increase in expenses from 1959 to 1961 shows that the new,:

Grange Oil plant was the direct cause of the situation. In arriving at what they considered to be 'the present and future plant needs'
of Grange Oil Company, the board of directors seems to have been
guided to a great extent by expense-volume relationship potentials,

rather than general economic trends and the size of the market.

The

result of this was a larger plant size than was otherwise justified, at
LU.

1960 volume of sales was the highest on record.

least in the short run. Apparently the planners looked too far into
the future. Attempts to increase business volume in 1960 and 1961,

met a depressed market and unusually strong competition. Sales,

therefore, failed to reach a level capable of taking care of the excess
plant capacity, thereby causing the observed sharp increase in expenses. Other expenses more than tripled between 1959 and 1961.

Salaries more than doubled during the same period as more personnel
were engaged to handle the increased business.
The present Grange Oil personnelL.L. and facilities could cope

with a business volume substantially higher than the $1. 5 million
done in 1960. Assuming 1961 inventory prices and the same volume

of expenses, the association will have to do a business volume of
$1. 8 million in 1962 to bearly break even and thus reduce expenses

per dollar of sales to 16. The management, however, estimates a
volume of $1. 5 million. Some operating loss, though not as large as
was sustained in 1961 is also expected for the 1962 operations. Under

present business trends, it is highly unlikely that expenses could be
In 1960 Grange Oil Company had 28 permanent employees. This
number has since been reduced to 22. Additional help is usually
needed on temporary basis during the busy summer months.

A reduction of personnel below the present 22 is not considered
possible. It i, however, felt that further mechanization in the
accounting department might be necessary in the next five years.
This will necessarily reduce the office personnel.
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forced back to the 1959 level. The managemnt will, therefore, have

to investigate how far volume could be increased without substantially

increasing expenses. It is felt that further mechanization in the
accounting department might be worth considering.. Greater savings

could be secured in the long run, through the elimination of slow but
expensive hand labor.

In spite of the losses sustained in 1960 and 1961, it

will

be

seen that Grange Oil Company made greater capital gains in Phase III

than in Phase II. Between 1951 and 1961 total assets and volume of

sales more than doubled while fixed assets increased eight times
(Table 9). The association on the other hand acquired a long term

liability of nearly $1 70, 000 to meet its building and operating expen-

diture in the later part of Phase III. Although this liability was
apparently reduced by more than 50 percent in 1961, it was noted
that members owned less than half of their business in 1961.
On

the basis of 8 years of operation, members received $2. 16

cash refunds for every $100 they spent on Grange Oil products. When
the loss of $58, 800 in 1960 and 1961 is prorated back to the patrons,

however, the average cash refund for the decade falls below one
percent.

Table 9. Comparison of Grange Oil capital position in
1951 and 1961.
1961

1951

Dollars - -------Total. assets
Investments in other cooperatives
Fixed assets

Current assets

End of year inventory
Total inventory for the year*
Working capital
Ending inventory accounts receivable
Volume of sales
Member equities, as % of total assets
Cash refunds per $100 sales

460,250
244,730
37,680
177,840
116,920
688,140
94,170
L4l,490
676,030
81.8
2.0

1,148,530
297,460
304,150
546,920
317,560
1,512,500
38,140
542,603
1,426,170
48.5
2.2**

*
Total inventory for the whole year was obtained roughly by adding
ending inventory to the cost of goods sold during the year.

** Average cash refund for 8 years.
Business growth: How much is real?
Throughout this study, business growth and capital gains have

been considered in terms of their dollar values. Intra-phase cornparisons have throughout assumed a constant purchasing power
dollar from 1934 through 1961. It is, however to be noted that the

purchasing power of the dollar declined 55 percent from 1934 to
1961.

This means that consumers used nearly twice as many

dollars in 1961 to buy the same goods and services as they bought in
/13In other words, Grange Oil Company gained much less in
1934.

real goods than the dollar volume of sales and assets would tend to
indicate.

Dollar volume of businessand assets indicate measures
of the actual growth of Grange Oil Company over the last 28 years.

To test this hypothesis, regression analysis was carried out between
the index of the purchasing power of the dollar and dollar volume of

sales. A linear relationship betweenthe two variables was obtained
for both Phase II and Phase III of the Company's development (Figure
7).

It was found that 94 percent of the variations in dollar volume of

sales in Phase II and 91 percent in Phase III were explainable by this
relationship alone. The high correlation coefficients obtained

(r = 0. 97 and 0. 95, respectively), show that the decline in the
purchasing power of the dollar had considerable influence on the year

to year business variations.
The regression of sales dollars on the purchasing power index

of the dollar in Phase II, gave a regression coefficient ten times
higher (b = -0. l46)than that obtained by similar means in Phase
III (b = -0. 0139). This shows that the rate of change in the
/13 Statement assumes that technological
.
improvement on goods

bought had no effect on the prices.
Correlation coefficients were found to be highly significant at
1 percent level.
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purchasing powr of t1e dollar and hence its influence on the dollar
volune of sales and assets was much greater in Phase 11 than in
Phase III (Table 10). Therefore, direct inter-phase and intra-phase

dollar comparison qredits Grange Oil Company with gains that had no

real significance in terms of goods or services. In other words
dollar gaixs do not reflect the actual physical growth of the association.

The curvi1near relationship obtained between sales dollars and
the index of the

the dollar

prchasing power of the dollar (Figure 6), shows that

volume of

business was

inversely proportional to the pur-

chasing powr pf the dollar. Therefore, lcnowing the amount of change
in the value

much gf

10).

of the dollar over a given period, we can estimate how

the pbserved business volume had real physical value (Table

The percentages shown In Table 10 (column 3) are still only

estimates because they assume constant purchasing power dollars

for the three Phase and the 4-year period from 1938 to 1961. Since
the purchasing power of the dollar declined year after year from 1934
through

1961, year to

year dollar adjustments would have to be made

if more accurate compaison of developments between and within

phases ws necessary.

5Z

Table 10, Percentage change in the purchasing power of the

dollar in the different Phases of Grange Oil
development.
% change in

Phase

pur chas .ng
power

% total sales
dollars creditable

to Grange Oil

Total sales
handled
($1,000)

-------------------------------------

I

1932-1940

II

1941-1951

46

68.5

4,827

III 1951-161

13
53

88.5
65.3

10,066
17,062

1938-1961
*

'1.5

95.7

507*

Represents total volume of sales dollars from 1938 to 1940.
Percent total sales dollars creditable to Grange Oil Company was
calculated thus: - 1938 to 1940
104:5

0. 957 x 100 = 95. 7.
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BUSINESS PROBLEMS IN PHASE II AND Ill

In Phase I, Grange Oil Companys problems were chiefly organizational problen's; how to get more members or how to raise the
needed capital. No sooner were these problems over than practical

business problems took over their place. As business expanded from

Phase I through Phase II, inventory shrinkage, accounts receivable
anc,l shortage of working capital became a source of constant concern.

