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Analysis of the Business
Operations of

Cooperative Cotton Gins
in Oklahoma, 1933-34'

HE present cooperative cotton-gin movement in Oklahoma began
after the enactment of the cooperative law of 1919 (Compiled
Oklahoms, Statutes, 1919, art. X1X, ch. 34), Numerous farmer-
owned gin companies had been organized prior to that time, and
these had some cooperative features® Xor the most part, how-
ever, these organizations were farmers’ stock compsanies thaet dis-
tributed earnings and gave voting privileges to stockholders on the
basis of the amount of stock owned by each. As no legal restrictions
were placed on the holding or transferring of stock, these companies
seldom retained their cooperative characteristics long; the more
successful among them were acquired by a relatively few stock-
holders, many of whom were not farmers; and the less successful
eventually were sold or turned over to private concerns or individuals,
Following the establishment of & legal status for coopera.t.we associa-
tions, s few of the farmer-owned stock-company gins were reincor-
porated as cooperatives. For the most part, however, local groups
of farmers, in order to gin their cotton cooperatively, orga.nized new
associations under the State cooperative law and purchased new °
plants. Some of the distinctive features of this law were: (1) The
1 The Department of Agricultural Economies of the Oklshome Agricultural and Mechanical College
oooperated in the sollsction and tabulation of the data for thisstudy. Special credit is due Roy A. Ballinger,
gt that time assoclate professor, Oklahoma Agricultural and Mechanical College, for assistance in preparing
the statistlos on which parts of this study are based. This analysis is a part of a more comprehenaive study
which is balng oontinuad for the 1054-38 and 103536 Seasons.
15e0 Fotrow, Ward W. OOOPERATIVE MARKETING OF AGRICULTURAL PRODUCTS. Farm Credit Ad-
ministration Ooop. Div. Bull. 8, 108 pp., lilus., 1934; see pp. 17-20; and Herrmann, 0. W. and Gardner,

Chasting. EARLY DEVELOPMENTS IN COOPERATIVE COTTON MARKETING, Farm Credit Administration,
Coop. Dlv. Cire. C-101, 48 pp., {llus., 1638, Bee pP. 3542,
1
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one-man-che-vote prineip! Y.c&  yalimitof & percent onreturns
from: mvested capital; (3} e Pw,,Zf: of dividends above the returns
on capital to patrons on the basis of the amount of business contrib-
uted by each: and (4) a limit on the percentage of the total amount
of stock ountstanding, as well as on the total amount of stock that
could be owned by any member,

The cooperative movement was further aceelerated during the

period 1925-1930 by an aggreszive cooperative gin program under
the leadership of the Oklahoma Farmers Union, the State division of
the Farmers’ Educutional and Cooperative Union of America. This
program resulted in the incorporation of & substantial number of local
cooperative gin associations. Members of several of the Iocal asseci-
ations were also members of the Oklahoma Farmers Educational and
Cooperntive Union; but each loeal cooperative gin was separately
incorporated, and ifs operaiing policies were determined by ite own
board of direciors. Membership was usually restricted to farmers or
farm owners.
- Cooperative gin associations are primerily processing organizations
in that ginning and baling cotton ere initial functions. All these
associations, however, bought cottonszeed from their patrons; most of
them bought some of the cotton which they ginned; and several sold
farm supplies such ss feed, seed, coal, gas, and oil to their patrons,

Cotton ginning is perhaps better adapted to cooperative effort
than many other cooperative enterprises. It involves little or no
risk because of changes in market price or perishable nature of its
products. The marketing of cotfongeed, it is true, has become
slmost inseparable from the ginning business as a result of custom and
convenience; but even so, the necessary risks of bandling cottonseed
are not comparable with the risks associated with the bandling of
cotton, grains, fruits, vegetables, livestock, and similar commodities.

Purpose and Method of Study

HIS study was made with two genersal objectives in view: To make
available comparative data on the operations of associations in
 order to improve their operaiing efliciency, and to provide specific
information that might assist the banks for cooperatives in formulating
ios? policies to meet both the long-term and the short-term credit
needs of local cooperative gin associstions.?

Stated more specifically, these objectives were to determine: {1) The
wxtent of the development of the eooperative gin movement in Okla-
iome, particularly the number of associstions and members, the

¥ The Farm Credit Act of 1933 provided for the formation of 1Zregional banks for eooperstivas. Oklshemn
8 sirved by the Bank for Cooperntives of Wichits, Kans.



COOPERATIVE COTTON GINS: OKLAHOMA, 193334 3

volume of cotton ginned, the investment in gin plants, and the equity
of the members in these associations; (2) the important factors
influencing the expense of ginning cotton by cooperatively owned
plants; (3) the sources of income of cooperative cotton gins; (4) the
important factors influencing income; (5) the purposes for which the
earnings of these associations were distributed ; and (6) sound financial
policies and practices for guiding new or existing cooperative associa-
tions not only in Oklahoma, but also in other cotton-ginning areas.

During the summer of 1934, detailed financial reports were obtained
by visiting all cooperative cotton-gin associations that operated in
Oklahoma during the 1933-34 season. These reports cover the
1933-34 semson and were partly complete for 1932-33. Balance
sheets as of the beginning and end of the 1933-34 season, as well
as & detailed income and expense statement for 1933-34, were ob-
teined from each association. A statement of the expenses for the
period 1932-33 was obtained from all but five of the associations.

The financial reports for’ the 1933-34 season are comparable one
with another, even though some variations occur both in the date on
which books were closed and the form in which they were kept. The
fiscel year for most of these associations ends March 31; for a few, a
month or two earlier; and for others, a few months later. As very
little cotton is ginned after January 1 of each crop year and the
income and expense statement of each association is for a 12-month
period, this difference is not of much importence.

The annual statements of most of the associations had been prepared
by commercial auditors. The desired information on associations
which hed no audit available was obtained directly from the gin
books and other records in the gin office. In order, therefore, that the
classification of accounts might be the same for all associations, it was
necessary to make certain adjustments in most of the records,
Accounts such as depreciation expenses, accrued expenses, prepaid
items, capital stock outstanding, depreciation reserves, and surplus
were uniformly classified. Uniform rates of depreciation for fixed
assets were used for previous years as well as for the current year.
Prepaid and accrued items of expense were separated from expenses of.
the current year. Any changes made in these accounts were, of course,
reflected in corresponding changes in surplus.

Additional information was obtained from the gin manager, or from
some officer of the association, on the history of the association, its
method of financing, number of members, size of plant, type of
power, business organization and practices, dividend policies, and
other subjects. This information was intended for use in analyzing
the financial data, and also in preparing subsequent publications
dealing more specifically with these subjects.
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Importance of Cooperative Cotton
Ginning in Oklahoma

Number and Size of Associations

HERE were 95 local associations operating cotton gins in Okla-

homa during the 1933-34 season. Their geographical location
is shown in figure 1. Each of these associations was a separate local
organization with ite own board of directors generally consisting of
five members. The total membership of these associations was about
12,600, some 11,000 of whom ginned cotton at cooperative plants
during 1933-34. In addition, some 6,000 nonmember patrons also
used the ginning and other facilities of these associations,

OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS
1933~ 34 SEASON

I TR

Ficune 1.—Most of the cooperative cotton gins in Oklahoma are located in the south-
weatern part of the State.

Volume of Cotton Ginned

The 95 cooperative gin associations, operating 11.5 percent of the
active plants in the State, ginned 260,717 bales, or 21.1 percent of the
1933 Oklahoma crop (table 1). For all eounties in which one or more
cooperative gins were located the cooperative associations, although
operating only 20.6 percent of the active plants, ginned 30.4 percent
of the cotton. In Greer County the cooperative associations ginned
65.7 percent of the total cotton, operating only 40 percent of the
active gins of the county. In 4 counties more than 40 percent of
the cotton was ginned at cooperative plants; and in 12 counties, more
than 25 percent. The average volume per plant for the cooperative
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gin associations was 2,607 bales as ;:ompared to a State average of
1,268 bales for other gins, not including the cooperatives, and an

average of 1,547 bales for other gins in counties where there was one
or more cooperative gins,

TasLe 1.—NumBer or Acrive Gin PLants AND PERCENTAGE OF
Corron GinneED CooPERATIVELY IN SPECIFIED COUNTIES oF OxLa-
noma 1933-34

Average velume
Number of gin plants Running bales ginped singls plant
Conmtlen! Coop- |ofeoop| Total | © | St | o
00D~ | of coop- o 0OPOr- BN 0O~
Total ¥ | rative | erative| gins? |ativeglng bg,}ncl;gd operative| “:iﬂ“
to total oatieas | ®ins ns
Number| Percent| Bales Baies | Percent | Baies | Bies
20 8( 40.0| 26,731 20, 476 85,7 1, 358 2, 559
12 33 83, 460 38, 936 46.6 1,836 3, 245
12| 358 74,468 31, 804 42.7 1,941 2, 850
15 31.3 76, 950 31,414 40.8 1,380 2,004
2 2.0 r-') 9, a4 1,036 4,822
2 8.0 18, 108 6, 148 .0 1,003 3,074
7 2.8 56, 328 18,175 -32.2 1,418 2, 568
4 2.2 31,42 9, 30.4 1,543 2,381
7 23.3 50, 765 13,809 2.2 1,807 1,973
B 2.4 21, B38 5, Bi9 26.9 1,458 1,984
3 15.8 | 34,027 9, 026 25.8 1,019 8, 009
7 20.8 94, 148 24, 287 25.8 2, ha8 3, 467
3 9.4 &0, 181 11,7567 3.4 1,324 3,919
2 134 21, 21 4,4 21.1 1, 527 2, 260
21 14.3| 927187 5,458 20,1 1,611 | 2,720
1 8.3 14, 757 073 18. 1 1,090 2,618
2 11.1 , 327 3,841 18.5 1,318 1,921
2 13.8 28,720 4, 357 16.3 1,721 1,17
1 14.3 10, 904 1, 808 14,8 1, 504 1 800
1 6.0 17,870 2,442 13.7 812 2,442
2 80 37, 591 3,700 9.9 1,472 1, 885
1 9.1 0.2 851 853
b 8.7 15, 132 8768 58 1,018 B78 .
All counttes having .
conperative gins. ... 188 5100 20.6 | 858,048 ) 260,717 30.4 1, 547 2, 607
All counties in State... 869 100 11.5 {1, 235,851 | 260,717 21.1 1,268 2, 807

| Conntles are srrayed by mrounmqg of tot.nl balas ginned by cooperatives
1 U, 8. Department of Commerce, Buresu of Census, Cotton Productien in the United Btates, Crop of

1083, .
8§ of the 95 cooperative associations had 2 complete plants,

Total Business Transacted

The combined gross sales of the 95 associations amgunted to
$8,309,774 in 193334, an average of $87,471 per association (table 2).
More than half of this amount, or $5,453,679, represented sales of
115,796 bales of cotton purchased from patrons, Total revenue from
ginning tolls slone amounted to $1,004,418, or an average of $10,573
per association. The sale of 83,425 tons of cottonseed amounted to
$1,171,949 for all associations combined, or an average of $12,336 per
association. The sale of bagging and ties was $260,295 for all asso-
ciations, Gross sales of side lines, such as feed, coal, and supplies,
was $410,231; and miscellancous income $9,202 for all 95 associations.



6 "FARM CREDIT ADMINISTRATION

TasLe 2.—CoNSOLIDATED INCOME AND EXPENSE STATEMENT or 95
CooPErRATIVE CoTToN-GIN AssociATIONS 1N OxrAanoma, 1933-34

Avernge por
Item All amsocistions ‘Association
Cotton: Quantity !  Amount | Quantity | Amount
Bales (bales) ... iiiiiiiaen.o. 115, 790 | $5, 453, 079 L2 87, 47
Totalcostof cotbonn sold. ... . . ii]eee... 5, 408, AT7 . 88, M3
Income from ootbon. .. ..o “, 13 ). ......... L]
Cotionseed:
Brles (LoD8). o oo e as 83,423 | 1,171,040 TR 12,538
‘Tolal coat of cottonsesd sold........ T L2008 1 10, a7
Income from cottonseed . ... . ... .. ... ool W AT | . aom
Coal, fesd, supplies: ’
Bales . .. 40, |, ....... [ % 311
Tatal oot of 8aled_ . .. ...ieien i iienme o LR 1) P 4, 318
Income from coal, feed, supphles ... ... . . ... _.{. ... 20 |.......... H
Bagging and ties:
Sales (Fatwms) .......................................... 200, HO 0, 200 2, 747 2 M0
Costofbaggingand tles.._________ ... ... ........ maen ... ... 1, 488
Income from bagging and tles. . _______________ ... ___}._........ 82,873 |.......... m
Ginning:
Ravanue
Baled L ieeeiaeecemesamea—aaaans 20,77 |l 2,144
* 100 pounds seed COLLOD. . .. ..o roeiiaiaaaaaen 4, 850, 518 1, 004, 418 4B, 953 10, 578
IPBIOE . . e iimem i acccemnnr v ranaraaan]| seamenan P10, 690 | ... 9, 081
Income from gloming. ... ... .. eeniiiiii]ieneians B4 T8 |.......... 02
Miscellansons IoOme. ... iiaee | ieiieaens 0202 . ... v
Total net INCOMS. ... ... reneecmemiaseeaa] e 418,787 | . ... 4, 408
Total gross sabes_ ... ... .o | 8,300, 774 87,471

Assets, Liabilities, and Net Worth

The cothbined fotal assets of the 95 associations, sfter allowing for
depreciation on buildings, gin machinery, and equipment, amounted
to more than $2,720,000 as of the end of the 1933-34 season (table 3).
This was an average of $28,640 per association. Fixed assets com-
prised chiefly of gin machinery, buildings, and land, made up nearly
75 percent of the total assets. A small portion of the fixed assets,
classified in table 3 as “other fixed assets”, consisted principaily of
filling stations, grain elevators, and store bmldmgs owned by 8 few
of the associations.

This relatively large investment in fixed assets sometunes mnkes it
difficult for members to raise the initial capital required for a newly
organized cooperative cotton-ginning association. However, it gener-
ally assures more continuous patronage of the cooperative year after
year by members seeking to protect their large investment.

As a rule the amount of cash on hand and the inventories are the
only real current assete of a cooperative ginning association.” These
two items made up only 12.3 percent of the total assets. Notes and
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accounts receivable on hand at the close of the ginning season fre-
quently indicate “frozen” rather than current assets; and as a rule,
represent the amount of ginning charges or sales for the previous year
or years which are still uncollected and must be carried over to the
next season. A large percentage of the total at the end of each year
later proves to be uncollectible. This indicates the desirability of
either charging off accounts known to be uncollectible or setting up
sufficient reserves to cover those that are of doubtful value. As
shown by this study, however, accounts and notes receivable made
up only 5.8 percent of the total assets.

TasLe 3.—ConsoLibatep Barance SHEET oF 95 CooreraTivE CoTToN
GIn AssociaTions IN OxtasoMa AT THE CLosE oF THE 1933-34
SEAsSON

Alnsso- | e | conte
BSSO- par oentage
Item alations s30- of
clation | total
Angels
Current asso
Cash on hn.nd and in banks. ..o .o i ocoiiioas $256, 524 $2,732 0.5
Inventor} 75, 001 00 2.8
Agcounts and notes recelvabls 157, 473 1, 858 5.8
Total current assets 482,088 5, 180 8.1
Other assots
Btock subscrlptlon DO o aiacacaeccecaeeiammas 175,620 1, 847 6.5
Investments, deposits, etc. .. . 32,882 318 L2
Total otherassets.__..._..._.... et ecdmmmmmmeeamecmeeeeees 208, 382 2,103 I8
Fixed assets.
LB e i cmc e aciacmcamimcsiiumamavamraenan 115,311 1,314 4.2
BulldIngs i iiarassssmecemcccaccacnccemmn——n 532, 030 5, 600 19.5
Gin machinery nnd equlpmenl‘. L g 1, 300, 529 13, 690 41.8
Office furniture and fixtures . 10, 152 Tirg .4
Autos and trucks!.. 1,884 0 .1
Other fixed assets!.. 57,726 808 21
Total fixed amsets. ... ... ..iiieieccmmcccciciacmecaaeas 2,017,812 21, 230 1
Prepald expenses. . ... . .. ieecmramwenreamre————————— 2,678 -3 .1
Total asBata . . .eiiriiiiiesamrrsesanecemmeeeeneeeennanenan 2,720, 760 28, 640 100.0
Current Habllitlea:
Acoounts payable. 31,327 330 1.2
Accrued eXPensS. . ccrmm - 20, 238 Q50 3
Dividends payable and members® cradits. 185, 233 2,055 7.2
Total current Babflitles. ___ .. 318, s 3,335 1.7
Fixed Uabilities:
Notes payable. cuu oo oo ———————————— 80, 908 o7 3.3
Mortgages payable. ..o 563, 815 5, 024 0.7
"Fotal Axed Mabletea. .. ... .. iemiicmiccmeiaooaan o62,721 | 6,871 2.0
Total Hablltles . . e rar 069, 310 10, 208 3.7
Net worth:
Oapital stook. L. iaieasisiaiiasaeiias 1, 550, 045 16, 316 87.0
Burplis.. . .oeececceenenromcaaaaaamaee T, o, 108 2,118 7.3
Total BAt WOPth....ccivnnr i e iaeiriisanmameeee e senacencacamene 1,751, 41 18, 434 3
Total linbilities and net worth. ... ... . ... ... 2, 720, 180 28, 840 100.0

1 Original cost less depreciation.
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Stock subscription notes representing unpaid balances on sub-
scribed capital stock amounted to 8.5 percent of the total assets.
These notes were, of course, secured by the shares of stock for which
they were given in purchase. Collection on these stock subscription
notes is, for the most part, made by off setting dividend payments as
credits. Investments and other miscellaneous aseets, including utility
deposits and similar items, were only 1.2 percent, of the total aseeta.

The total liabilities were 35.7 percent of the total asrets. Notes
and mortgages payable owed to gin-machinery and other machinery
companies, individuals, local banks, and the bank for cooperatives
were 24 percent of the total assets, and made up more than two-
thirds of the total liabilities. Such total amounts or installments of
these notes and mortgages that were already past due or would become
due within 12 months would have been more properly shown as
current rather than fixed liabilities.

Accounts payable at an average of $330 per association were rela-

-tively small. Accrued expenses, made up principally of interest, were
rather large in relation to the financial size of these organizations,
averaging $950 per essociation.

The liability account, “dividends payable and members’ credits”,
which averaged $2,055 per association, probably did not represent an
actual liability for many of these associations., This grouping was
resorted to in combining the balance sheets, as it was impossible to
determine from individual balance sheets whether the intention was
to pay these liabilities in cash or by issuing additional stock. In
some instances, this account included “certificates of indebtednesa”
that had been issued in lieu of dividends. Dividends formally
declared by the board of directors are an obligation of the association
for which it might be sued to force payment in much the same way as
it might be sued on a note or account payable. *“Certificates of
indebtedness”, likewise, were in most cases intended to be valid obliga-
tions of the association. _

Credits on stock, on the other hand, in no case represented a
declared liability of the association, but rather, a mutual under-
standing that a share of stock would be issued upon the accumulation
of dividends sufficient to equal the par value of one share. Credits on
stock, which in practically every case were issued to members only,
represented patronage dividends that had been deciared and were to
be paid in additional shares of capital stock. They were, therefore,
in the nature of part payments on additional stock, to be converted
into stock formally issued when sufficient amounts were accumulated
to equal one share at par value. They were really a form of surplus
that was in the process of being converted into capital stock. Con-
sequently, had it been possibie to accurately separate these credits
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from dividends payable, and from certificates of indebtedness, they
could have been shown more correctly as & part of the net worth
than as a liability. As a result, the liabilities of these associations,
83 shown by the combined balance sheet, would have been less and
the net worth correspondingly more, which would have given the
members a slightly higher equity than shown. This emphasizes
the desirability of clearly showing in & balance sheet the correct
designation of such accounts.

Net worth was 64.3 percent of the total assets. This 64.3 percent
was the equity of the members in the $2,720,760 of total assets. Of
this total amount 57.0 percent was represented by capital stock and
7.3 percent by undivided surplus. The members of these associations
had invested a total of $1,751,241, or an average of $18,434 per
association, either by purchases of stock or by the reinvestment of
earnings in financing the associations. )

Members or stockholders acquire equity in two principal ways:
(1) Original investment in capital stock, and (2) net earnings that are
left in the association by members. Undivided earnings are shown
in the balance sheet as surplus, ‘The sum of surplus and capital stock
represents the total amount which the stockholders or members have |
invested in the cooperative association. These two accounts com-
prise the net worth of the association, or the total emount of money
which would remain if all assets were sold at book value and all in-
debtedness paid.

Equity of Members in Assets of Their Associations

Equity of members in the assets of their associations, as used herein,
is the percentage of total book value of the assets which is free of all
indebtedness; that is, equity is net worth expressed as a percentage
of total assets. As mentioned above, the stockholder-members of
the 95 Oklahoma cooperative gin associations had an equity of 64.3
percent in the total assets of these associations. In other words,
the stockholder-members owned, clear of indebtedness, an average of
$64.30 for every $100 of book value of assets,

TasLe 4. —Averace Equity or Meueers 1N 95 Orramoma CooPER-
aTive Cotron GIN AssociaTions, AT THE CLosE oF THE 1933-34
Season, BY YEAR OF ORGANIZATION

. _| Average Asscols. | ATersge
Yoar organized Assocla squity of Yoar organizsd e equity of
Number | Pearcent Nurmber | Percent
5 TR 1920 e - 583
: & 8 1980t 1082 ... .. 8 887
b 20 Total OF average._ ... _ 95 543
0 “wo




10 FARM CREDIT ADMINISTRATION

There was, however, considerable variation between different asso-
ciations. For 39 associations the equity of members was over 80
percent. About half of these 39 associations were practically free
of all indebtedness, the members having 98 to 100 percent equity.
The members of 11 associations had less than a 20-percent equity in
the assets of their association. A classification of associations accord-
ing to the percentage of equity of membera at the end of the 1933-34
season, follows:

Number of associations according to percentage of equity:

Less than 0.1 i iaiaiaiaaaanns 4
0.1 10 20,0 _ _ e e meam e emaaaa 7
201t0400__ .. __........ e e e e 11
0D1t0600 ... e e et deeeme—aon 18
B0.1 to BO.0_ e e aae o s 16
80.1 to 100.0__ e e e e e 39

On an average, the equity of the members tended to be less for the
associations organized in more recent years (table 4). There are
probably two reasons for this, The younger associations operating
at the time of this study included some on the verge of bankruptey,
. while similar associations among those organized during earlier years
had already failed and their records were, of course, not included in
this table. Moreover, the older associations had used a certain amount
of their net earnings year after year to pay off the indebtedness in-
curred at the time their gin plants were purchased.

MEMBERS' EQUITY IN OKLAHOMA COOPERATIVE COTTON.GIN ASSO-
CIATIONS, 1933~34

COUITY PERCENTAGE

” || I A i
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[ ]
-—
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et—
o
s

° THHIH | | III il
-25
-uo“ u‘li"u 7] [ ws Wz wie ';.

YEAR ORGANIZED
Figure 2.—Equity of members is not necessarily dependent on the number of ycars the
association has operated.
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The average equity of the members by year of organization as
shown in table 4 is perhaps misleading, in that some individual
associations organized in more recent years show a high equity for
their members; whereas others organized in earlier years show a low
equity. There was a tendency, however, for the older associations to
show the greater equity. The equity of each individual association
by the year organized is shown in figure 2.

Average Investment of Associations

More than half of the cooperative cotton-gin associations had
between $20,000 and $30,000 of total assets; 12 had less than $20,000;
and 8 more than $40,000. The following is a classification of all
associations at the close of the 1933-34 season, according to their
total assets.

Total asseta: v Srsoctogions
Less than $20,000_ __ _____________ e~ 12
$20,000 to $24,009__ _ . ———— 3t
$25,000 to $29,999__ _ _ e lmeca_. 23
$30,000 to 834,999 __ _ __ e cmmcemme—e- 13
$35,000 t0 $30,9099. . . . meaaaaa- 8
$40,000 or more. __ e 8

Total e mmm e am e 95

The variations in the amounts of total assets are due to several
factors, the more important of which are: (1) Size, age, and condition
of the gin plant; (2) type of power; (3) type of gin buildings; (4) value
of other fixed assets owned in addition to the gin plant; such as, grain
elevators, filling stations, stores, land, and similar property; (5) the
amount of current assets on hand; such as, cash, accounts and notes
receivable, inventories, investments, and similar items. Practically
all of the difference in the original cost of new gin plants is due to
number of stands, amount of other equipment, type of power, and
material used in the buildings.

