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'Coopnati'IJe Organization of 

Iowa Farmers' 

Creameries 

INTRODUCfION 

FARMERS' cooperative associations operated about half of the 
creameries in Iowa in 1923. These cooperative creameries manu­

factured in that year only 38 percent of the State's output of 133 
million pounds of crea.mery butter. They have since gained in relative 
importance and now occupy a dominant position in the industry. 
Six out of ten of those in operation in 1935 were farmers' creameries, 
and they produced in that year 56 percent of the total output of Iowa 
creamery butter. Any saving or improvement brought about by 
these cooperative creameries, therefore, directly or indirectly affects 
most of the dairy producers of Iowa. In 1935, Iowa farms produced 
nearly 9 billion pounds of milk, valued at more than 100 million 
dollars. Production of creamery butter for the State in 1935 amounted 
to 219 million pounds, valued at more than 62 million dollars.' 

Since conditions in Iowa have changed greatly during the last 
decade or two, it was believed that a study of cooperative creameries 
in the State would be timely. Production of creamery butter has 
more than doubled since 1920. The mileage of paved roads has 
increased from 3 percent of all roads in 1924 to 20 percent in 1934, 
'and the mileage of graveled roads has more than doubled during the 

I Iowa Department or Agricult.ure. DairJ' and Food Dlvta1on. FoBft~NINTIl ANNVAL RBP'oB'r. 
Bull. 66, 61 w., 1Ilus. 1936. See pp. 18-a 

It Is desired to aetnowkdge the advloe and'assIstanoe of T. O. stitts, Prlnclpal AgrtculturalEexmom!st. 
Cooperative Division, Farm Credit Adm.lnistnlt1on. in the conductoftbis study. Cnldit isalso due Joseph 
Sbaw and JOMlpb H. Cowden ol Iowa Stale College. who asais.ted In the field work. 

The writer'S des1re to eJ:phIBS appreciation for tba apl&ndid aooperation of tftIlDIery operator.:: and omcialll 
which baa made thisstudy possible., and rorth& ~itical:re\'!ew of themantueript by officlalsand economists 
of Iowa Statt. C~ by Dr. E. W. Oaum.n1tz. oHbe AKrieultural Adjustment Adm.inist.ratlon; and by 
Dr. B. Q. NOlIl'S&t Dfrelltor of th. Institute of Eoonomias. W8ShlnitOD. D. o . 

.Fw ])urpo9I!IS of ldentUlcaUon with the Iowa Agricultural Experiment Station rooords. this bulletin 
may be re!em!d. to asJownal Paper No. l . .as, Iowa Agricultural Experiment Station Project No, tM. 
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same period. Recent economic disturbancea ha~e had a profound 
adverse effect upon farmers' incomes. Three coope~ative law. have 
been enacted since organization of a large proportion of the coopera­
tive creameries. Theee and other changes ha va affected the coopera­
tive creameries in various ways. It was felt that a criticol appraisol 
should reveal methods and policies that have stood the teet of time 
and indicate to some extent what changes may be needed in order to 
bring about the most satisfactory adjustment to recent trends and 
developments. 

The primary purpose of the survey upon which this bulletin is based 
was to obtain a cross-eection view of the general situation regarding 
fanners' creameries in Iowa. This bulletin, however, deals more 
particularly with their corporate and cooperative features and 
methods of operation, with special reference to the character of the 
relationships existing between the organizations- and their members 
and patrons, and their effectiveness in carrying out the purpose or 
these organizations. 

Since Iowa cooperative creameries have back of them a haH century 
of experience, an appraisol of this experient'e should yield information 
of value not only to cooperative creameries here and elsewhere, but to 
cooperative organizations operating in other commodity fields. 
Accordingly, a study of theee creameries was made in 1935 by the 
Cooperstive Division of the Farm Credit Administration in cooper~ 
tion with the Agricultural Economics Section of the Iowa Agricultural 
Experiment Station. The Cooperative Division is making a similar 
study of the cooperative creameries in Nebraska, where conditioDll 
differ considerably from those in Iowa.' 

The main source of infonnation for this study consisted of detailed 
reports obtained from cooperative creameries by means of personal 
interviews. Altogether 138 out of 277 farmers' creameries operating 
in 1935 were visited. All but six of the counties in wbich farmers' 
creameries operated were represented in the survey. Figure 1 show. 
the location of all the creameries operating in Iowa in 1934. The 
State is divided into three sections, based upon density of butterfat 
production. The cooperative creameries reached in each of the three 
sections of the State represented the following percentages of the 
total number in the area: 76 percent in central and northwestern 
Iowa; 67 percent in southern and BOuthwestern Iowa; and 34 per­
cent in northeastern Iowa. Because of the greater homogeneity 01 
the creameries in northeastern Iowa, it is believed that the smaller 
number of creameries surveyed in that area probably provides as ade­
quate a sample as those surveyed in the other areas. No arbitrary 
basis of selection was used. All conveniently accessible creamerieB 
located on routes planned a week ahead were visited. 

'stiUa. T. 0 .• and LaucbUtt. Oordoa C. oaG.unUftO ••• onLtTrJrO ROJIU •• (6 ......... " 

£OOP&lUflU cauMHlQ V. C. A. Coop. Diy. BuO.n. 



Iowa Farmers' Breameries 

.LOCATION OF INDEPENDENT, CENTRALIZER, AND FARMERS' 
CREAMERIES IN IOWA. 1934 

F,GURE 1. 

.Coopettt ..... 

.. Ind~"."ant 
• CUltr.1i5er 
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For the purpose of the survey the State was divided into three sections according to 
density of butterfat production, 

, 
Most of the analyses are based on information obtained from 112 

creameries, the schedules for which were regaxded as sufficiently com­
plete and accurate for such use. General information regarding the 
number of farmers' creameries, their corporate features, and related 
matters was obtained from records in the office of the Secretary of 
Stete and of the State Dairy and Food Division of the Iowa Depart­
ment of Agriculture. Published reports of the latter office were also 
drawn upon for statistical information. Financial reports of cream­
eries cooperating with the Extension Service of Iowa State College in 
connection with problems in accounting and business practice also 
yielded useful information. 

POINT OF VIEW AND SCOPE OF STUDY 

I F FARMERS are to receive maximum benefits from cooperation, 
they must have a clear understanding of: First, the peculiar 9P­

portunities for and the need of cooperation in agriculture; and, 
second, the essential characteristics that give the cooperative business 
organization its peculiar capacity to yield benefits and that differ­
entiate it from the ordinary commercial organization. The extent to 
which oooperation will yield benefits in actual practice, therefore, 
depende upon: (1) A clear perception on the part of its membership 
and management of specific and definite opportunities for making 
savings, improving the service, and otherwise increasing farm in­
comes; (2) the extent to which producers are conscious of, and are 
willing to assume the obligations and responsibilities that devolve 
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upon the memb .. ",hip of a c()Opprative; and (3) the exl .. nt 10 whi .. h 
the plan of organization and methods of opprotinn are cnnsiMI .. nt wilh 
the purpose of the organization and with ronl'f'rntive prinripl .... 
This study of Iowa cooperative creaID"ri"" is undertak"n from the 
point of view of the for('going bssic con~id .. rntions. 

Since much confusion seems to exist 8S to what a rooperntivt'l 0lltRn­
ization is, what its economic implications are, and thl' rt'lalion~hip of 
cooperation to economic reforms in general, a brief discu!I8ion of these 
questions is pertinent. 

THE EcoNOMIC PuRPOSE OF COOPERATION 

Business activity may be organized by owners of capital for th .. ir 
benefit, by laborers for their benefit, by agricultural produC<'rs or by 
consumers for their benefit as patrons of the olltanization. Coopera­
tion is often erroneously n>garded as an alternative to capitalism, yet 
it is in reality a method of functioning under capitalism. Farming 118 

a business is itself organized and operated on a profit basis. Al­
though perhaps the most common reason why farmers have 0lltan­
ized cooperatives has been to protect themselves against exploit&­
tion, a more important reason is to enable them to perform their 
economic functions more effectively. They have sought through 
cooperation to gain the benefits of large-seale operation8, improve 
their product and its market distribution, take advantage of whole­
we purchasing, place themselves in a more strategic position with 
reference to their market contacts, and to do a multitude of other 
things designed to promote their private business interests. 

The economic purpose of farmers' cooperatives does not differ in 
this respect from that of newspapers that maintain a cooperative 
news service, railroads that maintain cooperative transit and p ..... 
senger bureaus, independent grocers and druggists who maintain co­
operative wholesale purchasing associations, or scores of other com­
mercial activities of a similar nature. 

Large industrial and commercial organizations have "integrated" 
many purchasing and selling functions directly with the individual 
business enterprise, but small-seale businesses must usually combine, 
or delegate specific functions, in order to gain similar efficiencies and 
economies. The cooperative form of business organization provides 
a means whereby those who participate on a mutual baais are enabled 
to avail themselves of desired services at cost. 

NEED FOR CooPERATIVE CREAMERIES IN IOWA 

The growing relative importance of cooperative creameries in the 
Iowa dairy industry is not a mere accident. Perhaps the chief 
reason why farmers organized them was to protect themselves against 
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abuses existing in the local markets. In some cases these resulted 
because of lack of competition among dealers; in' other cases, from 
excessive competition; and in some communities no satisfactory out­
lets were conveniently accessible. In any case, producers as a rule 
did pot know the actual market value of butterfat and were unable 
to check weights and tests of their cream. Moreover, since dealers 
were more interested in margins and profits than in prices to pro­
ducers, and since the one-price system of paying for butterfat simpli­
fied dealing with producers, farmers producing high-grade cream re­
ceived no premium, and incentives to improve quality were lacking. 
Some of the older creameries no doubt were organized in response to 
the stress laid hy the Grange upon the desirability of farmers organ­
izing in an attempt to escape the economic pressure of the eighties 
and nineties. 

Hence, these cooperative creameries, as did many other agricultural 
cooperatives, emerged not only as a protest against prevailing abuses, 
but in response to the hope of farmers that as they established them­
selves in bUsiness they might extend their economic influence and 
gain some measure of relief from a generally unsatisfactory situation. 

Whatever induced farmers to organize cooperative creameries, these 
organizations soon discovered new opportunities to increase farmers' 
market returns from butterfat. Improvement of quality soon be­
came one of their important activities. The fact that improvement 
in quality was reflected directly in prices paid producers, created an 
effective inducement for farmers to improve quality. Improvements 
in technical processes of manufacture likewise accrued directly to the 
henefit' of producers. Moreover, manufacturing costs were reduced 
as a result of the fact that cooperative creameries concentrated larger 
volumes of business, on the average, than independent creameries. 

Competition among private operators has been slow, and on the 
whole ineffectual, in bringing about the most economical scale of 
operations among Iowa. creameries. Three important rea.sons are: 
(1) Producers feel that they cannot safely give a private. operator a 
monopoly on the business; (2) competitive methods often tend to 
confuse producers as to the real merits of a given market outlet, 
hence, they do not concentrate their patronage upon the most efficient 
plants, and (3) since an independent opera.tor has no assurance of 
patronage other than through competitive methods, he may be un­
able to adapt plant capacity to the most economical volume. Pro­
ducers in a given trade area., however, through cooperation may 
consolidate the a.vailable volume in one cooperative plant and thus 
adapt plant capacity to such II. scale of operation. 

More recently, steps have been taken to improve the marketing of 
the finished product througb the establislunent of sales agencies. An 
important aspect of the effort in this direction is the emphasis placed 
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FIGURE 2.-PANEL ADVERTISINO ON TH8 CREAIoI.RoUTB TRueD 0' THB 

GREENE COOPERATIVE CREAIoIERV. 

A number of Iowa creameriea which produce rugh.quality butter market their produc&I 
under & common trade naIllt! . 

on increasing the market value oC the product through sto.ndarclization 
as well as quality improvement. Sto.ndardization of the quality oC 
the product makes possible the effective use oC trade names in pub­
licizing that product (fig. 2). 

The activities just discU888d represent a distinct ahift Crom the 
original limited objectives of producers. They represent poeitive at­
tempts to gain specific economies by attacking problems that tend to 
limit Carmers' market returns. Attacks on such problems are likely 
to be initiated only by producers, who stand to benefit most thereby. 
Although it seems necessary Cor producers to protect thellUl8lves 
against market abuses, unless they conceive of cooperation 88 a 
means of delegating and integrating essential eoonomic functions with 
production in order to perfect the commercial organization of agri­
culture and to improve the processing and market distribution of 
farm products, they stop short of attempting to gain important poten­
tial benefits. 

Although cooperative creameries have made some progress in deal­
ing with a number of their problems, the facts presented in subsequent 
sections of this bulletin iIidicate a number of directions in which 
further eoonomies seem possible. 

Only in a weU-organized industry, are those responsible tor its 
direction constantly alert to perceive current trends, appraise their 
significance, anticipate probable futllre developments, and plan and 
build in the light of all the significant factors. Th ..... considerations 
are of peculiar importance to Iowa dairymen becauae ot the fact that 
dairy production in Iowa, particularly in some parts of the State, is 
subject to wide fluctuations. 

Even more significant than the variations in production are the 
changes that have taken place in transportation methods &iI a result of 
improved roads. The effect of some of th_ changes may be as 
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revolutionary as those which followed the introduction of the hand 
separator and the Babcock test. The significance of the shift from 
delivery of butterfat by individuals to delivery by commercial haulers 
..m be discussed later. 

Changes have likewise taken place in the relationship between bu tter­
producing and butter-consnming areas and in methods of market dis­
tribution of butter. In spite of the fact that creamery-butter produc­
tion in Iowa has increased to nearly three times the 1918 volume, it is 
estimated that in 1934 nearly one-third of the total Iowa butter produc­
tion was consumed within the State. 

In an effort to make adjustments to meet these altered situations, 
cooperative marketing has received a great deal of attention, and 
many experiments have been tried. As a result of these efforts, the 
real possibilities and limitations of cooperation in agriculture may be 
understood more clearly. 

Thus, as new problems arise, new adjustments and adaptations on 
the part of producers and their organizations become necessary. 
Producers individually can do little about most of these problems; but 
collectively in group. of sufficient size, they may make avsilable to 
themselves the specialized services necessary to promota the common 
interest of the group. Cooperative business and service organizations 
provide the machinery by which producers may determine the direc­
tion in which their best interests lie and by means of which they may 
promote such interests most effectively. 

The foregoing facts, no doubt, set a heavy task for cooperative 
organizations, but if they, in fact, represent the interest of producers, 
the cooperatives must assume this burden. Farmers organize cooper­
atives in order to delegate to them some of the tasks with which it is 
impossible for individual farmers to deal successfully. When an 
association is no longer in a position to discharge these duties to the 
advantage of its members, producers may find it expedient to dissolve 
the institution. In short it may be just as logical, when conditions 
have changed, to dissolve an association as to organize an association 
when one is needed. The mere adoption of the cooperative form of 
organization ia likely to achieve little unless the organization is con­
ceived as an instrument for attaining specific ends, and unless there 

. comes to effective expression through it the aggressiveness of producers 
who have a clear vision of immediate and long-time objectives regard­
ing the organization of an important industry. 

EssENTIAL FEATURES OF A 

COOPERATIVE BUSINESS ORGANIZATION 

Much has been written and said about methods of organizing 
cooperatives in order to promote their success. Logical analysis and 
practioal experience seem to agree as to some of the essentials which 
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because of their fundamental importaMe rannot be IIt,r......ro too 
murh. Only a brior discussion of tht'ttl is pOMi"le h"re. 

Since a cooperstive may be defined 88 an organilmt,ion wh0f!6 
members are its patrons, and whose purpose is to operate for their 
benefit, it. follows that the int.ereeta of the patroDII are likely to be 
promoted only if they continue to control the polici611 of the o"It8Diza. 
tion. This means that members must control by virtue of the fact 
that. they are patrons of the cooperative rsther than because tht'y have 
contributed capital to it. 

A second implication is t.hat if patrons are to J'Il('Rive the bcnt'fi" 
from the business, they must also 888ume responsibility for promoting 
and financing the cooperative, because persons seeking merely returns 
on capital will neither organize nor finance an . organization which 
they do not control and from which they receive no profit. 

A third essential follows from the second; namely, since those who 
supply the patronage, rather than those who supply the capital, 
receive the profita, they must be willing to assume the rt'11ponsibility 
of management. and the risks involved. 

The fourth esaential is as trite as it is consistently violated by c0-

operatives; namely, a cooperative 88 conceived ahove cannot achieve 
itS purpose unless ita members assume the responsibility for contribut­
ing a sufficient volume of business to insure the attainment 01 ita 
objective. 

To summarize, a cooperative association may be defined &8 an 
organization, the members of which are its patrons, and which 
operates for their benefit; that is, its patrons are its beneficiaries by 
virtue of the fact that. they use its services. This shift. in beneficiaries 
has important economic significance in t.hat t.he relations of a coopera.­
tive with its members are on a basis entirely different from that on 
which the ordinary business organiza tion has contact with its customers 
and stockholders or investors. The important features of this rela.­
tionship in either case have to do with: (1) Control of the affairs of the 
organization, (2) financing the organization, (3) sharing the benefita 
and costs, and (4) procurement of adequate volume of busin_. 

Attempts have been made from time to time to formulate principles 
of cooperation to govern the making of these contacts in euch a m8llner 
as would promote and 888ure the accomplisbment of cooperative pur­
poses. For instance, the principle of limiting dividends on stock aims 
at making the member the beneficiary by virtue of the fact that he 
has contributed patronage rather than by virtue of the fact that he 
has contributed capitsl. Likewise,limitUig each member to one vote, 
restricting transfers of stock, and requiring members to be patrons, 
all aim at retaining control of the organization in the hands of its 
beneficiaries. 

Such principles are not to be regarded as absolute ru1es to be applied 
in the same way in every case and under all conditions. In actual 



Iowa Farmera' Creameries 9 

practice, diHerent methods of operation are used successfully by difi'er­
ent organizations, and various devices are used in order to retain con­
trol in the hands of patrons. These methods and devices represent 
only means to aid in approximating the cooperative ideal. 

The foregoing statement outlines briefly the authors' approach to 
a study of cooperation in the farm disposal of butterfat. The purpose 
of the analysis that follows is to appraise the cooperative creameries 
studied from the point of view of (1) their economic place and purpose 
in the industry, and the extent to which they have attained their 
purpose; and (2) the extent to which the prevailing forms of organiza­
tion and cooperative methods and devices are consistent with coopera­
tive principles and have contributed to the attainment of their 
objectives. 

LEGAL BASIS OF 
IOWA COOPERATIVE CREAMERIES 

GENERAL CoRPORATION LAw' 

I N ORDER to gain an understanding of the cooperative character 
of Iowa creameries and of factors that have influenced it, it is 

desirable to review briefly the legal basis of cooperative organizations 
in Iowa. 

Prior to 1915, when the fust general cooperative law was passed, 
cooperatives could incorporate only under the general corporation 
law. Although this law contained no specific provisions relative to 
cooperative organizations until 1896, many of the early cooperatives 
incorporated under it ineluded some cooperative features in their 
organization papers. 

Section 1610 of the Iowa Code of 1897 reads in part as follows: 
Farmers' mutual cooperative creamery associations shall be exempt from the 

payment of the incorporation fee provided herein.. 

In 1909 this section was amended to read in part as follows: 
Fanners' mutual cooperative creamery associations, whose articles of incor­

poration provide that the business of the association be conducted on a purely 
mutual and cooperative plan, without capital stock, and whose patrons shall 
abare equally in expenses and profi~ and domestic building and loan associ&-­
~ tiona and incorporations organized for the manufacture of sugar from beets 
grown in the State of Iowa shall be exempt from the payment of the in­
corporation filing fee provided herein. 

The apparent purpose of this amendment was to define more 
specifically the term "mutual cooperative", and to extend the exemp­
tion from incorporation filing fees to certain organizations other 
than cooperative creameries. In 1911 this section was further 
amended to provide that exemption from incorporation filing fees 
would extend only to amounts in excess of $25. 

t nata biWc Co the dlsoussfon of the pneral carporaUon law ...... compiled by W. R. Slemrnmn, of the 
Lep1 Sect1oD. Cooperative Dlviskla, Fvm Cmdlt A~. W8ShiDgtoD. D. C. 
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The foregoing provisions were included as 8OOti~n 8350 in the 
Code of 1935. 

The first reference in the statute to farmers' mutllol cooperative 
creamery associations made no attempt to define what constituted 
cooperative performance. The amendment of 1909, however. made 
a distinct step forward when it required that organizations shall so 
operate that "patrons shall share equally in the expenses and profits", 
and the prohibition against stock constituted an attempt in a nega­
tive manner to place membership and control on a purely personol 
basis rather than on the basis of capitol contribution. 

Since legol enactments sometimee follow rather than prl'Cede 
actuol practice, it may be B8Bumed in this instance that the coopera­
tive thought expressed in these amendments was current among the 
farmers for a considerable time previous to their adoption. Many 
associations were organized prior to the adoption of the amendment 
o.llowing exemption to farmers' mutuol creamery associations, Borne 
of which were not even incorporated, bll t were purely informal 
organizations. 

STOCK COOPERATIVE LAw OF 1915 

The first specific cooperative law was passed in 1915. This law wae 
patterned after the ordinary corporation law and was typi~al ot 
the Rochdole type of laws that were adopted by a number ot States 
about that time.' 

From the point of view of cooperation, this law provided ae followa: 
1. Each stockholder sho.ll have only one vote regardleos of the 

amount of stock held. 
2. No stockholder sho.ll hold stock in excess of $1,000. (This 

amount was subsequently increased to $5,000.) 
3. Earnings in excess of expenses, specified reserves, and a limited 

dividend on stock shall be prorated among the stockholdllJ'll on a 
patronage basis. 

4. Dividends on stock sho.ll be limited to 10 percent. 
5. No funds of the association sho.ll be used for promotion expeIlll88 

or commissions. 
Beyond the foregoing requirements, the law did not definitely 

define cooperation or the cooperative method of operation. It did not 
authorize restrictions on the transfer of stock or require members to 
be producers or consumers of the products handled by the organiza­
tion. Proxy voting was not prohibited, and provisions assuring that 
the operations would be carried on for the benefit of patrons were 
inadequate. 

The financiol and generol corporate structure, and to a considerabls 
extent the operating methods, contemplated by this law reeemble 

i Nomae, !t. O. us UO-&L ""lV' or ~OIlJCtTl.~ COO ..... TIOJf. M6 pp. New y~ WIt. ... 
p .... 
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those of ordinary corporations. Although this law did specifically 
provide for the proration of profits on a patronage basis to stock­
holders, as will appear later, the stock method of financing militated 
against the general participation of patrons in the affairs of the organi­
zation. On the other hand, the creameries that organized on a mutual 
basis in acoordance with the amendments to the general corporation 
law, on the whole, subordinated the financial interest of members to 
the service interest of patrons. 

NONSTOCK COOPERATIVE LAw OF 1921 

~ot until 1921 did the mutua.! service concept of cooperation aimed 
at by the amendment to the general corporation law come to be 
adequately expressed in a specific Jaw. This was a "nonstock, non­
profit" cooperative law, resembling those adopted by several States 
about that time. It provided that: 

1. Membership shall he restricted to producers and consumera of 
products handled by the association. 

2. Membership shall not be transferable. 
3. Interest on membership capita.! shall not exceed 8 percent. 
4. Surplus income shall be prorated amoug the members on the 

basis of patronage. 
5. Each member shall have only one vote, and proxy voting is 

prohibited. 
6. Association funds shall not be used for promotion expenses. 
7. Business shall be conducted only with members. (This require­

ment was changed by a later amendment permitting associations to 
transact business for nonmembers in an amount not to exceed that 
transacted with or for its members:) 

COOPERATIVE LAW OF 1935 

A third specific cooperative law was passed in 1935, largely because 
the inadequacies of the ~tock cooperative law had become sufficiently 
apparent to indicate that a change was desirable. The new law 
requires cooperatives, whether organized with or without stock, to 
meet tbe same high standard of cooperative requirements. It also 

. provides a more definite basis for determining property rights of mem­
bers, particularly in nonstock organizations, provides greater assur­
ance that operations will be conducted for the benefit of patrons, and 
in a number of other respects prescribes methods and practices de­
signed to assure performance in acoordance with cooperative principles. 
Previous cooperative laws, however, were not repealed, and although 
no new cooperatives may be incorporated under them, or under the 
general corporation law, existing organizations may continue to 
operate under them. 
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NUMBER OF CREAMERIES UNDER VARIOUs LAWS 

The extent to which Iowa creameries have taken advantage of the 
different laws is shown in table 1. Only 42 percent of 277 farmers' 
cre61lleries in operation in 1935 were incorporated under cooperative 
laws. However, nearly three times 88 m611Y have taken advantage of 
the nonstock law of 1921 as of the stock cooperative law of 1915, in 
spite of the fact that the nonstock law W88 available to them a shorter 
period of time. Eight creameries have already taken advantage of 
the cooperative law of 1935. 

TABLE 1.-DISTRmunoN OF 277 IOWA FARMERS' CREAMERIES ON THE 
BASIS OF THE LAw UNDER WHICH THEY WERE OPERATINO IN 1935 

Number Numfw 
NUmber hl'6ml· 'ha' orlRlnaU, 

Iowa I&w under wblch creamery waa operaUne £n 19M of eretuo- ... 01 ch.~to oral\nJ-t ....... ('flU~Mmlt.lve under 00-- ..... Illwllfrom OllN'&Uvl 
prlor law,' Is ... 

Ordtnary oorporation law oruD.lnt:nrpomted '0 __ . _______ .. _ ,., .. . -------.20" ···---· .. ·ii 8toct cooperaUve law of lfn6 •. _ .••••••• _ .•• _______ . ___ . __ .. " " Nonstoek cooperative law or 1921.._. ___ ••• __ ••• ___ ."'_' _ .. .. .. 31 .. New cooperativalaw of lW6. ____________ ._. _____________ . ., I , 
Total .••• _________ . _______________________________ . _. Z17 100 .. .. 

t The "'mutua)" creameries orijfjnally incorporated undll!Z' the ordinary ('OTfI01'fStion law tlIWlIfy t!banae 
to tbe nomtock law. but tbose originally using the atoek fonn more orwn 000018 UtA Ittork conperaUv.law 
wilen making 8 change. A few have chaDRed from the 8tnck coopersUve W Ute Donatoek law-, 

I Oftbe IJ2craunerie& Included in tbIB study. rOW' were uniDoorporat.ed. The uniDCOrj)Ol'Dted creao:mitt 
would probably not exceed 5 pel'08ot of tbe lotal. 

• SInce tbis. analyslB waa prepared 6 additional ereamerieI have reoraanlr.ed under Ute 1V35 (IOOparatI". 
law. 