In addition to these factors, competition in the later part of Phase III,

hit the association so hard as to cause it a considerable financial loss.
1.

Inventory shrinkage. Specificlally this involved the petro-

leum department. At the end of each accounting period, volume
losses in gas oliie were found which could not be accounted for -in

either sales or ending inventory. A solution to this problem has not
yet been found. The measi..rement methods employed to determine

volume 9f gasoline in bulk tanks leave much to be desired. It was

learned that some form of a calibrated metal tape is used to determine
the level of gasoline in tanks, The inaccuracy of such methods leave
a

feeling that much of the indicated volume loss is merely paper loss.

Some volume los, particularly from bulk delivery trucks is inevitable because It is not posible to have tardcs full all the time during

a routine trip,
been indicate4.

This

loss howeyer, need not be as large as has often
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2.

Shortage of working capital. Grange Oil Company was

generally sbort on working capital in both Phase II and III.

The

shortage was particularly acute during the high business months in
Spring and early Summer. It was learned that the association leaned

heavily on short term bank financing of operating capital during this
period. Apparently this situation was perpetuated by persistent

payment of all Grange Oil earnings as cash refunds from 1950.
3.

Accounts receivable. Accounts receivable grew with the

growth in business. In spite of the favorable price-cost situation in

agriculture throug1out Phase II, past-due accounts tended to increase
steadily rom 1941 to 1951. In Phase III the situation went from bad
to worse. The rapid decline in agricultural prices in the face of

rising none-farm prices, made it more difficult for farmers to meet

their credit obligations on time. As a result 40 percent of the total
accounts receivable in 1958 was more than 6 months past-due.

Through tightened credit extension n4 collection procedure, the
receivable situation has been improving since 1959. In 1961 only 7

percent of these accounts was more than 6 months past-due.
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4.

Competition. Grange Oil Company's chief competitors were

locally based oil companies and local service stations. Competifton

from these non.farm businesses wa particularly strong in Phase III.
Or the cooperative front, Western Farmers' AssociationL. was a
notable competitor. FeeUngs within Grange Oil Company were that

the aggressiveness of Western Farmers' was generally harmful to
Oregon cooperatives. Assuming that Western Farmers' Association
has as much right to do business in Oregon as Pacific Supply has in
Washington, it will be upon Pacific Supply Cooperatives' affiliated

locals to reappraise their business methods, if they find themselves
losing business tQ Western Farmers'. It was learned that suggestions to merge the two regional cooperatives have come up, but met
with cold reception from executives on both sides who fear losing

their jobs. Even without loss of jobs to consider, it is highly doubtful
that such a merger would be economically desirable.
Western Farmers.' is a State of Washington Cooperative based in
Seattle, It now does business in both Washington and Oregon.
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ACTIVITIES AND SERVICES

Back in 1934, the founders of Grange Oil Company had as their

basic objective the promotion of a 'Cooperative Oil Business'.
Twenty=eight years later in 1961 the association had the following

departments:

1.

A petroleum department,

2.

Fertilizer and farm chemicals,

3.

Farm machinery department

4. A lime department.
Through these departments Grange Oil Company handles a complete

line of petroleum products, a wide selection of dry and liquid ferti-

lizers, farm machinery, machinery parts, building materials, a
selection of household hardware goods and mis:cellaneous supplies of

equipment, farm chemicals and sprays.
Services to Mqmbers

Member and customer satisfaction is the long run goal for

Grange Oil Company. Pursuant to this goal, Grange Oil was performing the following services by 1961:
1.

Bulk delivery of petroleum products and fertilizers direct
to the farms.

2.

Custom repairing of farmers' machinery and equipment in
the association's modern shop at Tangent.
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3,

Custom spraying, lime spreading arid liquid fertilizer
application on member and customer farms.

In addition, the association runs a machinery rental service and
an automobile seryice station.

The services offered have been valuable to members. Custom
services in liquid fertilizer and lime are particularly noteworthy.
These involve such a heavy capita.l investment in fertilizer applicators

and lime spreading trucks as

to

be beyond the means of the average

farmer. Cooperative ownership of this equipment has brought an
invaluable service within the reach of all members. In addition members are assured of an efficient and uniform service through specifically trained field staff.

TRENDS AND PROGRESS IN FINANCIAL OPERATIONS
1.

Assets. In 1938, afteronly three years of operations,

Grange Oil accumulated total assets to the value of $32, 800 (Figure

In 1940 total assets were valued at $52, 800, an increase of 61

7)LL.

percent in three years. From 1940 on, total assets increased by 64
percent per year to $460, 250 in 1951 and by 13. 6 percent per year to
$1, 148,500 in 1961.

With dollar volume of sales increasing during

the same period, it is clear that Grange Oil needed more capital in
the third than in the second phase of its development.
Table 11. Percentage increase in Grange Oil assets and

s.les during the various periods of the company's

Period

development.
% Increase

total assets

1938 to 1940
1940 to 1951
1951 to 1961

61

771
149 .6

%Increas
sales volume

% Increase
fixed assets

36.6

30.7

245
111

227. 8

706.6

Figure 8 shows dollar volume of fixed assets increased from
$9, 000 in 1938 to $38, 000 in 1951 and to $304, 000 in 1961.

The ob-.

served increase would tend to suggest there was considerable improvement in b.ildings,

d equipment especially from 1940 to 1951.

Grange Oil Company started in 1934. No authentic financial
records were available for the years 1934 to 1937.
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Figure 8.

Trend in assets for Grange Oil Company,
1940 to 1961.
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This would not be strictly true. Hand in hand with the war and post

war decline in the purchasing power of the dollar, was a considerable

increase in the general price level. This resulted in substantial
dollar gains in fixed assets which did not necessarily reflect the
actual physical gains. Some of the changes that appear to have taken

place in the tot.l assets, volume of sales and fixed assets especially
from 1940 to 1951, were a result of the price inflation that followed
the outbreak of World War II and the years immediately after. Im-

provements in fixed assets were made during the periods shown but
not to the extent indicated in Table 11.

