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Cooperative Purchasing of Farm Supplies' 

COOPERATIVE purchasing hy farmers is not a new development 
in the United States where farmers have traditionally aided 

each other in agricultural activities. The simple partnership of two 
neighbors to buy a bull or a seeder may serve as an illustration of the 
early aspects of cooperative purchasing. As agriculture has grown 
more complex and commercial, the manner in which farmers have 
joined together for their mutual interests in production has cbanged. 
Early informal partnerships have given way to incorporated associa
tions. Instead of a few neighboring farmers joining together to buy 
a car of feed, seed, or fertilizer, there are now associations which 
bring thousands of farmers into one farmer-controlled buying unit, 
enabling them to obtain the snpplies and services wbich they need 
with assurance of quality and saving in cost. 

Cooperation in agriculture in the United States has two major 
!\Spects-(l) selling agricultural products, and (2) purchasing the 
supplies and services needed in agricultural production and marketing. 
While many Government bulletins have been devoted to cooperative 
marketing, there is no comprehensive publication of the Federal 
Government devoted to the cooperative purchasing of farm supplies • 
even though this form of cooperation is fu1ly recognized in Federal 
and State laws. This bulletin is designed to provide information on 
this important phase of agricultural cooperation in the United States. 

AIMS AND PRINCIPLES 

FARMERS are essentially manufacturers, and, like other manu
facturers, are concerned with keeping down costs or production. 

The major costs of farmers other than for land, buildings, and labor, 
are for such basic materials of production as seed, feed, fertilizer, 
insecticides, oil and gasoline, farm machinery, and package materials. 
The more value the farmer receives for each dollar invested in such 
supplies the lower is his cost of production. It is, therefore, the aim 

I It It dISlrId to aatnowSedp here U. poerooa u:dI&aDee af leaden and mw-oCs or tbe ooopnUn 
pureha.siq: moVlllD8lll. in the ~thm 01' this buDllUu. 

Jibrnt..oUhe Leral DI'Ilsioa. Farm CndllA4mlDistrad=. line pnwided material e.gt Jl&I'-
lkularlyJ.u lbeprepantlon of thaec&Joaon theltcal hula ollumtn' oooperaU .... pUI'ebatiDc IIoSSOdatlom. 

• A ploDeer ItUdy of the mbj:tel .... made. bow"evfIf. as eari7 .. 1014 by C. E. Ba.1Im at the omc..~ 
... _ ...... BunlO_ ..... U. 8. Dep~of __ (I). 
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2 FAlIM CREDIT ADMINISTRATION 

of farmers pl}rticipating in cooperative purchasing associations to 
obtain their b!tSi.c supplies economico,lly through their own agencies 
designed for this purpose. This objective is well supported in the 
following statement by Russell (39, p. 5ft)3: 

We must bear in mind, what is too often forgotten, that farmers 
are manufacturers, and as such are entitled to buy the raw 
materials for their industry at wholesale prices. Every other 
kind of manufacturer in the world gets trade terms when he 
buys. * *'. The farmer, who is as much a manufacturer as 
the shipbuilder or the factory proprietor ,isas much entitled to trade 
terms when be buys the raw materials for his industry. His 
seeds, fertilizers, ploughs, implements, cake, feeding stuffs are the 
raw materials of his industry, which he uses 'to produce wheat, 
heef, mutton, pork, or whatover else. • • * Is it any 
wonder that agriculture decays in countries where the farmers 
are expected to buy at retail prices and sell at wholesale prices? 

Co6-r OP SUPPLIES A FARM PRoBLBM 

The extent of farmers' expenditures in production is often over
looked. In 1933 the feed, seed, and fertilizer hill in the United 
States was estimated by the Bureau of Agricultural Economics of the 
United States Department of Agriculture at $486,000,000. The cost 
of containers, spray material, and twine amounted to $92,000,000, 
and the cost of operating tractors, farm automobiles, and trucks was . 
$380,000,000. Other nonclassified farm expenditures were estimated 
at $196,000,000. In addition, farmers had in 1933 capital expendi
tures of $309,000,000 represented by the cost of machinery, tractors. 
autos, trucks, repairs, etc. While this expenditure cannot be con
sidered a direct operating expense for 1933, since such co,pital goods 
are consumed over a period of yea.rs, similar capital expenditures for 
essential farm supplies occur annually. Thus the combined outlay 
of farmers for productive purposes in 1933 amounted to $1,463,-
000,000. 

Table 1 shows principal items of farmers' operating expenditures 
for the 2 yea.rs, 1926 and 1933, and the average of such expenditures 
for the 8-year period, 1926-33. This average, amounting to $2,474,-
000,000, no doubt, affords a more accurate indication of general 
agricultural expenditures than the expenditures for the depression 
year 1933. 
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MlUlrm MUl ... MUlfOft -. -. -. Feed.IIII8d •. llDd fertlllset • . ' .... ... 9" 
Containta, spray malel'iBlB, and twlnft · . . ". .. ". Cost of operating tr&e1.!.H'&. automobiles. and truckS ." ... ... 
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AutomobUu and trucks. . · ... 11>1 m 
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Total operat1nJ upenditunlB. . . .. ... 1 .... .. .... 

J Data h'oOl Bureau of AgrIouIturai EoonomIos, U. B. ~partment ot Agriculture. 

For the 8-year period 1926-33, the combined operating expendi
tures of farmers &mounted to 31 percent of their tota.l cash income. 
This indicates that the cost of farm supplies is of great significance 
to farmers. If the average income of the farmer were as great as 
the average income of, individuals in other industrial groups, the cost 
of supplies would be'relatively less important. Since the average 
farm income is very sman, however, a modest saving in the cost of 
farm supplies may be of great importa.nce to the farmer. In a study 
made recently by the Instituta. of Economics of the Brookings In
stitution, "the average income of the farm fa.miJies [in 1929) was 
$1,240, as compared with $3,226 for town and urban fanUlies. These 
v.ide differences are, of course, explsined in considerable part by the 
weigbting effect of the numerous high incomes &mong the city groups; 
but the disparity appears great even when this factor is eliminated." 
The study also indicated that 50 percent of the farm families bad 
incomes of 5910 or under. Since tota.! agricultural cash income 
declined from $10,417,000,000 in 1929 to $5,262,000,000 in 1933, 
the average cash income of farmers in 1933 was much smaller than 
the figure given above for 1929 (1]6, p. 69). 

ErraNT O. CooPB&ATM! PuaCHASING 0' F A1UI: SUPPLII!II 

According to the Fifteenth Census of the United Sta.tes (43), 
farmers purchased cooperatively in 1929 supplies valued at $125,-
048,597. Cooperative purchasing was used by 410,914 farms or 6.5 

. percent of all census-reported farms. The average &mount purchased 
cooperatively was $304. The 6.'<pansion of cooperative purchasing 
in the 6-year period from 1924 to 1929 is readily seen, for in 1924 the 
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value of supplies purchased cooperatively amounted to $75,971,165. 
At that time, according to the Census, 362,745 farms, or 5.7 percent 
of all farms, reported cooperative purchasing of supplies, and the 
average amount purchased cooperatively was $209. 

A wide variation in the extent of cooperative purchasing by States 
is indicated in table 2, based on census data. States having the larger 
amounts of cooperative purchasing were, in the order of their im
portance, California, N ew York, Washington, Iowa, Missouri, Minne
sota, Ohio, Michigan, WISconsin, and Kansas. In each of these 
States the value of supplies purchased cooperatively during 1929, ex
ceeded $5,000,000. The total value of supplies purchased coopera
tively in these 10 States was $77,314,105, or 61.8 percent of the value 
of supplies purchased cooperatively in the United States. The wider 
spread of cooperative purchasing within States, as indicated by the 
percentage of all farms reporting cooperative purchasing, occurred in 
Minnesota, Michigan, Washington, Iowa, North Dakota, Wisconsin, 

. South Dakota, New York, Missouri, and Ohio. In all of these States 
more than 12 percent of the farms purchased cooperatively. The 
larger amounts purchased cooperatively per farm reporting, were 
found in Connecticut, South Carolina, Rhode Island, Florida, Cali
fornia., New Jersey, Massachusetts, Washington, Delaware, and New 
Hampshire. The table indica.tes much variation in the character 
of the cooperative purchasing movement in different States. This 
is, apparently, on account of the nature of farm operations, and dif
ferences in farmers' experience and aptitude in cooperative endeavor. 

Reports from cooperative purchasing associations, in the files of the 
Cooperative Division, indicate that there has been a steady increase 
in the annual quantity of farm supplies purchased cooperatively since 
1929. The value represented by such business hss not shown a 
similar increase, because prices have declined greatly since 1929.' 
The Cooperative Division has tentatively estimated that farmers' 
cooperative purchasing associations did a bu;;iness of more than 
$250,000,000 in 1934. This figure includes the amount of coop
erative purchasing done as a joint activity by cooperative market
ing associations (see p. 21). It is difficult to compare this estimate 
with the above census figure of $125,048,597 for 1929, since 
the figures of the Cooperative Division represent some duplica.-

• Aeoordin. to theBureeuof .A.grleuJtural Economics. the index ofprlces paid by farInenI tor commoditJel 
bought III 1933 averaged 71 percent of the level of prices tor similar commodJUes ill 1M. The indo tor 
19M_ave.raaed apprubnateiy 80 penlIDt otthe lti9level of])J'lOElll. 
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tion of wholesale and retail values. There has been a continuous 
increase in the number of purchasing associations reporting and a 
significant increase in the volume of business of assooiations which 
have reported for a number of years. 

MAJOR Osj1!CT~EcoNOMY. SERVICE, AND QuALITY 

The cooperative purchasing form of business organization provides 
a method by which farmers attempt through collective purchase to 
reduce costs of basio supplies. By setting up their own purchasing 
organizations, farmers are generally able to obtain trade discounts 
and other price considerations that are customo.rily granted only to 
retail agencies. Carrying the method still further and combining 
the purchases of local associations through the establishment of co
operative wholesale associations, it is possible for farmers to effect 
additional saving by obtaining basic supplies direct from manufac
turers or primary prod ucers for processing in cooperative plants. 
Some of the larglHlCale purchasing associations engage in extensive 
manufacturing operations. 

Cooperative farm supply associations are interested in enabling 
farmers to purchase supplies at the lowest possible price. Prices 
paid by farmers too often must cover inefficiency in distribution. 
Many existing agencies handle ll.Il insufficient volume of business 
for efficient operation. Costs are often unnecesso.rily high because 
of competitive sales expense; carrying charges on unneeded, un
stll.Ildardized, or slow-moving merchandise; excessive delivery ser
vice; poor credit and collection policies, ll.Ild inadequate bookkeep
ing. A well-managed cooperative purchasing association may 
eliminate or reduce many of these costs and bring competitive pres
sure to bear on prices. A recent study made by the Pennsylvanis 
State College (.~O, p. 9) of six cooperative purcbasing associations in 
Pennsylvania indicates that 92 percent of the members anil50 percent 
of the nonmember patrons were of the opinion that the cooperative 
associations had lowered the prices generally paid for farm supplies 
in the counties served. 

With respect to the efficiency of farmers' cooperative purchasing 
associations, a recent study of feed stores in N ew York State (84, 
p. 79) is of interest. In comparing cooperative associstions with 
privately operated concerns it was stated that--

.. .. .. the cooperatives had lower gross margins than did the 
privatsly owned stores and also a larger sales volume. .. .. ". 
The cooperatives had lower figures for every item of cost except 
for power in the ease of the stores offering grinding service, and 
for bad debts in the case of the merchandising stores. .. .. .. 
This remarkable reduction of costs accomplished by the coop
eratives was attained by means of efficiency in every direction. 
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Cooperative purchasing associations endeavor to provide a type of 
service especially adapted to fannem' needs. The customary retail 
and wholesale agency is concerned foremost with making a profit 
and any service which does not tend to develop a more or less immedi
ate profit is likely to he neglected. On the other hand, the aim of the 
fanners' cooperative purchasing associations, while concerned with 
saving as much as possible for patrons, is to give detailed attention 
to the provision of supplies and services which will result in profitable 
fann operation. 

As an example of the cooperative attitude, the case of a large whole
sale and retail cooperative which handles feed, seed, and fertilizer 
may he cited. This association has h~n advocating use of a pal'
ticular type of seed in order to produce a forage crop which will make 
possihle an increase in livestock that will suhsequently enable fanners 
to cut down their fertilizer bill. A noncooperative concern handling 
both of these commodities might well hesitate to do anything that 
would curtail a profitahle line of business; while a cooperative, which 
e.Usts ouly to serve its members, thinks first of the farmer's interests. 
Nourse (89, p. 579) has pointed out that--

insofar as the cooperative • • • represents the volun
tary assemhling of orders by the consuming group or the guidance 
of the process of market distribution and, back of that, of pro
duction itself according to the needs of the consumer, it pro
poses a quits distinctive and vigorous attack on the problem 
of economic efficiency and social economy. 

Some of the service customarily provided fanners cannot he justi
fied in the light of critical economic analysis. Credit, for illustration, 
is oCten so freely extended that many submarginal producers are kept 
afloat at the expense of other producers. In BOrne cases the promis
<,uous extension of credit has resulted in serious overproduction of 
(,.fOps. While it is not contended that the use of credit is unwar
ranted in the production of a crop, it is clear that credit .ehould not he 
uneeonomically given as a competitive device to obtain sales. In 
lbe same way many of the advertising and selling services provided 
are unwarranted e.'{pense from the standpoint of the fanner. He 
sllould not he forced to pay an excessive amount for costs involved in 
making him buy. The followisg quotation from Perregeaux (M) 
indicates that sucb conditions were responsible for the development 
of cooperative farm supply buying in New York Bnd New England 
ehortiy after the World War. 

The dairy ration business was booming and the number of 
proprietary rations being compounded increased materially. 
• • • Thus the farmer was faced with an increasingly com
plex problem of the choice and selection of the proper dairy 
f~· for gn'&test profit. • • • The higbly competiti va 
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situation engendered by this development led to an overexten
sion of credit and other service facilities, thus increasing the 
cost of distribution. Furthermore, the farmer wbo was not 
using tbese facilities wa.s forced to share in their cost. 

Leading cooperative pureha.sing associations, notably the Ea.stem 
States Farmers Exchange and the Cooperative Grange League 
Federation Exchange, Inc. (the G. L. F.) have endeavored to pro
vide farmers with the kind of supplies they require without excessive 
advertising, "high-pressure" selling methods, overextension of credit, 
unnecessary delivery, and similar practices which tend to increase 
farmers' costs unduly. In addition, these cooperatives have pro
vided services which could not be obtained from established dealers. 
For example, farmers have desired to know the formulas of feed and 
fertilizer mixtures, which were long considered to be trade secrets. 
Farmers have also demanded more complete information on the 
source and viability of seeds. Cooperative purchasing associations, 
in meeting these demands, have pioneered in providing a service 
which may be called" dependability." 

The viewpoint of one of the largest cooperative seed-purchasing 
services has been expressed as follows (6, p. 6): 

Cooperative seed purchasing seeks the genetic history of seed 
for dependable inheritance and selects seed from desirable 
regions of seed production to assure its adaptation. Its seed 
refinement, vitality, and seed treatment must serve the best 
interest of the farmer. .. .. .. [The association] has over
come the inertia a.nd indifference of individuals concerning the 
use of inoculents with legume seeds by supplying suitable bacteria 
cultures with all legume seeds purchased. Likewise, aU seeds 
which may carry disease or be ha.ndicapped by the attack of 
unfavorable soil-borne organisms are subjected to the necessary 
treatments for the control of seed or soil-borne diseases. .. .. .. 
The cooperative challenge is to deliver, over a long period, consist
enUy better and more dependable "consumer values" in seeds 
tha.n are available through the ordinary channels of trade. In 
the purchase of questionable seed, the farmer risks all-his use 
of land and buildings, labor and time in season, machinery a.nd 
horsepower, fertilizer, and spr'y material. He jeopardizes his 
future returns in feeding, marketing, a.nd soil improvement. 

So far this discussion has developed the fact that agricultural 
cooperative purchasing associations serve to reduce the farmers' 
essential costs of production and at the same time give him 8, type of 
service not generally obtsinable from other agencies. It has been 
stated that cooperative farm-supply associations endeavor to provide 
supplies of a dependable high quality. To many leaders tbe achiev&o 
ment of this aim has been their outstanding accomplishment. For 
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illustration, the manager of a prominent purchasing cooperative has 
said (1): 

I can say with no fear of contradiction that the Exchange has 
succeeded in its primary objeetive, that of making available the 
kind and quality of feed, seeds, and fertilizer that the farmers 
want and which are not available through established channels. 

Without question, qua.!ity and economy Cllllllot be disassociated 
as objectives in cooperative purchasing. A poor-quality product, 
no matter how cheap in price, is fundamenta.Ily expensive. A 
cooperative purchasing association, which attsmpted to make savings 
at the expense of quality, would soon find itself with few patrons. 
Qua.!ity and economy are simply two manifestations of the same 
purpose. It would be as absurd to measure the efficiency of the 
purchasing department of a great corporation solely by the price 
paid for supplies as to measure that of a cooperative purchasing 
association by prices paid without regard to va.!ues received for each 
dollar eipended. 

DEVELOPMENT OF COOPERATIVE PURCHASING BY FARMERS 
IN THE UNITED STATFS 

I T IS DIFFICULT to indicate a definite beginning for the agri
cultural cooperative purchasing movement in the United States. 

Since colonia.! times farmers have joined together to procure nec
essary supplies at reasonable cost. The great improvement in 
agricultural technique and the expanding market for agricultural prod
ucts about the middle of the last century, resulting in a more com
mercialized agriculture and greater use of manufactured supplies, 
intensified this tendency. According to Nourse (SO, 1'1'. SG-S2) about 
1850, numerous farmers' clubs were organized in Illinois, and in 1858 
a convention of TIlinois farmers reconunended "the formation of 
farmers' clubs wherever practicable, the object of which should be 
to produce ooncern of action on a.Il matters connected with their 
interest", and "the formation of wbolesa.Ie purchasing and selling 
agencies in the great centers of conunerce, 80 that producers may in 
a great metlSure have it in their power to save the profits of reteilers." 
The Civil War dissipated the momentum of this development, which 
merged into the Granger movement. 

EAlU.Y GRANOE EpPOP.TS 

When the National Grange of the Patrons of Husbandry was as
. tablished shortly after the Civil War, its first emphasis was upon 
social, frata.rna.!, and intellectual benefits. After a few years, bow
ever,loclil granges became interested in plans for cooperative buying 
and selling. The first efforts in this direction were based on the idea. 
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that farmers C<;uld club their buying power and get price concessions 
in return for their combined cash trade. This type of cooperative 
a.ction resulted in the establishment of local, county, and to some 
extent, State agencies for pooling buying power. Buck has declared 
(~, p. £~1) that "the aggregate business done by or through these 
local agencies throughout the country was certainly enormous during 
the years 1873, 1874, and 1875, and they no doubt effected very con
siderable savings for the members." The competitive pressure of 
the Grange agencies also tended to bring about a general reduction in 
prices paid by farmers. 

By December 1874 there were 26 State Grange agency systems. 
However, the Grange agency plan was gradually replaced in popu
larity by the Rochdale principles of cooperative organization (14-, p. 
87) which have been stated as follows: 

1. To sell goods at prevailing local prices. 
2. Restriction to a fixed rate of the interest upon capital-this 

interest to have first claim upon the profits. 
3. The distribution of profits (after meeting expenses and in

terest charges) in proportion to purchases. 
4. No credit-all purchases and sales to be paid for in cash 

when the goods were handed over. 
5. Both se.'Ces to have equality in membership rights. 
6. Each member to have one vote and no more. 
7. Regular and frequent meetings to be held for the discussion 

of the society's business and for receiving suggestions for improv-
ing the society's welfare. . 

8. Accounts to be properly kept and audited; and balance 
sheets to be re"nouIarly presented to the members. 

The executive committee of the National Grange recognized these 
principles in 1875 by establishing a system of rules for the regulation 
of cooperative associations within the order. The rules were prefaced 
hy the following advice to members (£7, pp. 9~-100): 

1. All cooperative associations should become incorporated. 
2. Care should be taken that all records, accounts, and 

vouchers are properly kept. 
3. Expose dishonesty and punish fraud. 
4. Buy as far as practicable from the producer and manufac

turer, and sell to the consumer, if possible. 
5. Never depart from the principle of buying and selling for 

cash. 
6. Take account of stock and make settlements quarterly. 
7. Neither fear nor court competition. 
8. Choose only men of undoubted integrity and ability for 

your officers, and then give them your confidence. 
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The rules provided that at least one share of stock of the value of 
$5 should be held by each member and should ,not be transferable 
except to members. The amount of stock that could be held by onB 
member was limited to 100 shares. Each member was to have one 
vote only. All business was to be on a cash basis. Interest on 
capital was limited to 8 percent. This was to be allowed provided 
that the member's purchases from the association reached a certain 
minimum during the year. The rules provided that net profits 
should be divided in proportion to the amount of purchases among 
those who purchased goods from the association. 

When the National Grange met in November 1876 the members had 
been generally converted to the Rochdale principles of cooperation. 
Unfortunately for the movement, however, the general lack of success 
of the exchange systems had tended to alienate members from'further 
cooperative effort. Even though the Rochdale principles were ac
cepted so late that they had little practical influence on the Grange 
movement, it is significant that many of the Rochdale type associations 
established by the Grange flourished and gave proof that cooperatives 
could succeed on a practical basis of operation. Although the Grange 
may be given credit for inculcating the cooperative principle asa 
means of agricultural relief, it is true that many of these early ventures 
were started without careful plans and in too large a way. Buck 
(.f" pp. £41-£42) has suggested that the Grange made a serious mistake 
in not working out a "comprehensive system of cooperation" before 
the various business agency systems became so well established. Un
doubtedly, the proponents of the separate exchange type organiza
tions did much to hamper the development of the more solid coopera
tive program embraced by the National Grange in 1875. The farmers 
of that period, however, were demanding quick relief and it is doubtful 
whethercooperativeorgauizationsalone could have quieted agricultural 
discontent. Furthermore, many of the State laws were unfavorable 
to the development of true cooperative organizations. 

CURRENT GRANGB ACTlVITlES 

The relationship of the Grange and the cooperative movement 
became less direct after 1880, although the Grange has continued to 
promote cooperative efforts down to the present day. The report 
of the Grange Committee on Cooperation at the 1933 convention 
(£8, p. 166) stated that-

For 50 yesrs the Grange has led the way in doing the educa
tional work for "ooperative organizations and we should at this 
time emphasize the importance of cooperation in buying and 
selling. The new credit bank for cooperatives offers a splendid 
indur.l'ment for farmers to cooperate together, thereby givingthem 
advantage in financing. Cooperative associations have con-
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tinually been fought by those who for selfish rao.sons seek their 
destruction. * * * We must rededicate ouxselves to this cause 
and through cooperation in buying and. selling give the farmer 
a better deal. 