The question might be raised why 80 large a proportion (58 percent) 
of thB creameries still operate under the general corporation law. 

In the first place, most of the cooperative creameries were organized 
previous to the enactment of the ·first cooperative law in 1915. Of 
the farmers' creameries in operation in 1935, 70 percent were origi­
nally organized previous to 1915. Since few new creamery associa­
tions are likely to be organized in the future except in connection 
with reorganizations, any increase in the proportion oC the organiza­
tions that operate under cooperative laws will come about lUI a result 
of changes from prior laws. 

or the 116 creameries operating under cooperative laws in 1935, 
57 were organized since 1915, and their original charters were issued 
under cooperative laws. 

Of the 59 creameries thst chsnged from the general corporation 
law since 1915, 20 chose the cooperative stock law, 37 chose the non­
stock law of 1921. and 8 chose the law of 1935. Of 83 creameries 
organized since 1915, 71 percent chose one or another of the coopera­
tive laws 6lld 29 percent chose the general corporation law. How­
ever, of the 63 new organizations since 1921, at which time the non­
stock law W88 enacted, 87 percent chose one or another of the c0-

operative laws 6lld 76 percent of these chose the nonstock law. 
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Another important reason why more creameries have not taken 
advantage of specific cooperative legisJa.tion is that they have appar­
ently been able to carry out successfully their mutual service purpose 
under the amended general corporation law. This purpose appar­
ently became well crystallized in the early history of the movement. 
This fact, to a large extent, explains why relatively few organizations 
have taken advantage of the stock cooperative law of 1915, which 
inadequately reHects the service idea of cooperation. The fact that 
the nonstock law of 1921 does more specifically reHect the service 
idea explains its relatively greater popularity. 

A close relationship is apparent between the time of organization, 
geographical location, and the law under which the creameries are 
incorporated (figure 3 and table 2). Dairying hIlS been practiced 
intensively in northeastern Iowa continuously since the early history 
of the State. This area, therefore, would be expected to witness the 
earliest and greatest devalopment of cooperative creameries, hence 
the predominance of incorporations under general corporation law. 
The creameries which followed the extension of dairying into north­
western Iowa at a later date utilized cooperative laws to a much 
greater extent, because such laws were available to them at that time. 
Likewise, in the southern part of the State, where the development 
of cooperative creameries followed the development of improved roads, 
use of the non.tock law of 1921 is more general. 

GEOGRAPHIC DISTRIBUTION OF THE IOWA FARMERS' CREAMERIES INCOR· 
PORATED UNDER EACH OF FOUR IOWA CORPORATION LAWS 

• OrdInary CoIy_tion to- .... Uft1ftc: ... ~ 16S 
• Stock ~ LAW qf 191& 32 

FIGURE 3. 

.. • 
The creameries organized under the ordinary corporation law and stock cooperative 

law of 191 S are generally in the older dairy section of northeastern Iowa while the 
nonstock msociations &rein the more recently developed dairy JCCticmsinthe south and 
northwest. 

127681*--37-----2 
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Since coopera.tive creameries developed in the early dairy artIU of 
Iowa, the cooperative ideas incorporated in them reBoot the thinking 
of dairymen and agriculturnlleadel'8 of northeastern Iowa, who were 
largely of northern European extraction, particularly &.andinavian 
and German, and who, to a large extent, received their co<>perative 
education in Denmark and Germany. Their ideaa Bpread aa th_ 
people moved to other partB of the State. Audu bon, Story, K088uth, 
and surrounding counties are examples of areas in which the typically 
Scandinavian philosophy of cooperation became established aa a result 
of such migration. The development of dairying in other part! of 
the State, however, carried the cooperative creameries into areas 
where distinctly nondairying types of fanning and where other 
nationalities prevailed. 

TABLE 2.-DlSTRIBUTION OF IOWA FARMERS' CREAMERIES ON B .... IS OP 
LAW UNDER WHICH INCORPORATED AND LocATION 

Nomberot~.by~hlc"", 

Bemainder of 8~ AU .. ..,. 
La" UDder wbleh incorporatecl 

Nortb-- Per-10 ... Bootll- Soutb- Nanll- ToIoI Num· ........ .... ... .tot .... otlolal 

----------
Ordinary oorporatfon law. or DDIDeorporated. '38 8 U 8 .. '41 • Stock cooperative) law of IOlli _________________ .. • J • • .. II 
N onJtock cooperative law of lWl and coopen.-. 

II eive law of 1936-____________________ ._. ______ .. .. 1 , . •• .. 
-- ----Total _____________ •••• __ • _. ________ • __ , .. .. .. 'I1 '" 171 '00 

Such differences in the local environment undoubtedly constitute 
factors which have had considerable influence upon the cooperative 
character of the organization. It is difficult, if not impossible, to 
transplant the mutual type of organizations common in northeastern 
Iowa to southern Iowa. In this area, dairying is not a major lann 
enterprise; dairy production is relatively sparse, and an adequate 
volume can be assembled only by truck transportation over consider­
able distances. Under thes& conditions, personal participation on the 
part of patrons in the affairs of the organization is less likely to 
prevail. Moreover, there is less incentive for the producers to assume 
the responsibility of membership in a cooperative. 

Thus, what may at first appear to be a historical change in the 
coopera.tive philosophy among the cooperative creameries is, in fact, 
attributable mostly to difference in the general situation prevailing 
in the areas to which dairying has shifted in the course of time. 

Since the legal basis of Iowa cooperative organizations represents 
such & wide range from the point of view of cooperative requirements, 
it is highly probable that the performance will also represent a wide 
range. The discussion thus far is designed to present only a general 
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view of the cooperative character of the creameries. A more detsiled 
analysis is necessary in order to obtain a more intimate view of their 
real cooperative character and to point out precisely wherein defi­
ciencies in it may exist. In such analysis, neither the law nor the 
specific features incorporated into the articles and bylaws can be 
relied upon. It is necessary to examine in some detail the character 
of the several relationships that exist between the organization and 
its members and patrons as well as the methods and devices used in 
an attempt to effectuate the cooperative purpose. 

CONTROL AS A PRIVILEGE 
AND RESPONSIBILI'IY OF MEMBERSHIP 

PROBABLY the most important aspects of the set-up of a coopera­
tive association are those that have to do with controlling its 

affairs. . If the purpose of the organization is to operate for the benefit 
of its patrons, it follows that the patrons must be members and must 
exercise control over the activities of the association so as to insure .. 
continuation of oper .. tions in their interest. 

The control of the associations studied has been exa.mined from the 
following pomts of view: 

1. Extent to which the privilege to control is .. ccorded to patrons, 
and exclusively limited to them. 

2. Extent to which members assume responsibilities of control. 
3. Quality of the control exercised by members. 
4. Extent and character of deleg .. tion of authority in connection 

with control. 
5. Extent to which the producers' interest is sa.feguarded in con-

nection with such deleg .. tion of .. uthority. . 

ExTENT TO WHICH PATRONS ARE MEMBERS 

For 108 associations with a total of 53,352 patrons, the number of 
active members was 35,091, or 66 percent of the number of patrons. 
However, patrons who were members contributed 76 percent of the 
butterfat received. Although on the average, 2 out of 3 patrons were 
members; in over 3 out of 10 creameries less than half, and in lout of 
Ii creameries, less than a third of the patrons were members (table 3). 
In the extreme case, only 5.4 percent of the patrons were members. 
It is to be noted, however, that a high concentration of creameries 
occurred in the 100-percent bracket. 

Although there are many exceptions, in general, patron represen­
tation appears to be sufficient to insure that operations will be carried 
on for the benefit of patrons. The fact that not all patrons have a 
voice does not necessarily mean that the interests of patrons are not 
adequately repreaented, for much depends upon the extent to which 
others than patrons also have a voice. 
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'fABI.E 3.-DL'TRIBUTION OF 108 CREAMERIU ON BA. ... o. PERCP.NTAIIII OP 
P .... TRONS WHO ARE MEMBERS .-.ND PERCENTAOE OF MEMBERS WHO ARa 

P .... TRONS 

-- folumhllr nr ..... """ ... 
ib'trblf'b 
flTW'tfied 

Jlf'mBnf3f1l 
of pn.tronll 

.nmamhen 

NUnlt«nf _m_ 
In whl<'b 
JII(1!'W'tflt"d 

pPr,-.ntMtI 
nlm .. mhfn 
.,. PIItrmu 

LeMthanlO. __ ...... ________ ... ____ .. __ ..•......• _ •• ___ •...•. __ . __ ._._ " 0 
lo-HL •• ____ .--------. ----- _._-- _ ... -.-.---._.- --.-.------. _. --_. - -_ .. _ ... - .. V 
~29 __ ••• _. __ •• _0_". _. _. ________ . ___ . ____ . ___ .. _____ .... _ ... _____ . _ ...... _ . _ II 
3()-.3g ___________ • _._ ••••• __ •••• _ ..... _ ••••• _. _._ ••. _ •• ______ ._ ••• __ . ____ . _._ _ A 2 
40-49 ___ • __ .• _ ••••• _ ••• _ •• __ ._._. ____ . __ .... __ ._" _____ •• __ •. ___ .• _. ___ ••• _ .• _ " : 
SO-5IL ______ • _________________ . __ "._ ..... ______ ." _ •••• ". __ ,_ .• _._ •. ____ ".. e 
RO-ft9. ___ .............................. _._ ....•...•..•.• _................... 5 11 
'10-79 ___ ._._ ._. ____ A. ___ • __ • _._. _ •• _ • __ •• __ • _ ••• _. ___ • _. ___ •• 0. __ • _ 0 ••• "'. 4 II 
80-89. __ •••• __ •• _ •• F •• _. __ ._. _._ ._. ______ • _ 0 __ ••• _. ____________ '" __ .0. _. _ •• ~ Tn 
lII)..-W __ •• _____________________ ••• _ •••• _ •••• __ ••••••••• _ •••••• _ ••••• __ ••••. :.. 1 I" 
"" .......................................................................... I---::'''c 1 ___ ~47 

Totsl _____ • _._ •.•.• 0 •• F' 0 _ 0 _. _0 __ • ______ « _ ••••• 0 __ 0_' _ ••••• __ .0 •• •• •• 1011!1 I_ 

I'ff"'" .. 
EXTENT TO WmCH MEMBERSHIP Is LIMITED TO PATRONS 

For 108 creameries an average of 85 percent of the stockholde .... or 
members were patrons. In table 3 it is shown that in 6 out of 10 
creameries 90 percent or more of the members were patrons. In 1 
out of 4 creameries, 25 percent or more of the membPrs were not 
patrons; and in the extreme case, 77 percent of the membe .... were 
not patrons. 

Among the cooperative creameries studied, voting privileges were 
not always restricted to members, and in some eases membe .... hip 

. privileges were accorded to patrons who were not members; that is, 
membership was synonymous with patronage, especially in the mutual 
organizations. But even in organizations incorporated under the 
nonstock law, which requires that membership certificates be issued to 
members, not all distinguished between member and nonmember 
patrons. Hence, the extent to which patrons control a cooperative 
cannot be determined entirely on the basis of the extent to which 
members are patrons, or the extent to which patrons are members. 

MEMBERSHIP POUCIES AND PRACTICES 

The wide variations in the extent to which patrons have a voice 
in detennining the affairs of the creameries result mainly from varia­
tions in policy with respect to maintaining membership coextensive 
with patronage. Such a policy has two principal aspects; namely, 
that of making members of patrons, and that of tenni.oating the 
membership of those who cease to patronize. . 

Since many important differences in membership policy appear to 
be associated with the presence or absence of capital stock, the analysis 
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~ proceed with a discussion of certain aspects of stock organizations, 
to be followed by a. similar treatment of nonstock organizations. 

Capital Stacie Organkatwn 

It appears tha.t the stock creameries vary widely in the extent to 
which membership is coextensive with pa.tronage (table 4). On the 
average, 79 percent of the members were patrons. In a number of 
cases, however, the percentsge fell considerably below 50 percent, the 
lowest reported being 23 percent. On the other hand, only 37 per­
cent of the patrons of these organizations were members. For 30 of 
the 47 creameries, less than 50 percent of the patrons were members; 
for 4 of them less than 10 percent were members, the lowest being 5 
percent. 

TABLE 4.-DlSTR[BUTION OF 47 STOCK CREAMERIES ON BASIS OF PERCENTAGE 
OF MEMBERS WHO ARE PATRONS AND PERCENTAGE OF PATRONS WHO ARE 
MEMBERS 

Number of "'...,.. ... 
in wbich _od 
pereentag. 
ofmembera 
an patrons 

Less than 10' •.. _. _______________ ._ ... __ .o _______________ ._. ______ _____ _ __ ____ 0 
10-19. ____ • __ • ____ • ___________________________ oz. _________________________ .__ 0' 
20-29. ______________ • _ • __________________________________________ "" ___ .". ____ 1 
30-39 •. __ .. ____________________ ~~ _____ . _. _~ ••• _______ ._~_ .. ___ .~ ___ • _______ . _ 2 
~ __ • _______ ~ _, _______ . ____ ~ _____________ ~ ___ ._. _~ _______ ~. _____ •• _._.____ Ii 
&O-:i9~ ______ ~~ ___ ~ _____ ••••• , _______ ~~ ________ ~.~ ________ 0 _________ • ___ • _____ • .. 

~_ ••• _____________________ • ___ ._ •• _. _____ ._ ••• ____ • _________ .__ ______ _ _ __ 5 
7O-7lL __________ • _____________________ ._. ___________ .___ __ _ ________ ________ __ a 
80-89 _________________ •• ______ .> _________________________ > ._______ _________ __ 6 

Numbero€ 
ereaInN'ies 
in which 
specified .. -­or patrons 

IU'ememben 

• 3 
10 • • • , 
• , 

1M) and. over .-- __ -------- _ --- ----. __ -. _ •• --- ----. _ --- _ -- _____ a -- ___ ------- > •• '1 ___ :::"+ __ --::: 
Total--_________________ ._. _______ . ______________ .. ______ . _. _____ _ _ ___ 47 

, 
<7 

""unt Pncmt 
A\'1Ir'8I6 percen&age_ •• ___ • _______________________ • _____ ._._ • _________ ._ 79 

" 
The proportion of members patronizing the association depends 

largely upon the purpose of the organization, on efforts made to 
acquire new members and to terminate the membership of ineligible" 
members, and the extent to which the plan of organization facilitates 
turn-over in membership. That it clearly was not the purpose of the 
stock organizations to make members of a large portion of the patrons 
is indicated by the fact that 43 percent of those surveyed did not favor 
a general policy of making members of all patrons. In fact,37 per­
cent of the stock creameries were acquiring no new members, and 
many of them reported that no special effort was being made to make 
members of patrons. 

That membership may be made to coincide closely with patronage 
under the stock form of organization, if it is the purpose to do so, is 
also clearly indicated. Thirteen of the stock organizations had " 
definite policy of making all patrons members, and 14" definite policy 
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of terminating the memhership of inelijrible memhtol'5. Only 9 ~i8-
tions followed both poli('ies, and 30 followed nt".ither. 

The results for these four groups of organizationM, in tertrul of num­
bers of members and patrons and volume of busmfl88 (table Ii) de­
cidedly favor the nine cre8menes that aimed to make m~mbo",hip 
depend upon patronage. No doubt other Iaetora contributed to the 
results shown. The fact that an organization strives to make mem­
bership coextensive with patronage is indicative of a high cooperative 
purpose. No doubt an organization having 8uch a purpose would 
rank high in cooperative performance. 

TABLE 5.-CoMPARISON OP REsUI.T!! OF SPECIFIED MEM8ERSHIP POI.lCIEIII'OR 
47 STOCK AssoCIATIONS 

Aim nf .....tstlontl 

Tomnte 
To ter~ membllta Tcod-

I .... To make mJ ..... of~rnnJ b.,. 
""""_ member- an to ter· 81rb:U, mlnar.. .r .... .hlp at memblr· '" 1<0 .. Ineligible 

shiV 0' 
... , .... 

mombon IDelI5I'ItlJe pol"" 
..... ben 

Number of UIIOeIatlODJL •. _ •• _. ________________ • ___ ._. ___ ••• _. 13 ,. • ... A vetalC'8 number of J18trans. __________________ • ____ . ______ ._ •. ,:III ... ru .,. 
A ve:rsge membership._._ .•• 0 •• ________________ •••••• ____ • ____ ... ... ... '" A veng& number of members who petnlnlzeCl'1!lUneI'J' _. _0 _ •• 3m .. , • 18 , .. 
Average peroentage of patrons who are members ___ ._. ___ • _. __ 50 .. .. 77 
A vezage petoonlap of members who ar& patroM •••..•.. ______ .. ., .. .. 
A ver&ge 'Volume of butterfat received In 1934 ~pouruJll)_. ___ • __ '1'iIO. J26 ..., . .,.. ........ 411,111 
Average volume ofbutterrat received In lQ28 pounda) _______ ...... , tlI2.63'l fNi,zn ....... PerceDtap of inrnase ill volume, 1928-34_. _. ___ ••. ___ . _______ 01 .. ., " 

Practically all 01 the stock organizations, however, reported that it 
was difficult to obtain new members. The difficulties most frequently 
encountered were: 

1. Lack of incentive for patrons to become stockholders. 
2. Patrons' lack of funds with which to buy stock. 
3. Shares obtainable only by transfer from present holders, sinrA! 

all stock had been sold. 
4. Poor financial condition of the creamery. 
5. Excessive par value of shares. 
6. Refusal of non producing stockholders to transfer their shar .... 
Some of these difficulties have been overcome successfully in indi-

vidual cases. In order to create an incentive for patrons to become 
members, three associations charged nonmembers a servie4 or "manu­
facturing" fee. One required that nonmembers contribute $5 per 
month toward the purchase of a $100 share of stock but permitted 
patrons to withdraw at any time all but '5 of such accumulations. 
Four of the six associations paying patronage dividends limit such 
paymente to membera only. 
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Table 6 shows the relationship between par value of stock and 
certain member-patron ratios for 41 stock creameries. It is apparent 
that for those associations having low par value of stock the per­
centage of patrons who are members is high compared with those 
associations having high par value. The effect of par value of stock 
upon the percentage of members who are patrons is not so marked. 

TABLE 6.-RELATIONSHIP BETWEEN PAR VALUE OF STOCK AND MSMBER-

PATRON RATIOS FOR 47 STOCK CREAMERIES 

Pel'centageor p .... 01 
Number 01 m&mbers ercen 
creameries who are patrons wbo 

p&troJl5 aremembers 

Less than t10 .• ________________________ • ___ • ___________________ _ • 83.0 .... $10. 112, and. $16... _______________________________________________ _ 

120 and $26.. ................................................... .. $50 ____________________ .:: _______________________________ •• ____ ••• 
13 78., .... ,. 77.6 .... ,. ,aD ..., '".>... .......................................................... 1-_-::-.1-_-::-::-1. __ -::-:; 

All creameriaa. ______ F. ___ .". _____ . _____ . ______ .. ________ _ • ,U 19.2 ., , ... 37.8 

The opportunity for patrons to become members may thus be sub­
stantially liberalized by the reduction in par value of stock. At the 
same time, reduction in par value makes more shares available for 
new members after the need for furtber financing by the sale of 
shares has passed. It also simplifies the retirement of stock held by 
those who cease to patronize. 

It is significant that the stock creameries have, on the whole, retained 
their cooperative purpose and chsracter to 8. high degree. Even 
where 8. relatively small proportion of the patrons were privileged 
to vote, the operations of the organizations have, to a large extent, 
continued to be in the interest of producers. However, the fact that 
conflicts of interest have arisen in a limited number of cases and have 
resulted in much dissension and finally complete reorganization, indi­
cates the weakness of a set-up which permits conflicts of interest to 
develop. 

Difficulties that appear to be inherent in the stock form of organiza­
tion will be discussed in the section on finance. 

Control in Nons/Del, Assodatiom 

Producers generally became members of a nonstock organization 
automatically by patronizing the organization. Neither current 
patronage nor membership, however, w .... always the basis of eligibility 
for control in nonstock organizations. In 55 of the 61 nonstock 
creameries surveyed, all of the patrons were membeps. In the other 
six creameries, from 28 to 73 percent of the patrons were members. In 
one of these cases, membership was dependent upon the holding of 
revolving-fund certificates of indebtedness; in the other five associa-
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tions, only those patrons who paid a membership fee were reg&rded 
a.s members. The amount of the memberdllp fee in two of tbese c ....... 
wa.s $1, and in one case ooch, $2, $5, and $50. 

Whereas membership is usually acquire,J automatically by patroniz­
ing the organization, membership is not automatically tenninated 
when the member ceases to patronize. .As a result, nearly one out 
of six members wa.s no longer patronizing' the creamery. Frequently, 
if a member movea out of the territory his certificate of indebtedn888 
is retired in the course of time through the operation of the revol ving 
fund, and since he is no longer present to vote, often no fonnal action 
to tenninate his membership is taken. Yet, according to most articles 
and bylaws, he remains a member until such action haa been taken. 

The results of these policies are appo.rent from tbe following figures: 
Whereas the total number of patrons in 61 nonstock creameries W88 

28,936, the total number of members wa.s 31,251, or 108 percent of the 
patrons. The number of patronizing members WIUI 25,973, or 90 
percent of the total number of patrons, and 83.1 percent of the total 
number of members. 

The fact that nonstock organizations may require the payment of 
a membership fee usually militates little, if at all, against acquiring 
members. Although 40 of the 61 nonstock organizations 8urveyed 
provided in their articles of incorporation for the collection of a 
membership fee, only 26 of the 40 associatioDs actually collected the 
fee; tbe other 14 either had never attempted collection or had dis­
continued it. 

Membership fees for 48 of the nonstock creameries included in the 
survey are a.s follows: 

Amouni of fee: 
]lone _________________________________________ _ 
$0.25 _____________________________ • ________________ _ 
$O.SO ______________________________________________ _ 

$1_-- ___ ------------.--------------------------_._-$2 ___________________________________ . _____ . ____ .. _ 
$5 ________________________________________________ _ 
$SO _______________________________________________ _ 

Nflt1I.tJ. ~ ... -S 
1 

25 
11 
1 
1 
1 

The fees most commonly charged are 50 cenis and $1, but one out 
of six associations charge no fees. The fee is usually collected as a 
deduction from the first cream check or the first certificate of indebted­
ness issued. ea.sh payment of fees was required in three cases, cash 
or deduction from the first cream check, in three cases, and deduction 
at the rate of 1 cent per pound of butterfat delivered, in one case. 
In only five cases were membership fees returned to members upon 
withdrawal. Tbe return of fees is a practice whicb tend. to reduce 
the proportion of nonpatronizing members, because of "the induce­
ment it offers ineligible members to terminate their membership. 
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A comparison of certain aspects of stock a.nd nonstock organizations 
may be based on the data shown in table 7. Among the stock orga.ni­
zat;ons in general, the proportion of patrons who become members 
is lower than among nonstoek organiza.tions4 This is true even where 
it is the apparent desire and aim of the stock organization to make 
members of patrons. However, when' the proportion of the members 
who are patrons is considered, some of the stock organizations have 
apparently succeeded in retaining control of the organization in the 
hands of patrons as well as have the nonstock organizations. Others, 
judging from the difficulties reported in this connection, have had to 
abandon this purpose after unsuccessful attempts to carry it out. 

TABLE 7.-Typp; OF ORGANIZATION AND MEMBERSHIP POLlCY AS RELATED 
TO CERTAIN MEMBER-PATRON RATIOS, FOR 108 AssOCIATIONS 

. Number Pereentageof Percentage of 
Type of cmalIlery or ::nambarship polleT of """",. patrons who m81l1berswbo 

.,leo .are members: ... .....,.. 
S~ etalIDerlea: 

=~~~tb-aiA1m·iOm8ke-m-embWSoiBiiiMitron:;and·~-
., 37.8 "'8 

terminate lne!igtble membemlips •. ______________________ ._. • ... . .. .. 
A.ssocilltions that do- not terminate all ine1Wble membersblps 

N0D5~~=~~_~~~~=====::::::::::::::::::::c:::: 30 .... ... . 
61 .... .... 

Whereas, none of the stock organizations limited thpu- business to 
members only, 55 of the 61 nonstock associations did so. This num­
ber includes all of the nonstock mutuais incorporated under the 
ordinary corporation law. It appears to be a question, therefore, as to 
what anent the generally prevailing pra.etice, among the nonstock 
organizations, of making members of patrons is dictated by the pur­
pose of the organization or the requirements of the law. In the case 
of the mutual creameries incorporated under the ordinary corporation 
law, it was undoubtedly the purpose of the organizations that patrons 
should constitute their membership. Probably a large proportion of 
the creameries incorporated under the nonstoek law were also moti­
vated by the same purpose, but in some CRSea what appears to be a 
purpose to attain a high degree of patron control may, in fa.et, be 
merely an attempt to comply with the letter of the law. 

Practices R'garding Voting Privileges 

In four associations all patrons, whether they were members or 
not, were allowed to vote (table 5). In 56 other associations all 
patrons were likewise given the right to vote but the act of patron­
izing automatically made members of the producers. In 52 associa­
tions only members were allowed to vote. In 21 of these 52, members 
had to be producers but did not need to be patrons. In the other 31, 
members did not even have to be producers. 
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Limiting 1M righl to fJOfe.-All of the non8tock organizationll without 
exception limit each member to one vote. Moreov ... r, ~&UNl 01 
tbe general practice &IIlong nonstock associations of making memhAr­
ship automatic with patronage, practically all patrons have the riltht 
to vote. In 11 of these organizations, however, producers WI'I'l! 

required to patronize the orgimization for periods of time varying 
from 2 to 18 months, or until they had delivered from 100 to 1,000 
pounds of butterfat, before membership or voting privileges were 
extended to them. Of the 51 stock organizations, 44 likewise limit 
each stockholder to 1 vote. Of tbe remaining seven, two provide 
in their articles that voting shall be by shares but actually practice 
the one-man, one-vote principle; four vote by shares, but article8 or 
bylaws limit the number of shares to one per member. Only one of the 
stock organizations actually allows more than one vote per member. 

It. may be concluded that the 8O-Called democratic method of 
voting prevails generally. However, in stock organizationll, the 
right to vote is linked to capital contributions, but in nonstock organi­
zations it is linked to patronage. 

Voting by mail or prtJX1J.-Proxy voting &Ild voting by mail are 
devices that may prove important factoN in control. or 104 cream­
enes reporting on these features, 22 percent permitted proxy voting. 
All of them were stock org&nizations. Although no information is 
available regarding the extent to which proxy voting is actually 
practiced, it is believed that in general little advantage has been 
taken of the privilege except in cases of renewals, reorganizations, 
and similar situations where a representative vote was required. 
Cases have been reported, however, where individuals with question­
able motives have taken advantage of the privilege of voting by proxy. 