The change in fbed and total assets from 1951 to 1961 approximated the actual physical change that occurred more closely than did
that change in the 1940 to 1951 period. The rate of change in prices
1owed down after 1951. Consequently the value of the association's

assets was less influenced by price movements in Phase III. As
Figure 8 shows Grange Oil rapidly added to its assets from 1946.
The sharp rise noted from 1958 to 1961 resulted from the provision
of the new physical plant and equipment.
2.

Accounts Receivable. As business expanded Grange Oil

Company needed additional capital to handle accounts receivable and

the gneral1y larger inventories. Accounts receivable grew to
alarming proportons during the 24-year period from 1938 to 1961.
These accounts would normally be expected to increase as volume
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increased, but not tQ the extent observed for the association. The

relative rate of increase in accounts receivable greatly outstriped the
rate of increase in sa.es, for both 1940 to 1951 and 1951 to

1961

periods.

Table 1. Peicentage increase in .accounts receivable,
inventories and sales in various periods of
Qrange Oil development.
% increase % increase
year end
a.ccounts
inventory
receivable

Period
1938 to 1940
1940 to 1951
1951 to 961
*

61.7

% increase
total
inventory*

39
472

575. 7

40
269

814.6

171.6

119.8

% increase
Votal sales

36.6
245.0
111.0

Total inventory was taken as value of ending inventory plus the
cost of the go9cls sold during the year.

From Figure 9 it can be seen that an average of 45 percent of
the total credit extended to members from 1952 to 1960 was sixty or
more days over -due. The management and the board of directors

recognized the problem posed by growing accounts receivable and

instituted an interest charge of 6 percent on all past-due accounts

from 1948. An iiiterest rate of 8 percent has been in operation since
1957.

In spite of the attempts made to control accounts receivable,

the situation deteriorated to a point where 40 percent of the credit due
the associa.tiQn in 1958 was over six months over-due. Since credit

terms were 30 days cash or 40 days interest-free period, it would
appear Grange Oil had either relaxed its credit policy or was meeting

Figure 9.

Percentage of total accounts receivable in
different age categories. 1950-1961.
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increasingly greater collection difficulties or both. That the association was confronted with the two problems, can be explained in terms

of the price-cost squeeze of the last decade and the relatively severe
recession in 1958. Farmers tended to transfer their financial diffi-

culties to their co-operatives.

Credit is a service for which a service charge is normally
made. Since cooperatives; make no charge for this service, close

credit control becomes very important. Credit collection programs
have to be vigorously enforced and over-liberalism in credit extension
avoided.

The role of credit as a sales aid in supply cooperatives

however can hardly be over-emphasized, especially during periods of
extreme competition. It is, however well to note that the sources of

the money that makes for reasonably cheap credit are limited.
Consequently todayt s costs of borrowing additional capital can be very
expensive.

Twenty-eight years of operations have enabled Grange Oil
Company to develop a fine system of bookkeeping. The existing

credit policy was considered capable of keeping accounts receivable
under control. To do this, however, it will have to be applied with
more vigor. It will be necessary to tighten credit sales to patrons

with over-due accounts, if the improving receivable position since
1959 is to be maintained.
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3.

Inventory. A positive relationship was maintained between

end of year inventory and sales volume throughout the 24 years
ending 1961.

Total inventory as well as end of year inventory in.-

creased as the volume of sales increased, but at a much greater rate
than sales . The influence the rapid rise in inventory had
on accounts receivable is important. As pointed out earlier Grange
Oil was engaged in an intensive sales promotion program from 1952
to 1961. During this period total inventory increased 119%, end of

year inventory increased 171%, accounts receivable 814% and sales
increased only 111%. Statistically it was fowid that 67% of the varia-

tions in accouits receivable could be explained by correlating receivables with inventoryL. This strengthens an earlier argument that

credit terms were relaxed in the last decade to keep the increased
inventory moving. Hence, the observed build-up of over-due accounts
from 1952 to 1960.

Inventory management has improved greatly over the last ten

years. The management has constantly made efforts to weed out slow
moving inventory and to stock items that make for more efficient

service to patrons, It should, however, be noted that the proportion
of old and new machinery in the end of year inventories has grown in
A correlation coefficient (r) of 0. 82 was found to be significant at
one percent level. No correlation could be established for similar
relationship during Phase II.
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recent years. In 1960, 52 percent of $360,425 worth of ending inventory was machinery and machinery parts.
4.

Investments. Grange Oil Company's investment in the re-

gional supply co-operative (Pacific Co-operatives), constituted a

major portion of its total assets.

As shown earlier this amounted

to nearly 50 percent of total assets from 1948 to 1958 and 25 percent
from 1959 to1961. Together with other local supply cooperatives in

the Pacific Northwest, Grange Oil Company jointly owns and is

affiliated with 'Pacific Supply Cooperatives'.. That part of the re-

gional cooperative assets which is credited to the account of each

retail cooperative becomes its investment in the regional organization. Retail cooperatives build such investments through patronage

refunds retained in the form of book credits rather than direct cash
outlays.

Net margins of the wholesale association accrue to the

account of the retail cooperatives. That portion not paid in cash each
year goes to finance the wholesale organization as an investment from

its retail branches. The book credits thus accumulated are paid to
the retail associations on a revolving fund plan.
Affiliation to Pacific Supply was and continues to be of benefit
to Grange Oil Company.

Through the regional, Grange Oil obtains

its major supplies of petroleum products, fertilizers and farm chemicals. Relieved of regional procurement problems, the association is

left to devote more time to local retail problems. During the 22-year

period from 1938 to 1959, Grange Oil made more savings in Pacific
Supply than in the local Tangent operations. Consequently Pacific

earnings boosted the annual cash refunds paid to local patrons.
5.

Working capital and member equities. In all but 8 of the 21

years from 1941 to 1961,.

Grange Oil was consistently short of working

capital. In thirteen of the years, the association ended with an average

of $2. 24 below the capital necessary to match the sum total of inven-

tory and accounts receivable dollar for dollar, with working capital
By imp1icationtherefre, Grange Oil Company
on hand (Figure

was constantly under pressure to seek outside funds or sell stock to
raise the money needed for financing new inventory, accounts receiv-

able and operating expenses. From what Figure 10 shows, external
financing was imperative for at least the first part of each of the
thirteenyears. The management confirmed there was heavy reliance
on short term bank credit in March of each year. In spite of this the
association insisted on paying nearly all earnings as cash refunds to
patrons.
In spite of the foregoing observations, member equities averaged 81 percent of the total assets throughout the 24-year ending
1961 (Figure AZ).

In effect this means that cash payment to patrons

attracted a sufficient volume of business to facilitate repayment of

all short term liabilities. Although this would appear. to be the conclusion, it must be remembered that member equities included not

Figure U is included to make the interpretation of Figure 10
easier.
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Figure 10.