At the present time the Grange is' s.etively supporting cooperative 
purchasing in a number of States. It is the general policy of the 
Grange, however, that cooperative buying and selling agencies need 
not be controlled. entirely by it. The Grange has generally shown 
a willingness to work with other farm organizations in promoting 
cooperative developments. For illustration, the N ew York State 
Grange has always given its full support to the Cooperative Grange 
League Federation Exchange, Inc., which was set up in cooperation 
with other farm organizations. The North ClLrolina State Grange, 
in a similar manner, has recently assisted in the development of the 
Farmers' Cooperative Exchange, Inc., of North Carolina. In some 
States, however, the State Granges have engaged in actual coopera
tive buying operations. The outstanding development of this sort 
has been in the Northwest, notable in the State of Washington, where 
there is a heavy Grange membership. The Ohio and Pennsylvania 
Granges have also enabled their members to obtain special price 
concessions on various farm supplies. 

THl! F A1UdJ!RS ALLlANCB 

As the Grange wanedi in influence, about 1880, the Farmers 
Alliance movement developed aggressively, particularly in the 
Southern States (16). The Alliance, however, heedless of Grange 
experience, was anxious for quick relief through political pressure 
and was distrustful of conservative methods. Like the Grange, the 
Alliance promoted co~perative enterprise among farmers. It not 
only accepted but promoted the system of local and State business 
agencies and exchanges. In 1889 an association of State business 
agents was organized, and at the meeting of this association in 1890, 
18 State agencies and exchanges were repTesented. It was reported 
at this meeting that these agencies did a total annual business of 
$10,000,000. The success of the State agencies and e."chan",<76S did 
not meet expectations, however, and the Alliance turned its attention 
to political remedies for the wide-spread agricultural distress. When 
the Farmers Alliance became immersed. in the Populist movement in 
1890, it disintegrated rapidly. 

The contribution of the Farmers Alliance to the development of 
agricultural cooperative purchasing was much less important than 
that of the Grange. A large number of cooperative ventures, how
ever, obtained impetus from the strengthening effect of the Farmers 
Alliance movement. The Farmers Alliance. like the Grange, 
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pointed out some of the difficulties to be overcome in order to develop 
COopeI'ative business organizations of a permanent type. 

In studying the early history of the Grange and the Farmers Alliance 
movements with reference to cooperative purchasing, it is necessary 
to realize that the cooperatives spo.nsored by these farmers' organi
zations were established at a time of great economio distress. It 
was difficult for farmers to understand their problems clearly, and 
they were handicapped by overenthusiasm and laok of experience, 
leadership, and finanoisl backing. It is not accurate to record these 
early efforts as cooperative failures, for they were simply experiments 
which demonstrated that successful cooperative undertakings must 
be grounded on something more substantial than economic-need. 

THE FARMERS BNlON 

The Farmers Educational and Cooperative Union of America, 
known popularly as the "Farmers Union", originated in 1902 as an 
outgrowth of the Old Farmers Alliance movement. It grew rapidly in 
the Southern States, but its strength shifted about 1915 to Kansas, 
Nebraska, and other Western States. From its inception the Farmers 
Union has advocated cooperative purchasing of agricultural supplies. 
In the words of Wiest (46, p. 500), "The Farmers Union took up 
cooperation where the Farmers Alliance dropped it." A leader of 
the Farmers Union movement stated in 1?02 (2, p. 100) that the one 
grent aim of the Farmers Union was "to aid each other in buying and 
selling." During the early years, the business agent system was gen
erally employed, but gradually organizations accepted the Rochdale 
pattern of cooperation. In 1919 Rochdale principles were definitely 
recommended (18, p. 85) and Farmers Union,. business enterprises of 
the present day generally follow them. . 

The most significant cooperative purchasing developments under 
Farmers Union auspices have occurred in the States of Nebraska, 
Kansas, Oklahoma, Iowa, the Dakotas, and Minnesota. (Sea 
appendi.~ A.) 

In Nebraska there are approximately 100 Farmers Union coopera
tive stores, 100 Farmers Union cooperative oil associations, and 200 
Farmers Union elevators and cream stations which engage in the 
cooperative purchasing of farm supplies. In addition, there are 
approxiIp.ately 50 local farmers unions which handle supplies through 
secretaries or agents. The Farmers Union State Exchange at Omaha, 
Nebr .• serves as a wholessle agency for the local cooperatives. Its 
wholessle business, which did not include the volume of retail busi
ness handled by its 14 branch stores, amounted to $1,244,993 in 
1933. This figure does not adequately reflect the wholessle value of 
purchasing business done by Farmers Union agencies in Nebraska, 

35970·--3~ 
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since many of the loca.l associations buy all or part of their supplies 
from other wholesale agencies. 

The Farmers Union Central Exchange, Inc., of St. Paul, Minn., 
serves as a wholesale cooperative purchasing agency for 211 local 
Farmers Union purchasing associations in Minnesota, WISCOnsin, the 
Dakotas, and Montana. The major supplies handled are gasoline, 
kerosene, distillate, oil, grease, farm machinery and equipment, tires 
and tubes, flour and feed, and twine. The progress of the Exchange 
in cooperative purchasing is indicated by the fact that 425 cars of 
gasoline, kerosene, distillate, and tractor fuel were handled in 1929, 
while in ~934 the number of cars handled had increased to 3,362. 
The value ofsales in its wholesale department amounted to $2,615,519 
and the net income to $55,468 for the year ending October 31, 1934. 
The Farmers Union Central Exchange, Inc., has also operated a 
number of branch retail stores, but these branch stores are gradually 
being turned over to the local communities to be operated as inde
pendent cooperative units. Within a year or so the Exchange will 
operate solely as a wholesale cooperative association, which will 
enable it to center attention on the performance of the wholesale 
function. It is of interest that the management of the Exchange 
has reached the conclusion that local cooperative ownership creates 
more interest on the part of members with consequent increase in 
volume and greater net savings . 

.AMERICAN SocIETY OP EQUITY 

The American Society of Equity was organized in 1902 as a general 
farm protest movement. The most significant development occurred 
in Wisconsin, where the Wisconsin Society of Equity, which was organ
ized in 1907, sponsored cooperative elevators, creameries, and ware
houses. The American Society of Equity has given way to the 
Farmers Equity Union, with national offices in Greenville, Ill., which 
was established in 1917 primarily as a business organization. The 
Farmers Equity Union has encouraged the cooperative purchase of 
farm supplies through Equity elevators and creameries which .are 
largely situated in the Middle West. 

THB FARM BUREAU 

The American Farm Bureau Federation was established-in 1919 
by State Farm Bureau federations which had developed as agencies 
to promote agricultural extension work. Education in the matter of 
selling farm crops or purchasing supplies was considered to be a part 
of the county agent's regular duty and county agents assisted in the 
actual organization of cooperative associations. County agents 
could not participate in actual business transactions such as ordering 
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goods or handling funds. They could, however, aid farmers in their 
cooperative purchasing and marketing through organizations. 'rhis 
general situation gave real impetus to the organization of the Farm 
Bureau, which has from its beginning sponsored cooperative pur
chasing and marketing. One authority ($4, p. 110) held that "Here 
was a. definite job for the Farm Bureau separate and distinct from its 
duties arising out of its relationship to the county agent for demon
stration and educational purposes." 

Farm bureau developments in cooperative purchasing have been 
centered usually in those States having strong State Farm Bureau 
federations. Significant achievements in this direction have occurred 
in Illinois, Indiana, Ohio, Michigan, and other States in the Middle 
West and South, where strong State cooperative purchasing 8SSOcia
tions have been established with Farm Bureau support. (See appen
dix A.) The Illinois Farm Supply Co., which is illustrative of this 
development, is discussed on page 20. Moreover, in many other 
States, cooperative purchasing is carried on by county farm bureaus 
and alliliated organizations. 

In certain instances, the State Farm Bureau purchasing associations 
have joined together to arrange favorable terms and prices. For 
illustration, the Farm Bureau Milling Company, Inc., with offices a.t 
Columbus, Ohio, serves as a bargaining association for the State 
Farm Bureau purchasing associations of Indiana, Ohio, Michigan, 
West Virginia, and Pennsylvania, in the purchase of feed, fertilizer, 
farm machinery, and twine. The Farm Bureau Milling Co., Inc., 
acting for the three associations, contracts with manufacturers on a. 
yearly basis. Not only are the State associations able to obtsin 
favorable prices but the contracts in some cases contain provisions 
whereby the associations participate in the profits of the manufacturer. 

In a somewhat similar manner the petroleum products requirements 
of the above State associations are bargsined for through the Farm 
Bureau Oil Co. which, in turn, is a member of National Cooperatives, 
Inc. (See p. 2O.) Besides acting as a bargaining agent for gasoline 
and kerosene, and associated products, the Farm Bureau Oil Co. 
operates an oil-blending plant at Indianapolis, Ind. At this plant 
are manufactured oils and greases which are sold under Farm Bureau 
brands to the State purchasing associa.tions. 

INDBPENDBNT CooPBRATlVB PuRCHJ\SING .A.soc:tATIONl 

So far it has been shown how the general farm organizations have 
sponsored and developed cooperative purchasing. There h811 also 
been a continuous growth of cooperative purchasing by farmers 
independent of general farm organizations, a movement which has 
been greatly intensified by the depressed condition of agriculture 
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since the World War. Such cooperative purchasing is found in 
many forms. 

Farmers may simply pool orders for certain items such as feed or 
fertilizer, and have them shipped to the community on a c. o. d. basis. 
Local cooperative purchasing associations may be set up which may 
or may not engage in cooperative marketing. Frequently cooperative 

PIGUQ t.-PLANT OP THB EAlTD.N $rATES PAIJr&mI.S ExCHANGB AT BUl'PALO, N. Y. 
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elevators and creameries, cotton gin and livestock shipping associa
tions carry on cooperative purchasing as a sideline activity. A 
significant recent development hlUl been the establishment of large
scale cooperative purchasing associations which may serve directly 
tho local purchasing associations or the farmers of one or more States. 
The Eastern States Farmers Exchange, the Cooperative Grange 
League Federation Exchange, Inc. (the G. L. F .), and the Southern 
States Cooperative, Inc. (the S. S. C.), · are outstanding examples 
of this development, which has occurred within the last 15 years. 

The Eastern States Farmers Exchange is an example of the central
ized type of organization where farmers have direct membership. 
It was created in 1918 in response to a demand of New England 
farmers for an organization that would provide high-quality farm 
supplies at reasonable prices. This organization has had a steady 
growth, . and at present has over 50,000 members (in New England, 
in Pennsylvania and other Middle Atlantic States) who buy annually 
through it more than 300,000 tons of feed, fertilizer, and miscellaneous 
supplies valued at more than $12,000,000. Supplies are ordered by 
members through about 1,000 a.ccredited representatives who a.re 
usually farmers. There are also numerous warehouses located at 
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8trategic points in the territory where farmers may obtain supplies 
direot. The Eastern States Farmers Exchange operates a large 
feed mill in Buffalo, N. Y. (fig. 1), and fertilizer plants in Boston, 
Mo. ... , and Wilmington, Del., 80 that the Exebange performs coop
erativelyall the distributing functions, including the processing of raw 
mat&rial. The East&rn Statee Farmers Exchange has an equity of 
more than $1,500,000 in plants, inventory, and other assets. 
Patronage dividends amounted to about $100,000 for the year 1934. 

The Cooperative Grange League Federation Exchange, Inc., known 
118 the "G. L. F .", the largest farmers' cooperative purchasing asso
ciation in the United Statee, was organized in 1920 to combine the 
purchasing efforts of the New York State Grange, the New York 
State Farm Bureau Federation, and the Dairymen'8 League Coop
erative Association, Inc. The first 2 years of operation proved 
almost disastrous. In 1922, after a deficit of approximately $150,000 
had been inellrred, the G. L. F. was plaeed on a praotical bllsin ... 
operating' basis. Since that time the progr888 of the organization 
has been phenomenal. In 1934 the G. L. F. served approximately 
100,000 patrons located in New York, northern Pennsylvania, and 

l'louu 2.-MODWI MItL """ EunrAto .... ,.... G...." •• l.BA.Ull'mu.AT1ON E=w<..,1Nc., 
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New Jersey, and distributed during the year ending June 30, 1935, 
teed, seed, fertilizer, and other farm 8upplies with a wholesale value 
of $24,000,000. Its net worth as ehown by its publiehed balaneeeheet 
of June 30,1934, amounted to $4,195,032, 
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The G. L. F. has several hundred distributive outlets which may 
be divided into two main groups-ell G. L. F. stores, and (2) G. L. F. 
local agents. The G. L. F. stores, of which there are approximately 
135, are operated through a. management corporation and local 
advisory boards on what may be described as a. .. centralized directed 
system." These stores form the backbone of the association's 
structure. There are also approximately 500 accredited G. L. F. 
local dealers, or agents, who handle supplies at agreed-upon resale 
prices. There are also a number of independent local cooperative 
associations which handle G. L. F. supplies on the same basis. The 
G. L. F. early found it necessary to develop its own manufacturing 
and processing plants for feed, seed, fertilizer, and paint, so that this 
organization, as the Eastern States Farmers Exchange, provides an 
integrated purchasing system from the farmer to the sources of raw 
material (fig. 2) . 

.Another cooperative purchasing association of the regional type 
is the Southern States Cooperative, Inc. (the S. S. C.), which serves 
farmers in Virginia, North Carolina, Maryland, and adjoining States. 
The S. S. C. was started in 1922 as a seed purchasing association for 
VJrginia farmers under the name Virginia Seed Service. It gradually 
expanded its operations to handle feed and fertilizer and extended its 
service into adjoining States. In order to better designate its scope 
as a general wholesale organization serving farmers in a. group of 
southern States, its present name was adopted. The Southern States 
Cooperative, Inc., employs a system of local distribution very similar 
to that of the G. L. F. In North Carolina, S. S. C. supplies are 
handled through the Farmers Cooperative Exchauge, Inc., which has 
its own system of stores, local cooperatives, and agents. 'The rela
tionship of the S. S. C. and the Farmers Cooperative Exchange, Inc., 
of North Carolina, is of interest in that the lI.I'l"8IlgeIJlent affords the 
benefits of large-scale operation while retaining the advantages of 
State autonomy. The S. S. C. owns and operates cooperatively with 
the G. L. F. a large feed mill in Baltimore, Md., which is designed 
to serve the southern part of G. L. F. territory, as well as the terri
tory of the S. S. C. The S. S. C. has a smaller feed plant and fertilizer 
manufacturing facilities at Norfolk, Va. The volume of business of 
the Southern States Cooperative, Inc., for the business year 1934-35, 
amounted to $5,000,000. The net worth was $402,782, as shown on 
its published balance sheet for the year ending November 30, 1934. 

CooPBRATIVE On. AssocIATIONS 

With the increased use of automobiles, trucks, tractors, and gas 
engines in farming operations, there has been a great expansion in 
the cooperative purchase of gasoline and oil by farmers (S5). There 
are now hundreds of associations which distribute oil and gasoline 
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cooperatively to fa.rmers located throughout the United States, 
particularly in the Central States and the far West (fig. 3). No com
plete record of the tot&! qU8.lltity purchased cooperatively is avail
able, but a recent unpublished survey by the Cooperative Division, 
Farm Credit Administration disclosed 644 associations h8.lldling 
petroleum products in the United States, which did 8.Il aggregate 
retail business of $31,900,000 in 1934. If information were available 
for all such associations, this figure would be considerably increased. 

A number of wholesale purchasing cooperatives have undertaken 
to serve as a source of supply for the local and county associations 
which distribute petroleum products. The Illinois Farm Supply Co. 
supplies member purchasing associations which cover the State of 
Illinois, while the Fa.rm Bureau Oil Co. serves the State Farm Bureau 
purchasing associations of Indi8.lla, Ohio, Michigan, and Pennsylvania, 
which, in turn, supply county associations in these States. . Approxi
mately 130 associations in Minnesota 8.Ild Wisconsin obtain their 
supplies through the Midland Cooperative Wholes&!e, Inc., of Min
neapolis, Minn., whicll increased its volume of business approximately 
$750,000 during 1934. The Midlo.nd Cooperative Wholesale, estab-

FIQVU 3.-A PAJ.W BUUAU On,,,PUllCHMlNG CooPPATtV! • 
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lished in 1926 118 the Minnesota Co-Op Oil Company, has the dis
tinction of being the first wholea&!e oil association established in 
the United States. In North Dakota, Wisconsin, and Minnesota 
over 200 associations are joined to the Fa.rmers Union Central Ex
change, Ino., of St. Paul, Minn. Local associations in Nebraska 
generally obtain their supplies through the Farmers Union State 
Exchange. The ConsWllers Coope1'lltive Association of North Kansas 
City, Mo.: (formerly the Union Oil Co. Cooperative), serves over 
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250 oil and farm-supply associations operating in Kansas and other 
western States. In the Pacific Northwest, the Pacific Supply 
Cooperative serves about 60 local associations in Or~on, Washington, 
and Idaho, while the Washington State Grange acts as the wholesale 
agency for its member associations. (See also appendix A.) 

A number of these regional wholesale cooperative purchasing 
associations, which serve approximately 800 local and county oil and 
gas associations in 20 States in the Middle West and West, formed in 
1933 a joint bargaining agency, the National Cooperatives, Inc. At 
present there are seven afliliated organizations: Consumers Coopera
tive Association (North Kansas City, Mo.); Farmers Union Central 
Exchange, Inc. (St. Paul, Minn.); Midland Cooperative Wholesale, 
Inc. (Minneapolis, Minn.); Central Cooperative Wholesale Co. 
(Superior, Wis.); Consumers Cooperatives Associated, Inc. (Amarillo, 
Tex.); Pacific Supply Cooperative (Walla Walla, Wash.); Farm 
Bureau Oil Co. (Indianapolis, Ind.). Through this organization 
master contracts are n~otiated for all the member regional associa
tions. National Cooperatives, Inc., is authorized to deal in any 
commodity, but its major activities up to the present have been in 
the field of petroleum products. It has entered into contracts for 
the handling of gasoline, kerosene, lubricating oils, grease, harness, 
farm tillage machinery, farm tractors, tires, tubes, and automobile 
accessories, batteries, and lighting plants. 

The experience of the Illinois Farm Supply Co. illustrates the 
substantial development of the cooperative purchasing of petroleum 
products in one State. This coopemtive was organized in 1927 by 
the Illinois Agricultural Association, to act as its cooperative pur
chasing agency. Starting with 8 member companies, it has expanded 
until today it comprises a system of 58 member companies operating 
in 90 counties with approximately 75,000 farmer purchasers. The 
farmers' capital stock investment is ahnost $1,000,000. The 58 
companies were operating 427 tank trucks in rural territory on Septem
ber 1, 1934, and were either operating or supplying 600 retail outlets 
from 156 bulk storage stations which had a combined storage capacity 
of more than 6,500,000 gallons. The volume of petroleum products 
handled for the year ending August 1, 1934, totaled 47,670,378 gallons, 
consisting of 31,043,729 gallons of gasoline, 10,312,027 gallons of 
kerosene, 5,006,868 gallons of distillate and other fuels, 1,198,993 
gallons of lubricating oil, and 108,761 gallons of grease. 

The Illinois Farm Supply Co. handles also & number of miscel
laneous items such as tires and tubes, fly spray, paint, chinch bug 
oil, commercial fertilizer, alcohol, antifreeze radiator solutions, eod
liver oil, stock dips, and mange oil. These miscellaneous items repre
sent but a small part of the total volume of business, which for the 
fiscal period ending August 31, 1934, totaled $3,378,833 at wholesale 
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values. The value of retail sales of the 58 member service companies 
for this period amounted to over $6,000,000. 

CooPBllATMI PURCHASING BY MARD!TING ORGANIZATIONS 

In every section of the United States there are farmers' cooperative 
associations doing both marketing and purchasing. Approximately 
6,000 associations which a.re prima.ri1y engaged in ma.rketing, handle 
farm supplies as a side-line activity. In many instances, the coopera.
tive purchase of farm supplies is of more significant value to the 
farmer than the cooperative marketing of his crop. The extent of 
such side-line business amounts to many millions of dollars annually. 

Many cooperative marketing associations require supplies such as 
cane, labels, and package materials in ma.rketing or processing opera.
tions. These supplies are here considered farm supplies since they 
are purchased for farmers through their cooperative agency, and 
may be 8J! essential to the farmer as those used in primary production. 

Cooperative purchasing has developed along with cooperati ve 
marketing for several reasons. For example, associations bave 
found it possible to reduce their overhead costs by using the same 
facilities for assembling and selling crops, and for buying and dis
tributing supplies to the farmer. Furthermore, a farmer delivering 
crops to be marketed by an association looks upon it as a convenience 
if he can buy his supplies from the same association. Also, he may 
not desire to belong to two organizations with the responsibilities of 
membership in both when one association can perform satisfactorily 
all the required services. 

A number of larg~cale cooperative associations of both the feder
ated and centralized types, which were prima.ri1y established for mar
keting purposes, have developed purchasing departments or subsid
iary purchasing corporations. For example, the Land O'Lakes 
Creameries, Inc., of Minneapolis, Minn., which serves a wide area in 
the Central West, through its feed and creamery machinery and 
supply depa.rtments, did a business of $2,082,316 in 1934. During 11 
years of operation these departments have paid patronage dividends of 
more than $I,Qoo,OOO, and have undoubtedly had an infiuence on the 
competitive price situation. In Los Angeles, Calif., the Fruit Growers 
Supply Co. was organized in 1907 to provide members of the Califor
nia Fruit Growers Exchange with their own source of package and 
orchard supplies (fig. 4). In 1934 this company did a supply business 
of $7,649,491 and paid patronage dividends amounting to $546,914. 

In the Pacific Northwest, the business of the feed department of 
the Washington Cooperative Egg and Poultry Association amounted 
to approximately $5,000,000 in 1934. The feed department operates 
9 mills which also serve as distributing plants, and 17 other distribut
ing WarehOUSM. A fleet of approximately 120 trucks is used to 
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collect products to be marketed and to mlLke deliveries of feed for 
members. The net earnings of the feed department have averaged, 
recently, approximately $500,000 per year. These illustrations indio 
ClLte that cooperative purchasing and cooperative marketing are of 
mutual importance in developing a cooperative structure that will 
adequately serve farmers. 

WORr. 0> THE NATIONAL CooPBRATM! CoUNCa. 