The average coriginal cost of the gin machinery and the power unit,
not including land and buildings, for plants purchased new in Okla-
homa during the 3-year period 1927-1929, by size of gin machinery and
type of power is shown in table 5. Since the cost of gin machinery has
declined during the last few years the figures do not represent present
replacement costs. They do, however, give some indication of the
relative costs of plants of different size. The 4-80 plant of each power
type had an average original cost of $2,600 to $3,000 less than the
5~80 plants.* Oil plants of either size showed & higher average original
cost than steam plants; while steam plants, in twn, had a higher
average cost than electric plants,

See foutnota 1, table 3,
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TaBLe 5.—AveERaGeE Cost or New Gin Macuinzry Axp Powxn
EquirMeNT Purcaasep By 48 Oxiasoma Coorexative CotTon
Gin AssociaTions Durinc THE Periop 1927-1929, By Size or Prant
AND TyreE oF Power

480 planta ! -0 plants !
Type of pawer :umhu. Average o?:umbu- Aversge
assoct et amoat ooat
slions stions
Blaetrle. i 3, 90,900 ®3 R 00
BUBBITE. . .. .o iccramimesssrrca e cecemrssmrrmar o m——————— 2 3, 30 ] 2 100
L0 7Y U 3 N, 900 | ] 7,900

1 Size of piant is designated by the number of gin stands and the gumbar of saws stand. Thoea 4-80
plant is one that has 4 ginatands of 80 saws each. A 5-80, likewiss, has S gin s of %0 saws each.

The relative costs of all-steel buildings as compared with wood-
frame, steel-covered buildings, for 5~-80 planta constructed during the
3-year period 1927-1929, by type of power used, is shown in table 6.
These figures are not necessarily replacement costs. Comparable
costs of buildings of all-wood construction are not available as none
were built during this period. Most of the gin buildings in Oklahoma
are wood-frame covered with corrugated steel on the sides and roof.
A few of the older plants have all-wood buildings; and some of the
most recently constructed buildings have a steel frame covered entirely
with corrugated ateel.

TapLe 6.—Averace Cosr or SerLecrep Types or Gin BuiLpincs!
ror 5-80 Prants Usine Speciriep Tyres or Power, ConsTRUCTED
352;71 ;)ZISMHOM CooreraTIVE AssociatioNs During THE Periobp
l —

Flants ustog Planis using | Plants using oll
alectric power stearn power powe
Type of buliding Num- | A™ | Nom- | A [ Nom- | AT
berof | % | beror| | berot | ***
cost of enst of eont of
sy | B | | SO | o | S
ings ings ioxs
Wood-frame steel-covared. .. ...... ... cceioeoon.. 16 | §7.122 8|87 8! 8,443
Allmtenl oo et ane. 1] 10,003 2] 0,187 2! 11,0

¢ Includes cost of foundation.

During this period the costs of all-steel buildings averaged about
$3,500 more than the wood-frame steel-covered buildings. Within its
own constructional group, buildings of either type had a higher average
cost for plants using steam power than for those using oil power; and
for plants using electric power, a smaller investment was made than
for either of the other two power types. The difference in the cost
of the building as influenced by the type of power is, of course, due to
differences in the size of the buildings and foundations required for the
installation of the different types of power unita. The demand for all-



COOPERATIVE COTTON GINS: OKLAHOMA, 1933—34 13

steel buildings, although requiring a greater initial investment than
wood-frame steel-covered - buildings, is increasing because of the
longer period of their usefulness at smaller costs for upkeep and
depreciation, and because of the lower fire insurance rates obtainable

on this type of building. .
Expenses
Classification of Ginning Expenses

THE expense statements obtained from the cooperative gin associa~
tions were uniformly audited. An attempt was made to include
in the 1933-34 operations all items of expense incurred during that
season, irrespective of whether or not paid; and to exclude all expense
items of previous years that were paid and reported as expenses during
1933-34.
The itemsg classed as ginning expenses in this study are those ordi-
narily shown as such in the annual income and expense statements of
most cooperative cotton-gin associations. For purposes of analysis,
these expenses were divided into three main groups. The first two
groups are directly connected with the operation of the gin machinery,
the third group with the management and the maintenance of the
office. All of the overhead expenses, such as manager’s salary, office
salaries, office supplies, and similar items, are considered as part of
the necessary expenses of ginning proper. ‘The following classification,
which is common to most cooperative gins, was used:
1. Operating expenses:
Labor.
Fuel and lubricating oil.
Repairs and gin supplies.
Miscellaneous,
2, Fixed expenses:
Insurance. .
Taxes, except Federal income,
Depreciation.,

3. Administrative expenses:

Manager’s salary and expense.
Directors’ fees and expense.
Office salaries.
Auditing and legal fees.
Telephone and telegraph service.
Office supplies.
Advertising.
m" rather than costs has boen used In this analysis, as intereat on investmeant hns not

besn considersd.
118773 *—3 72
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There was some variation in the terminology of expense accounts of
the associations; and it is recognized that some discrepancies stitl exist,
although the records of each association have been carefully audited.
An attempt was made, however, to classify uniformly the expense
items in the records of all 95 associations in the following manner:

Operating Expenses

Labor.—All operating wages paid to the gin crew, including the
night watchman and yardmen, when employed, were shown under
this account. Labor employed in repair work during the idle season
was not included here but in the expense item ‘““Repairs.” The saiaries
of the manager and office help were not included.

Fuel and lubricating oil.—All expenditures for electric current or
fuel such as coal, natural gas, fuel oil, and distillate, together with
freight, drayage, and unloading costs on these items were charged to
this account; and likewise all expenditures for oil and grease used in
lubricating either the gin machinery or the power unit. Most of the
associations reported expenses for fuel and lubrication as one total.
Since it was not possible to separate accurately charges reported for
fuel and lubricating oil, these two items were grouped into one ac-
count, The expenses for fuel and lubrication alone should not be
confused with total power costs as the engineer’s labor and deprecia-
tion on the power unit were not included here.

Repairs and gin supplies.—In the records of many of the associations,
all expenses for repairs and supplies were kept in one account. It
seemed expedient, therefore, to combine these two items of expense,
All 1abor as well as material used in repairing the gin machinery, power
unit, or buildings were included here, and also freight and express on
these repair parts. Supplies included such items as tools, brooms,
seed forks, belt lacing and dressing, waste, and other similar items
used in the operation of a cotton gin.

Miscellaneous.—Any expense of operation that could not be included
under the more definite classifications generally fell into this catch-all
group. It wasintended, however, to include only items of an unusual
nature connected with the operations of the gin plant, as distinct
from miscellaneous expense items incurred in handling cotton, cotton-
seed, coal, feed, or other commodities. Drayage cha.rgee for ginning
proper such as hauling dirt or burrs, special services performed for
ginning customers, and similar items made up a large part of this

expense account.
Fixed Expenses

Insurance.—This account included insurance premiums of all kinds
in connection with operation of the gin. Fire and tornado insurance
on the buildings and machinery, together with compensation or pay-
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roll insurance, made up the greater portion of the expense under this
account. A smaller part consisted of premiums on blanket fire-
insurance policies protecting the association from loss on its purchased
cotton and cottonseed, and customers’ products while on the gin
property. Premiums on surety bonds for the gin manager, book-
keeper, and officers were a relatively small part. Most of the associa-
tions also carried some public liability insurance.

Tazes.—Included in this account were State property, income, and
sales taxes; State corporation licenses; Federal check, capital stock,
and all other Federal taxes except income and excess-profits taxes.
Federal income taxes were considered as & deduction from income.

Depreciation—This account included the estimated depreciation on
all depreciable assets. Since there was considerable variation in the
methods and rates which different associations used in deriving the
cost of depreciation, this account was recalculsted for practically all
of the associations, The amount of depreciation charged as a ginning
expense during 1933-34, as well as the reserve accounts for deprecia-
tion, were recalculated from the original cost of the buildings, ma-
chinery, and equipment. The annual rate of depreciation, based on
the estimated useful life of different types of assets, used in ecalculat-
ing the depreciation expense for the 1933-34 season is shown in table 7.

TasLe 7.—EsTiMaTep Userur LiFe anp ANNual RATE oF DEPRECIA-
TioN ForR SPECIFIED Fixep Assers oF Corron Gins!

22t | Amoon
Assets length of g'm
useful preci-
life ation
Yeare | Percent
Gin machinery abd power wnlt . ..l 13 B4
Buildings: :
30 3%
25 +
2 3
10 10
4 F3

1 Compiled from: U. §. Treasury, Burean of Internal Revenue, DEFRRCATION stobixs, Prelim. Rept.,

Jannpary 1931, . . .
Administrative Expenses

Manager’s salary and expense.—Compensation paid to managers for
all kinds of services, such as salaries, commissions, house rents, and
traveling expenses, were included in this account. No attempt was
made to prorate any of the managers’ salary or other overhead ex-
penses to cotton, cottonseed, and side lines.

Directors’ fees or expenses.—This account included all amounts paid
to directors for performance of their official duties. Some associa-
tions paid a small fee for each meeting attended; others, the expenses
incurred while transacting business of the association.
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Office salaries.—Salaries of the bookkeepers, weighers, and other
clerical help were shown in this account.

Auditing and legal fees.—For most of the associations these items
of expense represented an annual or monthly fee paid to outside audi-
tors for preparing annual reports and making out necessary State and
Federal reports. A few associations reported paying small legal fees.

Telephone and telegraph service—This account included the usual
monthly telephone charges and, in addition, long-distance calls made
and telegrams sent in connection with the operation of the gin. Where
it was evident that numerous long-distance calls were made in selling
cotton or cottonseed, part of the expense reported under this heading
was charged to the cost of the commeodities rather than to ginning
expenses.

Office supplies—Blank forms and records used by the association,
and such office supplies as pencils, paper, and ink were included
under office supplies.

Advertising.—The cost of supplies used for advertising, such as
pencils, calendars, record books, and similar items which gins usually
give to patrons each season were charged to this account; also small
donstions to local charity and frequently the cost of flowers for local
funerals.

Expenses Other Than Ginning

Other items of expense which were not considered essential to the
actual operation of the gin plant were chargeable, not to ginning ex-
penses, but directly to the cost of the commodities purchased. To the
extent that any item of expense was increased as a direct result of
buying and selling cottonseed, cotton, or other side-line activities, the

. amount of the increase was charged against the cost of the commodity
handled. However, no attempt was made to prorate any portion of
the general administrative expenses to activities other than ginning.

Direct costs, such as drayage and insurance in connection with the
handling of bale cotton, cottonseed, and other side lines were consid-
ered as a part of the cost of sales of the commodities. It is doubtful,
however, if the handling of cotton and cottonseed and small amounts
of side lines during the ginning season materially increases overhead
expenses. Moreover, the buying of cottonseed, especially, is so
essential to the operation of a cotton gin that it would be practically
impossible to obtain any ginning business without buying cottonseed.

Several other items of expense to the associations could not always
be classed as ginning expenses. It was necessary, therefore, to exclude
the following items from ginning expenses, and to give them fuller
consideration later under distribution of income:

Federal income and excess profits tazes.—A cooperative gin may be
exempted from the payment of these taxes by complying with certain
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regulations of the Bureau of Internal Revenue;® hence, these taxes are
not included under the ginning expenses. For this reason these taxes,
where paid, are considered a deduction from total net income.

Inlerest on notes and mortgages.—Interest paid on borrowed money
was likewise not considered 23 an expense of ginning, but rather as a
distribution or an income deduction. The expense of operating a
cotton gin cannot be said to be increased if a part of the capital re-
quirements are borrowed. Interest has to be paid, of course, on any
money borrowed; but it is a cost to the association or a fixed claim on
a portion of the income, rather than an expense of operating the gin.

Losgses on bad accounts.—Accounts charged off were likewise con-
sidered as a deduction from income rather than an expense. The
charges for ginning service were generally payable in cash; and charges
for ginning and wrapping were usually deducted from the purchase
price of the cottonseed ginned from each bale. In Oklahoms, a
charge for ginning and wrapping is a prior lien or the bale of cotton
ginned and is, therefore, collectible if the gin association desires to
enforce this lien. Losses charged off as bad accounts during any one
year often represent accounts incurred in prior years and, for the most
part, occasioned by the sale of other products rather than by ginning
services. l.osses on bad accounts, therefore, are not considered as
expenses of operating a cotton gin.

Dues.—Annual dues of members paid by the local gin associations
to general farm organizations, as well as dues of local associations
paid to civic organizations, were considered as a disposition of earnings
rather than an expense of operating the gin.

Principal Expenditures

The total combined expense of all associations amounted to nearly
a million dollars for the 193334 season, or an average of $9,681 per
association (table 8). The average expense amounted to $3.53 per
running bale, and 19.8 cents per 100 pounds of seed cotton,

Labor and depreciation were the two most important items of
expense, each of these accounting for about 21 cents of each dollar
of the total expense. Each of the three accounts—fuel and lubrication,
repairs and supplies, and manager’s salary and expenses—amounted to
more than 10 cents per dollar of total expense. Insurance accounted
for nearly 9 cents of each dollar. That is, these 6 items of expense
make up a little more than 86 percent of the total expense of ginning
cotton at these 95 establishments. Almost half of the total expenses
were direct payments for personal services, labor, salaries, commis-

# U. B. Treasry, Bureau of Internal Revenns. EXENPTION OF FARMERS' AND OTHER COOPRRATIVE MAR-
ENTING AND PURCHANING ASSOCIATIONS. [R.A.382,IT:E:RR. Mimsographed.]



18 FARM CREDIT ADMINISTRATION

sions, and fees. Local and State taxes took almost & cents of each
dollar of expense and averaged $473 per association, or & combined
total of almost $45,000 for the 95 associations.

TasLg 8.—Ginnine Expenses or THE 95 CooreraTive Cortron GIn
AssociaTions IN OxrLaHOMA, 1933-34

A VeTRg® SXpanses per-—
Par-

Totat
100 | eeninge
Experise [Lems ::;':22 Aneo- E;::: pounds | of totsl
clesion| bale | itra | P

n

Doliars | Dollara| Dollars] Centa | Poveend
Labor . .. . .. ... e eieeeaeea caean LK, 513 % 000 078 43 2.5
Fuel and lubricating ofl . . . . et emmieaceeee] N8R4 | 1A 48 | ¥ ] 1N
Repnimandsupplles. .. ... .. . . . ... 108em| L1147 .42 23 1.8
Miscallaneous 1. .. ... i aiieiimcceceaaae A, 904 ™ .03 .3 L0
InSuUranee. . ... ... ™, 713 ] .3 1.7 A7
H, 0 473 .1 LO 4.0
iRg, 335 1, 993 .73 41 08
102, 3mn 1,077 .40 212 il
7,068 4 i -] ] N ]
Office mlarl a2, 550 343 L2 .7 L ¥ ]
Auditing and legal fees . 9, 707 1z .04 .1 1.1
Telephone and telegraph service. . R 0,33 57 .02 N .1
Office supplies. ..o ooee e e 8, 079 85 .m .2 9
Advertising. i eemariaeaa- 5, 309 58 .03 A .4
Mol .. e eee]| BID 000 | 9,081 3.5 9.8 100 0

1 Itemas directly connected with the operation of the gin,
3 Not includiag Feders! Income and excess-profit tazes,

Insurance premiums for fire, tornado, and workmens' compensa-
tion for all 95 associations were almost $80,000, or an average of $839
per association. The average expense for insurance was 31 cents
per bale and 1.7 cents per 100 pounds of seed cotton ginned. The
combined expenses for insurance, taxes, and depreciation averaged
slightly more than $3,300 per association. Exclusive of compensa-
tion insurance, commodity insurance, and bond premiums, the aver-
age association had annual fixed expenses of approximately $3,000
even though it did not operate.

Methods of Analysis of Ginning Expenses

In this analysis the relationship between ginning expenses per 100
pounds of seed cotton and volume in running bales is the basis of
comparing expenses between plants of different size, between plants
ha.ving different types of power, and between plants grouped accord-
ing to other factors that affect expenses.

The nature of the relationship for each group havmg' 8 common
characteristic is disclosed by a scatter diagram, on which the data
for expenses and for volume ginned are simultaneously plotted. The
diagram thus shows for each gin at its volume in bales the outlay
required for ginning 100 pounds of seed cotton, and also shows the
range in expenses and volume respectively for the plants represented
in the group. In addition, an important feature is the line or curve
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of average relationship, around which the plotted points or dots are
distributed. The line smooths out the data and provides a means
for interpreting somewhat more specifically the extent of the varia-
tion of expenses with volumse.’

Quantitative differences in this variation for two or more groups
of plants that are unlike with respect to a designated characteristic,
such as size and type of power, are brought out by comparing the
lines of average relationship at a given range of volume. Tables
showing the readings for expenses at intervals of 500 bales in volume
are presented in order that numerical as well as graphical compari-
sons can be made. The expenses stated in such tables are nothing
more than the indicated averages, or the averages shown graphically
by the lines of average relationship at 500-bale volume intervals.
Obviously, specific points of volume in bales other than those used
could have been chosen.

Ginning’ expenses per unit are more commonly stated in terms of
dollars per running bale than in cents per 100 pounds of seed cotton
as used in this analysis. Although dollars-per-bale is more easily
understood, it has some limitations as & unit for expressing expenses.
Ginning charges in Oklahoma are uniformly made on 100 pounds of
seed cotton rather than at a flat rate per bale. This is done to allow
for the variation in the amount of seed cotton from one bale to another.
For the same reason, a comparison between the ginning expenses of
two plants is more signiﬁca.nt when expressed in cents per 100 pounds
of seed cotton than in dollars per bale.

The variation in the quantity of seed cotton per bale depends upon
the method used in harvesting, the variety of cotton, the weight of the
ginned bales, and numerous other factors. To gin out a bale of any
given number of pounds of lint requires a greater number of pounds
of snapped cotton than of picked cotton, and more pounds of seed
cotton of some varieties than of others, even though both varieties are
harvested similarly. Two plants may gin the same number of running

t The curves shown in this report were fitted by the method of least squares, the general equation y= g.q.b}:

belng used throughout. The symbol “y" represents expenses in cents per 100 pounds of seed cotton and
“x** wolume in running bales, and “‘a" and “‘b™ the constants determined for the individual cases. Pro-
liminary tests indicated that equations of this semireciprocal form were, in general, the most satisfastory
for representing the average relationships indicated by the basio data. This method of analysis was used
for a similar analyais of expenses of purchasing assoclations by: Harper, F. A. COOFERATIVE PURCHASING AND
MAREETING ORGANITATIONS IN NEW YORK 6TATE. N. Y. (Cornell) Agr. Expt. Sta. Buil. 564, 117 pp. iilus,
1932, Seep.T7.

‘Tochnloally each scatter dlagremn illustrates n case of net correlation. That is to say, the relationship
between the expenses of ginning 100 pounds of seed cotton and volue ginned 1o bales is showan, with allow-
ance being made for the effect of & third factor (sive, type of power, etc.) on expenses. In drawing compari-
sond betweeh the clirves of average relationship for any two groups of plants it would have been more desir-
able if the same numbar of planty had been represented in each group. The difficnlty wes unavoidable.
‘The equations for the individual curves or lines of average relationship, and the respective indices of correla-
tion and standard errors of estimate are omitted. It should be pointed cut, however, that the relinbility
of the line in sach oase is indicated by the number of plants represented and by the scatter of the plotted
points or dots about the line.
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bales from the same variety of cotton harvested in the same manner,
and yet handle different quantitiea of seed cotton becauss one plant
turns out small bales and the other, large. Much of the effect of these
factors that contribute to the variation in the quantity of seed cotton
per running bale is avoided by expressing ginning expenses in centa per
100 pounds of seed cotton.

Having allowed for the variation between different gins in the aver-
age amount of seed cotton per bale, by using cents per 100 pounds of
seed cotton as the unit of expense, running bales, which is the most
common measure of the volume of a gin plant, could then be used as
the unit of volume, It is preferable to equivalent 500-pound bales or
pounds of seed cotton in that it is more readily comprehended. More-
over, the number of bales ginned in a given area is not materially af-
fected by the method used in harvesting cotton. The number of
pounds of seed cotton ginned, however, is considerably increased if
cotton is harvested by snapping rather than picking.

To the extent that the average weight of running bales of differant
associations varied, equivalent 500-pound bales would have been
slightly more accurate as a measure of volume ginned. Although
data were not available on the average weight of running bales ginned
by each association, it is believed that the averages for the season
would be approximately the same.

In all comparisons except those between plants of different size,
running bales ginned per 5-80 equivalent plant (per 400 sawa) were
used instead of the actual volume ginned. As will be shown later,
ginning expenses at the same volume of cotton vary directly with the
size of the plants as long as the plants are operating below maximum
capacity. It was necessary, therefore, in order to use the data for
each of the 95 associations in making comparisons, to adjust the data
for differences due to the size of plants. This adjustment was made
by expressing the actual volume of each plant larger or smaller than
5-80in the number of bales ginned per 400 saws. The volume of 4-80
and 5-70 plants was increased by the ratio of the number of saws in
each to 400. The volume of 6-70 or larger plants was similarly re-
duced. For example, the volume of a 4-80 plant ginning 2,000 bales
was adjusted to 2,500 bales. Similarly, the volume of a 10-80 plant
ginning 5,000 bales was adjusted to 2,500 bales. Since 67 of the 95
associations had 5-80 plants, it was necessary to adjust the volume of
only 28 plants. Of the 28, the volume of 21 was increased, and the
volume of 7 reduced. -

As will be shown later, increasing the volume of plants smaller than
5-80, and reducing the volume of plante larger than 5-80, to the vol-
ume ginned per 400 saws does not change the relationship between
gmnmg expenses and volume when the data for all 85 plants are in-
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cluded in the same problem. Moreover, not only is the total number
of gins available increased to a number sufficient for satisfactory com-
parisom, but the distribution within power groups, volume groups, and
other groupings used is made more nearly equal by using the data for
all 95 of the associations rather than for the 5-80 plants only.

Factors Influencing Expenses

As is generally known among those associated with the ginning
industry, volume produces greater differences in the per unit expense
of ginning cotton than any other factor. For this reason an analysis
of the effect of other factors on expenses must be made at the same
volume or for groups of gins eccording to the range of volume rep-
resented.

In addition to volume, the following factors were analyzed to
determine their effect on ginning expenses: (1) Size of the gin plant
as measured by the number of saws, (2) type of power used, (3) pro-
portion of picked and snapped cotton ginned, (4) percentage of ginned
cotton purchased, (5) experience and training of the gin manager, (6)
number of days the plant operated during the season, and (7) per-
centage of total volume ginned during the most active calendar months.
It is probable that many other factors, some of which are not measur-
able from the data available, contribute to differences in expenses of
ginning plants.

All 95 associations are classified in table 9 by the size and power
type of their gin plants. Most of these associations owned only one
gin plant; four associations had two separate and complete plants
each, and one had a double battery plant. Sixty-seven of the associa-
tions, or more than two-thirds, had 5-80 plants; 15 had 4-80 plants.

TasLe 9.—OxranomMa Coorerative Corron GIN AssoCIATIONS -
CrLassiFIED BY S1zE oF PLanT anp Tyepe oF Power, 1933-34

Number of plants using indicated type
of power

Sies of gin plant ! Total
Bieam | Klsotrie ol nnmi

g Pt ek D bt D

t Number of stands and number of suws per stand. For example, s 4-80 plant has 4 gin stands of B0 sawa

1 Includes 2 plants u;dnq natural-gas engines. :

33 complate plants, I with steam power and 1 with oil power.

4 Doubls battary plant; one 430 and one 4-80 Iﬂ&nt under the same rool.
§ 2 oomplets plants; each plant is in & separate building.
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The total number of plants owned by sll associations was the equiva-
lent of 100 single planta.

Three main types of power were represented. Thirty-eix associa-
tions, or more than one-third, used electric power; 29 used steam
power; 28 used oil power; and 2 associations, having 2 complete plants
each, operated 1 plant with steam and 1 with oil power.