Condition of working capital, accounts receivable
and inventory as a percentage of owned working
Grange Oil Company 1941 to 1961.
capital.
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Figure 1L Relative amounts of accounts receivable,
ending inventory and working capital.

Grange Oil Company 1941 to 1961.
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12.

Member owned equities per $100 of total
assets. Grange Oil Company 1938 to 1961.
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only Grange Oil preferred stock but also allocated Pacific Supply

margins and reserves. As preferred stock was owned by members
and non-members alike, not all of it reflected member ownership of
Tangent assets. On the other hand Pacific Supply reserves repre-

sented Grange Oil Company's share in the assets of that organization
and not member ownership of the local association.

Figure 13

shows Pacific Supply reserves made up 8 percent

of Grange Oil equity capital. Adjusting for this item, it will be seen

that members owned less of the local assets than the records would
tend to indicate. Consequently, it is doubtful whether the conclusion

that Grange Oil repaid all short term liabilities in Phase III could be
valid. The sharp drop in member equities after 1958 resulted from

the long term liabilities acquired for new plant facilities and subsequent borrowing for operating capital.
6.

Liabilities. Short term liabilities or current accounts owed

others by Grange Oil increased enormously in the 24..year period
from 1938. Current liabilities amounted to $6, 000 in 1938, $84, 000

in 1947 and $101,000 in 1957, From 1957 to 1961 current liabilities

rose to $509, 000, an increase of 5 times in recent years,.
Majorincreases in short term liabilities occurred in earnings
and actounts payable. Up to 1950, these accounts were kept under
relatively good control. After 1951 however, the association was

caught in the price-cos t squeeze of the last decade. It became

Figure 13,

Grange Oil Company member owned equities per
$100 of total assets 1949 to 1961.
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progressively difficult for patrons to meet their credit obligations on
time. Continued shortage of working capital necessitated more and

more dependence on the financing facilities of the regional supply

cooperative and the local banks. It is to be noted that notes payable
increased from $5, 000 in 1956 to $206, 000 in 1961. The figures

shown in no way measure the peak borrowings of Grange Oil Company

since they do not take into consideration seasonal credit demands.
Seasonal borrowings were only recorded if they happened to be out-.

standing at the close of the accounting year.

Long term liabilities were relatively unimportant for Grange
Oil.

The association borrowed $125, 000 from Spokane Bank for Co.-

operatives when building the new physical plant in 1959. In so doing

it mortgaged the whole plant and equipment. Over 50%of this loan
has now been repaid.
7.

Expenses per dollar of sales and assets. Figure 14a shows

expenses per dollar of sales increased 50 percent from 1940 to 1949,

an increase of 5 percent per year. This was mainly due to madequate sales volume and progressively higher payroll expenses.

The

favorable war and post.war agricultural situation enabled the association to expand both its sales and assets and to do business at an
average cost of 10. 2 cents per dollar of sales during the 10-year
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Figure 14. Expenses pr dollar of sa]es and assets.
Grange Oil Company 1940 - 1961.
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period'-. Expenses per dollar of assets dropped from 30, 8 cents in
1940 to 18. 5 cents in 1949.

After 1950 Grange Oil Company resorted to sales promotion

campaigns with the aim of counteracting increases in inventory and
labor expenses. The resulting volume of business made it possible

for Grange Oil to do business at an average cost of 10. 8 cents per
dollar of sales in spite of rising expenses from 1952. This performance was substantially better than the average performance of 27

Oregon farm supply cooperatives studied by Dr. Korzan& over the
same period. The 13 cooperatives classified large in that study

averaged $1,024,000 of sales and 13.1 centsin expenses per dollar
of sales. Grange Oil Company on the other hand averaged $913, 000

of sales over the 10-year period.
Figure 14b shows that expenses increased more rapidly than
assets during the 10 years from 1950. Thus, expenses per dollar of
assets increased from 14. 8 cents in 1950 to 24. 4 cents in 1958, but
dropped to 15. 6 cents in
L±.

1959L..

The sharp rise in expenses from

The figures used for 1946 were for 5 months

Dr. Korzan; Agricultural Economist, Oregon Agricultural ExpermentStation, Oregon State University, Corvallis. The study 'A
Decade of Performance by Oregon Farm Supply Cooperatives'
appeared as Station Circular of Information 606, February 1961.
The small cooperatives averaged $289, 000 of sales and 14. 8
cents in expenses per dollar of sales.
1959 expenses were for 10 months only. Expenses in all cases
exclude cost of merchandise.
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1959 to 1961 resulted from the excessive plant capacity provided in
1959 on the one hand, and increased business expenses on the other.
8.

Net margins per dollar of assets and sales.Figures 15 and

16 show Grange Oil Company realized higher returns per dollar of
sales and invested capital during the 1940 to 1949 decade thanin the
succeeding ten years, This was attributed to the high farm prices

and general prosperity in agriculture during the war years and the

years immediately after. The 1951 index of prices received by the

farmers remains the highest on record. Net margins per dollar of
sales and assets, however, declined drastically from 1940 and all but
disappeared in 1949. It is to be noted that while farm prices increased

only 5 percent per year, sales and assets increased at the rate of 24
percent and 77 percent annually during the 10 years.
After 1951 farm prices declined every year through 1956. As

non-farm prices moved steadily upwards it became necessary to get

supplies to farmers at prices comparable to, if not lower than those
offered by local competitors. In spite of the changed price-cost
relationship and mounting competition, Grange Oil operated very
efficiently and maintained reasonably steady net marginsLi for the
years 1950 to 1959.

High overhead costs arising from

excess plant capacity, were responsible for the negative net
margins recorded in 1960 and 1961.
The net margins corsidered here refer to margins available for
distribution. That is: operating net margin ± other income.
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Figure 15.

Net margins per dollar of sales
Grange Oil Company 1940 to 1961.
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FINANCIAL ASPECTS

The Grange Oil Company was developed to the present size on

a relatively simple financial structure. Direct and internal financingLi were used almost exclusively to raise the necessary permanett

capital. Up to

1949,

the association's capital structure consisted of

an authorized capital stock qf $25, 000, allocated Grange Oil margins
and allocated Pacific Supply margins. In

1949,

the association had

issued only $11, 131 worth of Class A common stock. In addition it
had

$95,

093 and $228, 483 of allocated Grange Oil and Pacific Supply

margins. These funds constituted the entire equity capital

percent of the total assets) of the association in

(95

1949.

