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INTRODUCTION

ARMERS’ cooperative associaiions operated about helf 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 creamery butter. They have since gained in relative
importance and now oecupy 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 sbout 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
te 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 ereameries
in the State would be timely. Production of creamery butter has
more than doubled since 1920. The mileage of paved rosds has
increased from 3 percent of all roads in 1824 to 20 percent in 1934,
and the mileage of graveled roads has more than doubled during the

tjown Departtaent of Agriculture, Dasy and Food Division, FoRr¥-NDNTE ANNUAL REPORT.
Bull. 48, 67 pp., {Hus, 1033, See pp. 1820,

It 15 desired to acknowledge the advios and assistanos of T. Q. Btitta, Principal Agricultural Beonomist.
Cooporative Division, Farm Credit Administration, in the conducet of thisstudy. Credit is alse due Joceph
Shaw and Joseph H. Cowdsn of Iowa State College, who assisted In the field work.

The writers desire {o express appreciation for the splendid oooperstion of creamery operators and offielale
‘which has made this study pessible, and for {oe critiesd review of the mmanuseript by officials and economists
of Iows Stats Collsgs; by Dr. E. W. Gaumnitz, of the Agricultural Adjustment Administration; and by
Dr. E. Q. Nourse, Director of the Institute of Econcmics, Washington, D. G.

Far purposes of tdentifieation with the Iows Agricultural Experiment Sitation records, thiz bafistin
ey be referred to s Journal Paper No. J. 433, Iowsa Agricnitural Experiment Station Project No. 454.
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2 Farm Credit Administration

same period. Recent economic disturbances have had a profound
adverse effect upon farmers’ incomes. Three cooperative laws have
been enacted since organization of a large proportion of the coopera~
tive creameries, These and other changes have affected the coopers-
tive creameries in various ways. It was felt that a critical appraisal
should reveal methods and policies that have stood the test of time
and indicate {o some extent what changes may be needed in order to
bring about the most satisfactory adjustment to recent trends and
developments.

The primary purposs of the survey upon which this bulletin is based
was to obtain & cross-section view of the general situation regarding
farmers’ creameries in Jowa, This bulletin, however, deals more
particularly with their corporate and cooperstive 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 of
these organizations,

Since Iowa cooperative creameries have back of them a half century
of experience, an appraisal of this experience should yield information
of value not only to cooperative creameries here and elsewhere, but to
cooperative organizetions operating in other commodity ficlds,
Accordingly, & study of these creameries was made in 1935 by the
Cooperative Division of the Farm Credit Administration in coopera-
tion with the Agricultural Economics Section of the Jowa Agricultural
Experiment Station. The Cooperative Division is making & similar
study of the cooperative creameriea in Nebraska, where conditions
differ considerably from those in Iowa.?

The main source of information for this study consisted of detailed
reports obtained from eooperative 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 which farmers’
creameries operated were represented in the survey. Figure § shows
the location of all the creameries operating in Towa 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 southwestern Jowa; and 34 per-
cent in northeastern lowa. Because of the greater homogeneity of
the creameries in northeastern Iowa, it is believed that the smaller
number of creameries surveyed in that ares probably provides as ade-
quate a sample as those surveyed in the other sreas, No arbitrary
basis of selection was vsed. All conveniently accessible ereameries
located on routes planned & week ahead were visited.

2Stists, T. 0., snd Lanchlin, Gordon C. GBaANIZATION AND OPERATING PROILEMS OF NESBASES
COOPRRATIVE CREANERIEZ F,C. A. Coop. Div, Bull. 11,
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LOCATION OF INDEPENDENT, CENTRALIZER, AND FARMERS
CREAMERIES IN IOWA, 1934

Ficure 1.

For the purpose of the survey the State was divided into three sections according to
density of butterfat production.

Most of the ansalyses are based on information obtained from 112
creameries, the schedules for which were regarded as sufficiently com-
plete and accurate for such use. General information regarding the
number of farmers’ creameries, their corporate features, end related
matters was obtained from records in the office of the Secretary of
State and of the State Dairy and Food Division of the Iowa Depart-
ment of Agriculture. Published reports of the latter office were also
drawn upen for statistical information. Financial reports of cream-
eries cooperating with the Extension Service of lows State College in
connection with problems in accounting and business practice also
yielded useful information.

POINT OF VIEW AND SCOPE OF STUDY

F FARMERS are to receive maximum benefits from cooperation,

they must have & clear understanding of: First, the peculiar op-
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 cooperation will yield benefits in actual practice, therefore,
depends 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 membership of a cooperative; and {3) the extent to which
the plan of organization and methods of operation are consistent with
the purpose of the organization and with cooperative principles.
This study of Iowa cooperative cresmeries is undertaken {rom the
point of view of the foregoing basic considerations.

Since much confusion seems to exist as to what a cooperntive organ-
ization is, what its economic implications are, and the relationship of
cooperation to economic reforms in general, a briefl discussion of these
questions is pertinent.

T EconoMmic Purrose oF COOPERATION

Business activity may be organized by owners of capital for their
benefit, by laborers for their benefit, by agricultural producers or hy
consumers for their benefit as patrons of the organization. Coopera-
tion is often erroneously regarded as an alternative to capitalism, yet
itisin reahty a method of functioning under capitalism. Farming ns
a business is itself organized and operated on a profit basis. Al-
though perhaps the most common reason why farmers have organ-
ized cooperatives has been fo protect themselves against exploita-
tion, 8 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-scale operations, improve
their product and its market distribution, take advantage of whole-
sale purchasing, place themselves in & more sirategic position with
reference to their market contacts, and to do & multitude of other
things designed to promote their private business interesta.

The economic purpose of farmers’ cooperatives does not differ in
this respect from that of newspapers that maintain & cooperative
news service, railroads that maintain cooperative transit snd pas-
senger bureaus, independent grocers and druggists who maintain ¢o-
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-scale 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 basis are enabled
to avail themselves of desired services at cost.

Neep ror CoOrERATIVE CREAMERIES IN Jowa

The growing relative importance of cooperative creameries in the
Iowa deairy industry is not & 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 convenienily accessible. In any case, producers as & rule
did not 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 by 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 agricaltural
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 economie influence and
gein some measurs of relief from a generally unsatisfactory situation,

Whatever induced farmers to organize cooperative creameries, these
organizations soon discovered new opportunities to increase farmers’
market refurns from butterfat. Improvement of quality scon be-
caeme one of their important sctivitiss. The fact that improvement
in quality was reflected directly in prices paid producers, created an
effective inducement for farmers fo improve qusality. Improvements
in technical processes of manufacturse likewise acerued directly to the
benefit of producers. Moreover, manufseturing 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 ineffectusl, in bringing about the most economical scale of
operations among lowa creameries. Three important reascns are:
{1) Producers feel that they cannot safely give & private operator a
monopoly on the business; (2) competitive methods often tend to
confuse producers as to the real merits of a given market outlat,
hence, they do not concenirate their patronage upon the most efficient
plants, and (3) since an independent operator has no assurance of
patronage other than through compestitive methods, he may be un-
gble {o adapt plant eapacity to the meost economical volume. Pro-
ducers in & given trade ares, however, through cooperation mey
consolidate the available volume in one cooperative plant and thus
adapt plant capacity to such a scale of operation.

More recently, steps have been taken to improve the marketing of
the finished product through the establishment of sales agencies. An
important aspect of the effort in this direction is the emphasis placed
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Ficure 2.—PANEL ADVERTISING ON THE CREAM-RouTe TRUCKS OF THE
GREENE CoOPERATIVE CREAMERY.

A number of Iowa creameries which produce high-quality butter market their products
under 2 common trade name.

on increasing the market value of the product through standardization
as well as quality improvement. Standardization of the quality of
the product makes possible the effective use of trade names in pub-
licizing that product (fig. 2).

The activities just discussed represent a distinct shift from the
original limited objectives of producers. They represent positive at-
tempts to gain specific economies by attacking problems that tend to
limit farmers’ market returns. Attacks on such problems are likely
to be initiated only by producers, who stand to benefit most thereby.
Although it seems necessary for producers to protect themselves
against market abuses, unless they conceive of cooperation as a
means of delegating and integrating essential economic functions with
production in order to perfect the eommercial 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 indicate a number of directions in which
further economies seem possible.

Only in a well-organized industry, are those responsible for its
direction constantly alert to perceive current trends, appraise their
significance, anticipate probable future developments, and plan and
build in the light of all the significant factors. These considerations
are of peculiar importance to Iowa dairymen because of 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 as a result of
improved roads. The effect of some of these changes may be as
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revolutionary as those which followed the introduction of the hand
separafor and the Babcock test. The significance of the shift from
delivery of butterfat by individuals to delivery by commercial haulers
will be discussed later.

Changes have likewise taken place in the relationship between butter-
producing and butter-consuming areas and in methods of market dis-
tribution of butter. In spite of the fact that creamery-butter produe-
tion in Jowa 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 adjusiments 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 groups of sufficient size, they may make available to
themselves the specialized services necessary to promote the common
interest of the group. Cooperative business and service organizations
provide the machinery by which producers may detarmine 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 & 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 Jonger in a position to discharge these duties to the
advantege 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 sooperative form of
organization is likely to achieve little unless the organization is con-
ceived as an instrument for attaining specific ends, and unless there

" comes to effective expreasion 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 QORGANIZATION

Much has been written and said about methods of organizing
cooperatives in order to promote their success. Logical analysis and
practical experience seem to agree as to some of the essentials which
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because of their fundamental importanca cannot be stressed too
much. Ounly a brief discussion of them is possible here.

Since a cooperative may be defined as an organization whose
members are ita patrons, and whose purpoee ia to operate for their
benefit, it follows that the intereste of the patrons are likely to be
promoted only if they continue to control the policies of the organiza-
tion. This means that members must control by virtue of the fact
that they are patrons of the cooperstive rather than because they have
contributed capital to it.

A second implication is that if patrons are to receive the benefits
from the business, they must also assume 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 ecapital,
receive the profits, they must be willing to assume the responsibility
of management and the risks involved.

The fourth essential is as trite as it i8 consistently viclated by co-
operatives; namely, a cooperative as conceived above cannot achieve
its purpose unless its members assume the responsibility for contribut-
ing a sufficient volume of business to insure the attainment of its
objective.

To summarize, a cooperative association may be defined as an
organization, the members of which are its pairons, and which
operates for their benefit; that is, its patrons are ite beneficiaries by
virtue of the fact that they use its services. This shift in beneficiaries
has important economic significance in that the relations of a coopera-
tive with its members are on a basis entirely different from that on
which the ordinary business organization haa 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 benefits
and costs, and (4) procurement of adequate volume of business,

Attempts have been made from time to time to formulate principles
of cooperation to govern the making of these contacis in such a manner
as would promote and assure the accomplishment 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 capitel. Likewise, limiting each member to one vote,
restricting transfers of stock, and requiring members to be patrons,
all 2im at retaining control of the organization in the hands of its
beneficiaries.

Such principles are not to be regarded as absolute rules to be applied
in the same way in every case and under all conditions. In actual
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practice, different methods of operation are used successfully by differ-
ent organizations, and various devices are used in order to retain con-
trol in the hands of patrons. These methods end devices represent
only means to aid in approximating the cooperstive ideal.

The foregoing statement outlines briefly the authors’ approach to
& 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 3

IN ORDER to gain an understanding of the cooperative character
of Jows 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 first 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 included some cooperative features in their
organization papers.

Section 1610 of the Jowa Code of 1897 reads in part as follows:

Farmers’ mutual cooperative cremmery associations shall be exempt from ths
payment of the ineorporation fee provided herein.

In 1909 this section weas amended to read in part as follows:

Farmers’ mutual cocperative creamery sssociations, whose articles of incor-
poration provide that the business of the assceiation be conducted on a purely
mutual and ecoperative plan, without capital stock, and whose patrons shall
ghare squally in expenses and profits, and domestic building and loan sssotia-
_tions and incorporationz organized for the manufacture of sugar from beeta
grown in the State of Iowa shall be sxempt from the payment of the in-
corporation fling fee provided herein.

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

% Dats basic to the discussion ¢f the general corporation law were compiled by W. R. Slemmons, of tha
Legual Section, Cooperative Divigion, Farm Credit Administration, Washington, . C.
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The foregoing provisions were included as section 8350 in the
Code of 1935.

The first reference in the statute to farmers’ mutusl cooperantive
creamery associations made no attempt to define what constituted
cooperative performance. The amendment of 1909, however, made
8 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 & purely personal
basis rather than on the basis of capital contribution.

Since legal enactments sometimes follow rather than precede
sctual practice, it may be assumed in this instance that the coopera-
tive thought expressed in these amendmente was current among the
farmers for a considerable time previous to their adoption. Many
associations were organized prior to the adoption of the amendment
sllowing exemption to farmers’ mutusl creamery associations, some
of which were not even imcorporated, but were purely informal
organizations,

Stock CooPERATIVE Law orF 1915

The first specific cooperative law was passed in 1815. This law was
patterned after the ordinary corporation law and was typical of
the Rochdale type of laws that were adopted by a number of States
about that time.*

From the point of view of cooperation, this law provided as follows:

1. Each stockholder shall have only one vote regardless of the
amount of stock held,

2. No stockholder shall hold stock in excess of $1,000. (This
amount was subsequently increased to $5,000.)

3. Earnings in excess of expenses, specified reserves, and s limited
dividend on stock shell be prorated among the stockholders on s
patronage basis.

4. Dividends on stock shall be limited to 10 percent.

5. No fu.nés of the association shall be used for promotion expenses
or commissions.

Beyond the foregoing requirements, the law did not definitely
define cooperation or the cooperative method of operation. It did not
suthorize 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 financial and general corporate structure, and to a considerable
extent the operating metbods, contemplated by this law resemble

t Nourss, E. Q. THE LEGAL STATCS OF AGEXULTURAL COOPERATION. D56 pp. New York, 377. 3m
P .
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those of ordinary corporations. Although this law did specifically
provide for the proration of profits on & patronage basis to stock-
bolders, as will appear later, the stock method of financing militated
sgainst the general participation of patrons in the affairs of the organi-
zation. On the other hand, the creameries that organized on a mutusl
basis in accordance 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 orF 1921

Not until 1921 did the mutusl service concept of cooperation aimed
at by the amendment fo the general corporsiion law come to be
adequately expressed in a specific law. This was a “nonstock, non-
profit” cooperative law, resembling those adopted by several States
about that time. It provided that:

1. Membership shall be restricied to producers and consumers of
products handled by the association.

2. Membership shall not be transferable.

3. Interest on membership capital shall not exceed 8 percent.

4. Surplus income shall be prorated among 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. Bausiness 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 noi to exceed that
transacted with or for its members:)

CooreraTIiVE Law oF 1935

A third specific cooperative law was passed in 1935, largely because
the inadequacies of the stock cooperative law had become sufficiently
apparent to indicate that a change was desirabls. The new law
requires cooperatives, whether organized with or without stock, to
meet the 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 8 number of other respects prescribes methods and practices de-
signed to assure performance in accordance with cooperative principles.
Previous cooperative laws, however, were not repealed, and slthough
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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Numser OF CrReaMERIES UNpER Various Laws

The extent to which Jowa creameries have taken advantage of the
different laws is shown in table I. Only 42 percent of 277 farmers’
creameries in operation in 1835 wers incorporated under cooperative
lsws. However, nearly three times a8 many have taken advantags of
the nonstock law of 1921 as of the stock cooperative law of 1915, in
spite of the fact that the nonstock law was available to them a shorter
period of time. Eight cresmeries have already taken advantage of
the cooperstive law of 1935.

TasLe 1.—DisTrisuTioN OF 277 Iowa FarmeErs' CREAMERIES ON THER
Basis oF THE Law UnDErR WHicH THEY WERE OpPERATING IN 1933

R Number Number
Number | TATERL- 1 that | originally

fows law under which creamery was operating in 1933 | of eream- m ﬂ:miﬁ ms;::x;rl

tﬂa' laws from | operaiive
prier laws® laws

Ordinary cerporetion law er unipoarporated 4. 161 .- 75 DA

Siock cOOPEralive 1aW of 1915, . .......eeoeeenn oo a2 i ) i1
Nanstock cooperative law ol 1928, ... . .ovvvvma.. R, 82 a a7 [ ]
New opoperativelawof 185 . . __ ... .. . 33 ] a0 .. ...