Size of Plant and Volume Ginned

Relation to total expenses.—Ginning expenses are definitely influenced
by the size of the plant. If the volume ginned is less than the normal
capacity of the smaller plant {table 10 and fig. 3}, the smaller the
plant the lower the average expense of ginning any given volume.
Differences in total expenses of plants of different size are less as
comparisons are made at greater volumes. This suggests that if
data had been available for comparison at sufficiently larger volumes,
the average expenses of the plants in each larger-size group would
have been less than those of plants in the next smaller-size group.

Within the limits of these data the average ginning expenses of
4-80 plants were lower than those of 5-80 plants. The differences
beceme less pronounced at higher volumes. The exact volume at
which the average expenses of 4-80 plants would be as high as that of
5-80 plants would depend on several factors. For example, if the
total volume ginned during a given season is brought to the gins over
a long period, requiring the gins to keep open for a small amount of
ginning each day, and each gin handles approximately the same
volume, the 5-80 plant would be at a decided disadvantage as com-
pared with the 4-80 plant in that the total cost would tend to be
greater for operating the larger plant,

TaerLe 10.—InpicaTED AvErRaGe ToralL Expense or Ginwming 100
Pounps or Seep Cotron on 4-80, 5-80, ano DousLe PLANTS, AT
Sreciriep VoLuMmEs

Total expense | per 100 Total expense ! per 100
pounds of seed ootton pounds of seed cotion
ginned on— gioned on—

Bales ginned Bales ginned

4-80 5-A0 | Double 4-80 5-80 { Douhle

plants | plants?| planta ® plants |plants?{ plants?

C

LOooo. ... 315 4,500, .
L5600 . e oenan 2.4 5,000_ ..
2000, .. . .... 2.9 5,500
2500 ... 18.8 6,000
g% ..................... g ; g,.'fm_ o

B00__ ... , 000
4,000 . ... 15.6

! The expense figures per 100 pounds of seed cotton may be converted into per bale expenses by multiply-
ing each average by the number of 100 pounds of seed cotton required to gin ott s bale.

1 Includes, 5-70 and 2. 8-70 plants.

3 Although data for only 5 piants are incladed In this group, thess results are oot materislly different whea
data for 22 other doubje p! opersting in Tezas under conditions are iocluded.
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TOTAL GINNING EXPENSES PER 100 POUNDS OF SEED COTTON
FOR PLANTS OF DIFFERENT SIZE,BY VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS

EXPENSE 193334 EXPENSE
Canh Pr:; . T T . . . 'gants per
130 Pouinds ALL SIZES | 4-so pLaNTs Pounds
30 N : 30
Double Piants .
N {__‘ a N .-
Py e Lt T N :“-—J.,__
10 10
°u ] 2 3 & S [ 0 2 3 & 5 [] o
THOUSANDS OF BALES GINNED
40 S . r : r Y 40
\ 5-80 PLANTS DOUBLE PLANTS
30 — l a 30
g “nl ~
20 Y fr— 20
ad ik . ] a7 T
STt .
10 - . - 10
00 2 3 4 B y Q 1 2 3 P 5 [ o

THOUSANDS OF BALES GINNED

FiGure 3.~The smaller the gin plant the lower the expenses of ginning as long as the
scason’s volume is less than the mormal capacity of the smaller plant.

Cotton ginning is & decidedly seasonal business. A large percent-
age of the cotton crop is ginned in a relatively short time, the tendency
in the ginning industry being to provide plants large enough and in
sufficient numbers to handle the current supply of ginnings during the
peak season, JIf the number of gins in a given area, bowever, is such
that by operating on & 24-hour basis they are able to gin each day all
of the cotton that is brought to them, these gins will be forced to
operate at much under capecity during the first and latter part of the
season. For this reason a ginning plant somewhat smaller than
necessary to handle the peak load at the height of the season will
tend to operate at a lower per unit cost for the season as a whole than
a plant sufficiently large to handle the peak load.

It is shown in figure 3 that although in general the greater the vol-
ume the less is the per unit expense this does not appear to hold true
beyond a certain volume. As indicated by these fizures, this limit is
reached with 4-80 plants at approximately 4,000 bales and with 5-80
gins at approximately 5,000 bales. It is significant to note that the
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ratio of 4,000 bales to 5,000 bales is about the same as the ratio between
the number of saws in a 4-80 gin plant (320) and in a 5-80 plant (400).

None of the double-battery and double-plant gins (8~80 or larger)
obtained sufficient volume in relation to their size to show the maxi-
mum reduction in expenses; but it is reasonable to assume that had
these gins obtained such volume in relation to their size as was obtained
by the smaller gins, the unit costs would have been approximately the
same as for the smaller gins. On the basia of this assumption, the
double plants would have reached their maximum efficiency at s vol-
ume of approximately 10,000 bales. Based on the number ofgin saws,
for plants of all sizes represented, no material reduction in per
unit expenses resulted after a volume of more than 12X bales per gin
saw was obtained.

As indicated by these data, under conditions existing in 1933-34
with a ginning rate of 20 cents per 100 pounds for picked cotton and
22% cents for snaps (the rate in Oklahoma during the 1933-34 season), a
minimum seasonal volume of approximately six bales of lint, or slightly
more than 10,000 pounds of seed cotton per gin saw, must be obtained
before 2 gin plant will begin to show a net income over expenses.
Under the same conditions, with an average ginning rate of 25 centa
per 100 pounds, these plants would need & volume of only about five
bales, or approximately 8,500 pounds of seed cotton, per saw, in
order to realize expenses. A volume of § balea per saw would mean
1,600 bales for & 4-80 plant, 2,000 bales for a 5-80 plant, and 4,000
bales for a double-battery plant having 10 stands of 80 saws each.
It should be mentioned in this connection that expenses of ginning,
as used in this analysis, do not include any return on investment,
That is, in the above illustration, no return on the investment would
be realized for paying interest on borrowed capital or dividends on
capital stock, much less any surplus earnings to be returned as a
patronage dividend.

The total ginning expense of 4-80 plants as indicated by this
analysis was 8.2 cents per 100 pounds of seed cotton less than that of
5-80 plants at a seasonal volume of 1,000 balee—a difference amount-
ing to $1.23 per bale ginned from 1,500 pounds of seed cotton and
$1.64 per bale ginned from 2,000 pounds of seed cotton. The ad-
vantage of the smaller plants became steadily less as plants of the
two sizes were compared at successively higher volumes, uatil at
4,500 bales the 4-80 plant had an sdvantage of only 0.5 cent per
100 pounds. It is reasonable to assume that with a seasonal volume
of much more than 4,500 bales the advantage of the 4-80 over the
5-80 plant would entirely disappear. Although none of the double
plants ginned less than 3,500 bales, the data in table 10 suggests that
the total expenses per 100 pounds for these larger plants at volumes
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less than 3,500 bales would have been as much above the 5-80 plants
at the same volume as 4-80 plants were below.

According to the data in table 10 an association having a seasonal
volume of 2,000 bales could save from 50 to 65 cents per bale by
operating & 4-80 rather than a 5-80 plant. If the normal expected
volume is 4,000 bales or less, it may be ginned more economically
with a 4-80 than a 5-80 plant. Recently organized or older coopera-
tive associations buying a new plant should consider these differences
in ginning expenses as influenced by size of plant.

It is true, however, that the expense of ginning is not the only factor
to be considered in comparing the relative efficiency of plants of differ-
ent size. The greater convenience and service available with the
larger plant may more than compensate for the added expense.
This seems particulerly true in comparing the éxpenses of single
plants of different size. On the other hand, associations that own
two complete plants are frequently forced by their patrons to operate
both plants in order to give immediate ginning service during much
of the season when the daily volume could be handled with only
one plant.

It appears that the size of the gin plant should be somewhat smaller
than is needed to handle the daily peak volume during the rush period .
on a one-ghift basis, By storing some of the excess volume of seed
cotton each day during the rush season and operating the plant 24
hours a day, if necessary, the daily capacity of a gin plant may be
materially increased. Moreover, storage space for seed cotton can
be provided more economically than additional gin machinery,

There seems to be no significant difference in the efficiency of 5-80
and 4-80 plants when the two are compared at volumes proportionate
to the size of each, As measured by the number of saws, a 4-80 plant
is only 80 percent as large as a 5-80 plant. There is very little differ-
ence between the average expense per 100 pounds of seed cotton of
5-80 plants at any given volume and 4-80 plants at 80 percent of
this volume. For example, the average total expense of 5-80 plants
at & volume of 2,500 bales was 21.1 cents per 100 pounds; the average
expense of 4-80 plants at a volume of 2,000 bales, or 80 percent of
2,500, was 20.9 cents per 100 pounds (teble 10). Even if it is assumed
to be significant, the difference of 0.2 cent per 100 pounds of seed cotton
would amount to only 3 cents per bale for bales of 1,500 pounds, and
4 cents for bales of 2,000 pounds.

The differences in expenses per unit, indicated by this analysis as
being associated with additional intervals of 500 bales in volume, are
shown for plants of each size (table 11 and fig.4). The data in table
11 were calculated from those contained in table 10. For example,
average total ginning expense per 100 pounds of seed cotton for 4-80
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plants, as shown by table 10, was 31.5 cents at 1,000 bales and 24 .4
cents at 1,500 bales. The difference between 31.56 and 24.4, or 7.1
cents, as shown in table 11, is the resulting difference for 4-80 planta
in expenses per 100 pounds of seed cotton between those ginning
1,000 bales and those ginning 1,500 bales. Other per 100-pound
figures were obtained in a similar manner.

TasLe 11.—REepucTioN IN Averace Exrense or Ginning 100 Pounps

ofF Seep CorroN AssoctATED wITH 500-BaLe Increases 1n VoLume
ror 4-80, 5-80, aNp DouBLE PLaNTS

Reduction t in  ginning Reduction! in  winning
expense per 100 pounds x poTian per 100 pounds
of seed cotton of mead cotton

Increase in bales ginned Inorease In bales ginned
480 5-80 | Douhle A0 A0 |Deauble
pinnts | plapts '| plants * plants | planta?i plants®

Ceniz | Cenls | Cenls Cents | Cents | Oenie

1000 to 1,600 . .._... 7.1 10.3 |ooucoaas 4,000t04,800. . _._.___... o6 [N 1.5

L0 02,000 ... 3.5 [ X 1 PO $500to 5,000 .. ... |......._ .8 L1

2000 to 2,500 . _....... 21 [N N R, 5000 06,500 .. ... . feeeernn- .0 .9

2500 to 3,000 __..._... 14 21 .ccao.o. SM0tosono__... . ... |........)........ L]

3,000 40 3,500, .coninann. 1.1 L8 |ueou... oMb 0. . .|l 7

8,500 to 4,000.............. 7 L3 LT 6800 to7,000.. .. ... | cucio]ciiiian ]
I Amount by which ex| were jJowered.,

1 Includes five 5-70 and two 870 plants.
2 Includes data for only 5§ doubie plants.

The indicated differences in total expenses of 4-80 plants at 1,000
bales and at 1,500 bales is 7.1 cents per 100 pounds of seed cotton,
while the difference between a 3,500~ and 4,000-bale volume for plants
of this size is only 0.7 cents. Similar tendencies are observed for
plants of other sizes with respect to the difference in per unit expenses.
It is significant, however, that for each group of plants of larger size
there is a more pronounced diminution of the difference in expenses at
higher points of volume. For example, for the 5-80 plants, 10.3
cents difference is observed between plants ginning 1,000 bales and
those ginning 1,500 bales, s compared to 7.1 centa for the 4-80 plants;
likewise the difference in expenses of 5-80 plante ginning 3,500 bales
and 4,000 bales is 1.1 cents and for 4-80 plants, only 0.7 cent.
Double-battery plants compared at these volumes showed a differ-
ence of 1.7 cents, which is slightly more than for 5-80 plants. Similar
computations might be made for intervals of volume greater than
500 bales.

With respect to reduction in expenses, securing additional volume is
very important to an association that has a low volume relative to the
size of the plant, but it becomes less and less important at higher
volumes, Although not conclusively shown by these figures, there
obviously is a point in volume for gins of each size group beyond which
no additional reduction in per unit expenses could be obtained with
additional volume.
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In the relationship between volume and per unit expenses, a coopera-
tive gin is in a position somewhat different from that of an ordinary
commercial gin. Since patronage dividends of a cooperative gin are
paid on a per unit basis, the dividends per unit will not be increased by
additional volume after the point is reached at which no further reduc-
tion in per unit cost is obtained. Af this poinft & cooperative gin is
operating at maximum efficiency; and increased volume obtained by
expanding membership or other means, would result in wearing out
the plant more rapidly by reason of the additional volume, with no
greater return per bale, For a commercial gin, on the other hand,
additional volume would net the owners more total income as long as
the revenue per bale was larger than the expense per bale.

REDUCTION IN GINNING EXPENSES RESULTIN.G FROM
INCREASED VOLUME, BY SIZE OF PLANT
OKLAHOMA CODPERATIV;EagO;:’ON-GIN ASSOCIATIONS

- 1 -

EXPENSE
REDUCTION

100 Pousts 4-80 PLANTS

5-80 PLANTS

DOUBLE PLANTS

WITH INCREASE OF WVOLUME FROM :
3500 4000 4500 5000 5500 6000 6500
T0 TQ TN T0 0 0 T0 -
4000 4500 5000 5500 600D 6500 7000

300
TO
3000 3500
BALES BALES BALES BALES BALES BALES BALES BALES

Ficure 4.—The decline in expenses as a result of increased volume is greater for plants
of each larger size.
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If activities are to be confined to ginning and handling cottonseed,
opportunities arise, particularly in the southeastern cotton States, for
associations having relatively few members to operate three-stand or
even two-stand gin plants. They can be operated by & very small crew
and at relatively low overhead cost for management. For example, &
competent ginner with two or three helpers could easily operate a two-
or three-stand plant; and under an active and interested board of
directors, he could act as both manager and head ginner. By keeping
a carbon or duplicate copy of all checks, tickets, invoices, and other
similar records, the actual bookkeeping for the small membership
could be deferred until after the close of the ginning season.

Small plants can be operated more nearly at capacity throughout
tbe ginning season. They are likewise easily adapted to intermittent
or part-time ginning. Moreover, besides avoiding the difficulties
associated with large memberships, a genuine interest in cooperative
effort could perhaps be developed more easily in these mssociations
without the overemphasized desire for large and immediate financial
returns. In many communities, as few as 10 or 20 farm-operators
together with their tenants could very profitably operate a cooperative
gin plant of two or three stands. Given adequate storage space for
seed cotton during the peak season, a two- or three-stand plant would
gin & relatively large volume of cotton, A two-stand plant operating
24 hours per day during the peak season should be able to gin approxi-
mately the same amount of cotton as & four-stand plant operating
only 12 hours per day.

Operating expenses.—Actual operating expenses vary approximately
in proportion to variations in volume ginned; therefore per unit
operating expenses are not related to volume. At volumes above
2,000 bales operating expenses per unit are not materially affected by

TasrLe 12.—InpicaTtEp Averace OreraTiNnG Exrexse rox GINNIRG
100 Pounps or Seep Corron oN 4-80, 5-80, anp DousLe PrLanTs,
AT SpeciFiED VOLUMES

Average opsrating expense per Average operatiog stpense per
100 pounds of seed cotton 100 pounds of seed oution
ginned on— ginned op—

Bales ginned Bales ginned
480 5-80 Double 480 5-5%0 Double
pilants | plantsl | plants? piants | plants! | pisnts?
Cenls Cenis Coents
10.6 13.5 9.0
9.8 1.4 ae
9.8 10.3 88
9.4 9.7 [ X ]
9.3 9.3 87
9.2 2.0 [ %)
9.1 87

| Incindes five 5-70 and 1wo 6-70 plants, 1 Includes data for only 5 double plants.
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either size of plant or volume ginned (table 12 and fig. 5). Very
little of the difference in average-total ginhing expenses of plants of
different sizes results from differences in operating expenses (labor,
fuel, lubrication, repairs, supplies, and miscellaneous). Except for a
slight advantage of 4-80 and 5-80 plants at volumes of less than
3,000 bales, the average operating expenses per unit were about the
same irrespective of size of plant or volume.

The difference in the average operating expense of 4-80 plants was
only 0.5 cent per 100 pounds of seed cotton between plants ginning
2,000 bales and those ginning 4,500 bales. For bales of 1,500 pounds
of seed cotton, this 1,500-bale difference in volume would amount to
o difference in operating expenses of only 7.5 cents per bale, and for
beles of 2,000 pounds, 10 cents. Corresponding figures for 5-80
plents would amount to approximately 27 cents per bale for bales of
1,500 pounds of seed cotton and 36 cents per bale for bales of 2,000
pounds of seed cotton.

OPERATING EXPENSES PER 100 POUNDS OF SEED COTTON
FOR PLANTS OF DIFFERENT SIZE,BY VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS
EXPENSE 1933 -34 EXPENSE
Centsper T T T T Cants par
100 Pounds ALL SIZES ’ 4-8C PLANTS 100 Pounds
30 30
20 5-80s 20

‘o Doublcff%n.‘: e .
ﬁ_ =3 MO — 10
‘ %-80s [ |
01. 3 A& 5 & 0O 2 3 4 5 ] o
THOUSANDS OF BALES GINNED
40 T T T T T t 40
5-80 PLANTS DOUBLE PLANTS
30 20
20 - 20
I ‘i. ol | .
10 o ‘_' '.-_ — - == ...-,-.‘..--..-LQ...
ol 3 & & © } 2 3 6 o
THOQUSANDS OF BALES GINNED

Figure 5.—The combined expense for labor, fuel, repairs, and supplies per 100 pounds
of seed cotton is not materially influenced by either size of plant or volume ginned.

1187T18"—37——3
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Fized expenses.—Most of the indicated differences in average total
" expenses of gin plants of different size appears under fixed expenses.
That is, the smaller the gin plant the lower the per unit expense for
insurance, taxes, and depreciation. Moreover, most of the differences
in average total expenses between planta ginning low and high volumes
may be accounted for by the differences in the fixed expenses (table

13, fig. 6).
TasLE 13.—InDicaTED AvErRaGe Fixep Expense ror Ginning 100

Pouxps or SEep Corron on 4-80, 5-80, anp DousLe PLanTs, AT
SpeciFIED VOLUMES

Average fixed expense per 100 Avemge fixad oxpense per 100
pounds of seed cotion ginned pounds of peed cotton ginned
on— on—

Bales ginnad Bales ginned
4-80 5-80 Double 4-80 BA-R0 Nouble
planta | plants! | plants? plants | plants! | plants
Cenls Cenis Cents Cents COmix Omis
1, 14. 4 10 O R —— A 3 7.3
1, 0.9 128 |- 6.7
2, 7.8 0.3 | .. LY ]
2, 8.3 A ) nl
3 5.4 [ T PO 58
3.5 4.7 5.1 8.5 87
4, 43 4.5 7.8
1 Includes 5, 570 and 2, 0-70 plants. t Includes data for only 5 double plants,

The total amount of fixed expenses does not increase at the same
rate as some other expenses when volume increases, Thus the per
unit expense for these items decreases rapidly with increased volume.
From the standpoint of fixed expenses, therefore, volume ginned is of
more importance than for any of the other groups of expenses.

The method used in this analysis for estimating depreciation expense
does not give any consideration to the effect of volume ginned on
depreciation of the plant. Taxes are increased by volume only to
the extent that sales taxes, check taxes, and State income taxes, when
paid, reflect volume ginned. Since the expense for insurance includes
pay roll or compensation insurance this item would tend to increase
slightly with the amount expended for labor.

The differences in fixed expenses for plants of different size account
for more than half of the differences in total expenses. Fixed expenses
make up from 25 to 45 percent of the total expenses, depending on
volume ginned. When a plant of a given size is once acquired, the
annual fixed expense for insurance, taxes, and depreciation is more or
less determined for the entire life of the gin plant. Therefore, when
the cooperative is first organized or when a new plant is buiit, the
board of directors has a very importent decision to make in selecting
the size of plant. The directors should attempt to select the smallest
size that will handle their expected volume during the life of the plant.
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FIXED EXPENSES PER 100 POUNDS OF SEED COTTON FOR
PLANTS OF DIFFERENT SIZE,BY VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS

EXPENSE 1933 -34 EXPENSE
Conts par T T T T T 1 Caentaper
100 Pounds|  ALL SI1ZES 4-BO PLANTS |00 Pourds
3o 30
20 20
\ 5805 .
10 \(l Doubfe Plants N, 0
T iy
il T
035 2 3 45 % 6 2 3 4 5 690
THOUSANDS OF BALES GINNED
40 T T T T T T T 40
5-80 PLANTS DOUBLE PLANTS
30 30
20 Y 20
w .
10 N - — 10
* '““.r--:-.‘.‘.._..‘_ -
0% 2 3 4 5 6 0 2 3 4 5 6 °

THOUSANDS OF BALES GINNED

Ficure 6.—Most of the differences in the per unit expense of plants of different size, as
well as most of the decline in per unit expense resulting from increased volume, accurs
in the expenses for insurance, taxes, and depreciation.

Administrative expenses.—These data indicate that the smaller the
plant the lower the administrative expenses at the same volume. For
example, at a volume of 3,500 bales these expenses averaged 5.3 cents
per 100 pounds for double plants, 3.4 cents for 5-80 plants, and 2.4
cents for 4-80 plants, In general the average administrative expenses
were slightly lower at the same volume for each smaller size group of
plants (table 14 and fig. 7). The difference between 4-80 and 5-80
plants was approximately 1 cent per 100 pounds regardless of volume.
For the plants of each size group, administrative expenses per unit
were less for plants having a high volume as compared to those hav-
ing a low volume. This difference was more pronounced than that
observed for operating expenses, but less than that for fixed expenses.
The difference in administrative expenses between plants of the same
gsize at different volumes does not appear large ; however, in proportion
to the relative amount of these expenses, the reduction is important.
For example, the difference in average administrative expenses be-
tween 5-80 plants at volumes of 2,000 and 3,000 bales was only 1 cent

Golkchale Institute of Politica
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per 100 pounds of seed cotton. This 1 cent, however, was nearly 22
percent of the per unit administrative expense of 4.6 cents at 2,000
bales, or a reduction of more than one-fifth.

TasrLe 14.—InpicaTEp AveEraGE ApMiNISTRATIVE Exrense rox Gix-
NinG 100 Pounps or Seep Corron on 4-80, 5-80, axp Dousix
PLaxTs AT SpeciFiED VoLUMES

Avernge adminixtrative ex. Averssn sdministrative  ex.
penss per 100 pounds of syed pense par 100 pounds of seed
cotton ginned on— ooiton ginbed og-—

Rales ginned Bales ginned
4+-%0 5-B0 Dmble 80 -0 Double

plants | plants! ] planis plants | planits! | planist

Cenla Crnts [£.T/]
|3 ] 7.3 a6
4.7 65| 31
3.7 4.0 - § ]
a1 4.0 I
27 38 1.8
24 3.4 1.8
232 32

1 Includes 5, 570 and 2, 8-70 plants. ¥ Inclades dats for only § double plants.

ADMINISTRATIVE EXPENSES PER 100 POUNDS OF SEED COTTON
FOR PLANTS OF DIFFERENT SIZE, BY VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS, 1933-34

EXPENSE g:tlnn
100 Pounds 1 1 T I 100 Pounds
ALL SIZES 4-80 PLANTS
20 30
20 20
1] 80s s 10
Doubia Plants ;
o 1 #-80% — ’ o
0 I 2 3 4 s 6 0O ] 2 [ 4 ] ¢
THOUBANDGS OF BALES GINNRD
40 T T | T Y T 40
5-80 PLANTS POUBLE PLANTS
30 30
20 20
io = 10
Sy 2]
* 7?"%_. e taal o 8
[+] - Q
C I 2 3 4 5 & 0 ] 2 a 4 S &

THOUSANDS OF BALES BSINNED

Ficure 7.—The overhead expenses connected with management and the office are lower
per unit of volume for each smaller-size group of plants.
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It might be expected that the smaller plants would have as high or
even higher administrative expenses per 100 pounds than larger plants,
since plants of either size would require about the same type of mana-
ger. However, in the smaller plants, the manager frequently does
the office work; and in some instances also works with the gin. crew,
Moreover the manager and other employees are hired on a seasonal
rather than an annual basis in the smaller plants more often than in
the larger plants.