Pacific Supply was particularly important in the financial

structure of Grange Oil Company. Capital retains from cash earnings
refunded to Grange Oil by the regional wholesale cooperative consti-

tuted 68 percent of the member equities in 1949. In nineteen out of
the twenty one years through

1961,

Grange Oil Company received

more cash refunds from Pacific Supply than was paid to members..

The balance was allocated to members and retained in the association

for capital purposes.
Li. Direct financing involves the sale of new common stock. Internal
financing includes retained earnings and depreciation allowances.
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In 1950, the capital structure of Grange Oil Company was re
organized to provide funds needed for working capital and business
expansion. The authorized capital of the association was raised from
$25, 000 to $600, 000L.. The retained Grange Oil and Pacific Supply

margins outstanding in 1949, were converted to the capital stock of
the association. In addition, it was provided that revolving earnings
from Pacific Supply, would be allocated to patrons in the year of noti=.

fication by the regional cooperative. It was further provided that

after allowing for a reserve fundL, all Tangent earnings would be
paid to the patrons in cash within 90 days after the end of the business

year. Thus in 1950 the Companyts capital structure consisted of:
Authorized capital stock
Issued ClassAcommon stock
Issued Class B common stock
Issued Class B preferred stock
Unissued partly paid stock
Allocated reserves

$600, 000

61,370
2,460
191, 175
18, 195
57, 070

From 1950 on, capital stock played an increasingly greater

role in the financial structure of Grange Oil Company. The associa.
tion obtained its capital funds from the sale of Class A and Class B
common stock.

Class A and Class B preferred stock were also

The $600, 000 of capital stock was made up of 51, 000 shares.
40,000 shares of Class A common stock par value $10.
5,000 shares of Class B common stock par value $10.
6, 000 shares of Class A preferred stock par value $25.

The board of directors was to decide how much reserve was
required.

issued and members and non-members urged to purchase as many

shares as possible. Class B preferred stock was abolished in 1953,
for State tax exemption reasons.

The rapid business expansion in recent years, necessitated
greater investment in equipment and facilities. Rising prices and

business expenses pressed hard on the associatio&s working capital.
With the high cost of borrowed capital during this period, the sale of
capital stock provided the most economical means of raising the
needed funds. Capital stock, however, had one major limitation as

an immediate source of funds. There was a tendency for members to

earn their shares of stock, mainly common stock, by leaving their
cash refunds with the association. In the long run member capital
was obtained, but short run financial needs had to be financed through
bank loans.

The dollar volume of capital stock sold by Grange Oil Company
grew steadily through 1961. The capital structure-mix consisted of:

Issued Class A common stock
Issued Class B common stock
Issued Class A preferred stock
Unissued partly paid stock
Grange Oil Company reserve
Allocated Pacific Supply margins

$184,970
8, 370
199, 325
19, 568

29,538
124, 164

It should be noted that the allocated Pacific Supply margins and
common stock have in recent years been more important, as sources

of Grange Oil permanent capital than preferred stock. Capital

retains from Pacific Supply earnings, provided the greater part cf
Grange Oil member equities in the earlier phases. Since these funds

were non-interest bearing, the association was able to split the
interest paid on preferred stock and to maintain a strong credit
standing with its bankers. The willingness of local banks to extend
open note operating credit to Grange Oil Company, indicated their
confidence in the financial strength, the management and the business

prospects of the association.
Table 13. Dollar volume of capital stock and allocated

Pacific Supply margins as percentages of
member equities.
%Allocated
Member
Capital
% Capital
stock
stock
equities
?acific margins

Year
-

1949
1950
1951

1952
1953
1954
1955
1956
1957
1958
1959
1960
1961

--Thousand Dollars335
343
377
410
425

429
446
456
499
495
560
613
557

- -

11

3.3

273
276
294
294
313
330
323
328
328
375
407

79. 6

14. 9

73.0
71.7
69.2
73.0
74.0
70.8
65.7
66.5
67.0
66.4
74.0

13.0
15.8
16.2
16.8
15.5
15.1
19.0
22.6
10.0
20.2
22.3
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Other Financial Sources
1.

Commercial banks. Local commercial banks were a ready

source of seasonal operating capital for Grange Oil Company. The
association obtained limited facility loans from these banks and
financed equipment expansion and member purchases of machinery
through them.
2.

Spokane bank for cooperatives. In spite of the higher cost

of commercial bank credit, Grange Oil Company found it more con

venient to finance .ts short term capital needs through the local banks.
Negotiations for loans from the Bank for Cooperatives were lengthy
and difficult. Furthermore local banks made credit readily available

to Grange Oil with little or no collateral security. The Bank for
Cooperatives on the other hand required a mortgage on the associa-

tion's property. Presently. a need exists for cheaper money to
relieve Grange Oil Company of part of the current interest load.
Such credit could be obtained with the minimum loss of time, if
Pacific Supply agreed to act as an intermediary between the Spokane

Bank for Cooperatives and the local supply cooperatives. Such an

arrangement, however, can hardly be expected to take the place of
the local commercial bank as source of emergency operating capital.
Grange Oil Company obtained a substantial facility loan from the
Bank for Cooperatives in 1959. In 1961 outstanding Spokane notes

were valued at nearly $108, 000. This included an operating note of
$16, 000.
3.

Other cooperatives. Pacific Cooperatives, the regional

affiliate of Grange Oil Company, occasionally financed Grange Oil

through merchandise advances. It has already been pointed out that

allocated Pacific Supply margins were an important source of Grange
Oil capital.
4. Accounts payable.

Whenever these were over-due, the

lenders were in effect forced to finance the association. It was noted

that accounts payable as source of capital were more important in
Phase III than in Phase II.

etween 1954 and 1961, notes payable

increased from $5, 000 to $400, 000, an increase of 80 times in eight

years.
5.

Member loans and contigency reserves. As sources of

finance, these were relatively unimportant. In 1957, however, the
association created a building reserve based on 25 percent of each
year' s cash refund to the patrons. The percentage retention was

later raised to 50 percent. With the building program completed, the
funds of this reserve, about $30, 000 in 1961, would be available to

meet emergency business reversals.
6.