B - n 106G N ]
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te the nonstock law, butl those originally using the stock form mere oficn chorse the stork conpafative law
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The question might be raised why so large a proportion (58 percent)
of the 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 sssocia-
tions are likely to be organized in the future except im connection
with reorganizations, any increase in the proportion of the organiza-
tions that operate under cooperative laws will come about &s & result
of changes from prior laws,

Of 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 that changed 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 and 28 percent chose the general corporation law, How-
ever, of the 63 new organizations since 1921, at which time the non-
stock law was enacted, 87 percent chose one or another of the co-
operative laws and 76 percent of these chose the nonstock law.
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Another important reason why more creameries have not taken
advaentage of specific cooperative legislation 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 adventage of the stock cooperative law of 1915, which
inadequately reflects the service idea of cooperation. The fact that
the nonstock law of 1921 does more specifically reflect the service
idea explains its relatively greater popularity. :

A close relationship is apparent between the tims of organization,
geographical location, and the law under which the creameries are
incorporated (figure 3 and table 2). Dairying has 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 development 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 o 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 nonstock law of 1921 is more general.

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

L¥0m Y
a
' 'B".t *
o

Loty
o
Smed RAGE [KaSCOD | oRIATGE | wavt i w° -
RE o -]

® Ordinary Corporation Law and Unincorporeted 183 O MonStock Cooperstive Law of 192 82
& Stock Cooperativa Law of 1913 32 DCooperative kaw of 1935 z

Ficure 3.

The creameries organized under the ordinary corperation law and stock cooperative
law of 1915 are generally in the older dairy section of northeastern lowa while the
nonstock associations are in the more recently developed dairy sections inthe squthand
northwest.

127587 —37——2
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Since cooperative creameries developed in the early dairy areas of
Iowa, the cooperative ideas incorporated in them reflect the thinking
of dairymen and agricultural leaders of northeastern Iowa, who were
largely of northen European extraction, particulsrly Scandinavian
and German, and who, to a large extent, received their cooperative
education in Denmark and Germany. Their ideas spread as these
reople moved to other parts of the State. Audubon, Story, Kossuth,
snd surrounding counties are examplea of areas in which the typically
Scandinavien philosophy of cooperation became established as s result
of such migration. The development of dairying in other parts of
the State, however, carried the ccoperative creameries into areas
where distinctly nondairying types of farming and where other
nationalities prevailed.

TaBLE 2, —DisTriBuTioN of Iowa Farmers’ Creaseries oN Basis oy
Law Unper WHicH INcOrRPORATED AND LocaTiON

Number of creatmmsries by geographic areas
Kamainder of Stals All ereamarise
Law under which incorporated
North-

fows | Bouth- | Bouth- | North- Totat | Num- | Jo-
centagd
st west | West ber |.f total
Ordinary corporstion law, or nninecrporated. 138 3 " -] -] o ] -]
Brock cooperativolaw of 1835 _... % 2 2 2 & 32 il

Nonstock covperative law of 1921 and coopers-

tivelaw o 1935, ..o 35 ] 7 33 1 ] 31
b T U i 2% n 7 78 77 2 1]

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 mutusl type of organizations common in northeastern
Iows to southern Iowa. In this area, dairying is not & major farm
enterprise; dairy production is relatively sparse, and an adequate
volume can be assembled only by truck transportation over consider-
able distances. Under these 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 preducers to assume
the responsibility of membership in a cooperative.

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

Since the legal basizs of Iowa cooperative organizations represents
such a 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 detailed
analysis is necessary in order to obtain a more intimate view of their
real cooperative character and fo 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 defail 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 effectunte the cooperative purpose.

CONTROL AS A PRIVILEGE
AND RESPONSIBILITY OF MEMBERSHIP

PROBABLY the most important aspects of the set-up of a coopera-
tive association are those that have to do with controlling iis
affairs. If the purposs 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 operations in their interest.

The control of the associations studied has been examined from the
following points of view:

1. Extent to which the privilege to control is accorded 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 delegation of authority in connection
with control.

5. Extent to which the producers’ interest is safeguarded in con-
nection with such delegation of suthority. '

EXTENT TO WHICH PATRONS ARE MEMBERS

For 108 associations with a total of 53,352 patrons, the number of
active members was 35,001, 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 1 out of
8 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
ocourred 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 meen that the interests of patrons are not
adequately represented, for much depends upon the extent to which
others than patrons also have a voice.
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‘TapLg 3.—Distrisurion or 108 CrEaxeries oN Basis oF PERCENTAGE OF
PaTroNs WHO ARE MEMBERS AND PERCENTAGE OF MEMBERS WHO ARE
PATRONS
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ExXTEnNT TO WHIicH MEMBERSHIP Is LiviTED To PATRONS

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

Among the cooperative creameries studied, voting privileges were
not always restricted to members, and in some cases membership
- 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 & cooperative
cannot be determined entirely on the basis of the extent to which
members are patrons, or the extent to which patrons are members,

MEuMBERsHIP PoriciEs AND PracTICES

The wide variations in the extent to which patrons have a voice
in determining 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 patroms, and that of termipating the
membership of those who cease to patromze

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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will proceed with a discussion of certain aspects of stock organizations,
to be followed by a similar treatment of nonstock organizations.

Capital Stock Organization

It appears that the stock creameries vary widely in the extent to
which membership is coextensive with patronage {table 4). On the
average, 79 percent of the members were patrons. In & number of
cases, however, the percentage 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.

TasLe 4.—DisTRIBUTION OF 47 STOCK CREAMERIES ON Basis OF PERCENTACGE
or MeEuBERs WHo ArRE PaTRons AND PERCENTAGE oF PATRONS WHO ARE
MEMBERS

Number of | Number of
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in which in which
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The proportion of members patronizing the association depends
largely upon the purpose of the organization, on efferts made to
scquire new members and to terminate the membership of ineligibla
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 these surveyed did not favor
a general policy of meking members of all patrons., In fact, 37 per-
cent of the stock creameries were acquiring ne new members, and
many of them reported that no special effort was being made to meake
members of patrons,

Thet 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 a
definite policy of making all patrons members, and 14 a definite policy
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of terminating the membership of ineligible members. Only 9 associa-
tions followed both policies, and 30 followed neither.

The results for these four groups of organizations, in terms of num-
bers of members and patrons and volume of business (table 5) de-
cidedly favor the nine creameries that simed to make membership
depend upon patronage., No doubt other factors contributed to the
results shown. The fact that an organization strives to make mem-
bership coextensive with patronage is indicative of & high eooperative
purpose. No doubt an organization having such a purpose would
rank high in cooperative performance.

TarLE 5.—Cosparison oF Resurts or Speciriep MeusersHir PoLicies ror
47 StocK ASSOCIATIONS

Alm nf assoctations
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Practically all of 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. Sharea obtainable only by transfer from present holders, since
all stock had been sold.

4. Poor financial condition of the creamery.

5. Excessive par value of shares.

6. Refusal of nonproducing stockholders to transfer their shares.

Some of these difficulties have been overcome suceessfully in indi-
vidual eases. In order to create an incentive for patrons to become
members, three associations charged nonmembers a servica or “manu-
facturing” fee. One required that nonmembers contribute 85 per
month toward the purchase of a $100 share of stock but permitted
patrons fo withdraw &t any time all but $5 of such accumulations.
Four of the six associations paying patronage dividends limit such
payments t¢c members only.
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Table 6 shows the relationship between par value of stock and
certain member-patron ratios for 47 stock creameries. It is apparent
that for those associations having Jow par value of stock the per-
centags of patrons who ars members is high compared with those
associations having high par valus. The effect of par value of stock
-upon the percentage of members who are patrons is not so marked.

TasLe 6.—ReLaTiONSBIF BeTWEEN Par VarLuvre ofF SToCK aND MEMBER-
Patron RaTios ror 47 Stock CREAMERIES

Parventage of
Parcantage of
Pur valus of stock m %ﬁﬁ? petrons who

Less than $10. .______ e mmmmm s rm——a——— ] 3o 8.4
$10, $12, and $15. 13 78.7 B
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350 -- z SR | b1} 750 0.1
00 [ 758 B2

Al creamatios 47 2 %) 37.3

The opportunity for patrons to become members may thus be sub-
stentially liberalized by the reduction in par value of stock. At the
same time, reduction in par velue mekes more shares evailable for
new members after the need for further financing by the sale of
ghares has passed. It also simplifies the retirement of stock held by
those who eease to patronize.

It is significant that the stock creameries have, on the whols, retained
their cooperative purpose and character to & high degree. KEven
where & relatively small proportion of the patrons were privileged
to vots, 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 casss and havs
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 finsnce.

Control in Nonstock Associations

Producers generally became members of a nonstock organization
automaetically by patronizing the organization. Neither current
patronage nor membership, however, was always the basis of eligibility
for control in nonstock organizations. In 55 of the 81 nonstock
creameries surveyed, all of the patrons were members. In the other
six creameries, from 28 to 73 percent of the petrons weremembers. In
one of thess 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 wars regarded
as members. The amount of the nembership fee in two of theee coses
was $1, and in one case each, $2, $5, and $50.

Whereas membership is usually acquired automatically by patroniz-
ing the organization, membership is not automatically terminated
when the member ceases to patronize. As a result, nearly one out
of six members was no longer patronizing the creamery. Frequently,
if s member moves out of the territory his certificate of indebtedness
is retired in the course of time through the operation of the revolving
fund, and since he is no longer present to vote, often no formal action
to terminste his membership is taken. Yet, according to most articles
and bylaws, he remains & member until such nction has been taken.

The results of these policies are apparent from the following figures:
‘Whereas the total number of patrons in 61 nonstock creameries was
28,936, the total number of members was 31,251, or 108 percent of the
patrons. The number of patronizing members was 25,073, 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 81 nonstock orgasnizations surveyed
provided in their articles of incorporation for the collection of &
membership fee, only 28 of the 40 associations actually collected the
fee; the 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 as follows:

Amount of fee: .ﬁm
NoOne. o e —————————————— 8
1 4 SRR i
4 I | 25
3 N 1l
- 7 i
8D e emm—am———— H
B350 e 1

The fees most commonly charged are 50 cents and $1, but one out
of six associations charge no fees. The fee is usually collected as a
deduction from the first eream check or the first certificate of indebted-
ness issued. Cash 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 upen
withdrawal. The return of fees is a practice which fends to reduce
the proportion of nonpstronizing 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 and nonstock organizations
may be based on the data shown in table 7. Among the stock organi-
zations in general, the proportion of patrons who become members
is lower than among nonstock organizations. This is true even where
it is the apparent desire and aim of the stock organization o 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.—Tvyre oF OrcanizATION AND MeMmseErsuHiP PoLicy as RELATED
To CerTam MEemser-PaTrRON RaTios, ror 108 AssocraTions
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Type of creaimery or mambarship policy of creAm- | pstrons who | mambarswha
eries | are Iembers’| are patrons

Stock merlu:
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Whereas, none of the stock organizations limited their business to
members only, 55 of the 61 nonstock associstions did so. This num-
ber includes all of the nonstock mutuals incorporsted under the
ordinary corporation law. It appears to be a question, therefore, as to
what extent the generally prevailing practice, among the nonstock
organizations, of making members of patronsis 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 corperation
law, it was undoubtedly the purpose of the orgenizations that patrons
should constitute their membership. Probably a large proportion of
the creameries incorporated under the nonstock law wers also moti-
vated by the same purpose, but in some cases what appears to be a
purpose to attain a high degree of patron control may, in fact, be
merely en attempt to comply with the letter of the law. .

Practices Regarding Voling 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 pot even have to be producers.
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Limiting the right to vote.—All of the nonstock organizations without
exception limit each member to one vote. Moreover, because of
the general practice among nonstock associations of making member-
ship automatic with patronage, practically all patrons have the right
to vote. In 11 of these organizations, however, producers were
required to patronize the organization for periods of time varying
from 2 to 18 months, or until they had delivered from 100 to 1,600
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 the remaining seven, two provide
in their articles that voting shall be by shares but actuslly practice
the one-man, one-vote principie; four vote by shares, but articles or
bylaws limit the number of shares to one per member. Only onaof the
stock organizations actually allows more than one vote per member.

It may be concluded that the so-called democratic method of
voting prevails generslly. However, in stock orgenizations, the
right to vote is linked to capitel contributions, but in nonstock organi-
zations it is linked to patronage.

Voting by mail or prory—Proxy voting and voting by mail are
devices that may prove important factors in control. Of 104 cream-
eries reporting on these features, 22 percent permiited proxy voting.
All of them were stock organizations. Although no information is
available regarding the extent to which proxy voting is actually
practiced, if is believed that in general little advantage has been
taken of the privilege except in cases of renewals, reorganizations,
and similar situations where & representative vote was required.
Cases have been reporied, 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
balf of them provide 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 genersal corpora-
tion law, of course, does not authorize voting in this manner, but the
nonstock law specifically authorizes it. Organizations whose mem-
bership is highly localized are likely to have little occasion to use it;
and nonstock organizations, in which membership depends largely
upon paironage, are likely to have few absentee members., When
oceasions anse, however, which require a representative vote of the
members, it is highly desirable that a means be provided for registering
the votes of absent members.

Extending the privileges of control to patrons ia one thing ; the extent
to which this privilege is actually used is snother 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 privilegeas themselves. In fact, 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
affairs of the organization. A cooperative organization is presumed
to do what is beneficial for its patrons, because it is presumed the
petrons 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 actually participate in the affairs of
the organization; and (2) the extent to which patrons are enlichtened
as to what constitutes their best self-interest. Henecs, it is important
to consider the quality as well as the extent of patron participation
in control.

ExXTENT 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. Attendence at
annuel meetings, however, which usually provides sbout the only
opportunity members have of participating in the business, may be
regarded as a rough index of member participation. According to
available records (table 8), the attendance reported varies 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 mestings of the latter organ-
izations ere open to the general public, and special inducements to
attend ars usuelly offered in the form of entertainment, ocutside
speakers, and refreshments. Since many, and in some cases probably
& larpe proportion, of those who attend are not members or patrons
of the organization, about all these figures indicate is that attendancs
varies widely and thsat it is wholly inadequate in a large proportion of
the creameries,

TABLE 8.—ATTENDANCE AT AxnNuar Mzerincs REporTED BY 9
CREAMERIES
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Quality of Patron Coniral

The extent to which patrons participate in the affairs of the asso-
cistion is no more important than the quality of the centrol which
they exercise. Since a cooperative affords its patrons the means of
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more effectively pursuing their best self-interest, the benefits they
receive will depend upon how clearly they see definite opportunities
to promote that interest. In other words, a creamery motivated by
producers’ interest can create savings only to the extent to which the
producers, through such an organization, discover and teke 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 most apparent
in the comparatively higher prices paid by them, and in their more
satisfactory service.

In time, the benefits of an organization usuelly 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
mada.

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 ones. 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 eannot, of course, be expected that a large number of patrons can
individually keep themselves fully advised regarding sll 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 & constructive attitude toward gathering information of interest
to them and disseminating it among them, This will necessitate that
facilities be provided that will promote free and open discussion of all
matiers of interest to them.

Development of Patron Interest

One of the most important factors influencing the extent of active
member participation in the business is the extent to which & “mem-
bership consciousness” or & sense of responsibility as members is
present.®* The community creameries of parta of northeastern Iowsa

IMQMofmdneimtm‘amamhipm & sense of respoosibility for

ihe association among ita memibesrs will be found i the lollowing bullstic: Jenes, J. W. wEuSERSE(F
RELATIONS GF COOPRRATIVE associatiows. F. C. A. Coop. Div. Ball. &, 12 pp., tilos. 1906,
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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 ell patrons, but here custom dictates
that in order to be a pood citizen of the commounity the farmer must
participate not only in the affairs of the church and the school, but
in those of the creamery as well.