Relative importance of operating, fized, and administrative expenses.—
The foregoing discussion of ginning expenses in relation to size of
plant and volume is based on the expenses per 100 pounds of seed
cotton. If each of the three groups of expenses {operating, fixed, and
administrative) is expressed as a percent of the total expense, the
importance of each group may be examined in its relation to volume
(table 15 and fig. 8).

TasLe 15.—InpicaTEp AveERAGE OpPERaTING, FIXED, AND ApMINIS-
TRATIVE ExPENSES AS PERCENTAGES OF ToTAL EXPENSE, BY SIZE OF
PLANT AND AT SPECIFIED VOLUMES

Expense groups s & peroontage Expense groups as a percentage

of total expanse of total expense

Bnl%s s{lnne{d Bnlt:ls m_mtd
and sire o and stze ol
Admin- Admin-
plant Operstt giyed | istra- plant | Operat-l ppog {“istra.

N2 | oxpense| tive | ol I8 |axpense] tive | Total

expense axpense) erpense expense

4-80 plants: Percent| Percent| Percent| Percent || 5-80 plants:1—

LoD, ______. 3 48 3 100 Continued Percent| Percent | Percent | Pezeent
2000, _..... 48 a8 18 00 4,000 __.... 58 7 20 100
3000 _...... &3 A 18 100 6000 . _..... 56 2 | 20 100
4,000, ... 54 27 14 100 || Double plants:?

5-80 plants: 4,000, .. _._.. 43 r 20 100
1000, ..., 34 47 19 100 3000 ____.__ 48 36 18 160
2,000, .. ___ 43 n 19 100 6,000 ____.__ 51 36 18 100
3000 ... 40 42 19 100 7,000 ....... ] 36 10 100

1 Includes §, 570 and 2, 6-70 plants. 1 Based on data for anly 5 doublo plants.

At all volumes represented above 1,000 bales (table 15) operating
expenses (labor, fuel, repairs, and similar items) account for the
largest part of the total expenses for plants of each size. At higher
volumes this group of expenses makes up an increasing percentage of
the total expenses. At the same volume, operating expenses generally
make up a greater percentage of the total expenses for the plants of
each smaller-size group. The increase in this proportion is more
rapid with increased volume for the smaller than for the larger plants,
This explains why the expenses of smaller plants can be more readily
adjusted to lower volume,

Operating expenses, therefore, offar the greatest opportunity for
reduction in the per unit expenses of ginning cotton. Means of lower-
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PERCENTAGE DISTRIBUTION OF OPERATING, FIXED.AND ADMINISTRATIVE
EXPENSES FOR PLANTS OF DIFFERENT SIZE AT SPECIFIED YOLUMES
OKLAHOMA COOPERATIVE COTTON=GIN ASSOCIATIONS, 193334
W ottt R ettt nee [ arerien otbee ermenses
supplins,ond misc.) end depreciation} edvertiaing, ete.
PERCENTAGE DISTRIBUTION OF EXFENSES
yoLume g 19 20 30 40 50 60 19 80 ha') 100
GINNED I
Bales I | 4-80 I%LANTJI
1000 - . A A e i
| { | ] |
2000
{ { | | ! I
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] { | | [ ] |
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i | | i I | ] l |
' |
[ ' l ?-BO Il’LANT
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] | I { [ i i
2000
{ § I | I [ [ |
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J 1 T
| | ‘ D'OUBLE PLAN;FS
4000 080
] | } | | I | }
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4000
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Ficure B.—As the volume ginned increases, operating expense makes up an increasing
proportion of total expense, and administrative expense a smaller proportion.

ing them have been found by several experienced managers. One
manager réduced the expense for repair labor by using the ginning
crew on days of intermittent ginning during the latter part of the
season to make all of the necessary machinery repairs for the following
season. Others reduced power costs by testing certain units of the
gin machinery, such as fans, for the most effective speed. Gin plants
using electric power especially, show a prompt decrease in expense
when the efficiency of the several units of the gin machinery is in-
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creased, because the amount of electric current required varies with
the efficiency with which the different units of the machinery are oper-
ated, and also because the expense for current for electric plants makes
up a greater percentage of the total expense than the fuel expense for
coal, gas, or oil of plants with other types of power.

At the same volume fixed expenses generally mealke up 2 smaller
proportion of the total expense for plants of each smaller size. With
increased volume, fixed expenses tend to become a smaller percent of
the total, The fixed expenses for the double plants make up a much
greater percentage of the total than they do for 4-80 or 5-80 plants.
For example, at 4,000 bales volume fixed expenses (insurance, taxes,
and depreciation) make up 37 percent of the total expenses of double
plants and only 27 percent of the total for 4-80 and 5-80 plants.

Administrative expenses generally account for a greater proportion
of the total expense for 5-80 plants than for either larger or smaller
" ones. For the 5-80 plants the proportion was about the same regard-
less of volume. Administrative expenses declined in proportion to
the total expense for plants both smaller and larger than 5-80’s when
volume increased.

Type of Power and Volume Ginned

Effect on total expense—Differences in average total expense because
of the type of power are very small as compared with those resulting
from the size of the gin plant. At volumes between 1,500 and 3,500
bales per 5-80 equivalent plant, the difference in total expenses be-
tween any two types of power did not exceed 2 cents per 100 pounds of
seed cotton ginned (table 18 and fig. 9).

TabLe 16.—InpicaTED AVERAGE ‘ToraL Expense or Ginwing 100

Pounps or Serp Corron aT SeeciFiep VoLumEes, BY TYPES oF
Power

Avarage total ginning Avorage total ginning
expenses par 100 sxpensss por 100
pounds of seed cotton pounds of cotton
ginned on plants Egged on  plants

Bales ginnad ! Bales ginoed ! §
Steam | Bl | op Steam | Blo> | op
power power power t Power power | Power 1
Cenly
369
8.4
.2
218
10.9

1 Per 5-80 aquivalent plants. ! Includes 2 plants using natural-gas power.
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TOTAL GINNING EXPENSE PER 100 POUNDS OF SEED COTTON
FOR PLANTS OF DIFFERENT POWER TYPE, BY VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS

B 1933-14 L
Cents per £ ¥ T T Cents par
100 Pounds ALL POWER TYPES \ STEAM 100 Pounds
30— - T
Stewam \ \
Ny Electric TR~
20 7~ : 20
| - -
= o e S
Ost
10 10
% T 2 4 5 &0 2 s 5 o °
THOUSANDS OF BALES GIMNED PER 5-80 PLANT
40 3 T 40
\ ELECTRIC X oL
30 ¥ i ‘.‘ 30
e, Y
20 el S 20
h ‘-‘:- -._i-— ¢ '.' .';-.‘ [
b - -."--- .
10 . ; ‘o
° i 3 s °

4 3 s 0 1 2
THOUSANDS OF BALES GiNNED PER 5-80 PLANT

Figune 3.—At a volume of approximately 2,000 bales for a 5-80 equivalent plant, there
is very little difference in the average ginning expenses of steam, electric, and oil plants.
At volumes less than 2,000 bales, oil plants had the highest expense; at volumes greater
than 2,000 bales, electric plants had the highest expense.

As shown in table 9, there were 36 electric plants, 29 steam plants,
26 oil plants, 2 natural-gas plants, and 2 double plants using both steam
and oil power. The two natural-gas plants were included with the
oil group. One of the double plants, using both steam and oil power,
was included in each of the two power-type groups—steam and oil.

There was possibly some variation in expenses among the steam
plants because of the kind of fuel used. A majority of these plants
used coal, but some used fuel oil, natural gas, or a combination of
burrs with cosl, oil, or natural gas. The electric rate was 3 cents per
kilowatt-hour for all but two or three of the plants using electric
power.

The average ginning expenses according to the power type were
determined in the same way as the average expenses according to the
gize of the plants. As previously mentioned, however, allowance was
made for the effect of the size of the plant on expenses by adjusting



COOPERATIVE COTTON GINS: OKLAHOMA, 1933—34 37

the volume of each plant larger or smaller than 5-80 to the number of
bales ginned per 400 saws; that is, per 5-80 equivalent. These results,
therefore, are in terms of 5-80 plants.

At 2 volume of approximately 2,000 bales for a 5-80 plant, there was
no significant difference in the totel ginning expenses because of the
type of power. With a volume of less than 2,000 bales, the plants
using electric power operated at a slightly lower rate of expense than
plants using steam or oil power. With a volume of more than 2,000
bales, however, the plants using electricity operated at a slightly
higher expense than plants employing steam or oil power. The ad-
vantage held by the electric plants in the lower-volume groups is
partly because the current for power is used only when ginning is
being done. However, when a minimum service charge is made
for the use of electric current instead of the flat rate per kilowatt-hour
electric plants in the lower-volume groups are at a disadvantage.
Oil plants, or those using natural gas also are somewhat better adapted
to intermittent ginning than steam plants,

According to the data obtained, plants using oil power had lower
average expenses than plants using steam power when a volume of
more than 2,000 bales was ginned during the season, but average
expenses higher than those of steam plants when a volurme of less
than 2,000 bales was ginned. The higher expenses of oil plants, as
compared with steam plants at volumes below 2,000 bales, is probably
because of the greater amount of depreciation on the oil plants. This
is true, even assuming that the useful life of an oil engine is the ssme
8s that of a steem plant. As will be shown lafer, even though the oil
plants would have lower expenses for fuel alone than the steam plants,
especially with low volume, the item of depreciation, and to some
extent insurance and taxes, on the more costly oil-power unit gives
the steam plant a slight advantage in total expenses per unit of
volume at volumes less than 2,000 bales per season,

A comparison of the average expenses of plants leads to the con-
clusion that thers was no marked difference in expenses of operation
resulting from the use of different types of power. The average
differencea shown at all volumes above 1,000 bales are less than 2
cents per 100 pounds of seed cotton ginned, or not more than 25 cents
per bale. These figures should discourage any cooperative gin
association from inadvisably junking and replacing a reasonably
good power unit in an attempt to lower power expenses.

Local facilities and conditions are perhaps the chief factors in-
fluencing a decision as to the best type of power to use for any plant.
In some localities, oil and steam plants are at a disadvantage because
of the water supply; in other sections, steam plants are economical
because burs may be used for fuel. Likewise, electricity is expensive
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in some areas, especially in those where a high initial service charge
is made instead of a flat rate, when only a small amount of current
is used in ginning & small volume.

Influence on individual iteme of erpense.—Although the sverage
total ginning expense per 100 pounds is not materially affected by
type of power, there are, in some instances, wide differences in indi-
vidual items of expense between plants having different types of
power (table 17 and fig. 10).

TasLe 17.—InpicaTep Averace Exrense per 100 Pounps or Seen
Cotton For SeLecTeD ITEms, BY Tyres or PowER AND AT SPECIFiED
VoLumes

Average expetise per 100 pounds of seed cotlon for—

Labor | lubricet- aod and

Bales ginned ! Fueland | Repairs {lnsumnoe; .o
ing ol | supplles | taxes? | 8HoD

-8

FHNMARIRE - RNNARIE NONSNA R

AEALARASD SINIMNLARS rpppp.—.«ppg
Orumpy Gy bR SRS IDOONR~
) SEGI00 R .z-:-:-.-e-».u.-g

=_RMNNNRRIN OO BADN OO0 AR
RRRNPN AN SN PN PN w»»nw».—.-pg
AN NBOOW WU HNRES NN RO
SERHNENAS e RRRRNAS ﬂFHHHN!‘.‘?g
EO=~ 820003 VO =WACREE =plMeaRCUNoOW
VU NOOR=mAL BRSNS W S0y~

| 5-80 aquivalent plants,
* Federal Incoms and excess-profit taxes not included. 1 Includes 3 plants using Datural-gas powss.
The average labor expense per 100 pounds of seed cotton ginned
was highest for ateam planta and lowest for electric plants; and for oil
plants about halfway between the other two. Generally, one more
man is required to operate & steam than an electric plant. Some oil
plants are operated with a full-time engine man, while others use the
ginner to oversee both the gin machinery and the power unit.
For plants of each power type the average labor expenses per 100
pounds did not materially decrease with increased volume after a
volume of 2,000 bales per 5-80 equivalent plant was obtained. Up

to 2,000 bales, however, the labor costa per unit were decidedly lower
%
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with increased volume. This indicated that additional volume above
2,000 bales necessitated either a larger crew, higher wages per hour,
or more hours of operation. Probably the gin crew was increased by
one or two men during the rush period of ginning, while the volume
ginned during the rush period as compared to more normal volume
would not likely increase proportionately with the pay roll.

To the extent that large volume per day was handled by the regular
crew working overtime rather than by an extra night shift, the ex-
penses per unit for labor would be higher with greuter volumes, because
of the fact that wages are usually paid at a higher rate per hour for
overtime than for regular work. Power expenses would increase in
total amount but would decrease in per unit of volume during the
period the plant was operating at or near capacity.

Average expenses for fuel and lubrication for steam and oil plants
per 100 pounds of seed cotton ginned were considerably lower than
for current and lubrication for electric plants. Regardless of volume
the advantage of oil over electric power for fuel and lubrication re-
mained fairly constant at a difference of about 2.5 cents per 100 pounds
of seed cotton. At a 1,000-bale volume, fuel expense was almost as
high for steam plants as for electric plants and declined below that of
oil plants when more than 4,000 bales was ginned during the season.
Obviocusly this marked decline sccompanies increased volume because
the cost of maintaining steam pressure is almost as great whether a
few bales or maximum volume is ginned daily. On the other hand,
electric plants, and to some extent oil plants, use current or fuel only
while actually ginning.

The average expenses for repairs, supplies, and miscellaneous items
per 100 pounds of seed cotton varied widely from one plant to another,
even within the same power group and at spproximately the same

-

volume (fig. 10). As a matter of fact, much of the repair expense of .

most gin plants each year is the result of the previous year’s operations
rather than those of the current year. That is, the annual overhauling
of machinery and equipment is done in the spring and summer months,
and the extent of necessary repairs depends usually more on the volume
ginned during the previous season than on the volume expected for
the approaching season. For this reason, and because of variations
in the repair policy from plant to plant, the per unit expenditures for
repairs, supplies, and such items are not necessarily applicable to the
1933-34 season. However, to the extent that needed repairs are made
each year the annual repair cost would tend to be uniform. Such
differences between plants as did show up in these averages, however,
were favorable to those plants having electric power, as was to be
expected, since the ordinary repairs of a steam or oil motor are more
expensive than those of an electric motor.
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Ficume 10.—Any one item of expense taken alone sometimes shows wide differences between types. These differences in individual cxpense items,
however, tend to be compensating.
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Expenses for repairs, supplies, and such items averaged about one-
half cent per 100 pounds higher for oil and gas plants than for electric
plants. This difference would amount to about 10 cents per bale.
For either electric or oil plants these expenses per unit showed very
little decline as comparisons were made between plants at successively
higher volumes. That is, as volume increased, expenditures for these
items increased accordingly.

For steam plants the per unit expenses for repairs, supplies, and
such items were less for plants ginning successively higher volumes,
For example, this per-unit expense was 4.4 centsa for plants ginning
1,000 bales and 3.0 cents for planta ginning 2,000 bales, or an average
difference in favor of the plants with the higher volume of approxi-
mately 25 cents per bale. This difference in per unit expense up to
a 2,000-bale volume may be explained in part by the more or less
complete annual overhauling given a steam engine, irrespective of
the volume ginned during the previous season or of the volume
expected during the next season.

Insurance and taxes should, to some extent, reflect the value or cont
of the buildings and equipment. For this reason it might be expected
that the expenses for these items would be more for oil than for steam
plants, and in turn more for steam than for electric plants. No sig-
nificant difference is shown, however, in the average expenses for
insurance and taxes per 100 pounds ginned between plants with difTer-
ent kinds of power. Table 17 and figure 10 detail the figurea. Local
taxes on gin plants do not always reflect the differences in valuation of
plants. Likewise, the amount of fire and tornado insurance which an
association carries does not in all cases reflect book value of the gin
buildings and machinery.

The per unit expenses for insurance and taxes were higher for plants
ginning a small volume than for plants ginning a large volume. This
emphasizes the fact that these expenses are fixed charges which go on
even though the gin plant does not operate. The amount of compen-
sation insurance paid varies directly with the amount of the pay roil
and, therefore, with the volume of cotton ginned. The rute of de-
crease, likewise, in the per unit expenses for the total amount of
insurance and taxes fends to become less pronounced at successively
higher volume.

Since new gin machinery, as previously stated, together with the
power unit, was assumed to have a useful life of 15 years, annual
depreciation was calculated at 6% percent of the original cost. Esti-
mating depreciation expense by this method would naturally show
those plants with the greatest investment in machinery and buildings
to have the greatest depreciation. ;. For this reason, oil plants are shown
to have the higher depreciation expense per 100 pounds of seed cotton
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ginned, followed in order by steam and electric plants. To the extent
that the life of one type of power unit is longer than that of another,
these average indicated expenses do not necessarily reflect actual
depreciation in the power unit.

These differences in individual items of expense, between gin plants
equipped with different types of power, tend to offset one another, with
the result that the average total expenses indicated by these data are
approximately the same for plants of all power types. For example,
the high cost of current for electric plants tends to be offset by lower
cost for labor, repairs, and depreciation; the high cost of labor for
steam plants is offset in part by a lower fuel cost; likewise, the high
cost of depreciation and repairs for oil and gas plants is offset by low
fuel costs. In deciding, therefore, on the type of power to be installed
in & new plaat, or in considering changing from one type of power to
another, it is very important that the directors of a cooperative gin -
sssociation consider the total of all expenses influenced by power
rather than any one item such as fuel. However, no hard and fast
rules can be laid down for the selection of the most advantageous type
of power. As was mentioned above, local facilities and conditions
are perhaps the chief factors to be considered in deciding on the most
economical and advantageous type of power.

Relative importance of individual items of expense.—When the relative
amounts of the different items of expense are analyzed, as they are
influenced by volume ginned and power type, certain significant rela-
tionships are developed that are not so obvious when per unit or abso-
lute expenses are studied. The same basic data used in comparing
expenses per 100 pounds of seed cotton was used in comparing indi-
vidual expense items, each of the specified items being expressed as a

TaBLE 18.—ITEMS oF ExPENSE AS PERCENTAGES OF AVERAGE ToTaL
Expense By TyPE oF POWER AND AT SPECIFIED VOLUMES

Repalrs |Insurance Adminis-

Dalea glnned ! Labor Fuel and and Duamci— trative

snpplies taxos aticn expense

Percenl | Percent | Percent | Percent | Percent | Percend
17.4 10.2 12.0 14.3 al 10.0
21.1 2.5 12.4 13.9 M. 1 19.0
U7 B.9 13.0 13.5 21.0 18.9
8.8 B2 13.3 13.0 18.0 18.9
322 7.5 1.9 126 149 89
14.9. 18.2 8.0 14.1 7.1 17.7
16.8 18.4 0.5 4.7 2.8 18.0
18.4 2.6 10.9 18.1 18.7 i8.3
201 27 12. 4 11.8 14.8 M7
¢ 219 248 3.8 10.4 10.0 0.}
.2 5.8 1.3 1.1 2.3 9.3
2. 4 8.4 12.8 1585 25.8 9.1
v BB 7.0 4.4 138 2.5 8.8
2.7 1.8 16.0 12.0 19. 2 18.5
2.9 8.1 1.5 10.3 15. 0 18.3

1 Per 5-80 equlvalent plant. 1 Includes 2 plants using natursl gas power,
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-* Froune 11.—Labor is an important item of expense for plants of all power types, and becomes increasingly important as volume increases. Except

for electric plante, fuel accounts for a relatively small percentage of toral expense.

Repairs and supplies tend to become more important with

increased volume. Insurance and taxes, and particularly depreciation, decline relative to the total expense as volume increases. Administrative
expenses make up approximately the same percentage of the total expenses regardless of the volume ginned.
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percentage of the total expense (table 18, fig. 11). The straight lines
shown in this figure are the lines of average relationship between
volume ginned (per 5-80 equivalent) and the percentage each item of
expense is of the total expense.® For example, with steam plants at a
volume of 1,000 bales, labor expense made up approximately 17
cents of each dollar of total expense; and at a volume of 6,000 balee,
32 cents of each dollar (see upper left-hand section of fig. 11).

By reading down each of the first three columns of the chart a
comparison may be made of the relative importance of the differant
expense items for the three types of power at different volumes; by
reading from left to right, a comparison of each item of expense as
influenced by power and volume. The right-hand column of this chart
brings these factors together for ready comparison. Specific compari-
sons may be made between different itemg of expense for the same
power type and between different power types for the same item of
expense for the range of volume or any specified volume represented.

Regardless of the type of power, gin labor was one of the largest
items of expense; and made up an increasing proportion of the average
total expense at higher volumes. It was relatively less important for
electric than for steam or oil plants.

Fuel and lubrication made up a smaller proportion of the average
total expense of steam and oil plants than current and lubrication for
electric plants, at all volumes represented. The combined cost of
current and lubricating oil for electric plants amounted to approxi-
mately the same as labor, and increased with additional volume at
about the same rate. For oil and steam plants, however, fuel and
lubrication made up a relatively small proportion of the total expense
and this relationship tended to remain about the same regardless of
volume ginned.

Average expenses for repairs, supplies, and miscellaneous items, in
relation to the total expenses, varied considerably in different planta.
They ranged from 10 to 20 cents per dollar of total expense (fig. 11),
and tended to become a relatively large percentage of the total ex-
penses at successively higher volumes. These items of expense are of
less importance with electric than with steam or oil planta.

Since insurance and taxes were about the same in amount regardless
of volume, these items of expense became relatively less important
at higher volumes. The line of average relationship (fig. 11) does
not decline as rapidly for steam plants as for oil and electric plants,
because the larger pay roll of steam plants, with increased volume,
caused the amount expended in compensation insurance to increase.

Compared with other items, depreciation was one of the major
items of expense and especially so when only a small volume was

1 The straight line formsula, ¥ =a+bx, was nsed in destarmining the potuts for thews Lines.
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ginned. As a result of the method used in calculating depreciation,
this item made up a smaller proportion of the total expenses at higher
volumes.

Administrative expenses made up nearly 20 cents of each dollar of
total expense, This group of expenses was not materially influenced
by either power type or volume.

Percentage of Snapped Cotton Ginned

The Oklahioma ginning rates, as set by the State corporation com-
mission, have been consistently higher for ‘“‘snaps” than for picked
cotton. Prior to 1927 the ginning rate for snaps per 100 pounds was
approximately 50 percent higher than the rate for picked cotton;
during the 193334 season the ginning rate at 22)% cents for snaps was
12.5 percent higher than the 20-cent rate for picked cotton. Under
practical conditions how much more, if any, does it cost to gin 100
pounds of snaps than 100 pounds of picked cotton?

The number of bales of cotton produced in a given area would tend
to be the same regardless of whether the cotton were harvested by
picking or snapping. If any difference at all existed, more bales
would be harvested by snapping than by picking, since it is frequently
possible to snap cotton that cannot ke picked. For snapped cotton,
however, in which the percentage of waste, burrs, and trash, is
larger, the volume of seed cotton required to turn out a bale of a
given size will be much greater. According to a report of the Okla-
homa Agricultural Experiment Station,” based on more than 2,000
bales each of picked and snapped cotton, the pounds of seed cotton
required to gin out a 478-pound-net-weight bale was 30.7 percent,
greater for snapped than for picked cotton. This means that the
volume of seed cotton to be ginned is practically one-third more if all
the cotton is harvested by snapping rather than picking. Ob\nously,
this would mean an increase of one-third in total revenue from ginning
toll, even though the rate for snaps was the same as for picked cotton.

The 95 gin associations studied were divided into two groups, on the
basis of the percentage of spaps ginned (table 19). There were 54
associations which ginned 51 percent or more of snaps and 41 associa-
tions which ginned 50 percent or less of snaps. The indicated aver-
age total expense per 100 pounds of seed cotton was then determined
for each group, at 500-bale intervals from 1,000 to 5,500 bales, by the
same method used in comparing size groups and power groups. By
using bales ginned per 5-80 equivalent (400 saws) as the unit of vol-
ume, instead of actual bales ginned, allowances were made for the
effect of size of plant. Effects of power type and other variables

* McWhorter, Clyde C. CURBRENT PARM ECONOMNS, 8 (3). 1935. (Pub. Okla. Agr. & Mech. Callege),
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were compensating to the extent that the different power types were
equally distributed between these two groupings (teble 19, fig. 12).