Machinery and equipment companies. Machinery was

advanced to the association on a flowing plan. Payment was made as

sales were closed. Any machinery that remained unsold at the end

of twelve months was paid for by the association.
Financial Condition Appraised

The high percentage of total assets financed by members, is an
indication of the consistency of the associationts financial policy. It

also indicates there was a strong demand for the services of the
association. In other words, members were willing to finance their

organization as a necessary cost for the services they obtained. A
cooperative that is able to obtain 80 percent of its capital from members, would be considered financially strong. Furthermore, to
maintain such a strong financial condition a.nd make substantial cash

savings, year after year for 26 years is a real achievement. It is to
be noted that Grange Oil Company paid cash patronage refunds in 24

of the 28 years of its life.
While equity financing has worked very well in the past, it is
doubtful that it

will

work so well, under the same restrictions in

the future. The association has in the past met its financial needs

chiefly through sales of class A preferred stock, conversion of other
funds into capital stock or by raising membership stock requirements.
Membership stock is at present 20 shares of class A common stock
($200). Any long..term plans for further increases in membership

stock, must of necessity. take into consideration the transferabilityL±.
of such stock. Too high membership fees will have an adverse effect

on prospective members who would otherwise join the association.

More patrons and members, especially from the younger generation

of farmers are needed. Anything that makes the attainment of full
membership status in. a cooperative difficult should be avoided.

In the future, little hope can be placed onmembership stock as a
source of Grange Oil Company's risk capital. Payment of member-

ship stock through patronage retains, means capital is accumulated
slowly over a period of years. Preferred stock is callable at the

end of any business year by those who retire from farming, or otherwise find themselves unable to use the services of the association.
Under conditions of increasing expenses and generally narrowing

margins, limiting member capital sources to capital s tock sales and
Pacific Supply retains, could only push Grange Oil Company deeper
into debt financing.

The financing methods in use now are considered inadequate to

protect present and future interest of members in their cooperative.
The association provides that class A common stock could be
transferred subject to the consent of the board of directors. Transfers are allowed only in the books of the association and to members
of the association or the association itself.

Common stock is normally paid to the estate or the heirs of
deceased members of the association.

There is a need to broaden the financial base of member capital in

the association. More capital from members is needed and will con.
tinue to be needed. The place of long-term securities in the financial

system of Grange Oil Company might be worth considering. In addi-

tion, the institution of a revolving fund financing pianL through

patronage retains, could prove an invaluable financial source in the
future.

While capital raising through long-term securities must depend
on what the local investing public think are future business prospects
of Grange Oil Company, the decision on a revolving fund must come

from the organization itself. Financing through revolving funds has

several favorable features. It confines capital contributions to those
who 'are patrons, requires capital contribution according to patronage
and limits this type of financing to those who are currently patronizing the association. It secures the interest and support of members

as they look forward to receiving their equities at a future date. As
a distinctively cooperative financing device, the revolving fund is the

fairest and the most equitable method of raising large amounts of
In a revolving fund financing plan, individual patron's capital
contributions are allocated on the books of the cooperative year after
year, for return to them at a later date. Patrons are notified of
their equities in the revolving fund at the close of each business year.
When in the judgment of the manager and the board of directors,
enough capital has been accumulated, current capital retains or net
operating margins, are used to retire the oldest outstanding capital
contributions. At this point the revolving process begins.
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capital in a cooperative. Cooperatives are organized for the mutual

benefit of members as patrons. It is, therefore reasonable that
contributions for capital purposes be made in proportion to patronage.

THE MANAGEMENT TEAM IN P0JICY AND DECISION MAKING

Great economic changes have taken place in this country since
1934.

Agricultural technology has improved a great deal and we are

in for more improvements. Alertness to the current needs of the
farmer patrons, enabled Grange Oil management to move along successfully with those changes. They expanded, modernized and

improved the quality of their services and helped the farmer to farm
more productively and more profitably. As farming developed into a

high capital, high risk business, the association shared those risks
with the farmer patrons. The development of custom sevices and
the association's possession of vital equipment in the lime and fertilizer departments are examples of expanded services.
In spite of the business achievements and an unquestionable

success of Grange Oil Company, feelings were that operating policies
and decisions were at times not sufficiently forward looking. The

board of directors, the body responsible for

policy

formulation,

appeared to have been strongly Itsoldit on rigid centralization.

Preoccupied with the immediate business problems and an apparently
strong emphasis on the need to pay high cash refunds to patrons each

year, the management team tended to overlook the prospective future
business opportunities for the association. Suggestions to establish
substations in outlying districts were put off in 1952 and again in

1953.

It might be argued that investment capital could not be raised,

or that the economic conditions did not justify such sub-stations. It

was pointed out earlier:that considerable cash refunds were paid to
patrons from 1950 to 1959,

The period 1951 to 1954 and generally all Phase III through

1959, was a relatively good business period. It is good business

judgment that businesses increase their net worth by retaining more
earnings during good times.. During $ uch times considerable amounts

of member capital can be accumulated, provided that the proper
machinery to do so is employed. This was the most appropriate

period to invest in one or two sub-stations to serve areas far removed
from Tangent. There is no doubt that a favorable decision on those

sub-stations would have had desirable influence on the association's
business volume.

The advantages inherent in sub-stations or bulk stations outside Tangent were apparently foreshadowed by the association's
financial policy. The management team appears to have been too

conservative on their financing method. They relied almost exclu.sively on capital stock and Pacific Supply margins as sole sources
of member capital. During the 10-year period through 1959 the

board of directors paid nearly all Grange Oil net margins s cash
patronage refunds. One of the maxims of cooperatives is to provide

services at cost. This being so, must net margins be paid back to

patrons in the year they are earned? This need not be necessary, if a
system of deferred pa.yment is worked out, whereby net earnings

would be retained in the cooperative for a predetermined number of

years for capital purposes. A definite promise to revolve out such
funds when the time comes,has however to be undertaken by the

board of directors. Where the mechanics, the advantages and disadvantages of such a scheme,are clearly understood, there should be

no difficulty in getting members to leave a large part or all of their
patronage refunds with their cooperative.

The impact of wa a.nd post-war demand for agricultural pro.
ducts on farm firms and a lack of or the presence of too much competition exerted some

influence

on policy decisions. A prosperous

agriculture and little competition meant good business opportunities

and therefore less aggressive policies. Increased competition,
narrowing margins and rising expenses necessitated more aggressive
business policies. Consequently preparations for 'facility expansion
were pushed into the background as all Grange Oil net margins were

diverted to cash refunds to attract more sales volume. If the decision to provide the new plant had been taken about 1950, and arrange-

ments for raising member capital made accordingly, the financial
burden assumed by Grange Oil in 1959 would have been much lighter.

On the other hand, If the sub-stations' proposition had been takenin
1952 or 1953, Grange Oil Company would have been in a stronger
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competitive position in the later part of Phase ILL

A number of subu.stationsin the area served by Grange Oil
Company have economic justifications. Tangent is nearly 66 miles

from the Linn-Jefferson boundary and about 40 miles from the

Benton-Lincoin bowidary. Assuming that the association is to reach

farmers in all corners of Linn and Benton Counties, delivery trucks
have to travel nearly 50 miles from Tangent to reach fringe farmers.