Something approaching this degree of membership consciousness is
also attained by some of the large associations whose trade territory
transcends community boundaries, but only as the result of & long-
time aggressive educational effort on the part of the management.
Too often, where the creamery draws butterfat from s 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 8 member, and consequently neglects the duties of “citizenship”
in the organization entirely. This is likely to be true particularly
whers membership is acquired automatically by patronizing the
organization. Membership sequired automatically is likely to mean
lass to the member in terms of membership responsibility than that
acquired after some deliberation and & conscicus decision to join,
especially where joining involves assumption of important obliga-
tions. Frequently, for exampls, 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 mestings of the organiza-
tion. Under sneh cireumstances, 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
all patrons is open to serious question on the ground that, desirable
as patron control may be, it is only when such control is motivated by
an enlightened interest that the cooperative can achieve significant
success. Enlightened interest is not autometically attainable.

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

_such saetivities reported are shown in table 9,

More then two-thirds of the creameries provide outside speakers
for annual meetings, and more than one-third earry on educationsl
work with members and patrons through their individus! efforts or
in cooperation with other agencies, such as the county sgricultural
agent, the Farm Bureau, the Farmers’ 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 recrestional, good-will, or “booster”’ activities.
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Tasre 9.—MeTHOoDS Usep ry lowa Creameries To Drverop InTEREST
AND A SensE OF REesponsmiLiry AMong MEeumness

Number | Number Total
of creatn- | of cream- crenm.
Method u?el am,-?m)t phibag

using uning
method | method repociing
Outside speakers sf annnal meeting. . e e a8 b3 ]
Edurational work undertaken b wy PN 1) a2 L'/
Participation in educationsl work done brotbermncies R b1 #k 100
Bpecial Imeetingy. . cou. i vi e i iecireec s i aas » T 9
uhﬁmméothuiimt‘w‘ e e e W 3 o7
Publication of ansual repart. 72 7 9

Other creamery organizations are not content to limit contact with
their members and patrons to annual or special meetings but are
constantly at work on the problem. One manager spends consider-
eble time on cream routes, visiting the patrons personally. In other
cases, directors and officers, and sometimes cream haulers, asaiat in
similar activities, In general, however, the participation of officers
and directors in such activity is negligible.

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

DELEGATION OF AUTHORITY BY MEMBERS

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

The set-up in practically all eases, 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 ms directors and officers. The
importance of this selection is seldom fully realized by members. In
many cases, directors themselves fail to appreciate fully the extent of
their responsibility as such. Although it is necessary to delegate con-
siderable authority to managers and butter makers, it has been ad-
judged that directors are legally responsible and liable for the acts
of any of the employees of the organization.®

Although directors participate to a considerable extent in the
actual management of the creameries, the burden usually falls mostly
upon managers and butter makers. Nearly two-thirds of the cream-
eries studied were managed by the butter makers and the other one-
third by full- or pari-time managers or secretaries. The general educa-
tion, fraining, and experience of managers and butter makers vary
widely. On the whole, they have had eonsiderable experience and
training in the technical aspects of butter making and factory opern-
tion, but most of their training for management has been acquired
through experience. Many of the creameries are foo small to permit
the employment of both a manager and a butter maker; hence, man-
sgement 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 mansgerial
direction, or receive it from those who have too little time to devote
10 the creamery’s business or who 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 makers, in many
cases needs to be established on a more satisfactory basis. Frequently,
members and boards assume that when they have delegated authority
they have also thereby released themselves from responsibility. Con-
versely, managers and butter mskers are frequently expected to
assume responsibilities without baving been given a corresponding
amount of authority. On the other hand, since managers and butter
makers are usually given considerable authority, they sometimes take
the attitude that they are, in fact, “running the business”, and
forget that they are responsible to the direciors.

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

1 Equity No. 7565, fn the Distrist Conrt of the State of Iowa, in and for Bmet Connty, Waikine Grein
Company v. Frarier Smith Compasy:

It Is bis {the director's} duty to know what is baing dons by the exscutive offioers or staployees of the
samnpany and he eannot ignors or neglact thess daties and than weeape lahility, or tha corporation whick
b represents escaps its liabllity by pleading the negligence of the directors. A director represanting a cor-
paration i sopclusively bound o know thew things which wonid be disclosed and which he woald Xnow
Bad he given the business that ressonabile attentica and obsetvation thst a man of ordivary cate and pro-
denee would give to bis own basiness under the ssme ar siquilar circumstsnces,
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greatest importance. Adequate records and reports must be pro.
vided and they must be studied end interpreted. Most of the crenmery
associations keep fairly adequate records—many of them excelient
ones. In other cases the records are wholly inndequate.

1t is highly desirable that the books and records be audiied hy a
competent and disinterested accountant, and if possible analyzed and
interpreted by him in nontechnical language, not only to the boerd
of directors but to the members at the annunl meetings. In addition,
a considerable number of the creameries should avail themselves of
competent accounting and auditing service to examine and verily
the records.

Whereas an audit may detect dishonesty, the purpose of bonding
officials responsible for the funds of the organization is to protect the
association against loss that may result from misappropriation of
funds. It wsas found, however, that 42 of the 112 associntions did not
bond their officials; neither did most of these associations have their
books audited. Failure to protect the association against possible
losses from these sources is as short-sighted a policy as 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 being
that ‘‘this time we have chosen an honest man.”” Obviously no board
will knowingly choose & dishonest officinl, yet instances where losses
as high as $12,000 have occurred may be cited. Other cases muy be
cited of associations that have recovered substantial misappropricted
sums because the officials were under bond.

FINANCIAL RELATIONSHIP
BETWEEN THE COOPERATIVE CREAMERY AND
ITS MEMBERS AND PATRONS

S INDICATED above in the discussion of control in Iowa farmers’
creameries, the patrons’ interest, with the exceptions noted, is
represented in determining the policies of the creameries to such an
extent that the patrons, as such, are the chief, if not the sole benefici-
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 large proportion of the cream-
eries appear to be sdequately 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, end it must make adequate provision for the liquida-
tion of indebtedness; {(3) it must distribute the financial burden among
the patrouns 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.

CarrraL. REQUIREMENTS OF lowA FARMERS CREAMERIES

The amount of capital required to operate a creainery is relatively
large, as indicated by the figures in table 10, in which creameries are
classified on the basis of the total assets emploved 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.

TasBLe 10.—DiISTRIBUTION GF 77 (CREAMERIES ON THE BASIS OF AMOUNT
InvesTED IN ToTAL ASSETS

Number | Peroeniage Number | Parcentags
Investment in tolal assota ! |ofcream- | of total Investoaent in tofal asseis s |ofeream-| of total
arles areamerisg eries | creanerias
1 1.0 2 2.8
i3 17.0 2 28
13 170 2 2.8
1% 4.0 3 3.8
bli] 3.0 1 1.3
& 85
8 7.8 ki 108.0

i The sverage smount of assets par creamery was $34,482 and the range from $2,391 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.

Tanpre 11.—Distrmution oF 77 CREAMERIES ON THE Basis oF Ratio oF
‘ToraL AssETs TOo FIXED ASSETS

Number | Perceninge Numbey
Percentage fized assels | oo o0 of total Parcentage fizod ssseis ofcrezm | of
~con - - total
are of total m eries areameris are of total gssets eries | ereamnerios
‘4' ig -7, 22 lg
g g 0 and over..___... i 1
17 -] - Totad__. ... .. 7 0

127537 —37—3
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Ficure 4.—TypricaL CooPERATIVE CREAMERY PLANTS IN lowa.

Plant, equipment, and other fixed assets represented 54 percent of the total asscts of the
g lied
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Many factors influence the amount of capital needed. One of the
most important of these is the volume of husiness to be handled. It
was found that, as the velume 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, oceur, as disclosed by the figures in the last colamn of the
table.

Tasie 12—VoLuMe oF BuTTeERFAT HanNDLED aNp Carrrair INVESTMENT
- RePreESENTED By Cumrrent, FIxED, AND TOTAL AsseTs oF 77 Assocla-
TIONS '

Caorrent assats Fixed assats Total assets
B Num-
uttarfat randled bar of Percent Pares
(1,000 potrnds) orpam- agn of ge :f' #
erles | Avarage | o Aversge | Lo [Aversge Range
assets assets
7 $5, 233 87 S,%i <] ISM. 184 $0, 300-$20, 000
3 7,640 37 13, 060 63 | 2, 700 10, 100 42, 800
i 12,001 40 17, 881 60 | 20,882 18, 100~ 80, D00
11 14, 364 44 17, 167 56 | 41,831 17, 700~ 65, 200
7] =.8% %1 27,730 50 : 48, 385 81, 200- 97, 0006
8 20, 320 43 31, 109 52 1 64, 510 42, 500- 93, 405
7 £9, 335 ;3 31,482 39 8T E4, 500-107, 800
77 18, 040 48 18, 442 54 34, 482 8, 300-107, 800

It was noted that as the volume increased, ewrrent assets as a per-
centage of total assets increased markedly. The prevailing practice
of pooling and deferring psyments for butterfat tended to make the
inventory and receivable items of the balance sheet proportional to
volume, On the other hand, & seven-fold increass in volume was
associated with only s four-fold increase in fixed assets,

An important consideration in this connection is the extent to which
the total capital requirements are a burden upon the patrons, assum-
ing that they carry the entire burden. This is brought out in table
13, which shows a distribution of ereameries on the besis of the amount
per pound of butterfat handled invested in fixed, current, and total
assets. The averages are 3.7 cents in fixed, 2.5 in ecurrent, and 6.2
cents in total assets for each pound of butterfat handled. The amounts
‘required to financs fixed assets ranged from 1 to 17.6 cents per pound
of butterfat; the range for current asssts was from 0.3 to 6.8 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 heving 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 creawmeries operate at

-
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volumes much less than their eapacity, others handle volumes in
excess of their normal capacity, This, emong other factors, influences
the amount of capital required per pound of butterfat handled.

Tasie 13.—VorLusme oF Business anp AMoUusT Investep N Assems PEx
Pounp oF ButTErRFAT HANDLED, 77 ASSOCIATIONS

Aversge {orestment per of butlerint
nsodied
Butteriat handled (3,000 pounds) Cream- Rangn in In-
Current | Fixed Tot} vm:;mtﬂ;;c
AN nasela amels etintiat
b b}
Ornis | Cents | Cewts Conts
31 1 %3 Lom3
25 45 7.8 24t3
b X ] 4.0 8.5 33-%48
26 268 48 37-9%
24 31 55 3.7-10.4
.3 22 23 i 5 A%83
Fi F A 18 4.0 25572
ATH CTORTETIN, . . ocoeeeeeeecmacnee ™ 28 27 63 25913

As noted sbove, the average total capital requirementa for the
creameries studied amounted to 6.2 cents per pound of butterfat
received. On this basis, a deduction of 1 cent per pound of butterfat
would pay for the entire assets of the average creamery in 6.2 years
and for the fixed assetain 3.7 years. The financial burden therefore,
should rest lightly upon the individual patrons, provided it is equitably
distributed among them.

ProroORTION OF CAPITAL PROVIDED BY MEMBERS AND PATRONS

In the case of the average creamery as of the 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
outside sources for capital to a relatively small extent. Only 6 percent
of the capital consisted of borrowed funds and 9 percent of credit
extended by supply houses and other ecurrent creditors.

TapLe 14.—Sources oF CaAPITAL OF 77 ASSOCIATIONS

- Aversge

Fercentags

Boures of capital BIDOL "_.’,"“’f of to1al

mg apital
Membhersand patrens___ .. ____ ... eeieia.. b e m——— . $20. 133 55
HBaniks and privmauuwm ............................................... . 2, 225 L]
Cwrrent craditors - o 514 | ?
Total. 34, 482 Ko

Members and patrons have contributed 70 percent or more of the
total capital requirements in 85 percent of the associstions studied
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and 90 percent or more of the total requirements in over half the
creameries. This is true o about the same relative extent i each
of the different types of creamery organizations,

Some reasons for variations in the proportion of total capifal 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 organization and method of financing used; and (5) extent
to which members are required fo 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
effecting 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 & volume of business, at the
beginning of operation as subsequently. Moreover, many creameries
in order to ‘begin operation, had fo incur indebtedness, which was
subsequently repaid, either out of earnings or out of aceumulstions
of capital on the pert of members and 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
perceniage occurs between groups having operated 20 years or more.

Tasie 15—Periop oF OPeErRATION anND PerceEnTACE OF TOTAL ASSETS
FinANcED BY MEMBERS OF 77 ASSOCIATIONS

Percentage of Percontagsof
Nuamber Numbaer
Years of operation | of cream- ﬁﬂotai;?g Years of cperation | of crenm- Em - 1-‘;
eies maimbers aras mambers
10 87 2 9T
18 73 & 8
i} ks ] & o4
7 = 8 o
] 9
4 20 Al} creameries.__ ... Kij .8

Not all creameries accumulated capital or iquidated 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 notindicate 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,

Forus orF Carrrar. PrROVIDED BY MEMBERS AND PATRONS

Capital may be provided by members and patrons in various forms,
as f?iiowa: (1) 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, capital stock, certificates of indebtedness, revolving
fund deductions, and membership fees; (2) surplus earnings retained
by the organization, or deductions of which no allocation to individual
patrons is made or for which no evidence of individusls’ interest is
issued; and (3) deferred paymenta to patrons for butterfat delivered.
The amount of capital derived from each of these sources for 77 cream-
eries 18 shown in table 16.

Tasle 16.—Sources oF MEMBER-PATRON CAPITAL ACCUMULATIONS AND
THeIR RELATIVE IMPORTANCE IN 77 ASSOCIATIONS

Capital derive fromh tnem: | Member:

bers and patrons patron onpsl-

Souros of !.;Eu-p:‘-

Peromtags osnlage

Amoust total 1otal nasets
Memismhtp eapitRl . L. iciieraaaa $10, 108 85 w5
Burpius. . e ce e eeame s 14,22 42 ]
Detarred mymuiaputrmi e e ecmam. e —————— . 8, 743 =B 8
Total. . RO % 158 100 .8

# Although the batatioe sheets for 11 creamaerios showed no deferred payments, 19 of Lhem sotaaily deferrsd
payments an aversge of 15 dayn.

More than one-third of the total capital contributed by members
and patrons was in the form of stock, membership fees, and deductions,
and asbout one-fourth in deferred payments. Unallocated surplus was
equal to 42 percent of the capital provided by members end patrons
and over one-third of the total assets. This has important implica-
tions that will be discussed later, Deferred payments as & source of
capital are relatively more important than the figures indicate. The
figures here presented are based on balance sheets which in 11 cases
showed no deferred payments, in spite of the fact that 10 of them
actually deferred payments an average of 15 days. Some creameries
close their books after settlement has been made with patrons.

There was considerable variation among the different types of

~organizstions in the proportion of the total capital obtained from each
source (table 17). For purposes of further discussion the cresmeries
have been classified into three types, largely according to their finan-
cial characteristice. Thus, “stock™ creameries are those which use
stock as & 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 withheld is issued to the patrons;
all member and patron financing appears in the balance sheet as
surplus, (The term mutual is used here in the sense that Iowa cream-
eries use it and should not be eonfused with the wider connotations
the term is given generally in definitions of cooperatives.) ‘‘Revolving
fund’’ ereameries are those which derive capital through deductions
from the proceeds of products handled, which deductions are credited
to the sccounts of patrons. When sufficient capital bas been accu-
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mulated the proceeds of continued deductions are used to retire the
oldest credite outstanding. Thus the capitel is revolved. In Iows
all of the revolving-fund associations are organized under the non-
stock law of 1921 or the new cooperative act of 1835. No associa-
tions having capital stock which revolved their capital were found in
Iows. Other differences betwesn these three types of organizations
and their implications will appear in the subssquent discussion.

Tasle 17.—RevaTionsiop BETwWEEN Source oF CaptraL AND TYPE oOF
ORGANIZATION FOR 77 AssociaTions!