TasLE 19.—InpicaTep AveErack Torar Ginning Exrense rEn 100
Pounps oF SEep CoTroN AT SPECIFIED VoruMEes ror AssociaTions
GiNnING 50 PerceNT or LEss Snaps anp Tuose Ginving 51 Pex-
ceENT oR More Swars

Aversge tolal gin- Average tntal gin.
ning expenss per ning expense
100 pounds of M pounds  of
seod entton  for wed  cotton  for
Bales ginned ! plants ginning: Palos ginned | plants ginning
8% percent| 51 percent 50 parcent 51 pereent
or less or more of lma | or more
snaps smaps . snaps mape
Cents Cenls Cenls Centa
40. 8 37.0 1{ 3,m... 1.5 17.9
28 7.9 || 4.000, 18 4 1a.7
4.5 3.4 || 4,500 155 15.9
1.2 0.7 || 50m0._. 14.8 1.3
1.t 15.9 1] 5,500... 14.2 .8

! 5-80 equivalant plants.

As shown by the averages in table 19, until a volume of more than
3,000 bales was obtained, the total expenses per 100 pounds of seed
cotton for plants ginning less than 50 percent snaps was actually more
than for plants ginning 51 percent or more snaps. At volumes greater
than 4,000 bales the plants ginning the smaller proportion of snaps
had slightly lower expenses per 100 pounds of seed cotton.

These differences are explained by the influence of volume on per
unit expenses. Generally, cotton gins are not able to operate et 100
percent capacity during a greater part of the ginning season, for the
reason that cotton to be ginned is not continuously available. During
the days of slow or intermittent ginning, however, practicully all of
the expenses are nearly as great as when the plants are operating at
capacity. The additional volume furnished by the burrs and trash
in snapped cotton can be handled at little actual additional cost over
ginning the same number of bales of picked cotton. This tends to
reduce the cost per 100 pounds of seed cotton ginned because more
pounds ere handled. Thisis especially true when less than a 3,000-baie
volume is ginned (fig. 12). If the number of gin piants in a given area
were based on the number required, operating 24 hours a day, to
handle all the cotton in the peak season, there would not be sufficient
volume to keep all these plants in continuous operation, even for 12
hours a day, at the beginning and at the end of the season. The
amount of snapped cotton which the gins handle in some areas during
the latter part of the ginning season considerably reduces the expenses
per 100 pounds of seed cotton. The per bale expenses, however,
would be higher for snapped than for picked cotton. -
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It may be contended that gin machinery depreciates faster when
ginning snapped cotton than when ginning picked cotton and that a
greater investment in cleaning machinery and power equipment is
required to gin snaps. To some extent this is true. For those areas,
however, where the practice of snapping is most prevalent, there is a
considerable amount of sand and trash even in the most carefully
picked cotton; and the difference in wear on the machinery as between
ginning picked and snapped cotton from the same field is not so large
as might be expected. With regard to the greater investment in
cleaning machinery and the amount of power required to gin snaps, the
gins must have this machinery even if only a small portion of the
cotton is snapped; and once it is had, a certain amount of depreciation
and obsolescence goes on whether or not the machinery is used con-
tinuously.

If it is assumed that the number of gins available in two areas is
in proportion to the amount of seed cotton to be ginned in each area,
the relative costs of ginning where the cotton is picked free from sand

TOTAL EXPENSES PER 535,':5",;".5-
100 POUNDS OF SEED COT~ TOTAL 100 Pounds
TON OF ASSOCIAT'!I?_NOSR "\

GINNING 50 PERCE 30
LESS SNAPS AND OF N g hes| e
ASSOCIATIONS GINNING PN S7xar e dnegs! o
51 PERCENT OR MORE SNAPS "\_!_j
OKLAHDOMA COOPERATIVE 1o
COTTON-GIN ASSOCIATICGNS
1933 =34
o N
4 4 ~
THOUSANDS OF BALES GINNED
, PER S-80 PLANT
XPENSE .
erts per - AD
['o0 Pounds 50% OR LESS | 51% OR MORE
. \
— L .
30 .‘\\‘ . . :\\;‘ a0
20 :\L\ . e 20
» : -h.___-z- “ R h:"_"'.'-url.
10 10
00 2 3 4 5 & 0 t 2 3 4 5 & o
THOUSANDS OF BALES GINMNED FER 3-B0 PLANT

Figure 12.—Ginning expenses per 100 pounds of seed cotton were practically the same
for plants that ginned 51 percent or more snaps as for plants that ginned 50 percent or
less snaps.
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and burrs, and where the cotton is snapped, would likely show a lower
ginning cost per 100 pounds for the area where picking was practiced.
The difference in ginning expenses would result from different condi-
tions in the two areas rather then from different methods of harvesting
cotton in an area handling both picked and snapped cotton,

The effect of snapping cotton on the quality of ginned lint 1s still
another question entirely separate from ginning expenses and is not
considered in this analysis. If it does not cost more per 100 pounds
to gin snapped cotton than it does to gin picked cotton, the rate for
ginning should be the same. 1f we assume that the expense is the
same per 100 pounds for snapped and picked cotton, the total net
income to the gin would be more for the enaps at the same number of
bales ginned even if the same rate is charged for each, because more
units of volume would be handled.

Percentage of Cotton Purchased

The buying and selling of cotton by the gin orgunization tends to
increase total overhead expenses. However, to the extent that
services offered by cooperative gin associations in buying cotton
increases volume ginned, the total per unit cost of ginning may he
lowered.

The 95 associations were divided into three groups on the basis of
the bales bought by each gin association, as a percentage of the bales
ginned on its plant. The indicated average total expense per 100
pounds of seed cotton in relation to volume per 5-80 equivalent plant
(400 saws) was determined for each of these groups at 500-bale
intervals from 1,000 to 5,500 bales (table 20, fig. 13).

Tasre 20.—InpicaTep Averace ToraL Expense or Ginning 100
Pounps oF SEep CoTron ror AssociaTions PURCHASING SPeCIFIED
Percentaces oF THE Corron Ginnep oN THEIR PLANTS, BY TotaL
VoLuMe GINNED

Expenss per 100 in of sead Expensa per 100 poundds of sead
cotlon of tions buylng coiton of amsnciations buyin g
indicated Jaerconuge of cot- Indicated centags of cot-
ton ginn ton g.lnno(f’
Bales ginned ! Bales ginned ¢
B3per- | 33.4to 85.7 per- | 3.3 per- | 33.4tc | 86.7 pe-
cent or | 86.6 per- | centor cent or | 86.6 par- | cent or
less oent more loss cent mors
Cents Cenily Cenls Cents Cents
1,000_. 42 5 N2 850, _ . .. .. 17. 4 17.8 17. 4
1,500, aLo 2.0)4000..........._ ... 18. 5 8.8 8.3
2,000_ 25.2 AR 15.8 15. 8 15. 4
2,500_. 218 95000 ... . . ., . 15.2 4.9 14.7
3,000__ 19.5 B.8|[5500. _...... ... I 14.7 4.2 4.2

1 Per 5-80 equivalent plant.
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TOTAL EXPENSES PER 100 POUNDS OF SEED COTTON
OF ASSOCIATIONS BUYING DIFFERENT PERCENTAGES
OF THE COTTON GINNED IN THEIR PLANTS
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS
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Figure 13.—Associations that bought from one-third to two-thirds of the cotton ginned
on their plants had higher expenses than associations that bought either a smaller or a
larger proportion.

Although differences in the total ginning expenses of associations
that bought different percentages of the cotton ginned are not wide
enough to be absolutely conclusive, they indicate that cotton-buying
operations and the reasons prompting associations to buy cotton do
influence ginning expenses, especially when the volume ginned is less
than 3,500 bales per 5-80 plant.

Associations which bought less than a third of their ginnings, in
many cases only a few bales, were not actively and aggressively
engaged in buying cotton. They offered no price incentive or special
service to attract cotton purchases or to obtain additional ginning
business. Many confined their purchases largely to remnants of
seed cotton, a few bales that were damaged in ginning, or an occa-
sional bale as an immediate accommodation to some customer.

On the other hand, those buying more than two-thirds of the cotton
ginned were probably offering cotton-buying service primarily to
accommodate patrons by supplying a convenient market for cotton



52 FARM CREDIT ADMINISTRATION ,

rather than engaging aggressively in the cotton business. Associa-
tions, particularly isolated rursl plants, for which the competitive
element is not present, buy the greater proportion of the cotton ginned
in their plants because no other local market exists for their patrons.
Under such conditions, gin associations try to break even or realize a
small profit on this activity. As is evident from the fact that theso
associations bought most of the cotton ginned, they were not forced
by effective competition of other agencies to offer additional services
as a means of securing more ginning volume or to realize a profit on
cotton transactions, and thereby to increase their expenses. The
expense per 100 pounds of seed cotton ginned, for this group, because
of the volume of cotton handled, was slightly more than for the group
buying only a small proportion of the cotton ginned, but was leas for
the group buying from one-third to two-thirds of their ginnings.

This higher average expense of associations buying from one-third
to two-thirds is perhaps due to the fact that they were actively com-
peting for the cotton-merchandising business either to make a profit
on the cotton or to reduce the per unit ginning expense by increasing
volume, ag evidenced by the fact that a eonsiderable amount of cotton
was bought. Generslly, the profit motive on merchandising cotton
is perhaps the incentive of least importance. On the other hand, since
less than two-thirds of their volume ginned was bought, it is evident
that other agencies were 2lso competing for the cotton-merchandising
business. Under such conditions associations competing with com-
mercial gins offering such & service, buy & large percentage of the cot-
ton ginned as a means of holding their membership and attracting
pew members and patrons. It is reasonable to assume that certain
additional services such as drayage, storage, and insurance on cotton
would also be furnished to the patrons, and also that certain adminis-
trative expenses as advertising, telegraph and telephone, and manager’s
expense would be increased.

For all three groups, at volumes in excess of 3,500 bales, an addi-
tional expense incwrred in cotton-buying operations would be relatively
small as compared to total expenses. With a volume of 3,500 bales or
more, the net income realized from ginning, wrapping, and cotton-
seed sold is enough so that direct or indirect profits on cotton-buying
operations may become secondary to accommodating customers,
regardless of the amount of cotton bought.

Experience, Training, and Educaotion of the Gin Manager

An attempt was made to obtain information from each association
regarding the qualifications of the manager. Information relating to
the nature of previous experience and training, number of years em-
ployed, and education was obtained with respect to the managers of
most of the associations studied.
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It is realized that the personal qualifications of an individual cannot
be definitely attributed to any factor, or expressed numerically.
The efficiency of gin managers cannot be conclusively measured by
their education, training, or experience, nor even by personal ability.
Numerous conditions beyond the control of the manager, such as
location, condition, and age of the physical gin plant, all combine to
produce differences in the expenditures of associations. Moreover,
low ginning expenses do not necessarily mean & high total income
from all activities combined. For example, a gin manager may devote
most of his time and effort to keeping down the expenses of the gin plant
and neglect the handling of cottonseed, cotton, and side lines. Al-
though differences in ginning expenses as influenced by factors of
management were not, definite enough to be conclusive, some general
tendencies were indicated by comparisons made between expenses of
associations grouped according to certain measures of the manager’s
ability.

As to the previous experience desirable for a manager, there are
two rather distinet schools of thought on the part of the board mem-
bers. In perhaps a majority of cases the board prefers a man who is
well trained in the mechanical operation of the gin machinery. One
of the arguments for this theory is that the manager can make the
repairs during the idle season as well as keep the mechanical plant in
good condition during the busy season. Other boards of directors
believe that familiarity with the business aspects of the operation of
a gin is the better background for development into a successful
manager. A comparison of per unit expenses on the basis of the
previous training of the managers, however, reveals no material
difference. Managers with a mechanical background were appar-
ently unable to operate their gin plants, on the average, any more
economicelly than managers having a clerical background.

Neither did the number of years’ experience of the manager appear
to affect per unit expense. Associations that employed the same
manager year after year did not necessarily operate their plants any
more economically than associstions changing managers every 2 or 3
years. It is entirely probable thet a manager, in order to make a
good impression, would be more careful in keeping down expenses
during his first few years as manager than he would be after he had
been employed several years and had begun to feel more secure in
his position. Such a policy on the part of a new manager, if practiced,
may even increase expenses over g period of several years. For
example, if expenses of the current year are kept down by postponing
needed repairs, the cost of such items may actually be increased
during the next few years.

The education of the gin manager, however, did appear to have a
slight effect on the per unit ginning expense. On the average, the
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per unit expenses of associations whose manager had only a eommon
school education were somewhat higher than the expenses of associa-
tions whose managers had some high school or college training. This
difference in expenses was particularly noticeable in cases where the
volume ginned was relatively low,

Percentage of Volume Ginned in Most Active Calendar Month

Regardless of the total volume, the greater the percentuge of the
season’s ginnings done in one calendar month, the lower the per unit
expense (table 21, fiz. 14). Although not shown by these data this
was true for these plants regardless of the number of days operated
during the 1933-34 season. Ginnings by calendar months were ob-
tained in the survey for each of the 95 associations. More cotton
was ginned by each association during October, than during any other
calendar month.

Taere 21.—Inpicatep Averace Totar Exrense ofF Ginming 100
Pounps oF Seep CorroN ror AssociaTions GINNING SeecirFiep
PercEnTAGES OoF THEIR ToraL VoLume Durine 1 Moxth, BY
Vorume GINNED

Avernge ginning ex- Avernge ginning ax-
ponses for assecin- pensss for
tiona ginning apec- Linnsginting speo-
ll:ad rtfnl.sar ln":ml rlemml
of total volume in of ints] voluine in
Bales ginned ! I month Bales ginned ! 1 month
50 per- B per
51 pereent 51 perrent
ull::'or or 1nore “":'m aor more
Cenie Cents Cenis Cenrs
39.5 W8 380l 8.2 17.3
2.5 FEI 4000 ...l i7.1 (LW}
u.8 2.0 4,500... 16.3 (1% ]
21.6 2.3 1} 6,000._. 15. 8 4.9
19.6 8.5

1 Per 5-80 equivalent plant.

The associations were divided into two groups, those ginning 50
percent or more of their total volume in October and those ginning
less than 50 percent during that month. On the average, associations
ginning 50 percent or more of their total volume in October operated
at a lower expense per 100 pounds of seed cotton. Differences became
less pronounced as comparisons were made between plants with
successively higher volumes. As the volume ginned per season ap-
proached the maximum capacity of the plant, concentrated volume
became less desirable.

At a 1,000-bale volume, the group of associations ginninir more than
half of their season’s volume in October operated at 2.9 cents less per
100 pounds of seed cotton than those ginning less than half their
season’s volume during that month. This would amount to about
43 cents per bale of 1,500 pounds of seed cotton, and 58 cents per bale
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Ficure 14.—The expenses were lower for the associations having the most concentrated
volume.

of 2,000 pounds, At a 3,500-bale volume the difference would range
from 15 to 20 cents per bale (1 cent per 100 pounds of seed cotton) in
Tavor of the plants with the more councentrated volume. Af 5,000
bales the difference would range between 10 and 15 cents per bale,

Days Plant Was Operated During Season

When the volume ginned was above 2,100 bales per season the
expenses per 100 pounds of seed cotton were definitely higher for plants
operating less than 100 days than for plants operating more than 100
days. At volumes below 2,100 bales, plants operating the fewest
number of days had the lowest expense per 100 pounds of seed cotton
(table 22 and fig. 15).

At a 1,000-bale volume, the average expenses of plants that operated
100 days or less was 4.3 cents per 100 pounds of seed cotton below
that of plants that ginned the same volume in more than 100 days.
This would amount to 65 to 85 cents per bale. At a 5,000-bale volume,
however, the plants that operated more than 100 days had an advantage
of 2.1 cents per 100 pounds of seed cotton, or 30 tc 40 cents per bale.
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The explanation for these opposite differences in expenses with
changes in the volume ginned is due to the relationship of per unit
expenses and volume. As previously mentioned in other comparisons,
ginning expenses per unit of volume tend to be lower when the plant
is operated at normal rather than at nearly maximum eapacity. In
attempting to crowd the greatest possible volume through a gin plant
within a given time, expenses such as labor, power, and repairs increase
faster than the volume ginned.

If capacity ginning means fast ginning, then the quality of ginned
lint may be lowered.® It is a short=sighted policy for a cooperative gin
association to follow ginning practices that tend to lower the quulity
of ginned lint in order to gin more cotton or to get a higher net income
for the association, The final net returns to members on the cotton
which they produce, after deducting the expenses of ginning es well as
all other expenses of producing the cotton, should be considered rather
than ginning expenses only.

TOTAL OINNING EXPENSES ExeENse
OF ASSOCIATIONS THAT N | TOTAL 163 Poulrds
"OPERATED THEIR PLANTS N ,
100 DAYS OR LESS AND ao
THOSE OPERATING 10} Q("‘” deys or more
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co;'ll"ou_eom Agié'é?f'r‘fém 100 dayw or lexs 10
1933 - 34
2 3 & 5 o
THOUSANDS OF BALES BINNED
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Cants per 40
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30 !_ 21l .
.\'\’\\. \‘ . 30
i e, 1 ’ i
20 . [ § . L '--. “'ﬂ.- .e 2°
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Ficune 15.—Expenses were higher for plants that operated 100 days or less than for plants
that operated 101 days or more, when the season’s volume was more than 2,000 bales
per 5-80 plant.

—_———
1 Bee Bennett, Charles A., apd Gerdes, F. L. Ginwing Corron, U. 8. Dept. Agr. Farmers Bull. 1748,
46 pp., [Bas., 1936,
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Tasre 22.—InpicaTep AveErace ToraL Expense oF Ginning 100
Pounps oF SeEp Corron For PLants OperaTing 100 Davs or LEss,
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Sources of Income

OOPERATIVE cotton gins; like commercial gins, derive revenue
from several sources other than ginning. A cotton gin virtually
has a monopoly on the sale of bagging and ties to its customers, and in
most cases practically & monopoly on the handling of a large portion
of the cottonseed ginned. Some gins also buy cotton, but, as a rule,
making a profit on this activity is not their aim. Some gin associa-
tions sell supplies such as feed, coal, gas, and oil; some handle farm
machinery ; and a few operate grain elevators, These side-line activi-
ties may be carried on under the same corporate charter as the ginning
business; or they may be conducted under a separate corporate
charter, but with the same board of directors and manager and even
the same office.

Of the 95 associations studied, all were engaged in ginning cotton
and handling bagging and ties. Other major sources of revenue and
the number of associations receiving revenue from these activities.
are listed below:

Ansociations

Sources of revenue: mh“i‘ﬂf.fu
Ginning eharges_ e 95
Baggingand tiesales. . ________. ... .____________ 95
Cottonseed sales_ ... _ ..o 94
Bale-cotton sales. . ... . aaanan 89
Other Bales . - . . e e e 53
Miscellaneous ineome . ... ... oo .o oo 47

All but one of the associations bought and sold cottonseed. The
manager of this association handled the cottonseed business as part of
his compensation. All but six of the associations handled some
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cotton, although about a third bought less than 500 bales each.
Fifty-three handled some feed, coal, farm supplies, oil, and gas, or
grain; and forty-seven derived revenue from miscellancous nources
such as rents, interest, and similar items.

Relative Importance of Income From Different
Activities

Ginning tolls amounted to only 12.1 percent of the total gross sales
for the 95 associations. An additional 3.1 percent was represented by
the sale of bagging and ties (table 23). That is, only about 15 per-
cent of the total gross revenue of these cotton ginning associations waos
derived from ginning and wrapping. Sales of bale cotton amounted
to nearly two-thirds, 65.7 percent, of the total gross sales; sales of
cottonseed, 14.1 percent. That is, sales of cotton and cottonseed
made up elmost 80 percent of the total sales of these 95 cooperative
associations, It should be remembered, too, that only 73 percent of
the cottonseed and 44.5 percent of the cotton ginned at these plants
was bought by these associations from patrons.

TasLe 23.—RELATIVE IMPORTANCE OF DIFFERENT Sources or Income
AccorpiNnGg To Gross SarLes AND Torar Ner Income, axp Per-
CENTAGE OF INcoMr oN Saves, 1933-34

Percentaga | Percontags
of groms of oet Nst in-
nales Ineemae cote as B
fSource of revanye derived derived | percenious
from from of gros
indicated | indicated nalew
source source
Ginning. . L e 21 202 8.5
Baggingand tles.. . ... . . .o e 31 198 als
Cottonseed . . _._.___.._... . e e eme e . 14.1 4.2 18 ¢
L1 Y 6857 0.6 .8
Other snles and miscellansous. . ... ... ....o.. L iieeial . 50 21 23
Tolal OT BVETaRe . .. oo ot ceam e cm e e 100. 0 00, 0 &0

As the price of cottonseed was abnormally low during the 1933-34
season, 14.1 percent probably would be too small a percentage of the
total sales to show the relative importance of the cottonseed business
to a gin association during seasons when prices of seed are more
nearly normal or relatively high.

The net income on cottonseed made up almost one-half of the total

pet income; ginning, bagging and ties about 20 percent each; cotton
purchases and sales, ebout 10 percent; and the purchase and sale of
farm supplies and miscellaneous items, only 2.3 percent. The low
price of cottonseed did not necessarily reduce the total income realized
on that commodity, as the customary margin for gins handling cotton-
seed is somewhat constant regardless of the price of the seed. On
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the average, ginning brought in about the same proportion of the total
net income Bs bagging and ties. Fifty-nine of the 95 associations,
however, had alarger income from bagging and ties than from ginning
proper. Affecting this large percentage, however, is the fact that the
ginning rate in 1933-34 was only 20 cents per 100 pounds of picked
cotton and 22% cents for snapped—the lowest rate ever established
by the Corporation Commission of Oklahoma.

The percentage of income on all sales was 5.0 percent, or 5 cents
for each dollar of sales. This return on total sales is low, primarily
because of the small return of only 0.8 percent on cotton sales which
made up almost two-thirds of the total gross sales. The return on
ginning tolls was 8.4 percent; on bagging and ties, 31.8 percent; on
cottonseed, 16.9 percent; and on side lines, 2.3 percent. The return
on cottonseed sales is abnormally high in relation to the customary
margin of income from this source because of the relatively low price
prevailing during 1933-34, The returns on bagging and ties at 31.8
percent and ginning tolls at 8.4 percent are typical of the cotton
ginning business—although, in view of the relative size of the invest-
ments required and the risks incurred in these two activities, the
amount of the returns would seem fairer if they were reversed.

Income From Each Activity per Unit Handled
Retyrns from Ginning Proper

The 95 associations elassified according to the amount of ginning
income or loss realized per bale ginned are shown in table 24, The
average volume is also shown for each group. As indicated by these
figures, 45 of the associations failed to realize enough income to cover
expenses ' on ginning operations alone, while 14 associations lost

TasLe 24.—AssociaTions CrassiFiep BY THE NET Income PErR Barr
Froum Gianing

Number | Avorsie Number | Avernge

Ginning income t per bale | of associ- no}lg:tlvg Ginning income! per bale | of assaci- n}‘g’;"“

ations { ations | 9% D8 ES

ginnped
14 1,458 |{ $0.50t0 8090, .. _______.... 18 3, 497
13 1,996 || $landabove ... ... 15 3, 47

19 2,492

w 28 ‘Total and averages ... 95 2,74

t A minus sign indicates a loss.

more than $1 per bale. It should be remembered, however, that the
ginning rates for the 1933—34 season were only 20 cents per 100 pounds
for picked cotton and 22% cents for snaps. Had the ginning rates

1t Interest on borrowed capital and Federal fncome taxes are not consldered as expenses of ginning, but

rathey a8 a distributlon of incoms. Depreciation on buildings and machinery, however, is considered a
part of the cost of operating the gin plant,
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been the same as for the two previous seasons, that is, 25 and 30 centa
for picked and snapped cotton respectively, and had the total volume
and per unit expenses remained unchanged, only 12 of the associations
would have failed to show a net income from ginning proper.

Each succeeding higher income-per-bale group is associated with an
increased average volume ginned. No adjustments were made in
these volume figures for differences because of size of plant.