A large number of farmers' cooperative marketing and purchasing 
associations are joined together in the National Cooperative Council, 
a conference body' through which agricultural cooperatives formulate 

F1GUU 4.--!.uwBu. Y AAD O. T1Ill FaUlT Gaow.u SU1'P!.r Co., 5uM>aVlLlJ!, c..u.. 
Th1I: &0,000,000 reet or lumber represents appromuatelr oue-third of the anow bo:l shook reQWrem8DtI of 

members of this assodaUOD. 

their policies on national matters.- The Council does not engage 
in any business operations, but provides IL mechanism for determining 
general policies on matters affecting the agricultural cooperative 
movement. It maintains an office in Washington, D C., where it 
represents cooperatives in matters relllting to business practices, 
to..ution, transportation, andta.riffs (26). It publishes bimonthly the 
Cooperative Journal, which reports current developments and carries 
articles on cooperative marketing and purchasing. The Council per· 
forms other educational services through radio, press releases, and 
memoranda. 

The National Cooperative Council has a purchasing division which 
is made up of the following associations: Cooperative Grange League 
Federation Exchange, Inc., Ithaca, N. Y.; Eastern States Farmers 
Exchange, Springfield, Mass.; Farm Bureau Services, Inc., Lansing, 
Mich.; The Farmers Cooperative Exchange, Inc., Raleigh, N. C.; 
Fruit Growers Supply Co., Los Angeles, Calif.; Indiana Farm Bureau 
'ADUlDberofl~eapicu1turaloooperaUv.purohuhllaaoclatl0D8arealsomembersotUleCoopera. 

u",. Lequeol the U. 9. A ., New York City. which IJ a pueraleducaLlOD&landpzomoUonalorpDilaUon 
tor tbe OODIl1men' oooperattve movemat. 
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Cooperative Association, Inc., Indianapolis, Ind.; Mississippi Fed
erated Cooperatives (A. A. L.), Jackson, Miss.; Ohio Farm Bureau 
Service Co., Columbus, Ohio; Producers Cooperative Exchange, Inc., 
AtlantA, Ga.; Southern States Cooperative, Inc., Richmond, Va.; 
Consumers Cooperative Association, North Kansas City, Mo.; and 
Cooperative Farm Services, Inc., Clarksburg, W. Va. In addition, 
many of the cooperative marketing associations affiliated with the 
Council provide cooperative purchasing service. 

There are a number of StAte cooperative councile or similar StAte 
conference bedies which perform activities similar to those described 
above, within State lines. These State councils are usually affiliated 
with the National Cooperative Council. 

In the foregoing discussion an endeavor hM been made to show the 
influence of the many agencies which have contributed over a period 
of 70 years to the development of cooperative purchasing in the 
United States. All of the national farm organizations have played an 
important role in sponsoring the cooperative purchase of farm supplies. 
Purchasing associations have also developed independently and in 
conjunction with cooperative marketing associations. Reference 
should be made also to the assistance given farmers in the formation 
and management of cooperative associations, by the research and 
extension staffs of the StAte agricultural colleges and the United Ststes 
Department of Agriculture, the State departments of agriculture and 
markets, and the Cooperative Division of the Farm Credit Adminis
tration. The cooperative supply buying movement is now estAb
lished on It firm footing as an integral part of agricultural cooperation. 

LEGAL BASIS OF FARMERS' COOPERATIVE PURCHASING 
ASSOCIATIONS' 

l.l. THETHER farmers or any other group of persons may join 
VV together to form cooperative purchasing associations; how 

they may be organized and controlled; how they may Conduct their 
business; what rights they may enjoy, are all questions determined 
either directly 'or indirectly by the law of the State in which the 
association is formed, and the law of the State in which the association 
operates, and, to It certain extent, by Federal statutes. 

Thus, " State may. if it so desires, refuse to permit cooperative 
associations to be organized under conditions different from those 
permitted ordina.ry corporations. Or it may, on the other hand, 
within constitutional limits, permit cooperativea.ssoeiations to organize 
and carry on their business with greater latitude than is allowed 
ordinary corporations. In so far as cooperative associations conduct 

& M-ote deSal-..d iDformatlon nlatiDI: ~ \be ltcal bub or Wmers' aaoperatiTe ~ a.uocfalions 
hu bMn r1v.n b7 Bwberc.1D a btilletm or the U. 8. Departmeal of AlrJcultun (II). and in his address 
-.u.. ............ lDIU ..... otOOO_' .... -.N. Y. 
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any part of their business, either in buying supplies or in selling them, 
within more than one State, they are engaging in interstate commerce 
and are, therefore, to that extent at least, subject to regulation by 
the Federal Government. The Federal Government, under its au
thority to impose income taxes, may determine whether or not and to 
what extent the income of such associations is subject to taxation 
(Flint v. Stone Tracy 00., 220 U. S. 107, 173; Brushaber v. Union 
P. R. R. 00.,240 U. S. 1,21). 

Practica.lly all States have long had statutes permitting persons, 
subject to certain conditions, to form and operate business corpora
tions. The purpose of such corporations genera.lly has been the 
conducting of an enterprise for profit. .As a rule, the kind of business 
done has had no relation to the private business of most of the mem
bers. The control by investors of the affairs of the corporation and 
the distribution of its profits have been determined on the basis of 
the relative units of capital invested. 

Fundamenta.lly, the purpose of fanners in forming cooperative 
associations has not been to realize a profit on money invested. It 
has been rather to achieve an efficient way of marketing their prod
ucts or of obtaining supplies and services needed in their farming 
aperations. In the latter case the objective is to enable each member 
to obtsin supplies as nearly as practicable at cost plus handliDg charges. 
When initial capital is required, usua.lly the rate of interest to be paid 
is restricted. In many instances the members of the association 
vote on the basis of one man, one vote, and genera.lly a large per
centage of the business must be with members. In most 'other 
'respects, however, a cooperative purchasing association usually 
resembles an ordinary business cerporation. It comes into existenee 
upon obtAining a charter from the State. It adopts bylaws for tbe 
conduct of its affairs. Its members hold meetings and elect a board 
of directors to guide and direct its business. In noncooperative 
aspects, cpoperative purchasing associations are subject to the same 
laws as other business corporations except as modified by statutory 
provisions. 

Until the last quarter of the nineteenth century there were prac
tica.lly no special cooperative statutes. Farmers joined together for 
cooperative purposes either informa.lly or under the existing corpora
tion laws. Following the ninth annual meeting of, the National 
Grange, in 1875, at which It committee report (~7, p. 9,n stressed the 
importance of cooperation, State legislatures began to enact special 
cooperative statutes. Today virtua.lly every State in the Union has 
It statute authorizing the formation of agricultural purchasing as 
well as agricultural marketing associations. (Some of these acts 
authorize the incorporation of cooperatives which are not limited to 
agricultural producers.) Although the provisions of these statutes 
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may differ as to the extent of power conferred upon cooperative 
associations, they generally authorize or permit, either expressly or by 
implication, the Rochdale principles of cooperation. (See p. 10.) 

The inherent right of States to enact statutes providing for the 
formation by farmers of cooperative associations in accordance with 
cooperative principles has been established by both the highest 
State courts and the United States Supreme Court. In" case involv
ing the power of the States to enact such statutes, the United States 
Supreme Court stated that cooperative marketing statutes "promote 
the common interest" (Liberty War~ Oompany v. B'l.Tky 
Tobacco Growor8' OOOpera!W8 Marktting AsBOciation, 276 U. S. 11.) 

CHAllACTJ!RlITICI 0. l' AAMJ!RS' PUl\CHASlNG CooP1!llATIVI!S 

Farmers' cooperative associstions today have the following general 
characteristics of organization and operation. The statutes of " 
number o{ States prohibit the use of the word "cooperstive" in the 
name of the corporation unless the corporation is in fact a cooperative 
one, or unless it is organized under a certain statute. The law of at 
least one State, Montana, prohibits the use of the word "farmer" 
unless one-half gf its members are "farmers by occupation." In 
general these associations are incorporated, with or without stock. A 
number of States provide for the incorporation of cooperatives on a 
nonstook or membership basis. This type of incorporated association 
is very popular in California. A discussion of financing such asso
cistions through the revolving fund method will be found on page 52. 
The nonstock incorporated associstion should be carefully distin
guished from the nonstook, unincorporated association, which also 
operates, as a rule, on Rochdale principles. Such organizations, 
which are common in all parts of the United States, may be looked 
upon as training schools for more permanent incorporated associations. 
Membership in an association formed with capital stock requires the 
purchase of a share or shares of stock which should be· transferable 
only to those who meet specified conditions. Membership in a non
stock cooperative association is generally evidenced by so-called 
"certificates of .membership", issuance of which should be restricted 
to those meeting the requirements for membership. Certificates of 
membership are generally not transferable except by approval of the 
association. 

A cooperstive 8S8Oci .. tion may select its members and thus deter
mine for whom it will furnish supplies or market products (W. O. 
Pn •• &: 00. v. Fa"y, .t al., 313 Ill. 262, 145 N. E. 103). In general .. 
person continu ..... to be .. member of a cooperstive association formed 
with capital stock until .. valid transfer, redemption, or forfeiture of 
his stock is. effected, although usually his rights as a member may be 
restricted if, for instance, he ceases to patronize the association. In 
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a nonstock eooperative association a person continues to be a member 
until he resigns or is expelled or has his membership terminated in 
accordance with law. As a member of either a stock or nonstock 
association, a person at common law has no right or interest in it . 
after withdrawal, either voluntary or enforced. Likewise at common 
law upon dissolution of an association, only stockholders or members 
at the time of the dissolution are entitled to share in the net assets of 
the corporation. 

Preferred stock should be limited as to dividends, may be given 
preference upon dissolution, and if nonvoting may be held by nonpro
ducers and not be restricted as to transfer. In addition to the 
capital acquired through stock or membership subscriptions, associa
tions frMuently finance themselves by issuing sO-called "certificates 
of equity", which represent deductions from operating revenue or 
savings. Such a certificate records the member's equity in the assets 
of the association. Other terms commonly used are "certificates of 
indebtedness", "certificates of interest", and "revolving fund cer
tificates." These certificates are generally analogous to noncmnula.
tive, nonvoting preferred stock. (See p. 52.) 

A cooperative purchasing association ordinarily is not required to 
sell . e';clusively to members. Sales are customarily made at the 
market price and, after all necessary expenses and reserves have been 
deducted from gross income, the savings that remain are distributed 
among patrons in proportion to the value of their purchases, as 
"patronage dividends." (See p. 43.) 

Cooperative marketing associations frequently enter into contracts 
with their members by which the members bind themselves to market 
their products solely through the association and to pay liquidated 
damages in the event of a violation of such agreement, but purchasing 
associations do not as a rule enter' into contracts requiriag their 
members to purchase their supplies exclusively through the associa.
tion. Generally an association empowers its board of directors to 
promulgate rules and regulations which set forth the relationship of 
the member to the association with reference to the purchase of sup
plies. The bylaws of some associations provide for the automatic 
forfeiture of membership upon failure to patronize the association for 
a given period of time. Cooperative purchasing associations generally 
operate on the principle that the advantages inherent in a well
managed cooperative purchasing association w:ill assure steady 
patronage without resort to contracts. 

lEGAL POSITION OF CooPBRATIVE PURCHASING ORGANIZATIONS 

Nearly all of the States have included provisions iIi their consti
tutions or statutes against monopolies, trusts, and restraint of trade. 
These statutes prohibit any contract or combination or association 
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which tends to injure the public by stifling competition and unduly 
enhancing prices. States which have enacted such antitrust laws 
without expressly excepting farmers' cooperatives have generally 
passed filrmers' cooperative statutes of the nature already discussed . 

. Since such statutes are subsequent in time to the antitrust laws of 
these States, it CIl.Il reasonably be said that State legislation clearly 
intended that antitrust laws should not.apply to farmers' cooperatives. 

Congress has enacted antitrust and restraint-of-trade statutes 
applicable to business conducted in interstate commerce-the Sher
man Antitrust Act (1890) (26 Stat. 209, title 15, U. S. C. A., sec. 1) 
and the Clayton Act (1914) (38 Stat. 730, title 15, U. S. C. A., sec. 12). 
Nonprofit agricultural or horticultural organizations not having 
capital stock were excepted from the prohibitions of the Clayton 
Act. In 1922, Congress passed the Capper-Volstead Act (42 Stat. 
388, title 7, U. S. C. A:, sec. 291), which expressly authorized farmers 
to act together in associations formed with or without capital stock. 
S1l£h associations in their nonnal operations are regarded as exempt 
from the provisions of the antitrust laws. This act, however, does 
not apply to purchasing associations or to cooperative stores. 

It has been held, however, by both Federal and State courts that 
individuals have a right to join together for the purpose of purchasing 
commodities 'which they require for use in the conduct of their sepa.
rate enterprises. The courts have recognized that the motive for 
such organizations is the acquisition of necessary commodities on 
more advantageous terms than those available to individuals. Sucb 
motive, it has been stated, does not operate unduly to stifle com
petition and obstruct commerce, but rather to encourage competition 
and trade. 

As early as 1909.an arrangem:ent, whereby individual jobbers of 
window glasS joined together as IL jobbers' association for the purpose 
of purchasing glass jointly from manufacturers, was approved by the 
highest court of Massachusetts (WMeler-Stenul 00. v. American 
Window Glass 00., 202 Mass. 471, 89 N. E. 28 (1909». In the same 
year IL aimilar arrangement was considered by one of the Federal 
courts not to be an unfair method of competition (Arkansas Brokerage 
00. el al. v. Dunn and PIJ'WeU, 1ne., 173 F.899 (1909». In this case 
five domestic corporations, constituting substantially all the jobb!\rs in 
a city, had organized a corporation to do their own brokerage business, 
as well as any other such business which it might obtain. The court 
held that neither the jobbers' association nor its method of operation 
was prohibited by the antitrust statutes or by the commOn law, in 
existence prior to the enactment of such statutes. It stated that since 
the jobbers oould have given their brokerage business to an enterprise 
already in existence, they had an undeniable right to associate 
together and to operate their own brokerage business in competition 
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with other brokers-particularly in view of the fact. that. their purpose 
was to promote economy" 

Generally speaking, purchasing associations of farmers may enter 
into agreements with their members requiring them" to purchase 
specified supplies through the associations, and the associations like
wise may lawfully enter into contracts with sellers for the furnishing 
of the supplies. 

Cooperative associations a;e, as ordinary business corporations, 
subject to property taxes; and are required 'to pay such franchise 
or license taxes as are specified by the law for such corporations. 
On the theory that they are nonprofit organizations, Congress has 
exempted both cooperative marketing and cooperative' purchasing 
associations from liability for the payment of Federal income taxes, 
provided they are in fact farmers' cooperative asSociations meeting 
the conditions specified by Congress for exemption (Revenue Act of 
1934,48 Stat. 683, title 26, U. S. C. A., sec. 5001). The fact that an 
association has capital stock does not affect its right to exemption 
from Federal income taxes if the dividend rate on the stock is fixed 
at not to exceed the legal rate of interest in the State of incorporation 
or 8 percent per annum, whichever is greater. An association formed 
with capital stock must have substantially all of it, otber than non,. 
voting preferred stock, held by producers who market their products 
or purchase supplies and equipment through the association. An 
association may not be denied exemption because it accumulates 
and maintains a reserve required by the State law or a reasonable 
reserve for any necessary purpose. 'A statement on"exemption of 
farmers' cooperative associations from certain Federal taxes will be 
found in appendix B. 

REcENT FEDBRAI. LroISLATlON APncnNG F AlUdl!RS' PuRcHASING CooPBRATIVI!S 

In 1926 Congress enacted the Cooperative Marketing Ac~ (44 
Stat. 802, title 7, U. S. C. A.,llec. 451) wbich provided for the creation 
of the Division of Cooperative'Marketing in the .Department of 
Agriculture. This Division was directed to carry' on research and 
provide other assistance to farmers' cooperative marketing and 
purchasing associations. The Division of Cooperative Marketing 
was transferred by Executive order under authority of the Agricul-. 
tural Marketing Act of 1929 (46 Stat. 11, title 12, U. S. C. A .• sec. 
1141) to the Federal Farm Board,later the Farm Credit Administra
tion. The Farm Credit Act of 1933 (48 Stat. 257, title 12, U. S. C. A., 
sec. 1131) authorized the establishment of 12 regional banks for 

'It 1J appreciated that there areoourt declsfons that appear to be ill conilIet wUh tboeeclted. See Pulp 
IIIOOd Com~". GJ'Uft.,. PufHT~ FlbtT Gb'"90nf. 188 ~IS '.Q). ~70 N. W. 230(1919). 
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cooperatives and a Central Bank for Cooperatives for the purpose of 
making loans, not only to farmers' marketing associations, but also 
to farmers' purchasing associations for their activities in the distribu
tion of supplies. (See pp. 55-58.) 

The Farm Credit Act of 1933 also enlarged the powers of the 
Federal intermediate credit banks, to enable such banks to make 
loans to and . discount paper of farmers' cooperative purchasing 
associations. Up to this time Federal credit aid had been available 
only for marketing pUrposes. 

The 'Farm Credit Act of 1935 (public, No. 87, 74th Cong.) en
larged the lending authority of the banks for cooperatives to further 

. aid coope~tive purchasing associations. They may now make loans 
to eligible cooperative associations of farmers engaged in purchasing 
farm supplies, or in providing farm business services, to assist not 

,only in financing the ordinary business operations of such associations, 
but in the construction and acqUiSition of physical facilities and the 
refinancing of previous indebtedness for such facilities . 

. In 1935 Congress passed the Motor Carrier Act, which provides 
fOr the regulation of the transportation of passengers and property 
by motor carriers operating in interstate or foreign commerce. The 

, statute provides for its administration by the Interstate Commerce 
Commission. Among other things, ths statute provides for the 
regulation of trucks and busses that operate "" common carriers and 

. &Iso 'includes contr\loct" carriers by motor vehicles. 
, Section 203 (b) reeds in p~ as follows: 

.. Nolhlllg in this part, except the provisions of section 204 
relative to qualifications and maximum hours of service of em
ployees and safelly of operat4on 'or standards of equipment shall 
be construed to include • * • 

"(4a) motor vehicles contt'oned and operated by any farmer, 
an<l used in the transportation of his agricultural commodities 
and products thereof, or in the transportation of supplies to his 
farm; or '(4b) motor vehicleS controlled and operated by a co
operative association as defined in the Agricultural Marketing 
Act, approved June 15, 1929, as amended;" 

\ 

. From the foregoing it is applll'mlt that the statute does not apply 
to cooperative associations of producers, as that term is defined in 
the' Agricultural Marketing Act as amended, except with respect 
"to qualificatioDsand maximum hours of service of employees and 
safety of operation or standards of equipment" as specified in Section 
204 of the Statute. 
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STRUCTURE OF FARMERS' COOPERATIVE PURCHASING 
ASSOCIATIONS 

COOPERATIVE associations for the purchase of farm supplies 
in the United States may be genernlly classified according to 

area served as local (county or community) or regional. Local as
socia,tions in turn may be classified as (1) informal farmers' purchas
ing groups, (2) unincorporated local purcha,sing associations, (3) in
corporated local purchasing a,ssociations. The regional purchasing 
cooperatives may be divided into three categories: Associations of 
the federa,ted type, associations of the centralized type, Rnd associa
tions which are combinations of the federated Rnd centralized types. 
Cooperative purcha,sing organizations may al~ be classified RS mem
bership or stock a,ssocia,tions, and in other ways. The cl&Ssification 
here used is employed for general convenience . 

• 
TYPES 01' LocAL AssoctATIONB 

Informal FalrTriers' PU1'Chasing Groups 

Probably the simplest type of purchasing associ&tion is an informal 
group of farmers who, through a purchasing committee comprised 
of one or more local men, order supplies for the entire group. 
These purchasing committees obt&in the best possible prices on 
supplies, assemble orders, collect from the farmers,. pla,ce the orders 
with the dealer or manufacturer selected (with instructions a,s to 
method and time of shipment), and then notify the membem when 
the supplies are received. Such groups operate no warehouses and 
own no facilities. The members are required to call a,t the railway 
or at some central location for their supplies. Most of these asso
ciations operate on a cost b!J.Sis,-that is, the member obtains supplies 
at cost plus a share of the transportation and miscellaneous clurrges. 
As a rule, the expenses of such associations are small, lind the purchas
ing committee makes no ch&rge for its services. The supplies handled 
are usually those which farmerS require in 18.1ge quantities, and which 
can be purchased in large lots, as fertilizer and feed. This method 
of purchasing is employed especially in the South, where ID.-pense 
for fertilizer represents frequently iQ llllrge part· of the cost of 
producing a crop, and in ;New England and other eastern States, 
where commercial dairying requires large expenditures for feed. 

UnitlCOI'pot'aud Local Purchasing AssocialionS 

The second type of cooperative purc~ association is that. in 
which farmers are organized in unincorporated associations. These 
are usually an outgrowth of the informal purchasing groups. They 
are generally set up with definite rules for operation and usually have 
paId managers. As a rule, they own no warehouses but purchase 
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considerable quantities of supplies for ear-door delivery. Sometimes, 
however, rented warehouse space is provided by the association in 
which to store supplies until ce.lled for by the members. Many of 
these organizations operate in conjunction with county or community 
farm organizations. Associstions of this type often restrict their 
services to members of a. particular farm organization. The small 
amount of operating capital. required is usually obteined by charging 
a membership fee. A management fee or a. commission may be 
charged to cover the cost of management. 

Sometimes unincorporated associstions are operated in connection 
with some other cooperative enterprise in the community. For 
example, in order that their members may buy supplies cooperatively 
and to the best advantage, certein cooperative creameries and poultry
and egg-marketing associations have fostered the organization of unin
corporated pUrchasing associations. The manager of the marketing 
organization usually acts as the manager of the purchasing a.ssocia.tion 
as well, and the costs of management are apportioned between the 
two organizations. The supplies handled are usually those required 
by farmers in certein special lines of agriculture, such as dairying 
and poultry and egg production. Feed lind seed are the principal 
supplies handled, although farm machinery, daily equipment, petro
leum products, dairy and poultry remedies, and other miscellaneous 
items are often purchased cooperatively in this way . 

• 
111COTpor4ud Lcc41 Purchasing Associ4tiom 

A third type of local cooperative purchasing organization is the 
incorporatsd association. Suoh associations obtein opm'ating capital. 
principally through the sale of common and, in some cases, preferred 
stoc:l<. Such incorporated associations may also get a considerable 
amount of capital from membership fees, or savings resulting from 
operations. (See p. 48.) Although most of these organizations are 
incorporated under the cooperative Jaws of the verious, States, some 
are incorporated under general corporation laws. Before cooperative 
laws existed the older associations were organized under the general 
corporation laws as nonprofit prganizatiqns. Some of these associa.
tions have been reorganized under the cooperative laws in order that 
their members might obtein the benefits accruing to farmer coopera
tives under the difrerent State and Federal cooperative acts . 
. Local incorporated associations may be of either the warehouse or 

the bargaining type. The warehouse type operates a warehouse or 
store and carries stocks of various commodities so that m8lUbers may 
call at the distributing station at any time and make their purchases. 
Numerous cooperative feed stores and oil associstions in the different 
States are ,examples of this type of cooperative enterprise (fig. 5). 
The man..gement of incorporated a.ssocia.tions rests in the board of 
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directors chosen from the membership. A manager is usually em
ployed to have direct charge of the association's affairs under the 
board's direction. As a rule, managers are full-time employres but 
in some associations they work on a part-time basis. Their compen
sation is generally based on the amount of time required to handle 
the business or on the quantity of supplies handled. Usually they 

PICue: '.-W AJ.EBOUS! or A LooM CooPaATMI ~G AIaocIATiON HANDLlNo PEED. 
s...., AND FDTIllZU.. 