In a competitive riarkçt, where businesses with similar products are
on the increase, it is unlikely that Grange Oil Company will be able to

keep customers by operating solely from Tangent. Formy years
Grange Oil Company operated in this area as the only supply cooper-

ative. Now there is Western Farmerst Association to be considered.
As competitors capture more business from the bulk trucks it will
become even more difficult to increase sales volume.
One or two well located sub-stations will have the effect of
boosting Grange Oil Companyt s competitive strength. They will add

to the convenience of members in that farmers

will

be able to get

supplies direct from the bulk station closer to them. Shorter delivery
distances will effect savings on delivery expenses. Plans for the
construction of two su1-stations are currently under study by. the

board of directors and the advisory committeeL... Any decision to
An advisory committee of 12 meribers was set up this year (1962)
to advise on policy and operational problems.
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build now or in the next few years must take into consideration the
existing excess capacity in the Tangent plant. The problem before

the association now is one of timing and financial implications rather
than economic erpediency.

Employment Terms

Policies relating to the association's employees were considered to be encouraging. There was consistent appreciation on the

part of the board of directors of the need to remain competitive in
the personnel market. Salaries were reviewed from time to time.

]mployees were given bonuses as often as the earnings of the association allowed. As an incentive plan, the manag.er and the assistant

manager participatd in the net savings of the association to the
extent of 10 percent and 2 1/2 percent respectively.
Sound employment terms have secured for Grange Oil Company

a team of workers, who from a sense of belonging, have evolved a

business of inyaluble benefit to local farmers, It is to be noted that
the manager and the assistant manager have been with Grange Oil
Company for more

than

ten years. The senior bookkeeper has been

on the staff of the association since 1946.
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SUMMARY AND CONCLUSIONS

Founded in 1934 by farmers of Linn and Benton Counties,

Grange Oil Company was born of the desire to increase the farmers'
bargaining power by creating more competition among local oil cornpanies. It wa a normal reaction on the part of the farmers against

unfair treatmentby those companies during the depression.
The 84 charter members contributed $300 in membership fees.
This was all the capital at the disposal of Grange Oil Company when

it started buying petroleum products for its members.. Realizing the

odds against its survival, the new association joined with other local
supply cooperatives in the Pacific Northwest and organized the

regional wholesaie zooperative 'Pacific Cooperatives' based in Walla
Walla, Washington. After this, growth was rapid. New members

joined and new services were developed. By 1938 Grange Oil

company handled tires, tubes, paints, wire nails, phosphate, lime,
twine and farm r?iaczhinery in addition to petroleum products.

Grange Oil Compary's early problems were mainly:
1.

UnLair competition from the established oil companies.

2.

Raising membership and therefore equity capital.

3.

Bestraining pressure for too rapid expansion.

The entrance of Pacific Supplyinto petroleum contracts on behalf of

the retail associations put these associations .in a better competitive
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position. Farmers' apathy was broken by the quick demonstration by

Grange Oil Corpany thai considerable savings on supplies were pos

sible, when farmers placed their demands and- resources .into a
common pool to do business with themselves.

In 1940 Grange Oil Company held total assets in excess of

$52, 000. Member equities amounted to 90 percent of the total assets.
Business volume was nearly $196, 000. For the three years through

1940, cash refunds to patrons averaged $4.50 for every $100 spent on

cooperative products.. From so modest a beginning, the first seven

years were a great success.
The outbreak of World War II speeded up business recovery

from a three year economic slump from 1937 to 1939. Agriculture

entered an era of great prosperity from 1942 to 1951. In 1944 Grange
Oil Company started afeed and seed subsidiary at Monroe. This
business failed and was liquidated in 1947. The causes of failure were
diagnosed as capital inadequacy, poor management and poor public

relations.
Operations at Tangent made phenomenal business and capital

gains from 1941 to l91. The volume of business increased from
$195, 920 in 1940 to $676, 030 in 1951. Petroleum products, farm

machinery and fertilizers contributed 82 percent of the total business
volume in 1940 and 91 percent in 1951. Stock in other lines was

expanded to catch up with increasing member and patron demand. On

the average members received $2 in cash refunds for every $100 they
spent on Grange Oil products. The value of buildings and equipment
increased from $10, 370 in 1940 to $35, 630 in 1951. At the same time

total fixed assets .increased from $11, 460 to $37, 680. The overall

total assets of Grange Oil Companyincreased from $72, 000 to
$460, 000 during the decade. Investments in other cooperatives
increased from $14,000 in 1940 to $244, 000.in 1951.

As business volume increased, expenses increased also. Sales

increased at the rate of 19 percent per year while expenses increased
at the rate of 28 percent during the same period. This disproportionate increase in expenses nearly wiped out net margins durin.g the 1948

to 1951 business recession. On the average salaries and wages
accounted for 50 percent of the total operating expenses.
Accounts receivable followed the upward trend in sales volume.

From 1941 to 1951, receivables averaged 11.3% of the total assets.
Cash allowance for bad debts tended to increase towards the end of
Phase IL This indicated possible collection difficulties for past-due

accounts. A shortage of working capital in the later part of Phase II
prompted the revision of the association's capital structure in1949.
The authorized capital stock was increased from $25, 000 to $600,000.

Membership stock was raised from one share of Class A common

stock at $10, to five shares ($50).

Grange Oil CQmpany emerged from Phase II a well consolidated,

financially strong business organization. Considering the condition of

the agricultura.l industry during the decade, however, better performance than

was

actually realized could have been expected. Price

inflation from 1941 to 1951 caused a decline of 46 percent in the pur-

chasing power of the dollar. A highly significant correlation
(r = 0. 97) wa.s established between the index of the purchasing power
of the

dolla1r and the dollar volume of sales.

The implication of this

was that dollav volume of sales and assets were largely influenced by
the rapid

decline

i

the purchasing power of the dollar. Consequently,

the overall physical growth and development in real goods and ser-

vices was less than is shown by their dollar value.

In 1952, agriculture entered an era of price-cost squeeze.
Agricultural prices dropped below the prices paid by farmers,. From
1952 to 1961 prics received declined 20 percent while prices paid

increased 5 percent.