Income From Bagging and Tiles

Each of the 95 associations sold practically the same number of
patterns of bagging and ties as balea of cotton ginned, though some
associations sold a few patterns to other gins. The price of a pattern
of bagging and ties to the ginning patrons for the 1933-34 season, as
set by the Oklahoma Corporation Commission, was $1 per pattern.
On the basis of this price the 95 associations, as & group, made an
average net income of 31.5 cents for each bale of cotton ginned. Thera
was considerable variation in the avernge net income per pattern on
bagging and ties between different associations. As shown by table
25, 69 of the associations made between 25 cents and 35 cents per
pattern, 10 associations made 25 cents or less per pattern, and 16
associations more than 35 cents.

TaBLE 25.—AssociaTions CLABSIFIED BY Ner IncoMe PER PATTERN
oN Baccing anp Ties N

Number | Avernge Numbeat A vorngs

.| number number
Net Income per pattern (cents) oL :in::(.:i of pat- Pfot Incoms pet pettern (canta)| of assect-§ © it

terns sold sLlons | yernasoid
10 2,815 ([ 40.10F MOOTS. ... cnuieeanccsnan 4 2,851
o 3 w2 Total eTage ] 7
. Of AVETHGE........ LY
] 2,578 *

Income From Cottonseed Purchased

Although cooperative gin associations are primarily processing or-
ganizations in that ginning and baling cotton are initial functions,
all but one of the 95 associations in Qklahoma handled cottonseed.
The average net income from this source was $2.37 per ton. Only
one association showed a loss on handling cottonseed. Thirty-five
associations realized between $2 and $3 per ton, 33 made less than $2,
and 26 more than $3 per ton (table 26).

The net income per ton, however, ia not an accurate measure of the
efficiency of a cooperative gin association in marketing cottonseed.
In comparing two or more associations the initial prices paid the
grower, as well as the associations’ net incomes per ton, must be ¢on-
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sidered; as cooperative gins buy cottonseed from their patrons in
much the same way as commercial gins—that is, the association buys
the cottonseed outnght

In most localities it is the common practice for the local gin to pay
its ginning customers $3 less per ton for cottonseed than the gin can
obtain f. o. b. shipping point from the nearest cottonseed oil mill.
Certain expenses of handling, such as loading, together with some
shrinkage and waste that takes place, usually reduce this $3 margin
to a net of about $2.50 per ton,

Although variations from this customary $3 gross margin are not
uncommoy, it is & normal amount from which the differential between
wagon-lot prices at the gin, and car-lot or truck-lot prices at the nearby
oil mill constantly fluctuate.

TaABLE 26.—AssociaTioNs CrassiFiEp BY Ner IncoME PER TON oOF
CoTttonseep HanbLED

. Average ) Averags
Number Number
Net income ! per ton of Baso- ’;‘;’g‘g Net inoome ! per ton of 8550+ ':,‘;g‘g
olatlons handled ciations handled
—S000¢to 80 .. ____..._..... 1 45 || B0l . 19 341
$001to 81 . 8 828 || $4.0lormore, ... ....eeueennnn 7 623
101 te82, e 24 866
201088 e 35 098 ‘Total or average.._____. o4 887

1A minus gign indicates a loss.

Any variation that is very much above or below this customary

margin is due to either the selling or buying practices of the associa-

. tion. The per ton margin to the association may be increased by
selling cottonseed to more distant mills at prices above the local price,
by holding cottonseed on & rising market, by selling short on a falling
market, or by paying patrons less than the customary local price
based on the usual $3 differential. The per ton margin to the associa-
tion is likewise decreased when the above practices are reversed.

The fact is that most cooperative gins make use of many of the
practices common to commercial gins in efforts to increase their net
income per ton on cottonseed handled. Except for isolated gins, the
price paid the growers is usually a competitive price. Many of the
gin managers keep constantly in touch with several more distant oil
mills in an attempt to sell cottonseed at prices above those quoted
by nearby mills. The managers of some associations frequently store
and hold cottonseed in anticipation of a rising market. In other
cases several cars of cottonseed are sold short in anticipation of a
drop in prices,

As a general rule, however, because of the erratic fluctuations in
the price -paid for cottonseed by oil mills, the holding of any con-
siderable amount of cottonseed for higher prices or selling short

118773°37—5 -__*
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creates a speculative risk that 8 cooperative is not in a position to
assume. There appears to be & much greater opportunity for in-
creased income on cottonseed if several local assaciationa pool their
sales on contract to certain mills; than if individual associntions rpecn-
late on the future price of cottonseed. If a cottonseed oil mill could be
assured a considerable volume of cottonseed from & rather large num-
ber of gins it could well afford to pay a higher price per ton for the
same amount of cottonseed than is possible under the more constly
methods of soliciting business in competition with other mills. The
most logical long-time solution, however, to the problem of an outlet
for cottonseed by cooperative cotton gins appears to be for a group of
local gin associations to own and operate their own cottonseed-oil
mill cooperatively. Owning and operating such a mill, however,
requires a considerable amount of capital. Local gins, thereflore,
should consider the soundness of their own financial condition before
attempting to finance a cottonseed oil mill.

Income per Bale of Cotton Purchased

The purchase and sale of cotton, as previously mentioned, accounted
for about 10 percent of the total net income of the 95 associations.
There was wide variation both in the quantity of cotton bought by
individual associations, and in the net income realized per bale (table
27). As mentioned in the discussion of expenses, none of the overhead
charges such as manager’s salary and office expenses were considered
as a part of the cost of handling cotton. Only direct expenses such as
drayage and yardage on cotton were so considered. Had a part of
the overhead expenseas been charged to cotton, the per bale returns
shown in table 27 would have been somewhat less.

Tapre 27—AssociaTioNs CLassiFiep BY Ner IncomMeE PER BaLr ox
Corron BoucHT

Average Avernge

Net income per bale of cotton ’i}’ﬂ:’:’ number | Net income per bale of cotion N;""h" number

sold cations ofbu:d soid ! cations | o1 haien

hand handied
—$i.0lormose_ ... ] DI MtoSi .. 4 1.A24
—31t0 ~80.5). . e ... L] AR IR R Y IR PN 4 4]
—0.50to—-$000_ . ________.. 15 1,98 | $20ormove... .o eeees [ ] M43

Nt .. . -] 1, 4568
05009090, ... . 9 1. 0681 Total and average. . ... o5 1,219
I

1 A minus sign indicates a lom

Only one-third of the associations lost money on cotton-buying
operations in 1933-34 (table 27). For most of the associations that
handled any appreciable amount of bale cotton the income or loss per
bale was not large. A per bale income of less than 50 cents was realized
by 29 associations, while 15 associations lost less than 50 cents per
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bale. The income or Joss of 71 associations was between $1 per bale
loss and $1 per bale gain. Eight associations lost more than $1 per
bale, while 16 made more than $1 per bale. For the most part, how-
ever, associations that lost or made more than $1 per bale did not buy
many bales, and the total loss or gain therefore was not important. -

Returns from Side-Line Activities

In addition to cottonseed, bagging and ties, and cotton, most of the
associations handled side lines such as coal, feed, seed, gas and oil,
farm machinery, and miscellaneous farm supplies for their members.
Several also purchased or handled miscellaneous commodities for their
members, such as poultry, dairy products, or grain. Following is a
classification of associations according to their total miscellaneous
sales,

Total sales of side lines: e
None. ..o e 30
$0.01 to 8100 . e _ 9
$100.0L to 8500 __ _____ ... 20
$500.01 to §1,000_ e eceenaaaaaa 11
$1,000.01 t0o $2,500_ . ... 15
$2,500.01 t0 $5,000_ ... .. 4
$5,000.01 10 $50,000_ _ .. maeaaiiaaas 3
$50,000.01l ormore. .. . e ememeema e w3

1t These nesociations operated grain slevators.

Generally the net income from such activities was small, and in
many cases the side lines were handled at a loss. As a rule, the
objective in bhandling side lines was to accommodate members and
other farmers, rather than to realize & net income to the cooperative.
For 59 of these associations, business in miscellaneous side lines
amounted to less than $500 each. Only six associations handled
more than $5,000 worth of side lines each while three associations
handled more than $50,000 each, and three associations handled
more than $50,000 each

Income per 100 pounds of Seed Cotton Ginned as
Affected by Sources of Income and Volume Ginned

There is a direct relationship between ginning income and volume
ginned. At any volume, ginning income is supplemented by the
addition of the income realized from the handling of bagging and ties,
cottonseed, cotton, and side lines (table 28 and fig. 20). Since most |
of the activities of a cotton gin are interrelated, the income from each
activity may be expressed logically in terms of the volume ginned, as
well as in the units of each commodity handled.

The net income per 100 pounds of seed cotton, from ginning alone,
was determined for each association. The income from each of the
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other sources—bagging and ties, cottonseed, cotton, and side linea—
was then added one by one to that of ginning. After each of these
additions, the resulting income was expressed in cents per 100 pounds
of seed cotton. Five different income figures were thus determinex|
for each association. These figures show the amount by which the
income from ginning is increased by successively adding the income
derived from these other sources that are so closely related to the
ginning business,

TaBLE 28.—InDicaTED AvERAGE IncoMme Faom Ginming 100 Pounps
or Seep CorronN AT SpeciFiep VoLumes as AFPECTED BY Succes-
sive AppiTioNs Frou Activities OtHeEr TrHAN GinNING

Income 3 per 100 pounds of seed cotion ginned from-—
Bales gloned | Ginntng, | Qinning, | Pinnire,
Ginning 0':‘,:::“‘ wrapping, | weapping, ;:'L‘.',':::i
only wrapping anit coltonsesd, ooltan, an
cotinnseed | and cotton alde Ilnes
Crnis Cenln Cenia Cenla C'enin
1,000 -17.8 -8 2 -4 - I0.R -y
1,500, -71.8 -850 -1 K -0 .3
2,000... -25 -7 35 4.8 49
2,500 .8 24 ah 74 717
3,000, 2.4 44 %) .0 24
3,500, 4.1 a0 0 no n.e
4,000 [ ¥} 71 1.0 121 1ne
4,500 6.0 7.9 L& 13.0 127
5,000 a7l 8 2.4 13.8 123
5,500 7.3 9.2 13.0 14.32 138

'ar 5-80 equivalent plant.
ILnus sign indicates a loss,

-
g

The relationship between income from ginning alone in cents per
100 pounds of seed cotton, and volume in running bales per 5- 80
equivalent plant, was then determined for all 95 associations. Like-
wise, the relationship between income and volume was determined
after adding to ginning income the income from each of the other
activities. Five lines of average relationship (fig. 16) between income
and volume, as well as five series of averages (table 28) representing
the income at 500-bale intervals in volume, were thus obtained.?

At a 1,000-bale volume per 5-80 equivalent plant, the average loss
from ginning operations alone was 17.8 cents per 100 pounds of seed
cotton ginned. The inclusion of the income from bagging and ties
reduced this loss to 16.2 cents per 100 pounds of seed cotton; the
addition of income from cottonseed further reduced it to a loss of 11.4
. cents. Adding the average income from cotton further reduced the
loss to 10.8 cents; and including the income from side lines brought the
loss to 8.9 cents per 100 pounds of seed cotton. At a 1,000 bale volume,

1 The same formulas used in relating expenses to volume (v-ﬂ-h}‘) was used in calculatiog the lines
of average relatlonship and the resulting aversges.



INCOME PER 100 POUNDS OF SEED COTTON AS RELATED TO SOURCES OF INCOME AND VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS, 1933-34
INCOME coMPARlSONs GINNING ONLY GINNING AND WRAPPING  INCOME
Egtm Gimr{-q vy, pi | Cents par
cotlonseed #rrd t%aﬂ____ 100 Pounds
1o Gmnin;,WPpmd -:-_. — . ’. g S .:'.,.'-‘-"-"" 1o
a:dgvmcs - i Ginning, RO ’"‘_:.\--":"" ° _’_...——- 0
o it g clrees i i o
nnmfam'mppm; /{ -
-10 ot -10
/“Gﬂ!ﬂlﬂ, anjy ra
205 I p) 3 % 5 & o i 2 3 % 5 6 O ' 2 3 % 5 3t
THOUSANDS QF BALES G I NNED PER 3-8 0 PLANT
GINNING , WRAPPING GINNING , WRAPPING, GINNING , WRAPPING,COTTONSEED,
20 AND COTTONSEED COTTONSEED AND COTTON COTTON AND SIDELINES 20
Vo ESA _f_.-_..-.--—-:'i" P s - - _-,...1--"'"1" 10
3 - E‘-- --. -~ CIC ]
.__;:y.'..._... / =~
o =2, . . / e . o
~10 = . - ) -10
-20g 1 2 3 Py 5 & 1 2 3 4 5 0 2 3 4 5 raad
THOUS ANDS O F 8 AL ES G I NNED P ER 5=-850 PLANT

TE-£€61 'VWOHVTHO :ENID NOLLOJ FALLYEALQOD

Fi6ure 16.—The income from ginning increases with the volume ginned, and is materially supp]ementad by the income from bapging and ties, cottonseed,

and other activities.

g9
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therefore, the net operating loss per 100 pounds of sced cotton was
only half as great when the income from all other activitien was
deducted from the loss on ginning. Similarly, the average income from
all activities per 100 pounds of seed cotton, at a 5,000-bale volume, wasa
twice as much as the average income from ginning alone at that volume.

The combined average income per 100 pounds of seed cotton from
ginning, wrapping, and cottonseed (table 28, column 4) is really the
true ginning income, since these three activitiee are common to
practically all gins, both commercial and cooperative. That is, a
cotton gin is definitely assured of the sale of bagging and ties to an
amount equal to the number of bales ginned, and practically assured
of handling approximately three fourths of the cottonseed from the
total bales ginned.

With a ginning rate of 20 cents per 100 pounds for picked cotton
and 224 cents for ‘‘snapped” cotton, the sale price on bagging and
ties of $1 per pattern, and the prevailing net margin of $2.37 per ton
on cottonseed, the average income from these three activities for the
95 associations varied from a loss of 11.4 cents per 100 pounds of seed
cotton ginned at a volume of 1,000 bales to a net income of 13.0 cents
per 100 pounds at 5,500 bales. As shown by figure 16, until a volume
of nearly 1,600 bales per 5-80 plant was obtained, the net income
realized from these three activities was less than the total ginning
expenses.

The total income from all activities {fig. 16) increased with addi-
tional volume from a loss of 8.9 cents per 100 pounds of seed cotton,
at 1,000 bales, to & gain of 13.8 cents at 5,500 bales. The rate of
increase in income was less with each 500 bales additional volume.
After a 5,000-bale volume per 5-80 plant was obtained, the increase in
income with each additional 500-bale volume amounted to about one-
half cent per 100 pounds of seed cotton, or approximately 10 centa per
bale. Thatis, little additional income per unit is realized after obtain-
ing a volume of more than 12% bales persaw, Thesame tendency with
reference to expenses was shown in the discussion of expenses.

Other Factors Influencing Income
Percentage of Snapped Cotton Ginned

The associations ginning the greatest proportion of snapped cotton
bad the highest income during the 1933-34 season (table 29 and fig.
17). At a volume of 1,000 bales the associations ginning 51 percent or
more snaps lost 2.3 cents less per 100 pounds of seed cotton from
ginning, wrapping, and cottonseed than did the associations ginning
50 percent or less snaps. At a volume of 5,500 bales associations
handling the greater proportion of snapped cotton made 0.7 cents more
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per 100 pounds of seed cotton. The income from ginning, wrapping,
and cottonseed, since it is common to all sssociations, was used in
table 29 rather than the total income from all activities.

TaBLE 29.—InpicaTED AvEraGeE IncomMe Per 100 Pounps or SEeD
Corron FroM GINNING, WraPPING, aND COTTONSEED For Asso-
CIATIONS GINNING DIFFERENT PERCENTAGES OF SnaPs, BY VoLUME
GiNNED

Average {ncome * of Average income 2 of
plants ginoing— plants gioning—
Bales gloned t Bales ginned 1 .
50 porcent) 51 percent 50 percent|51 percent
or less or more or less | or more
snaps snaps apaps snaps
Cenls Cents Centa
LO0O . .. —12.1 —9.8 10.2
1,500, . -1 -5 11.2
2,000 2.8 4.2 12,0
2,500 5.8 7.0 12.6
3,000 7.8 8.9 131
1 Per 5-80 equivalent plant.
? A minus sign indicates a loss,
INCOME FROM GINNING, INCOME
WRAPPING, AND COTTONSEED | TOTAL 160 Podeds

OF ASSOCIATIONS GINNING | 5/« | -
DIFFERENT PROPORTIONS OF o "';'?”fﬂ 1o
SNAPPED COTTON R boxon ress .

OKLAHOMA COOPERATIVE

COTTON-GIN ASSOCIATIONS -1¢
1933 — 34
o | 2 3 4 5 -20
THOUSANDS OF BALES GINNED
PER 5-80 PLANT"
IN

g - : : 20

10 Aounds 50%OR LESS 51% OR MORE ,
10 e RS Eeaa s .Y

.'.. [ 'j.t :"f:

0 "/ . /" :. 0
=10 * -10
205 : 5 820

2 3 4 5 6 0 1 2 K] 4
THOUSANDS OF BALES GINNED PER 5-80 PLANT

Figure 17.—The income per 100 pounds of seed cotton was slightly higher for associations
\ ginning the higher percentages of snapped cotton.
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The average ginning rate for the associations that ginned 51 percent .
or more of their cotton ns snaps was 22.1 centa per 100 pounds, while -
the average rate of plants that ginned 50 percent or less snaps was -
20.7 cents. The actual difference in the average ginning rate of the ;
two groups of associations was 1.4 instead of 2.5 centa.* At 2,000 :
beles the l:ugher income per 100 pounds of seed cotton of the associa- ;
tions ginning the greater portion of snaps as compared to those
ginning a greater proportion of picked cotton, was partly due to the |
difference in the ginning rate. That is, at 2,000 balcs or less, had the
ginning rate been the same, ginning snaps would have been more
profitable than ginning picked cotton.

Had the difference in ginning rates between snapped and picked
cotton been greater than 2.5 cents, the advantage of plants ginning the
greater proportion of snapped cotton would have been correspondingly
Jarger. Had the ginning rate for picked and snapped cotton been the
same, the net income from ginning, wrapping, and cottonseed would
have been more for anapped cotton than for picked cotton at volumes
less than 2,000 bales and nearly as much as for picked cotton at vol-
umes in excess of 2,000 bales. Based on the data available there
appears to be no justification for a higher ginning rate for snapped
cotton than for picked eotton, at least in areas where both methods of
harveating are practiced.

Effect of Buying Cotton on Total Income

Percentage of ginned cotton bought—Cotton-buying operations may
affect the total net income in several different ways. It is true that
some associations gin more cotton than they otherwise would as =

TaBLe 30.—Inpicarep Averace Income rer 100 Pounps or Seep
CorroNn From ALL AcTiviTIES FOR AssociaTioNs Buying DIFFERENT
PercenTacEs OF THE CorToN GINNED AT THrIR PLANTS, BY ToTAL
VorLume GINNED

Aversge income? per 100 Avernge incoms ! per 100
pounds of sead cotton for pounds of seed cotton for
associations  buying indl mum, baying  indi-
eant.:%dpementacu of cotion ‘Jm-unu'- a? eotion
&l ll:m

Bales ginned ! Bales ginned !
Lessthan{ 33.3to | 80.7 per-- fessthan| 23.3t0 | 087
33.3per- | 0.6 par- | cent or 33.3 per- | 06.8 per- | cent or
cent ocent more [ oent more
Cents Cends Cents Cenis Cente Cents
-9.1 —-12.2 -7.7 0.1 1.3 11.8
~.2 -1.3 1.4 1.1 12.5 12,4
4.3 4.2 8.6 11.8 13. 4 12.0
7.0 7.8 8.7 12.4 4.1 14.2
8.8 0.7 10.5 12.9 w7 14.7
1 Per 5-80 squivalent plant, ' A minns sign indicetes & lows.

14 The ginning rate in Oklashoms in 1033-34 was 20 cenits per 100 potnds of sed cotton for pieked cotion
and 22.5 cents for smaps or & difference of 2.5 cents per 100 ponnds of seed cotlon.



COOPERATIVE COTTON GINS: OKLAHOMA, 1933-34 69

result of buying the patrons’ cotton. The amount of cotton bought,
however, is not as important a factor with respect to income as is the
motive causing the associetion to buy cotton. The net effect of
cotton-buying operations on income depends almost entirely on the
purpose or objective which prompts the association to buy cotton.

INCOME PER 100 POUNDS OF SEED COTTON, FOR ASSOCIATIONS
BUYING DIFFERENT PROPORTIONS OF THE COTTON GINNED
ON THEIR PLANTS, AS RELATED TO VOLUME GINNED
OKLAHOMA COOPERATIVE COTTON-GIN ASSOCIATIONS
INCOME 193334 INCOME
Cents per T T T Cants per
100 Bounds ALL PERCENTAGES | 100 Pouinds
0 — =1 10
More than | _—ZZ NLess than 323X
566 %m0 |
[/
0 7 7 )
/ LESS THAN 33.3%

-10 r333% to 66.6 OF GINNING BOUGHT __ |
-20 ] 3 & 5 6 0 1z 3 & 56" 20
THOUSANDS QF BALES GINNED PER 5-80 PLANT
20 20

. I % Jomemmpes
Pk Y s tlaesl .
10 Vb P 10
> Y ./ . .
/-. 'I .t
0 7 e (o]
/. | 33.3% TO 46.8% /  MORE THAN 66.6%,
‘10 /* ' OF GINNING BOUGHT I OF GINNING BOUGHT -10
20— Y A5 8 0 1 2 3 % 5 &
THOUSANDS OF BALES GINNED PER 5-30 PLANT

Frcure 18.—The cbjective of an association in buying cotton, rather than the quantity
bought, determines whether or not the total net income per unit is increased by pur-
chasing cotton.

No satisfactory figures are available from the records of these asso-
ciations to show what part of the volume of ginning obtained came as a
result of cotton-buying operations. It is perhaps true, however, that
some of the associations would not have been able to gin as much as
they did without buying cotton. The only comparison that can be
made is between groups of associations that bought different propor-
tions of the cotton which they ginned (table 30 and fig. 18). Although
the comparison is made between these groups at comparable volumes,
the amount of cotton which many of the associations ginned was to
some extent influenced by the amount of cotton bought.
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On the average, associations that bought more than two-thirds of
the cotton ginned on their plants had the highest total net income per
100 pounds of seed cotton ginned. Associations buying less than
one-third, as compared to those buying more than two-thirds, had &
lower net income per 100 pounds of seed cotton ginned at all volume
ranges. There was a tendency for the difference between these two
groups to become more pronounced as a greater number of bales was
ginned. Perhaps this was due to the fact, previously mentioned, that
those associations ginning only a small volume and buying most of it
bought cotton either to attract or hold members and patrons. Under
such conditions they were forced to pay more for the cotton bought
than the other associations ginning a large volume and buying moat
of it; that is, associations with & relatively large volume of ginning
would not be as likely to offer more than the market price for cotton
in order to attract or hold members and patrons, because they were
getting nearly as much cotton as they could gin without offering
special price inducements,

The associations that bought from one-third to two-thirds of the
cotton ginned on their plants, because of competition with other agen-
cies, would tend to pay relatively more for cotton when faced with a
small volume of ginning than those ginning more nearly their cupacity.
Associations within this group ginning less thun 2,500 bules actually
made a lower net income per 100 pounds of seed cotton than did other
associations buying little or none of the cotton ginned on their plants.
With more nearly a capacity volume, however, associations buying
one-third to two-thirds of the cotton which they ginned were able to
realize a higher net income than those that bought little or none of
the cotton, and nearly as much as associations that bought practically
all of the cotton which they ginned.

Effect of Buying Cottonseed on Total Income

Since the income from cottonseed normally makes up such a large
part of the total income of a cooperative cotton-gin association, the
proportion of the total cottonseed ginned which is bought by the asso-
ciation materially affects the income per 100 pounds of seed cotton
ginned. The average quantity of seed cotton sufficient for a bale of
lint, as ginned by the 95 cooperative associations during 1933-34,
contained approximately 895 pounds of cottonseed. At the average
net income of $2.37 per ton on cottonseed handled, the buying of the
cottonseed increased the income on bales so handled an average of
$1.06. From the standpoint of total net income in dollars, 8 com-
mercial gin is, of course, interested in buying the cottonseed from
every bale ginned. A cooperative association, however, which sepa-
rates the earnings on cottonseed from those of other activities, will
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pay & smaller patronage dividend on cottonseed to those members
who do not sell all of their cottonseed to the gin. Many cooperative
gin associations, though, do not separate the income from cottonseed
from that of other activities in determining the amount of patronage
dividends due each member. In most cases the totel net income from
all activities available for distribution as patronage dividends is divided
on the basis of volume ginned. The dividend basis most commonly
used, and probably the most inequitable, is the number of running
beles ginned.