FIII'!Den boucbt oooperaUvely '175.cm wOl1h of teed, seed, and tertnber or hlgb quality from thll Norcb 
Carolina MeOCiallon in 1934. 

are paid a straight salary, but they may receive a commission. Pay
mentof commissions has a tendency to encourage managers to be more 
interested in building up a large business than in providing service and 
quality to farmer members. 

The incorporated associations which operate as buying agents 
usually own no facilities but have connections or contracts with 
dealers or manufacturers whereby trade or quantity discounts on 
various supplies are obtained. The members of such associations 
receive the benefits of these discounts and usually pay a certain fee 
or commission (which is added to the cost of the supplies) to cover 
the cost of rendering this · type of purchBsing service. These agent 
associations are employed for the cooperative purchasing of seed, 
fertilizer, petroleum products, and miscellaneous farm supplies. 

Fo ..... OF REGIONAL AssocIATIONS 

In an earlier section mention was made of cooperative purchasing 
IISS0ciations which are organized to serve areas larger than rural com
munities. Such associations serve areas embracing several counties 
or parts of several counties, States or parts of States, or several States 
(fig. 6). These associations are often referred to as "large-scale" or 
"regional" associations. It is appreciated that the term "regional" is 
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often applied to associations operating over a wide territory, while the 
term is used here to define associations operating in an area. larger 
than a. county. Although the term "large-scale" is sometimes used 
for such organizations, it is not generally sa.tisfactory, since many 
associations operating on a local or county basis have a. large volume 
of business. 
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Regional purchasing associations are generally organized on either 
a federated or a centralized basis. It should be pointed out, however, 
that organization structures are highly variable. It is difficult to find 
associations which may be considered strictly federated or centralized. 

Voting Control of a Typical: Federated 
. Purchasing Association 

OFFICERS 

BOARD OF DIRECTORS 
OF FEDERATED ASSOCIATION 

Each Director Re-presents 
On .. or Mor .. Local Associations 

r-""-l r---Lo~ ~ ~ ~~ r""---l 

111111111111111111111111111111111111 . . .. .... .... . .. ME'MBERS'" .... .... . ... 

Under the federated plan (fig. 7), associations combine to estab
lish overhead wholesale purchasing organizations. The farmers are 
members of local associations and the local associations, in turn, are 
members of the overhead organization. Examples of the federated 
type of association are the Indiana Farm Bureau Cooperative Ass0-
ciation, Inc., the Farm Bureau Cooperative Association (Ohio), the 
Farmers Union State Exchange (Nebraska), the Consumers Coopera
tive Association, and the Midland Cooperative Wholesale, Inc. 
Statistical information on the regional farm supply associations in 
the United States will be found in appendix A. 

The centralized type of regional association (fig. 8), on the other 
hand, has individual farmers as members. While the federated type 
operates largely as a wholesale agency for local associations (fig. 9), 
the centralized type of association, to a large extent, combines the 
functions of wholesaler and retailer (fig. 10). Supplies are purchased 
on a wholesale basis by the centralized associations, and may be dis-
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tributed over a, wide area, through brllJlch offices or other local a,r
ra.ngements, directly to pa,trons. In other words, the centralized type 
association tends to integrate the wholesale IlJld retail functions. 
A good example of the centralized type of association is the Eastern 
States Farmers ExchllJlge. The Grange League Federation Exch&nge, 
Inc., may also be cIassified as a centralized association, since it serves 
members directly through local facilities and agencies, and since it is 
directly responsible to its individual farmer members through IlJl 
annual membership meeting. (See also p. 37.) 

The preceding discussion indicates that federated organizations 
differ from centralized organizations with respect to membership 
control and methods of operation. Figures 7 IlJld 8 contr&8t the two 
methods of voting control. Figores 9 and 10 show the differences in 
operating methods. Comparison of these two figores indicates a, 
more uniform type of local distribution hy the typical federa,ted &8-
sociation. The centralized &ssociation may distribute through one 
or all of the types of outlet shown in figure 10. The federated type, 

Voting Control of d Typicdl Centrdli3ed 
Purchdsing Associdtion 

OFFICERS 

BOARD OF DIRECTORS 
OF CENTRALIZED ASSOCIATION 

~li\~ •.•.•....... ..•........• . ....... 5... ..•..•....•. . ......•.... 
. MEMBERS 
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as contrasted with the centralized type, hrings the farmer member 
into less direct relationship with the main organization, both as to 
voting control and methods of operation. 

A number of regional associations of the federated type operate 
on a, hrok6rage or commission bttSis. These are sometimes termed 
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"brokerage associations." They do not commonly have warehouses 
or other facilities for handling commodities. These associations usu
a.lly order the supplies which are delivered directly to the local member 

, Distribution of Supplies by d 
Typicdl Federdted Purchdsins Associdtion 

MANAGEMENT OF FEDERATED 
PURCHASING ASSOCIATION 

DEPARTMENTS SUCH AS 
MANUFACTURING,. DISTRIBUTING. AND OTHER 
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FARMERS 

associations. Sometimes the supplies are invoiced to the overhead 
association and sometimes they are invoiced directly to the local 
association. In the first instance, the overhead association rein
voices them at a. price sufficient to' cover its expense of operation. 
When supplies are invoiced direct, the local association may remit a , 
commission to the overhead agency or a. commission may be included 
in the price charged to the local association and paid directly by the 
manufacturer or dealer to the overhead organization. In some cases 
an assessment is made on local units at the end of, operating periods 
to cover their pro rata share of expenses for maintaining the overhead 
bargaining agency. " 

Organizations of the centralized type usua.Jly have local repre
sentatives, many of whom are farmers, who assemble orders in their ' 
respective areas Ilnd transmit them to the regional association. The' 
shipments from the regional associations are made direct to individual! 
members or groups of members. Organizations of the centralized type' 
genera.lly find it necessary to have a. well developed system of field:' 
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representatives. Associations of the federated type have a greater 
degree of local control and usuolly find such extensive field services 
unnecessary. 

In addition to the federated and centralized regional cooperative 
purchasing assoeiations, there are regional cooperative associations 
which are neither strictly federated nor centralized. To a certein ex
tent the Cooperative Grange League Federation Exchange, Inc., is an 
organization of this kind, since it both serves local associations as 
0. wholesale source of supply and operates its own system of retail dis
tributing facilities. The actual business operations of the G. L. F. are 
carried on through subsidiary corporations, the G. L. F. owning oll of 
the common stock of the Cooperative Grange League Federation Hold
ing Corporation, Inc., which in turn owns and controls the subsidiary 
operating corporations . 

. Distribution of Supplies by d 
Typicdl Centrali3ed Purchasing Association 
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CENTRALIZED ASSOCIATION 
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The patrons have a direct voice in the control of the management 
through a system of local advisory committees. These advisory eom
mit~ are composed of farmers who have the respl'Ct and confidence 
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of their neighbors and the time and willingness to meet four or eight 
times a year to help direct the policies of their local store. Their 
representatives also attend the G. L. F. annual meeting and vote to 
the extent of G. L. F. stock owned by the store, local cooperative, or 
marketing agencY which they represent. 

The directors are elected by the stockholders at the annual stock
holders' meeting, 5 of the 13 directors being elected each year. They 
~ nominated in advance of the annual meeting to represent the New 
York State Grange, the New York State Farm Bureau Federation, 
the Dairymen's League Cooperative .Association, Inc., G. L. F. serv
iee agencies and other like affiliated cooperatives. Other nomina
tions are made at the annual meeting. 

The Southern States Cooperative, Inc. (the S. 's. C.), is organized on 
a basis which compares to a certain extent with that of the G. L. F., 
although the members elect directors by districts for the territory 
served. The S. S. C. does a combined wholesale and retail business 
by operating its own service stores and a wholesale business through 
local dealer agencies and cooperative associations. It also serves as a 
wholesale source of supplies for the Farmers Cooperative Exchange, 
Inc., of North Carolina, which has an arrangement for the exclusive 
distribution of supplies manufactured and handled by the S. S. C. 
in that State. The Farmers Cooperative Exchange, Inc., is largely 
an organization of the combination type, its bylaws providing that 
cooperative associations as well as individual farmers may hold 
membership. 

PURCHASING lliPARTMRNTS OR SUBSlDIAIlIES 0. FAilMERS MAilUTING 

AssocIATIONS 

As noted in the section on development of cooperative purchasing 
a number of regional cooperative marketing associations of both the 
federated and centralized types have established departments or sub
sidiary associations to purchase supplies for members. These operate 
in much the same way as independent purchasing associations, except 
that joint use may be made of personnel, capital, services, and facili
ties. This method of cooperative purchasing has proven economical 
and particularly suited to the purchase of supplies used by patrons of 
the marketing association. For illustration, the members of a fruit 
marketing association require package materials, llJld the members 
of a. poultry association require feed, both of which may be purchased 
advantageously through their respective marketing associations. 
A large overhead cooperative creamery association can purchase 
dairy equipment and supplies for its member creamery associations. 

Marketing associations often find it possible to carry on a supply' 
business which is essential to their operations with practically no 
addition to the personnel required ordinarily for marketing work. 
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This is largely because the supply purchasing season usually precedes 
the marketing season, making it possible to utilize more completely 
labor, facilities, and generaJ. overhead, and effect economies that 
would not be possible if ouly the marketing activity were carried on. 
Such economies may result in larger savings for farmers and more 
satisfactory service for patrons. 

METHODS USED IN OOOPERATIVE PURCHASING 

COOPERATIVE purchasing associations operate in accordance 
with established business principles. The significant difference 

between cooperative purchasing and ordinary business operation lies 
in the fact that the cooperative is engaged in buying those commod
ities required by its members, while the ordinary business concern is 
engaged in selling products to all prospective customers. The 
cooperative purchasing association, although striving for efficiency, 
is not interested in obtaining a profit on operations for the benefit of 
those who subscribe capital. It aims rather to procure for members 
necessary supplies of high quality at the lowest possible cost. 

The operating methods of cooperative purchasing associations 
may be discussed under the following headin,,"S; (1) Sources of supplies, 
(2) distribution facilities and services, (3) cash or credit sales, (4) 
price and patronage dividend policies, (5) accounting procedure, and 
(6) maintenance of quality. 

SoURCBS OP SUPPLIES 

Cooperative purchasing associations obtain their supplies through 
wholesalers, jobbers, primary producers, and manufacturers, who 
may operate on either a commercial or a cooperative basis. As 
ccoperative associations grow in size, they tend to undertake first 
ccoperstive wholesaling and then the direct manufacture of the re
quired supplies. This tendency is illustrated by the history of such 
large.sc.ale purchasing associations lIS the G. L. F.,' the Eastern 
States Farmers Exchange, and the Farmers Union Central Exchange, 
Inc., which now operate e:;:tensive manufacturing properties (fig. 11). 

OUler large cooperatives join together to make special contracts 
with manufacturers or wholesalers to obtain at a reduced cost supplies 
especially prepared for them. Certain cooperative purchasing ass0-

ciations have combined in this way to obtain benefits (through quan
tity buying and quality standards) from manufaoturers and whole
salers in the purcbase of such supplies as feed, fertilizer, and petroleum 
products. A striking e."ample of this tendency was the establishment 
in 1932 of National Cooperatives, Inc., discussed above in the section 
on development of cooperative purchasing. National Cooperatives, 
Ino., reports that in 1934 it brought together for bargaining pur-
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poses 500,000 fanners who together .bought $19,202,390 worth of oil, 
gasoline, and other fonn supplies.' Commodities distributed through 
the regional members of National Cooperatives, Inc., are sold under 
a trade mark which is in the form of an outline map of the United 
States on which is inscribed the word "CO-OP." 

PICUU ll.-COOPUATM On. BLBHDING PLANT R.!cnm.t" Qm.m, BY' na PAJ.W!U UHlOM' 
CuttaAl. ExCKANG~ INc. 

Tbls buUdJ.nc abo houses the, puenl oftlcea of the association. 

Farm-supply cooperatives purchase a considerable volume of tbeir 
supplies from cooperative marketing associations. The cooperative 
associations which market feeds and seeds alford a natural source of 
supply to cooperative purchasing associations. In some cases where 
cooperative purchasing and cooperative marketing are carried on by 
one association, members may obtain supplies which have been pro
duced by other members. 

Many cooperatives have not established contact with satisfactory' 
sources of supplies. This is particularly true of many small cooper. 
atives who would benefit by joining with other cooperatives for this 
purpose. Perhaps the most striking recent development in coopera. 
tive purchasing has been the federation and unification of cooper .. 
tives which makes it possible for smoller associations to obtain more 
dependable supplies at lower cost because of large.;;cale bargaining 
power thus obtained. 

DISTRIBUTION FACILITIES AND SBRVlC .. 

Cooperative PUrcllasing associations are not selling organizations, 
but it is ess .. ntial that such agencies have the equivalent of the distri • 

• WbU. National Coopwatl .... IDe., ta DotuolUllnly .Iarm .. ' OI1ulut1oa, C.bIicreat bu,lk olauppl&. 
101d II purobued by farmers for use tn tbeJ.r IvmJIlI OperatiODl. 
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bution services of business concems wherever this is to the producer's 
interest. Thus cooperative purchasing associations genera.lly pro
vide local facilities through which supplies may be obtained con
veniently and economice.lly at any time. Such facilities have proven 
most satisfactory when located on railroad sidings with adequate 
parking and loading arrangements, out of high-rent districts but not 
too far removed from other business establishments. Certain asso
ciations, however, do not find it necessary to employ handling facil
ities. Supplies may be shipped to local points in carload quantities 
8Jld delivered directly from the car to the patrons. As stated above, 
this method of handling is co~on in many parts of the United 
States. 

Many farmers' purchasing associations have found it desirable to 
operate delivery trucks as a convenience to members. The Wash
ington Cooperative Egg and Poultry Association owns a fleet of 
approximately 120 trucks which operate from warehouse centers and 
cover the State; delivering supplies required and collecting produce 
to be marketed (fig. 12). Tank trucks also play It very important part 
in the operation of Bssociations handling petroleum products. Asso
ciation oil trucks genere.lly cover definite routes to supply, at fixed 
intervals, the needs of farmer members. The significance of truck 

PIOUtUl12.-GBNI!l\,AL OPllCI AND PLANT 01' T1Ul W AlHIMGTOH CooPBaATM EGo AND PoULTkY _TtON. Su.TIU, W 1Wt. 
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operation in this field is indicated by the fact that the affiliated service 
companies of tlle Illinois Farm Supply Co. operated 427 tank trucks 
in rural Illinois territory in the fa.ll of 1934. 

Cooperative purchasing associations which handle farm machinery, 
dairy equipment, and similar supplies have often found it desirable to 
provide repair and inste.llation service, although an association must 
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handle a cOnsiderable volume of such supplies to justify the expense 
of such service. A large-scale organization such as the Land O'Lakes 
Creameries, Inc., however, which handles large quantities of dairy 
equipment, has been able to provide repair and installation service 
economically. 

A certain amount of advertising and selling service must be pro
vided by cooperative purchasing associations in order to acquaint 
member patrons with the advantages of buying through the associa
tion. Some associations advertise through newspapers and farm 
journals. Others do most of their advertising througb their own 
house organs or by means of painted signs or printed or mimeographed 
statements. Every employee of a cooperative purchasing association 
is a salesman to the extent that he acquaints farmers with the advan
tages of patronizing their own association. There is one general 
difference between commercial advertising and selling and cooper
ative advertising and selling. Commercial salesmanship is designed 
primarily to bring about greater profits for the benefit of the operator. 
In the case of the cooperative association, advertising and selling 
may be looked upon as an information service designed to encourage 
member patrons to make full use of their own association for their 
own benefit. 

Many cooperative purchasing associations operate on a strictly 
cash basis. This represents an ideal situation for any cooperative 
business. Doing business on credit ties up working capital, restricts 
the ability of an association to render other valuable services, causes 
mOllagement worries and dissatisfaction among members, increases 
expense for collection, necessitates more extensive bookkeeping, and 
entails losses from bad debts. Cash trading puts all members on a 
similar basis in dealing with the association and reduces selling prices 
or increases refunds by cutting down financial and operating expense. 
However, complete cash business is not always possible, for in mOllY 
rural communities credit service is deeply rooted. Since competing 
agencies often allow very liberal credit privileges which induce farm
ers to buy on credit, many cooperatives must continue to sell goods on 
careful terms until farmers COll become better situated financially, or 
can obtain credit from banks or from governmental or other sources, 
which will enable them to pay cash . 

. Cooperative purchasing associations offer· an opportunity for 
farmers to appreciate the advantages of doing business on a cash basis. 
It may be said that one of the objectives of the cooperative purchasing 
movement is to assist farmers to operate on a cash basis by effecting 
savings and developing Ii better understanding of credit costs. Many 
purchasing associations have found it desirable to keep records which 
show how costs are increased by credit business (88). Some associ-
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ations try to discolll'llge credit buying by allowing a discount for cash. 
Associations that extend credit should proceed with caution and 
follow a. vigorous collection policy. 

The establishment of cooperative production credit a.ssociations 
by the Farm Credit Administration under a.uthority of the Farm 
Credit Act of 1933 promises to play an important role in enabling 
farmers to operate on a cash basis. With a cooperative system of 
production credit, there is no reason why a purchasing association 
should grant credit to any farmer who can meet the loan require
ments of a production credit association. },{oreover, if a farmer 
cannot meet these requirements, it is clear that he should not be 
given credit freely by a. cooperative purchasing association. While 
set up primarily to reduce the farmer's operating costs, the produc
tion credit associations should tend to remove one of the major 
obstacles to the efficient operation of cooperative purchasing assoc
iations. 

PIuCl! AND PATRONAGl! DIVIDBND POUCl .. 

Cooperative purchasing associations generally price goods to be 
sold on a. cost-plus-handling~harge basis, on a prevailing-price basis, 
or on a part-cost part-prevailing-price basis. In 1934 an analysis by 
the Cooperative Division of 779 cooperative purchasing associations, 
disclosed that 131 used the cost-plus-handling4arge basis, 361 the 
prevailing-price basis, while 287 associations used combinations of 
these 2 methods. 

Some associations consider it better practice to handle supplies 
on a small margin and distribute little or no patronage dividends than 
to sell at prevailing prices and return the savings to members on a 
patronage basis. The goal of both methods is the same; nllJllely, 
to permit members to obtain supplies at cost plus operating expense. 
The cost-plus-handling-charge policy places an association on a 
direct price-competing basis. It may entail complicated bookkeeping 
procedure of doubtful value if applied on a strict cost-accounting basis. 
This system of pricing is favored by associations which desire to build 
up volume by selling at a low price. 

Many fanners' buying associations favor selling at prevailing 
prices in order that competitive conditions may not be unduly dis
turbed. Under the prevailing price method, any net difference 
between cost-plus-expenses and selling price is not considered a profit, 
as in private business, but a saving returnable to the purchaser. This 
saving, known as a "patronage dividend ", is prorated to the fanners 
in accordance with each member's share of the total business done. 
As indicated in the section on financial problems of farmers' coopera
ti,"e pm'chasing associations, it is a common practice for cooperatives 
to pay pa¥"onage dividends in the fonn of stock as a means of build
ing up the capital structure. In some cases where each member of a 
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cooperative is required to purchase at least one or more shares of 
stock, it is common for· associations to credit amounts which would be 
earned on an individual's patronage toward the purchase of a share of 
stock. Thereafter, the patron would be a member snd eligible for 
cash patronage refunds. 

Patronage dividends are paid usually once a year, after the results 
of the year's operations are known, although some associations pay 
on a. semiannual or other basis. It is not considered good policy to 
pay patronage dividends more often than twice a. year since this 
increases the accounth.g costs in making the distribution and decreases 
the amount of the dividend. Furthermore, the results of seasonal 
business cannot usually be determined for p.eriods of less than 6 
months or a year. 

One advantage of operating on the prevailing price method is 
that the extent of patronage dividends serves to show the common 
price margins. A good sized patronage dividend indicates dearly 
the advantage of cooperative organization. When a cooperative 
pays patronage dividends, other concerns are influenced to lower 
prices so as to hold business. In this way the payment of patronage 
dividends by a cooperative plays an important part in reducing the 
general level of prices to the benefit of the agricultural producers 
who are not members of the cooperative.-

While patronage dividends offer a measure of inducement for 
farmers to become members of a cooperative organization, some 
cooperatives have overemphasized their importance. The competi
tion engendered by the cooperative may tend to reduce the cost of 
supplies to farmers even though patronage dividends are not paid. 
The cooperative may, in effect, enable all farmers of the community 
to obtain supplies at comparatively low cost. As a general rule a 
cooperative should not pay patronage dividends out of any year's 
operations before it has built up adequate operating capital and 
reserves. That is to say, an association should not impair its ability 
to render service because of its patronage dividend policy. (See p. 54.) 

ACCOUNTING J?ROCBDURB 

Cooperative purchasing associations in general employ standard 
. business accounting technique. However, in many cases the account
ing system can be simplified because of the small range in com" 
modities handled. Many small groups employ little more than 8. 

record book. 
In one way, accounting for cooperatives is more complex than for 

ordinary business establishments since savings are generally dis-

t It :II iIltenl!ltln& to not. that Encutlve OJ'de IS numbered G355 and aeoo-~\. fJsu.ed under the National 
Industrial ReooVOl7 Act. ncopised UW lhe ~ ol ~ div.idwda II DOt an UDlaiz' trade 
practice. 
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lributed according to patronage. When this is done a record must 
be kept of the business of each member so that he may be paid pat
ronage .refunds in accordSllce with the proportion of his business to 
the total business. Many associations use a card system to record 
transactions with members as they are made. These cards may be 
totaled conveniently for any fiscal period. Some associations keep 
patronage records by commodities so that patronage refunds may be 
made on a commodity basis rather than for the entire business. The 
di.advantage of paying patronage dividends on a commodity basis is 
that it requires for absolute accuracy a system of cost-account rec
ord. to allocate overhead expense for each commodity. Certain 
associations have found it practical to distribute a general dividend 
and special commodity dividends on products handled in great 
quan ti ties. 