Whereas 78 percent of the creameries prohibit proxy voting, only 
half of them pJ'ovide for voting by mail. Those which provide for 
voting by mail represent three-fourths of the nonstock organizations, 
but only one-fourth of the stock organizations. The general corpora.­
tion law, of course, does not authorize voting in this manner, but ths 
nonstock law specifically authorizes it. Organizations whose mem­
bership is highly localized are likely to have little occ..non to use it; 
and nonstock organizations, in which membership depends largely 
upon patronage, are likely to have few absentee members. When 
occasions arise, however, which require a representative vote or the 
members, it is bighly desirable that a means be provided (or registering 
the votes of absent members. 

Extending the privileges of control to patrons is one thing; the extent 
to which this privilege is actually used is another matter. Perhaps 
greater emphasis should be placed upon the responsibilities and obliga­
tions that are associated with the privileges of control in a coopera­
tive creamery than upon the privileges themselves. In {act., one of 
the outstanding difficulties of cooperatives generally is to induce 
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members to devote an adequate amount of time and energy to the 
&ffairs of the organization. A cooperative organization is presumed 
to do what is beneficial for its patrons, because it is presumed the 
patrons will control the organization in their own interest. The in­
telligent exercise of the privilege of control therefore depends upon: 
(1) The extent to which patrons actua.Ily participate in the &ffail'S of 
the organization; and (2) the e."tent to which patrons llJ"e enlightened 
as to what constitutes their best self-interest. Hence, it is important 
to consider the quality as well as the extent of patron pllJ"ticipation 
in control. 

EXTENT AND QUALITY OF PATRON PARTICIPATION IN CONTROL 

No exact measure of the extent to which patrons actually participate 
in control of their cooperative creamery is available. Attendance at 
annual meetings, however, which usually provides about the only 
opportunity members have of pllJ"ticipating in the business, may he 
regarded as a rough index of member pllJ"ticipation. According to 
availahle records (table 8), the attendance reported vmes from less 
than 10 percent to several times the number of patrons. It was less 
than 50 percent of the patrons for over half of the creameries reporting. 
On the other hand, it exceeded 100 percent of the patrons in approxi­
mately one-fifth of the creameries. The meetings of the latter organ­
izations are open to the general public, and special inducements to 
attend are usua.Ily offered in the form of entertainment, outside 
speakers, and refreshments. Since many, and in some cases probably 
a large proportion, of those who attend are not members or patrons 
of the organization, about aU these figures indicate is that attendance 
vllJ"ies widely and that it is wholly inadequate in a large proportion of 
the creameries. 

TABLE 8.-A"ITENDANCE AT ANNUAL MEETINGS REpORTED BY 91 
CREAMERIES 

Less than 10. ______________ _ 
16-UL _____________________ • 
20-29 _______________ • ______ _ 
3()-,3~ ____________ • _. ______ ." 
40-4~ _____ ._ .". ____________ _ 
ll()-.lIlI _______________ ••••• _ •• 

eo-eg ... ... __ .... -_. ---.-_.-

, 
17 
I. • 10 • , 

Quality ~ Patron Control 

The extent to which patrons pllJ"ticipo.te in the &ffairs of the ass0-

ciation is no more inlportant than the quality of the control which 
they exercise. Since a cooperative &ffords its patrons the means of 
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more effectively pursuing their best selC-intereet, the benefita they 
receive will depend upon how clearly they eee definite opportunities 
to promote that interest. In other words, a creamery motivated by 
producers' interest can create savings only to the extent to whi .. h the 
producers, through Buch an organization, discover and take advantage 
of definite sources of savings. 

Most of the early associations were organized to correct certain 
unsatisfactory conditions which existed in the local market. The 
benefits received from the cooperative creameries were mOllt appa .... nt 
in the comparatively higher prices paid by them, and in their more 
satisfactory service. 

In time, the benefits of an organization usually tend to become 
less and less apparent in terms of direct price comparisons. Young 
farmers and newcomers in the community frequently are not familiar 
with the conditions that led to the organization of the cooperative 
creamery, nor conscious of improved services and economies that may 
not be clearly apparent to producers generally. Moreover, because 
conditions are constantly changing, constant readjustments must be 
made. 

For all of these reasons, the necessity of maintaining an enlightened 
membership becomes increasingly important. The more familiar pro­
ducers become with the situation in general, and with their organiza­
tion in particular, the more competent will they become to blaze new 
trails, develop new methods, or improve old on..... Only by this process 
of constant development and growth is it possible for a cooperative to 
continue to hold the interest and active support of the producers and 
to maintain its position in the industry. 

It cannot, of course, he expected that a large number of patrons can 
individually keep themselves fully advised regarding all of the details 
of operation, but it is their definite responsibility to select a leader­
ship that will adequately represent their interests and help them dis­
cover opportunities for promoting their interests. After members 
have selected such leadership they may insist that the management 
take a constructive attitude toward gathering infonnation of interest 
to them and disseminating it among them. This will necessitate that 
facilities be provided that will promote free and open discussion 01 all 
matters of interest to them. 

D<vl!iopmmJ oj Patron Inlnut 

One of the most importlUlt factors influencing the extent of active 
member participation in the business is the extent to whieh a "mem­
bership consciousness" or a sense of responsibility as members is 
present.' The community creameries of parts of northeastern Iowa 

I Further d1Jeassfon of the devekrpmeut oi. 00Uid0uaawsa of ~'P and • JII!DIe of ~Ut' fDr 
111& 'aHop amana u. members will be toood fa the JoIIowtDc bulleUlI: 100.. I. W. If ......... 
UUTIOXII OI'COO"'ATr?Z ~ftOWL F. C. A. ~ Dt ... BulL'" HI pp,.lJllIL JfIaO. 
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exhibit this membership responsibility to a high degree. The cream­
eries are regarded as vital community institutions. Not only is 
membership in them open to all patrons, but here custom dictates 
that in order to he a good citizen of the community the farmer must 
participate not only in the affairs of the church and the school, hut 
in those of the creamery as well. 

Something approaching this degree of membership consciousness is 
also attained hy some of the large associations whose trade territory 
transcends community boundaries, but only as the result of a long­
time aggressive educational effort on the part of the management. 
Too often, where the creamery draws butterfat from a large territory, 
however, the relationship between the members and the organization 
is so indefinite that the member fails to feel any sense of responsibility 
as a member, and consequently neglects the duties of "citizenship" 
in the organization entirely. This is likely to be true particularly 
where membership is acquired automatically by patronizing the 
organization. Membership acquired automatically is likely to mean 
less to the member in terms of membership responsibility than that 
acquired after some deliberation and a conscious decision to join, 
especially where joining involves assumption of important obliga­
tions. Frequently, for example, the only contact the more distant 
patrons have with the creamery is through the truck operator who 
gathers·the cream. Some members have never seen the creamery or 
any of its officers nor attended any of the meetings of the organiza­
tion. Under such circumstances, control, though democratic in form, 
tends to become concentrated among a limited number of members 
who are sufficiently interested to exercise it. 

In any case, the desirability of automatically making members of 
aU patrons is open to serious question on the ground that, desirable 
as patron control may be, it is ouly when such control is motivated by 
an enlightened interest that the cooperative can achieve significant 
success. Enlightened interest is not automatically attainable. 

Although many of the organizations actively attempt to stimulate 
members' interest by one means or another, too many of them do 
little or nothing in this respect. A few of the more important of 

. such activities reported are shown in table 9. 
More than two-thirds of the creameries provide outside speakers 

for annual meetings, and more than one-third carry on educations.! 
work with members and patrons through their individual efforts or 
in cooperation with other agencies, such as the county agricultural 
agent, the Fann Bureau, the Fanners' Union, vocational schools, 
4-H Clubs, .and other cooperative organizations. Since annual meet­
ings are usually held during the winter, one-third of the organizations 
hold special meetings during the summer. These meetings, however, 
are devoted largely to recreations.!, good-will, or "booster" activities. 
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TABLE 9.-METHODS USED BY IOWA CiutAMERIElI TO DEWLOP INTIIRDT 
AND A SENSit OP REsPONSIBILITY AlfONO MI!"BEU 

Ootside~l!I"l'Iat annualmeetlnc_ .......... __ . ___ + __ ... _ •• _+ _ 

EducaUonal work undertaken by crwunery ..... _ .... _ .... _ .•. _ .. _. __ . 
Participation in eduoatlonal work done by other apDciee ....••... _ .... 

~!rm::~.md-oih.-li_iUn:::·::::::~:=:~::::~::::::::::~ 
Pnblicatlon of annual report •.•. ____ . __ ... __ ..... ___ ._ .... _. _ ...... _. 

.. .. .. .. .. 
72 

.. .. .. 
72 .. 
'If 

.. 
VI 

100 .. 
VI .. 

Other creamery organizations are not content to limit contRet with 
their members and patrons to annual or special meetings but are 
constantly at work on the problem. One manager spends consider­
able time on cream routes, visiting thepatroDs personally. In other 
eases, directors and officers, and sometimes cream haulenl, assiAt in 
similar activities. In general, however, the participation of officerII 
and directors in such activity is negligible. 

Specific information as to what is actually diS<'ussed or done in 
connection with these contacts is not available, except that reports 
were received regarding the subjects discussed at annual or special 
meetings. The subjects cooperation, marketing, and rPOrgnnization 
were reported 12 times; production and quality improvement prob­
lems, 20 times; politics, 4 times; and miscellaneou8 matters, 4 times. 
Too often the purpose of such efforts is to solicit patronage and to 
develop loyalty to the individual creamery rather than to develop 
an enlightened appreciation of the members' selt-interest or of the 
aims and objectives of the creamery to promote their selt-interest, 
or of the affairs of the organization. The attitude of some managers 
88 well 88 of some boards of directors definitely discourages active 
participation on the part of members in the affairs of the organization. 

DELEGATION OF AUTHORITY BY MEMBERlI 

The annual meeting is usually the only opportunity afforded mem­
bers for direct participation in the affairs of ti,e association. Wide 
variations exist among the creameries regarding the extent to which 
the members delegate authority and the extent to which they exercise 
their prerogatives 88 members. In some cases even the routine details 
of management are paased upon by the members. More frequently, 
however, there is complete delegation of authority to the board of 
directors, and the most important business transacted at the annual 
meeting thus becomes the election of board members. 

The set-up in practically all cases, however, contemplates that the 
members shall determine the general purposes and objectives of the 
organization, but that the board of directors shall formulate policies 
for effectuating these purposes. Since management is so important 
a factor in the success of any business organization, one of the most 
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important responsibilities of members is the selection of the most com­
petent among their number to serve as directors and officers. The 
importance of this selection is seldom fully realized by members. In 
many csses, directors themselves fail to appreciat:e fully the extent of 
their responsibility as such. Although it is necessary' to delegate con­
siderable authority to managers and butter ma.kers, it bas been ad­
judged that directors are lega.lly responsible and liable for the acts 
of any of the employees of the organisation.' 

Although directors participate to a considerable extent in the 
actual management of the creameries, the burden usually falls mostly 
upon managers and butter ma.kers. Nearly two-thirds of the cream­
eries studied were managed by the butter ma.kers and the other one­
third by full- or part-time managers or secretaries. The general educa­
tion, training, and experience of managers and butter makers vary 
widely. On the whole, they have had considerable experience and 
training in the technical aspects of butter ma.king and factory opera­
tion, but most of their training for management has been acquired 
through experience. Many of the creameries are too small to permit 
the employment of both a manager and 8. butter ma.ker; hence, man­
agement is likely to be neglected or the responsibilities delegated to 
those inadequately equipped by training and experience to assume 
them. Many of the small creameries receive too' little managerial 
direction, or receive it from those who h8.ve too little time to devote 
to the creamery's business orwho have inadequate business experience 
and training. 

The relationship between the members and the board of directors, 
and between the board and the managers and butter ma.kers, in many 
csses needs to be established on a more satisfactory bo.sis. Frequently, 
members and boards assume that when they have delegated authority 
they have also thereby released themselves from responsibility. Con­
versely, managers and butter ma.kers are frequently expected to 
assume responsibilities without having been given a corresponding 
amount of authority. On the other hand, since managers and butter 
ma.kers are usually given considerable authority, they sometimes ta.ke 
the attitude that they are, in fact, "running the business", and 

.forget that they are responsible to the directors. 
Since of necessity much authority needs to be delegated by mem­

bers to boards of directors, and by boards of directors to employees, 
the provision of means whereby members and directors may keep 
themselves informed regarding all aspects of the business is of the 

• BqultJ' No. '7605, In the Dbtrlet Coort of the &ate of Iowa. In and far BmmeI~. Wattiu GJ'ai. 
~J»1'I' v. Fr._ .8riUt1 eo_ .. .,: 

U: Is his {the director's) dutJ' &0 know what; Is: being done by the eucutlve otIimn or empJO}'MI (lr the 
eompan,. and be e:umot iInoreor netleet ~ duties and UIea ..... pe liabW\Y, or the oorporat1oQ which 
.. represents eecape iu lfabillty by pleadiDI the ueglip:ooe of the dtrecton.. A dlreoC:or' hlpnsentiDg a coc­
ponUon b oonclusInly bound to bow tba!e UUup which wouJd be di1Closed 8Ild which be 1mDld know 
bad be liven the business that nasonahI& ~ and ob8en1ltioll &hat a:maa 01 CII"dlna:ry care and pm­
~would,aVflW !J,bowu ~~P.~ar~8f~~!"!"l 
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gl'l'alRst importance. Adequate recorda and ",portA nllll.t "" pm­
vid .. d and they must be studied and interpl'I'tt-d. MOMt of thl' cl'I'nmpry 
associntions kel'p fairly adequate records-many 01 thrm px,,('II .. nt 
ones. In oth .. r caSt'J' the records are wholly inndpqlllltt'. 

It is bigbly desirable that the books and rocords h .... lUlil .. rI hy a 
competent and disinterested accountant, and if pOl!8ible onalyzpd Bnd 
interpreted by him in nontecbnicallanguage, not only to the board 
of directors but to the membera at the annual meetings. In addition, 
a considerable number of the creameries should avoil tbem .... lvSR 01 
competent accounting and auditing service to exnmine and vprify 
the records. 

Whereas an audit may detect dishone .. ty, the pllrprnoe of banI ling 
officio.ls responsible for the funds of the orgo.nization is to protect th" 
o.ssociation against loss that may result from misappropriatiun 01 
funds. It was found, however, that 42 of the 112 associlltions did not 
bond their officials; neitber did most of these associations have th"ir 
books audited. Failure to protect the association agam..t p08llihll' 
losses from these sources is &8 short-sighted a policy &8 failure to 
insure the association against fire losses. One association that had 
suffered a loss of $1,900 through misappropriation of funds by the 
secretary still failed to bond the new secretary, the explanation hPing 
that "this time we have ch086n an honest man." Obviously no board 
will knowingly choose a dishonest official, yet instances where lo-s 
as high &8 $12,000 have occurred may be cited. Other cases mlly be 
cited of associations that have recovered substantial misappropriated 
sums because the officials were under bond. 

FINANCIAL RELATIONSHIP 
BETWEEN TIIE COOPERATIVE CREAMERY AND 

ITS MEMBERS AND PATRONS 

AS INDICATED above in the discussion of c.ontrol in Iowa rarml'oTII' 
Il.. creameries, the patrons' interest, with the exceptions not.-Ai, ill 
represented in determining the policies of the creameries to 8uch aD 
extent that the patrons, &8 such, are the chief, if not the sole hl'nelici­
aries of the operations of the creameries. Under these circumstances, 
people seeking profits can hardly be expected to invest their funds 
in these organizations. Since a !erge proportion of the cream­
eries appear to be adequately financed, however, the methods of 
financing used must have been fairly consistent with the cooperative 
aims of the organizations. The experiences of the creameries in this 
respect, however, have not been uniformly satisfactory. For this 
reason it was undertaken to examine the methods of financing used 
and to appraise them from the point of view of their adaptability to 
the cooperative type of business organization. 
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Any plan of financing that proves satisfactory from this standpoint 
must meet certain specific requirements: (1) It must subordinate 
the interest in return on capital invested to the interest in return 
on products; (2) it must provide adequate capital, either in the form of 
cash or credit, and it must make adequate provision for the liquida­
tion of indebtedness; (3) it must distribute the financial burden among 
the patrons in proportion to their patronage, which means that those 
who use the organization must assume the responsibility of financing 
it; (4) it must enable the organization to operate successfully under 
existing competitive conditions. 

CAPITAL REQ.UIREMENTS OF IOWA FARMERS' CREAMERIES 

The amount of capital required to operate a creamery is relatively 
large, as indicated by the figures in table 10, in which creameries are 
classified on the basis of the total assets employed in the business. 
The total assets for the 77· creameries for which figures were available 
averaged $34,482 and ranged from $9,000 to over $100,000. 

On the average $18,440, or 54 percent of the total assets, consisted 
of plant and equipment and other fixed assets (fig. 4). The remainder 
consisted of cash, receivables, inventories of supplies and butter, and 
other current assets. 

TABLE 10.-DISTRlBUTION OF 77 CREAMERlES ON THE BASIS OF AMOUNT 
INVESTED IN TOTAL AssETS 

Number PerOOD~ 
Investment in total assets 1 of cream- of total ................. 
Less than SIO,OOO._. ________ I 1.0 
$10,000-$14,999. ____ • __ ._._._ 1. 17.0 
$i5,OOO-SJ9,WIL. ___________ 

" 11.0 
$20,001)-,$29, 991L. __________ po ,. .... 
SSO.OOO-~.'m ___ • _______ • __ 10 .3. 0 UO,(I()()-.$49.999 ______________ • 6 •• 
S5Q.0Cl0-169.99II. _ • ___________ • 1.S 

Number Petoontage 
Investment in total assets.\ 01 cream· of total 

- ",.an,,"''''' 
$8O.CIOCI-t69.999 _____ •• _______ • ... $7O,IlClO--m.999 ______________ 

2 ... $8O,OClO--IS9.W!L. _______ • ____ 2 ... $9O,,()O(J....$;9Q, 999. _____________ 
3 S.U SlOO,OOO or more ____________ 1 1.3 

TotaL. ____ . ____ . _____ n 100.0 

I The &veragD amount of BS!!8ts par creamery was lM.m and the range fI'om $9,301 to $107,821. 

The proportion of the total capital invested in fixed assets, however, 
varied from 24 to 93 percent, and for half the creameries it was 
between 50 and 70 percent of the total assets (table 10). Farmers and 
organizers frequently underestimate the total amount of working 
capital that will be needed. 

TABLE l1.-DISTRmUTION OP 77 CREAMERlES ON THE BASIS OF RATIO OF 
TOTAL AssETS TO FIXED AssETS 

Number Pel"~utap 
o1cream- of total .............. -

~-~-.-.--.. -.-.. -.---.-.-~-.--.--_-__ -_I------. 30-39 __________ .____________ 9 
tH1t_______________________ 10 
50-69_______________________ 21 
O6-(Ilt ... _____ •• _____________ 17 

Number Percentage 
or~· ottotal 

eries creatnerie& 
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FIGURE 4.-TvpICAL CooPERATIVE CREAMERY hANn IN IOWA. 

Plant, equipment, and other fix<d ..... "". ....... ,ed S4 _t of the t.o..J ..... ofthe 
a.ociatioDl atudicd.. 
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Many factors influence the amount of capital needed. One of the 
most important of these is the volume of business to be handled. It 
was found that, 88 the volume of butterfat received rose from less 
than 200,000 pounds to 1,500,000 pounds or more per year (table 12), 
the total capital rose from $14,000 to over $80,000. Wide variations, 
however, occur, as disclosed by the figures in the last column of the 
table. 

TABLE 12.-VoLUME OF BUTI"ERFAT HANDLED AND CAFITAL INVESTMENT 
REpRESENTED BY CuRRENT, FIXED, AND TOTAL AssETS OF 77 Asso(~A­

TIONS 

enmm, """'" .".. ...... Total 8S!ets 

Num· 
Butterfat handled boro! - ...... n .. (I,G pounds) """",. 

...o! ..... - ........ total ......... total A ...... -...... ...... 
"Less than 2(IIL. __ ~ __________ 1 $6.Z!3 S7 ..... os ~, .. ",_000 20()...,3\19 ____ •• _______________ 

28 7,649 37 13.0lI0 53 ",7011 10. 100- 4Z. SOO 401)...699. ____________________ 
11 12, 001 .. 17,881 .. ,",882 18., 100- 80, (Xl) 6(l)-m ________ ___ . _______ ._ 
11 ... "" « 17,561 .. 31. 831 17,700- 65.0 SOO-99lL ____ • _______________ 
1 'll,IS56 .. 27, "., .. 49,3Stl 31, 200- 87, \XX) 

l.(IX)....l,_ •• ______ OR •• __ • ___ • ",m .. 31,199 52 00,519 42,600-93,600 l.l5CMI and aver __________ ... _ 1 49.235 ., 31,m 3. 80,771 M, aJO-I07, 800 

All ereamerla!L ______ • 17 ' ..... .. I ..... M St, ... 9. 30)-.107, 800 

It was noted that 88 the volume increased, eurrent assets as .. per­
centage of total assets increased m .... kedly. The prevailing practice 
of pooling and deferring payments for butterfat tended to make the 
inventory and receivable items of the bala.nce sheet proportional to 
volume. On the other hand, .. seven-fold increase in volwne was 
associated with only .. four-fold increase in fixed assets. 

An important consider&tion in this connection is the extent to which 
the total capital requirements are .. burden upon the patrons, assum­
ing that they carry the entire burden. This is brought out in table 
13, which shows a distribution of creameries on the basis of the amount 
per pound of hutterfat handled invested in fixed, current, and total 
assets. The averages are 3.7 cents in fixed, 2.5 in current, and 6.2 
cents in total assets for each pound of butterfat handled. The amounts 
'required to finance fixed assets ra.nged from 1 to 17.6 cents per pound 
of butterfat; the range for current assets was from 0.3 to 6,6 cents and 
for total assets, from 2.5 to 21.3 cents. 

The range in total assets for 57 percent of the creameries, however, 
was between 3 and 6 cents per pound of butterfat. The extremely 
high figures were for creameries handling small volumes of business 
or having excessive investments in plants and equipment. 

In connection with the foregoing'figures, it should be realized that 
the volume handled by individual creameries, in comparison with 
their capacity, varies greatly. Whereas some creameries oper&te at 
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volumes much less than their l'apacity. othel"8 handle volumps in 
excess of their normal cap8<'ity. This. among other f .... tol"ll. influpnC't'8 
the amount of capital required per pound of huttrrfat banllll'd. 

TABLE 13.-VoLUKE OF BUSINESS AND AMOUNT INVl!.STt<D IN AssP.n P1tR 
POUND OP BtrrrE.RPAT HANDLED" 77 AsaocIAnoNS 

Tntal -

As noted above, the average total capital requirem(>nta for tlte 
creameries studied amounted to 6.2 cents per pound 01 buttrrfat 
received. On this basis, & deduction of 1 cent per pound of buttrrfat 
would pay for the entire assets of the average creamery in 6.2 y ....... 
and for the fixed assets in 3.7 years. Tlte finanrial burden therefore, 
sbould rest lightly upon thA individual patrons. provided it is equitably 
distributed among them. 

PROPORTION OF CAPITAL PROVIDED BY MEMBERS AND PATRONS 

In the case of the average creamery as of tlte end of the fiscal year, 
1934, members and patrons had provided in various forms (see pp. 
33-34) $29,153 out of $34,482, or 85 percent of the total capital (table 
14). It is significant that the creameries, on the average, rely on 
ontside80urcesforcapitul to a relatively small extrnt. Only 6 percent 
of the capital consisted of borrowed funds and 9 ppre.,nt of credit 
extended by supply houses and other current creditol"ll. 

TABLE 14.-SoURCES OF CAPITAL OF 77 AssocIAnoNl 

...... "'-
Membent and patrons. _________ o ______ • ___ •••••• ________ • __ 0 _____________ • 121.1. 16 
Banb and privat.el ereditors •• ___ 0_.0 _________ 0 ___ • ___ ._ • ___________ 0 •• _... 2. 2:26 • 
C ..................... _____________ .• _____ .• ___ .... ___ . _____ .. _____ • __ . ____ . __ I-__ .. ::..:: .... ::...~.----. 

TotaL ___ ••• ___ • _________ • ___ •••• _ .• _ •••••• _!& ••••••••••••••• _ •••••••• , . U. 482 UIJ 

Members and patrons have contributed 70 percent or more of the 
total capital requirements in 85 percent of the associati!,ttS studied 
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and 90 percent or more of the total requirements in over half the 
creameries. This is true to about the same relative extent in each 
of the different types of creamery orgs.nizations. 

Some reasons for variations in the proportion of total capital pro­
vided by members and patrons are: (1) Length of time the creamery 
has been in operation; (2) rate at which the creamery is paying its 
debts; (3) extent to which new or additional capital may be required; 
(4) type of orgs.nization and method of financing used; and (5) extent 
to which members are required to assume responsibility for financing 
the organization. 

Since the accumulation of capital usually requires time, the length 
of time the creamery has been in operation is an important factor 
IIffecting the amount of capital contributed by patrons. Few, if any, 
of the organizations had as many members and patrons, or as much 
capital invested in facilities, or as large a volume of business, at the 
beginning of operation as subsequently. };[oreover, many creameries 
in order to ·begin operation, had to incur indebtedness, which was 
subsequently repaid, either out of earnings or out of accumulstions 
of capital on the pert of members aud patrons. The data shown in 
table 15 indicate that the creameries which had been in operation less 
than 5 years were financed by members and patrons to the extent of 
67 percent of their total assets. This percentage is higher for associa­
tions having longer periods of operation, but little change in the 
percentage occurs between groups having operated 20 years or more. 

TABLE lS.-PERIOD OF OPERATION ANI> PERCENTAGE OP TOTAL AssETS 
FINANCED BY ME .... ERS OF 77 AssocIATIONS 

Years of opemtioD 

Less than 6... ____________ _ 
6-9. ____ ._. _. ___ ._. __ •• __ _ 
16-14. ___________________ _ 
lIS-Ill. __________________ ._ 
20-24. ____ A_A. ____ • ______ _ 

26-21L ______ 0 _______ 0 ____ _ 

I. 
IB 
II 
7 • • 

Years of operation 

Not all creameries accumulated capital or liquidated indebtedness at 
the same rate, and not all of them had the same amount of capital in 
the beginning. Moreover, the figures presented are based on their 
present financial condition, and hence may not indicate the full amount 
of capital accumulated in the past. In some cases, part or all of such 
capital has been dissipated through mismanagement, operating losses, 
bank failures, and otherwise. 