Percaniags of total assats Ainanced rom
Specifiad sotroes by—

Ravolving-
Btock Mutunl
ereameries mn(:ﬁumm ereamerios

Form of capital

o
Stock, membership fees, snd reveiving-fund deductions __________ 3.6 23 1]
Faz e 383 153 70.7
Deferred pcymen:s 10 PaODS. . e memememmcaan 2.1 8.4 03
Total from ali $OWr0es. ... 8.6 87.0 [ %3

1 Includes 35 stock ercemaries, 30 revolving-fand ereameries, snd 12 mautuai ones,

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 obtsined from this source. The cresmeries
differed considerably, however, with respect to the relative importance
of surplus and specific contributions, from which sources organizations
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 asscciations
of the revolving-fund type, and the relative unimportance of surplus
88 a source of capital in these organizations; the complete absence of
specific capital contributions on the pait of patrons and the relative
importance of surplus in the mutual organizations,

In revolving-fund organizations, certificates of indebtedness and
allocated revolving-fund deductions account for the relatively great
- importance of membership capital; whereas, the mutuals depend for
their capital mostly upon surplus and uvnallocated deductions,

The importance of deferred payments to patrons depends upon the
prevailing price of buiterfat and upen the length of time that pay-
ment is deferred. Some difficulties that may result from fuctuations
in price, where teo much dependence is placed upon deferred payments
as a souree 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 payments increased from 3.9 percent fo 32.3 percent {table
18). The range for each group is wids, indicating that other factors
also influence the extent to which deferred payments finance the total
assots,
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TapiE {8.—ReLATIONSHIP BeTweEeN LENGTH OF Tivg PAYyMENT TOPATRONS
18 DEFERRED AND RaTio oF Toral AsSETs To AMOUNT of DErERrED
PAYMENTS

Parrentagn of tetal amwety
reprowestodd by dedaared

Nurnher of days payments wers deferred Numbwr of | payments

creamstias
Aversgs Range
13 9 &M
] wa 42
= R 13493
0 ns +-MA
7 e L2, ]

The foregoing analysis presents a cross-section view of the extent
and character of member and patron financing at the time of the study.
It has been shown, however, that time is an important factor affecting
the accumulation of such capital. Moreover, many of the ssaccia-
tions have changed their plan of financing since they were organized;
and their present financial structure is the result, not enly of such
changes, but of the earlier method used. Hence, in order to obtain
& more complete understanding of the present financial arrangementa
and to emphasize the dynamie character of the problem, it ia necessary
to review briefly their financial history,

ORIGINAL METHODS OF FINANCING AND SUBSEQUENT CHANGES

With some exceptions, the total nssests of the creameries at the tima
of the study were larger than the respective amounts with which they
had started operation. Although the problem of raising the initial
capital is of great importance at the time & new organization is being
launched, it appears that the problem of financing subsequent ex-
pansion is of still greater importance. Moreover, the method adopted
for financing original requirements may seriously affect the financing
of subsequent requirements.

Information regarding the details of methods used in financing origi-
nal assets and the relative importance of different sources of capital
for financing subsequent increases in assets, was availuble for 48
creameries {table 19).

The outstanding facts revealed by these figures are:

1. The relative value of total nssets involved when the creameries
started operations was small as compared with the value of the
present nssets.

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

3. The amounta borrowed by revolving-fund and mutual creameries
were relatively greater than the amounts borrowed by stock orgsni-
zations. The mutual creameries were financed entirely by borrowed
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TanLe 19.—SOURCES AND AVERAGE AMOUNTS or ORIGINAL AND PRESENT
Caprrar FOrR 46 CrEameRries, Crassiriep sy Tyee!

Amonnt of capital

Sourcs of capitai Stock as- iﬁ;_vo&r- Mutual !;‘vuxs
3 BRSNS~ P
Ass0cin- 2 R3SOCIR-
tions dons tions

T T 027 6| ___.....] 353
Barrowed 433 X

% Inclodes 20 steck, 21 revalving-fund, snd § mutoal associations.

meney, secured in most cases by collateral notes and other guaranties
signed by directors and members.

4. The rate of increass 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 sssets, 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 and patrons through revolving-fund and other
deductions and profits, and by deferred payments to patrons. That
is, the product 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 organiza-
- tions. Part of this difference is explained by the fact that the revoly-
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 associations
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 informsation 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 & 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 orgnnizations, explains their relatively larger
indebtedness. The smount of current liabilities shown for the mutual
organization is large mainly because of the fact that one of those
included operates a retail store and had & large amount of current
liabilities.

Figure 5 is presented to illustrate the experiences of four creameries
with respect to capital aceumnulation. Creameries A and C ara atock
orgenizations, and B and D are nonstock associations.

Creamery C started in 1913, but the first balance sheet available
was for the year 1018, when total assets amounted to a little over
$15,000. The assets had increased to $73,000 by 1934, all of which
increase resulted from additions to capitsl stock and surplua. In this
case additional stock was sold outright and paid for in four installments
deducted from cream checks.

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

Creamery D is the first nonstock revolving-fund cresmery organized
in Jowa. At the end of its first year’s operations in 1824, ite total
assets were slightly more than $30,000, which had increased to over
$75,000 by 1934. The indebtedness was liquidated and the expan-
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Ficure 5.—FinANCIAL ReguiremENTs AND Sources or CariTal oF Four
SeLecTED COOPERATIVE CREAMERIES.
Financing increases in assets, required as the business grows, is a more important problem
than financing original assets, Mcthods of financiag such growth vary and may affect
the cooperative character of the amociaton.
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sion in asseta financed mostly out of increases in membership capital,
deferred payments to patrons, and surplus, the latter becoming
relatively more important in recent years. The decrease in member-
ship capital since 1932 was brought about by a deliberate policy of
retiring certificates of indebtedness out of surplus.

Creamery B is a relatively new organization that has made rapid
progress since organization. The rapid disappearance of indebtedness
is particularly noteworthy. In this cese, surplus is relatively unim-
portant, as compared with membership capital and deferred payments
to patrons. A definite policy of maintaining a high dispersion of
eapital among members and patrons is followed in this case.

Effect of Original Methods of Financing on Present Type of Organization

Not only have significant changes occurred in capital requirements
and in methods by which they have been met, but changes have also
occurred in the type of the organization during the life history of
many of the'creameries. Reference has already been made to cream-
eries that have changed from one law to another, but changes in type
may oceur eéven though no change occurs in legal structure.

Qur interest at this point centers around the effect that the metheds
used in originally financing the creameries have had upon the present
type of the organizations. Basically, there is only one source of
capital available to & cooperative organization—the members. They
must either contribute capital 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 all of
the capital that was necessary to start the organization. Usually,
however, they contributed only a part of the capital required and the
remainder had to be borrowed. On the other extreme, are cases where
farmers have contributed nothing in the form of eash but have pro-
vided credit in the form of collateral notes, which in some cases
were s0 drawn ss virtuslly to obligate the members to patronize the
organization, at least until the debts were paid.

This study indicates that it may make considerabls difference sub-
sequently which of these methods are adopted originally, and par-
ticularly what form of organization is adopted in connection with a
given methed of financing.

A total of 73 creameries started with substantia] cash contributions
of capital (table 20). Of this number, 52 issued stock for such con-
tributions. Eight of these associations subsequently changed either
to the revolving-fund or the mutual type of organizetion, at which
time the financial interest of the original stockholders was hquidated
by repayment. Another organization changed to the mutual 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 remeained on & stock basis.
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'TasLk 20.—FrrecT ofF Cass anp Crepit Mettops oF Oriamal. Financing
on Crances IN ForM oF ORGANIZATION

Number of seanciat inna aring indieated fnema
of erganisatinn

Method of Anzacing Originally At prosent
Roeniv. | Mu- Hovaly-| M.
Btack 1ok fund | Lusi Flack ing fund | tusl
72 mssnciationn originally financed by substantial contyibig-
tions of capite] o the form of cash:
‘Btock, still retsined snd outstending. ... ... el .... [ 7 I I
Stock, retired at timeofroorganization. .. ... . .. a8 ........ RS 8 3
Stook, retired beloreexpiration ofcherter _________ .. | I [ S e 1

ﬁmm or notes with intention to revolve:

(u} Contlaning to revolve. ... ... W [ [ SR
i} Revolvingdiseontinued_ ... ____...... ] ..... 3 cer ]
Membership certificates, continaousty. .. . S i 2

38 axsoviations ur!g!ssll’y finapced on baxis of credit only:
Btock, issueed as collatersl neiss were paht;
?l) Hetalsad in (ol slandiag ... .3 P B S
b;lgnorui ﬂ.nanmannwmt.nozremmmd -3 DU F P R [
(e} Repaid butattitontmseding .. .. ... H [ [P R,
Rtock, {ssued against muplua and stifl outstanding. .. 1
Certificatsa or notes with intention to revalve:

(u{ Continaing torevolve. ... .. .oroieweon - .. 125 ... . 125 ..,
{t; Revolvingdiscontinped _______.________.. . __ ] ..... L I R L 1
Nospecial fi og, surplus sccumulsted out of earn-
ings and deductions—continued witbout ehange._..{.. . ..[.... ... |2 IR S 13
e N 13 i3 12 & 12 1]
Tota] for 11 B980CttOns.....o. oo oeooeeeen oo, a5 2| | 8| m} =n

Of the 73 creameries that started with substantial cash contribu-
tions, 19 issued notes or certificates for the cash contributed with the
intention of revolving the capital ocut of subsequent revolving-fund
deductions assessed against butterfat delivered. Three of them, how-
ever, encountered difficulty and ceased to revolve the capital and thus
became mutusal 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 as mutual organizations, the status of the
memberships sold is such that they resemble stock more than non-
stock organizations.

The original capital of 38 associations, however, was obtained
entirely on the basis of credit. In 12 cases subscribers gave notes
for stock subscribed, stock certificates being issued to the subseribers
when the notes were liquidated out of deductions from cream checks.
In the thirteenth ease stock was issued out of subsequently accumu-
lated surplus. In 8 of the 13 creameries that issued stock, the stock
is still outstanding. In five cases, however, the stock was revoked,
snnulled, or ignored; and these organizations now operate as mutual
associations. In one case the stock was entirely repaid, but the stock-
holders retained the stock certificates as evidence of membership.
The stock also remains outstanding in the case of the creamery that
1ssued stock out of surplus, but a conflict of interest has developed
between the patrons snd 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 cepital 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 sterting ss revolving-fund and
mutual organizations have tended to retain their original 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 only 8 of the 13 cases whers
stock was issued as collateral notes of the members were retired. In
two eases it is much less definitely s0, and in five cases it has been
completely ignored.

When stock is issued to subscribers as their notes are liguidated
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 cases, 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 serious difficulties.
It is much to the credit of the stockbolders, 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 & 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 & basis for raising the original
capital, members usually sign individual collateral notes, which are
canceled and returned to the signers when the debts have been paid.
In some cases, no evidence of ownership is issued to such signers; but
where stock is issued, it meay be issued either to all patrons who sup-
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plied products during the period in which the indebirdnees was being
liquidated, or only to those who signed notes,

Unless the move for the cooperative creamery originates with pro-
ducers themselves, it is often difficult, if not impossible, to obtain
sufficient credit in the form of individual collateral notes. 1t then
becomes necessary for financially responsible individuals in the com-
munity to pledge their personsl sssets. Publio-spirited farmers and
businessmen have done this in many instances. Creamery equipment
and supply firme have also been important sources of capital. Too
often, however, the burden falls upon the members of the board of
directors, which is unfair to those who assumed such burdens and
violates fundamental cooperative principles, The fact that a few
individuals are carrying most of the financial burden 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 safeguard their
financial interests. Although they &s individuals may be justified in
doing so, it is 8 risk that the cooperative organization should avoid.

The physical fecilities of the creameries may, of course, be used as
security for loans, provided the members have contributed sufficient
capital to provide 2 margin of safety to the lending agency. This is,
in fact, a common method of raising capital among Iows creameries,
and 18 & sound procedure if definite and adequate provisions are made
for repayment. Adequate provisions have not besn made in some
cases, and the creditors have been forced to foreclose.

Finally, the product handled by the association may be used as a
basis for credit. However, in order that it may be used for this pur-
pose, the patronage of the members must be guaranteed by means of
collateral notes or producers’ contreets, As will appesr later in the
discussion of patronage, producers’ contracts have never been used by
any of the creameries surveyed, and the patronage features of some 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 patronsge on a competitive basis, it may obtain
loans on the basis of its performance as 8 going concern.

Facrors Arrecting CHoicg or Financing MEeTHOD

The choice of a financing method is affected in all cases by local
conditions. The intention of the organizers ss to cooperative purpose
is important. As 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 & cooperative organization to provide sdequate financing, a
limited number of producers and others may assume the responsibility
of promoting an organization. Those who contribute the necessary



lowa Farmers® Creameries 43

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
eccounts for the fact that most of the farmers’ creameries which are
least: cooperative are stock organizations.

The previous experience of & community with cooperatives also
influences the choice of methods of financing, In one case a cooper-
ative store and & cooperative elevator, both stock organizations, had
operated with dublous results and their stock had become worthless,
The sale of atock 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 bank. 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 suceessful in neighboring associations
bave been duplicated.

The financial condition of farmers may dictate the choice of &
financing plan. It is not mere ¢oincidence 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 & 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 ite repayment was pro-
vided for on a basis that contemplated its subsequent shift to active
patrons, es provided for by the revolving-fund method.

Thus far consideration has been given mainly to the extent of
financing by members and patrons. Sinee 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 8.4 percent of the average total assets,
the average amount borrowed by 46 of these associations when they
‘started operstions was $4,638, or 47 percent of their total asssts. Of
the 111 creameries surveyed, 38 started operations entirely with
borrowed money.
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Rate of Debt Reduction

Of the 44 creameries that were in debt at the time of the survey,
all but 5 were reducing their indebtedness. The rate of reduction
varied widely because of variations in volume of business, competitive
conditions, and provisions for repayment. The relationship exiating
between volume of business and number of ereameries in debt is indi-
cated by the fact that, whereas 54 percent of the associations wilh a
volume of less than 400,000 pounds of butterfat were in debt, only
24 percent of those handling over 400,000 pounds wers in debt.

The form of organization may have an important bearing upon the
provision for debt payment. Orgsnizations that do not use the
revolving-fund plan usually pay debts out of earnings, for which no
evidence of proprietorship interest is issued to patrons. Their ability
to pay debts is thus affected directly by the margin left after meeting
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 essociations are thus able to make
regular payments on debts while paying current competitive prices
because part of the payment to patrons is made in the form of revolv-
ing-fund certificates,

Table 21 illustrates the advantage that revolving-fund associations
may have in this respect over other fypes of sssociations. 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 half, exceeded
the 1 cent rate of debt reduction. On the other hand, it will be noted
that 2 revolving-fund sssociations were unable to make any payments
on debt. This fact is & 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 thess circum-
stances no source of funds to revolve the capital exists, and the revelv-
ing-fund plan 1s not operative.

TasLe 21.—ReLaTioNsuir BETWEEN RaTe oF DesT RepuctioN asp Tyre
of ORGANIZATION

Typs of organization
Arnnual rete of debt reduction Mutusal nonstock Revolring-fund
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ExTeEnT TO WHicH OBLIGATION
10 Fmnance 15 EQuitaBLy ENFORCED

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 among patrous,
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 nomstock. Although the purpose of the
organizers in some cases may not have contemplated that the financial
burdens shall be borne equitably 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 & fair share of the financial burdens, From this point
of view, then, the method of financing adopted was fortunste or
unfortunste depending upon its adaptability to the carrying out of
the cooperative purposs.

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, therefore, from the point of view of the
extent to which the financial method characteristic of the type
contemplates and fscilitates the equitable imposition of financial
obligations upon members and patrons.