There hIlS been a significant development of standardized book
keeping l?roeedure for cooperative purchasing associations in recent 
years. For illustration, a centralized accounting system, which is 
used in modified form by the G. L. F. and a number of large-scale 
organizations of the centralized type, simplifies accounting work so 
that an experienced bookkeeper is not required at local distributing 
points. The local manager simply sends in to the central office a 
daily report which includes duplicate slips for all transa.etions. All 
accounting analysis for the local is carried on at the central office. 
Many large..scale regional purchasing associations of the federated 
type have also standardized accounting and auditing services for 
member units. In such cases the actual accounting records are 
maintained by the local or county member associations, although 
supervised and audited by the overhead association. This system 
makes possible uniformity of bookkeeping pra.etices over a wide area. 
and comparison of the operating efficiency of the member associations. 

MAnmlNANCB op QUALITY 

Furnishing supplies of high quality is accepted by cooperative 
purchasing associations as a fundamental principle of operation. 
Since the pu~asing associations exist to supply farmers with the 
raw materials of their industry, they would not be justified in han
dliag merchandise which did not further maximum farm efficiency. 
In many cases cooperative purchasing associations have been estab
lished primarily a.a a means of guaranteaing dependable supplies of a 
high standard of quality, price being a secondazy consideration. 

Cooperative purchasing associations have pioneered in the devel
opment. of open formula feeds and fertilizer and the use of viability 
and climlltic adaptability records on seeds. In this work they have 
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cooperated wherever possible with a"DTicultural colleges and govern
mental agencies. Cooperatives in many States follow the recom
mended formulas of college feed conference boards and print the 
formulas of the feeds which they handle on the bags. 

One of the reasons why cooperatives have undertaken the manu
facture of their own supplies is the desire of farmers to be sure of the 
quality of the raw materials used in the manufacture of the supplies. 

FIGUIJI 13.-UP-TO-DATB LAuoJ.ATOJ.Y 0. THE E.utnM SrAW F.u.:wu.a ElCBANO!. 
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While the use of the open formula may indicate in a general way the 
content of the feed or fertilizer, there may still be an opportunity for 
a manufacturer to use ingredients which legally meet the requirements 
of the formula hut which are lacking in nutrient or plant food value. 
Several cooperative purchasing associations which operate manu
facturing plants for feed or fertilizer have extensive laboratory 
facilities where raw materials are carefully analyzed and finished 
supplies tested before distribution to see that they come up to specifi
cations. In a similar way cooperative petroleum associations employ 
laboratories to test oils and other supplies. These laboratories also 
carry on bnsic research in order to improve the manufactured product 
(fig. 13) . 
. A striking example of cooperative effort to insure a high quality 

standard in supplies is found in the program of the Eastern States 
Farmers Exchange. This association has extensive trial grounds 
which are under the supervision of highly trained plant pathologists 
and technicians, who make tests of the seeds handled in order to 
determine their quality and to assist in the development of seeds of 
proven viability. Close cooperation in the seed program is also 
maintained with the agricultural experiment stations in the terri-
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tories served. For illustration, this association recently maintained 
a feUowship in one of the New England agricultural colleges in order 
to have a test study made under careful scientific conditions. Ref
erence should also be made in this connection to the fertilizer lab
oratory of this association which endeavors to analyze soil types 
and conditions in order to assist farmers to obtain the type of fer
tilizer which will give the most satisfactory results. Many further 
illustrations could be given of how cooperatives strive to raise the 
quality standards of farm supplies. In general, cooperative pur
chasing associations are alert to find evidence of adulteration or 
misstatement in the products which they buy for their members. 

The development and maintenance of quality standards by coop
erative purchasing associations has been greatly furthered by large
scale operations (fig. 14). Small associations cannot afford to render 
such comprehensive service in maintaining quality because of the 
cost of laboratory and field equipment and of employing highly 
trained technicians for this type of work. However, small associa- . 
tions can carefully select supplies for the benefit of their members. 

FINANCING FARMERS' COOPERATIVE PURCHASING 
ASSOCIATIONS 

BUSINESS undertakings, whether commercial or coopemtive, 
require various amounts of capito.! depending upon the nature 

of the enterprise and the volume of business. Farmers' cooperative 
purchasing associations, especially those operating warehouses or 
other distributing units, require considerable capital to provide phys
ico.I facilities , carry inventories, render services, and assume business 

PIOUU 14.-A MODUM CoonMTlVI OIL 1IuDrmN. 1'lANr. 
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risks. Associations which handle primarily quick-moving supplies 
8uch as petroleum products do not require so much operating capito.! 
as those handling large quantities of slow-moving commodities such 
as farm machinery, While. certain supplies must be carried over 
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from one 58ason to another, it is the general policy of supply pur
chasing associations not to cany large inventories, and this in gen
eral has been found to be a wise policy. In most cases members' 
supply requirements may be gauged in advance 80 that the need for 
eanying large inventories for long periods is small. Local associa
tions of the car-door type do not require much capital since they 
operate no facilities, cany no inventories, and, as a rule, assume no 
risks. 

The chief problems involved in financing cooperative purchasing 
associations are first, obtaining adequate initial capital when the 
association is being organized, and second, deVeloping a financial 
program which will enable the association to op.erate on a permanent 
basis (45). In reality, these problems interlock since a program to 
provide initial capital should provide also for carrying on the opera
tions of the association after its initial stages. In this connection 
well organized associations usually operate on carefully prepared 
budget plans which involve a detailed analysis of the anticipated 
business. This practice promotes business and financial efficiency .. 

OBTAINING INITIAL CAPITAL 

Cooperative purchasing associations obtain capital to start and 
carry on their business operations in three main ways: (1) By mem
bership fees, (Z) by capital stock, and (3) by loans or credit. .All 
or any of these methods may be employed. 

Membership Fee. 

Small organizations require but little operating capital, and may 
be financed by membership fees. Many associations of the car-door 
type are not large and a small fee from each member is sufficient to 
provide adequate working capital. 

Some of the larger incorporated· organizations which purchase 
farm supplies for their members are also of the membership or non
stock type. Many of these large membership organizations are 
marketing associations which handle supplies in connection with 
their marketing activities. The Poultry Producers of Central Cali
fornia, San Francisco, Calif., is an exrunple of a membership associa
tion which deals in farm supplies. Such large-scale cooperatives 
look upon the membership fee as a supplementary source of operating 
capital, since they usually obtain larger amounts from loans or by 
means of a revolving fund built up from charges in connection with 
operations. (See p. 52.) The certificate evidencing payment of 
the membership fee may be of value in such associations as a means 
of showing "residual equities" (41, p. 165) in the assets of an 
association. 
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C4pit41 Stadt 

Purchasing associations which operate warehouses or other facilities 
for distribution and which carry supplies in stock require considerable 
amounts of capital. A. a rule these associations are incorporated 
under the cooperative laws of the various States. Incorporation has 
the advantage of giving the investors of an association liability limited 
to their capital contribution. It also gives associations a certain 
standing, in that incorporation, particularly under cooperative statutes, 
implies certain standards. (For further discussion see section on the 
legal basis of farmers' cooperative purchasing associations, pp. 23-29.) 

Associations that depend upon the issuance of stock for capital 
require each member to purchase at least 1 share of stock, and in 
some cases more than 1 share, the number depending upon the size 
of the individual member's operations and the benefits which he 
may derive from purchasing through the association. For example, 
a member of a feed association may be required to purchase 1 share 
of stock for every 25 cows in his herd. Certain associations permit 
the purchase of share capital on the partial-payment plan .. A com
mon practice is payment of an initial amount and payment of the 
balance by the application of patronage dividends. (See p. 44.) 

Some associations obtain part of their capital requirements through 
the sale of preferred stock. This type of stock generally carries a 
fixed rate of interest which is frequently cumulative. It is gen
erally redeemable at some future date at the discretion of the board 
of directors. The redemption of preferred stock is permissible 
under cooperative statutes, but certain general incorporation stat
lites do not permit redemption. In most cases holders of preferred 
stock have no voice in the affairs of the association. Certain dif
ficulties are mvolved in this method of financing. Investors, as 
a rule, are skeptical of new undertakings and they do not wish 
to take the risks of 10S8 which accompany such investments when 
the dividend is limited to a fixed rate and where there is little pos
sibility that the stock will increase in value. The investor may 
f~el tilat he will lose part or all of his investment if the undertQ.king 
fails, while.if it j.q successful the preferred stock may be called for 
redemption at par or at & small premium. Investors usually prefer 
more seasoned or more readily marketable securities than the preferred 
stock of a newly organized farmers' purchasing association. From 
the fiscal standpoint of an association, preferred stock may not be 
entirely satisfactory. Such stock usually carries a fi:<ed and cumu
lative dividend rate which places a burden on the association as long 
as the Btodt is outstanding. 

Because of these features, associations often find it more desit-able 
to obtain eapital through the issuance of common stock or some other 
nonfixed-interest-bearing instrument which usually entitles the holder 
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to utilize the services of the association and which places no fixed 
charge upon the business. Preferred stock is often sold to public... 
spirited individuals who are anxious to have the association succeed 
and who are not primarily interested in large earnings on the in vest
ment. Preferred stock so sold provides funds which do not have to 
be repaid immediately, a factor of much importance when an associa
tion is becoming established. 

Loons "" CAdit 

Many associations obtain part of their initial capital by means of 
loans or credit. Sometimes loans for long-term financing, especially 
those for the financing of real estate or equipment, are obtained 
from banks or other lending agencies. Sometimes manufacturers 
or dealers supply credit through the installation of necessary equip
ment (feed-grinding machinery, for example) on a partial-payment 
plan. Short-term loans, used ordinarily for operating purposes, are 
obtained mostly from banks for cooperatives or from other lending 
agencies. As a rule short-term borrowing is used for temporary 
financing during periods of peak business and is considered supple
nientary to normal working capital. 

Sound business practices are opposed to the use of too much 
borrowed money or credit. An oversupply of either may lead to 
carelessness in purchasing or to unnecessary or improper expendi
tures. Furthermore, interest on borrowed money is a direct expense 
on the operations of an association. If interest expense becomes 
unduly large it may cause the failure of an enterprise and the complete 
or partial loss of money invest.ed by the members. It is generally 
considered safe policy for cooperatives to arrange for sufficient 
capital at the outset, through the sale of stock or memberships, to 
cover practically the initial ·cost of facilities and provide working 
capital for a minimum stock of supplies. Funds from banks or other 
agencies may then be borrowed to provide additional capital. Bor
rowing on the security of notes of members or directors is an unsatis
factory practice, for adequate capital should be obtained through 
mem'bership fees, sale of stock, or on the security of collateral without 
making members or directors personally liable. 

AOCUMULATING CAPITAL THROUGH OnaATlONS 

. Up to this point particular attention has been directed to the 
problem of obtaining initial capital for efficient operation. It is 
equally important for an association to have a financial program 
which will provide adequate capital for continuing operations. Well
established associations usually obtain operating capital partly from 
loans or credit and partly from funds built up through operations. 
Attention will be given later in this section to lending facilities which 



COOPERATIVE PURCHASING OF FARM: SUPPLIES 51 

are available to cooperative purchasing associations. At this point 
the metbods used by cooperatives to build up capital from operations 
will be considered. 

A number of associations issue capital stock or certificates of 
equity in connection with a. revolving fund. By this a.rra.ngement 
active members supply capital in proportion to the use made of the 
e.ssociation. For example, charges of 1 or 2 percent of sales may be 
made from the proceeds of ea.ch member's purchases, to be applied 
against the cost of shares. At the end of ea.ch fiscal period members 
lIJ'e issued capital stock for the amount of the accumulated deductions. 
Where the revolving fund method is used the oldest outstanding 
stock is redeemed after a. sufficient amount of operating capital 
has been obtained. Thereafter, a.s new stock is issued, a similar 
amount of old stock is retired. Under this plan each member tends 
to contribute c.apital to the extent that he uses the association. 

The Fruit Growers Supply Co. which operates a.s a supply pur
cbasing organization for the California Fruit Growers Exchange, Los 
Angeles, Calif., employs the following revolving-fund arrangement. 
A deduction of 4 cents per packed box of fruit marketed is made hy 
the Excbange. Tbe member packing houses are issued common 
stock in the supply company by the California Fruit Growers Ex
cbange in accordance with the quantity of fruit marketed for them 
by the Exchange. Since the authorized capital of $6,000,000 has 
been reached, proceeds from the issuance of new stock are now used 
to retire the oldest outstanding stock, which is at the present time 
sbout 6" years old. In other words, the $6,000,000 capital of the 
Fruit Growers Supply Co. revolves in approximately 6 or 7 years. 

'The California Fruit Exchange, Sacramento, employs a somewhat 
similar procedure in accumulating operating capital. From the 
commissions charged member associations on fruit marketed and 
service charges on supplies purchased, the costs of operation are 
ded ucted and the remaining earnings are used to provide operating 
capital, permanent reserves, and to pay dividends on capital stock. 
After payment of 8-percent dividends on capital stock and deductions 
amounting to one-half of 1 percent on gross sales for a. permanent 
reserve, thE> balance of earnings is placed in a revolving fund ea.lled 
"withholdings repayable", and used a.s operating capital for the 
entire association until retired. These withholdings which amounted 
to $1,598,196 011. December 31, 1933, are noninterest-bearing and 
IlSUo.lIy remain in the hands of the association for a. period of 5 years. 

Some associations, instead of building up capital by making fixed 
deductions per unit of product marketed or similar devices which 
inay be burdensome in a highly competitive situation, issue patronage' 
dividends in stock. In this way the savings of the association are 
used to bUild up the capital structure while each individual's equity in 
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such savings is clearly established. The net earnings of the feed 
department of the Washington Cooperative Egg & Poultry Associa.
tion, Seattle, Wash., are thus used to provide operating capital. 
Preferred stock paying 8 percent interest per annum is issued to each 
member for his proportionate share of the annual net earnings. The 
stock in reality is a deferred patronage dividend which may be 
redeemed by the association at its discretion. During recent years 
it has been the policy of the association to retain these accumulated 
funds for a period of about 4 years. Preferred stock outstanding 
amounted to $1,428,215 on December 31, 1934. 

Certain membership-type associations have followed similar pro
eedures by issuing certificates of equity, to -represent earnings in 
lieu of stock. (See p. 25.) It is considered the more sound policy 
to have interest rates for such certificates currently established by 
the board of directors, for fixed interest charges may embarrass an 
association in its operations. It is also considered sound policy to 
have the certificates of equity subject to retirement at the discretion 
of the board of directors although such certificates are often redeemable 
at fixed dates in the future. The responsibility for retiring certificates 
at a given time may penalize the association in a period of business 
depression when sales values are low and loans difficult to obtain. 
In general, certificates of equity may be looked upon either as mem
bership loans or as patronage dividends which are used as a source of 
working capital until paid. The plan is, according to Hulbert 
(£1, p. 105), one under which the capital needed by an association 
is equalized, and, 

to a degree at least, is shifted from year to year so that all members 
who utilize the association help to furnish its capital in proportion 
to the use they make of the association. The certificates are 
written evidence of loans which the members of an association 
have made thereto. 

The method of the Poultry Producers of Central California (at San 
Francisco) in procuring 'capital through the use of "feed finance" 
certificates illustrates the certificatlHlf-equity method. This ass0-

ciation has created a "feed finance fund" out of earnings of the 
supply department entirely separate from a similar fund created for 
marketing purposes. Certificates representing ownership in the feed 
finance fund are issued to members in multiples of $10 and draw 
interest at the rate of 6 percent per annum. Funds so obtsined are 
retained by the association as operating capital for the supply depart
ment for a period of about three years and then paid through retire
ment of the certificates. The outstanding feed finance certificates 
'on December 31, 1933, amounted to approximately $940,000. 
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lUoRVB POLICIES 

It is necessary at this point to indicate that revolving fund devices 
which are used to build up capite! for satisfactory operation should 
not be confused with reserves or surpluses which are commonly created 
out of current operations. Members cannot directly eo.rmark their 
contributions to true reserves or surpluses which are the general 
property of the association. A revolving-fund method sets up a 
claim for each member in the assets of the association, while the 
respective equities of members represented by reserves are difficult 
to determine. According to Stokdyk W, p. 178). 

True reserves in nonprofit corporations (cooperatives) are 
undivided and unassigned equities which are held to with
stand unexpected or unforeseen losses. The courts have sustsined 
this view of the nature of reserves holding that the reserve fund 
is "a. permanent continuing fund and corporate asset" not 
limited to the year's business in which it is collected, and further
more, that reserves may be used for the purposes deemed ad
visable by the association including the purchase of physical 
facilities. 

Adequa.te reserves are essential to tbe successful operation of a. 
cooperative purchasing association. They give proof to lending 
agencies and members that business is being conducted on a conserv
ative and planned basis. 

A reserve account provides for particular or unforeseen uses of 
assets. "Valuation reserves". such lIS reserves for bad debts and 
depreciation, are used to estsblish the proper value of asset a<>
coupts. "Liability reserves". such as reserves for taxes, if a definite 
liability is known to exist, should be provided for, even though it is 
necessary to estimate the amount of the liability. This reserve 
should not be confused with the item" accrued taxes", which repre
sents a liability of known amount. Liability reserves may be set up 
for other debts where the amount of the liability is not definitely 
known, but must be estimated. Such reserves are somewhat eimilar 
to expense items since they recur in every operating period. Valua
tion and liability reserves should be set up in order to determine 
aocurately the net worth and the profit and loss of an association. 

Reserves" for contingencies, on the other hand, represent assets 
whiclt should be .. vailable to meet the unoertsin needs of the bnsiness. 
Reserves for contingencies usually indicate a part of net worth 
which may be used as tha management sees fit (subject to possible 
restrictions of the legal structure) in carrying on the business. 
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Some associations prefer to segregate definitely net-worth reserve 
accounts by such terminology as "reserve for contingencies", and 
"reserve for acquiring facilities." Other associations simply use 
a single net-worth account. The segregation of net-worth reserves 
by specific account names as to their purposes, however, is usually 
helpful. If all net-worth reserves are credited to a single net
worth account without proper classification, tbere may be 0. 

tendency for uninformed members or directors to distribute them 
in dividends. Numerous associations have paid out a large part of 
earnings in patrono.ge dividends during times of prosperity only to 
find themselves cramped for working capital when husiness reaction 
sets in. 

The determination of the nature of reserves to be set up and their 
adequacy are definite problems to he settled by the mano.gement on 
the basis of individual analyses. In general, reserves for contin
gencies must he sufficient to take care of unforeseen losses that might 
impair the ability of the association to render adequate service. It 
should be pointed out, however, that too large amounts may be set 
up in net-worth reserves as well as too little. Although an association 
may obtain for itself an impregnable position financially, it may 
destroy its support from the membership by retaining too great a 
part of its savings and failing to distribute a sufficient amount in the 
form of patrono.ge dividends. 

Furthermore, reserves must be more than bookkeeping entries. 
They must be available in the form of appropriate assets so that they 
can be used when the need arises. There should be cash or o.vailable 
assets sufficient to meet the needs for which the resexves were estah
lished. A reserve for contingencies does not serve its true purpose 
when it is necessary to borrow on fixed capital to make available the 
resources which it is supposed to represent. 

Well-mano.ged purchasing associations generally create adequate 
reserves for general and/or specific purposes and in addition may 
set aside a certain amount of savings in a surplus or reserve 
account. The extent of these withholdings for certain associations 
is indicated by the fact that the earned operating capital reserves 
of the Cooperative Grange League Federation Exchange, Inc. (the 
G. L. F.), amounted to $2,362,872 on June 30, 1934. According to 
the G. L. F.'s balance sheet of that date, this represents an accu
mulation at an average rate of 1~ cents per dollar on $195,714,159 
of purchases at wholesale, made for patrons since the association 
began business. It is also of interest that the net worth of the 
Eastern States Farmers Exchange, which amounted to $1,533,732 on 
December 31, 1934,' has been built up by annual increments retained 
from operations. 
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SouRCJ!8 O. LoAN! 

Farmers' purchasing associations customarily obtain their capital 
for operations and facilities through loans from banks for cooperatives 
and other sources. Such loans are required for long-term financing 
of facilities or for emergency or short-term financing for operating 
purposes. To obtain loans, associations give their notes for the 
amounts required, secured by the pledge of facilities or other collateral. 
Some operating loans may be unsecured. Cooperatives that are 
financially sound are usually able to obtain short-term loans on 
unsecured notes but practically all long-term loans are obtained on 
the security of mortgages on reel estate or other property. In most 
instances associations are required to furnish collateral on all loans 
whether for long or short periods. 

The Farm Credit Act of 1933 enabled cooperative purchasing 
BIlSociations to obtain working capital loans from the' banks for 
cooperatives which were established under the provisions of the Act. 
Under the Farm Credit Administration, which was established in 
1933, there are 12 regional banks for cooperatives located in the 12 
land bank districts (fig. 15), and II. Central Bank for Cooperatives 
located in We.shiogton, D. C. These banks are empowered to make 
loans to farm cooperatives. Loans amounting to less than $500,000 
are usually handled by the regional banks for coopere.tives. The 
Central Bank for Cooperatives handles loans of $500,000 or more and 
in 80me cases makes loans, regardless of amount, to associations 
which operate in more than one of the 12 districts. 

The banks for oooperatives operate in close oonjunction with other 
units o(,the Farm Credit Administration such as the production credit 
corporations, land banks, and intermediate credit banks. One board 
of directors controls the afl'e.irs of these credit agencies in 8. particular 
district. The Central Bank for Cooperatives, however, has 8. 

separate board of directors. The activities of 'these agencies are 
directed toward furnishing the maximum amount of financial service 
to agriculture. 

The basic requirement ot the banks for cooperatives in making 
loans to 8. cooperative purchasing associa.tion is that the associa.tion 
conform to the definition of a coopemtive established by the Agricul
tural Marketing Act as amended by the Farm Credit Act of 1933 
(sec. 55), and the Farm Credit Act of 1935 (sec. 12). The definition 
as amended reads as follows: 

(a) As used in this act, the term "cooperative association" 
means any association in which farmers act together in processiog, 
preparing for market, handling, and/or marketing the farm 
products of persons so engaged, and also means any association 
in which farmers aet together in purchasing, testing, grading, 
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processing, distributing, and/or furnishing farm supplies and/or 
farm business services: Provided, however, that such associations 
are operated for tbe mutual benefit of the members thereof as 
such producers or purcbasers and conform to one or both of tbe 
following requirements: 

First. That no member of the association is allowed more 
than one vote because of the amount of stock or membership 
capital he may own therein; and 

Seoond. That the association does not pay dividends on stock 
or membership capital in excess of 8 per centum per annum. 

And in any cose to the following: 
Third. That the nssociation shall not deal in farm products, 

farm supplies, and farm business services with or for nonmembers 
in an amount greater in value than the total amount of such 
business trsnsacted hy it with or for members. All business 
transa.cted by any cooperative association for or on behalf of 
the United States or any agency or instrumentality thereof shall 
be disregarded in determining the volume of member and non
member business transacted by such association. 