FORMS OF CAPITAL PROVIDED BY MEMBERS AND PATRONS 

Capital may be provided by members and patrons in various forms, 
as follows: (I) Membership capital contributed as cash at the time of 
joining the association or subsequently in the form of specific capital 
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deductions, that is, capital8tock, certificates of indebtt><in_,l'I.'volving 
fund deductions, and membership fOO8; (2) eurplull earninglll't'tained 
by the organization, or deductions of which no allocation to individual 
patrons is made or for which no evidence of individuals' inlAlreet is 
issued; and (3) deferred payments to patrons for butterfat delivered. 
The amount of capital derived from each of these SOU1'Ce8 for 77 cream­
eries is shown in table 16. 

TABLE 16.-SouRCI!S 01' MEMBER-PATRON CAPITAL ACC,UMULATIONI AND 
THEIR RELATIVE IMPORTANCE IN 77 AssoCIATIONS 

C.pJlAldlll"Jnd frmn m.m. MflmlMlr· 
ben and ptWOD8 pHmn ~pt. 

tal .. -par-

A.~t 

........ _01 
can .... ""' Iotal 1otaI_ 

'I&. 1M •• ... ........ .. .U ,,'43 '" 10 .• 

Membenhlp capitaL .•••.••• _________ .. ________ • ___ ." ______ . 
8urplUJ ... ,, __ .. __ .. __ ... _ .. _____ • ____ ...•.. ________ .. __ •••.. _ 
Dflterred paymeuta to patrom I. ______ • _______ ,_, ___ ... ,_. __ _ 

TotU. _. ____ . ____ . _. __ •.. _._._. _____ ..•.. _____ ._." _ .. " .. 20.," '00 ... 
I Althooch the balance Iheeta fOr 11 cnameri. thow«I DO deferred paymen&a, IQo1lbem utuaIlJ' ~ 

paymanu an averap of J6 da)'l.. 

More than one-third of the total capital contributed by members 
and patrons WII8 in the fonn of stock, membership fees, and deductions, 
and about one-fourth in deferred payments. Unallocated surplus W88 

equal to 42 percent of the capital provided by members and patroll8 
and over one-third of the total l188ete. This hll8 important implica­
tions that will be discussed later. Deferred payml'nts as & source of 
capital are relatively more important than the figures indicate. The 
figures here presented are bll8ed on balance sheets which in 11 c_ 
showed no deferred payments, in spite of the foot that 10 of them 
ootuolly deferred payments an average of 15 days. Some creameries 
close their books after settlement has been made with patrons. 

There WII8 considerable variation among the different types of 
organizations in the proportion of the total capital obtained from each 

. source (table 17). For purposes of further diacU88ion the creameries 
have been classified into three types, largely according to their finan­
cial characteristics. Thus, "stock" creameries are those which use 
stock 118 & means of financing and in which ownership and control are 
definitely identified with stock holding. "Mutual" creameries are 
those which make members of all patrons and are financed entirely by 
funds withheld from the proceeds of products handled. No evidence 
of ownership or interest in the funds v.ithheld is issued to the patrons; 
oll member and patron financing appears in the balance sheet 88 

surplus. (The tenn mutual is used here in the sense that Iowa cream­
eries use it and should not be confused with the wider connotations 
the tenn is given generally in definitions of cooperatives.) "Revolving 
fund" creameries are those which derive capital through deductions 
from the proceeds of producte handled, which deductions are credited 
to the accounts of patrons. When sufficient capital hll8 been accu-



Iowa Farmer.' Creante1'iea 35 

mulated the proceeds of eontinm·d deductions are used to retire the 
oldest credits outstanding. Thus the capital is revolved. In Iowa 
sll of the revolving-fund associations are organized undt'x the non­
stock law of 1921 or the new cooperative act of 1935. No associa­
tions having capital stock- which revolved their capital were found in 
Iowa. Other differences between th<l!;e three types of organizations 
and their implications will appear in the subsequent discussion. 

TABLE 17.-RELATIONSHIP BETWEEN SOURCE OF CAPrrAL AND TYPE OF 

ORGANIZATION FOR 77 AssoCIATlONSl 

Form of ca.pital 

Percmtageoftotalassetsflnanced from 
.specified souroes by-

Stock. membership fees. and revo}'Ving-ftmd dadUdiODS-__________ 30. & 52.3 0 8urpllll" __ . _________ • ______ .• _ •• __________ __ _ _ _____ ______________ 38.. 3 15. 3 70.. 7 
Deferred paymmts to patrons _____ .... ___________________________ :!'I.t UI." 20.3 

Total rrom S!! SOUl'OEII •• _________ • ___ •• _. _________________ • _I--ii .. ~ .• d--,.iij,.i.-I---,.iii, . ..;. 

The practice of deferring payments to patrons was prevalent among 
all three types of associations. On the average, one-fifth of the total 
capital requirements was obtained from this source. The creameries 
differed considerably, however, with respect to the relative importance 
of surplus 'and specific contributions, from which sources orgailizations 
of each type obtained over two-thirds of their total capital. In this 
connection, the points of outstanding interest are: The relatively large 
amount of capital contributed by members and patrons to associations 
of the revolving-fund type, and the relative unimportance of surplus 
as a source of capital in these organizations; the complete absence of 
specific capital contributions on the part of patrons and the relative 
importance of surplus in the mutual organizations. 

In revolving-fund organizations, certificates of indebtedness and 
sllocated revolving-fund deductions account for the relatively great 
importance of membership capital; whereas, the mutuals depsnd for 
their capital mostly upon surplus and unallocated deductions. 

The importance of deferred payments to patrons depends upon the 
prevailing price of butterfat and upon the length of time that pay_ 
ment is deferred. Some difficulties that may result from fluctuations 
in price, where too much dependence is placed upon deferred payments 
as a source of capital, will be discussed later. It was found, however, 
that as the number of days payment was deferred increased from less 
than 20 to 40 or over, the percentage of total assets financed by means 
of deferred paymsnts increased from 3.9 percent to 32.3 percent (table 
18). The range for each group is wide, indicating that other factors 
also influence the extent to which deferred payments finance the total 
assets. 
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TABLE 18.-RELATION!IDP B£'IWE£N LENOTH OP Tn.m PAYWENTTOPAT1I.ONI 

III DEFERRED AND RATIO OF TOTAL Ass£nI TO AMOUNT OP DP.nRRItD 
PAYMENTS 

... -- 110_ 

Le!tsthan2D .•....... __ ......... _____ . ______ ._ .• _. ___ "._ ,. I. .... 
2O-2'L ______ • ___ •. __ • _ .••. _ ••.• _ ••• __ • _ ••• _ .•• _ ••••• _ •• " .• ". _ ... . .. ••• H' 3O-3$L _. ____ .... _ •.• __ ." .... __ . _. ____ . __ ....• _._._._ ..... _ ..... . '" To. .,. .. 

AlIClnl&lDerleI ••..•• __ . __ ................ ___ ........... . 

,. n. , ... . ._---
771 ,.. 0-41 

40 or more. •• --------- ••. _ •••. _-- .•• ---.- _ •••..••• _._ .• 0 .... _ ••• '1--__ 

The foregoing analysis pr ...... nts a cro_dion vil'w of the pxt .. nt 
and character of member and patron financing at the time of the Atudy. 
It has been shown, however, that time is an important factor alTl'Cting 
the accumulation of Buch capital. Moreover, many of the llIVlOCia.. 
tions have changed their plan of financing since they were orgnnizoo; 
and their present financial structure is the result, not only of fllI"h 
changes, but of the earlier method used. Hence, in order to obtain 
a more complete understanding of the present financialarrnngPlnentA 
and to emphasize tbe dynamic cbaraeter of the problem, it iA nec_ry 
to review briefly their finandal history. 

ORIGINAL METHODS OP FINANCING AND SUBSEQUENT CHANGE!! 

With some exceptions, the total a.ssests of the ereameri .... at the time 
of the study were larger than the respective amollnts with which they 
had started operation. A1thollgh the problem of raising the initial 
capital is of great importance at the time a new organization is being 
launched, it appears that the problem of financing 8ubHequent ex­
pansion is of still greater importance. Moreover, the method adopted 
for financing original requirements may seriously affect the financing 
of 8ubsequent reqllirements. 

Information regarding the details of methods used in financing origi­
nal assets and the relative importance of different 1!01ITCe8 of capital 
for financing 8uhsequent increases in assets, Was available for 46 
creameries (table 19). 

The outstanding facts revealed hy tbese figures are: 
1. The relative value of total 8.8 ... t& involved when the creamerief! 

started operations w .... small as compared with the Talue of the 
present assets. 

2. Slightly more than half the original capital consisted of c .... h 
paid in for stock and certificates of indebtedness. 

3. The amounts borrowed by reTolving-(und and mutual creameries 
were relatively greater than the amounts borrowed by stock organi­
",ations. The mutual creameries were financed entirely by borrowed 
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TABLE 19.-5oURCES AND AVERAGE AMOUNTS OF ORIGINAL AND PREsENT 

CAPITAL FOil 46 CaEAMEIUES, Ci.AssmEu BY TypE 1 

SourcII!I of capUti 

Average II«I!I or c:reamery (yMl"!lL. _____________________ . _______ _ 
A~annual imnase in BSliI8ts (penenf-) ___________________ _ 
lncI'ea...", in pn:sel\l. membership capital over originsI amount of ea:sb peid in _________________________________________________ _ 
Percentage of 8YVt1ge annual !nere&'ie in membership capital __ _ 
.A YeI'1I&6 voInme of bunerfat bandied in N3t (pounds) _________ _ 

211 
D.' 

$2.810 
I.' 

.... 000 

, Includes 20 sud::, 21 l'evoJvlng-tund, and S mutuallI!ISSOclatioDs. 

Amount of capital 

• 31 
NoS lL9 ... "" ......... . l5.5 _________ _ 

IM7? (JOO 913, ooa 

'" 12.2 

"' ... Ii3 
7DI. 000 

money, secured in most cases by collateral notes and other guaranties 
signed by directors and mem hers. 

4. The rate of increase in total assets was relatively rapid; the 
average was 12.2 percent per year for the average operating period 
of 20 years. 

5. An average of 15 percent, a relatively small proportion of the 
present total assets, was financed by capital in the form 'of cash 
actually paid into the organization by members. 

6. A relatively large proportion, 85 percent, of present assets was 
financed by members IUld patrons through revolving-fund and other 
deductions and profits, and by deferred payments to patrons. That 
is, the pradua rather than cash contributions was the source of the 
bulk of the capital. 

7. The annual rate of capital accumulation of revolving-fund organ­
izations was more rapid than that of either stock or mutual orgaciza-

. tions. Part of this difference is explsined by the fact that the revolv­
ing-fund organizations are relatively young and have not yet made 
their maximum growth, or have done so only recently. Other reasons 
will be discussed later. 

The figures for the five mutual organizations are probably not 
typical of such organizations in general. Most mutual associstions 
are small, and many of those visited did not have adequate records 
and so were unable to furnish financial data. Moreover, most of 
them are old organizations and information regarding their early 
financial history was not generally available. The figures for the 
stock and the revolving-fund organizations are more typical of their 
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respective types, except that a number of the revolving-fund organi. 
zations included in this table had only recently been organized sa 
such, having undergone reorganization because of financial difficulties 
encountered while operating under other plans. This fact, and the 
fact that they are newer organizations, explains their relativ .. ly larg<>r 
indebtedness. The amount of current liabilities shown for the mutual 
organization is large mainly because of the fact that oue of thOlO8 
included operates a retail store aud had a largo amount of <,urren! 
liabilities. 

Figure 5 is presented to iIIW1trate the experiencl's of four creameries 
with respect to capital sccumulation. Creameries A and Care 8tock 
organizations, and B and D are nonstock associations. 

Creamery C started in 1913, but the first balance sheet available 
was for the year 1918, when total 888Ilts amounted to a little over 
$15,000. The assets had increased to $73,000 by 1934. all of which 
increase resulted from additions to capital stock and surplus. In this 
case additional stock was sold outright and paid for in four installments 
deducted from cream checks. 

Creamery A, also a stock organization, is perhaps more typical of 
the stock organizations, in that the amount of capital stock h .... not 
increased appreciably. most of the capital accumulation consisting of 
earnings left in the business as surplus. 

Creamery D is the first nonstock revolving-fund creamery organiz .. .d 
in Iowa. At the end of its first year's operations in 1924, its total 
assets were slightly more than $30,000, which had in('reasl'.d to over 
$75,000. by 1934. The indebtedness WIlS liquidated and the ""pan-

--, . .. 
to .. 
to .. 
•• • 
• ... 
t. 
70 .. .. .. 

~- .. --.. ,-? ....... ----._. __ '''T ......... _?_ 
F,GURE 5.-FINANCIAL REQ.U1REMENTS AND SoURCES OF C.'PITA!- OF FOUll 

SELECTED CooPERATIVE CREAYERIES. 

Financing iDaeaoes in ....... n:quired .. the buIin.,. grow>, ;" a ""'"' imponan. problem 
than financing original_ Metbodo of financing ruch growth v.., and may air .... 
the cex>prTative character of the aJIOCiation. 
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sion in assets financed mostly out of increases in membership capita.!, 
deferred payments to patrons, and surplus, the latter becoming 
relatively more important in recent years. The decrease in member­
ship capita.! since 1932 was brought about by a deliberate policy of 
retiring certificates of indebtedness out of surplus. 

Creamery B is a relati va.!y new organization that haa made rapid 
progress since organization. The rapid disappearance of indebtedness 
is particularly noteworthy. In this case, surplus is relatively unim­
portant, lIS compared with membership capita.! and deferred payments 
to patrons. A definite policy of mainlAining .. high dispersion of 
capita.! among members and patrons is followed in this case. 

Elftet of Original Metlwds of FilUlncing on Presenl Type of Organi<alion 

Not only have significant changes occurred in capita.! requirements 
and in methods by which they have been met, but changes have aJso 
occurred in the type of the organization during the life history of 
many of the' creameries. Reference has aJready been made to cream­
eries that have changed from one law to another, but changes in type 
may occur even though no change occurs in legaJ structure. 

Our interest at this point centers around the effect that the methods 
used in originaJIy financing the creameries have had upon the present 
type of the organizations. BasicaJly, there is only one source of 
capita.! available to a cooperative organization-the members. They 
must either contribute capita.! in the form of cash, or provide credit 
on the basis of which cash may be obtained from others. 

In some cases members have contributed in the form of cash aJl of 
the capita.! that was necessary to start the organization. UsuaJly, 
however, they contributed only a part of the capita.! required and the 
remainder had to be borrowed. On the other extreme, are cases where 
farmers have contributed nothing in the form of cash but have pro­
vided credit ~ the form of oollateraJ notes, which in some cases 
were so drawn as virtuaJly to obligate the members to patronize the 
organization, at least until the debts were paid. 

This study indicates that it may make considerable difference sub­
sequently which of these methods are adopted originaJIy, and par­
ticularly what form of organization is adopted in connection with a 
gi\"en method of financing. 

A tota.! of 73 creameries started with substantia.! cash contributions 
of capita.! (tsble 20). Of this number, 52 issued stock for such con­
tributions. Eight of these associations subsequently changed either 
to the revolving-fund or the mutua.! type of organization, at which 
time the financisl interest of the origina.! stockholders was liquidated 
by repayment. Another organization changed to the mutua.! type 
before expiration of the charter, at which time the stockholders' 
interest likewise was liquidated. Thus, 43 of the 52 organizations 
that issued stock have remained on a stock basis. 
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TABLE 20.-EFFECT OF CASH AND CREDIT M£THODS OF ORIOlNAL FINANCING 

ON CHANGES IN FORM OP ORGANIZATION 

Method of ftUDClDI 

Number or~ftfltmll Q~nr Indw-I(ld fnnn 
01 orpnJlAUoD 

OrIlrtnolly At t-nl 
--.-:-~;-- - -----",-:--,_. 
BtMk R.-volv· Mu- tikJck tttlVlih'. Mu· 

. Jllduad lual In.-fund tuaI 
-------------1----. - - ----
73assoclatiom orI~nall,. ftnancetl by aubItaDtiai contribu· 

tions of ('Spital tn tbe form ofca.<tb: 
'Stock. still retained and Olll8tandioll _______ • ___ ....... 13 .• I 43 ..• _._ ...... _ •• 
Stock.mtlredattlmeofreorJrBnlutiou ...•.•••. ______ . 8 .. ___ . /. '" 
8tOOk

ri 
mUted berOreftplrBtlon ofchBl'tfor .. ___ •••• _._. I - I 

Certld)eac~f[n~1~,:i:ehv~!:~~~~~~~_~~~~~_:_... ..-;~. ::- .. ' .. ---- -;~. ___ ._. 
(b) Revolvt~d~DUntl8(L. _____ ._. _____ ... .. 3 I 

MembersWpoertiftca_.oootmuously •.....•.... ___ ... j _ .... 1· .. - -- 2 

Tot .. L •.. ___ . __ . ____ . ___ ..•..••.••........•.•... __ .. ---;2- --1t~-I-i --d- ---21- • 

38assoe1atlonsonRinsllr,ftIHlllMdonbulaofcreditonl)': =;:'='=,>= ="\.:~--
Stock. Issued 8IJcol aternl nmllS were paM: 

(8) Retatnedln'uU~tandtnll: _______ .... ___ ._ .. __ _ ft .... -.- _I .. - ft I - .. --~. 
(./IJ<nornd.1lnanciaJinteTe$tnotreooanlxOO .. _ &, .:--' .-. " .... . _.' (c RepaldbutlitlHoutWmdlnll:. __ . ___ . ____ .. __ .. _ _ . 

Btock.ls'lUed splnat ltllTPlusanrJ ~tlJlout8tandlnl __ . J ___ -- _ ." _ I I - --. -.. 
Cuti6eat6S or notell with. Intent-JoD to revolve: 

(4) Continuing to revolve. _ ... _ •• __ • ___ • _____ ._. 
(&) Revolving dlllCOllUrlt*L_.~ •• ~_ . __ •. _____ . __ . 

No special 6nancl.nll:. surphu ncnImuJatoo out of Mm· 
jnp and deductiom-oonUnued wltbout change. _ .. 

12 
J 

Of the 73 creameries that started with subetantisl ellBh contribu­
tions, 19 issued notes or certificates for the cash contributed with the 
intention of revolving the capital out of subsequent revolving-fund 
deductions assessed against butterfat delivered. ThrM of them, how­
ever, encountered difficulty and ceaaed to revolve the capital and thus 
became mutual organizations. 

Only 2 of the 73 creameries that started with substantial original 
cash contributions issued memberships for the cash paid in. Although 
they are here classified IlS mutual organizations, the statu8 of the 
memberships sold is such that they resemble stock more than non­
stock organizations. 

The original capital of 3S associations, however, W88 obtained 
entirely on the basis of credit. In 12 cases subscribers gave notes 
for stock subscribed, stock certificates being issued to the subscribers 
when the notes were liquidated out of deductions from cream checks. 
In the thirteenth case stock was issued out of subse{!uently accumu­
lated surplus. In 6 of the 13 creameries that issued stock, the stock 
is still outstanding. In five cases, however, the stock was revoked, 
annulled, or ignored; and these organizations now operate as mutual 
associations. In one case the stock WIlS entirely repaid, but the stock­
holdel'S retained the stock certificates 88 evidence of membership. 
The stock also remains outatanding in the case of the creamery that 
issued stock out of surplus, but a conflict of inwrest hM developed 
between the patrons and the stockholders in this case. 
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Of the 38 organizations that were financed on a credit basis, 13 
issued certificates of indebtedness or notes with the intention of 
revolving the capital out of subsequent deductions. All but one 
continued to revolve the capital, and that one has become a mutual 
association. Of the 12 creameries that started as mutual associations, 
all continue as such. 

Thus, it appears that aSsociations starting as revolving-fund and 
mutual organizations have tended to retam their origjnal status. 
Stock organizations starting with substantial cash investments have 
tended to continue to identify ownership and control with stock­
holding; but when their original capital is obtained on the basis of 
credit and their indebtedness is liquidated out of subsequent deduc­
tions and earnings, they tend to place less emphasis upon the invest­
ment interest and to subordinate it to the patronage interest. Stock­
holding is now associated with control in oply 6 of the 13 cases where 
stock was iasued as collateral notes of the memberS were retired. In 
two cases it is much less definitely so, and in five cases it has been 
completely ignored. 

When stock is iasued to subscribers as their notes are liqnidated 
out of deductions, the feeling seems to be that the holders have paid 
nothing for the stock. The stock certificates are regarded more as 
certificates of membership than as evidence of proprietary interest. 
In most eases, stock was issued because farmers were familiar with 
stock and no other satisfactory method of handling the situation 
seemed to be available or known to them. Since the passage of the 
nonstock law, however, the revolving-fund method of financing, and 
membership certificates independent of the financial relationship, 
have been substituted for stock. 

In view of the fact that in some cases the legal status of the stock 
is uncertain, it is surprising that more legal difficulties have not 
arisen. That the stock does have value and legal status, however 
vague, in a few cases, has already been the cause of eerlous difficulties. 
It is much to the credit of the stockholders, however, that on the 
whole their interest as such has been subordinated to the patrons' 
interest. It is nevertheless desirable that property rights of members 

. be recognized and established on a definite basis in order to avoid 
subsequent difficulties and litigation. It is important that such 
property interest be definitely disassociated from control if conflicts 
of interest are to be avoided. 

BASES OF CREDIT 

Where the producers' credit is used as a basis for raising the original 
capital, members usually sign individual collateral notes, which are 
C8Jlceled and returned to the signers when the debts have been paid. 
In some cases, no evidence of ownership is iasued to such signers; but 
where stock is issued, it may be iasued either to all patrons who sup-
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plied products during the period in whi .. h the indebtPdn_ W8IJ b"ing 
liquidated, or only to those who signed notes. 

Unless the move for the cooperative creamery originates "ith pro­
ducers themselves, it is often difli<'ult, if not impoll!\ible, to obtain 
sufficient credit in the form of individual. collateral. notes. It then 
becomes necessary for financially responsible individuals in the com­
munity to pledge their personal. _ts. P<JbJio..spirited farmers and 
businessmen have done this in many instances. Creamery equipm"nt 
and supply finruo have also boon important sources of c.spital. Too 
often, however, the burden falls upon the members of the board of 
directors, which is unfair to those who 888umed 8urh burdMB and 
violates fundament'll cooperative principles. The fact that a few 
individuals are carrying most of the financial burdt'n may jeopardize 
the cooperative character of the organization. because when financial 
difficulties arise those who furnished the capital in large amounts are 
forced to assume control of the organization in order to RIlfeguard their 
financial. interests. Although they &8 individuals may be justified in 
doing so, it is a risk that the cooperative organization should avoid. 

The physical facilities of the creameries may, of course, be uoed 118 

security for loans, provided the members have contributed 8ufficient 
capital. to provide a margin of enfety to the lending agency. This is, 
in fact, a common method of raising capital among Iowa creameriM, 
and is a sound procedure if definite and adequate provisions are made 
for repayment. Adequate provisions have not been made in some 
cases, and the creditors have been forced to foreclose. 

Finally, the product handled by the 888Ociation may be used &8 a 
b88is for credit. However, in order that it may be ueed for this pur­
pose, the patronage of the members must be guaranteed by meana of 
collateral. notes or producers' contracts. Ae will appear later in the 
discussion of patronage, producers' contracts have never been U88d by 
any of the creameries surveyed, and the patronage features of BOrne of 
the collateral. notes that have been used have definite limitations in 
this respect. However, after a creamery has demonstrated its ability 
to obtain and hold patronage on a competitive basis, it may obtain 
loans on the basis of its performance &8 a going concern. 

FACTORS AFFECI1NG CHOICE OF FINANCING METHOD 

The choice of a financing method is affected in all cases by local 
conditions. The intention of the organizers &8 to cooperative purpose 
is important. Ae has been indicated, producers sufficiently imbued 
with the cooperative idea. will provide a basis for financing either in 
the form of cash or credit. If the producers are not sufficiently inter­
ested in a cooperative organization to provide adequate financing, a. 
limited number of producers and others may assume the responsibility 
of promoting an organization. Those who contribute the necessary 
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capital, however, are likely to insist upon retaining control of the 
organization in their own hands. The stock form of organization may 
be well adapted to the purposes of such a group. This probably 
accounts for the fact that most of the farmers' creameries which are 
least cooperative are stock organizations. 

The previous experience of a community with cooperatives also 
influences the choice of methods of financing. In one case a cooper­
ative store and 8. cooperative elevator, both stock organizations, had 
operated with dubious results and their stock had become worthless. 
The sale of stock for financing another cooperative in this community 
was out of the question, so the certificate-loan and revolving-fund 
devices were used, with outstanding success. In another case a 
cooperative creamery association had failed twice and the mortgage 
was foreclosed by the local hank. The bank failed. In order to 
liquidate its assets, another cooperative creamery association was 
formed on a stock basis. Depositors were given the privilege of off­
setting frozen deposits dollar for dollar with stock in the new creamery 
organization. The association is operating successfully. In other 
cases, methods that had proved successful in neighboring associations 
have been duplicated. 

The financial condition of farmers may dictste the choice of a 
financing plan. It is not mere coincidence that all of the associations 
organized during the recent depression years, with the exception of 
the one noted in the preceding paragraph, were organized on a non­
stock basis. Not only has money for investment in stock not been 
available, but associations with stock outstanding have been under 
pressure to repurchase their stock for cash. It has been possible, 
however, to obtain advances of capital where its repayment was pro­
vided for on a basis that contemplated its subsequent shift to active 
patrons, as provided for by the revolving-fund method. 

Thus far consideration has been given mainly to the extent of 
financing by members and patrons. Since it usually is necessary for 
organizations to use funds other than those contributed or provided 
for by members and patrons, the extent to which other capital is used, 
the sources of such capital, and methods of obtaining it are important 
Considerations. Many aspects of this question have already been 
discussed, but the question of present indebtedness deserves some 
further consideration. . 

PREsENT INDEBTEDNESS OF CREAMERIES 
Although the average indebtedness of 77 associations as of December 

31, 1934, was only $2,225, or 6.4 percent of the average total assets, 
the average amount borrowed by 46 of these associations when they 
'started operations was $4,638, or 47 percent of their total assets. Of 
the 111 creameries surveyed, 38 started operations entirely with 
borrowed money. 
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&11 of lkbl &ducliml 

Of the 44 creameries that were in debt at the time of the !!UI'Vt>y. 

all but 5 were reducing their indebtedness. The rate of redul'tion 
varied ,.idely because of variations in volume of buRin_. e,()mp~l.itive 
conditions, and provisions lor repayment. Tbe relationship existing 
betwel'1l volume of business and number of rreameril'S in dl'bt is indi­
cated by the fact that. whereas 54 percrnt of the associntions with a 
volume of less than 400,000 pounds of butterfat were in d .. bt, only 
24 percent of those handling over 400,000 pounds were in debt. 