'arm technology however, improved consider-

ably during the decade. As a result farmers found it more profitable
to substituie machinery for hand labor. Increased use of commercial

fertilizers and the adoption of new farming methods increased farm
output despite falling agricultural prices.
Rising non-farm prices., increasing operating expenses and
generally increasing competition led to cons iderable sales promotion
efforts in Phase III. In 1956, Grange Oil Company adopted a sales
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at cost policy for dry fertilizers.. In 1957, a two bracket cash discount program for regular gasoline was instituted. Besides improviug

the competitive position of Grange Oil, these schemes were aimed

at increasing sales, economizing on delivery expenses and reducing
accounts receivable,
Grange Oil Company's sales promotion efforts paid off well.

Sales increased more rapidly in Phase Ill than in Phase II. The
dollar volume of sales increased from $817, 660in 1952 to $1,509,620
in 1960 and to $1,426, 170 in 1961. The decade 1950 to 1959 was the

most successful in the 28 years of Grange Oil Company's history.
Business was done at an average cost of 10. 8 cents per dollar of

sales. Tie association made more savings and paid out more cash
:refunds than in the prececlin decade.

Increased sale uecessitated larger inventory. Competitive
pressures and the desire to keep inventories moving led to the easing

of credit terms. As farners' payment problems increased, accounts
receivable incresed considerably through Phase III. An average of
45 percent of the total credit due the association from 1952 to 1960

was 60 or more days past-due. In 19584O percent of the total
accounts receivable was over 6 months over-due. The association's

credit terms were 30 days c.sh or 40 days maximum interest free
period. Interest on past-due accounts was 6 percent from 1948

through 1956 and 8 percent from 1957.

Grange 01]. Company was consistently short on working capital

from the later part of Phase II through all of Phase III. In 13 out of
the 21 years from 1941 to 1961, the association averaged $3. 24 in
ending inventory and accounts receivable for every dollar of owned
working capital. Ending inventory averaged 76 percent of working

capital from 1941 through 1951 and 206 percent from 1952 to 1961.

This sitnation led to heavy dependence on short-term bank financing

of operating and working capital during the first half, and the busiest
period of each business year. Short.term liabilities increased from
$6, 000 in 1938 to $101, 000 in 1957 and to $509, 000 in 1961. Major

increases were in accounts and earnings payable. With capital more
readily available, the growth of the association's business would have
been even better.
In 1959, Grange Oil Company completed a new physical plant
costing nearly $200, 000. In spite of increased sales volume in 1960,

expenses per dollar of sales and assets increased from 11.3 cents and
15. 6 cents in 1959 to 15.5 cents and 20. 6 cents, respectively, in 1960.
A net operating loss of $2, 900 was recorded. In 1961 expenses per

dollar of sales and assets increased to 20. 5 cents and 25. 5 cents
respectively. The association su tamed a net loss of $56, 800.
Petroleum discounts accounted for $28, 900 of the net loss in 1961.

The sharp rise in expenses from 1959 was to a large extent associated with the size of the new physical plant. The association provided

a larger plant than could be justified by short run business expectations. There is a definite case of over-capacity and under-employ-

ment of the invested capital and personnel.
Except for the losses made in 1960 and 1961, Grange Oil

Company made greater business gains during the third than in the
second phase of its development. Total assets increased from
$460, 250 in 1951 to $1, 148, 530in 1961.

Total fixed assets rose to

$304, 150 and investments in other cooperatives .increased to $297,000.

Membership equities, however declined from 81. 8 percent to 48.5

percent of total assets. In 1961 Grange Oil Company had 2, 153
members.
The overall physical growth of Grange Oil Company was much

greater in Phase UI than in Phase II. Unlike in the 1941 to 1951
period, the purchasing power of the dollar declined only 13% from
1951 to 1961. Statistical analysis showed there was a high correlation

(r = 0. 95) between sales dollars and the index of the purchasing

power of the dollar; 91 percent of the variations in the dollar volume
of sales was explained by this relationship. The rate of decline in

the purchasing power of the dollar, was much slower in Phase III
(b = -0. 0139) than in Phase II (b = .0. 146). Consequently Grange Oil

Company gained more in real assets and services from 1952 to 1961
than from 1941 to 1951. Direct dollar comparisons were considered

poor indicators of the actual physical growth and development of
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Grange Oil Company. The association nevertheless achieved a

growth and a success probably unthought of by its founders back in
1934.

Grange Oil Company's business operations were divided into

four major departments; petroleum, fertilizer and farm chemicals,
farm machinery and lime. Through these departments the association

handles a complete line of petroleum products, dry and liquid ferti-

lizers, machinery and ma.chinery parts, building materials and
miscellaneous hardware, equipment and farm chemicals.
The problems encountered by Grange Oil Company during the

period 1941 and 1961 were chiefly business problems. These included

inventory shrinkage in the petroleum department, shortage of working

capital, increasing accounts receivable and competition. The extent
of these problems and their financial implications tended to vary with
the volume of business and the general economic conditions of the

market. No general solution could, therefore, be applied.
Members contributed a high proportion of Grange Oil Company's

permanent capital. Member equities averaged 81 percent of the total
assets from 1938 to 1961. Allocated Pacific Supply margins and

common stock were by far the most important sources of member
equities. Operating and working capital were generally financed

through the sale of Class .A preferred stock, local commercial bank
loans, Pacific Supply, and machinery and equipment companies'
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lines of credit. The Bank for Cooperatives extended a long-term
facility loan of $125, 000 to Grang.e Oil Companyin 1959. Subsequent

borrowings of operating capital from the Spokane Bank for Coopera-.
tives amounted to $16, 000 in 1961. Further increases in membership

stock it was felt, must take into consideration the transferability of
such stock and the need to encourage more members into the association.

Policy decisions generally kept pace with changes in the agricultural industry. The association shared with its members the risks
of a continuously changingindustry.

Financial policies were however

rather conservative. The management team held unnecessarily long
to capital stock and allocated Pacific Supply margins as the sole sources
of equity capital. Insistent payment of cash patronage refunds forced

the postponement of vital decisions on facility requirements. Decisions involving large capital expenditure need to be taken in good

time to give the management ample time to raise member capital.

Large borrowings arising from short notice decisions tend to reduce
membership control of their cooperative. Membership equities in
Grange Oil Company reached an all time low of 48. 5 percent in 1961.

The board of directors maintained good competitive policies

with regard to the association's personnel. Employee salaries were
constantly reviewed and bonuses given when earnings allowed.

The

manager participated in the net earnings of the association to the
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extent of 10 percent. That the Company's key personnel have been

with the association for more than ten years was considered proof of
the terms under which they have worked. The willing efforts of all
the employees were instrumental in building Grange Oil Company into
a. strong farmer owned supply business.

Good member, boara of directors, management and employee

relationships were considered an invaluable asset for Grange Oil
Company. The growth, development and success of the association

in the last 28 years could not have been achieved otherwise.
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