Under the Farm Credit Act of 1933 loans from the banks for 
cooperatives to cooperative purchasing associations were restricted to 
loans for operating capital purposes; such as, for example, the financing 
of inventories of farm supplies. The Farm Credit Act of 1935 permits 
the banks for cooperatives to make physical facility loans up to 60 
pnrcent of the appraised value of all the collateral taken as security 
for such loans. A cooperative purchasing association may now borrow 
the full.cost of the facility to be constructed or acquired provided it 
gives sufficient additional collateral. 

The banks for cooperatives now offer practically the same financing 
services to cooperative purchasing associations as to cooperative 
marketing associations. Under the 1933 act, the interest rate on 
operating capital loans. 6-..:cept those secured by commodities, is fixed 
as nearly as practicable at 1 percent in excess of- the prevailing 
interest rate paid by production credit associations to the Federal 
intermediate credit bank of the district_, It is restricted. however. 
to Ii maximum of 6 percent a. year. Interest is charged only on the 
unpaid principal and for the time that principal is actually outstsnd
ing. The rate as of July 1, 1935, was 3 percent a year. The interest 
rate on loans for physical facilities is fL"ed by the Governor of the 
Farm Credit Administration as nearly as practicable at the rate 
prevailing on mortgage loans made by Federal land banks to members 
of national farm loan associations at the time the loan is made. The 
maximwn, however, is 6 percent. The rate as of July I, 1935, was 
.. percent a-year. 
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The Farm Credit Act of 1935 also enables the banks for cooperatives 
to make loans to associations of farmers furnishing farm business 
services in connection with insurance, power, transportation, and 
other farm needs. This provision affords further financial assistance 
to cooperative purchasing associations which may provide such 
services. 

SOME FACTORS ESSENTIAL TO EFFICIENT OPERATION 

COOPERATIVE purchasing associations for farmers cannot 
afford to disregard rules of good business procedure such as the 

following: (1) The association must meet a definite need; (2) the 
structure must be adequate and flexible; (3) the association must be 
suppoJ;tad and controlled by its membership. (4) the volume of busi
ness must be large enough for efficient operation; (5) the management 
must be capable and conscientious; (6) the business policies of the 
association must be solmd. 

NEED POR. AN AssocIATION 

No cooperative purcbasing association should be organized unless 
there is a definite need which justifiesjts existence. An association 
may be needed in a community where margins taken by dealers are 
greater than farmers can afford to pay for the essential services in
volved, or where a type of service better suited to the needs of the 
farmers can be furnished cooperatively. An association should not 
be organized simply to satisfy the vanity or enthusiasm of the organ
izers, or merely to cultivate a "get-together" spirit. It must con
tribute to the material well-being of the community. The social 
benefits which accompany cooperation are to be derived only when 
the association fills an economic need. It would be disastrous to 
establish a cooperative association if the economic factors were not 
suitable for its success. 

In some communities the services which might be performed by 
a cooperative purchasing associl!-tion are already being adequately 
supplied by commercial agencies. In such communities the possible 
value of cooperative effort cannot easily be determined. As one 
cooperative manager has said, .. H facilities provided by commercial 
operators are already adequate, and if they serve the best interests of 
producers within that territory. then it ill not only economic W8.Ste 
but an invitation to financial disaster to organize 8. cooperative th8.t 
duplicates or overlaps the already adequate facilities." 

Before org8.nizing an association, therefore, definite attention 
should be given to the questions, "Is an association needed?" and 
"What will be the beneficial results if an association is established?" 
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To express this differently, "Will the benefits cooperators can rea
sonoMy anticipate sbow returns which will warrant the effort and 
risk involved?" IDghly efficient commercial establishments of the 
chain-store type do not establish a local unit until they have given 
serious consideration to all factors that would bear on tbe prospective 
success of a new unit. Cooperatives must followsueh well-establisbed 
principles of good business procedure if they are to succeed. The 
kind of information which should be obtained as a basis for setting 
up an llllSociation is discussed more fully in the section on suggestions 
for organizing farmers' cooperative purchasing associations. . , 

ADEQUATE AND FLl!l<IBLB STaUCTUIll! 

It is impossible for an association to give full satisfaction uniess its 
structure is adapted to meet the particular needs of the area and 
the social conditions under which it is to function; therefore, no 
simple pattern of structure can be followed by all purchasing associa
tions. IIi certain areas there is a strong sentiment in favor of estab
lishing local associations which can be member units of a federated 
wholesale purchasing association. In others, there is a preference for 
setting up directly alarge-scale regional association which .will, in turn, 
establish local facilities for distribution. In some sections it may be 
desirable to have the cooperatiote purchasing work carried on as a 
department or subsidiary of a marketing associstion; wbile in others, 
it may seem more desirable to have an independent cooperative 
purchasing organization. Where a separate department or sub
sidiary is set up, care should be taken to provide that it will carry 
its own cost of operation and administration. Furthermore, its earn
ings should be clearly segregated. In some regions it is preferable, 
because of the laws of the State and the extent of cooperative inform .... 
tion, to set up associations on a nonstock membership basis, wbile in 
other sections, the stock type of association is more desirable. 

A satisfactory structure will, first, meet the requirelIlents of the 
situation; and, second, adapt itself to the changing needs of its mem
bership. Its aim should be to ins~ contrul by the members through 
a well-ehosen management which will have sufficient authority to 
operate efficiently. Any cooperative purchasing structure, in the 
words of a prominent cooperative executive (37, p. 153), must provide 
for orderly government and avoid mob rule. 

[The structure) must provide ways of qualifying for membership 
and of enabling members to exercise their franchise so that they 
control the policies of their association through the election of 
directors in whom lies the responsibility for the conduct of the 
business. 
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SUPPORT AND CoNTllOL BY Mm.mBRS . 
The members of it. cooperative purchasing association must feel 

that it is their own association and must take pride in it. develop
ment. Their loyalty must not be blindly based on the idea that the 
association can do no wrong; it must be to the association and not to 
any group of officials, unless the officials put the interest of the ass0-

ciation above personal advancement. It is the member's obligation 
to make the organization into one that justifies hie full patronage. It 
must be an intelligent and vigilant loyalty which will see that the. 
association functions in the member's behalf. Membership in a 
cooperative association places definite responsibilities on each member, 
especially in the important duty of electing directors, in order that 
the association may achieve the result. expected from it by the 
members as a group. 

In order to keep a memb&shlp loyal, it is necessary to keep it 
intelligently informed on the affairs of the association. While it is 
not necessary to consider every member as an employer, yet in a 
broad way, all the members through their elected representatives are 
the ultimate employers and have a right to full and continuous infor
mation on 1I1e affairs of their association. The entire structure of an 
association and it. policies must be designed to promote the satis
faction of the membership. An executive of a large-scale cooperative 
purchasing association, in commenting upon the above discussion, 
has analyzed these several relationships as follows: 

The duties of members, directors, and management are dis
tinct. The directors elected by the member patrone are the 
policy-forming section of the structure. The management jg 
responsible to the directors for the administration of the coopera
tive's affairs. .As the busfuess .grows, it becomes necessary for 
boards large enough to be representative of the membership to 
'delegate the more intimate contact with the management to an 
executive committee. Responsibility is not lost by such a device. 
Control is more seCure. The management is responsible to the 
executive committee, the committee to the full board, and the 
board to the membership. Sound administration is difficnlt 
when the board and the management, or paid staff, are not dis
tinct one from the other. , 

Although the above comment applies particularly to a large-scale 
purchasing association of the centralized type, it is generally applica
ble to any cooperative structure. 

Further discussion of membership policy is unnecessary here other, 
than to call attention to the fact that an association should provide 
means whereby the members are given an opportunity to indicate 
how the association can best serve their interest.. It should he the 
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responsibility of the management to encourage members to f~l ths.t 
they hs.ve an interest in the success of,the association. One impGr
tsnt means of achieving this is to show the membership by a.ctual per
formance that the association operates continuously in its interest .. 

VOLUME ENOUGH POR EpPICIRNCY 

In these days of vigorous competition an organization must be 
large enough to afford capable administration. The advantage of 
having an adequate volume of business has been demonstrated in the 
experience of all successful cooperative associations. Very small 
organizations are sometimes handicapped in obtaining competent 
management, in arranging quantity discGunts, in procuril)g high 
quoJity products, and in many other ways which tend to cut costs 
per unit of operation. A competent manager can handle a large 
business as easily as a small one, for with an ample volume of busi
ness the work can be departmentslized. 

In a lil.rge-scale association members can employ .. competent 
. manager .. t .. low cost per member, or per unit of volume, while in a 
small associ .. tion the individual member's cost of hiring. an equally 
competent ID4Ilager would be excessive. A la.rge-scale associ .. tion is 
able to obtain more favorable price qUOta.tioDS from manufacturers or 
wholesale sources of supply, forits volume of business makes its orders 
attractive. Furthermore, a large-scale association with .. sta.ble body 
of buying members may he able to undertake manufacturing oper ..... 
tions and thus obtain supplies at lower cost. A la.rge-seale asso
ciation can develop .. n advertising and publicity program, which could 

• not be afforded by .. small association at a cost as low per doll ... of 
goods handled. Moreover, 11 la.rge association at a small cost per 
doll ... of supplies sold, can provide resea.rch facilities to improve 
business methods and to determine needs and best sources of supplies. 
The fact that costs per unit of operation tend to decrease with in
creases·in volume of business explains the steady development of 
la.rge-seale cooperative purchasing associations in the United Sta.tes. 

It is the view of some cooperative leaders that cooperatives in 
general have laid too much stress on bnilding up volume. Obviously, 
the importa.nce of volume can be overemphasized, for la.rge organi
zations are not necessarily efficient. The proper size of 11 cooperative 
must be determined by economic and social conditions. With this 
qualification, the. significance of adequate volume as a factor in 
successful operation ea.nnot be denied. 

CAPAlIlJI AND CoNSClllNTlOUS MANAGBMl!NT 

The suocess of a cooperative purchasing assooistion largely depends 
upon the manager, for management is not a routine job. The manager 
must have business knowledge and experience, resourcefulness, and 

_70·-85---6 
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tact. He must constantly guard against unwise use of capital funds, 
unsatisfactory supplies, improper extension of credit, excessive in
ventories, and lack of merchandise turnover. The manager must be 
capable not only of dealing with business men and business problems, 
but also of working with the patrons and directors of the association. 
The manager must be more than a job holder; he must see that all of 
the elements in the organization give the best possible service, and 
set an example of the real spirit of cooperation. He must be willing 
to make as much sacrifice for the association as he demands on the 
part of members. . . 

The manager of an ~atio!l should look upon himself as only 
a part of the management. The board of direetors must also share in 
the managerial function to the extsnt of its responsibility to the 
membership for the administration of affairs. The manager should 
feel that it is the rightful duty of the board of directors to adopt 
association policies and to assist him through advice and criticism in 
making them effective. Some cooperatives have been handicapped by 
having officious boards of directors who refuse to place sufficient' 
authority in the hands of responsible employees; while in many other 
iIlstances, boards of directors have become but rubber stamps for 
managers, Neither situltion is healthful. A manager with tact and 
fairness ordinarily will not be handicapped by his board of directors; 
on the other hand, a live board of directors will do much to develop 
sound policies and a live membership, which are necessary for any 
association. 

It is the duty of the board of directors to determine carefully 
whether the manager is carrying out the policies of the association. 
It is the duty of the manager to operate the association in an efficient 
manner to the general satisfaction of the directors and the membership. 
He should provide full and continous information to the board of 
directors on the affairs of the association, and. should provide to the 
members such information as will enable them to understand clearly 
how the association is operating. • 

SoUND BUSINllSS POLICIES 

The final and most important need of a cooperative purchasing 
association is wise direction. The business policies of an association 
must gain the respect and confidence of the members and th~ 
community. They should be looked upon only in a general way as 
rules of action. They should ratl,er be considered as basic principles 
of operation which should determine a course of action. While an 
association should have clearly understood policies, these policies 
should permit the association to operate.in a flexible manner. /my 
attempt to govern a manager by providing detailed regulations results 
in disaster. 
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The business policies of an association are molded by the directors, 
management, and membership, and relate to all problems which con
front an association. In the beginning, the policies of an association 
are generally expressed in the documents of organization. Later, the 
policies are made more tangible as the association is confronted with 
definite problems. One authority has classified policies into three 
groups: General, major, and departmental (16). The general policies 
set forth the ideals which are the animating force of the association. 
For example, the general policies of one large-scale cooperative 
purchasing association are expressed as foll,?ws in its bylaws: 

(1) To encourage, introduc4t and apply improved business 
methods in agriculture and to promote cooperation with national, 
sectional, State, county, and local organizations which are en
gaged in the work of developing agricultural interests concerned 
in cooperative buying and selling. 

(2). To encourage, introduce, and apply better and more 
economical methods in the purchase of farmers' supplies and 
products. 

(3) To secure efficient and economical methods in the grading, 
packing, transporting, marketing, and advertising of farm • products.' . 

(4) To effect economiaal methods of distribution. 
(5) To develop business cooperation among agricultural 

interests and to encourage a cooperative spirit on the part of 
the public. 

(6) To encourage and promote a closer mutual relationship 
between agricultural interests and industrial interests and the 
consuming public, and a better understanding of the problems 
pertaining thereto. 

The major policies are developed for the purpose of directing the 
association toward the goal established by the general policy and 
may be divided into internal policies which deal with such matters 
as finances, organization, and personnel, and external policies which 
relate to quality, credit, price, public relations, and advertising. 
Many of these policies are stated in a general way in the documents of 
organization, but authority is customarily given to the boards of 
directors and the management to put them into practical effect. The 
major policies are determined, to a large extent, by the board of 
directors and man,}gement, and are subject to the general consent of . 
the membership. 

Departmental policies designate the way in which the association 
segregates and combines its functions and the methods and systems 
used in the exereise of these functions. Departmental policies are 
subordinate: to major policies, of course, just as major policies are 
subordinate to general policies. It is necessary that the three kinds 
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of policies be coordinated. The departmental policies are largely 
determined by the manager and his staff, but they are also under the 
general jurisdiction of the membership through the board of directors. 

By formulating policies so that they will be clear and understand
able, an association may develop for itself a definite and permanent 
character which will assure efficient direction of its operations, and 
insure the good will of its members and the community. 

SUGGESTIONS FOR ORGANIZING FARMERS' COOPERATIVE 
PURCHASING ASSOCIATIONS 

THERE IS no stereotyped method of organizing cooperative pur
chasing associations, since every situation bas its own pecularities. 

Often cooperative purchasing can be most advantageously carried 
on in connection with cooperative marketing. Under some condi
tions it is desirable to organize a purchasing association for a local 
community; again it is preferable to set-up an organization to serve 
an entire region. If the association is to engage in cooperative 
marketing, it will be necessary to study the marketing problems con_ 
fronting the farmers of the area, so that the proposed organization 
may be adapted to render efficiently both purchasing and marketing 
service. Jnformation on the organization of marketing associations 
may be obtained from the Cooperative Division of the Farm Credit 
Administration and from State agricultural collages and departments 
of agricultUre. 

No cooperative association organizes itself. There must be leaders 
whobave the initiative and ability to make plans &lld to put these 
plans into effect. Generally, associations for the purchase of farm 
supplies are formed by 8. number of farmers with a definite purchasing 
problem who have learned of the experiences of successful cooperatives. 

o..GANlZAnON OF S!NoLB-UNIT PuRCHASING AssoctATlONS 

Assuming that there. is such a group of interested farmers who 
believe that a cooperative purchasing association can be profit
ably established in their area, let us consider the general steps that 
should be followed. In the first place, it will be desirable to appraise 
carefully the factors that will' determine the advisability of organiz
ing an association, the nature of the association to be set up, and the 
probable degree of its success. Such study is necessary to provide 
a working basis for perfecting the association. Answers to such 
questions as the following are essential: 

(l) Are the farmers of the area dissatisfied with the quality of 
available supplies or services? 

(2) Are other agencies in the area operating inefficiently? Are such 
agencies making excessive profits? 
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(3) Do the farmers of the area believe in cooperative action? Wbat 
lessons 'are to, be drawn from past experience in cooperative action 
in the area? 

(4) Can competent management be obtained at reasonable cost? 
(5) Are there satisfactory wholesale sources of supplies? What 

supplies and services are available from wholesale cooperative 
associations? What commodities can be handled with the greatest 
opportunity for saving? 

(6) Can sufficient volume of patronage be obtained to effect 
economical operation? 

(7) Can adequate facilities be purchased or leased on satisfactory 
terms? 

(8) How much operating capital will he needed? What financial 
services are available? 

(9) How much capital can 'be raised by the use of common stock? 
Preferred,stock? Membership fees? 

Although all of these questions bear upon each other, each must 
be answered candidly in a manner that will indicate the advisability 
of establishing an association. There should be careful study of 
successful cooperative associations providing services similar to those 
which would be expected of the proposed organization. ' In this the 
group may find helpful bulletins from the Cooperative Division of the 
Farm Credit Administration or from the State colleges of agriculture. 
Assistance should also be repssted from county agricultural exten
sion agents, vocational agricultural teachers, extansion marketing 
economists of State agricultural colleges, and others who may be in 
a position to help in organizing. the association. Aid in forming a 
local purchasing association can 'usually be obtained from regionsl 
purchasing associations in the area, 

Perhaps the most important question confronting the organizers of 
a cooperative purchasing association is whether or not sufficient 
patronage can be obtained to assure economical operation. This 
question can be answered only by ascertaining the buying needs of 
the farmers and their attitudes toward cooperation. 

Assuming that the organizing group, after careful consideration 
of this and other questions, believes that it is desirable to set up a 
cooperative purchasing association, the ne. .. t step is to call a meeting 
of all farmers who may be expected to make use of the proposed 
organization. A carefully prepared report, either oral or written, 
indicating the possibilities of an association if operated efficiently 
should be presented at this meeting. After the report has been given, 
the meeting should be opened for general discussion. H there is 
considerable sentiment. favorable to the establishment of an associ .. 
tion, an att,empt should be made to determine the quantity and value 
of the various supplies which might be purchased annually from the 
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propOfled association. It is desirable to have farmers indicate 
whethel they would be interested in joining the association and 
whether they would be willing to subscribe to a share of stock at 
nominal cost or to pay a membership fee. 

If there is a good representation of farmers and it is clear that the 
volume of business assured will be enough for efficient operation, the 
group should proceed immediately to the next step-the selection of 
an organization committee authorized to form and incorporate the 
association. This committee should be composed of men who are 
definitely interested in the success of the organization and who are 
capable and experienced in cooperative matters. If the attendance at 
the first general meeting does not adequately .represent the area, it 
may be necessary to hold a second meeting to determine whether it 
would be possible to establish the association on a sound basis. 

The primary duty of the organization or incorporating committee 
will be the preparation of the articles of incorporation and tentative 
bylaws (21). The committee should have available sample docu
ments of organization used by successful associations. Most States 
have cooperative statutes and model bylaws which are helpful in the 
preparation of these documents. It is common for State agencies to 
supply legal advice in drawing up the articles of incorporation. 

It is important that the greatest care be used in the preparation of 
the organization documents in order that they may be drawn so as 
not to hamper the association in subsequent expansion or possible 
combination with other associations or in meeting the requirements 
of legislation, both State and Federal. 

After the committee has prepared the organization documents, a 
meeting of the membership should be called for the purpose of exam
ining and approving the proposed articles of incorporation and by
laws. When these documents have been approved the organization 
committee can apply to the proper authorities for incorporation. The 
actual procedure in incorporation -usually consists in having the 
incorporating directors sign the approved articles of incorporation 
before a notary public and send copies to the State corporation com
missioner or other appropriate officer with the necessary filing and 
license fee payment. The cooperative law of the State will deter
mine the exact procedure to be followed in incorporating the associa
tion. After incorporation a membership meeting should be called . 
far the purpose of ratifying the bylaws and electing directors. 

An effort should be made to select from the men available those 
whose business ability and experience best fit them to serve as diroo
tors for the success or failure of an association ",-ill depend largely 
upo~ the capacity and energy of this group. Those responsible 
for the movement should also see that directors are chosen who will 
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work tegetber successfully. It is not safe to assume that snap judg
ment nominations at the organization meeting will procure sucb a 
board. Tbe first meeting of the board of directors usu..ny occurs 
immediately after the first membership meeting. Tbe directors may 
then proceed to organize as a board, electing from tbeir number a 
president, vice president, secretary, and treasurer. 

The most important immediate problem faced by the board is tbe 
selection of a manager. (Obviously, a paid manager, responsible to 
the directors, should not be a member of the board.) They should 
choose II. man who is honest, capable, experienced, tactful,likeable, and 
interested in the success of the organization, for a competent manager 
is an indispensahle factor in successful operation. 

The association is now ready to commence business operations. 
Its success will depend for the most part upon the factors already 
discussed in the section on factors essentia.! to efficient operation. 

POR~TlON OF Rro.ONAL CooI'BRATIVB PuacHASlNG OaoANIZAT10Nl 

So far attention bas been directed only to the formation of single
unit cooperative associations. A regiona.! cooperative ossociation 
of the centralized type is organized in much the same way as a loea.! 
association, except that since the territorY is much larger, the organiza
tion and incorporating committees should represent a.ll the different 
sections, conditions, and interests. One of the chief problems here 
is ths provision of adequate loca.l operating facilities. It is genera.lly 
desirable for a centrslized purcbasing association to plan a sys
tem of facilities for loca.! distribution before business operations 
are started. Obviously, conditions should be studied carefully before 
loca.! distributing facilities are set up. It may be that arrangements 
can be made for distribution of supplies at the car door combined with 
branch warehouses at points of heavy membership. As the organiza
tion gatbers experience and builds up its operating capita.!, it can 
work out a comprehensive system of loca.! distribution .. For example, 
certain well-establisbed associations make an intensive survey of 
loca.! conditions before offering services at any point in the genersl 
territorY served. , 

The formation of large-sca.!e cooperative purcbasing associations, 
however. is \Isua.lly brought about by the desire of a number of 
loca.l associations to set up an agency which will provide them with 
an adequate wholesa.le source of supply. Such agencies 88 the 
State agricultura.! colleges and State departments of agricnlture and 
the Cooperative Division of the Farm Credit Administration can 

. be ca.lled upon for assistance in determining the feasibility of such 
action. 
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In the formation of regional associations of the federated type, 
representatives of each of the local associations usually come together 
to appoint a committee to determine the type of wholesale organiza.
tion'that will best serve their needs. Such federations provide that 
locals organized subsequently in the area may become members. 

The existence of a successful large-scale purchasing association 
greatly simplifies the organization of local cooperatives in its terri
tory, for they are thus assured of a satisfactory source of supply. 
Such associations are also in position to assist in the selection of 
management, in the establishment of a bookkeeping system. and 
in many other ways during the difficult period when the local is 
becoming established. 

Regardless of whether the regional association is set up on the 
centralized or federated basis, it should be organized in accordance 
with the general procedure described above except that the pre
liminary work in the case of a large-scale organization is necessarily 
more elaborate. 