Stock Creameries

In a stock organization, contrfibution of capifal is & condition of
membership. Each member is required to subseribe for at least one
share of stock, which must ususally be paid for in cash or by a note.
To this extent members are definitely obligated to contribute capital.
However, after the stock has all been sold or after the necessary
amount of eapital has been sccumulated, 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 unsable to
aequire stock except by transfer 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 ususlly voluntarily subscribes for as much stock as he chooses

127537 —8T—4 :
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or is able to finance. Subsequent shifts in the amount of patronage
contributed by different members tend further to widen the disparity
between the amount of capital and the amount of businesa contributed
by individual members. A member mey cease to patronize entirely
and yet be unable or unwilling to change ths amount of his capital
contribution,

In some cases attempts had been made to equalize disparity in
capital contributions and to imposs upon all patrons st least some
obligation to support the organization financially by assessing ‘‘manu-
facturing’’ or other charges against nonmembers, by paying patronage
dividends only to members, or by a definite policy of at least partially
revolving the capital. In some cases a fairly equitable distribution
of the capital burden has thus been attained. - Ususally, however, no
definite method is adopted, or any source of funds created by means
of which an equitable distribution of capital might be brought about.
Experience demonstrates that capital contributions in stock organiza-
tions tend t{o become *‘frozen”, sometimes to such an extent that
periodical reorganizations are necessary in order to bring about 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 & financial obligation
upon all patrons through the accumulation of surplus funds and by
deferring payments for butterfat. It has been shown that 36 per-
cent of the assets of stock ereameries 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 as such eontributions are not made voluntarily, they may
be considered as obligatory. Furthermore, the contributions made
in the form of deferred payments will bear equally upon sall patrons
on the basis of the volume of butterfat delivered. Additions to sur-
plus, however, will bear most heavily, if not entirely, upon those who
patronize during the time the mssociation is liquidating debts or ex-
panding its plant or facilities. Moreover, such contributions of
capital accrue only to the stockholders and not to the patrons whose
business made such accumaulations possible.

The extent to which contributions are made in fulfillment of an
obligation te finance depends upon the extent to which patropage
itself is an obligation. It will be shown later that most creameries
have no assurance of receiving patronage except as they can success-
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. I 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 finence by refusing to patronize. Thus,
whether or not such an organization suceceeds in accumulating the
necessary capital depends entirely upon its ability to meet competi-
tion. The mere retention of any part of the proceeds of the sale of
products, whether in the form of earnings retained as surplus or
otherwise, does not constituie making contributions of eapital an
~ obligation unless patronage itsslf is made a definite obligation.

Mutual Creameries

The mutual sssociations 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 soms
creameries that have recently renewed their charters under cooperative
laws have made some attempts to collect such fees. The fees are not
an imporéant source of capital. )

In mutual associations, patrons’ contributions fo capital, other
then those in the form of deferred payments, are represented entirely
by surplus. For 12 associations, the surplus smounted to 64 percent
of total capital. These associations were originally financed by col-
 lateral notes signed by producers to bs used as security for loans from
outside sources, Such notes usualiy provided thet deductions from
patrons’ echecks be applied on payment of the debt. They slso con-
tained clauses stating that if the signers ceased to patronize before
the deduction hed equaled the amount of the note, the unpaid balance
was 10 be paid in cash. In some instances signers assumed joint
Hability for the full amount of the debt.

Where either colleteral or joint notes were used, the signers defi-
nitely sssumed 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 some respects
resemble stock organizationa, but are dissimilar in other respects. At
any given time, all patrons of the mutual creameries are on an squal
basis insofar as obligation to finance is concerned. The inequities
srising in stock organizations because of the presence of nonmembers,
does not arise in mutual organizetions, 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 time
facilities were being acquired and paid for, contributed the entire
capitel on & patronage basis, which satisfied considerstions of fairness
s among the patrons of that time. But as time passed, the amount,
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of butterfat produced by individual patrons changed relatively, and
in the coursa of time many of the coriginal patrons censed to patronize
the creamery. This is likely to be n matter of considerable importance
in a State like Iowa, where the dairy enterprise on diverified furms
is subject to rapid expansion and contraction. Finaneisl contribu-
tions of patrons are thus soon thrown out of proportion to patronage,
and new patrons derive benefits on an equal basis with all other cur-
rent patrons, but contribute nothing toward ths financing of facilities.
They may even mssume no responsibility for maintaining the asseta
of the organization currently. In many cases plants finenced by
former patrons have been or are being liquidated by failure of the
management to include depreciation as a deduction from current
prices, as & result of which current patrons not only receive the
market price for their butterfat but participate in the distribution
of the capital accumulated by former patrons.

It is true, of course, that failure to include depreciation in costs
will have the same effect under any form of organization, but since
in 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
gdversely affected through such a dissipation of capital.

Were the accumulated capital represented by some form of negoti-
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 responsibility 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 ss the non-
member patron who has contributed to the surplus of a stock organ-
ization, the only difference being that in mutual essociations the
contributions become the property of the community; whereas, in
stock organizations they become the property of stockholders.

Revolving-Fund Organizations

In the case of nonstock, revolving-fund organizations, the responsi-
bility of members for contributing original capital, is about the same
as in stock organizations. Wherens, in stock organizations, the usual
practice is to sell as much stock as possible, which usually means
that a limited number of prospective patrons will become stockholders;
in revolving-fund organizations, certificates of indebtedness are *‘sold”’
to a8 many prospective patrons as can be indueed to buy them. An
important difference, however, is that voting privileges are not asso-
cisted with certificates of indebtedness as they are with sbares of
stock,

Thus, insofar as original financing 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 g
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that membership fees are collected, and all patrons are required to be
members, all patrons contribute equaliy; but membership fees, as such,
have not been an important source of capital in revolving-fund
organizations.

There is snother important distinction between certificates of in-
debtedness and shares of stock. Itis generally not contemplated that
the share of stock shall be liquidated during the normal course of
operation, but it is definitely expected thet certificates of indebtedness
shall be liguidated. The creation of a source of funds for liquidating
them is an essential feature of the revolving-fund plan. Because &
certificate of indebtedness is evidence of indebtedness, current patrons
must assums the responsibility of maintaining the integrity of such ob-
ligations. To provide for the liguidation of such certificates, revolving-
fund organizations make specific deductions per pound of butterfat
received, the proceeds of such deduetions being used first to iquidate
ordinary loans, and then the certificates of indebtedness, But as such
oblipations are liquidated, new obligations are created by crediting
eurrent deductions {or issuing revolving-fund certificates or new certif-
icates of indebtedness) to current patrons on a patronage basgis. These
new obligations must in turn be liquidated out of subsequent deduc-
tions, and so on throughout the life of the organization. By this
process the capital is continuously revolving, hence the term “revolv-
ing fund” organization.

The patron of & 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 dedue-
tions. Here again, however, whether or not he assumes the oblization

_to finance (that is, submits t0 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 pairon 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 payments 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 patrens; (2) it makes the contri-
bution of ecapital directly proporticnal to patronage; and (3) depend-
ing upon the rapidity with which the capital is revolved, sach patron’s
contribution is kept proportional to his patronage. Except for a cer-
tain amount of necessary lag, the capital contributed by those who
cease to use the association will be paid cut of contributions made by
those who take their places.
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It may appear that under this plan the association never geta out of
debt. 1f the association succeeds in paying its debts, it does so in sny
case by withholding from patrons part of the proceeds of the sales of
their products. From the point of view of equity, the association is
under obligation to ita patrons for amounts thus retainad. Crediting
patrons with such retention of proceeds merely gives recognition to
such obligations on an equitable basis.

The revolving-fund method of financing, however, is subject to a
number of abuses. The funds derived from deductions msy be disai~
pated in current prices rather than used to shift the financial burden to
current patrons. If this is done while the association is still in debt
to outsiders, the entire responsibility of patrons to finance may be
evaded. If it is done after petrons have assumed financial burdens,
the plan is subject to the criticism that contributions become “frozen’
8s in stock and mutual associations. It is also possible to reduce the
amount of the revolving fund relative to total eapital required, by
building up a surplus. If the surplus in a revolving-fund association is
permitted to become a relatively important source of capital, it in
likely to be subject to the same criticism as excesaive surplises in
stock or mutfual companies.

Some ResuLts oF INEQuITABLE METHODS OF FinaNCING

Inequitable methods of distributing the financial burden, aside from
violating cooperative principles, tend to introduce conflicts of interest
and to destroy the unity of purpose so essentinl for success in & coopera-
tive organization. It may be argued that inequities resulting from
accumulation of surplus to which patrons have no definite claim, are
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 basis of a volume of 500,000 pounds of butter-
fat bandled annually, amounts to only $1,000 per year, or 0.2 cent per
pound of butterfat. Yet, accumulated surplus has become a bone
of contention over which associations have been wrecked. The ques-
tion “Who owns the creamery?” is important when some patrons have
a definite claim to ownership and others do not. The patronage of
one association declined from over 500,000 pounds of butterfst to
100,000 pounds in 8 years, because of dissension among patrons over
the rights of stockholders. In snother association, nonstockholding
patrons forced a reorganization which would give them an interest
in 8 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 as a means of financing
the organization, and the creation of a reasonable surplus as a protec-
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tion against contingencies. Inequities result only if unallocated
surpluses are accumulated greatly in excess of such requirements.

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

Inequities resulting from faulty plans of financing are of more than
acedemic 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 such 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 eonditions to avoid all
inequities. But all means should be exhausted to avoid significant
financial inequities, because they are particularly apt to breed dis-
sension.

ErrecT oF METHOD OF FINANCING
UroN MamTeENancE oF Patron ConTROL

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

The methods of financing characteristic of nonstock organizations
are such that they not only facilitate making members of patrons, but
also facilitate terminating the membership of those who become ineli-
gible. Hence, membership in these organizations is to a large extent
synonymous with patronage. Likewise, financial obligations are
closely associated with patronage. In the revolving-fund orgeniza-
tions, active participation of patrons in the affeirs of the association
usually terminates when they cease {o patronize, and in the course of
time their financial contributions are returned to them through the
operation of the revolving fund. Likewiss, in the mutual association,
active participation is also denied thosse who cease to pafronize, 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 or
termination of membership, and the methods of finencing character-
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istic of these organizations do facilitate keeping membership closely
identified with patronage.

Thia and other similar studies make it clearly apparent that if con-
trol of the association is to be retained by active patrons, it musat be
divorced from capital contribution, but in such a manner as will not
invalidate the patron’s obligation to finance, This may be accom-
plished by organizations using stock as & basia of membership, but it
is exceedingly difficult to do so where the sale of common stock is also
an important source of capital.

Under the 1935 Iowa cooperative law, membership in stock asso-
ciations depends upon the holding of one shere of voting stock, no
more. The method of financing adopted is left to the discretion of
the association, but where capital is accumuluted out of earnings or
by means of specific deductions based on products handled, the
amount withheld from each patron must be credited to him, except
for a limited portion of earnings which is required to be reserved aa
free surplus. But even such surplus must be distributed on a patron-
ege basis in case of dissolution of the assccintion. Termination of &
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 operations of the revolv-
ing fund. The principles involved in this procedure have been effec-
tuated by the operations 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 petronage. Because of the effect of volume of busi-
ness on manufacturing costs and on the rate of capital accumulation,
the patronage relationship is of primary importance. This subject is
discussed on the following pages,

THE PATRONAGE RELATIONSHIP
IN IOWA COOPERATIVE CREAMERIES

ACOOPERATIVE organization must be assured 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 local market in which the producer sells his butterfat.
In every ease this purpose was to be accomplished by operating 8
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 co-
operative creamery to operate will likewise vary by communities,
Any change in the competitive situation in a given community may
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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 & cooperative organization be assured of recelv-
ing the patronage of its members. If the members fail to provide
whatever volume may be necessary to earry out the purposs they
had in orgenizing the cocperative, to that extent they defeat their
own purpose. This simply means that if the members are to derive
benefits from the organization they must sssume the obligation to
provide patronage necessary to a realization of the benefits. The
greater the extent to which the organization is forced to cater to non-
members in order to obtain its volume of business, the greater the
extent to whichk 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 mey not materialize.
Moreover, it is practically impossible to maintain the interest of both
members and nonmembers on & strictly mutual basis, This opens
the way for inequities, conflicts of interest, and exploitation of one
group by another.

In extreme cases, the managements of organizations that must
resort to the handling of nonmember business in order to survive,
acquire a self-consciousness that tends to set them epart from their
members and patrons. Perpetuating the organization may become &
matter of greater concern to the management then serving the in-
terests of producers. When this point is reached, the organizatiou is
likely to become “just another desler’” dependent for survival upon
its own initiative and interest, rather than upon that ¢f its members.
The development of such & management self-conscicusness within an
organization is usually merely & matter of time, where members fail
to provide the necessary volume of business.

CooPERATIVE LovalLTy IN THE EarLy Davs

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 private 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 contributed to such assurance. Firat, the early
cooperative creamery represented 8 protest against prevailing prac-
tices among private creameries and cream stations. Second, pro-
ducers felt that the cooperative creamery was needed to aasure them
of receiving the full value of their product, less the actual cont of
manufacturing and marketing, and that by supporting such an enter-
prise they would receive the middleman’s profit. Tha cooperntive
creamery meant to them emancipation from what was regarded as an
unsatisfactory system of marketing. Farm orgenizations and sgri-
cultural leaders took up the cause, meetings were held, and enthu-
siasm was at a high pitch. The volume of business atiracted as a
result of a keen appreciation of the need of & cooperative creamery,
gave the cooperative a third advantage in the form of lower manu-
facturing cost.

Thus, not only did the producers feel obligated to patronize the
cooperative creamery, but they were sble to measurs readily the
financial advantage to be gained by doing so. Moreover, the practice
of financing by collateral notes tended further to strengthen the sense
of obligation on the part of members and patrons to patrenize the
Creamery.

-Under the foregoing circumstances 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 less efficient and still have
held its competitive advantage, purely because producers felt it to be
a necessary safeguard in the local market. The efficient cooperative
might conceivably, of course, force 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 business, might
find it distinctly to his advantage merely to meet the price paid by
the inefficient cooperative.

CurreNT COMPETITION AMONG (CoOOPERATIVE (UREAMERIES

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 besis 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 advantages of cooperative over private
creameries are much less effective. The basis on which the present-
day cooperative creamery assures itself of receiving & sufficient volume
of business to enable it to operate successfully is more definitely a
basis of relative efficiency.

T Betweon 1924 snd 1934 the mileage of bard-surfaced rosds in the primary and county trank systems in
creased from 4.727 {0 10,510 miles, while dirt roads decressed from 13,112 1o 4,79 milm. A Dhenomens}
devalopment of truck transportation of Iarm prodacts sccompanied the road improvemanl. Res: Atats of
Jows. EEPOAT OF THE 8TATE HIGHWAY COMMMWICE FOS THE TELR XNDING DEC. 1, 1934, 150 pp. 1935,
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Although it was apparent in the course of the study that some
farmers bad committed themselves to patronizing their local coopera-
tive creamery to the exclusion of other alternatives, in most cases the
creameries wereg 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 distinet competitive disadvantage. In other cases, fear
that the price would dropif the cooperative ceased operations provided
sufficient volume to keep the creamery going. Trading habits of
farmers also appeared to be a factor; farmers tend to deliver their
products where they are accustomed to do their general trading. In
still other cases the fact that members had a capital investment in
the plant prebably was a factor of some importance, where, because
of failure to deduct depreciation or to maintain the physical facilities,
the invested capital was graduslly being dissipated. In such cases,
however, the effect is £o raise the price paid. Fear was expressedina
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 undoubt.edly axer
some influence, particularly on farmers long established in the com-
munity. Hence, in communities where the turn-over of farmers 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 ths
creameries to pay a high price, This certainly is a legitimsate and
worthy objective. Farmers ars seldom justified in maintaining a
cooperative organization unless it be to their finanecial interest to do
so. They should, however, be certain that they are not taking s
short-time or narrow poiut of view regerding the situation. This
may be difficult for them to determine because of the competitive
devices frequently employed, not only by private eperators but also
by cooperatives.

Considerable difference of opinion exists as to whether or not
competition among cooperative creameries is consistent with sound
cooperative philosophy. Organizations that are in a strong com-
pstitive position are inclined to hold to the view that produecers are
entitled to &ll that can be had for them; whereas, those less favorably
situated are likely to question the motives of & cooperative creamery
that uses its competitive strength to make it diffcult for another to
survive. To the extent that cooperatives resori 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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Legitimate Bases of Competition Among Cooperaiives

Farmers organized cooperatives in order to eliminate unnecewsary
costs, wastes, and abuses which they complained of as sssociated
with private competitive business. When cooperstives cease to be
motivated by such a purpose, they cease to that extent to represent
the producers’ interest. Obviously some cooperatives are more
sggressive and militant than others in promoting producers’ interesta,
In the course of time some may change their purpose to such an
extent that they can no longer be regarded as producer motivated.
Moreover, different organizations may adopt different methods of
aftaining the same objective, and it is only by experimentation that
the most effective methods are discovered. 1Is it in the interest of
producers that the less aggressive organizations or the less effective
methods, even among cooperatives, be perpetuated ; and should farmers
be denied the benefits of improvements in transportation, manufsac-
turing, and marketing processes because 8 given organization is
unable or unwilling to adapt itself to such changes?