The fonn of organization may have an important bparing upon the 
provision for debt payment. Organizations that do not USft the 
revolving-fund plan usually pay debte out of earnings, for whil'h no 
evidence of proprietorship interest is issued to patrons. Their ability 
to pay debts is thus affected directly by the margin left after mel'ting 
competitive prices. Revolving-fund associations, on the other hand, 
provide for shifting the debt from original creditors to current patrons 
by specific deductions for which certificates of indebtedness are issued 
to patrons. The revolving-fund associations are thus able to make 
regular payments on debts while paying current competitive pri .. a 
because part of the payment to patrons is made in the ronn of revolv­
ing-fund certificates. 

Table 21 illustrates the advantage that revolving-fund associations 
may have in this respect over other types of associations. It will be 
noted that of 26 associations that do not use the revolving fund, only 
4 reduced their debts at a rate exceeding 1 cent per pound of butterfat 
per year. Of 24 using the revolving fund, 13 or over halt, exceeded 
the 1 cent rate of debt reduction. On the other hand, it will be noted 
that 2 revolving-fund associations were unable to make any paymenta 
on debt. This faet is a result of patrons' refusal to accept the revolv­
ing-fund certificates as part of the butterfat price, which further 
reflects their refusal to finance the association. Under these circum­
stances no 80uree of fund .. to revolve the capital exista, and the revolv­
ing-fund plan is not operative. 

T A1ILE 21.-RELATIONSHIP BETWEEN RATE OF DEBT REDUCTION AND TypE 

OF ORGANIZATION 

Annual rate of debt redtlt!tion Stock CftIIUDeI'iM Mutua] nmm.oek BevoIrin«·hmd. 
(amts per DOUDd of butteJ'- cnamerieI et-..n8l'leI 

~,~v~) I-----~----__ I.---==;==~--~---~~==~-
H ... "", Num,*, Penoen_ 

"' ..... N ...... 
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EXTENT TO WHICH OBLIGATION 

TO FINANCE IS EQUITABLY ENFORCED 

45 

The burden of the discussion of financing up to thiS point has had 
to do with the extent to which patrons have contributed capital and 
the methods by which these contributions were made. The question 
of the extent to which such contributions were made in response to 
the recognition or enforcement of obligations to finance and the extent 
to which the financial burden is equitably distributed 8JIlong patrons, 
needs to be considered. 

It has been pointed out that local conditions, the purpose of the 
organization, and other conditions may determine the type of organ­
ization; that is, stock or nonstock. .Although the purpose of the 
organizers in some cases may not have contemplated that the financial 
burdens shall be borne equitahly by the members and patrons, in 
practically all cases it appears that it was their purpose to operate a 
cooperative creamery for the benefit of producers who, it was hoped, 
would assume a fair share of the financial burdens. From this point 
of view, then, the method of financing adopted was fortunate or 
unfortunate depending upon its adaptability to the carrying out of 
the cooperative purpose . 

.Although other considerations and implications are involved, the 
classification of the creameries here as stock, revolving-fund, and 
mutual creameries, is largely on a financial basis. Each type of 
organization is discussed, thllrefore, from the point of view of the 
extent to which the financial method characteristic of the type 
contemplates and facilitates the equitable imposition of financial 
obligations upon members and patrons. 

Sioek Creameries 

In a stock organization, contribution of capital is a condition of 
membership. Each member is required to subseribe for at least one 
share of stock, which must usually be paid for in cash or by a note. 
To this extent members are definitely obligated to contribute capital. 
However, aiter the stock has all been sold or aiter the necessary 
amount of capital has been a.ccumulated, little, if any, additional stock 
Is likely to be offered for sale. Moreover, it has also been shown that 
only 37 percent of the patrons of stock organizations are members. 
This fact suggests that although assuming financial obligation may be 
a requisite in order to become a member, it is not a requisite in order 
to patronize the organization or to participate in the benefits. Patrons 
thus either have no incentive to become members, or are unable to 
acquire stock except by trllDsfer of shares from present members. 
But even such capital as the members supply is not likely to be con­
tributed by them on a patronage basis. In the first place, each 
member usually voluntarily subscribes for as much stock as he chooses 

127687·-37----4 
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or is able to finance. Subsequent shilta in the amount 01 pstronagt' 
contributed by different members tend further to widen the diApanty 
between the amount of capital and the amount of busin_ contributed 
by individual members. A member may 00_ to patronize entirely 
and yet be unable or unwilling to cbange the amount of his capital 
contribution. 

In some CII888 attempts had been made to equalize disparity in 
capital contributions and to impose upon all patrone at lel18t lOme 
obligation to support the organization financially by 8.S!IeS8ing "manu­
facturing" or other charges against nonmembers, by paying patronage 
dividends only to members, or by a definite policy of at le8.8t partially 
revolving the capital. In 80me CBSee a fairly equitable distribution 
of the capital burden h88 thus been attained. - Usually, however, no 
definite method is adopted, or any source of funds created by meana 
of which an equitable distribution of capital might be brought about. 
Experience demonstrates that capital contributions in stock organiza­
tions tend to become "frozen", sometimes to such an extent that 
periodical reorganizations are necessary in order to bring ahout a 
reallocation of the capital burden, and to retain control of the organi­
zation in the hands of producers. 

-In one sense, stock organizations do impoSe a financial obligation 
upon all patrons through the accumulation of surplu8 fund .. and by 
deferring payments for butterfat. It has been shown that 36 per­
cent of the assets of stock creameries was financed from accumulated 
surplus, and 20 percent from deferred payments. Since the product 
delivered by patrons is the source of such funds, it may be regarded 
as constituting patron contributions to financing the organization. 
Inasmuch sa such contributions are not made voluntarily, they may 
be considered as obligatory. Furthermore, the contributiona made 
in the form of deferred payments will bear equally upon all patrons 
on the basis of the volume of butterfat delivered. Additions to sur­
plus, however, will beer most heavily, if not entirely, upon those who 
patronize during tbe time the BSBOCiation is liquidating debts or ex­
panding its plant or faeilities. Moreover, 8uch contributions of 
capital accrue only to the stockholders and not to the patrons Wh088 
business made such accumulations possible. 

The extent to which contributions are made in fulfillment of an 
obligation to finance depends upon the extent to which patronage 
itself is an obligation. It will be shown later that most creameries 
have no aasurance of receiving patronage except sa they can 8Ucceaa­

fully compete for it. Patrons delivering butterfat to stock organi­
zations that are in debt are, of course, aware of the fact that such 
debts will be paid largely out of earnings realized on the product 
delivered. H the producer decides that it is to his interest to patronize 
such an organization, he is required to contribute to the finances. 
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On the other hand, some stock organizations have lost volume 

during the period of debt payment. Producers have refused to 
assume the obligation to finance by refusing to patronize. Thus, 
whether or not such an organization succeeds in accumulating the 
necesslllY capital depends entirely upon its ability to meet competi­
tion. The mere retention of any part of the proceeds of the we of 
products, whether in the form of earnings retained as surplus or 
otherwise, does not constitute making contributions of capital an 
obligation unless patronage itself is made a definite obligation. 

Mutud Creameries 

The mutual associations are, by definition, those whose members 
and patrons have no individually allocated property interest in 
assets. The original plan of organization did not even contemplate 
the exaction of a membership fee from patrons, although some 
creameries that have recently renewed their charters under cooperative 
laws have made some attempts to collect such fees. The fees are not 
an important source of capital. , 

In mutual associations, patrons' contributions to capital, other 
than those in the form of deferred payments, are represented entirely 
by surplus. For 12 associations, the surplus amounted to 64 percent 
of total capital. These associations were originally financed by col­
lateral notes signed by producers to be used as security for loans from 
outside sources. Such notse usually provided that deductions from 
patrons' checks be applied on payment of the debt. They also con­
tained clauses stating that if the signers ceased to patronize before 
the deduction had equaled the amount of the note, the unpaid balance 
was to be paid in cash. In BOrne instances signers assumed joint 
liability for the full amount of the debt. 

Where either collateral or joint notes were used, the signers defi­
nitely il.ssumed the obligation to finance the association, at least until 
the original debt was paid. After the debt was paid and the notes 
canceled, financing again became a function of patronage. 

From the point of view of the fairness with which the capital 
burden is borne by patrons, . mutual creameries in BOme respects 
resemble stock organizations, but are dissimilar in other respects. At 
any given time, all patrons of the mutuill creameries are on an equal 
basis insofar as obligation to finance is concerned. The inequities 
arising in stock organizations because of the presence of nonmembers, 
does not arise in mutual organizations, in which membership and 
patronage are synonymous. 

Inequities, however, do arise in mutual creameries, mainly as a 
result of the passage of time. Those who were patrons at the tims 
facilities were being acquired and paid for, contributed the entire 
capitsl on 8. patronage basis, which satisfied considerations of fairness 
as among the patrons of that time. But as time passed, the amount 
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of butterfat produced by individual pat.rons (,hangc>d I'PlatiVl'ly, and 
in the course of time many of the original patrons ('~ to patronizs 
the creamery. This is likely to be a matter of (,<lnsid"rabl" importanee 
in a State like Iowa, where the dairy enterprise on divllI'Milied famw 
is subject to rapid expansion and contrartion. Financial contribu­
tions of patrons are thus soon thrown out of proportion to patronage, 
and new patrons derive benefits on an equal basis \\;th aU oth"r ('Uf­

rent patrons, but contribute nothing toward the financing of fseilitill8. 
They may even assume no responsibility for maint.aining the assets 
of the organization currently. In many ('8._ plants finan('ed by 
former patrons have been or are being liquidated by failure of the 
management to include depreciation as a deduction from current 
prices, as a result of which current patrons not only rec .. ive the 
market price for tht-ir butterfat but participate in th", di.tribution 
of the capital accumulated by fonoer patrons. 

It is true, of course, that failure to include depreciation in costs 
will have the same effect under any fono of organization, but since 
jn mutual organizations no part of the proprietorship capital is repre­
sented by outstanding capital obligations, the creamery management 
is likely to take the attitude that no particular person's interest is 
adversely affected through such a dissipation of capital. 

Were the secumulated capital represented by some fono of D/·.goti­
able security or proprietary interest, the liquidation of the interest 
of withdrawing members would make it necessary for current patrons 
to assume at least sufficient financial rt',sponsibility to provide funds 
for such liquidation. But since the original patron's capital contribu­
tion is not redeemable, he is in much the same position 88 the non­
member patron who has contributed to the surplus of a stock organ­
ization, the only difference being that in mutual associations the 
contributions become the property of the community; whereas, in 
stock organizations they become the property of stockholders. 

&voluing-FuTlli OTganiZOlions 

In the case of nonstock, revolving-fund organizations, the responsi­
bility of members for contributing original capital, is about the lIRIJIe 
as in stock organizationa. \\llereas, in stock organi7.ations, the 118u .. 1 
practice is to sell as much stock as poBBible, which usually mean. 
that a limited number of prospective patrons will become stockholdera; 
in revolving-fund organiz .. tions, certificates of indebtedness are "sold" 
to &8 IIlRIly prospective patrona as can be indu(>-Bd to buy them. An 
important difference, however, is thHt voting privileges are not a8M­
dated with certificates of indebtedness &8 they are with shares of 
stock. 

Thus, insofar &8 original financjng is concerned, there is no more . 
obligation to finance imposed upon members of a reVolving-fund 
organization than upon those of a stock organization. To the extent 
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that membership fees are collected, and all patrons are required to be 
members, all patrons contribute equally; but membership fees, as such, 
have not been an important source of capital in revolving-fund 
organizations. 

There is another important distinction between certificates of in­
debtedness and shares of stock. It is generally not contemplated that 
the share of stock shall be liquidated during the normal course of 
operation, but it is definitely expected that certificates of indebtedness 
shall be liquidated. Tbe creation of a source of funds for liquidating 
them is fill essential feature of the revolving-fund plan. Because a 
certificate of indebtedness is evidence of indebtedness, current patrons 
must assume the responsibility of maintaining the integrity of suchob­
ligations. To provide for the liquidation of such certificates, revolving­
fund organizations make specific deductions per pound of butterfat 
received, the proceeds of such deductions being used first to liquidate 
ordinary loans, and then the certificates of indebtedness. But as such 
obligations are liquidated, new obligations are created by crediting 
current deductions (or issuing revolving-fund certificates or new certif­
icates of indebtedness) to current patrons on a patronage basis. These 
new obligations must in tum be liquidated out of su bsequent deduc­
tions, and so on throughout the life of the organization. By this 
process the capital ;s continuously revolving, hence the term "revolv­
ing fund" organization. 

The patron of a creamery that revolves its capital by the process of 
assessing current patrons for that purpose knows that so long as he 
patronizes the association he will be forced to submit to such deduc­
tions. Here again, however, whether or not he assumes the obligation 

. to finance (that is, submits to such deductions) depends upon his 
voluntary decision to patronize; and what his decision in this respect 
will be depends upon the ability of the association to meet competition. 
If it is unable to do so, the patron may cease to patronize. Whether 
or not the patron of a revolving-fund association contributes capital 
in the form of earnings accumulated by the association as surplus or 
through deferred pavments depends upon his voluntary decision to 
continue to patronize the association. 
. The revolving-fund type of financing was evolved to overcome the 
inequities which appear to be inherent in other methods of financing. 
It accomplishes this purpose by providing for three things: (1) It 
makes financing obligatory upon all patrons; (2) it makes the contri­
bution of co.pital directly proportional to patronage; and (3) depend­
ing upon the rapidity with which the capital is revolved, each patron'. 
contribuuonis kept proportional to his patronage. Except for a cer­
tain amount of necessary lag, the capital contributed by those who 
cease to use the 8SSociation will be paid out of contributions made by 
those who take theic places. 
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It may appear that under this plan the _iaLion nevt'r jtl'hI out of 
debt. If the a.ssoeiation succeeds in paying ita debts. it does 110 in any 
case by withholding from patrons part of the PJ"O('eed .. of the sal ... of 
their products. From the point of view of equity, the _iaLion is 
under obligation to its patrons for amounts thus retainoo. en..1itinll 
patrons with such retention of proceeda m .. rely giv .... 1"t\('00000ition to 
Bueh obligations on an equitable bssia. 

The revolving-fund method of finane·inIl, bowlw..r, is IIlIbj .... t 10 Il 

number of abuses. The funds derived from doouctiona may be IliMi­
pated in curr .. nt prices rather tban ueed to shift the finanl'ial burdpn to 
curr .. nt patrons. U this ia done while the B88OOiation is Rtill in d .. bt 
to outsiders, the entire responsibility of patrons to finan .. e may be 
evaded. If it is done afw patrons have assumed financial bumens, 
the plan is subject to the criticism that contributions become "frozen" 
as in stock and mutual lI8SOCiations. It is al80 possible to reduce tilt'! 
amount of the revolving fund relative to total capital requirPd, by 
building up a surplus. U the Burplus in a revolving-fund association is 
permitted to become a relatively important source of capital, it ill 
likely to be subject to the orne criticism 118 eXOOI!8ive surphull'Il in 
stock or mutual companies. 

SoME REsuLTS OF INEQUITABLE METHODS OF FINANCING 

Inequitable methods of distributing the financial burdP.11, a~ide from 
violating cooperative principl .... , tend to introduce conflicts of intcrl'St 
and to destroy the unity of purpose 80 essential for success in a coopera­
tive organization. It may be argued that inequities resulting from 
accumulation of surplus to which patrons have no definite claim, aTe 
unimportant from the point of view either of practical operations or 
equity itself. The accumulation of, say, $20,000. of surplus over a 
period of 20 years, on the bssia of a volume 01500,000 pounds of butw­
fat handled Bnnuiilly, amounts to only $1.000 per year, or 0.2 cent per 
pound of butterfat. Yet, accumulated surplu8 hM become a bone 
of contention over which associations have been wrecked. The ques­
tion "Who owns the creamery?" is important when some patroll8 have 
a definite elaint to ownership and others do not. The patronage of 
one B8S0Ciation declined from over 500,000 pounds of butterfat to 
100,000 pounds in 6 years, because of dissension among patroll8 over 
the rights of stockholders. In another association, nonstockholding 
patrons forced a reorganization which would give them an interest 
in a building fund to which they were contributing. 

It is not to be inferred from the foregoing that the mere presence 
of a surplus in a cooperative organization is detrimental or contrary 
to sound cooperative financing principles. A distinction must be 
drawn though, between depending upon surplus 118 a means of financing 
the organization, and the creation of a reasonable surplus 118 a protce-
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tion against contingeneies. Inequities result only if unallocated 
surpluses are accumulated greatly in excess of such requirements. 

Organizations whose members refuse to finance the organization by 
other means, or to assume the risks ineident to the operations of the 
business, are forced to withhold from patrons a sufficiently wide mar­
gin to provide not only operating capital but a reserve for protection 
against losses. Even in such cases, the practice may be justified as a 
matter of practical expediency, provided the patrons out of whose 
product the surplus was ereated are given an interest in it. A per­
tinent question, however, may be raised as te whether a cooperative 
organization should be launched until a sufficient number of pro­
ducers are willing to assume the necessary financial obligations. 

Inequities resulting from faulty plans of financing are of more than 
academie interest. That the plan of financing adopted by a coopera­
tive organization must be consistent with cooperative principles has 
been demonstrated time and again to be of the highest practical im­
portance. Inequities sueh as those referred to, pave the way for the 
development of conflicts of interest which if they do not wreck: the 
organization, militate against its achieving the highest success. It is 
obviously impossible under practical operating conditions to avoid all 
inequities. But all means should be exhausted to avoid significant 
financial inequities, because they are particularly apt to breed dis­
sension. 

EFFECT OF METHOD OF FINANCING 

UPON MAINTENANCE OF PATRON CONTROL 

A brief summary will be presented here from the point of view of 
maintaining control in the hands of active patrons under stock and 
nonstock methods of financing. 

The methods of financing eharacteristie of nonstock organizations 
are such that they not only facilitate making members of patrons, but 
a.Iso facilitate terminating the membership of those who become ineli­
gible. Hence, membership in these organizations is to a large extent 
synonymous with patronage. Likewise, finaneial obligations are 
closely associated with patronage. In the revolving-fund organiza.­
tions, active participation of patrons in the affairs of the association 
usually terminates when they cease to Patronize, and in the course of 
time their financial contributions are returned to them through the 
operation of the revolving fund. Likewise, in the mutual association, 
active participation is also deuied those who cease to patronize, and 
there is no obligation on the part of the association to return to retir­
ing members any part of the association's capital. Thus, it may be 
concluded that in nonstock organizations as a group, the financial 
relationship does not act as a deterrent either to the acquisition 01' 

termination of membership, and the methods of financing eharacter-
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istic of these organizations do facilitate keeping membel'Bhip c1O!M\\y 
identified with pstronage. 

This and other similar studies make it clearly Ilpparent thllt if oon­
trol of the association is to be retllined by active patrons, it mUAt be 
divorced from capital contribution, but in such Il manner M will not 
invu.lidate the patron's obligation to financ,/!. TIIis may be accom­
plished by organizations using stock as a basis of mlllnbel'llhip, but it 
is exceedingly difficult to do 80 where the sale of common stock is alMO 
an important source of capital. 

Under the 1935 Iowa cooperative law, membership in stock ass0-

ciations depends upon the holding of one share of voting stock, no 
more. The method of financing adopted is left to the diseretion of 
the association, but where capital is accumulated out of earnings or 
by means of specific deductions based on products handled, the 
amount withheld from each plltron must be credited to him, except 
for a limited portion of earnings which is required to be re ... rved as 
free surplus. But even such surplus must be distributed on a patron­
age basis in case of dissolution of the association. Tennin .. tion of a 
membership thus involves the retirement of but one share of stock, 
and the remainder of the member's financial equity is definitely fixed 
and will be liquidated during the subsequent operlltions of the revolv­
ing fund. The principles involved in this procedure hllve been effec­
tuated by the operlltions of many revolving-fund creameries operating 
under the nonstock law of 1921. 

Reference has from time to time been made to questions of volume 
of business and patronage. Because of the effect of volume of busi­
ness on manufllcturing costs and on tbe rate of capital accumulation, 
the patronage relationship is of primary importance. This subject ia 
discussed on the following pages. 

TIlE PATRONAGE RELATIONSHIP 
IN IOWA COOPERATIVE CREAMERIES 

A COOPERATlVE organization must be ll88ured of receiving a 
volume of business large enough to enable it to carry out its 

purpose. The purpose of Iowa cooperative creameries has been to 
improve the IDeal market in which the producer sells his butterfat. 
In every case this purpose was to be accomplished by operating a 
cooperative creamery which would set the standard of competition 
and operating efficiency. Hence, the volume necessary to carry out 
such purposes must be sufficient to enable the creamery to operate 
successfully under existing competitive conditions. 

The fact that the competitive situation varies in different com­
munities at once suggests that the volume necessary to enable a c0-

operative creamery to operate will likewise vary by communities . 
. Any change in the competitive situation in a given community may 



Iowa Farmer.' Cl'eamerie8 53 

require different volumes at different times; and, if the purpose of 
the organization should change, it might be necessary to change the 
volume handled. For instance, if the purpose should shift from 
correcting the local competitive situation to minimizing the cost of 
manufacturing or the cost of assembling butterfat, or to effecting 
merchandising economies, the volume needed might become very 
different. Whatever the purpose of the organization, the basis upon 
which it is contemplated that the organization will obtain the nec­
essary volume constitutes one of the essential member relationships. 
The question becomes, by what means or methods does the organiza­
tion procure its volume of business, and how consistent are these 
with the cooperative purpose of the enterprise? 

It is essential that a cooperative organization be assured of receiv­
ing the patronage of its members. If the members fail to provide 
whatever volume may be necessary to carry out the purpose they 
had in organizing the cooperative, to that exj;ent they defeat their 
own purpose. This simply means that if the members are to derive 
benefits from the organization they must assume the obligation to 
provide patronage necessary to a realization of the benefits. The 
greater the extsnt to which the organization is forced to cater to non­
members in order to obtain its volume of business, the greater the 
extent to which it jeopardizes its chances of developing an efficient 
operating unit and is forced to incur the usual expenses for solicita.­
tion, with the result that anticipated savings may not materialize. 
Moreover, it is practically impossible to maintain the interest of both 
members and nonmembers on a strictly mutual basis. This opens 
the way for inequities, conflicts of interest, and exploitstion of one 
group by another. 

In extreme cases, the managements of organizations that must 
resort to the handliog of nonmember business in order to survive, 
ooq uire a self -consciousness that tends to set them apart from their 
members and patrons. Perpetuating the organization may become a 
matter of greater concern to the management than serving the in­
terests of producers. When this point is reached, the organization is 
likely to become "just another dealer" dependent for survival upon 
its own initiative and interest, rather than upon that ef its members. 
The development of such 8. management self-consciousness within an 
organization is usually merely a matter of time, where members fail 
to provide the necessary volume of business. 

COOPERATIVE LoYALTY IN THE EARLY DAYS 

In the days of dirt roads and wagon transportation, when the 
creameries' activities were limited to the local community and the 
competitors were mostly local privata creameries and cream stations, 
the cooperative creamery was fairly well assured of receiving a volume 
of business sufficient to enable it to operate in the local community. 
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Several factors e<lntributed to such _urAnr~. Jo'il'Rt, tha early 
cooperative creamery represented a protest against prevailing prac­
ticeo among private creamerieo and cream stations. Sooond, pro­
ducers felt that the cooperative creamery W811 needed to IUISUr6 th"m 
of receiving the full value of their product, 1_ the actllal cmt of 
manufacturing and marketing, and that by supporting such an enter­
prise they would receive the middleman'. profit. The cooperative 
creamery meant to them emancipation from what W811 rt>garded aa an 
unsatisfactory system of marketing. Farm organizationa and agri­
cultural leaders took up the cause, meetings were held, and enth,,­
siB8m WB8 at a high pitch. The volume of bU8in_ attracted BB a 
result of a keen appreciation of the need of a cooperative creamery, 
gave the cooperative a third advantage in the form of low .. r manu­
facturing cost. 

Thus, Dot only did the producers feel obligated to patronize th .. 
cooperative creamery, but they were able to measure readily the 
financial advantage to be gained by doing so. Moreover, the practice 
of financing by collateral notes tended further to strengthen the .llOlI8 

of obligation on the part of members and patrons to patronize the 
creamery. 

-Under the foregoing ciroumstanceo the cooperative creamery did 
not need to be any more efficient than the private creamery in order to 
attract business. It might have been even 1_ efficient nnd still have 
held its competitive advantage, purely because producers felt it to he 
a necessary safeguard in the local market. The efficient cooperative 
might conceivably, of course, toree the private operator to forego all 
profit and even to go out of business; but the private operator com­
peting with an inefficient cooperative creamery, realizing that he 
might have difficulty in forcing the cooperative out of bUsine"", might 
find it distinctly to his advantage merely to meet the price paid by 
the inefficient cooperative. 

CURRENT CoMPETITION AMONG COOPERATIVE CREAMERIES 

The competitive situation has undergone radical changes, par­
ticularly since transportation by truck has become a. factor! Com­
petition is no longer on a. local basis or with private creameries alone. 
A cooperative today must match the results of the most efficient of a 
number of cooperative creameries with which it competes. Hence, 
appeals to loyalty based on the advantageo of cooperative over private 
creameries are much less effective. The basis on which the prellOnt­
day cooperative creamery assures itself of receiving a sufficient volume 
of business to enable it to operate successfully is more definitely a 
basis of relative efficiency. 

1 Betweeolt24- and liM the n:rlleqe of bvckurfaced ro.dI m tbe prI.II1Ir7 au4 eounty t.ruak ~1IIt In 
crtIB!IIId from f.m to 10..6lO miJIe.. whi. dirt roads deereued from U.1121O t._ mu.. .A. ~I 
deveiopment of truet tl'8mplOrtaUOID of farm prodode aamnpaoled ebe read ImproYemeof.. ....: Rtu. of 
Iowa. Uf'O&T OJ' ftl& "".on; BlOS.-... T C;:OlfJU¥tO. ~ 'fIl& 1'1:4& IDfD1JfG Pac.. 1. JWH. JM W- I" 
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Although it was apparent in the course of the study that some 
farmers had committed themselves to patronizing their local coopera­
tive creamery to the exclusion of other alternatives, in most cases the 
creameries were assured of volume only to the extent that the price 
they paid was equal to or higher than that paid by competitors. 