TapLE 31.—InpicaTED AVERAGE INcoME From GINNING, WRAPPING,
anp Corronseep Per 100 Pouwps oF Seep Corron rFor Associa-
T1oNs Buyineg DirFERENT PerceEnTAGES oF CoTTONSEED GINNED, BY
Torar VoLrume GINNED

Avearage income 3 of Average income 7 of

plants buying— plants buying—
Bales pinned ! 69 poresnt| 70 percent Bales ginned ! 0 parcent|70 percent
or less of | or more of or less of |or mors of
ocotton- cotton. eotton- | cotton-
Seed sead sead seed
ginned | ginoed ginned | ginned

Cenls Cenis Cenla Cents
—-9.3 8.0 0.2
-.8 9.0 11.3
3.5 10.8 122
8.0 n.i 12.8
7.7 1.6 13.4

1 Par 5-80 squivalent plant.
? A minus sign indicates a loss.

In order to show the effect of the proportion of cottonseed bought
on net income from ginning, wrapping, and cottonseed per 100 pounds
of seed ginned, the associations were divided into two groups, based
on the percentage of seed ginned which was bought by the associations
{table 31 and fig. 19). The groupings, 70 percent or more, and 69
percent or less, were used because they divide the number of gssocia-
tions into two nearly equal groups.

The following differences exist in the average income per ton of
cottonseed handled by associations buying 70 percent or more of the
cottonseed ginned, and those buying 69 percent or less:

Percentage of cottonseed bought and volume ginned:

69 percent or less of cottonseed bought: Am,‘“mﬁzn
Less than 2,500 bales ginned.. . .. ... __ . _____________________ $2.79
2,500 or more bales ginned. . .. ... .o . e eccoceeo 216

70 percent or more of cottonseed bought:

Less than 2,500 bales ginned._ . oo oo____ 2 44
2,600 or more bales ginned. ... .. .o eemamaaeo 229

_Associations buying 70 percent or more had a higher income from
gloning, wrapping, and cottonseed per 100 pounds of seed cotton
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NET INCOME FROM GINNING, Neowme,
WRAPPING, AND COTTONSEED TOTAL b2
OF ASSOCIATIONS BUYING  _d
69 PERCENT OR LESS AND | — | 10
ASSOCIATIONS BUYING 70 | AT 67K or s
PERCENT OR MORE QOF THE -/ 0
COTTONSEED GINNED ON
THEIR PLANTS /(m orrhare

OKLAHOMA COOPERATIVE 10

COTTON-GIN ASSOCIATIONS

933-M 20

2 3 4 B
THOUSANDS OF BALES QINNED
PER 5-80 PLANT

Cants per 20

[0 Pounds 69% OR LESS 70% OR MORE .
* - - N B ..--'"'f"
10 3 o i0
7/-‘( e /?{E
0 Y : b 2 i o
/- ,
T, C -19
204 3 4 5 8 0 .12 3 4 $29
THOUSANDS OF BALES GINNED PER 8-80 PLANT

Ficure 19.—With a volume of less than 2,000 bales per 5-80 plant, associations that

bought the largest proportions of the cottonseed ginned on their plants did not realize
the highest net incomes per unit.

when the volume ginned was above 2,500 bales, but a lower income
when the volume ginned was below 2,500 bales (fig. 19). The explana-
tion for this unususl difference at the lower volumes is in the average
net income per ton of cottonseed handled. With a volume below
2,500 bales, the average per ton income to the association was some-
what more for the associations that bought 69 percent or less of the
cottonseed ginned than for associations that bought 70 percent
or more.

To the extent that a high income to the association per ton of
cottonseed bought meant a low initial price to the grower, the small
percentage of cottonseed handled by the gin was due in part to the
low price paid the grower. A relatively low price for cottonseed
would in turn tend to cause the grower to sell less cottonseed, which
would also tend to contribute further to a low volume by making it
more attractive for customers to patronize mearby gins offering a
higher price for cottonseed.

These results emphasize again the desirability and necessity of de-
termining separately the amount of patronage dividends for each
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activity. If it were explained to the members that the income on
cottonseed purchases would be computed separately from that on
other activities, and paid back as a separate patronage dividend, the
initial price paid by the association would not have so much effect
on the quantity of cottonseed sold by members as under the present
methods of calculating dividends.

Effect of the Manager’s Training, Experience, and Education

The effect of the training, education, and experience of the manager
is somewhat more important with respect to income than with respect
to expenses, because the successful selling of cotton and cottonseed
bought from patrons and hendling of feed, coal, and other side lines
sold to patrons, requires more business ability than that necessary
to the mechanical operation of & gin plant.

As pointed out under the discussion of expenses, such factors as
training, ‘experience, and education of the manager cannot be defi-
nitely measured statistically. However, a comparison between the
per unit incomes of associations grouped according to these more or
less partial measures of managerial efficiency shows some tendencies
that are somewhat more pronounced than in the case of expenses.
Asin the case of expenses, however, these tendencies are not conclusive.

Associations whose managers obtained their previous training in
the gin office, 2s compared to those whose previous training was in the
gin plant, apparently realized a higher per unit income (or sustained
a lower per unit loss) when comparisons between the two groups are
made at the same volumes. As previously mentioned, there was no
apparent difference in the per unit expenses of associations grouped
aceording to the previous experience of the manager.

The per unit income appeared to be influenced by the number of
years’ experience of the manager. Associations that employed the
same manager year after year tended to have a slightly higher income
at all volumes of ginning represented than associations that changed
managers every 2 or 3 years, As pointed out under expenses, this
factor did not appear to have any material significance.

On the average, nssociations whose managers had some education
or training in high schools or colleges tended to realize a higher net
income than associations whose managers had only & common school
education, Similar results were observed with respect to per unit
expenses in that the expenses of associations managed by men with
some training or education in high schools or colleges appeared to
be lower than that of associations managed by men with only a
common school education.
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Income From Each Activity as Related to the Number
of Bales Ginned

Cottonseed accounted for more than half of the total income of
associations ginning 2,500 bales or less per 5-80 plant. The income
from ginning wes less than the income from bagging and ties until &
volume of approximately 2,900 bales was reached, and less than the
income from cottonseed until a volume of nearly 3,500 bales waa
ginned (table 32 and fig. 20).

TabLE 32.—InpicatED AVERAGE IncoMe From Eacu Actrivity, Per
BaLe GINNED, AT SpeciFiED VoLuMmeEs'®

Average incoms ! per bals from--
Balea glonad ¢
Ginniog | B2gting | Cottan- | Bale |44 jinesl Total
I e L 0% 0. 58 0.1 0.4 ~§1. o
A0, . e . -1 38 .30 .78 .18 .8 .04
2000, ... i e —=. 43 32 .78 11} a7 1)
2,500, Y a2 .73 18 ., 04 X}
3,000 __ 48 .32 .78 . ;0 .00 1.7
3,500 . . ) .34 A . -0 19
4,000 . .0 M 70 L2 - .13
4,500, o7 M 7l a4 - 0 7
GO0, . oo et 1.2 M [ ] .2 - 0 I

! Data in this takle were computed from dats in table 28. Incoms (or loss) from each artivily In terms of
ocenta 100 pounds was first oblained by taking the difference between sach succesding pair of columns
in table 28. Figures thus obtained were converted into bale firures by multiplying sach by 17 s4—the
average number of hundred pounds of seed cotton per bale for nll 95 asocistions. Lncome or lows from glo-
ning and from al] ectivities combinad, as shows by the first andd last columns, ere Lhe same as shown by
corresponding columns in lable 28 except for the difference in the unit In which ax pressed

1 Per 380 equivalent plants.

* A minus sign indicates « loas,

Ginning

Ginning is the only activity of a cotton gin that is materially
affected, insofar as the per unit income is concerned, by the volume of
cotton ginned. Income from ginning alone varied from a loss of
$3.18 per bale, at a volume of 1,000 bales, to a gain of $1.20 per bale,
at 5,000 bales (table 32 and fig. 20). This amounts to an average
difference of $4.38 per bale between the income of 5-80 equivalent
plants ginning 5,000 bales and of those ginning 1,000 bales. At rates
prevailing in 1933-34, the average 5-80 plant operated at a loss from
ginning revenues alone until 8 volume of approximately 2,400 bales
was obtained.

Bagging and Ties

- The average income from bagging and ties per bale ginned increased
gradually with increased volume from 29 cents at 1,000 bales to 34
cents at 3,500 bales. No additional increase was obtained at volumes
above 3,000 bales (table 32 and fig. 20].
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INCOME FROM EACH ACTIVITY PER BALE GINNED

AS RELATED TO VOLUME

RS OKLAHQMA COOPERATIVE COTTON-GIN ASSOCIATIONS 1933-34

per Bate GINNING

INCOME

BAGGING AND TIES

ol NEN NN NNN NN N NN N BN N

COTTONSEED

BALE COTTON

Ol — S S S NS R

/ncome COAL,FEED,SUPPLIES, ETC

LOSS

ALL ACTIVITIES COMBINED

INCOME

1000 1500 2000 2500 J000 3500 4000 4500 5000
BALES GINNED PER 5-80 PLANT

Ficurg 20.—The income from bagging and ties, cottonseed, cotton, and side lines is about
the same per bale ginned regardless of volume. These other activities account for most
of the total income until a relatively large volume of ginning is obtained.
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Since the rate charged for bagging and ties, as sct by the State
corporation commission for 1933-34 was $1 per pattern, the tendency
toward a slight increase in the per bale income from bagging and tics
with increased volume up to 3,000 bales is to be explained by lower
per pattern costs to the plants having a larger volume of ginning
rather than an increased sales price. The associations buying larger
quantities of bagging and ties probably were able to obtain a slightly
lower price by buying in carlots, and possibly also lower incoming
freight or shipping charges.

The income from bagging and ties, as stated above, is relatively
high as compared with the income from ginning. For example, with
& volume of 2,500 bales, the average income from bagging and ties of
32 cents per bale was nearly three times as much as the average income
from ginning of about 11 cents per bale. That is, with an investment,
of Jess than $2,000 in an inventory of bagging and ties for only a few
months, the income from this source was three times as much as from
ginning, with the large fixed investment in gin machinery and buildings.

As a matter of fact the margin of income made on bagging and ties
by a cotton gin is nothing more than an addition to or even a part
of the ginning rate. The ginning and wmpping of a bale of cotton
are mseparable processes. In principle there is no more justification
for a gin orga.ruzanon masking a separate charge for bagging and ties
than there is for making an additional charge for the fiber and metal
tags that are usually put on the bales at the gin. It may be, however,
that the sum of the ginning rate plus the margin of income realized
on bagging and ties is not enough to compensate a gin on the basis
of the fixed investment in buildings and machinery.

Cottonseed

The average income from cottonseed per bale ginned declined from
86 cents at 1,000 bales to 68 cents at 5,000 bales (table 32 and fig. 20).
This decline of 20 cents per bale ginned in the income from cottonseed
is perhaps to be explained in the price paid growers. An association
with a relatively large volume of ginning and a satisfactory total
income would be inclined to pay growers more initially for cottonseed
than another association expecting to make only a small total income
or perhaps a loss.

To the extent that the low volume of ginning was the result of a
short crop, the grower’s requirements for planting seed and feed
would make up a larger percentage of the cottonseed ginned. This
would further reduce the total income to the gin from cottonseed as
a smaller percentage of the cottonseed would be handled. All these
factors combined would tend to cause the association with only a
small volume of ginning to reduce the initial price paid the grower,
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Although not shown by data in table 32, the associations with lower
volumes did pay the lowest price for cottonseed. (See p. 71.)

The net income from cottonseed, together with the income from
bagging and ties, at a ginning volume of 2,400 bales amounted to
approximately $1.05 per bale or a fotal of $2,520. As previously
shown, at & volume of 2,400 bales the average 5-80 plant just about
realized expenses at the ginning rates of 20 to 22% cents per 100
pounds of seed cotton which prevailed during the 1933-34 season.
With a ginning rate of 20 and 22% cents, therefore, the average 5-80
plant ginning 2,400 bales realized a net income of $2,520, or & 10-
percent return on a $25,200 investment, without having made any
net income at all from ginning proper.

These figures are presented here in order to emphasize the fact
that certain income accrues to a cotton-gin organization, in addition
to the income from ginning proper. Even though the commercial
ginning rate as such appears to be low, cooperative cotton-gin associa-
tions are still able to make substantial savings for their members in
handling bagging and ties, and cottonseed. The figures also empha-
gize that the total net income to the association should be distributed
among the members in proportion to the business contributed by
each member to each department. That is, since cottonseed accounts
for approximately half the income, a member who gins 10 bales of
cotton and sells 4 tons of cottonseed to the gin, should receive a
larger patronage dividend than a member who gins 10 bales but
sells only 1 ton of seed to the gin.

Cotton Purchases

Although a number of associations handled cotton at a loss, the 95
associations as a group realized a slight income from handling cotton.
Income from this source increased slightly with the number of bales
ginned. At 1,000-bale volume, an average net income from handling
cotton of 11 cents per bale ginned was realized ; at 5,000-bale volume,
a net income of 21 cents per bale ginned was realized (table 32 and
fig. 20). Associations ginning 5,000 bales netted on the average nearly
twice as much per bale from cotton-buying operations as associations
ginning 1,000 bales. This average total income from cotton would
amount to §110 for the associations ginning 1,000 bales and an average
of $1,050, or almost 10 times as much, for associations ginning 5,000
bales.

These figures definitely indicate that associations with a low volume
of ginning did not engage in cotton-buying operations to make money
on cotton. Their objective was evidently to offer this marketing
service practically at cost, and in some cases at a loss, in order_to

118778 —37—6
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attract ginning customers. It is ent.xrely posaible that some of the
associations increased their total net income indirectly as a result of
handling cotton even though a loss was realized on the cotton as such.
To the extent that the total volume ginned was greater as a result of
the association’s cotton-buying policy and the ginning expenses per
bale thereby reduced, the resulting increase in the per bale income
from ginning could exceed the loss per bale on cotton.

Side Lines

Income from miscellaneous side lines decreased with increased
volume of ginning. At 1,000-bale volume the income from side lines
amounted to 34 cents per bale ginned; at 3,000-bale volume side
lines appeared to be handled at cost; and at 5,000-bale volume they
were handled at an average loss of 5 cents per each bule ginned (table
32, fig. 20).

Associations with a low volume of ginning, and consequently a low
income or a loss, would be more interested in supplementing their
income by handling side lines than would associations with a relatively
larger volume or satisfactory income from the activities regularly
associated with ginning. The associations ginning a large volume of
cotton would be more apt to handle side lines at cost or even ut &
smal] Joss just to accommodate their members than would associations
with a low volume of ginning which had to muke side lines a source of
revenue,

Side-line activities appear to offer the solution to one of the biggest
problems of cooperative gin associations—that of providing continu-
ous yearly employment for the manager and bookkeeper. Many
different kinds of farm supplies, such as coal, feed, seed, and fertilizer,
seasonal hardware such as cotton sacks, hoes, and even farm imple-
" ments and repairs, could be handled by a cooperative gin association.
. In addition almost every cooperative gin has enough members and
prospective members to justify a gas and oil station. Even though
no material net gain is realized, if these interseason activities could
result in enough income to pay the salaries of the manager and book-
keeper during the inactive ginning months, they would be very worth-
while. By this means more capable managers could be attracted to
cooperatives, and some of the capable ones now in charge could be paid
a8 salary commensurate with the services which they are rendering
and the responsibilities of their position.

The policy of handling such side lines could aid materially in keeping
the cooperative organization and its records active and intact
throughOut the year rather than just during the few months of the
ginning season. Handling of farm machinery and repairs, together
with certain seasonal hardware requirementa for cotton farms, is
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especially well adapted to accomplish this end because the active
season for the sale of these products comes during the most inactive
part of the ginning season.

A cooperative cotton gin association, in some respects at least, is
in an ideal position to handle farm supplies. The permanent location
of the gin plant with its office and overhead organization should enable
these farmers to set up a purchasing association much more easily
than in other sections of the country where purchasing activities
are the only source of revenue. That is, since purchasing associations
have developed in other areas and succeeded on the saving effected
on purchases alone,'" purchasing activities in connection with the
permanency of a cooperative gin organization should strengthen
both activities.

A somewhat comparable development has cccurred in connection
with cooperative grain elevators. Elevators, like cotton gins, are
highly seasonal. According to Green,' cooperative elevator associa-
tions that handled farm supplies had a higher income than those that
did not handle such supplies. The number of members and the
relationship of members to the cooperative is very much the same for
cotton ging as for elevators.

In view of the experiences of some Oklahoms associations in which
the problem of losing members has arisen as a result of refusing or
allowing credit on farm supplies sold directly by the gin association, a
separate cooperative organization for the handling of side lines seems
advisable. It might be served by the same board of directors and
the same manager, and made up of practically the same membership
as the ginning association. A sound credit policy should be decided
on by the board of directors, It should be rigidly adhered to by the
manager. Generally, it is best to sell only for cash, even if, as may be
expected, some patrons will be offended when refused credit.

Unless the cooperative gins expand into other activities so that
they can pay salaries adequate to obtain managers of the type needed,
it would probably be better for these associations to keep to smaller
and more interested memberships and smaller gin plants, confining
their activities to ginning for members only. Comparable organiza-~
tions exist among the local creamery cooperatives in Minnesota."”
The head buttermaker of the associations, with the assistance of the
board of directors, acts as the manager. If cooperative cotton gin
associations are not too large in number of members, size of plant, or

" Ses Knapp, Joseph G., and Lister. Jobp H. 0COOFERATIVE FURCHASING OF FaRM surrLxs. F. C. A,
Caop. Div. Buli_ 1,98 pp., illus., 1935,

# Ses Groan, Roy M., and Ballinger, Boy A MEMBERSHIP, FIKANCLAL, AN OPERATING STATUS OF COOPERA-
TIVE COUNTAT ELE¥ ATORS (N OELAHOMA, 1981-3. F. C. A, Coop. Div. Misc. Rept. 8, 25 pp., llus., 1938,
(mimeographed. |

'* Binck, John D., and Quthrie. Edward 5. ECONOMIC ASPECTS OF CREAMERE 0BGANIZATIONs. Minn.
Agr. Expt. Sta. Tach. Bull. 88, 111 pp., iilus., 1084
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volume of business, and do not handle cotton or any appreciabie
number of side lines, the services of a manager other than the head
ginner are hardly neceesary.

Difference in Cooperative and Commercial Gins With
Respect to Buying Cotton

Although the number of bales to be ginned in a given area during a
given season is somewhat fixed, it may be possible for a few gins in an
area to increase their total income in dollars by means of buying
cotton above the market price, if by so doing additional volume is
attracted to those plants. In addition to being somewhat unethical,
this means of securing additional volume and new members or patrons
is even more unsound for a cooperative organization than for a com-
mercial gin. In either case the profits depend on greater gains from
increased volume than Josses from cotton bought. It is obvious that
a loss purposely taken on a bale of cotton bought solely to secure
ginning that would otherwise go to another plant, is nothing more
than a concealed reduction in ginning rates.

1t is entirely possible for such practices to be profitable to a com-
mercial gin and yet under identical circumstances be unprofitable to
a cooperative gin association. A commercial gin is interested in the
total net income in dollars regardless of the number of bales ginned,
while the members of a cooperative gin are interested in the net
income per bale ginned. For example, a commercial gin organization
might increase its volume from 1,500 to 1,800 bales and its net income
from $4,500 to $5,000 as a result of buying cotton, This would, of
course, be profitable. For a cooperative gin, however, the $5,000 net
income divided among the 1,800 bales would result in patronage divi-
dend of only $2.78 per bale. On the other hand the $4,500 divided
among the 1,500 bales would result in a patronage dividend of $3
per bale. -

Since the income from bagging and ties and from cottonseed is
about the same per bale ginned regardless of the volume of ginning,
the only factor that contributes to increased income per bale as 8
result of increased volume is the decline in per unit ginning expenses.
For this reason a cooperative gin cannot afford to lose a8 much per
bale on buying cotton as a commercial gin in order to get an addi-
tional volume of ginning, The cooperative gin has only the additionsl
income per bale from ginning associated with increased volume, while
the commercial gin has in addition the average income per hale from
wrapping and from cottonseed,

Additional volume would tend to increase the total income from
cottonseed and wrapping but not the per bale income. That is, since
the additional amount of income from these sources would be divided
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on the basis of patronage among a correspondingly greater number of
bales, the amount per bale would not be increased. The only net
saving, therefore, which & cooperative gin organization would realize
in paying above the market for cotton in order to attract additional
volume would be in reduced ginning expenses, and the resulting in-
crease in net income per bale from ginning proper. The income per
bale from cottonseed and wrapping would presumably be returned to
the patrons in proportion to the amount of business contributed by
. each.

Data in table 33 show a theoretical compearisor between cooperative
gins and commercial gins with respect to the amount each may lose
per bale on cotton and buy every bale ginned, without reducing the
real income, provided specified increases in volume ginned are obtained
as a result of buying cotton.

TasLe 33.—EstimaTep MaxiMuMm Loss Per BaLe Ginwep Traat
May Be Orrser BY INDICATED INCREASES IN VoLume GINNED WiTH-
ouT Cuancing THE NET INncoME PeErR BaLe oF CooreraTivE GINs
oR THE ToTaL IncoME oF OrrER Gins!

Maximum loss per bale ginned Mazimum loss per bale ginned
offset by specified increases in . offset by specified increases ln
Gin group and volume Gin group and volume
estimated bales estimated bales
ginned if nn ginoed If no -
cotton is bought | 4 e | 2,000 | 2,500 | 2,000 | 3,500 [| cotton is bought |4 e | 2,000 | 2,600 | 2,000 3,
bales | bales | bales | bales | bales belas | bales | bales | bales | bales

Oth?r ins:

.73 199.20 |§3.64 | £3.901 000 o] $2. 15 ($3.76 [$3.88 134.24 | 84,86

1471 L8201 200 | 001 | IS P 1.2611.80 | 234 | 2.68
...... .56 .01 L18 X1, 1 SN F—" E— I g % 3 I < |
____________ .82 2500 .o femeeac]omen]eeeaal| -2 .92
___________________ 27 3,000. — [N S I - |

1'These per bale figures were calculated from the data in mbla 32. For example, the $1.82 in the col-
umn upder the heading *Coo tive gins" is the decrease in the per bale loss (Increase in jincome) from
qlnuing 1,500 bales as compared to 1,000 bales ($3.18 less $1.36). The $2.18 in the oolumn under the heading
“Other gins" was obtained as follovs:

{1} The increase in income (decrease in loss) resulting from an increase In volume from 1,000 to 1,500
bales would be $2,730 {($1.82X1, 3

(2) For a commercial gin, this additicnal 500 bales glnned (1,000 to 1,500} would result in some additiona)
income from cottonseed and bagging and ties. At 1,500 bales volume, acoording to table 32 these gins had
BN income per bale ginned of 30 cents from 'bngging and ties, and 78 cents from cottonsesd. This would
increase the total inpotne $540 (500 bales X $1.08).

{3} The sum of the increased income from ginning and the Inereased income from cottonseed and bag-
ging nnd ties would be $3,270 ($2,730 plus $540

(4) ividing this $3,270 increass by 1,500, the total number of bales gloned gives an average of $2.18 per

(5) Thertfore a commercial gin could lose $2.18 per bale in buying cotton, and buy every bale ginned
without reducing its income in dollars. it by 3¢ deing its volume could be inereased from 1,000 to 1,500 baies.

According to these figures, if a commercial gin operating under
identical conditions could increase its volume from 1,500 to 2,500
bales as a result of buying cotton at a loss, it could lose an average of
$1.89 per bale ginned on the cotton bought and still realize the same
net income in dollars at 2,500 bales &s it would have made by ginning
1,500 bales without losing any money on cotton. Under similar
circumstances, however, a cooperative gin could take an average
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loss on cotton of only $1.47 per bale ginned without reducing the
net income in dollars per bale.