To insist that competition among cooperatives is inconsistent with
cooperative theory is to deny that the purpose of & cooperative is to
promote the interest of itsa members. Farmers interested in maxi-
mizing their farm profits will resort to cooperation only as they can
thereby increase such profita. The members of 8 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 further
gains result. Maximizing net returns to producers must be the
ultimate economic goal,

In the course of time, if conditions should remain constant, there
would finally emerge & group of cooperatives in the industry each of
which would be maximizing the returns to its members. At this
point the sum total of returns to all producers in the industry would
be at the maximum. Moreover, the competitive pressure exerted by
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 has not yet been
reached in the industry. The point of highest efficiency is itself con-
stantly shifting, because new factors are continually disturbing the
situation, as a result of which a perfect adjustment is impossible at a
given time. The process of adjustment is continuous.

Nevertheless, it is only by making the most enlightened effort pos-
sible fo 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 necessitates
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discovery of the factors affecting net returns and the nature of such
effect.
Factors Affecting Net Returns

That & definite relationship exists between volume and cost of
manufscturing 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 a relationship exists
between volume of uniform producis and prices is also recognized;
and that operating efficiency and adjustment of capacity of plants to
volume affects 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 sbout how all of these factors react upon each other and how
the best balance among them may bs attained.

The question might be reaised at this point as to what sll this has
to do with the problem of patronage. On the basis of the foregoing
analysis, the organization’s problem of assuring itself of receiving the
patronage of its members resolves itself into the problem of ascertain-
ing what is in their best interest, 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
& 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 butiterfat and distributing the
finished product. Enough information was obfained regarding some
of thase factors fo indicate their nature and impeortance and the situa-
tion thet exists among the creameries with reference to them. The
first to be discussed is volume of business.

Relationship Betroeen Volume Handled and Cosis

Distribution of 279 cooperative ereameries 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 & whole, two important facts stand out. First,
thers is a high conceniration of creamery numbers in the small-volume
groups. Seventy-four percent of the creameries handled less than
400,000 pounds of butterfatin 1833, Over 90 percent of them handled
less than 700,000 pounds of butterfat. The significance of these figures
will be pointed out later. Second, there is a wide range in volume
handled by individusal 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
sccounts on a comparable basis, using the Iowa State College system
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of accounting.® Figure 8 shows the relationship of cost of operation
per pound of butterfat to volume of butterfat bandled for these
creameries. Although it is not possible on the basis of these figures
to predict cost accurately from volume, a distinct relationship is
revealed. The highest costs appear among creameries receiving less
than 250,000 pounds of butterfat per year, The lowest cost was for a
creamery having almost 2% million pounds of butterfnt, or 2% million
pounds of butter. The difference between highest end 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
peunds of butterfat is reached.

Tasie 22.—DutrssuTion oF 279 lowa Cooperativei CrEAMERIES BY
GROGRAPHIC Drvisions, oN THE Basiz oF THE VoOLUME of BUTTERPAT
Receivep v 1930
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It is significant that almost 90 percent of the creameries were oper-
ating with less than 700,000 pounds of butterfat per year. It appears
that it would be to the interest of a large number of Iowa producers
to have much of the butterfat now handled by the smaller creameries
processed by larger units.

* Mighell, 4., and Quintas, P. E.  FINANCIAL MANAOEMENT OF FARMERS' CRAEAMER'ZSE AN SFFECTED 3T
VOLUKE AND FRICES. lows Agr. Expt. 8ia. BulB. 354, 40 pp., illus, 1938,
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Ficure 6.—RELATIONSHIP BETWEEN OPERATING CosT rErR Pouxp oOF
ButrTerraT ANp Vorume Haworep,
Although it is not possible to predict cost accurately on the basis of volume, a definite
relationship is revealed.
Relationship Between Volume Handled and Selling Price

1t.is generally held that a selling advantage accrues to organizations
that have a large volume of uniform product. However, many small-
volums creameries sell a relatively large proportion of their output
in local markets and 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 disadvantage small ereameries may have in the
marketing of their product.

Efforts to improve quality of product, efficiency of plant operations,
and merchandising of the produet, all sim at increasing the price the
cresmery can pay for cream delivered at the plant. 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 aspects of the problems that affect competitive and patron-
age relationships of creameries will be discussed here.



60 Farm Credit Administration
Transportation Costs and Rates

An outstanding fact regarding methods of transportation is the
large extent to which butterfat is assembled by means of motor
trucks. Table 23 shows the distribution of 106 creameries on the
basis of the proportion of total butterfat which is received by truck
routes. For the State as a whole 68 percent of all butterfat received
was assembled by truck. About two-thirds of the creameries received
50 percent or more by this method, with a high concentration of cream-
eries occurring in the 91- to 100-percent class. A large part of the
creameries receiving less than 50 percent of their butterfat by truck
ars in northeastern, central, and northwestern Iowa where ¢commu-
nity creameries and producer deliveries still prevail. In southern
Iowa, on tha other hand, slmost half of the ¢reameries receive 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 proportion of the total butterfat is transported by
truck, the cost of which directly reduces the farmers’ net returns, any
factor thet sffects this cost is of primary importance,

Cosat of hauling—The actual cost of hauling in terms of trucking
expense per pound of butterfat was available only in instances in
which ereameries owned their trucks and kept separate cost records,
For the associations which hired their hauling done, the rate per
pound of butterfat paid to the hauler is the only cost figure available.

The rates paid hired haulers range between 1 and 3 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 2.5 cents.

TasLe 23.—DsrrisuTion oF 106 CooreraTivE CREAMERIES ON THE BaAsis
oF ProPORTION oF Totau Burterrat ReEceivep Frost Truck Routes
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Ownership of trucks~—The large concentration of havling rates
around 2 and 2.5 cents suggests that the rates paid are, to a large
extent, established by custom, and therefore may show little relation-
ship to actual cost. For the associations owning trucks, however,
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Figure 7.—CrEAMERY AND CrREAM RouTe Trucks oF BRookLYN COOPERA-
TIVE CREAMERY ASSOCIATION, BROOKLYN, Iowa.

Insulated truck bodies are provided for the protection of the cream against deterioration
in transit.

accounting records showed the actual cost of hauling. The net cost
for the creaimery-operated trucks in every case was 1.5 cents per
pound of butterfat or less. Only 4 of 95 creameries that did not
operate their own trucks had hauling rates as low as 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 survey 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 trucks. 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 efficient transportation. Reor-
ganization of routes to give every truck as nearly as possible & 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 routes and contracting by bid for the operation of those routes
on an snnual basis. Other small associations after they reorganized
their areas under truck ownership sold the trucks to private operators

but continued to control the rates.
127587°—87—S5
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HAULING RATES FOR BUTTERFAT,CENTS PER POUND

Ficure 8.—PrincrraL FacTonrs AssociaTep Wit VariaTions IN Havring
Rates ror lowa CreameniEs.

Associations owning trucks have a material advantage in pounds of butterfat bauled per

rou ;
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Development of patron loyalty to the associetion 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 meens 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 factor determining the extent to which efforts are likely
to be made to minimize hauling costs.

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

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

Condition of roads.—A physical factor effecting 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 & definite tendency exists for expenses to be
higher in a dirt-road territory, it is not so pronounced as might be
expected (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 hsuling rates
tend to be determined by custom or bargaining power, rather then by

- actual cost.

Size of trade area.—Much has been said conecerning 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 & of table 24, hauling rates are related .
to four measures of patronage eoncentration; namely, butterfat re-
ceived per square mile of territory, number of patrons per square mile,
size of trade ares, and proportion of the production of the trade ares
received by the creamery. Results consistently demonstrats the
advantage of concentrating patronage into the smallest possible area.
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TasLe 24.—RevaTionstir Berweren Hauvting RATEs AND PriNcirat
Factors ArrecTIiNG TRansPorRTATION CoaTs

Patrons | Pounds ' Prrowntage | Avernge | DIrt ronda
Bnnare per batteriat | of produe- porzndn AR 8 pere
Haukog tate foents per | A | miles | square | recelved |tlonofarse| buttarfst | eentage af
poand of buttarfet) t‘;"’ trads | mils of | per square | receivii haeind 1otnl ronds
o8 {1 ares trade milsaf | by cteam- | pereoite, | ih trade
arve trade area ary jor ysar (%"
Amsociations hirl ?.rm!n
Lossttmnl?r;g B 2 2.1 i i3 ] 48 78 593
I S S 27 i 1.8 2, 4R a6 4. 484 A& 8
227 .. i &70 1.2 1,148 413 3 A 810
2750 more. ... 4} Li54 11 937 M5 . ona 5.0
Asaocistlumowning trucks:
................... ] 861 1.3 1,801 ®.9 72, TO0 .0

1 ﬁ.vm for 8 creameries for which hauling couts were avaliabls, All other figures are sversgos for 9
craameries that opersied | or mors owned tr m:gkt

Methods of Determining and Assessing Hauling Rates

The methods used in determining hauling rates and sssessing them
against patrons vitally affect the equity with which the bauling cost
is borne by different patrons, the size of the trade area, and the com-
petitive aspects of the creamery’s business, Expediency dictated by
the creamery’s dependence upon competitive methods in order to
assure itself of patronage, to a large extent determines the choice of
method.

Three distinct bases for arriving at hauling charges were found to
be used by Jowa 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 northeastern lowa
than elsewhere in the State; the second method is used most in the
southern part. The third method is characteristic of only & limited
number of creameries that own and operate trucks.

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

In southern Iowa, the more general practice is to establish rates by
" megotiation between the creamery and the haulers. In this area
cooperatives were not organized until truck transportation had made
local creamery operation practicable. A cresmery in this area was
dependent upon truck haulers for volume, first, beceuse individual
patrons would not deliver cream long distances, 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 & creamery seeking to
expend its volume of business is likely to offer more liberal induce-
ments to haulers than are patrons negotiating directly with haulers.
Moreover, the hauling rate in such cases includes a certain amount of
cost incurred for solicitation and procurement of volume rather than
for transportation only. Also, the longer distances cream is hauled
in scuthern Jowa, the ususl condition of the roads, density of produc-
tion, and other factors, undoubtedly contribute to the higher rates
puid 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
rates only if & creamsery operates one or more irucks. The nine
organizations that were using this basis in 1935 were scattered through-
out & narrow belt extending roughly from Dubuque County to Sioux
County. The specific circumstances that led to ownership and opers-
tion of trucks in thess cases were not ascertained. An important
factor, however, undoutedly was an eppreciation on the part of the
creamery management of the importance of economizing on trans-
portation a3 a means of increasing farmers’ returns.

As stated above, it is apparent that lack of knowledge of transportsa-
tion costa on the part of a large majority of the creameries as well as
on the part of the patrons themselves, is an imporiant factor con-
tributing to high rates. Out of 106 associations, 68 failed to show
on the patron’s statement the exact amount paid for hauling. In
these cases, either all or & part of the hauling cost is included with
the other expenses and deducted in calculating the price paid to
patrons. Under such circumstances, patrons ere in no position to
adopt 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
rate. The best interest of patrons demands that the cooperative
consider transportation and sssembling 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
attracting and holding patronage has merit to the extent that it
results in stimulating legitimate efforts to maximize the farmer's
net returns for their butterfat. Such efforts include attempts: (1)
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To increase the market value of finished products; (2) to reduce manus
facturing costs; and {3) te reduce costs of procuring and aseembling
raw materials. Variations in prices paid patrons for butterfat that
result from variations in the effectiveness of attempts made in these
three directions may be regarded as providing a legitimate basis of
competition not only ameng cooperatives but among other types of
organizations.

;.

Hilegitimate Competitive Practices

Competition is not always limited to the foregoing legitimato.
basis. Lack of adequate records, resulting in overpayments being’
made without the knowledge of the management, is a fruitful source:
of destructive competition. In some cases, however, deliberate over-
payments occur with the knowledge that thereby the capital of the

organization is being dissipated. Another form of strategy is 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 1,

when new farmers who have moved into the community are establish-

ing trade contacts.

Unfortunately, creameriea 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 a8 to
favor patrons in highly competitive sactions of the trade area, to the
disadvantage of patrons in less competitive sreas. 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 purchased, Prior to the
enactment of this law, most creameries did not pay for eream on a
graded basis, because to do so 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 the quality-improvement program, meritorious as it is as &
means of increasing farmers’ returns through increasing consumption
and prices, has ita competitive aspecta. 1n 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 forces
producers to improve quality if they wish to use the cooperative’s
facilities, and enables the creamery practicing it to pay a higher price,
it tends to insure to competitors & volume of cream of the quality
that they bave been accustomed to receive. Thus, by their own

L

R
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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, & question may be raised as to whether & creamery
might not best serve the interests of all producers by assembling all
fat and disposing of each grade in the most advantageous manner,

Whether 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 prineiples 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 ite members and
patrons, and the effect of such relationship upon the competitive
relationship existing among the cooperatives, The patronage rela-
tionship is of fundamental importance, because it Iargely determines
the exfent to which a producer-motivated type of organizafion is
able to bring about a more economical and rationsl orgsnization of
the industry than is likely to be brought about by profit-motivated
enterprises.

TrADE Areas ofF Iowa CoOOPERATIVE CREAMERIES

The organization of producing areas for butterfat disposal vitally
affects the net price 2 creamery can pay its patroms. Prevailing
patronage relationships, as they relate to such organization are,
therefore, significant. 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 shown. These creameries represent approximately
half of the cooperative creameries or sbout onefourth of all the
creameries in the State,

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

Factors Determining Size of Trade Areas

. One of the most striking facts, although not the most significant,
is the wide variations that oceur in size of trade arcss. In table 25
is shown the distribution of 107 creameries among the different size
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Ficure 9.

About half the cooperative creameries in the State or about
one-fourth of ail the creameries were covered by the
survey.

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 devialions from



fowa Farmers® Creameries 69

FARMERS' CREAMERIES, DURING 1935

s s
P

this general tendency exist. The concentration of butterfat produc-
tion, and the proportion of that production that & 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 degres to the situation illustrated in fgure 9,
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Tapre 25-—Dwmrrmmurion or 107 Coorerative CrrEAMERiES BY GRo-
crapHtc Divisions oN THE Basis oF 517 oF Trape Areat
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TasLE 26.—ReLATiONSHIP BETWEEN S1ZE OF TRADE AREA AND VOLUME OF
Business or 108 CooPERATIVE CREAMERIES

Avere roltiine of butterfat kandisd ansually per creamery, by filals
divizions *
Bize of Lracis area {snuare Naoriheastern  [Ceatral and north-
aifes) lows srestern Lows Bouthern fown | Tolal for Mats
Cream- | o, Cream- Cream- Cronm- 1 o

eries | ¥olume eries ¥olume eries Volume i Yolume
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] 178 2 13 it 77
3 o 1 314 13 1
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2 1,2 B 7 ) 7 78
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1 The State divisionz are thoss showa in 2. ), p. 2.

Denaity of butierfat production.—The distribution of 108 cooperative
creameries by geographic areas, on the basis of the density of butter-
fat production in their respective trade areas, is shown in table 27.
Whereas the production in southern and southwestern Iowa was 2,266
pounds per square mile, in northeastern Iowa it was more than double
this figure. The central and northwestern sections of Iowa occupy
m}dint.ermediate 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 transportation conditions that 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 & small
trade ares. The map (fig. 10) showing trade areas 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 sreas must be covered in order to provide the volume
necessary for sunecessful operation. The fact that cooperative cream-
eries entered southern fowa rather recently, following extensive road
improvements, enabled the southern Jowa creameries to establish
themselves at the cutset on the basis of truck transportation.