In extreme cases, because of personal pride in the organization, 
patrons apparently continued to be loyal even though the creamery 
operated at a distinct competitive disadvantage. In other cases, fear 
that the price would drop if the cooperative ceased operations provided 
sufficient volume to keep the creamery going. Trading habite of 
farmers also appeared to be a factor; farmers tend to deliver their 
producte where they are accustomed to do their general trading. In 
still other cases the fact that members had a capital investment in 
the plant probably was a factor of some importance, where, because 
of failure to deduct depreciation or to maintain the physical facilities, 
the invested capital was gradually being diasipated. In such cases, 
however, the effect is to raise the price paid. Fear was expressed in a 
number of cases that when the present plant was worn out, farmers 
would probably refuse to replace it. 

Years of association with an organization also undoubtedly exert 
BOrne influence, particularly on farmers long established in the com­
munity. Hence} in communities where the turn-over of fanners is 
relatively high, especially where tenancy is prevalent, the price paid 
is more likely to be the chief consideration. 

Perhaps the strongest indication of the extent to which competitive 
strength is relied upon to attract patronage is the effort made by the 
creameries to pay a high price. This certainly is a legitimate and 
worthy objective. Farmers are seldom iustified in maintaining a 
cooperative organization unless it be to their financial interest to do 
so. They should, however, be certain that they are not taking a 
short-time or narrow poiut of view regarding the situation. This 
may be difficult for them to determine because of the competitive 
devices frequently employed, not only by private operators but also 
by cooperatives. 

Considerable difference of opinion existe as to whether or not 
.competition among cooperative creameries is consistent with sound 
cooperative philosophy. Organizations that are in a strong com­
petitive position are inclined to hold to the viow that producers are 
entitled to all that can be had for them; whereas, those less favorably 
situated are likely to question the motives of a cooperative creamery 
that uses ite competitive strength' to make it difficult for another to 
survive. To the extent that cooperatives resort to wasteful and 
unethical methods of competition, the complaint is surely justified; 
but to the extent that relative efficiency is the basis for such com­
petition, the objection is untenable on economic grounds. 
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ugilil1l4le Base. oj Comptlilitlfl A"",,,, Coopn~, ... 

Farmers organized cooperatives in ordl'l" 10 eliminate unn.,.,..,....". 
costs, wastes, and abuses which thpY complained of u a-x-iated 
with private competitive business. \nll'n cooperath·t't! ceue to be 
motivated by such a purpose, they cease to that extent to rPp_t 
the producers' inten'St. Obviously ROme cooperativN are more 
aggressive and militant than others in promoting produeel"!!' int"rE8ta. 
In the course of time ROme may change their purpose to lIurb an 
extent that thpY can no longer be rt'garded u produl'el' motivated. 
Moreover, different organizations may adopt differl'nt methods of 
attaining the same objective, and it is only by experimffltalion that 
the most effective methods are discovered. Is it in the interest of 
producers that the less aggressive organizations or the I""" effective 
methods, even among cooperatives, be perpetuated; and should farment 
be denied the benefits of improvements in transportation, manufac­
turing, and marketing processes because a given organization is 
unable or unwilling to adapt itself to such chang .... ? 

To insist that competition among cooperatives is incon. .. istent with 
cooperative theory is to deny that the purpose of a cooperative is to 
promote the interest of its members. Farment inter .... ted in maxi­
mizing their farm profits will resort to cooperation only 88 thpY can 
thereby increase such profits. The members of a cooperative will 
insist that their organization aggressively promote their interest. 
Each of a group of organizations thus motivated will continue to add 
volume, improve the quality of the product, exploit sales opportuni­
ties, and increase operating efficiency to the point where no fUTthl')" 
gains result. Maximizing net returns to producel"!! must be the 
ultimate economic goal. 

In the course of time, if conditions should remain constant, tbere 
would finally emerge a group of cooperatives in the industry each of 
which would be maximizing the returns to its membel"!!. At this 
point the sum total of returns to all producers in the industry would 
be at the maximum. Moreover, the competitive pressure exerted hy 
competing organizations uPon each other would be equal. The fact 
that some creameries are exerting unequal competitive pressure upon 
others indicates that the goal of highest efficiency baa not yet been 
reached in the industry. The point of highest efficiency is itself eon­
stantiy shifting, beeaUBe new factors are eontinuaHy disturbing the 
situation, as a result of which a perfect adjustment is impogsible at a 
given time. The process of adjustment is eontinuous. 

Nevertheless, it is only by making the most enlightened effort p0s­

sible to ascertain at least approximately the point at which a given 
organization should cease to strive for more volume, higher quality or 
increased sales efficiency, that anything like a rational basis of compe­
tition among cooperatives can be established. The first essential is to 
discover what is in the best interest of producers. This necM<itates 
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discovery of the factors afl'ecting net returns and the nature of such 
effect. 

Frurors Affecting Net Returns 

That a definite relationship exists between volume and cost of 
mannfacturing is generally recognized. Likewise, current market 
quotations indicate that in general, higher prices are paid for high­
quality butter than for low-quality butter. That .. relationship exists 
between volume of uniform products and prices is also recognized; 
and that operating efficiency and adjustment of capacity'of plants to 
volume afl'ects costs of manufacturing is almost trite. Not enough 
information, however, is available regarding the nature of costs of 
transportation and of assembling butterfat; and practically nothing 
is known about how all of these factors react upon each other and how 
the best balance among them may be attained. 

The question might be raised at this point as to what all this has 
to do with the problem of patronage. On the basis of the foregoing 
analysis, the organization's problem of sssuring itself of receiving the 
patronage of its members resolves itself into the problem of ascertain­
ing what is in their best in terest, the assumption being that the organ­
ization is justified in asking for the loyal support of its members only 
if it is functioning in their best interest. 

The question of the best interests of producers resolves itself into 
a problem of maximizing the net returns to producers; that is, max­
imizing the sales value of the product, and minimizing the combined 
cost of assembling and processing the butterfat and distributing the 
finished product. Enough information was obtained regarding some 
of these factors to indicate their nature and importance and the situa­
tion that exists among the creameries with reference to them. The 
first to be discussed is volume of business. 

Relationslup Betwetln Volume Handled and Cosls 

Distribution of 279 cooperative creameries in operation in 1933 on 
the basis of the volume of butterfat handled in that year is shown in 
table 22. 

For the State as a whole, two important facts stand out. First, 
there is a high concentration of creamery numbers in the small-volume 
groups. Seventy-four percent of the creameries handled less than 
400,000 pounds of butterfat in 1933. Over 90 percent of them handled 
less than 700,000 pounds of hutterfat. The significance of these figures 
will be pointed out later. Second, there is 8, wide range in volume 
handled by individual creameries-from 50,000 to 2,500,000 pounds. 

The relationship between volume of product handled and cost of 
operation has long been recognized by creamery operators. Although 
no intensive analysis of cost was made in connection with this study, 
figures for 1934 were obtained from 65 creameries that kept cost 
accounts on a comparable basis, using the Iowa State College system 
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of accounting.' Figure 6 shows the rt'lationship of C08t ot operation 
per pound of butterfat to volume of butterfat bandied fol' theee 
creameries. Although it is not possible on the basis of theee figurN 
to predict cost accurately from volume, a distinct relationship is 
revealed. The highest costs appear among creamerieIJ rooeiving 1_ 
than 250,000 pounds of butterfat per year. The lowest cost was for a 
creamery having almost 2X million pounds of butterfat, or 2~ million 
pounds of butter. The difference between highest and lowest cost 
is almost 4 cents per pound of butterfat. It appears that the curve 
of decreasing cost tends to flatten out after a volume of 750,000 
pounds of butterfat is reached. 

TABLE 22.-DlsTRmunoN OF 279 IOWA CooPERAT1VIt CREAMERIES BV 

GEOORAPHIC DlvtsIONS, ON THE BASlll OF THE VOLUJoIE 01' BUTTIIRPAT 
RECEIVED IN 1933 I 

BuUerlat rerelved (1.000 
pound", 

1..e. tbaa 100 ••............ 100-1911. ____ . __________ ... 
200-2i1IL __ ~._ .. _____ ..... _ 
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1,;"{I)-l.7W. _________ ._ 
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1,900-1,900 _____________ •. __ 
2.000-2,'199 _____ ._. ____ 
2.100-2,.1911 ___ ••. _____ .... ___ 
2.:JJO-2.299. __ . __ . ___ . _ ••..••• 
2.J(I)-2,3W ______ .• __ .. ____ .. _ 
2,400-2,,41I11L •••• _______ ~ ______ 
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21 .. 
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--_ .. _--
..... ~:.::. ,.,. 
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north~ ern .......... 
• • • • • II 6 , , 
• • I • • 

• 
• I 

... _._._-. 

. _----._ .. 
... --.-

-_.- . .... -
I ... .. ---- ---.. :Ill 

.. 
74 .. .. 
" II .. • • • • 
, 
I 
I 

• 
2 

I --
27e 

ParePnlgp or rnoaman., b, Atata 
dLYialooa 

10. 'l • &2 .... 
30 . • IU II • ... ... , ,... IU .... 
It 2 ,.. 17.2 .... 
Ii3 ... •• 1.6 
H ... 13 .• a., 
••• U Ut.I c.7 
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1 As here tahulated, tbl!l DOrtbea.1Jtftn section fDcludeti the 3:J ('()QatlM 'hounded on the welt b,'he oolumll 
of oonnties from Winnebqo to Slmy and on the .south from Story 10 Bolt!, indudJol c.t!aT and MooU. 

The Dorthwestern section Includell the 34 collDtiu Iyma ... t or \be WlnoebM&o-Slory oolumn aod oortfl or the -4. southern tiers of oountlel. 
Tbe soutbem acttoa inelud. tbe 42 OOUIIUet In the 4 .outbmI u.n-trom BarrtmD to MucstJDt 

OOUIItiea. . 

It is sigoifieant that almost 90 percent of the creameries were oper­
ating with Jess than 700,000 pounds of butterfat per year. It appeal'll 
that it would be to the interest of a large number of Iowa producers 
to have much of the butterfat now handled by the smalJer creamerieA 
processed by larger units. 

'M1gbe1l.. A.. and QulDtm. P. E. ftlfucu.t 1U •• oa •• nor'/t,lIUIau' caSA. .. a.~u AlJA-rrcrTP_Y 
VOLUlII: • .4JQ) PIUCD. Iowa A$~ Espt. 8t.a. Bull. Ill, 40 pp .• UIut. JfII8. 
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TOTAL. COST 

C.nb 

pc'''' unci . 
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: . 
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':" ~ . . 
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. . . . . . 2. 

. . . . . . 
2. 

~ 500THO~ANO~~F pJ=S ~~uri1~FAT2000 22!SO 2.500 

FIGURE 6.-REl.ATlONSHIP BETWEEN OPERATING CosT PER POUND OF 

BUTTERPAT AND VOLtnlE HANDLED. 

Although it is not possible to predict cost accurately on the basis of volume. a definite 
relationship is revealed. 

RelatWnship Bellum Voiume Haruikd and Selling Price 

It is generally held that a. selling a.dvanta.ge aecrues to organiza.tions 
that have & large volume of unllonn product. However, many small­
volume creameries sell a. rela.tively large proportion of their output 
in local markets a.nd to their own patrons at relatively higher prices 
than are received for butter shipped to distant markets. Some small­
volume creameries sell through sales agencies that provide standard­
ization and quality service as well as sales service; a procedure which 
tends to overcome the disa.dvantage small creameries may have in the 
marketing of their product. 

Efforts to improve quality of product, efficiency of plant operations, 
and merchandising of the product, all aim at increasing the price the 
creamery can pay for cream delivered at the plan t. A consideration 
of prime importance to the farmer, however, is the price he receives 
net at the farm. The difference between the price of butterfat deliv­
ered at the plant and the net farm price is the very important item 
of transportation cost. The present study has served merely to 
emphasize the importance of some aspects of this problem and to . 
direct attention to the need of making an exhaustive study of the 
subject. 

Some a.spects of the problems that affect competitive and patron­
age relationships of creameries will he discussed here. 
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Transportation Cosls aru/ Ralts 

An outstanding fact regarding methods of transportation is the 
la.rge extent to which butterfat is assembled by means of motor­
trucks. Table 23 sbows the distribution of 106 ('reamerips on the 
basis of the proportion of total butterfat whi('h is rf'c.,ived by truck 
routes. For the State as a wbole 68 percent of all butterfat me ... ived 
was assembled by truck. About two-tbirds of the creameries received 
50 percent or more by this metbod, with a high concentration of Cf<'llm­
eries occurring in the 91- to lOO-percent cl_. A large part of the 
creameries receiving less than 50 percent of their butterfat by truck 
are in northeastern, central, and northwestern Iowa where commu­
nity creameries and producer deliveries still prevail. In southern 
Iowa, on tbe otber band, almost half of the creameri .. " m .. .ei.ve over 
90 percent of their butterfat by truck route. Special equipment 
adapted to the requirements of the area has been developed for this 
purpose (fig. 7). 

Since so large a proportitln of the total butterfat is transported hy 
truck, the cost of which directly reduces tbe farmers' net retumR, any 
factor that affects this cost is of primary importance. 

Coet oj hauling.-Tbe actual cost of hauling in terms of tru .. king 
eXpense per pound of butterfat was anilable only in instsn"f'8 in 
whicb creameries owned their trucks and kept sepsrate co.t records. 
For the associations which hired tbeir hauling done, tbe rate per 
pound of butterfat paid to the hauler is the only cost figure available. 

The rates paid hired haulers range between 1 and a cents per 
pound of butterfat with 38 creameries paying 2 cents, 31 paying 
2.5 cents, only 7 paying less than 2 cents, and 10 paying over 2.6 cents. 

TABLE 23.-DISTRIBUTION OF 106 CoOPERATIVE CREAMERIES ON TnE BASil 
OP PROPORTION OF TOTAL BUTTERFAT RECEIVED FROM TRUCK RoUTES 

Cent"" 
Northt!a8t- and north-
ern lowa wMtetn 

wwo 

• • • • • • •• • • • .. --.. 
• • ......... _ .. • 1 8 • 10 

• • 1 • • 11 • .. ,. .. .. we 
p- P...m ,. .. 

Ownership oj trucks.-The large concentration of hauling rates 
around 2 and 2.5 cents suggests that tbe rates paid are, to a lsrge 
extent, established by custom, and therefore may show little relation­
ship to actual cost. For the associations owning trucks, however I 
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F,GURE 7 .---CREAMERY AND CREAM ROUTE TRUCKS OF BROOKLYN CooPERA­

TIVE CREAMERY AssOCIATION, BROOKLYN, IOWA. 

Insulated truck bodielll an: provided {or the protection of the cream against deterioration 
in transit. 

accounting records showed the actual cost of hauling. The net cost 
for the creainery-operated trucks in every case W88 1.5 cents per 
pound of butterfat or less. Only 4 of 95 creameries that did not 
operate their own trucks had hauling rates 88 low 88 1.5 cents per 
pound of butterfat. The associations included in this survey that 
operated their own trucks were located in widely scattered areas of 
the State and appeared to be operating under conditions that only 
to a slight extent favored low hauling costs. 

Two distinct sources of savings are possible through operation of 
trucks by creameries. One possibility is to reduce the expenses of 
operating the trucks themselves. No conclusions can be drawn on 
the basis of the sw-vey data as to whether associations or private 
truckers can operate at less expense. Factors to be considered in 
this connection include savings on volume purchases of gasoline, tires, 
and other supplies; centralized garage and mechanical service; and 
efficient utilization of haulers' time and service of ~cks. Such 
economies are most apt to be effected when several trucks are operated 
and the volume is large enough to make possible division of functions 
and labor. 

The second and more important aspect of truck ownership is the 
. opportunity and incentive it affords the association to control the 

hauling and organize its territory for ~fficient transportation. Reor­
ganization of routes to give every truck 88 nearly 88 possible a maxi­
mum load may reduce unit costs of hauling, whether or not costs of 
operating the individual trucks are reduced. Some associations have 
found that they can obtain lowest rates by controlling the organiza­
tion of route$ and contracting by bid for the operation of those routes 
on an annun! basis. Other small associations after they reorganized 
their areas under truck ownership sold the trucks to private operators 
but continued to control the rates. 

127537·--S1~~ 
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m ASSOCIATIONS 0_ 'T7ffICa • ASSOCIATIONI _,1M 'T1tI.Q($ 

sau ..... _________ ~ 

MILES AREA OF ASSOCIATION 
1200 TERRlroRY -=--f 

1000 1--------
8001-------

30001---

500 

POUNDS BUTTERfAT 
PER ROUTE 

(Y£ARLY AVE RAGE) 

PER SQI.IU£ Mill 

21--

o 

DIRT ROADS 
OF roTAL ROADS 

801-------

FIGURE S,-PRINCIPAL FACTORS AssocIATED WITH V ARlATtONa IN HAULIHO 
RATES FOR. IOWA CREA>I£R.IE5; 

Asoociations OWDing trucks have a material advantage in pounds of butterfat hauIcd per 
l'OUt<:, 
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Development of patron loyalty to the association rather than to the 
individual truck driver is an advantage of ownership, aside from money 
economy. The use of drivers as fieldmen for the association is an 
important means of producer education. It may be that making 
salaried employees of drivers will not entirely eliminate the possibility 
of patrons' loyalty being diverted to the driver rather than to the 
association. However, if the association cannot prevent this diversion 
while the drivers are on its pay roll, it is certain that it could not do so 
were they working independently. 

In some associations, the butter maker, manager, secretary, or 
directors have personal interest in the cream routes, either through 
ownership of the trucks or through employment of friends or relatives. 
This may be a faetor determining the extent to which efforts are likely 
to be made to minimize hauling costs. 

The chief faetors that were found to be associated with variations 
in hauling rates are shown in table 24 and figure 8. 

Butterfal haukd per route.--One of the advantages of association 
truck ownership was stated to be more economical organization of 
routes to give every truck a capaeity load, thereby reducing the num­
ber of trucks necessary to haul a given volume of butterfat. The 
data shown in table 24 reveal a definite tendency for hauling charges 
to decrease as size of load hauled increases. In this respect the experi­
ence of the associations that operate trucks is particularly noteworthy. 
A significant fact is that these associations have definitely increased 
the load per route as a mellIlS of reducing costs. 

Crmdition of rrxui.<J.-A physical factor affecting hauling rates largely 
beyond the control of the association is the condition of the roads in 
the territory. It would be expected that other things being equal, 
the higher the percentage of dirt roads, the higher would be the cost of 
transportation. While a definite tendency exists for expenses to be 
higher in a dirt-road territory, it is not so pronounced as might be 
expectsd (table 24). Deviations from the tendency are wide, high 
rates in some cases being paid in good-road areas, and vice versa.. 
This fact supports a statement previously made that hauling rates 
tend to be determined by custom or bargaining power, rather than by 
actual cost. 

Size of trcule arta.-Much has been said concerning the desirability 
from certain standpoints of concentrating the creamery's business 
within the smallest possible area. One of the important reasons is 
that thereby the cost of assembling butterfat may be reduced to the 
minimum. In columns 3 to 6 of table 24, hauling rates are relatsd 
to four measures of patrcnage concentration; namely, butterfat re­
ceived per square mile of territory, numher of patrons per square mile, 
size of trade area, and propertion of the production of the trade area 
received by the creamery. Results consistently demonstrate the 
advantage of concentrating patronage into the smallest possible area. 
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TABLE 24.-RELAnONSHIP BETWEEN HAULINO RATl'.! ANn PltlHCIPAL 
FACTORS AFFECTINO TRANSPORTATION COlIT!I 

--
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Methods of Deurmining and Assessing Hauling Ratts 

The methods used in determining hauling rates and IIBs68sing them 
against patrons vitally affect the equity with which the hauling COAt 
is borne by diff eren t patrons, the size of the trad e area, and the com­
petitive aspects of the creamery's business. Expediency dictated by 
the creamery's dE'pendence upon c.ompetitive methods in order to 
assure itself of patronage, to a large extent determines the choice oC 
method. 

Three distinct bases for arriving at hanling charges were found to 
be used by Iowa creameries: 

1. Direct negotiation by patrons with haulers. 
2. Negotiation between the creamery and haulers. 
3. Actual cost of hauling. 
The first method is more generally prevalent in northe88tem Iowa 

then elsewhere in the State; the second method is used most in the 
eouthem part. The third method is characteristic of only .. limited 
number of creameries that own and operate trucks. 

The differences in methods l18ed in different areas are partly the 
result of custom and partly of local conditions. In northeastern Iowa, 
individual delivery prevailed from tbe beginning; it W88 up to the 
patron to deliver his own cream, exchange hauling services with 
neighbors, or organize .. cream route operated by a hired hauler. 
The rate paid for hauling in the latter case W88 decided by the patrons 
and the haulers directly. Such rates are likely to be higher than actual 
costs of hauling because of tbe bargaining power of haulers and because 
patrons do not know what the actual costs are. 

In eouthern Iowa, the more genernl practice is to establish rates by 
negotiation between the creamery and the haulers. In this area 
cooperatives were not organized until truck transportation had made 
local creamery operation practicable. A creamery in this area WIUI 

dependent upon truck haulers for volume, first, because individual 
patrons would not deliver cream long distancee, and second, because 
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patrons would not assume the obligation to patronize. Haulers thus 
became not only transportation agencies, but solicitors of volume for 
·the creamery. The creamery, therefore, engaged the haulers, which 
involved establishing the hauling rates. Rates under such circum­
stances are likely to be relatively high, because It creamery seeking to 
expand its volume of business is likely to oft'er more liberal induce­
ments to haulers than are patrons negotiating directly with haulers. 
Moreover, the hauling mte in such cases includes a certain amount of 
cost incurred for solicitation and procurement of volume mther than 
lor transportation only. Also, the longer distances eream is hauled 
in southern Iowa, the usual condition of the roads, density of produc­
tion, and other factors, undoubtedly contribute to the higher rates 
paid in that area. Situations similar to those described, however. 
prevail in scattered areas and local communities in other parts of the 
State. 

The actual cost of transportation is used as a basis for determining 
mtes only if .. creamery operates one or more trucks. The nine 
orga.rllzations th .. t were using this ba.sis in 1935 were sc .. ttered through­
out .. na.rrow belt extending roughly from Dubuque County to Sioux 
County. The specific circumstances that led to ownership and opera­
tion of trucks in these cases were not a.scerteined. An important 
factor, however, undoutedly was an appreciation on the part of the 
creamery mana.gement of the importance of economizing on trans­
portation as a means of increa.sing farmers' returns. 

As stated above, it is apparent that la.ck of knowledge of transporta­
tion costs on the part of a large majority of the creameries as well as 
on the part of the p .. trons themselves, is an important factor con­
tributing to high utes. Out of 106 associations, 68 failed to show 
on the patron's statement the exact amount paid for hauling. In 
these cases, either .. ll or .. part (jf the hauling cost is included with 
the other expenses and deducted in calculating the price paid to 
patrons. Under such circumstances, patrons are in no position to 
.. dopt an enlightened course of action with a view to reducing trans­
portation costs. 

In view of the imporfance of transportation cost as a factor affecting 
the farmer's net returns, cooperatives that are presumed to be pro­
moting the patron's best interests can take little comfort in the fact 
that they may have had nothing to do with the negotiation of the 
mte. The best interest of patrons demands that the cooperative 
consider transportation and assembling cost as well as operating 
cost, and that the volume be so adjusted as to minimize the combined 
cost of manufacturing and assembling. 

The emphasis placed on the price paid for butterfat as a means of 
attraeting and holding patronage has merit to the extent that it 
results in stimulating legitimate eft'orts to maximize the farmer's 
net returns for their butterf .. t. Such efforts include attempts: (1) 
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To increase the market value of finished produ('ts; (2) to redu('.8 mMUot 
facturing costs; Md (3) to reduce rostll of proeuring and _mblint 
raw materials. Variations in prices paid patrons for blltt.enat tl",' 
result from variations in the effeetiveness of attt>mptll made in tIlt"" 
three directions may be regarded as providing a ltogitimatll b""ilI of 
competition not only among cooperatives bllt among other typea of, 
organizations. • 

Illegitimale Comptlilivt Praclicll \ 

Competition is not always limitt>d to the foregoing Il'gitimate i 
basis. Lack of adequate records, resulting in overpaymentll being; 
made without the knowledge of the management, is 8 fruitful SOlll"<'e l 
of destructive competition. In some Cllses, however, deliberate over­
payments occur with the knowledge that thereby the capital of the' 
organization is being dissipated. Another form of strategy ill arbitra­
rily to manipulate prices paid seasonally in order to meet or provide 
competition during seasons of low production. Another form of the 
same sort of strategy is to offer price inducements around March I, 
when new farmers wbo have moved into the community are establish­
ing trade contacts. 

Unfortunately, creameries that are driven to competitive extremi­
ties may even resort to illegal practices. Manipulations of weight, 
tests and overrun may be resorted to in order to overstate the price. 
A variant of this practice is to manipulate weights and tests so as to 
favor patrons in highly competitive seetions of the trade area, to the 
disadvantage of patrons in less competitive areas. Prosecutions of 
creameries by the State because of violations of State laws making 
such practices a misdemeanor, indicate that such practices exist. 

Another practice, recently brought under the jurisdiction of the 
law, is to manipulate the grade of butterfat pureh""ed. Prior to the 
enactment of this law, most creameries did not pay for cream on a 
graded basis, beeause to do 80 would have placed them at a competi­
tive disadvantage with creameries that would "take anything at the 
same price." The feeling prevailed that the creameries which did 
pay according to grade, graded more leniently in highly competitive 
areas. 

Even tbe quality-improvement program, meritorioll8 as it is Il8 & 

means of increasing farmers' returns through increasing consumption 
and prices, has its competitive aspects. In response to pressure to 
make the cooperative price high in comparison with that of com­
petitors, cooperatives early adopted the practice of rejecting low­
grade cream. Although this practice has merit in that it forc.es 
producers to improve quality if they wish to use the cooperative's 
facilities, and enables the creamery practicing it to pay a higber price, 
it tends to insure to competitors a volume of cream of the quality 
that they have been accustomed to receive. ThIl8, by their own 
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competitive policies, cooperatives help to maintain their competitors 
in business. Although this practice may serve the best interests of 
some patrons, a question may be raised as to whether a creamery 
might not best serve the interests of all producers by assembling all 
fat and disposing of each grade in the most advantageous manner. 

Whetber or not some of the practices mentioned are right or wrong 
from the point of view of expediency is beside the point. The extent 
to which they are consistent with sound economic principles and 
cooperative purposes is the only basis on which their legitimacy may 
be judged. Any organization that follows policies or indulges in 
practices that tend to confuse farmers rather than to enlighten them 
as to their best interest has lost its cooperative direction and purpose 
to such an extent that it no longer merits their support. 