For either the cooperative or the commercial gin the additional
margin of income which results from a 500-bale increase in voluine in
much greater for the low-volume gins than for the high-volume gins.
For example, a cooperative gin that increases its volume from 1,000
10 1,500 bales raises its income $1.82 per bale, while a 500-bale increase
in volume from 3,000 to 3,500 bales increases the income per bale
only 27 cents. Likewise, the commercial gin gains $2.18 per bale by
increasing volume ginned from 1,000 to 1,500 bales, but only 42 cents
per bale by increasing volume ginned from 3,000 to 3,500 balea.

Under competitive conditions, increasing income by securing addi-
tional volume as a result of buying cotton at a loss is more theoretical
than real. If such a practice is started by one gin in a community,
competitive gins are forced to offer the same inducements. The
result is thet the volame ginned by each piant is approximately
unchanged even though cotton is bought sbove the market price.
As was previously mentioned, these practices are nothing more than
a concealed reduction in ginning rates and as such are decidedly
unethical.

From the standpoint of cooperative gin associations, any additional
business or new members obtuined by special price concessions are of
questionable value and doubtful permanence. A cooperative gin
that purposely buys cotton from members!® above the price at
which the cotton can be resold is, in effect, paying a patronage divi-
dend in advance. Such a practice results in gross inequalities in
patronage dividends because the loss on cotton which is an overpay-
ment o some patrons must necessarily be taken from some other
department of the ginning business.

If it is absolutely necessary that a cooperative gin association buy
cotton to accommodate the regular members with this marketing
service, the patronage dividends should be ealculated separately on
each department. That is, the income on bagging and ties and
ginning should be prorated on the pounds of seed cotton ginned by
each patron; the income on cottonseed prorated on the basis of the
tons of seed sold by each member to the association; and the income
or loss on cotton prorated on the basis of pounds of lint cotton pur-
chased from each patron. If the cotton is either bought or sold on
grade and stable, the factor of quality should possibly also be con-
sidered in prorating income or losses on cotton. It is just as logical
and equitable that losses in any one activity of a cooperative gin be
prorated to those responsible for these losses, as it is that income be
prorated to members in proportion to business done by each,

1 Amsuming that all patrons sre members, and they must be treated a2 such with repect Lo dividends
if the organization is truly cooperative.
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Since the theory of cooperative cotton ginning with its associated
enterprises is to render these services at cost, the only sound principle
of operation is to place each activity on a separate dividend basis.
Combining the income from all activities into one dividend is certain
to be inequitable, because the per unit income in the several activities
is entirely different. In addition, every department or activity is not
patronized by the member in the same proportion,

With respect to cotton-buying operations, it should be emphasized
that the speculative holding of cotton or short selling has no place in
8 cooperative organization. Cotton purchases should be resold at
least daily. If the manager or buyer for a cooperative cotton gin
association is not sufficiently skilled in the cotton business to realize
a reasonable merchandising profit on cotton bought from day to day,
then by no stretch of the imagination could he be expected to be
sufficiently skilled to outguess the future movement of cotton prices.
If some of the individual members of a cooperative cotton gin are
desirous of speculating on price changes, it would be much more
equitable and logical for them to hold their own products or sell
short, as the case may be. They would thereby assume the risk as
individuals and not endanger the financial stability of the cooperative
association.

Members of cooperative cotton-gin associations cannot expect the
manager of their gin, who may not be particulerly well trained in
marketing cotton, to buy their cotton in the name of the association
and pay them the exact market price each dey on the basis of the
quality of each individual bale without incurring risks that must be
borne by the association. It would be more lpgical and wiser from the
standpoint of the association to receive the cotton and sell it for the
individual account of each member. Sales could be made through
some cooperative cotton-marketing association, to some reliable com-
mercial cotton firm, or through a broker. If the gin association has
sufficient cash assets, it could, without any material risk, make a
substantial advance payment on each bale of cotton received, pending
a final outturn on the sale of the cotton for the member’s account.
Handling cotton by cooperative gins, as it is practiced under present
conditions, places the financial risk of any change in price, as well as
any misjudgment. of the manager, on the members of the cooperative
as a group and, because of the risk involved tends to discourage
payment for cotton bought on the basis of the value of individual
bales. A member who is unwilling to await the returns from cotton
sold for his own account, but instead insists that the gin buy his
cotton outright and sell it for the account of the cooperative (the
association assuming or guaranteeing the accuracy of the class,
weight, and price), is not desirable as & member of a cooperative
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association. Cooperative enterprises having a majority of such
members have little chance for success. If a cooperative cotton-gin
association finds it neceesary to buy cotton at a loes in order to attract
volume, it is operating on a very unsound basis.

Percentage of Return on Investment
Basis of Valuation

In order to determine the relationship of net income to investment
(the percentage return on investment) it is first necessary to decide
what basis of valuation to use as the investment. Some of the bases
that might have been used are as follows: (1) The original cost of land,
buildings, and machinery; (2) the original cost of these assets less
depreciation; (3) the replacement cost; (4) the present book value of
all assets; or (5) the amount of capital and surplus (net worth) which
the members have invested.

Original cost of fixed assets was used in this analysis as the invest-
ment. The figures obtained in this survey on the original cost of
fixed assets are reasonably accurate. Seventy of the ninety-five
associations were organized during the 3-year period 1927-1929, and
most of these purchased new plants. From the standpoint of any one
association, original cost is the basis on which a profitable return must
be made if the organization is successful.

Although the investments made by these associations when first
organized may not reflect present requirements, they are, to some
degree at least, comparable one with another. The objective is not
80 much to determine whether the returns realized by these associa~
tions are high or low, bit to compare the return on investment as
influenced by size of plant and sources of income.

Relative Importance of Sources of Income

The average return for all 95 associations from all sources of income
was 12.9 percent (table 34)., Thirty-two, or about one-third of the
associations, realized less than a 5-percent return. This would mean
that only a very few of these 32 associations could have paid even &
small patronage dividend if an average of only 4 percent was paid to
members on capital stock and to holders of notes and mortgages.
Less than a 10-percent return was realized by 46 associations, while
49 associations made more than 10-percent return on the original cost
of fixed assets. These 49 associations making above a 10-percent
return were generally those that obtained a relatively large volume in
proportion to the size of their plants. Sixteen of the associations
realized more than a 25-percent return on the basis of the original cost
of fixed assts. Any basis of investment other than the original cost
of fixed assets would have shown higher returns.
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TaeLE 34.—AssociaTions CLassIFIED ACCORDING TO PERCENTAGE OF
ReTury oN OricinaL Cost or Fixep AsseTs, BY SOURCES oF INcoME

Number of assoclntio;: realizing specified return
m—

Percentage refum on original coat of fixed assets 1 Ginning Ginning, %inninz
Ginning | and bag- ;’n%gg ttes. All
only t | ging and d cot. cotton- activitiea
tles1 | And ool | seed, an
cotton
11 3 2 1
18 7 11 12
b ] 23 18 19
13 17 16 14
8 18 13 13
10 156 19 20
[ 7 ] ']
1 2 2 3
1 ] [ 4
AVOIBER o e 2.7 5.4 .7 12,8 12.9

i A mipus sigr denotes a loss.

1 Based on total original investment {n land, buildings, gin mechinery, and offioe equipmaent,
3 Original cost of tricks added to Items listed in footnote

1 Origloal cost of other building nnd equipment added to imms listed in footnotes 2 and 3.

As shown by the average for all 95 associations, the return on
investment increased as the income from each additional activity was
included. The average return on ginning alone was only 2.7 percent.
This percentage réturn inereased with the addition of each source of
income and amounted to an average of 12.9 percent when all sources
of income were included. From the standpoini of individual asso-
ciations, however, there was considerable variation in the rate of
returns realized. On ginning alone, 66 of the associations made less
than a 5-percent return. The addition of the income from bagging
and ties to that of ginning showed 57 associations realizing less than
5 percent, the additional inclusion of the income from cottonseed
showed only 33 associations below § percent, and with income from
cotton added, only 31. When the income from all activities was
included there were 32 associations that realized less than a 5-percent
return.

On the other hand, 7 associations made more than a 25-percent
return on ginning alone and the same number more than 25 percent
on ginning and wrapping combined; 14 made more than 25 percent
when the income from cottonseed was included; 15 when the income
from cotton was included; and from all activities, 12 associations
showed more than a 25-percent return.

Inﬁuence of Size of Plant, Sources of Income, and Volume
Ginned

The percentage return on the original investment was higher for
each smaller-size group of plants as long as the plants in each group
were ginning less than normal capacity. The rate of return increased
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with additional volume for the plants of each size group, but the rate
of increase was more pronounced for 5-80 planta than for either
smaller or larger ones. The addition of each of the other sources of
income one at a time to that of ginning tended to bring the return of
plants of different sizes closer together (table 35 and fig. 21).

TaBLE 35.—PErcCENTAGE RETURN ON ORIGINAL INVESTMENT AT Srec-
1IFIED VoLUMES, BY Size or PLANT AND SourcEs oF INCOME

Peromnlage of returos on origlnal Investmant from--

Gennl ?:mn:""

i 1 Ginning, nning, | bogging

Biles Qlnul ﬂlllllu::l:a‘- . baguing :l: lII"‘ a("mrlllc:r:'

anlyn' ging and "‘;“’1 :,'::' (N'lllo:l‘-. sond,
1 :omud soed), ond | ool ton,
ootion | and side
lloes

~82] -88] -o0el -04 -02
.8 a1l 74 7.4 50
(. R'] i0¢ 1.9 9.0 1.8
13.0 6.8 M1 .2 Hh
-11.1 -10.2 -7.8 =fA -84
—-~2.8 =-0.7 4.2 AB &4

56 83 8.2 17.3 174
14.0 18.3 .2 N X
D 2.4 7.8 40,1 40. 4 0.4
~1.4 . e na LN )
1.8 ae 10.2 14.9 14.2
50 7.8 16.4 212 a7
832 1. 4 niy PN x 2

' Includes 8, 5-70's and 2, 6-70's.

At a volume of 3,000 bales, the net income from ginning alone
amounted to & return on the original investment of 6.9 percent for
4-80 plants and 5.6 percent for 5-80 plants. At a 3,000 bale-volume,
the double plants lost money. Even for the smaller plants, at a
3,000-bale volume, the income from ginning alone as separate from
other activities was little, if any, more than enough to pay interest
on the amount of capital investment required. By including the
income from bagging and ties with that from ginning, the return at
3,000 bales was 10 percent for 4-80 plants and 8.8 percent for 5-80
plants. Adding the income from cottonseed to that of ginning and
wrapping, the return on investment at 3,000 bales volume was 15.7
percent and 16.2 percent for 4-80 and 5-80 plants, respectively. The
further addition of the income from cotton and from miscellaneous
side lines increased the return slightly. At a 4,000-bale volume the
4-80 plants had an average return on original investment from all
activities of 24.5 percent; at 5,000 bales the 5-80 plants showed a
40.5-percent return.

In studying the income from the ginning business these data em-
phasize the necessity of considering all the sources of revenue. The
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ginning rate or the refurn on investment cannot be said to be either
high or low without teking into consideration the income from bag-
gmg and ties, cottonseed, cotton, and other side lines, as well as the
income from ginping proper.

Distribution of Earnings
Purposes for Which Earnings Were Distributed

These 95 associations as a group had an operating income of
418,786.99. The purposes for which these earnings were distributed
are shown in table 36. Nearly 64 cents of each dollar earned, or a
total of $266,008.94, was returned to members as dividends on stock
or a8 patronage dividends. The dividends on stock amounted to
13.7 cents per dollar earned, or a return of 3.7 percent on the totel
outstanding stock. Patronage dividends, at a total of $209,790.22
for the 95 associations, amounted to 80 cents per bale ginned, or
approximately one-half of the income from operation (table 2).
Interest on notes and mortgages took 16 cents out of every dollar of
earnings or a total of $67,020.24. This amount would also have been
available for dividends had the members invested all the necessary
capital.

TaBLE 36.—Purroses ror WricH THE NET OperaTinNGg INcoME Was

Usebp
Income expended
Purpose
"Potal for 95 | Aversge per | T ermnrt-

associations | association | BFe0O

total
Interest on borrowed XOBSY. - - . e e $67,020. %4 $705. 48 16.0
Dividends on stoek.......__.. _a 57, 208. 72 602. 20 13.7
Patronage dividend....____.___ cee| 208,700, 22 2,208. 32 50.1
Farmers Union dues_.. .. 9, 664. 68 100. 88 23
Federal income tax_......_. 2, 422.90 25, 51 .8
Dues and aubwo.rlptionu L. 1,478. 28 15, 56 4
Loz on bad accounts, . A5, B4T7. 27 877,34 8.5
Credited 10 SUTPIUS. ... cvecmerransvemsrensnsssmmr s ammamanaa e 85, 454,63 37321 8.4
OB, e e e e e tadeemaem e 418, 786. 90 4,408, 30 100.0

include duss to clvic and trade organizations, subseriptions to trade papers, and similar items of expense.

In this analysis, interest on notes and mortgages, Federal income
tax, dues of individual members paid by the association to genersal
farm orgenizations, miscellaneous dues of the association to overhead
and civic organizations, and losses on bad accounts were considered
88 a deduction from income in determining the net amount available
for refund to patrons. All of these items, however, are similar ;o
dividends on capital stock and patronage dividends. To the extent
that 8 cooperative association is financed by borrowed capital rather
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than by the investment of members in the capital atock of the associa-
tion, the interest paid is, in effect, a fixed dividend paid to the holder
of notes and mortgages. If the members themselves contributed
enough capital to purchase a plant outright without borrowing, it
would, of course, not be necessary to pay interest. On the other
hand, to the extent that a cooperative association borrows funds to
purchase fixed assets, those agencies or individuals loaning the moncy
are, in effect, investing in the cooperative enterprise and are due a
share of the income.

Likewise, dues to other organizations paid by the cooperative for its
members are, in effect, a dividend to these members. Such e distri-
bution of earnings, however, has no relationship to patronage. Loss
on bad accounts is also a distribution of profits to some members or
patrons even though it is inequitable and unearned. Federal income
taxes are, by definition, a portion of income. However, o true co-
operative is not obligated to pay Federal income taxes.

Since the payments of any of the above-mentioned chargeo are not
absolutely essential to the operation of a cooperative cotton-gin asso-
ciation, they have been considered as a distribution of earnings rather
than expense of operation. Moreover, the payment of such charges
varies considerably from one association to another and depends on the
operating policies and methods of financing of each. The inclusion of
such charges as expenses would result in the figures not being compara-
ble from one association to another.

These associations as a group could have paid $1.15 patronage divi-
dend on each bale ginned after paying & 5-percent dividend on all out-
standing stock and after setting aside a 10-percent special surplus
reserve as required by State law, had none of the earnings been
required for interest on notes, member and association dues, Federal
income tax, or for losses on uncollected accounts.

If all of the patrons of these 95 cooperative gin associations are
considered as members with respect to dividends (and they must be
from the standpoint of Federal income tax, if the organization is to be
classed as a cooperative) they received, in the form of dividends, dues,
canceled accounts, and increased equity (addition to surplus), approxi-
mately 83 cents of each dollar of net income for the 1933-34 season.

Percentage of Net Income Appropriated for Each Purpose

There were wide differences between the individual associations that
made a net income in the purposes for which this income was used.
" The 82 associations that realized & net income from sll operations are
classified in table 37 by the number that distributed given percentages
of their income to specified purposes.
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TasLe 37.—AssociaTions ! CLassIFIED ACCORDING TO THE PERCENTAGE
oF ToraL IncoME APPROPRIATED FOR SPECIFIED PuUrPosEs ?

Number of associations using inoome for—

Peroentags of net incoms Interest
on bors sdtiﬁk
rowed

Patren- | Farmers* Other Federal | Loss on
u{a%;i‘i’;i- union ducs ing;us bad ae-

capital dends dues counts
12 41 40 2
20 2 40
9 8 7
9 15 1 3
9 13 & 3
i2 § 12 | ]
4 1 12 -
7 2 10 1

! Includes only the 82 associations realizing g net inoome. The 13 associations reporting a net loss from all
operntions are not included.
! These appropriations of income in svery case do not apply to the current Income, as several associations
peid dividends and income tax on provious year's business during 1033-34, while, on the other hand, some
i t!ons had not made tull disposition of earnings at the time the reporls were recelved from these
associations.

# W hen dlvidends distritbuted were more than 100 percent of lucome these distrlbutions were made dur-
ing 1933-34 but partly from the surplus of previous earnings.

Interest on borrowed capital and patronage dividends claim the
largest portion of income for most of these associations. For example,
32 associations paid out more than 30 percent of their income for
interest on borrowed capital, while 39 associations paid out more
than 30 percent of their earnings as patronage dividends. For more
than half of these 82 associations none of the income was appropriated
to stock dividends, patronage dividends, Federal income tax, loss on
bad accounts, or miscellaneous dues. Interest on borrowed capital
absorbed a part of the income of all but 12 of these 82 associations.

Percentage of Income Appropriated as Surplus

These 82 associations are classified as follows by the proportion of
their net income left in the business as surplus earnings as distinguished
from paying interest, dividends, and similar items:

Percentage of total income added to surplus: # m,-;:{
=100l ormore_ L enmccmmmmcmam—eeo 10
—100.0 b0 —75.1 e ——————— 6
=750 to —50.1 e cm——————— 5
—B00to —25.1 e cmmmemmmmmmeme e aa 3
=250 t0 —0. e cceemmmmcmcme——ae 10
00 240, L e d e m e ———— e 13
25.0to 499 . eemmmmmmee—en 16
0.0 40 T4.O o e cieemeeeae—cem—eameen 8
5.0 10 1000 e e oo e e m e e e m e m e mm e 11

Tt o o e e e e e e 82

'* A minus indicates that the surplus was reduced by specified percentages of the income in order to pay
sich iterns as interest and dividends.
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At a volume of approximately 2,000 bales per 5-80 equivalent plant,
the total ginning expenses were about the same regardlees of the type
of power. At volumes below 2,000 bales, plants using electric power
had the lowest expenses; at volumes above 2,000 bales, plants using
oil or gas power had the lowest expenses. Plants using oil or gus
power had the lowest per unit expense at volumes above 2,000 balcs,
and the highest per unit expense at volumes below 2,000 bales. Plants
using electric power had the lowest per unit expense at volumes below
2,000 bales, and the highest per unit expense at volumes above 2,000
bales. Plants using oil power showed the greatest and plants using
electric power the least reduction in per unit expense with increased
volume. )

Local facilities and conditions, in addition to differences in expenses
as influenced by different kinds of power units, should determine the
most economical and desirable type of power.

Gin labor was one of the largest items of expense for plants of all
power types. Though less important with electric planta than with
steam or oil plants, labor became an increasingly important item of
expense for plents of each power type as volume increased.

At the same volume in bales ginned per season, ginning expenses
per 100 pounds of seed cotton were practically the same for plants
that ginned mostly snapped cotton as for plants that ginned mostly
picked cotton.

The buying of bale cotton did not materially increase the total
ginning expenses.

Ginning expenses did not appeer to be materially influenced by the
previous experience of the manager, or the number of years he had
been employed.

Associations ginning more than half of their season's volume
‘within 1 calendar month had lower ginning expenses per unit than
those that ginned less than half within any 1 calendar month., This
was true regardless of the volume ginned or the number of days the
gin was operated during the season.

Associations operating less than 100 days per season bad higher
ginning expenses per unit than those operating more than 100 days,
when the volume ginned was above 2,500 bales per 5-80 plant. At
volumes below 2,500 bales, however, associations operating fewer
days had lower ginning expenses per unit,

Only one-fifth of the net operating income of these 95 associations
combined was from ginning proper. Forty-five of the associations
lost money on the ginning operations alone. Ginning and wrapping
together accounted for 40 percent of the average net operating income.
The net income from wrapping exceeded the net income from ginning
for 59 of these 95 associations.
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Cottonseed accounted for 47.2 percent of the combined net income
for all 95 of these associations. Bale cotton accounted for 65.7 per-
cent of the gross sales but only 10.5 percent of the net income for all
95 associations. Bagging and ties accounted for nearly 20 percent
of the total net income for all 95 associations, More than half of
the associations had a larger income from bagging and ties than from
ginning. Only 36 of these associations handled farm supplies in
excess of $500 each.

The per-unit income from ginning increased with the volume
ginned, but the rate of increase became less and less with each addi-
tional unit of volume. After a certein volume in relation to the size
of plant was reached, no material increase in the per-unit income was
shown, This volume was approximately 4,000 bales for 480 plants;
5,000 bales for 5-80 plants, and 10,000 bales for double plants.

The net income per bale ginned from bagging and ties, cottonseed,
and bale cotton was not materially changed with changes in volume.
With farm supplies, however, there was a tendency for the income to
decrease with increased volume of ginning. Associations ginning
more than 3,000 bales per 5-80 plant handled these supplies at a
slight loss.

The combined income from ginning and wrapping was less than
the combined income from cottonseed, cotton, and side lines until &
volume of more than 3,000 bales per 5-80 plant was obtained.

In ginning the same number of bales, associations ginning mostly
snapped cotton had a higher income than associations ginning mostly
picked cotton.

The buying of cotton as it is practiced by most cooperative gin
associations involves hazardous price risks as well as quality and
weight risks. At best, cotton buying results in gross inequalities
between patrons with respect to patronage dividends.

A cooperat.we gin should be more interested in the total net income
per bale than in the total net income in dollars, For this reason a
cooperative gin cannot afford to buy cotton at as great a loss per bale
as a commercial gin might take as a means of increasing net income
by increasing the volume ginned.

Income was slightly higher for plants whose managers had been
previously employed in the gin office than for plants whose managers
had been previously employed as ginners; higher for those associa-
tions that had employed the same manager 4 years or more than for
associations that had changed managers every 2 or 3 years; and also
higher for associations that employed managers with a high-school
or college education than for those whose managers had had only a
common-school education.

These 95 associations purchased and sold more than 43 percent of
the 260,717 bales of cotton ginned by them during the 1933-34 sea-
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son. Almost three-fourths of the cottonseed ginned from these
260,717 bales was also handled by these associations.

The total income of these mssociations amounted to an average
return of 12.9 percent on the original cost of all fixed assets,

The 4-80 plants realized a higher return on inveatment than 5-80
plants until a volume of approximately 3,000 bales was ginned.
The double plants realized a much lower return on investment than
single battery plants,

At prevailing rates the average 5-80 equivalent plant required a
volume of 2,500 bales to obtain a return of 10 percent on an original
investment. A return of at least 10 percent is necessary in order to
pay any appreciable amount of patronage dividends, after paying
dividends on capital stock and interest on any indebtedness.

As a group, these associations returned 50 percent of their net
operating income for 1933-34 to members in the form of patronage
dividends.

Interest on indebtedness took 16 cents of each dollar of operating
income. Dividends on capital stock took nearly 14 cents. Thus,
the capital furnished by both the members and the creditors claimed
nearly a third of the operating income of these 95 associations.

Fifty of the associations paid either stock or patronage dividends,
or both, during 1933-34.

During 193334, 10 of these associations either created or increased
a deficit on their books by paying dividends. The dividends paid by
13 other associations during 1933-34 came out of surplus accumulated
during previous years.

About half of the associations increased their surplus as a result of
the 1933-34 operations.
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In addition to this bulletin, the following publications on
farmers’ cooperative organizations are published by the Farm
Credit Administration:

Cooperative Purchasing of Farm Supplies
Bulletin No. 1, 7. G. Knapp and J. H. Lister

Accounting Principles for Cooperative Cotton Gin Associations
Bulletin No. 2, 0. T. Weaver

Cooperative Marketing of Agricultural Products
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Cooperation in Agriculture, a Selected and Annotated Bibliography
Bulletin No. 4, Chastina Gardrer

Organization and Operation of the Illinois Livestock Marketing
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Statistics of Farmers’ Cooperative Business Organizations
Bulletin No. 6, R. H. Elsworth
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Bulletin No. 7, L. B, Mann
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Bulletin No, 8, Wells A, Hutchins
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Bulletin No. 9, James W. Jones

Loans to Farmers’ Cooperatives
Circular No. 6
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Circular C-101, O. W. Herrmann and Chastina Gardner
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Circular C-102, Wells A. Hutchins

Western Cattle and Sheep Areas
Circular C-~103, L. B. Mann
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as a supply is available from the

Director of Information
Farm Credit Administration
1300 E Street NW., Washington, D. C.