• FIRST OPERATIONS 

. The crucial period of a new association occurs when it begins 
to operate. H it has been carefully set uP. without extravagant 
promises of success, and if it is well managed, the way is cIear for 
efficient operation. Caution should, however, be directed against 
too early and too rapid expansion. It is essential that the association 
develop on a conservative basis. For example, it may be advisable 
to handle only a few commodities until tbe cooperative can demon
strate its ability to give satisfactory service. Successful cooperative 
organizations have generally started with simple operations and 
limited personnel, and have expanded as their strength increased. 
The general difficulties faced by cooperative associations have been 
well summarized by Jones (23). The following causes for lack of 
success are given: (1) ID.adequate or slovenly accounting practices; 
(2) obscure policies regarding budgets of income and expense; (3) 
inadeqnate reserves; (4) inexperienced or incompetent management; 
(5) too much concern for nonmembers; (6) faulty membership rela
tions policy; (7) inadequate information to members for evaluation 
of achievements and problems. 

AGRlCUL TURAL COOPERATIVE PURCHASING IN OTHER LANDS 

T HE EXTENT of cooperative purchasing by farmers in other 
lands is not generally realized in the United States. A brief 

description of the world-wide aspect of this movement will indicate 
the extent to which the cooperative method of purchasing agricultural 
supplies has developed in practically every country and under various 
types of government. 
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Cooperntive purchasing of agricultural. supplies has long .been 
customary in England (18, p"p. 16"-190). In ,1929 agricultpral 
"requirements" societies, as agricultural' cooperative purchasing 
associations in England are called, did a total business of $30,486,372. 
(In this section values expressed in foreign cUITencies have been 
changed to dollar valuations at going rntes of excbange.) 

The first English requirements society was organized in Manchester 
in 1867. The Aspatria Agricultural Cooperative Society, in Cumber
land, bas opernted continuously since 1870. In 1930 there were 111 
requirements societies classified as follows: County societies, 24; half
county societies, 19; local societies, 68. Of the county societies, three 
were opernting on a relatively large scale with a combined volume of 
purchasing business amounting to $2,491,202. The county and half
county requirements societies and their branches cover England "with 
reasonable completeness." The local societies operate only for single 
communities. There are approximately 40,000 members in these 
requirements societies 8Jld 25,000 nonmembers purchase more or less 
regularly from them. 

• • * there are rew farmers, even in remote districts, who 
cannot, if they choose, become members of a relatively large and 
well-establisbed cooperative undertaking for this purpose and be 
sure of receiving satisfactory service (18, p. nB); • * * 

While the requirements societies are primarily engaged in the pur
chase of agricultural supplies, many of them also perform marketing 
services. In a similar way, some associations which are primarily 
marketing organizations engage in the cooperative buying of farm 
supplies. A large number of these societies are affiliated with the 
National Farmers Union. 

It is of interest that the agricultural. requirements societies do.not 
oonflict with the well-establisbed consumers' societies. The agri
cultural societies engage in furnishing supplies used directly in farm 
operations; such as feedstuffs, binder twine, seeds, fertilizer, coal, 
implements, hardware, and machinery. They do not, with a few 
exceptions, do a general retail business. Many of the requirements 
societies, i,lowover, are linked to the consumers' cooperative move
ment through a common wholesale source of supply-The Coopera
tive Wholesale Society (The C. W. S.)-which, in 1933, reported a 
total business or $352,053,094. The C. W. S. manufactures feed
stuffs, oil cake, and binder twine, and deals in coal, seeds, fertilizers, 
and along list of other agricultural supplies (7) on a wholesale basis. 

, The C. W. S. also assists some requiremeJlts societies through its 
auditing' ,and general services. During the last year a COInmittee 
representing the C. W. S. and the National Fanners Union has been 
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attemptiIig to coordinate further the agricultural business of the 
C. W. S. with the interests of the requirements societies (17, 1935, 
p. 49). It is expected that a special department of the C. W. S. will 
be set up to serve this end. 

IRELAND, 8con.AND, AND W AJ.ES 

The Irish Agricultural Wholesale Society, with headquarters in 
Dublin, was established in 1898 to serve as a general wholesale source 
of supply for Irish agricultural requirements societies and creameries. 
The Irish Agricultural Wholesale Society handles seeds, artificial 
manures, feedstuffs, agricultural implements, and such domestic 
supplies as groceries and clothing. The total value of business, in 
1929 was $4,974,322, of which $666,792, or 13 percent, represented 
sales of domestic supplies. The retail sales of local requirements 
societies and creameries in the Irish Free State and northern Ireland 
amounted, in 1929, to $8,221,366 (19). 

Agricultural requirements societies in Sootland commonly handle 
household goods and engage in egg merchandising. In 1931 these 
organizations distributed agricultural supplies valued at $1,769,459 
and domestic supplies valued at $122,595. Creameries and miscel
laneous societies, in addition, handled farm supplies valued at $74,899. 
The Scottish societies are generally smaller than those in England 
and it is common for them to handle supplies on an agency basis. 
These societies have not developed a wholesale source of farm sup
plies. The Scottish Cooperative Wholesale Society, Ltd., has not 
had as close connection with agricultural requirements societies in 
Sootland as exists between the Cooperative Wholesale Society in 
England and the requirements societies in that country (20). 

Requirements societies have long been the backbone of agricultural 
cooperative effort in Wales. Many of these societies have operated 
for more than 20 years. They generolly market farm produce and 
distribute limited quantities of household goods. Although there is 
no close connection beiween these societies and the consumers' 
cooperative movement, it is signiiicant that 40 out of 61 requirements 
societies, in 1931, were members of the (English) Cooperative Whole
sale Society, and purcbased through it supplies valued at approxi
mately $906,000 (20). The total retail business of the requirements 
societies in Wales amounted to $3,974,900 in 1932 (47). Household 
supplies represented about 17 percent 6£ the total purchasing business. 

DENMAlI.X 

The cooperative purchase of agricultural supplies in Denmark was 
started in the seventies (5, 1e). It was encouraged in the eighties by 
the Cooperative Wholesale Society of Denmark which established a 
special depa.rtment for seeds and fertilizer. In 1901 a separate 
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wholesale association took over the fertilizer husiness. Separate 
wholesale associations have also been developed for feed, cement, 
coal, machinery, and implements. According to the 1935 Year Book 
of Agricultural Cooperation (11, p. 199) in 1933, there were 2,837 
agricultural purchasing societies (not including consumers' societies 
which also serve farmers) with a total business for the year of $23,-
380,000 and a total membership of 152,875 individuals. 

The (Danish) Cooperative Wholesale Society distributes seeds 
through cooperative stores and agricultural societies. About one
fourth of the wholesale seed business was handled hy the Coopera
tive Wholesale Society in 1923. The seed so distributed is obtained 
largely from the Danish Farmers Cooperative Association for Seed 
Growing. Christensen has maintained (5, p. 6~) that: 

Nowhere in European agriculture has the gulf between the 
producer and consumer been so successfully bridged as in the 
Dru;rish seed industry. The producers of good seed are goaran
teed a market and consumers are guaranteed well-grown and 
clean seed of superior strain. 

Three central organizations engage in the cooperative distribution 
of feed. The Jutland Cooperative Association for the Purchase of 
Feeding Stuffs, the largest of these organizations. bad a membership 
in 1922-23 of 818 local associations which had an annual business of 
over $13,000,000. According to Christensen (5, pp. 68-69): 

Membership in the central association is made up chiefly of 
local feed-pw-chasing associations; but in some cases coopera
tive creamery associations, consumers' stores, and other asso
ciations which supply their members with feeds, may be members. 
The local association is pledged to take its entire supply of feed
stuffs from the central association for a period of Ii years. • • • 
The individual members under written agreement to the central 
association are pledged to take their consumption of feeds 
(excluding home-grown grains) from the local association. 

These 'feedstuJf societies handled 67.4 percent of the total net 
imports of feedstuJfs in 1933 (11, p. 198). 

The Danish Cooperative Fertilizer Supply Association was formed 
in 1901. This central association, in 1922, supplied fertilizer to 1,525 
loco.! fertilizer associations with a total membership of 74,000. The 
individuo.! members sign contracts to buy all commercial fertilizer 
for a 10-year period through the centro.! association. In 1933 this 
association handled 35.2 percent of the total consumption of fertilizers 
(11, p. 199). 

The following paragraph taken from the 1933 People's Year Book 
'(8, 1938, p. HIB) shows clearly the cooperative relationships of the 
Danish farmers. 

A iypieo.l Danish farm is now connected with the outside world 
through a network of cooperative agencies. The farmer buys 
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his necessities at his cooperative retail store: He borrows 
~oney and places his savings in a cooperative bank; his ferti
lizers, fodder, seeds, etc., are obtained from cooperative buying 
a.nd import associations; his cement comes from the cooperative 
cement factory, a.nd his electricity from a cooperative power 
plant. He delivers his milk to the cooperative dairy, his pigs 
to the cooperative slaughterhouse, his eggs to the Danish Co
operative Egg Export Co., and his cattle to the Danish Cattle 
Export Cooperative. It is usual for a farmer to be a member 
of at least half a dozen cooperative societies covering the entire 
range of his economic needs. 

NORWAY, SWEDEN, AND FINI.AND 

In Norway nearly one half of the agricultural producers are members 
of agricultural requirements societies and nearly 40 percent are 
members of consumers' cooperative societies. The requirements 
societies distribute approximately three fourths of the Norwegian 
consumption of fertilizer a.nd feed (17, 1933, pp. 9t-93). 

Agricultural requirements societies have existed in Sweden since 
about 1900. The Swedish Farmers National Federation, formed in 
1905, initiated a movement in 1930 to reorganize the cooperative 
supply of agricultural requirements on the basis of 19 central unions 
with warehouses. The unions bind themselves to purchase from the 
National Federation all of their requirements in certain types of 
fertilizer, imported feeding stuffs, Swedish oil cake, and certain other 
feeding stuffs. The national and regional organizations handle about 
one fourth of the Nation's agricultural requirements business and 
sell to about one fourth of the farmers. While the Wholesale Society 
Kooperativa Forbundet sells certain agricultural requirements 
through cooperative stores, it works with the National Federation 
and encourages the formation of separate requirements societies with 
membership in the National Federation (10). 

In Finland, which is predominantly a rural country of snlall land
holders, the supply of agricultural requirements is to a large extent 
a function of the well-developed consumers' cooperative societies (31, 
pp. 89-103). The cooperatives are served by two Jarge-scale whole
sale agricultural supply societies, "Hankkija" and "Labor", which, 
in 1928, had combined sales of approximately $12,636,000. Hank
Idja transacts 40 percent of the trade in manures, 30 percent of the 
trade in feeding stuffs, and 60 to 70 percent of the trade in seeds. 
Ninety percent of the country's wholesale trade in creamery machinery 
and 45 percent of the wholesale trade in agricultural machinery is 
handled by this wholesale farm supply association. 
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GBIWANY, FRANCB, AND ITALY 

The cooperative purchase of farm supplies is well established in 
Germany, where there are 3,443 sale-and-purchllse societies affiliated 
with the National Union of German Agricultural Cooperative Soci
eties Raiffeisen which embraces 80 percent of all agricultural coop
eratives in Germany. These purchase-and-sale societiea huy coop
eratively manures, feedstuffs, seeds, coal, and agricultural machinery 
(17, 19S4, pp. tS7-t40). 

According to Tardy (4t), in France, 
agricultural cooperation for joint purchase and sale is represented 
by syndicates which are rea.lly groups for the study and defense 
of professionsl interests, and cooperative societies, properly so
called, which have been formed more recently than the syndicates. 

There are approximately 15,000 agricultursl syndicates. A large 
proportion of them engage in the ioint purchase of farm requirements. 
There are also seversl hundred cooperative societies for collective 

. purchase fQrmed by unions of syndicates. 
Cooperation plays a very important part in the life of the Italian 

farmer as described by Wslter (#,pp.tO-t7) and Cotta (9,pp. #-53). 
Consumers' cooperative societies flourish in the agricultural provinees. 
While farmers give general support to the consumers' societies, they 
have separate societies, "Consorzi Agrari" for the purchase of farm 
requirements and the ssle of farm products. There were, in 1932, 
about 540 agricultural societies with a membership of approximately 
500,000 handling an aggregate business of around $61,500,000. The 
requirements societies have established ahout 18 cooperative fertilizer 
factories which have a capacity of one third of the nationsl con
sumption. These societies developed their own agricultural whole
sale society as early as 1892. 

OTIW!. CollNTlURS 

The cooperative purchasing of agricultural supplies is a movement 
which may be considered world-wide in extant. Practically every 
country yields illustrations of joint effort in this regard. The follow
ing countries; among otbers, have healthy agricultural cooperative 
purchasing developments: Bulgaria, Canada, Czechoslovakia, Egypt, 
Holland, Hungary, India, Japan, Jugoslavia, Latvia, Lithuania, 
Poland, Rumania, and Russia (11, tt, SB, 36), The ability of 
agricultural producers to join together for their mutual interest in 
aequiring supplies and services is proven by the universsl character 
of the movement. 
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Diotrict No.1: 
Aroostook Federation of 

Farmers. 
Burlington CollJlty Supply 

and -Produce Company. 
Central Jersey Fanners 

Cooperative Association, 
Inc. 

Conperative Grange League 
Federation Exchange, 
Inc. 

Eastern Stales Fann .... 
E.chAnge. 

APPENDIX A 

Value (d' farm fUPplieB sold J VIlln.e ortarm 
Period 

OOl'lVed , 
Wholeoale Retail 

produeta mat
""ted 

Caribou, Maine ________________ $343,438 __________ 1934-35 

Mount Holly, N. J ____________ _ 377,184 $63, 308 1934 
Hightetown, N. J ______________ _ 102, 474 __________ 1934 

IthAoa, N. Y ________ $24, 258, 34716, Oil, 107 2,500,000 1934-35 

Springfield, M .... _______________ 12,386,498 __________ 1934 

Woodbury, N. J _______________ _ 144, 219 241,357 1934 

. 

Operates!n New York, New J .... y 
and northern Pennsylvania. 
II Sates at retail" representsalee 
of 139 G. I,. F ... rvice etoreo. 
The wholesa.le sales include 
wholesale value of retail sales. 
For further information see 
pp.8. 16, 17,35-38. 

Operales in New England, Dela
ware parts of Pennsylvania. 
and Maryland. For furlher in
formation see pp.8,16,17,35,46. 

Gloucester County Agri
cultural Cooperative AJr 
BOciatioD, Inc. 

Merrimack Fanners E.
change, Inc. 

Concord, N. R _____ _ 100,000 1,308,607 __________ 1934-35 Data for period June I, 1934 to 
May 31, 1935. 

I The f4ll'1'Q "reg!oQl" " here wred to deftne 1m ar_lar'1m' than 8 OOWlty . 
• Severa! fIoIIIIOClatlon. which "ere otpU.l.t.ed to HtVe 1 COWlty have eJ.fAlnded their operltlo:n!l to adJoi.nlDe counties. Not aU MIIOClatiOns o( tbls type could be included in tbie 

lob,. . 
• The principal rarm supplies handled are feed, Re8d. fertQbar{, J,lCItrol(!ow products, nn,d package ,upplles. eaJes at wholesale repr~eo.t purChaselli from BBSOCIatlons by assocI&

tIone or cooperating dealer.. 8B1~ at retaIl represcnt amountll pa d dit'ectJ,r by CarlllfltS (or supplieS. purcbased througb lb_ 8.IlIOClatlO1ll. 
'Theoperltlt1' Yeat'I UlU8JJJI' mded on or near lune 80 or Dec. aL 



Value of farm 8UPpilN sold Vruoo or farm PerIod .&..:IcI.atlon and 'Farm CredJt Admfrl.lltr&. AddreM products mar~ Comments tiond1m1ct •• ,.ornd 
Wbolfl88.l.o 1I.ta,1 k.ted 

District No. l-Continued. 
Middlesex County Farm Waltham, M .... _____ ~~_~_ .. ____ w $885,880 

---~#_~---
1934 Data for period Nov. I, 1933 to 

Bureau. Oct. 31, 1934. 
Windsor County Fanner. White RiverJunction, $5,600 274,400 $38,000 1934 

Exchange, Inc. Vt. 
District No.2: ' 

The Agricultural Corpora- Baltimore, Md ______ 325,000 ~_~M ______ 
---~~--~-- 1934 

tion of Maryland. 
Cooperative Farm Services, Clark.burg, W. Va __ 449,693 525,028 60,000 1934 In addition, oale. of household 

Inc. 8upplie. amounted to $18,000. 
Cumberland Valley Co- Shippensburg, Fa ____ 23,3ll 442,899 202,025 1934 

operative Association. 
Eastern Shore Farme .. Onley, Va __________ 796, 134 ---------- ---~------

1934 Operates as subsidiarr. 01 Eastern 
Supply Co., Inc. Shore of Virgin a Produce 

Exchange, Inc., on Eastern 
Shore 01 Virtnia and Mary-
land. Dat.. or period Dec. I, 

Producers Cooperative Ex- Richmond, Va ______ 
1933 to Nov. 30, 1934. 

• 346, 643 ---------- --------~-
1934-35' Data for period Aug. I, 1934 to 

change, Ine. July 31,1935. 
Rockingham Cooperative Harrisonburg, Va ____ ----------. 455,395 50, 769 1934-35 In addition, oale. of household 

Farm Bureau, Inc. supplies amounted to $227,698. 
Data for period Aug. 1, 1934 

Southern State. Coopera.· Richmond, Va ______ 
to July 31, 1935. 

4,000,000 1,000,000 180,000 1934-35 Operates in Vir~ia, parts of 
tive, Ino. Delaware and &ryland, and 

in North Carolina in co~r .. 
tioD with the Farmers' OOP"" 
eratlv. Exchange. Retail ... l ... 
represent sal ... throut S. S. C. 
service stores. For urther in ... 
formation see pp. 16, 18 and 38. 



Vlrgiola Truck Oro...,... 
ManufaeturiDg Corpo ..... 
tion. 

District No.3: 
Carolill& Cooperatl_ Con-

solid.ted. . 
. Exchange Supply CO_. ____ _ 

Norfolk, Va __ •• __________ • __ ••• 100,400. ________ _ 

Florence, 8. C._._ ... ___ •• " ••• _ • 67, 000 400, 000 

Tampa, FIa •• _____ . 329,044 •• _. __ , __ • ____ •• :. __ 

1934 

1934 

1934 

990, 669 • ____ ••••• 112, 490 1934-,'15 Farm .... Cooperative E.~ Raleigh, N. C ____ • __ 
change, Ine ... 

Operatee ... purchasing agency 
for member associations of 
Florida Citrus Exchange. 

First year of operation. For 
further information ... pp. 
18 and 38. 

Farm .... Federation, Inc. __ Asheville, N. C ...... __________ • 

Hastings Potato Growers 
Aesociation. 

Produ ..... Cooperative Ex
change, Inc. 

Sowega Fertilizer Cor
poration. 

District No.4:' 

Hastings, F'la ____ . ____________ _ 

Atlanta, Ga. ________ . ______ . __ _ 

Ad.l, 0& _____________________ _ 

387,495 273,004 1934 

230, 497 306, 993 1934--35 

287,703 .. _______ • 1934 

Operates in 6 counties in western 
North Carolina. 

Operatee in c.,orgia and part of 
South Carolina and Florida. 

98,000. __ • ______ 1934-35 Operatee in southern c.,orgia 
and northern Florida. Started 
manufacturing operations in 
1934. 

Farm Bureau Cooperative Columbuo, Ohio ____ . 1,488,332 1,997,026 1,169,914 1934 Inoludea busin ... of Ohio Farm 
Association, IDc. > 

Indiana Farm Bureau C0-
operative Association, 
IDC. 

lndianapolie, IDd __ .. 

National Cooperatives, ____ .do ___________ _ 
Inc. 

3,130,900 94,928 _________ _ 

19,202,390. _________ .. ____ • __ _ 

1934 

Bur e a u Service Company 
which Ie being merged into the 
Farm Bureau Cooperative A. 
8ociation, Inc. 

Does not include retail value of 
sal.. of 87 member county 
associations, which amounted 
to approximately $7,000,000. 
For further iuformatian ... pp: 
15, 19, and 34. 

1934 Serv ..... bargaining agency far 
7 regional associations oper
ating in 20 midwestern and 
western Statee. Far further 
iuformation see pp. 15 and 20. 

Data are not avBlJable tor f.be E'eDD8Jlvanla 'arm Bureau. Cooperative Atsoolatlon, Inc., Barrbburg, Pa.. which bas not yet OpelBted for a lull year . 
• Uucl.&Mlfted. 
, Tbere are also in thIa dIJtr1ct the 'Farm: Bureau MUllntr OO"f Inc., ot CoJumbus, ObJo, and the Farm Bureau OU Co.. Inc.. of Indlaoapoll8, In1 .• wblch serve St&te Form 

BurllllU purcbu1na' aIIIOCiatiODI 81 described on p. lti. 

00 .... 



.A-.oclatloo Bod Farm Credit Admioiltra
tloo diJtrict 

District No.4-Continued. 
Ohio Farmers Grain '" 

Supply Aeooclation. 
Ohio State Grang ••••••••• 
Tennessee Cooperative 

Suppli .. Aeoociation. 
District No. 0: 

Central Strawberry Co
operative Aeooclation. 

Farmers Marketing'" Ex
change Association. 

Louisiana. Farm Bureau 
Federation Inc. 

MiBais8ippi Federated C.,.. 
operatives. 

Mississippi Vegetable Ex· 
change, Ine. 

Ad""", 

Fostoria,Ohio _____ _ 

Zanesville. Ohio ••••• 
Columbia, Tenn~~ __ _ 

Hammond, La •..... 

Montgomery, Ala .... 

Baton Rouge. La. __ • 

Jackson, Miss __ .. __ • 

Crystal Springs, 
Miss. 

Value of farm mpplles BOld 

WbolMaie Retail 

Value of farm 
product# mar

keted 

$1.000,000 •. __ •••.•• $2,250,000 

100,000 ....•••••••• _ •••••• , 
113,947 •........•• _ •.••.... 

:Period 
covere<! 

1934 

1934 
1934 

416,3951934-35 

CommNlts 

170,737 __ ._ ...•• _ 

625,402 ••••••••• _ 

295,035 _ •.••••••• 

409,593 •••.• _ ..•. 

61, 571 1934--35 RetaU supply bUBin... I. done 
through loCal \mit.. 

• 45, 259 . __ ._._._. 

104.281 1934--35 

85, 796 1934-35 

115, 457 1934-35 

Truck Growers Assoeia .. 
tiOD, Inc. 

•.•.• do ••••••••••. _. """,.,., • $127, 467 •••••••••• 1933--34 

Data for period Sept. I, 1934 
to Aug. 31, 1935. 