Thus far in this discussion stress has been laid upon the patronage 
relationship existing between the creamery and its memb~l'S and 
patrons, and the effect of such relationship upon the competitive 
relationship existing among the cooperatives. The patronage reI .... 
tionship is of fundamental importance, because it largely determines 
the extent to which a producer-motivated type of organization is 
able to bring about a more economical and rational organization of 
the industry than is likely to be brought about by profit-motivated 
"?te'1'rises. 

TRADE AREAS OF IOWA CooPERATIVE CREAMERIES 

The organization of producing areas for butterfat disposal vitally 
affects the net price a cream"ry can pay its patrons. Prevailing 
patronage relationships, as they relate to such organization are, 
therefore, sigaificant. It is in this connection, also, that important 
effects of prevailing methods of competition on the economic organiza­
tion of the industry are revealed. 

In figure 9 the trade areas of the cooperative creameries included 
in this study are sbown. These creameries represent approximately 
half of the cooperative creameries or about one-fourth of all the 
creameries in the State. 

The relationship existing among the trade areas of even this number 
of creameries suggests that a considerable amount of duplication of 
facilities and services apparently exists. Superimposing upon this 
map the trade areas of the other 347 creameries would in many areas 
obscure the outlines of the areas served by anyone of the creameries. 
Analysis of the situation reveals that a considerable number of factors 
contribute to the general situation. 

Factors Delnmining Si::.e of Trade Areas 

One of the most striking facts, although not the most significant, 
is the wide variations that occur in size of trade areas. In table 25 
is shown the distribution of 107 creameries among the different size 
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TRADE TERRITORIES SERVED BY 139 IOWA 

FIGURE 9. 
About half the cooperative aeamerics in the State or about 

one-fourth of all the c:reamerl.. were covered by tbe 
lurvey. 

groups, by State divisions. Because size of trade territory and volume 
of butterfat handled are closely related, it follows that a large majority 
of the creameries will be found in the small-territory groups. This 
tendency for volume to vary with size of trade areas is illustrated in 
table 26. It should be noted, however, that wide devistioJlll from 
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FARMERS' CREAMERIES, DURING 1935 

this general tendency exist. The concentration of butterfat produc­
tion, and the proportion of that production that a given creamery 
receives have important effects on the area necessary to provide a 
given volume of business. These two factors together have contrib­
uted in varying degree to the situation illustrated in figure 9. 
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TABLE 25.-DIsTRmunoN OF 107 CooPI!RATIVE CRI<AMI<RII!S BY GEO­
GRAPHIC Dtvr.ltON5 ON THI< BASIS OF S'7I! OF TRADE AREA I 
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TABLE 26.-RELATIONSlIIP BETWEEN S,ZE OF TRAOI! AR.:A AND VOu/WI< OF 

BUSINESS OF 108 CooPERATIVE CRI!AMERIES 

A .... YOIume of butl«fat hmdtl!d annuaJly (lIII' ~. by llta" 
dh'uwnd i 
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Density <if fmtlerjal produd;<Jn.-Tbe distribution of 108 cooperative 
creameries by geographic areas, on the b ... 'lis of Ule density of butter­
fat production in their respective trade areas, is shown in table 27. 
Whereas the production in southern and southwestern Iowa waa2,266 
pounds per square mile, in northeastern Iowa it waa more than double 
this figure. The central and northwestern sections of Iowa occupy 
an intermediate position in this respect. The range in each area is 
wide. 

To a large extent, the small areas served by the creameries in north­
eastern Iowa result from road and traDsportation conditions thet pre-
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vailed here during the early history of the cooperative-creamery 
movement. The relatively heavy concentration of production in this 
section makes it possible even now for a creamery to operate in a small 
trade area. The map (fig. 10) showing trade aress indicates that even 
here the areas are increasing in size as improvement in roads takes 
place. In the southern part of the State, where production is sparse, 
relatively large areas must be covered in order to provide the volume 
necessary for successful operation. The fact that cooperative cream­
eries entered southern Iowa rather recently, following extensive road 
improvements, enabled the southern Iowa creameries to establish 
themselves at the outset on the basis of truck transportation. 

TABLE 27.-DISTRIBUTION OF 108 COOPERATIVE CREAMERIES ON BASIS OF 
DENSITY OF BUrrERFAT PRODuanON IN THEIR TRADE AREAS, BY STATE 
DlVlSIoNS 

BUttwf8t prOOulltlon pllr sqUBJ'tt mile (pounds) c.,,_ 
NDt'thea.~· and north- Southern Total rOl' 
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6.500 to 5.999 _____ ••• _ ••• ____ •.• ___ • ______ •••••• ___ •. ___ :I ______ • ________________ _ 
6.000 or more ______________________ .• ___ __ ____ __________ 3 _____ . _._. ___ ..• _______ _ 

• • 20 • .. 
20 
11 • 13 
3 • TotaL ________________ . ________ . __________ . ___ ___ 87 42 29 108 

AmMI ~M. ~M. ~M. 
AnrageprodQoUonotbuttetfatper8q~mltc ______ .• 4.888 3.363 2,266 3,591 

Proporn.on of local production handled. -Variations in size of trade 
areas for associations in the same section, having the slUIle volume, 
still remain to be explained. Such variations are closely associated 
with the proportion of the production in It creamery's trade area that 
the creamery receives. It has already been suggested that the 
character of the relationship which exists between the organization 
and its patrons with reference to patronage has an important bearing 
upon the methods used by the creamery to assure itself an adequate 
volume of business. It has also been suggested that, as a general 
rule, the price paid for butterfat was the dominant factor in patronage. 
Since a large numbel' of factors influtmce the price which a creamery 
can pay for butterfat, the prices paid by different creameries vary 
widely. As It consequence it is to be expected that the proportion 
which It given creamery receives of the total production in its area 
would also vary widely. The distribution of 108 creameries on the 
basis of the proportion of the production received, by State divisions, 
is presented in table 28 . . 
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Probably the most significant feet revealed by these filtu~ is tl"at 
for the Stete lUI a whole, ahnost two-thirds of the CT"am"nes "",,,,ve 
1_ than half the butterfat producpd for 8ale in their I't'llpective trade 
arelU!. Only about one out of five creamerie8 ret:'-t1ives over 70 pC'l"<'ent 
of the production in ite trade area. It is significant that about o~ .. -
third of these creameries receive 30 percent or le88 of the productlon 
in their trade areas; the average for 108 creameries is 47 peTC'<lnt.' 

TABLE 28.-DISTRIBUTION OF 108 CooPERATIVE CREAMERIES ON BA.'. OF 
PROPORTION OF PRODUCTION IN THEIR TRADE AREAS RECEIVP.D BY 

THEM, BY STATE DIVISIONS 
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Considerable variation in the proportion of production received by 
the creameries was noted among the several divisions of the State. 
(See fig. 1, p. 3.) The average for northeastern Iowa was 62 per­
cent; that for northwestern and central Iowa, 61 percpnt; and the 
average for southern and southwestern Iowa, 36 percent. Wide 
differences also were found among creameries within each of the 
State divisions. 

A creamery may obtain a given volume of bUl!ine88 either by getting 
a large proportion of the production in a relatively small trade area, 
or by getting a smaJI proportion of the production in a relatively 
large trade area. Although, in actual practice, some creameries Ull6 

different combinations of the two methods, many follow one or the 
other policy almost exclusively. 

In general, charging a fiat hauling rate over the whole area placee 
no disadvantage on distance from the creamery and encourages 
extension of trade areos. H differential hauling rates are 1IJ!ed, it 
would he expected that producers nearest a given plant would have 

'The pllmeDtaga hereD:!ll8d ... t..1 011 produetIoo <Isla from UIe l1IIO.....,." wldcb.lfy.on17 eowrt, 
ftggree. It waa. tlHnfore. ~ to _,bat tbe COUDt,. produetiau ........ eol,. d1&trtbcRed ."htn 
tbe eocmty; henoe. the 1*'CfJIl __ tor fDdh1doal ~ Me RlhJen to .... .,. .. ~ The ~ _. 
ftpres, bowenr ..... compa&e4 ffom Ctade .... ~ dra .. Ua ... ~ bJ' • ~" 01 tbt 
...-,. ' 
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FIGURE 10.-RELATIONSHIP BElWEEN SIZE OF TRADE AREA AND PROPOR­
TION OF BUTTERFAT PRODUCTION HANDLED BY 108 COOPERATIVE CREAM­
ERIES IN IOWA. 

or the 31 creameriea that receive more than 60 percent of the butterfat production in 
their trade areas, all but 3 serve aft'as of less than 250 square miles. 

the advantage and would .tend to concentrate their product at that 
plant. The increase in hauling rates as distance increases would 
act as a deterrent to extension of the trade &rea. However, distance 
differentials usually are not adopted with the avowed purpose of con­
centrating the volume of husiness in the smallest possible area, but be. 
cause conditions of production, transportation, and competition make 
for such large trade areas that fiat rates are manifestly inequitable. 

Since cost of transportation increases as the distance butterfat is 
transported increases, it is to the best interest of producers to have 
their butterfat processed in plants that obtain the necessary volume 
within the smallest practical area. This purpose will be served best 
when all of the butterfat in a given area is delivered to one plant 80 

located as to serve the area most advantageously. 
Examination of the figures indicates that a large proportion of the 

creameries fail even to approximate this desirable situation. H a 
given area of considerable size were being organized for marketing 
now for the first time, no doubt the difficulties of determining the 
volume that each plant should process, the area from which this 
volume should be obtained, and the most economical methods of 
assembling the butterfat, would be relatively simple. However, 
different organizations were started at various times and under a 
variety of conditions. These conditions themselves are constantly 
changing. Hence, the present overlapping oC territories served, to a 
large extent is merely indicative oC the practical difficulties encoun-
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tered in any attempt to work out an efficient, ('conomic organization of 
the industry. 

Although it is apparent that competitive policies, patronage reI .... 
tionships, and other important matters are fT('quently d('('ided with 
little or no considero tion of the basic factors that affect the best long­
time interest of produce~, it appears that some prog1'e88 hns been 
made in this direction. Although community pride, vested intereete, 
and other factors may tend to retard progress, a mutual understand­
ing among creamery officinle and producers of the extent to which the 
price paid patrons is lower than it needs to be and the reasons therefor 
would undoubtedly result in complete reorganization of many over­
lapping trade areas and a consequent reduction in excessive coste of 
_mbling and processing butterfat. 

The need for reorganizing trade areBS is indicated by figure 10, 
which illustrates the extent to which creameries, unable to attract a 
sufficient proportion of the production in nearby areas, are forced to 
extend their cream routes. 

Ollter FtJC/ur, Affecling /114 Palr.Mg. lUialionship 

It is significant that of the 24 creameries serving trade areBS of 
over 750 square miles, Done receives even 50 percent of the butterfat 
of the &.rea. On the other hand, of the 31 creameries that receive over 
60 percent of the production, all but 3 serve areas of less than 250 
square miles. It is significant also that a large proportion even of the 
creameries that serve smnII areBS receive relatively amnII proportions 
of the production in the areas served. 

This is true in southern Iowa, where less overlapping ot trade are88 
appears to occur than elsewhere. An important reason for this is 
the competition of independent creameries and centralizers. A 
comparison of the location of all creameries (fig. 1) in relation to the 
trade areas of the cooperative creameries in southern Iowa, reveals 
the extent to which the trade areas of the cooperative creameries are 
dotted with independent creameries. To these must be added a 
large number of assembling stations operated by centralizei'll which 
are not shown on the map. 

Another factor in the situation is that in southern Iowa, dirt roads 
comprise a high percentage of the total mileage of roads. During 
such time as the dirt roads are impassable for trucks, producel"ll on 
these roads cannot be served by cooperative creameries that tmlll!port 
butterfat only by truck. Producers are then compelled to deliver 
their own butterfat to the nearest avoilable outlet. Consideration 
should be given to the problem of making the service of the cooperative 
creameries accessible to nII producers instead of only to those located 
on improved roads. 

A significant relationship was also found to exist between density 
of production and the proportion of the production received by a 
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given cooperative creamery (table 29). It appears, however, that the 
product of heavy producing areas is almost as frequently divided 
among several competing agencies as is that of sparse producing 
areas. The map showing the trade areas (fig. 9) bears out this 
conclusion. 

The data in table 30 reveal a definite tendency for those associations 
that receive a high percentage of the production in their areas to obtain 
la.rge volumes per patron. TlIis fact points to a conclusion of vital 
importance in connection with the cooperative marketing of butterfat 
in Iowa; namely, that a cooperative creamery has a much greater 
prospect of being assured of the patronage of producers if butterfat 
is a sufficiently important source of income to them to cause them to 
become concerned about its marketing. Conversely, if butterfat is 
a relatively unimportant source of income, producers are not likely 
to be willing to assume obligations in connection with its marketing. 
It is probable that the indifference of small producers is one of the 
most serious difficulties that limit the development of cooperative 
creameries. 

TABLE 29.-RELATIONSHIP BE'T'\'\lEEN DENSITY OF BUTTERFAT PRODUCTION 

AND PERCENTAGE OF PRODUCTON RECEIVED BY CREAMERY 

Butterfat produced for,we (pounda per square mile) 
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4.l,)(J(J...1,99IL ______________________________ .'. __________________________ • ______ • __ 
.&,UOI}-5,iI9D _____________ • _____________________ • ____________________ ~ ____ • ______ _ 

Pereenialro of 
Numberot production 
creameries receiwd by ......, .... 

1 28.' 
38 31.0 .. '2.8 
I • . 04;7.1 
In .... 

G,.000 IIIld. over. ---- -- _ -- --- ___ --- • __ -- ---- ____ ---- __ • _ --- -- ____ ----- ____ -- _____ 1 ___ -.:+ __ ...::::.: 
Total, all crutnerleL __________________________________ • ________ " _______ _ 

• 67.0 

41.9 1<18 

TABLE 30.-RELATIONSHIP BETWEEN VOLUME OF BUTTERFAT RECEIVED PER 

PATRON AND PERCENTAGE OF PRODUCTION IN AREA RECEIVED BY 
CREAMERY 

BuUedBt received per patron per Y$U' (pounds) 

~r:~_:~~::::::::::~~~:::::::=:::::::::::::::~~::::::::: ::::~::::::::::::: 1.OI.IO-l,2tiL __________ •• ___________ ••• 0_ .. _. _ •• ___ • __________ • ___ .. ___ • ________ _ 

1,151).-1,(911. _________ • ________ •• _________ ... _____ .... _. _____ ... ___ .. _ .. _. ____ .•• 
1.500-1.749_ ... _________ .... ______ , __ .. _____________ ••• __ .. _. _________ .. _______ . 
1,150-1.m. _____ MO. ,_ •• ____ .. _____________ •• , •• _. __________ .. __________ • __ , __ ,_ 

Pereentap of 
Number-of production in 
Cf6lUD.eriea £U'eB.receivOO 

b)'cretUlW'y 

10 21.8 
23 al.l 

'" "'1 

'" "'. 10 .... • 70.1 
2,UQO and O\"lIt -: _ --- - ••• --- _____ • _ -. --. --.- •• , ___ ---- -- -------- -._-,-- -. ---- ___ I---' 

Total. .. ____ " ________________________ . _. ____________________ •• _. _+0 ___ 0_ 

• '0.0 

101 ti_' 

Those produ~.ers, even in areas of sparse production, to whom it is & 

matter of considerable importance to maximize their returns from 
their dairy enterprise, are themselves likely to assume the responsi-
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bility of establishing a creamery and win tend to conCl'ntrate their 
patronage at the plant which best serves their intel'<'st. h Dlny b" 
necessary in some such CllI!ll8 to serve a large area in onh'r to bring 
togetber a sufficient number of interested produoors to financo the 
organization. Such additional patronage 88 may then be obtained 
from others will accrue to the advantage of these large produ.,..", 
through reductions in manufacturing costs, but the indiITI' .... nce of 
la.rge numbers of small producers may 8tiU CRUse the organization 
to receive a relatively sman proportion of the total production of the 
area. 

Although some of the factors that aITect the proportion of produr­
tion reeeived by a creamery are beyond the. control of individual 
IUlSOciations, others are definitely within their control. Education of 
the producers regarding the extent to which it is to their best inwTMt 
to concentrate the processing and marketing of their products into the 
most economical units is probably the most important meaIl1l of con­
trolling this situation at the disposal of the association. Even in 
aress of sparse production, some associations have been able to con­
centrate high percentages of the area's production through constant 
efforts to bep producers informed and interested. 

Such educational efforts are likely to be effective only if the organi­
zation is at the same time doing its utmost to promote prodllc<lrs' 
interests; and this is likely to be the case only if constant efforts are 
made to discover wherein further economies may be etTected. In a 
period of rspid changes, the struggle for survival is likely to be intenfti­
fied. The organizations most likely to survive such a strup:gle ar~ 
those that can most accurately appraise the significance oC fundamen­
tal factorS affecting the situation, anticipate current trends, and adjust 
themselves to them most quickly. . 

PARTICIPATION OF PATRONS 
IN BENEFITS AND COSTS 

I N THE discussion thus Car it has been assumed that tbe creameries 
were operated Cor the sole benefit of patrons, and that as a conse­

quence, patrons were required to assume essential membersbip obli­
gations. To this end it has been necessary to associate control and 
financing of the organization closely with patronage. The CoUowing 
are some of the major considerations implied in tbe statement that 
the patron is to receive the benefits and assume responsibility for the 
costs and ri.~ks of operation. 

ExTENT OF PATRON PARTICIPATION 

The extent to which patrons of the creamery BCt;I~lly are tbe .ole 
beneficiaries of the operations is the first major consideration, and 
this may be disposed of rather briefly. On the whole, the intentions 
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of the cooperative creameries studied have been to operate for the 
benefit of patrons; and control devices adopted, with few 8.'<ceptions, 
have been designed to insure the continuation of operations on that 
basis. The adoption of faulty forms of organization sometimes has 
made it possible for persons other than patrons to assume control and 
derive benefits, but here the producer interest has been sufficiently 
self-assertive t{) overcome many of the defects in the cooperative 
set-up. Lack of active participation by patrons has in some cases 
caused managers, stockholders, cream haulers, or others, to exert 
considerable influence, sometimes against the best interest of patrons. 
Even so, the patrons, on the whole, have participated to a high degree 
in such benefits as the creameries have achieved. 

EQ.UlTY OF PATRON PARTICIPATION 

Whether or not the association's patrons have participated in these 
henefits on an equitable basis is the second major consideration. As a 
col"Ollary of equitable participation in benefits is the principle that 
beneficiaries shall participate in the costs and risks on an equitable 
basis. To the extent that the method of allocating benefits involves 
allocating ,costs, the two are inseparable; that is, equity as among 
patrons becomes a function of the method of operation. 

Interest in the prohlem of equitable participation in benefits and 
costs is most likely to arise at three periods during the life of a coopera­
tive. The first is the current settlement or pooling period, at the end 
of which the price that is to be paid patrons for butterfat is ealclllated. 

Since such payments are frequently in the nature of approximations, 
adjustments in which are postponed until the end of the yea.r, the 
second period is the fiscal year. Whether or not patrons will partici­
pate in additional benefits at the end of the year depends on the methods 
used in allocating benefits and costs that a.ccrue throughout the year. 
Moreover, new situations affecting policies of participation enter at 
this point. 

Finally, questions of policy arise in connection with the accumula-
tion of capital, acquisition of additional plant and equipment, and the 

. maintenance of such capital and assets from the long-time point of 
view. The basis upon which patrons shall contribute to and share in 
such assets is the important consideration from this point of view. 

Although these diJl'erent periods or points of time are interrelated 
in many respects, earh has aspects that are peculiar to itself. We shall 
first discuss the considerations involved in equitable participation of 
patrons in current settlements. 

CurTffll Stttlnntnts 

The usual method of determining the allocation of benefits in the 
current period is that of pooling, or on a "net proceeds" basis. Briefly, 

127~a7"-8'---Il 
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this method oonsists of receiving the butterfat lrom patJ'OIlII, manu­
facturing it into butter, selling the butter and receiving the proc....ru. 
from sales; deducting therefrom the expellIlt'Ol attributable to the 
product handled during the period, and distributing the net proceeda 
pro ra ta to those who contribu ted butterfat during the period. 

The essential features of this plan are: (1) Patrons participata in 
net prooeede on the basis of patronage contributed; (2) expen_ per 
unit of product are spread on a patronage basis; and (3) the derennent 
of payments inherent in the pooling process results in shifting certain 
risks of operation to patrons, also on a patronage basis. In brief 
patronage becomes the basie of participation. 

Pooling of reoenm8.-In connection with the pooling of in .. "me from 
sales, two important types of eonsideration8 are involved; namely, 
those growing out of differences in time of dclivery, and those growing 
outof differences in quality of product delivered. 

It is characteristic of the creamery industry that the raw materio.l 
(butterfat) ie produced daily, comes to market and ie BOld rurrently 
throughout the year. While seasono.l variations in production o(',cur, 
annual or seasono.l pools would serve no purpose, because prod ueel'S 
have little choice as to time of so.le. Pooling of returns as practiced 
by creameries ie not a method designed to spread risks arising out oC 
the producer's choice of time of sale, but a method by which patrons 
may contribute capito.land assume the risks of price and cost fluctua­
tions. Incidentally, some saving in clerico.l labor is possible where 
periodic rather than daily payments are made for butterfat. 

The pooling period for 108 associations paying on a pool basi. was 
as follows: 

N'-of 
Period: ~NmI 1 week_____________________________________________ 8 

2week.____________________________________________ 1 
~Dlontb-- _________________________________________ 88 
1 Dlonth____________________________________________ 11 

Total ____________________________________________ 108 

Although no accurate information on the point ie available, it is 
generally coneeded that the length of the pool period has been grow­
ing shorter in recent years, especially during the depresaion. Tbis is 
probably induced by the farmers' shortage of ready cB.Rh, rather than 
by considerations involving the equity of the length of the pooling 
period. . 

The second consideration on the revenue side of the pooling opera­
tion arises because of differences in quality of product delivered. 
For example, if two patrons who deliver butterfat of different quo.lity 
are to participate equitably on the basis of the quality of their re­
spective deliveries, the prices they receive mould retlect differences in 
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the market value of the finished product made from different grades 
of raw material. This result would be obtained directly if the asso­
ciation should operate separate pools based on differences in the 
quality of the butterfat received. None of the associations, however, 
operates such pools, the reasons being: (1) Volume of low-quality 
butterfat is not sufficiently large to warrant churning it separately; 
(2) distribution of costs among the several pools would be difficult; 
(3) the method of sale often results in one price being received for 
all the butter; that is, a certain minimum amount of undergrade 
butter is tolerated under the "one price" sales outlet agreements 
commonly used. 

As a substitute for quality pools, 33 aseociations paid fixed differ­
entials for different grades of cream. One association paid a premium 
of 1 cent for the better grade of cream, 19 paid 2 cents, 10 paid 3 
cents, 1 paid 4 cents, and 2 varied the differentia.ls. In many cases 
the amount of the differential was fixed without regard to differences 
in value of finished products. If market prices fail to reflect differ­
ences in quality, 8. question arises as to whether or not the payment 
of fixed differentials is justified'" 

The payment of differentials, however, has had the effect of stand­
ardizing the quality of the cream received on a higher level than 
would otherwise have prevailed. To the extent that stendardization 
in quality results, the inequity of paying fixed differentials is largely 
eliminated. Extreme measures designed to standardize the quality 
of butterfat on a high level have been taken by six associations, which 
refuse to receive any but sweet cream. Seventy.&x associations 
refuse to accept the cream of lowest grade. 

Pooling npenBe8.-The second essential feature of the net-proceeds 
method of settlement is th .. t the costs of operl>tion are also pooled 
and are borne by the patrons on 8. patron..ge basis. As a result of 
different methods of allocating fixed and current costs, and policies 
followed with reference to the inclusion of certain items of cost in 
either class, many important questions of equity arise in connection 
with the pooling of expenses. 

Cost items differ in nature, and it is questionable whether the same 
rule applied to all items would result in equitable settlements. Some 
cost items, such as salt, packages and liners, transportation, and 
others, vary in amount directly as the volume of product varies; 
tha.t is, the unit cost of such items tends to remain constant regard­
less of volume. However, a large number of other costs, such as 
mwsgement, most labor, a.ccounting, 8.udits, taxes, insurance, repairs, 
and depreciation, are related to time; they accrue currently but are 

H I>urtq' the summer of 19M a law providing for oompulsorygradIng of crerun was passed In Iowa (00. 
160 0-1. lowa. oode of lO35). Minimum dllfmutials to be paid were specUIOO. io the law. 'I'be i!IIll'ftl" 
upon wbich the pn!ICedtq dlscusslon Is based was made prior &0 the passap of that law. Undoubtedly the 
quality JIl'OIfUD. hu bam materially modltled slnot the aorvey wu made. 
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paid at regular or irregular intervals of time. Theil' amount is only 
indirectly, if at all, related to volume of busin""". HMeo till! uniL 
costs of such items vary inversely as the volume variell. 

A strictly equitable method of allocating costs would sp1'Nld IlA<'h 
item of cost in such a manner that each unit of product that I'e('l!ind 
benefit from the cost incurred, would be charged with its proportionate 
share of such cost. Hence, the unit of product suggests itself M an 
equitable basis of allocating costs. Items, such as supplies used, 
transportation, and other direct costs that are incurred in a ginn 
period, may be charged directly to the product handled during that 
period. However, costs that are not incurred proportionately to 
volume, should be reduced 88 nearly 88 possible to a rate-per-unit-of­
product basis. The amount charged to a given period would then be 
the unit cost multiplied by the number of units of product hllJldled 
during the period. 

A small group of creameries based their deductions for cost on a 
unit-of-product basis. The amount charged per unit was based upon 
the experience of the previous year, in which the annual cost had been 
spread over the annual volume of product. Thus, if the average total 
cost pel' pound of butterfat in the previous year W88 3 cents, that 
figure W88 used as a current deduction pel' unit of product for each 
settlement period. 

A single association was found that went to the opposite extreme 
and placed all its costs on a time basis. This 88sociation used semi­
monthly pools and used, as a basis of allocating its costs, one 
twenty-fourth of the previous year's total cost. 

The majority of associations choose a middle course between the 
two extremes by placing supplies and other current expen868 on a 
unit-of-product basis and most other costs on a time b88is. Under 
this system, costs that tend to be proportional to volume are spread 
equitably if the qua.ntity used rather than the quantity purchased 
during the period is used 88 the basis for calculating the amount to 
be charged to the period.· Usually those costs that are not propor­
tional to volume are allocated on a time b88is, 80 that in periods 
when the volume of product is high the per-unit charge is too Jow, 
and vice versa. Some associations using the time method of allocat­
ing expenses, modify the procedure somewhat by varying the amount 
reserved for depreciation, taxes, and other accruing items cllJ'rently 
set aside according to the volume of business handled during the 
period. This is not a common practice, the usual method being to 
deduct the BBIIle :fixed amount for such reserves in each period. 