Tasre 27.—DistriuTiON OF 108 CoOPFERATIVE CREAMERIES ON Basis OF
Density of BurteErFaT ProODUCTION 1N THEIR TRADE AREAS, BY STATE
Dirvisions

Number of creameries, by State divislons

Butteriat production per square mile {poundsy Central
persa Northeast- | and north- | Sounthern | Total for
ern Iowa western Tows State
Iowa
2
b
x
8
15
22
11
8
13
3
. 3
b N [ 3T 42 = s
Pounds Pounds Pounds Founds
Averags production of butteriat per squere mifo__.___ .. 4,558 3.353 2, 256 8,891

Proportion of local production handled.—Variations in size of trade
areas for associations in the same section, having the same volume,
still remain to be explained. Such variations are closely associated
with the proportion of the production in & ereamery’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 methads used by the creamery to assure itself an adequate
volume of business. It has also been suggested that, as a general
rule, the price peid for butterfat was the dominant factor in patronage.
Since a large number of factors influence the price which a cTeamery
can pay for butterfat, the prices paid by different creameries vary
widely. As & consequence it is to be expected that the proportion
which a given creamery receives of the total production in its area
would also vary widely. The distribution of 108 ereameries 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 fact revealed by these figures ia that
for the State as & whole, almost two-thirds of the creameries receive
Jess than half the butterfat produced for sale in their reapective trade
areas. Only about one out of five creameries receives over 70 percent
of the production in its trade area. It is significant that about one-
third of these creameries receive 30 percent or less of the production
in their trade areas; the average for 108 creameries is 47 percent.*

TasLe 28.—Distrisution oF 108 CooreraTivE CREAMERIES ON Bass oF
ProprorTION OF PropbucTion 1IN Tueir Trape Areas Receved BY
Tuem, BY STATE Divisions

Number of creamssrien by State divisions
Parcenisge of production receivad by creamery
Northeast- liﬁ?};‘f Bouthern AN divie
on lows ara lows lowa piona
............ meccases 2 2
1 2 ] ]
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& 4 ] 13
9 ¢ 3 23
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............ 2 i 3
[ 8 2 10
37 432 »n .
Percent FPareemd Prroent Percend

Average percentage receivad. ... ... ... .. ..., 52 51 ] L 1)

Considerable variation in the proportion of production received by
the creameries was noted among the several divisions of the State.
(Sese fig. 1, p. 3.) The average for northeastern Iows was 52 per-
cent; that for northwestern and central Iowa, 51 percent; and the
average for southern aud southwestern Iowan, 36 percent. Wide
differences also were found among creameries within each of “the
State divisions.

A creamery may obtain a given volume of business either by getting
a large proportion of the production in s relatively smell trade area,
or by getting a small proportion of the production in a reiatively
large trade area. Although, in actual practice, some creameries use
different combinations of the two methods, many follow one or the
other policy almost exclusively.

In general, charging a flat bauling rate over the whole area places
no disadvantage on distance from the creamery and encourages
extension of trade areas. If differential hauling rates sre used, it
would be expected that producers nearest a given plant would have

* The prodoetion
figzres. mmmyb:ﬁn:mt that :mxf:“mm;?égm ?&:::
the coanty; benos, the perceniages for individoal craumeries are subject 1o some oryor. The (rads ares

figures, bowever, wre compited rom trade aren maps dfawn (n euch caee by s representstive of the



Towa Farmers’ Creameries 73

PERCENT OF PRODUCTION
BEl%EéVED By CREAMERY

- .- -
- -
rr
a0 f-—"*
i 1 3
« ! .
e * * .
40 2
S " .
... » " - -
8 v . A . . .
40 — - -
. -
] * H o I«
* ;. ., [
. b & » »
1, = [T [3 .
20 ol
» > . .
. 2T
@ o2 s00 060 1505 3060 2280

SGWE MILBS oF ASSDCIATEON TERRITOR?

Ficure 10.—RecaTionsuir BETWEEN SizE oF TRADE AREA AND ProPOR-
TICN OF BUTTERFAT PropucTtion HANDLED BY 108 CoOPERATIVE CREAM-
ERIES IN Jowa.

Of the 31 creamerics that receive more than 60 percent of the butterfat production in
. their trade arcas, gll bug 3 serve areas of less than 250 sguare miles.

the adventage and would tend to concentrate their product et that
plant. The increase in hauling rates as distence increases would
act as a deterrent to extension of the trade area. However, distance
differentials usually are not adopted with the avowed purpose of con-
centrating the volume of business in the smallest possible area, but bs-
cause conditions of production, transportation, and competition make
for such large trade areas that flat 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 volumse
within the smallest practical ares. This purpose will be served best
when all of the butterfat in a given area is delivered to one plant so
focated 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. If a
given aren of considerable size were being organized for marketing
now for the first time, no doubi 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 &
veriety of conditions. These conditions themselves are constantly
changing. Hence, the present overlapping of territories served, to a
large extent is merely indicative of the practical difficulties encoun-
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tered in any attempt to work out an efficient, economie organization of
the industry.

Although it is apparent that competitive policies, patronage reia-
tionships, and other important matters sre frequently decided with
little or no consideration of the basic factors that aflect the best long-
time interest of producers, it appears that some progress has been
made in this direction. Although community pride, vested interests,
and other factors may tend to retard progress, a mutual understand-
ing among creamery officials 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 mreas and a consequent reduction in excesaive costs of
assembling and processing butterfat.

The need for reorganizing trade sreas 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.

Other Factors Affecting the Patronage Relationship

It is significant that of the 24 creameries serving trade areas of
over 750 square miles, none receives even 50 percent of the butterfat
of the area. 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 small areas receive relatively small proportions
of the production in the areas served.

This is true in southern Iowa, where less overlapping of trade areas
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 ereameries. To these must be added a
large number of assembling stations operated by centralizers which
are not shown on the map.

Another factor in the situation is that in southern Iowa, dirt roads
comprise & high percentage of the total mileage of roads. During
such time as the dirt roads are impassable for trucks, producers on
these roads cannot be served by cooperative creameries that transport
butterfat only by truck. Producers are then compelled to deliver
their own butterfat to the nearest available outlet. Consideration
should be given to the problem of making the service of the cooperative
creameries accessible to all 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 aress is almost as frequently divided
among several competing agencies as is that of sparse producing
areas. The mep showing the frade 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
large volumes per patron. Tlis fact points to & conclusion of vital
importance in connection with the cooperative marketing of butterfat
in Jowa; mamely, that a cooperative creamery has a much greater
prospect of being assured of the patronage of producers if butterfat
iz o 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 sssume 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
crenmeries,

TasLe 29.—ReLaTionsuip Berween Density oF BurTerraT ProDUCTION
AND PERCENTAGE OF ProbucTonN REcEIVED BY CREAMERY

Number of Per?anmﬁﬁ of
umber of] preduction
Butterfat produced for sale {pounds per square mils} ereameries | raceived by
CTORMIArY
aesa thivm 2008, ... ittt et arimraiceearn e r———————ne 7 2R.5
2.000-2, - 28 e
3.900-3, 35 528
40004 9 T ALY
5000-6908 . ___ . i 58.2
4,000 apd over ! 67.0
Total, all amameries. o eiuaa [ 88 7.9

TapLe 30.—ReLaTIONSHIP BETWEEN VOLUME oF BUTTERFAT RECEIVED PER
PATRON aND PERCENTAGE OF PRODUCTION IN AxEA RECEIVED BY
CRrEAMERY
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Those producers, even in ereas of sparse production, to whom itis g
matter of considerable importance to maximize their returns from
their dairy enterprise, are themselves likely te assume the responsi-
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bility of establishing a creamery and will tend to concentrate their
patronsge at the plant which best serves their interest. It may be
necessary in some such cases to scrve & largs area in order to bring
together a sufficient number of interested producers to finance the
organization. Such additional patronage as may then be obtuined
from others wiil accrue to the advantage of these large producers
through reductions in manufacturing costs, but the indifference of
large numbers of small producers may still cause the organization
to receive & relatively small proportion of the total production of the
area.

Although some of the factors that effect the proportion of produe-
tion received by a creamery are beyond the. control of individual
associations, othera are definitely within their control. Edueation of
the producers regarding the extent to which it is to their best interest
to concentrate the processing and marketing of their products into the
most economical units is probably the most important means of con-
trolling this situation at the disposal of the association. Even in
areas of sparse production, some associations have been able to con-
centrate high percentages of the area's production through constant
efforts to keep 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 producers’
interests; and this is Likely to be the case only if constant efforts are
made to discover wherein further economies may be effected. In a
period of rapid changes, the struggle for survival is likely to be intensi-
fied. The organizations most likely to survive such a struggle are
those that ean most accurately appraise the significance of fundumen-
tal factors affecting the situation, anticipate current trends, and adjust
themselves to them most quickly, ‘

PARTICIPATION OF PATRONS
IN BENEFITS AND COSTS

N THE discussion thus far it has been sssumed that the creameries
were operated for the sole benefit of patrons, and that as a conse-
quence, patrons were required to assume essential membership obli-
gations. To this end it has been necessary to associate control and
financing of the organization closely with patronage. The following
are some of the major considerations implied in the statement that

the patron is to receive the henefits and assume responsibility for the
costs and risks of operstion.

EXTENT OF PATRON PARTICIPATION

The extent to which patrons of the creamery aété?al]y are the role
be}ieﬁms o.f the operations is the fist 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 exceptions,
Lave 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 to overcoms many of the defects in the cooperstive
set-up. Lack of active participation by patrons has in some cases
csused managers, stockholders, cream hsulers, 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 a3 the creameries have achieved,

Equity oF PaTtron PARTICIPATION

Whether or not the association’s patrons have participated in these
benefits on an equitabls basis is the second major consideration. Assa
corollary of equitable participstion 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 meéthed of operation.

Interest in the problem of equitable participation in benefits and
costs is most likely to arise &t three periods during the life of 2 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 caleulated.

Since such payments are frequently in the nature of approximations,
adjustments in which are postponed until the end of the year, the
second period is the fiscal year. 'Whether or not patrons will partici-
pateinadditional benefits at the end of the year depends on the methods
used in allocating benefits and costs that accrue 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 upen which patrons shall contribute to and share in
such assets is the important consideration from this point of view.

Although these diffierent periods or points of time are interrelated
in many respects, each has aspects that are peculiar to itself. Weshall
first discuss the eonsiderations involved in equitable participation of
petrons in current settlements,

Current Setilements

The usual method of determining the allocation of benefits in the
current period is that of pooling, or on & ‘“‘net proceeds” basis. Briefly,
127537 R7——a



78 Farm Credit Administration’

this method consists of receiving the butterfat from patrons, manu-
facturing it into butter, selling the butter and receiving the proceeds
from sales; deducting therefrom the expenses attributable to the
product handled during the period, and distributing the net proceeds
pro rata to those who contributed butterfat during the period.

The essential features of this plan are: (1) Patrona participate in
net proceeds on the basis of patronage contributed; (2) expenres per
unit of product are spread on & patronage basis; and (3) the deferment
of payments inherent in the pooling process results in shifting certain
risks of operation to patrons, also on & patronage basis. In brief
patronage becomes the basis of participation.

Pooling of revenues.—In connection with the pooling of income from
sales, two important types of considerations are involved; namely,
those growing out of differences in time of delivery, and those growing
cut of differences in quality of product delivered.

1t is characteristic of the creamery industry that the raw material
(butterfat) is produced daily, comesa to mearket and is sold currently
throughout the year. While seasonal variations in production oceur,
annual or seasonal pools would serve no purpose, because producers
have little choice as to time of sale. Pooling of returns gs practiced
by creameries is not a method designed to spread risks arising out of
the producer’s choice of time of sale, but a method by which patrons
may contribute capital and assume the risks of price and cost fluctusa-
tions, Incidentally, some saving in clerical labor is possible where
periodic rather than daily payments are made for butterfat.

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

Period: m»:.’
L Wer K e e e e B
P L . N i
YMemonth e 88
lmonth. e i1
Total o e e 108

Although no accurate information on the point is available, it is
generally conceded that the length of the pool period has been grow-
ing shorter in recent years, especially during the depression. This is
probably induced by the farmers’ shortage of ready cash, rather than
by f:{:insidemtions involving the equity of the length of the pooling
period. ’

The second consideration on the revenue side of the pooling opere-
tion arises because of differences in quality of product delivered.
For example, if two patrons who deliver butterfat of different quality
are {o participate equitably on the basis of the quality of their re-
spective deliveries, the prices they receive should reflect 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 asseciations, however,
operates such pools, the ressons being: (1) Volume of low-quality
butterfat is not sufficiently large to wearrant churning it ssparately;
{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 g substitute for quality pools, 83 associastions psaid 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 differentials, In many cases
the amount of the differential was fixed without regard to differences
in value of finished producis. If market prices fail to reflect differ-
ences in quality, a 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 c¢ream received on & higher level than
would otherwise Lave prevailed. To the extent that standardization
in quality results, the inequity of paying fixed differentials is largely
sliminated. Extreme measures designed to standardize the quality
of butteriat on & high level have been taken by six associations, which
refuse to receive any but sweet cream. Seventy-six associations
refuse to accept the cream of lowest grade.

Pooling expenses.—The second essential feature of the net-proceeds
method of settlement is that the costs of operation are also pooled
and are borne by the pairons on & paironsge basis. As s 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 ell items would result in equitable settlements. Some
cost items, such as salt, packeges and liners, transportation, and
others, vary in amount directly as the volume of product varies;
that is, the unit cost of such items tends to remain constant regard-
less of volume. However, a large number of other costs, such as
mansgement, most labor, accounting, audits, taxes, insurance, repairs,
and depreciation, are related to time; they accrue currently but are

# During the summer of 1035 & law providing for compulsery grading of cream was passed In fowa (ch.
160 G-1, lows cods of 1635). Minimum dlRsrentisls to be paid Were specifiod in the law, The survey

upon which the preceding discussion is bassd was mads prior to ihe passage of that law. Uadoubtedly the
quality program has besn materislly modified sinee the survey was mads,
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paid at reguler or irregular intervals of time. Their amount is only
indirectly, if at sll, related to volume of business. Henco the unit
costs of such items vary inversely as the volume variea.

A strictly equitnble method of allocating costs would spread each
item of cost in such & manner that each unit of product that received
benefit from the cost incurred, would be charged with its proportionate
share of such cost, Hence, the unit of product suggests itaclf as an
equitable basis of allocating costs. Items, such aa supplies used,
transportation, and other direct costs that are incurred in & given
period, may be charged directly to the product handled during that
period. However, costs that are not incurred proportionately to
volume, should be reduced as nearly s possible to & 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 bandled
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 per pound of butterfat in the previous year was 3 cents, that
fizure was used as a current deduction per unit of product for each
settlement period.

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

The majority of associations choose s middle course between the
two extremes by placing supplies and other current expenses on a
unit-of-product basis and most other costs on & time basis. Under
this system, costs that tend to be proportional to volume are spread
equitably if the quantity used rather than the quantity purchased
during the period is used as the basis for ealculating the amount to
be charged to the period.” Usually thoss costs that are not propor-
tional to volume are allocated on & time basis, so that in periods
when the volume of product is high the per-unit charge is too low,
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 currently
set aside according to the volume of business handled during the
period. This is not 8 common practice, the usual method being to
deduct the same fixed amount for such reserves in each period.

A number of sssociations go so far as to make no deduction for
some of the accruing cost items, particularly depreciation. Only 84
of the 112 sssociations currently set aside reserves for depreciation;
the others are either liquidating their assets through overpayments
for butterfat or are forced to charge repairs and replacements sgainst
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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 which the expenditures are made.

Much {he same procedure is usually followed with reference to
items of cost which it is usually impossible to anticipate. Practically
every creamery ineurs some such costs from time to time; and unless
special provision is made for mesting them, they must be absorbsd
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 “contingent reserve’, or to include
a reasonable amount for such purposes in calculating the average
snnual rate per unit of product. This procedure is particularly
desirable in cases in which the average annual rate is used, because
of the desirability of anticipating unforeseen costs as well as possibie
increases 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 is usually required to finance the
assets of the organization and thus provides inadequate protection
against such contingencies.