District No.6: 
Consumers Cooperati vo 

Association. 
North Kansas City. 

Mo. 

Equity Union Grain Co •••• Kan .... City. Mo_ ... 

Farmers Union Jobbing ••••• do. ___ ••• _ ..... 
Ae.eociation. 

1,776,839 241,872 •••••••••• 1934 

882,4001934--35 

750,000 __ . ___ • __ • _ •••• ____ _ 1934 

Operates in Kansas and parts of 
Missouri, Nebraska, South 
Dakota, North Dakota, Colo 
rado, and Utah. See pp. 19-20 

Data for period May I, 1934 to 
Apr. 30. 1935. Operata. in 
Kansas. 

Operates in Kansas. 



DuDo" Farm Supply Co ___ Chicago, lU_________ 3,378,833 __________ __________ 1934 

Mi880uri Farm.", Associ&- Kansas City, Mo____ 2,856,179 __________ __________ 1934 
tion, Inc. . 

M_ F. A. Milling CO ______ Springfield, Mo_____ 1,861,601 _______ ._. __ • ___ .... 1934 

M. F. A. Oil Co., Inc ____ _ 

District No.7: 
Central Cooperative 

Wholeoale. 

Cherry Grow"", Packing 
Co. 

Farm Bureau Services. ImL 
Farmers U UiOD Central 

Exchange, Inc. 

Fruit Growe", Cooper.thr •• 

Great Lak .. Fruit Indus
tries. 

Land O'Lakee Creameries, 
Inc. 

'U ncb*IRed. 

Columbia, Mo _______ ... __ ._. __ 546,000 __ . ____ • ____ .. ____ _ 

301,746 _ .... _ .. _ ... ________ 1934 

Traverse City, Mich_ 158,073._. ___ .. __ 510,023 1934-35 

Lansing, Mich _____ _ 
St. Paul, Mino _____ _ 

1,670,000 630,000 100,000 1934-35 
2,615,519 _________ • __ ._______ 1934 

Sturgeon Bay, Wis __ _ 160, 600 ________ ._ 390,000 

Benton Harbor, _. ____ .. __ • '185,860 .. _ ...... _ 
Micll. 

1934 

1934 

1934 Minneapolis, Minn._ 2,082,316 _ .. _______ 33, 000, 000 

Data for period Sept. I, 1933 to 
Aug. 31, 1934. Does not in .. 
elude retail va.lue of ules of 
68 member comps.niea, which 
amounted to $6,729,834. For 
further information ""' pp. 
20-21. 

Operates in Missouri, Arkansas, 
Oklahoma, Tenn ...... 

Data for period Nov. I, 1933 to 
Dec. 1, 1934. 

OR,ralE<! in parts of Michigan, 
Wisconsin, and Minnesota. In 
addition, sales of household 
.upplies amounted to $1,485.-
810. 

Data for period Nov. 1, 1933 to 
Oct. 31, 1934. Operates in 
North Dakota, Montana, parts 
of Wisconsin and Minnesota.. 
For further information see 
pp. 14 and 40. 

This association serves the sour 
cherry area of Wisconsin. 

Operatee in Minnesota, North 
Dakota, South Dakota, Iowa, 
a.nd nearby States. Includes 
feed sales amounting to $652,-
316. For further information 
s .. p_ 21. 

g 
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PAnI: SUPPLY Bt181N1!8S RuoI.1"l!J) BY lUmONAl,. PuacHA81Jr(Q AND MAllU'tI'lrIO AMocIATlONa-Continued 

AIIOC:iation aud Farm. Credit A.dml..nistfa.. 
tion d.lstrtct 

District No. 7-Continued. 
Midl .. nd Cooper .. tive 

Whol .... le. Inc. 

M innesota Farm Bureau 
Service Co. 

W isconsin Farm Bureau 
Federation. 

Dietric t No.8: 
Fa TIn Bureau Service Co ___ 
Fa rmers Elevator Service 

Co. 

Fa rmers Union Brokerage 
Co. 

Fa rmers Union Cooper&-
tive Oil Association. 

Fa rmers Union State E.-
change. 

NebrMka Farm Bureau 
Service Co. 

South Dakota Farm Bu
reau Service Co. 

District No.9: 
Colorado Potato Grower. 

Exchange. 
Oklahom .. Farmers Union __ 

Addnss 
Value 01 farm aupplJes !!Old Va!U8 of farm 

1-----,----- Pl'()cillCt$ mar~ 
1£8tOO Wholesale R,t.u 

MinneapolJa. Minn __ $1,751,007 ___________________ _ 

St. Paul, Minn ______ 

Madison, Wis _______ 

D .. Moin .. , lowa ___ 
Ralston.,Iow .. _______ 

Sioux City, Iowa ____ 

Des Moines, Iowa ___ 

Omaha, N.br ____ ... 

Lincoln, Nebr _____ ._ 

Huron, S. Dak ____ __ 

Denver, 0010 ______ _ 

OkJahom .. City,Okla_ 

235,000 
~-~------- ----------

177, 3341 __ 
~~--- - --~-------

1,500,000 ---------- ~------~--400,000 ---------- ----------

351,452 ----_._--- -~~-------

219,000 ---------- ----~-----

I, 115,009 $779,926 $150,000 

60,409 __________ .. _______ _ 

58,324 144,869. ________ . 

100,000 _________ _ 750,000 

82,017 111,528 80,426 

1934 

1934 

1934 

1934 
1934 

1934 

1934 

1934 

1934 

1934 

1934 

1934 

COmme.Dti 

Operates In Minnesota and 
Wisconsin. For further infor
mation see pp. 19,20, and 34. 

Dat" for period, Nov. I, 1933 to 
Oct. 31. 1934. 

Value of suppli.. handled on 
brokerage bMi.. Dat.. for 
period, Jan. I, 1934 to Nov. 
30, 1934. 

In addition, .al.. of household 
8upplie. amounted to $241,-
788. See also p. 13. 

Data for period Nov. I, 1933 to 
Sept. 30, 1934. 

In addition, sal.. of houaehold 
suppli .. amounted to $4,072. 



251,993 __________ __________ 1934 DJmiet No. 10: 
CorulUtner8 CooperatIves Amarillo, Tex ______ _ 

Associated, bur. 

89,000__________ 570,000 1934--35 
126,373 ____________________ 1934-35 

Rio Grande V..uey Citrus WeaIaco, Tex ______ _ 
Exchange. 

T ..... Cooperatives, In._~_Dal.laa. Te. ________ _ 

DJmiet No. 11: 
California Fruit Exchange__ Sacramento. Calif __ _ 919,364 __________ 15,050,121 1934 

Dairymen'. Feed" Supply Los Angeles, Calif___ ___________ • 500,416 __________ 1934-35 
Co. 

Eooondido Valley Poultry Eooondido, Calif_____ ___________ 140,000 1,200 1934 
AeeociatioD. 

Fontana Produ,""" Egg" Fontana, Calif______ ___________ 275,804 405.990 1934 
Supply Co. 

Fruit Grow .... Supply Co __ Los Angel .. , Calif___ 7,649.491 __________________ c_ 1934 

Hayward Poultry Produ .. 
era Auociation. 

Hayward, Calif ____ • 
~---- .... ---- 25,000 700.000 1934 

Mutual <nanga Diatrlbu-
to .... 

&dIands, Calif _____ ----------- 711.703 5,680,706 1934 

Poultry Produ,""" of Cen-
tral California. 

Ban Francl8co, CaUf_ 697.387 3,549,717 8.618, 528 1934 

Poult~odU~," of North- Eureka, Calif ••••••• 86,199 - .. - .... _ .. _-- 119,413 1934 
em orma. 

Poultrymen's OooJ:'.:jtive LoB Angel ... Calif ___ 58,918 1,119,449 998,581 1934 
Association of uthern 
California . 

• tJ_W 

Operates in TeX88 Panhandle 
and parte of New Mexico and 
Oklahoma. Inolud .. busin ... 
done on brokerage basiS of ap
proximately $125,000. 

Data for period July 1, 1934, to 
April 30, 1935. 

In addition, .01 .. of bo .... hold 
suppUes amounted to $750. 

For further information see pp. 21 
and 51. 

Data for period May 31, 1934, to 
May 31, 1935. 

Operates in conneotion with 
California Fruit Growers Ex
change. Farm 8upply bueln ... 
includ.. 1 ~percent bo .... hold 
suppU... For further infor
mation see pp. 21, 22} and 51. 

Ia addition, asl.. of nousehold 
suppli .. amounted to $25,000. 

Data for period Nov. I, 1933, to 
Oct. 31, 1934. . 

For further information see p. 52. 



pAJU( SUPPLY BuiI'NtII REPORTED BY Rl!GtONAL PUI.CHAIINO AND MAII.~BTINO AIIOCIAnONa-C'.ontit!.\led 

AaIoeietkm and Farm Credit Adminlstra,.. 
Value of farm luppllu sold Value ot (arm Period 

tmtton diJtrlc:t Addnloo products IQ8I'Io ao.erecI Comment. 
WboINal. Reta.U keto«! 

District No. ll-Continued. 
San Diego Cooperative San Diego, Calif •.... $613,073 $25,522 $172,071 1934 

Poultry Association. 
San Joaquin Valley Poultry Porterville, Calif •••• 

------~-- .. - • 387, 126 324, 254 1934 
Produoers Association. 

Utab Poultry Producer. Bait Lake City, Utab_ • 2, 007, 106 ~---- .. -.... ~ 4,529,243 1934 Operatea in Utab and part of 
Cooperative Association. Idaho. 

District No. 12: 
Apple Growers ASBociation .. Hood Rived Oreg ___ ---.-250; i 79 • 707, 385 2,833,000 1934 
Cooperative Union Oil Co_ Caldwell, I aho. ____ ~* ___ H __ ~~ 

-~-~"'-~---
1934 

Dair, Cooperative A •• oci- Portland, Oreg ______ ----------- 105,685 1,343, 064 1934 Operate. in parts of Washington 
atlon. and Oregon. 

Orange Cooperative Whole- Seattle, Wash. ____ .. 950,812 26,314 ---------- 1934 8ale. of hOusehold supplies 
sale. amounted to $167,17l. 

Idaho E~g Producers ______ Caldwell, Idaho _____ 
-- ---77; iiiiii 180,000 000,000 1934 

Lower olumbia. Cooper- ARteria, Oreg_ ...... ___ ---------- 520,953 1934 Operates in Lower Columbia 
ative Dairy Association. River Valley of Oregon and 

Pacilic Cooperative Poul-
Washington. 

Portland, Oreg ______ ----------- 285,041 1,368,423 1934 Operates in Oregon and part of 
try Producers Washington. 

Pacific Supply Cooper&- Wall .. Walla, Wash __ 311,684 436,218 
---~------

1934 Operates in Ore~on, W 8..<Jhington, 
tive. and Idaho. egan operations 

June I, 1934, with 12 local 
units. Number of local unite 

Washinfin Cooperative Seattle, Wash. ______ 5,033,699 *----------Egg Poultry Associ&-
tiOD. 

9,268,265 1934 
apf,roximately 60. 

For urtber Information .... pp. 
41 and 62. 



Watch.., FIII'IDt!1'II Ex· Wenatchee, W ... h... ••••••••••• 196,984 •• ___ ••• __ 1934 
change. 

WenoD Supply Company. ___ •• do ••• _ ••••••• __ 138,239 •• _______ •• ___ ._____ 1934 

'. Yakima Fruit Growers Yakima, W ... h .... ____ .________ • 500, 298 1,913; 811 1934-35 
AMociatlon. 

Product,. marketed through 
Wenatehee-OkanoganCooper. 
ative Federation. 

8 
o 
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88 FARM CREDIT ADMINISTRATION 

APPENDIX B 
EXEMPTION OF FARMERS' COOPERATIVE ASSOCIATIONS FROM 

CERTAIN FEDERAL "(AXES' 

FEDERAL statutes have for yea.rs provided for exemption of 
farmel'S' cooperative llSSOCiations, if properly organized and oper

ated, from income and certain other Federal.taxes (Internal Revenue 
Act of 1934, sec. 101, clauses 12, 13, and 14.) There is still, however, 
considerable uncertainty among cooperative associations as to the 
necessary conditions for exemption, and the proper procedure for 
obtaining it. A comprehensive outline of these subjects was pre
pared by L. S. Hulbert (tel) in 1929, and few· changes in the income
tax laws have occurred since that time. Most of the problems of 
income-tax exemption are dealt with also in a ruling (IT:E:RR. 
Min. 3886) made by the United States Bureau of Internal Revenue on 
July 9, 1931, which may be obtained from that Bureau upon request. 

The Internal Revenue Act of 1934 provides for exemption of such 
cooperatives from capital-stock and excess-profits taxes if exempt 
from Federal income taxes (secs. 701 and 702). Exemption from 
these taxes, like exemption from the income taxes, is not automatic 
but is obtained only by mllking claim for it. That is, in order to 
obtain exemption from these taxes, application must be made to the 
collector of internal revenue for the district where the principal 
business of the association is located. This is the initial step in 
proper procedure for exemption. The collector will supply forms 
outlining information which must be submitted to show that the 
association qualifies for the exemption. 

In order to obtain the exemption, an association or a subsidiary of 
an association, must satisfy the Bureau of Internal Revenue that it 
complies with the requirements stated in the Revenue Acts. The 
burden of proof is upon the applicant. 

As to taxes payable for any year, the claims for exemption and 
refunds must be filed within two yea.rs of the time when the associa-
tion filed its tax returns for such year. . 

By making minor changes in corporate organization or in business 
practices, associations are frequently able to qualify for exemption. 
It may be true that some associations which have been granted 
exemption for previous yea.rs are no longer entitled to exemption 
because they have not maintained the required conditions, although 
they might easily have done BO. 

SUBSIDlAlUl!S AJs:J ExEMPT 

Corporations organized by exempt cooperatives, or their members, 
to finance the ordinary crop operations of such members, or other 
producers, and operated in conjunction with the exempt associations, 

'l'repanMI by Z. M. Wrighl. 01 the ~ nh1.1 .... FanD 0_. A_ 



COOPERATIVE PURCHASING OF. FARM SUPPLIES 89 

will likewise be exempt from the' payment of these taxes. Restric
tions on stock ownership and dividends, and on reserves of these 
corporations are the same as for the cooperative marke~ or. 
purchasing associations. . 

Cooperatives organized by exempt coopera.tivesto hold title to 
property and pay over the income derived from it, less expenses, 
to the exempt cooperatives are similarly exempt from the payment 
of these wes. 

Exemption of subsidiaries, like that of ordinary cooperatives, is 
not automatic, but· is obtained by the procedure outlined above . 

.A subsidiary corporation, therefore, is not exempt unless it meets 
the stated requirements as to its operations, and unless the coopera
tive association with which It operates is exempt .. 

CoNDrrIONB PO" WMPTION Ol' CooPBRATIVI!5 

In sul!stRnce, the conditions required for exemption as a farmers' 
cooperative association from the payment of Federal income taxes 
are described below. 

1. The association must be both organized and operated on a 
cooperative basis for the purpose of marketing products and returning 
the proceeds, less necessary expenses, to. the producers on the basis 
of either quantity or value of the products ma.rketed; or for thf! 
purpose of distributing supplies to farmerS at cost plus necessary 
expensee. Of course, one association may engage in both activities. 

2. Substantia.lly all of the stock (except nonvoting preferred stock, 
entitled only to fixed dividends and to redemption at the price for 
which issued) or of the voting memberships in nonstock corporations, 
must be owned by producers who patronize the association. 

3. In regard to an association's marketing business, producers who 
are members and producers who are nonmembers must be "treated 
a.like" with reference to patronage dividends. In regard to purchas
ing activities, all persons who buy supplies from or. through the 
association, whether members or nonmembers, must be treated alike 
IlS to patronage dividends. .. 

4. Associations organized with capital stock must not pay dividends 
on such stock, directly or indirectly, in excess of the legal rate of 
interest in the State of incorporation, or in excess of 8 percent per 
yea.r. whichever is greater, on the amount paid for the stock when 
it was issued. • 

5. At least 50 percent in value of both the marketing and the 
purchasing business of the association must be done with members, 
and not more than 15 percent of the purchasing business may be 
done with persons who are neither producers nor members. 

6 . .Any :reserves or surpluses set up by the association must be 
required by Steta lew, or must be reasonable reserves for necessary 
purposes of the cooperative business. 
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Ass0ci4tions Mwt Be Cooper4tive 
• 

Although the Bureau of Internal Revenue does not require that 
an association keep ledger accounts with its patrons, it must 
have records showing, among other things, the amounts of its re
ceipts, expenses, and earnings, and the funds carried to reserves or 
distributed as dividends, patronage, or otherwise. This is necessary 
because the exemption provisions require that the association be both 
organized and operated on a cooperative basis. Therefore, in order 
to show that it has complied with the statute, the association must 
prove that it has turned back to the producers (if it is a: marketing 
association) and to the purchasers (If it is asupply-distributing organi
zation) all of its earnings other than amounts required for expenses. 
Subsidiary corporations must show that the associations in connection 
with which they operate are exempt, and also that such corporations 
meet the requirements specified for them. 

Purchasing associations may treat as supplies and equipment any- . 
thing that is used in the operation or maintenance of the farm or farm 
household, and for the purposes of the income tax its distributing 

. business is not limited to articles and supplies used directly in. farm 
operations, such as farm implements, stock feed, and fuel for farm 
motors. 

Voting Control in Producer. 

In order to obtain exemption; an association is not required to show 
that farmers hold direct ownership of substantially all its stock or 
memberships. It is sufficient if such stock or memberships are owned 
by exempt cooperative .associations, engaged in similar activities, 
whose members, in turn, are farmers. Similarly, it is sufficient if 
voting stock is held in trust for farmer-members by a ;:;tate educational 
and cooperative nonprofit association, conducted for the benefit 01 
such members. The ownership of small amounts of stock by, or for 
the benefit of, persons who presently cease farming operations 
will not necessarily exclude an association from exemption. The 
association will be required to explain' such ownership of such stock 
or memberships. Generally it is necessary to show that the associa
tion is doing all that reasonably can be done to see that such stock 
or memberships are transferred to or owned only by farmers or their 
cooperatives. 

Equal 'Twltment of Memh.rs and lIlonmembers 

The requirement of equal treatment of members and nonmember. 
will be complied with: (1) If the cooperative shows that, although it. 
charter and bylaws are silent on the subject, it has consistently paiQ 
patronage dividends to members and nonmembers equally, in casl 
or its equivalent, within a reasonable period after the close of th, 
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fiscal year involved; or (2) if the bylaws provide for payment equslly 
to members and nonmembers and a general reserve has been set up 
for the payment of patronage dividends; or (3) if the bylaws are 
silent 118 to the payment of patronage dividend. to nonmembers, 
and a specific credit to the account of each nonmember is set up on 
the II8SOciation's books in the same manner 118 for members. 

The requirement of equal treatment is not violated by applying 
patronage dividends, distributable to a nonmember who i. eligible 
for membership, to the payment of the price of a share of stock or of 
the memb~p fees in the assoeiation. 

It has been held that a marketing association may make certain 
limited emergency purchases from persons who are not producers, 
and does not lose the" exemption by failing to distribute patronage 
dividends to such persons; but fundamentslly sll producers who 
market their products through' the association, whether they are 
members. or' nonmembers, must be treated "alike. Purchases of 
products from nonproducers who are not granted patronage dividends. 
if made for other thllll emergency purposes, may cause the associa
tion to lose exemption. With reference to the distribution of farm 
supplies, it has been held that sales to nonmembers, although con
stituting only a smsll proportion of the total business, and purely 
incidental to business done with'111embers, would subject the associa
tion to the payment of taxes if such nonmembers were not sllowed 
patronage dividen!1s. - , 

C4piul Diviclcnds MuSt Be Limited 

In order to comply with the limitations otl stock dividends, and to 
, show that returns to producers, or purchasers of supplies, are properly 
made, the corporate papers of the association should show that no 
gains will accrue to 'members or stockholders in amOlmts exceeding 
the permitted dividends; uliles8 such gains are ,in proportion to their 
business done with the association. To do this. the' association's 
articles of incorporation, or bylaws should provide that whenever 
assets of the association, including reserves deducted by it, are dis
tributed to members. or stockholders, any of such assets resulting 
from the proceeds of products marketed or of supplies sold shsll be 
credited to Ule producers or purchasers in proportion to their business 
with the association. 

Busi ..... With Nonmanbe.. Limited 

, The Bureau of Internal Revenue has ruled that an association may 
tTt>at as a member anyone who shares in the profits of a cooperative 

'association and who is entitled to participate in its management. 
Thus patrons who are entitled to vote as stockholders, or in nonstock 
associations as members, may be considered to be members for the 
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purpose of determining amounts of member and nonmember business. 
But persons may not be considered members because they hold 
nonvoting stock, or certificates of interest or ind<thtedness. 

Rueroe. Must Be ltc_hie and fOT lXeas ... ry Purposes 
. ,. 

Funds accumulated or maintained by an association to meet capital 
flxpenditures of the association in connection with its cooperative 
business may be included in reserves, and are permissible if reason
able in amount. The applicant for exemption must show that the 
amount is not larger than is reasonably necessary to its business and 
that the funds are not used for purposes unrelated to the cooperative 
b1Jsin ess* 

PATRONAGE OzvID1\ND8 ThsnuBUTBD NOT T AXABL& 

If a farmers' association does not meet th~ requirements for 
exemption from income taxes, it still is not required to pay taxes 
on savings or earnings which it has returned, or has obligated itself 
to return, to its members or others in the form of patronage dividends. 
The theory upon which this rule is based is that the dividends when 
distributed, or the liabilities for them, constitute an expense which 
must be deducted from receipts in order to determine the net income. 
In order to meet this requirement, the patronage dividends must be 
paid during the tax year, or the obligations to pay them must have 
become binding on the association during the. tax year by contract, 
bylaw, or provisiotdn its articles of incorporation,"which requires the 
distribution, on a patronage basis, of net earnings above the stock 
dividends and reserves ,nowed. Where Jlatronage dividends have 
not been paid, or the"amount due to each patron declared by resolu
tion of the board of directors, it is desirable that the corporate papers 
or a. resolution of the board make the obligation as easy to determine 
and as definite as possible, both as to the basis of the dividend and 
as to the amount. _ ' 

Where patronage dividends are distributed, or the association has 
become obligated to pay them, during the tax year, they may be de
ducted from the receipts for the purposes of the excess profits tax 
which is provided by the Internal Revenue Act of 1934. However, 
such payments or obligations would not affect the amount of the 
capital steck tax, provided by that Act. Under the Revenue Act 
of 1.934 the excess profits tax is equivalent to 5 percent of all net 
income for the year in excess of 12~ percent of the adjusted declared 
value of the association's capital steck at the close of the preceding 
tax year. Under the same Act the capital steck tax ia $1 for each 
$1,000 of the adjusted declared value of the capital steck • 

• o 