A numher of 888OCiations go 80 far B8 to make no deduction for 
some of the accruing cost items, particularly depreciation. Only 84 
of the 112 associations curren tly set aside reserves for depreciation; 
the others are either liquidating their assets through overpayment. 
for butterfat or are forced to charge repairs and replacements against 
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the period in which such expenses are paid. Similarly, only 70 asso­
ciations provided reserves for taxes, interest, and insurance; while 
42 charge expenditures for such items against the income of the 
period in whi ... h the expenditures are made. 

Much the same procedure ie usually followed with reference to 
items of cost which it is usually impossible to anticipate. Practically 
every creamery incurs some such costs from time to time; and unless 
special provision ie made for meeting them, they must be absorbed 
in the expenses currently deducted or charged to the surplus account 
or to the "sinking fund." 

A more desirable procedure would be to include an additional de­
duction during each period for a "contingllllt reserve", or to include 
a reasonable amount for such purposes in calculating the average 
annual rate per unit of product. This procedure ie particularly 
desirable in eases in which the average annual rate ie used, becausa 
of the desirability of anticipating unforeseen costs as well as possible 
increasas in some or all of the cost items that may occur in a given 
year in comparison with other years. Although the surplus account 
might be used to absorb such items, it has already been pointed out 
that the surplus of most associations ie usually required to finance the 
assets of the organization and thus provides insdequate protection 
against such contingllllcies. 

Briefly, then, it appears highly desirable that in arriving at the 
"net proceeds" for the period, the interpretation of costs should be one 
in which each unit of product ie charged with its proportionate share 
of costs over at least a year's time. Since disbursements for supplies, 
unfOre&ellll items, taxes, insurance, and other indirect charges are 
highly variable in the different settlement periods, equitable treatment 
of all patrons requires that per-unit charges to cover such items be 
"smoothed." T~ procedure will result in the accumulation of funds 
in periods when actual dishursements are lower than calculated costs, 
and vice versa. Such accumulations or deficits should not be rtl",aarded 
as underpayments or overpayments to patrons, but as balances to be 
carried forward in anticipation of fluctuations which are expected to 

. occur in subsequent periods. 
Since the deliveries of patrons vary from one period to another, the 

payment of all proceeds in excess of the period's actual disbursements 
results directly in inequitable distribution of costs among patrons. 
Furthermore, prices based on fluctuating disbursements rather than 
on actual average costs do not reflect currently the efficiency of the 
creamery concerned, and therefore introduce a highly variable factor 
into an already chaotic competitive situation. 

DevinJions from 1M lld-procuds basis.-Since variations in the int61'­
pretation of costs among associations are not revealed by their balance 
sheets, it ie impossible to determine from the records available the 
exact extent to which the creameries adhere to the net-proceeds basis 
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of settlement. It is probable that at I_t throe-fourUta of the aMOei ... 
tions surveyed intend that over a year's time Ute amounts reserved for 
expenses shall equal the C88h expenses plus accruing OOIIts, Bueh B8 

depreciation. Such discrepancies 88 may result from miscalculation a 
are corrected in subsequent periods. Asaociationa that do not fall 
into this class are those that consistently underpay or overpay in cur­
rent periods, thus deferring until the end of the year or indefinitely 
the time when the problem of equitsble participation will arise . 

.Aasociatioml fluU ti'llderpa!l.-A.saociations that deviate from the 
net-proceeds basis of settlement by underpaying in current period. 
accumulate funds 88 a result of the year's operation and must consider 
the equitable distribution of such funds. 

Six associations were found in which the current payments were 
regarded 88 advances only, a final settlement being made in the form of 
a patronage dividend at the end of the year. However, the b....is of 
distributing such dividends varies. In one case membera and non­
members participated alike in the patronage dividends. In another 
case patronage dividends were paid only on deliveries of first-grade 
cream, in spite of the fact that a 2-cent premium was paid currently 
on: BUch butterfat. If this premium is equitable, then the additional 
pa.yment in the form of a. patronage dividend only on first-quality 
butterfa.t may result in penalizing unrea.sonably the produeers of low­
grade butterfat. Such inequity would exist, not between membera 
and nonmembers, but between member-patrons delivering high-grade 
cream and those delivering low-grade cream. 

The other four associations pay competitive prices currently and at 
the end of the year pay patronage dividends only to membera, the pur­
pose being to create an inducement for patrons to become members. 
As a further inducement, the par value of stock is low in all lour c_, 
and in one case patronage dividends may be applied on the purchase 
price of stock. In these associations nearly all stockholders are 
patrons, and all patrons are urged to become members. 

Another group of five IISSOciations pays patronage dividends from 
profits on side-line enterprises. One conducts a poultry enterprise and 
distributes the earnings on a. patronage bll8is to the poultry patroruJ, 
whether or not they are members of the association. Another ha.a a 
gas and oil business and distributes earnings from this source on a 
patronage b....is to all gll8 and oil patrons. The other three designate 
the buttermilk business 118 a "member enterprise." The proceeds of 
buttermilk, sold as Buch or fed to hogs, are paid only to members on the 
b....is of their butterfat patronage. It is significant that these three 
IISSOciations pay no dividends on their stock. The patronage divi­
dends may be regarded 118 a return on capital, but this is iIlogica.l inas­
much 118 it is made on a pa.tronage b....is rather than on tha amount 
of capitaJ contributed. At the same time, stock outstanding is not all 
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important factor in financing these particular associations, so the 
extra returns can hardly be justified on that basis. Tbe payment of 
patronage dividends to members only is not in these cases associated 
with It poJiry designed to increase the membership. It must be con­
sidered as a special return to members as such, made at the expense of 
nonmembers who furnished the major portion of the business. 

Other associations, as previously noted, finance expansion of their 
business and facilities through earnings which result from current 
underpayments. Discussion of the equity of such procedure will be 
deferred to a later section. 

A88ociation.! tlwt ovupall.-The situation of creameries that per­
sistently overpay can best be described as pathological. They repre­
sent creameries that are dissipating their capital in an attempt to 
meet competition. II proper deductions were made by all creameries 
for depreciation and items other than cash expenditures, probably a 
larger numPer of them would fall into this class. 

The question of inequitable participation in such cases arises as 
between current patrons and the suppliers of capital. If the overpay­
ments are made instead of debts being psid, the current patrons 
benefit at the expense of creditors, who mayor may not be producers. 
If the overpayments are made instead of properly maintaining capital 
""""ts, the current patrons benefit at the expense of the earlier capital 
contributors. To the extent that the situation results from competi­
tion, the association is likely to adopt any and all means at its disposal 
in its struggle for survival, and adherence to cooperative principles is 
largely neglected. 

Ruk shari1lfl 'u:nder tkjerred paymenf.-While the great majority of 
Iowa creameries operate on the net-proceeds basis, or some modifica­
tion of it, two associations operate on a strictly cash basis, and several 
otbers do a cash business to some extent. Paying cash for cream 
currently on the basis of current market prices involves a shift of 
certain commercial risks from the patron to the association. Where 
this occurs, capital, by whomever supplied, must assume such risks. 
If patrons insist upon shifting risks to capital, they must be prepared 

. to pay capital for assuming them, and probably to relinquish some 
measure of control of the organization to those who furnish the 
capital. 

When payment to patrons is deferred until after the product is sold 
and proceeds from sales are received, patrons assume risks of two 
types; first, the risk of short-time price fluctuations, and second, the 
risk of nonpayment, and possible damage to or deterioration of the 
product. 

The extent to which payments are deferred after the elose of the 
peol period varies widely. Out of 105 associations that pooled, 7 
paid without lapse of time at the end of the period, while 19 paid 
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within 10 days, 71 wait.Pd from 11 to 20 doy .. , and 8 wniwd from 3 
weeks to a month." It is appart'nt that the exwnt to whi .. h tim 
ordinary businpSB risk .. al'll borne by the patrons varips wid .. ly, but 
tbat in practieally all cases the patrons l\88ume at I"""t the risk. 
incident to current price and cost fluctuations. 

Partieipaticn of 1tOn_m~r8 in CTUTtnt 8.1t[~_nts.-The discuBllion 
of participation thus far has 8SSuml'd thnt all patrons were given equal 
consideration-the nonmember problem has been ignored. Some 
associations discriminate betwel'n member and nonmember patrons 
even in current settlements. 

In general, the nonstock lI88Ociations do not have a nonmember 
problem. Three nonstock 88SOCiations, however, purchuRt>d some 
cream for cash and considered 88 members only patron .. wbo pooled 
their cream. In all three cases the associations resorted to cBSh pay­
ments in an effort to maintain volume in the fuce of sevel'll competi­
tion. In two of these cases the cash prit'-6 was lower thun the pool 
price, the cash price being the prevailing IDark"t price. In the other 
case the cash price was set by independent route competition, and at 
so high a level that the pool patrons, sharing the remaining income, 
received a lower price. 

Because a large proportion of their patrons are nonmembers, stock 
associutions are forced to tuke cognizance of the nonmemb.'r probl .. m. 
However, of the 51 stock associations, only 6 paid 8. lower pri(,-6 to 
nonmembers than to members. In one case, nonmembel'll were 
assessed 3 percent of the value of butterfat for the sinking fund, lUI 

compared ,,-jth 2 percent for members. The other five sssoeintions 
levied a "manufacturing" or "service chnrge" against nonmembers, 
at the rate of 2 percent of returns in one case and ranging from 0.25 
to 1 cent per pound of butterfat in the other four cases. 

In discussing the equity of these charges, each case needs to he 
considered on its own merits. In general, the charge is not made 
with the intention of exploiting nonmembers, although this may 
result in some .CSse8. 

In three cases, the nonmember charge is used as part of the program 
for making members of nonmember patrons, an aspect ot the ques­
tion that has already been discussed. In all three of these cases the 
par value of stock is low ($2, $5, and $10) and one BSSOCistion applies 
the nonmember charges toward purchases of stock. Under these 
conditions, little or no inequity results. 

The cases of the other three creameries, however, are not 80 meri­
torious. Though the nonmember eharge is not excessive, patrons 
usually cannot avoid it by becoming members, because membership 
can be obtained only by transfers of stock. In one C886, additionai 
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stock was not issued because no more capital was needed. Another 
creamery contemplates reorganization within 8 short time on 8 strictly 
cooperative basis and is, therefore, postponing action with regard to 
its present stock. Meanwhile, nonmember patrons are denied the 
privilege of becoming members, and the resulting inequity is recog­
nized by the management. In the third case, the nonmember charge 
is associated with high dividends on stock and the accumulation of 8 

large surplus. 
Parlicipation in Accumulated Assets 

Underpayments in current settlements which result in net earnings 
to the association for the year's operations and which are not pro­
rated as patronage dividends give rise to the problem of participation 
in accumulated assets. These accumulated earnings usually appear 
in the balance sheet of the association as surplus. 

In most cases where such surpluses are accumulated, it is done with 
no intentioll of 9.q.loiting nonmembers. It represents, rather, a means 
commonly adopted of financing the business. Apparently it is easier 
to accumulate capital in small increments out of earnings than to 
obtain cash contributions from members, especially where additional 
capital is needed subsequent to the initial membership campaign. 

A few associations, however, intentionally build up a large surplus 
which will subsequently accrue to members only. :Members have been 
able actually to realize on such surplus accumulations in only a few 
cases. Tbey cannot draw them out without dissolving the organiza.­
tion and selling the assets, in which case much less than book value 
would be realized lor them. To the extent that stoclrholders are also 
patrons, they usually choose to renew the charter and contioue oper­
ations rather than to dissolve the creamery. 

A number .of conflicting viewpoints arise in connection with the 
question of participation in accumulated surplus. The amount of the 
surplus is usually limited to the amount required to make 'up the 
deficiency in contributed membership capital. Creamery associations 
usually do not have large amounts of cash or fluid assets in excess of 
requirements for operating and reserves. That they do not is evi-

. dence either of their lack of intention to exploit nonmembers (wbich 
is higbly commendo.ble) or of their ino.bility to do so because of com­
petitive conditions, which, while not so lo.udable, may provide a 
measure of protection to nonmembers against exploitation. 

Thus, the surplus is usually limited to the financing of facilities 
which nonmembers usually may use on the same basis as members. 
The contributions of capital made by nonmembers to surplus may be 
regarded as a partial assumption of financial responsibility on their 
part. It may represent a contribution of capital relatively so insignifi­
cant that little justification may exist for questioning its equitableness. 
A question may, in fact, arise as to whether greater inequities exist 
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because nonmembers do not rontribute more ~apital. In any rut 
if nonmembers were &SI'igned a dt'finite property intl'r""t in su .. h ('ton 
tributions, little basis for ehal'!!:e5 of inequity would t'xist. Rim'e 81lcl 
accumulations may become a bone of contention over which an _ 
ciation may be wrecked, anything short of an equitable bo.is of par 
ticipation in such accumulations has practi .. al significance bryond tllA 

warranted by the amount involved. 
Additions to assets, after current and annual distributions or inromf' 

have been made, hecome part of the permanent nssets of the ol'!!:Rni· 
zation, which, as has been shown, tend to increase with the age of th.· 
organization. The need for equitable participation of membel'!l in du' 
ownership of such 85Sets and in their distribution in case of I't'OI'!!:"ni. 
zation or dissolution cannot safely be ignored. Procedures and m .. th­
ods by which individual member's capital interests may be IllIule 
specific and the amount tbereof adjustl'd to the use made of the or­
ganization by individual membprs, have b"en discu8Aed in the se .. tioD 
on financing, to which the reader is referred. 

Indirect B.nrjils oj Coop.rQlive Cuam",'" 

The discussion thus far Ims been concerned with participation in 
the direct benefits to patrons which grow out of the a!!8ociation's major 
function-the proce ... ~ing of butterfat. A cooperative creamery mlly 
yield benefits qnite independent of its processing functions. 

One of the major activities of Iowa cooperative creameries bas iwpn 
a campaign for the improvement of quality. All bllt seven of tho 
associations surveyed had done some work on this problem. Some 
of the efforts consisted only of disseminating literature regarding 
quality; but more significant efforts involved handling sanitary 811p­

plies at cost, running sediment tests, scoring cream in ooopprntion 
with the Extension Service of Iowa State College, haulel'!l and managenl 
doing field work; and finally, adopting the really effective method or 
paying for cream on the basis of grade. The quality-improvement 
program should receive considerable stimulus &8 a result of the 
passage of a compulsory crearn-grading law which took effect July 5, 
1935 (ch. 150 G-l, Iowa code of 1935). Cooperative leaders had murh 
to do with the framing of this law. 

Other activities of cooperative creameries include the sponsoring ot 
community "dairy days", fairs, 4-H clubs, and dairy-demonstl'1ltio" 
work. Proper feeding and other production problems have fC('eived 
much attention. This type of work offers a fertile field for cooperative 
service-one which has not been extended widely enough. Probably 
one reason why it has not received more attention is the prevalene-e 
of an intense competitive situation. Such services cost money, and 
as long as cooperatives are under pressure to payout everything 
avail.able in the form of butterfat prices, extensive expenditures are 
not likely to be made in rendering service of the more genera) typeo. 
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In an earlier section mention was made of the effect a cooperative 

may have upon the competitive situation and upon the price prevail­
ing in a local market. The change in the situation brought ahout in 
southern Iowa in recent years by cooperative creameries affords a prac­
tical illustration. Northeastern Iowa has loug been a. dairy section, 
and cooperative creameries have dominated the price situation. 
Southern Iowa, on the other hand, is 8. region of sparse milk produc­
tion, which until recently was known as "centralizer territory." Few 
cooperative creameries operated in this &rea prior to 1928, but from 
1928 to 1935 an expansion took place which made cooperative cream­
eries accessible to most of the &rea. The changes in prices that have 
occurred during this period are shown in table 31. 

In 1927, only 8 cooperative creameries were operating in the 42 
southern counties, with most of these in the northea.stern comer of 
that area, leaving a large part of the area. without access to coopera­
tives. DUIjng 1928, 5 cooperatives were started, bringing the total 
number in operation to 13. This is the fust year for which data are 
available and in this year the spread between northeastern and south­
ern Iowa prices was 8.7 cents per pound of butterfat. The spread in 
price wss 20.4 percent of the southern Iowa price. During 1929, 1930, 
and 1931, the numher of cooperatives continued to increase until by 
the end of 1931, 22 were in operation and effectively covering the terri­
tory. During these same years, the price spread continued to dimin­
ish until it reached an amount that is explainable largely hy differences 
in quality and seasonal production. 

TABLE 31.-EFFECT OF CoOPERATIVE CREA>lERlES ON BUTTERFAT PRICES IN 

SoUTHERN IOWA 

y.,. 
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fat ha.Ddled butterfat I 
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The number of cooperativt'll bas rPmainPd almost ron~tant ~in .... 
1931, &8 bu the percen ta~ lipread in prirt'8. The in ...... a~ in th" 
volume of butterfat bandlPd by the ...... arn"riP8 is ('vpn more important 
tban the inCTPase in thf>ir numbers. Volume almost doublPd I'vpn 
after tbe num""r of rrParnf>ri .... had t't'8!!Pd to inrrP8l!t'. E"pn in 1 1l:W , 
tbe south .. m Iowa t'oopt'rativ(,11 rpePivPd. on the av('l'Il~", but 33 pl'r­

('('nt of the butterfot sold in tb.>ir ~p .... tive trnde Rl'PIUI, y .. t tlll'ir 
influence bu been instrurn .. ntnl in raising the prire IItrurtur(' for thp 
whole al'Pa. 

Tbe fOrPgoing expt'ripnre illustrates what often hnppt'na whpn a 
cooperative becom ........ t ... blisbrd in a .. ommunity or ar .. a. Rin .... th .. 
efrom of compt'titors to rPtain volume are ""yond the control of the 
cooperatives, perbaps tb" ... is nothing a cooperative ran do to limit 
to its own membership tbe benefit it brings about. On the oth .. r 
bnnd, if nonmembers and even nonpatronizing producers may por­
ticipate in the b .. n .. fits of the cooperative without lltOSuming any obli­
gation whatever to maintain the organization, th .. y have no in ..... ntive 
to become m .. mbers. 

Limiting the services of tbe cooperative to membprs, p"rmittin~ 
only membt'rII to participate in patronage dividend8 Rnd the inlpoRition 
of service or manufacturing charges upon nonmemhers, all aim to 
restrict tbe bl'nefits of the cooperative to those who are willin~ to 
IlSSUJile membl'rship obligations and responsibilities. Such devicef!, 
if they are reRSOnable and are applied with judgment, may provide 
practical means to the d .. sired .. nd. They cannot, bowever, take tile 
place of continuous efforts to enlighten produr,ers a8 to how thl'Y may 
promote their interests through cooperation Bnd as to the things that 
al'P e"""ntiol for success in ('~operation. 

SUMMARY 

AN adequate legal hasis for the formation of cooperative hURin ...... 
organizations in Iowll will be found in the nonstock cooperative 

law of 1921, and the new cooperative law of 1935. MAny croameriee 
operating under other laws would find it to their advantage to bring 
their corporate strueture up to date. More important, however, is 
the problem of establisbing their relationships with mem bers as to 
financing, control, patronage, and member-participation on a bRSie 
that is consistent with sound cooperative principles. Organization 
under the cooperative laws mentioned above hae distinct advnntages 
in this respect. 

ParlWipatron crf patrons in C01Iirol.-Nonstock organizations have, to 
a high degree, vested control in tbe bands of patrons. On the whore, 
also, a larger proportion of the patrons of nonstock organizations tOOn 
of stock organizations actively participate in control. Although some 
stock organizations that have made a definite efrort to bring about 
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patron participation in control have succeeded in doing so, the fact 
that voting stock is used as a means of financing as well as the basis 
of membership, has in actual practice rendered it extremely difficult to 
make membership coincide with patronage. 

The quality of patron participation in control varies widely, and in 
most cases inadequate efforte are made to keep the patrons and mem­
bers sufficiently informed regarding their self-interest and the affairs 
of the organization to enable them to pnrticipate intelligently. 

Not only the general management, but to a lnrgeextent the respon­
sibility of formulating general policies and objectives, is delegated to 
the board of directors, who in turn frequently delegate much of the 
authority to the manager or butter maker. Most boards of directors 
meet frequently enough to keep themselves well informed regarding 
the business, although numerous exceptions were found. The vol­
\lme of business of many creameries is too small to support efficient 
management, in which cases the accctmting records and the reports 
based upon them are likely to be inadequate to promote managerial 
efficiency or to safeguard the interests of patrons and contributors of 
capital. 

The relationShip existing between managers and boards of directors 
and between boards of directors and the members and patrons is 
frequently not such as to promote harmony, confidence, and mutual 
understanding. 

Members' obligation to finance.-With the exception of some of the 
early organizations, financing has been identified with patronage 
rather than being regarded as an obligation of members and patrons. 
However, patrons and members have supplied 85 percent of the total 
capital requirements of the creameries surveyed. The equity of the 
financial burdens borne by patrons varies for a number of reasons, of 
which the type of organization is one of the most important. Finan­
cial burdens appear to be distributed least equitably in stock organi­
zations and most equitably in revolving-fund organizations. 

The burden of financing the original assets is most likely to be 
inequitably distributed, because of the reluctance of most producers 
to assume financial obligations until the organization has become es­
tablished. The extent to which the financial burden may subse­
quently be distributed more equitably depends upon the methods 
adopted for financing subsequent expansions of the business. Origi­
mil contributions of capital in stock and mutual organizations tend 
to become "frozen," and the fact that subsequent accumulations of 
capital are usually large and are usually financed out of surplus which 
has not been allocsted to patrons. causes the fina.ncial burden to be­
come still more inequitably distributed. On the other hand, in re­
volving-fund cre.uneries. the original contribution. however inequi­
table. is repaid. All subsequent accumulations of capital are on an 
equitable basis, being associated directly with patronage. 



90 Farm {}redil Admin;"tralion . 

Obli.gation oj patromJ to patroniu.-With the E<lu·.eption of c"rlain 
features of collateral notes used by BOrne of the lIMly creameriPll in 
connection wi th their original financing, Iowa creameries have not 
I'l'(juired their members to pledge their patronage. Th_ notes 
tended to obligate the signers to patronize the creamery at le .... t 
until the debts were paid. The actual difficulties E<xperienced by 
creameries in getting eslablished and in maintaining volume, u a 
result of failure to require such pledgllll, have not been ascertained. 
However, the experience of the creamerillll surveyed indicates that 
to the extent to which they are l18Sured of the patronage of their 
members, that assurance depends upon the following factors: 

1. The ability of the creamery to meet competition. 
2. Personal pride in the organization on the part of patrone who 

have been associated with the creamery for a long period of time. 
3. Conviction on the part of producers that in the long run the 

cooperative method of selling hIlS inherent advantages. 
4. A desire on the part of large capital contributors to protect their 

invlllltment. 
Of the foregoing, the first ia undoubtedly the most important footor. 

The most severe competition now faced by cooperative creameries 
come. from other cooperative creameries; the basis of such competi­
tion is relative efficiency expressed in terms of prices paid to produ .. .e ..... 
This tends still fnrther to intensify competition, because where opera­
tions are on a net-proceeds basis, all income over costs emerges directly 
in prices paid. 

Since 80 much emphasis is placed on price, all cooperatives are under 
pressure to make their prices appear high. Those operating at a 
competitive disadvantage often resort to prooticcB that obscure their 
relative efficiency. Such prootiCCB tend to perpetuate certain com­
petitive wastes and exOOBBive procurement costs which cooperative 
creameries were presumed to eliminate. 

Participation in btneJUs and C08ts.-Participation of patrona in the 
benefits that cooperative creameries have thus far been able to realize 
is, with few exceptions, on an equitable b88is. This b88 resulted 
largely from the foot that the prevailing method of distributing pro­
ceeds is b88ed on net returns which places participation in both benefits 
and costs on a patronage basis. Methods of pooling income from wes 
are, on the whole, equitable. Methods of allocating expenSOB, how­
ever, frequently are inequitable, mainly because expeDJle8 that are not 
proportional to volume are commonly allocated on the b88is of time 
rather than units of product delivered. 

The cooperative creameries have to a remarkable extent adhered 
to the principle of operating for the benefit of patrons. Such devia­
tions from this principle as have occurred have resulted largely 
because of the retention of income, in the fonn of unallocated dedue- . 
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tions and surpluses, for the purpose of liquidating original indebted­
ness and financing subsequent expansion in business. Where large 
surpluses occur, an important reason is tbat members have failed to 
assume the obligation to finance, and another reason is that the man­
agement desires to avoid fixed charges on as large a part of its total 
capital as possible. Cooperatives, of course, need to establish reason­
able reserves, but they should be in the nature of contingent reserves 
to protect capital rather than surpluses built up for the purpose of 
financing the organization. 

CONCLUSIONS 

I T may he concluded that the cooperative creameries have in a 
large measure achieved the major purposes that prompted dairy­

men to organize tbem. Most conspicuous among these are: 
1. The elimination of many of th" abuses and unethical business 

practices that prevailed in the local markets . 
. Z, ~eduction of margins, largely through reductions in costs of 

ope~tion resulting from the concentration of larger volumes of 
business. 

3. Quality improvement both with reference to butterfat and 
butter, as a result of which farmers have received higher prices for 
butterfat. 

Remaining Problems 

However, concentration of interest and effort in the solution of the 
above problems has to a large extent resulted in neglecting other 
important problems arising largely as a result of shifts in dairy pro­
duction, improvements in transportation, and other important 
economic chl1llges. Among tbe more important problems confronting 
Iowa dairymen may be mentioned: 

(1) Economic organizatioo of the dairy indusfry.-Probably the most 
important problem confronting the Iowa dairymen today is the 
establishment of competition among the cooperative creameries upon 
a rational economic basis. Such a basiS involves recognition of the 
basic principle that the best interest of producers demands that the 
industry be so organized into processing units and trade areas tbat 
the combined cost of manufacturing, procurement, and assembling 
\\ill be reduced to the minimum. 

(2) Assembling cost.-An important aspect of the foregoing prob­
lem is tbe economical organization of transportation with a view 
to reducing the cost of assembling butterfat. This involves not 
only 8, concentration of 8, volume sufficient to minimize manufacturing 
costs in the smaIJe&t practicmble area, but it involves such control of 
trucking operations, either through creamery ownership of trucks or 
otherwise, as will reduce hauling costs to 8, minimum. A natural 
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