Briefly, then, it appears highly desirable that in arriving at the
“net proceads’’ for the period, the interpretation of costs should be one
in which each unit of product is charged with its proportionats share
of costs over at least a year’s time. Sines disbursements for supplies,
unforesesn items, taxes, insurance, and other indirect charges are
highly variable in the different settlement periods, equitable treatment
of all patrons requires tbat per-unit charges to cover such items be
“smoothed.” This procedurs will result in the accumulation of funds
in periods when actual disbursements are lower than caleulated costs,
and vice versa. Such accumulations or deficits should not be regarded
88 underpayments or overpayments to patrons, but as balances to be
carried forward in anticipation of fluctuations which are expected to

.occur in subsequent periods.

Sinee the deliveries of patrons vary from one pericd to another, the
payment of all proceeds in excess of the period’s actusl disbursements
results directly in inequitable distribution of costs among patrons.
Furthermore, prices based on fluctuating disbursements rather than
on actual average costs do not refleet currently the efficiency of the
creamery concerned, and therefore introduce & highly variable factor
into an slready chaotic competitive situation.

Deviations from the nel-proceeds basis.—Since variations in the inter-
pretation of costs among associations are not revealed by their balance
sheets, it is impossible to detsrmine 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 least three-fourths of the associa~
tions surveyed intend that over a year’s time the amounta reserved for
expenses shall equal the cash expenses plus accruing costa, such as
depreciation. Such discrepancies as may result from miscalculations
are corrected in subsequent periods. Associations that do not full
into this class are those that consistently underpay or overpay in cur-
rent periods, thue deferring until the end of the year or indefinitely
the time when the problem of equitable participation will arise,

Associations that underpay.—Associations that deviate from the
net-proceeds basis of settlement by underpaying in current periods
accumulate funds as 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 as advances only, & final settlement being made in the form of
& patronage dividend st the end of the year. However, the basis of
distributing such dividends varies. In one case members 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 & 2-cent premium was paid currently
onr such butterfat. If this premium is equitable, then the additional
payment in the form of & patronsge dividend only on first-quality
butteriat may result in penslizing unreasonably the produgers of low-
grade butterfat. Such inequity would exist, not betwean members
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 members, the pur-
pose being to create an inducement for patrona to become members.
As a further inducement, the par value of stock is low in all four cases,
and in one case patronage dividends may be applied on the purchase
price of stock. In these associations nearly all stockholders ere
patrons, and ali patrons are urged to become members.

Another group of five associations pays patronage dividends from
profits on side-line enterprises. One conducts a poultry enterprise and
distributes the earnings on a patronage basia to the poultry patrons,
whether or not they are members of the association. Another has 8
gas and oil business and distributes earnings from this source on &
patronage basis to all gas and oil patrons, The other three designate
the buttermilk business as 8 “member enterprise.” The proceeds of
buttermilk, scld as such or fed to hogs, are paid only to members on the
basis of their butterfat patronage. It is significant that these three
associations pay no dividends on their stock. The patronsge divi-
dends may be regarded as a return on eapital, but this is illogical inas-
rauch as it is made on & patronage basis rather than on the amount
of capital contributed. At the same time, stock outstanding is not an
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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 a policy designed to increass 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, finanee expansion of their
business and facilities through earnings which result from current
underpayments. Discussion of the equity of such procedure will be
deferred to & later section.

Associations that overpey.—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 fo
meet competition. If proper deductions were made by all creameries
for depreciation and items other than cash expendityres, probably a
larger number of them would fall into this class.

The question of inequiteble participation in such cases grises ss
between current patrons and the suppliers of capital, If the overpay-
ments are made instead of debts being paid, the current patrons
benefit at the expense of creditors, who may or may not be producers.
Ii the overpayments are made instead of properly maintaining capital
ascets, the current patrons benefit at the expense of the earlier eapital
contributors. To the extent that the situation results from competi-
tion, the associetion is likely to adopt any and all means at its disposal
in its struggle for survival, and adherence to cooperative prineiples is
largely neglected.

Risk sharing under deferred payment.—While the great majority of
Iowa creameries operate on the net-proceeds basis, or some modifica-
tion of it, fwo associations operate on & strictly cash basis, and several
others do a cash business to some exient. Paying cash for cream
currently on the basis of current market prices involves a shift of
certain commereial risks from the patron to the association. Where
this occurs, capital, by whomever supplied, must assume such risks.
1f 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 rececived, patrons assume risks of two
types; first, the risk of short-fime price Auctuaiions, and second, the
risk of nonpayment, and possible damage to or deterioration of the
product.

The extent to which payments are deferred after the close of the
pool 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 waited from 11 to 20 days, and 8 waited from 3
weeks to a month.i! It is apparent that the extent to which the
ordinary business risks are borne by the patrons varies widely, but
that in practically all cases the patrons assume at least the risks
incident to current price and cost fuctuations.

Participation of nonmembers in current seltlernents —The discussion
of participation thus far hea assumed that all patrons were given equal
consideration—the nonmember problem has been ignored. Some
associations discriminate between member and nonimember patrons
even in current settlements.

In genernl, the nonstock associations do not have a nonmember
problem. Three nonstock associations, however, purchased some
cream for cash and considered ss members only patrons who pooled
their cream. In all three cases the associations resorted to cash pay-
ments in an effort to maintain volume in the face of severe competi-
tion. In two of these cases the cash price was lower than the pool
price, the cash price being the prevailing market price. In the other
casa 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
associations are forced to teke cognizance of the noumember problem,
However, of the 51 stock associations, only 8 paid & lower price to
nonmembers than to members. In one case, nonmembers were
assessed 3 percent of the value of butterfut for the sinking fund, as
compared with 2 percent for members. The other five associations
levied a8 “manufacturing” or “service charge” 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 be
considered on its own merits. In general, the charge is not made
with the intention of explmtmg nonmembers, although this may
result in some cases.

In three cases, the nonmember charge is used as part of the program
for making members of nonmember patrons, an aspect of 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 association 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 so meri-
torious. Though the nonmember charge is not excessive, patrons
usuelly cannot aveid it by becoming members, because membership
can be obtained only by transfers of stock. In one case, additiona}

B For deis showing variations ia total pumber of days slapsing betwewn beginning of pool period s
date of payment, soe table 18,
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stock was not issued because no more capital was neaded. Another
creamery contemplates reorganization within a short time on a 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 ease, the nonmember charge
is associated with high dividends on stock and the accumulation of a
large gurplus,
FParticipation in Accwmulated 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
po intention of exploiting nonmembers. If represents, rather, s 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 subsequertly acerue to membersonly, Members have besn
sble actually to realize on such surplus sccumulations in only a few
cases. They cannot draw them out without dissolving the organize~
tion and selling the assets, in which case much less than book value
would be realized for them. To the extent that stockholders are also
patrons, they usually chooss to renew the charter and continue 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 ususlly Lmited to the amount required o make'up the
deficiency in contributed membership capital. Creamery associations
usually do not have Iarge 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 {which
is highly commendable) or of their inability to do so because of com-
petitive conditions, which, while not so laudable, 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 contribute more eapital. In any caw
if nonmembers were assigned a definite property interest in such con
tributions, little basis for charges of inequity would exist. Since sucl
accumulations may become a bone of contention over which an sss
ciation may be wrecked, anything short of an equitable basis of par
ticipation in such accumulations has practical significance beyond tha
warranted by the amount involved.

Additions to assets, after eurrent and annual distributions of income
have been made, become part of the permanent assets of the organi-
zation, which, as has been shown, tend to increase with the age of the
organization. 'The need for equitable participation of members in tin
ownership of such assets and in their distribution in case of reorgani-
zation or dissolution cannot safely be ignored.  Procedures and meth-
ods by which individual member’s capital interests may be made
specific and the amount thereof adjusted to the use made of the or
ganization by individual members, have been discussed in the section
on financing, to which the reader is referred.

Indirect Benefits of Cooperative Creameries

The discussion thus far has been concerned with participation in
the direct benefits to patrons which grow out of the association's major
function—the processing of butterfat. A cooperative creamery may
yield benefits quite independent of its processing funetions.

One of the major activities of Iowa cooperative ereameries has been
& campaign for the improvement of quality. All but seven of the
associations surveyed had done some work on this problem. Some
of the efforts consisted only of disseminating literature regurding
quality; but more significant efforts involved handling sanitary sup-
plies at cost, running sediment tests, scoring cresm in cooperation
with the Extension Service of Iows State College, haulers and managers
doing field work; and finally, adopting the really effective method of
paying for cream on the basis of grade. The quality-improvement
program should receive considerable stimulus as a result of the
passage of & compulsory cream-grading law which took effect July 5,
1935 (ch. 150 G-1, Iowa code of 1935). Cooperative leaders had much
to do with the framing of this law.

Other activities of cooperative creameries include the sponsoring of
community “dairy days”, fairs, 4-H clubs, and dairy-demonstration
work. Proper feeding and other production problems have received
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 prevalence
of an intense competitive situation. Such services cost money, and
as long as cooperatives are under pressure to pay out everything
evailable in the form of butterfat prices, extensive expenditures are
not likely to be made in rendering service of the more general types.
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In an earlier section mention was made of the effect a cooperative
may have upon the compefitive situation and upon the price prevail-
ing in a Jocal market. The change in the situation brought about in
southern Iowa in recent years by cooperative creameries affords a prac-
tical illustration. Northeastern Iowa has long been a dmry section,
and cooperative creameries have dominated the price situation.
Southern Iowa, on the other hand, is a region of sparse milk produe-
tion, which until recently was known as “centralizer territory.” Few
cooperative ereameries operated in this area prior to 1928, but from
1928 to 1935 an expansion took place which made cooperstive eream-
eries accessible to most of the area. The changes in prices that have
oceurred 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 northeastern corner of
that ares, leaving a large part of the ares without access to coopera-
tives. During 1928, 5 cooperatives were started, bringing the total
number in operation to 13. This is the first year for which dsta are
svailable 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 was 20.4 percent of the southern Jowa price. During 1929, 1930,
and 1931, the number 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 by differences
in quality and seasonal production.

TasbLe 31.—ErrecT oF CoOPERATIVE CREAMERIES ON BUTTERFAT PricEs v
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The number of cooperatives has remained almost constant since
1931, as has the percentage spread in prices. The increase in the
volume of butterfat handled by the creameries is even more important
than the increase in their numbers. Volume almest doubled even
after the number of creameries had ceased to incresse. Even in 1934,
the southern Iowa cooperatives received, on the average, but 33 per-
cent of the butterfat sold in their respective trade mreas, yet their
influence has been instrumental in raising the price structure for the
whole area.

The foregoing experience illustrates what often happens when a
cooperative becomes established in & community or srea. Since the
efforts of competitors {o retain volume are bevond the control of the
cooperatives, perhaps there is nothing a cooperative can do to limit
to its own membership the benefit it bringa about. On the other
hand, if nonmembers and even nonpatronizing producers may pnar-
ticipate in the benefits of the cooperative without sssuming any obli-
gation whatever to maintsin the organization, they have no incentive
to become members.

Limiting the services of the cooperative to members, permitting
only members to participate in patronage dividends and the imposition
of service or manufacturing charges upon nenmembers, all aim to
restrict the benefits of the cooperative to those who are willing to
assutiie membership obligations and responsibilities. Such devices,
if they are reasonable and are applied with judgment, meay provide
practical means to the desired end. They cannot, however, take the
place of continuous efforts to enlighten producers as to how they may
promote their interests through cooperation and as to the things that
are essential for success in cooperation,

SUMMARY

AN adequate legal basis for the formation of cooperative businesa
organizations in Jowa will be found in the monstock cooperative
law of 1921, and the new cooperantive law of 1935. Many creamerios
operating under other laws would find it to their advantage to bring
their corporate structure up to date. More important, however, is
the problem of establishing their relationships with members as to
financing, control, patronage, and member-participation on a bsasis
that is consistent with sound cooperative principles. Organization
under the cooperative laws mentioned above has distinct advantages
in this respect.
Participation of patrons in control. —Nonstock organizations have, to
& high degree, vested control in the hands of patrons, On the whole,
also, a larger proportion of the patrons of nonstock organizations than
of stock organizations actively participate in control. Although some
stock organizations that have made a definite effort to bring about
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patron participation in control have suceeeded 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 diffieult to
maoke membership coincide with patronage,

The quality of patron parficipation in control varies widely, and in
most cases inadequate efforis ars made to keep the patrons and mem-
bers sufficiently informed regarding their self-interest and the affairs
of the organization to enable them to participate intelligently,

Not only the general management, but fo a large extent the respon-

sibility of formulating general policies and objsctives, is delegated to
the board of directors, who in turn frequently delegate much of the
suthority 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-
ume of business of many cresmeries is too smell to support efficient
management, in which cases the accounting records and the reports
based wpon them are likely to be inadequate to promote managerial
efficiency or to safegusrd the interests of patrons end contributors of
cepital,

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

Members’ obligation to finance.~—~With the exception of some of the
early organizations, finaneing 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 tha total
capital requirements of the creameries surveyed. The equity of the
financial burdens borne by patrons varies for & number of reasons, of
which the type of orzanization 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 finencing the original assets is most likely to bs

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-
nsl contributions of capital in stock and mutual organizations tend
. to become ‘‘frozen," and the fact that subsegquent accumulations of
capital are usuelly large and are usually financed out of surplus which
has not been allocated to patrons, esuses the financial burden to be-
come still more inequitably distributed. On the other hand, in re-
volving-fund ereameries, the original contribution, however inequi-
table, is repaid. All subsequent accumulations of capital are on an
equitable basis, being associated directly with patronage.
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Obligation of patrons {o paironize.—With the exception of certain
features of collateral notes used by some of the early creameries in
connection with their original financing, Iowa creameries have not
required their members to pledge their patronage. These notes
tended to obligate the signers to patronize the creamery at least
until the debts were paid. The actual difficulties experienced by
creameries in getting established and in meintaining volums, as a
result of failure to require such pledges, have not been ascertained.
However, the experience of the creameries surveyed indicates that
to the extent to which they are assured of the patronage of their
members, that assurance depends upon the following factors:

1. The ability of the creamery to meet competition.

2. Personel pride in the organization on the part of patrons 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 has inherent advantages.

4. A desire on the part of large capital contributors to protect their
investment.

Of the foregoing, the first is undoubtedly the most important factor.
The most severe competition now faced by cooperative creameries
comes from other cooperative creameries; the basis of such competi-
tion is relative efficiency expressed in terms of prices paid to producers.
Thia tends still further to intensify competition, because where opera-
tions are on 8 net-proceeds baais, all incoms over costs emerges directly
in prices paid.

Since so much emphasis is placed on price, all cooperatives are under
pressure to make their prices appear high. Those operating at &
competitive disadvantage often resort to practices that obscure their
relative efficiency. Such practices tend to perpetuate certain com-
petitive wastes and excessive procurement costs which cooperative
creameries were presumed to eliminsate.

Participation in benefits and costs.—Participation of patrons in the
benefits that cooperative creameries have thus far been able to realize
is, with few exceptions, on an equitable basis. This has resuited
largely from the fact that the prevailing method of distributing pro-
ceeds is based on net returns which places participation in both benefits
and costs on a patronage basis. Methods of pooling income from sales
are, on the whole, equitable. Methods of allocating expenses, how-
ever, frequently are inequitable, mainly because expenses that are not
proportionzal {o volume are commonly allocated on the basis of time
rather than units of product delivered,

The cooperative creameries have to a remarkable extent sdhered
to the principle of operating for the benefit of patrons. Such devia-
tions from this principle as bave occurred have resulted largely
because of the retention of incoms, in the form of unallocated deduc-
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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 that members have failed to
assume the obligation to financs, and another resson is that the man-
agement desires to avoid fixed charges on as large a part of its total
capital as possible. Cooperatives, of courss, 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

IT may be concluded that the cooperative creameries have in a
large measure achieved the major purposes that prompted dairy-
men to organize them, Most conspicuous among these are:

1. The elimination of many of the abuses and unethieal business
practices that prevailed in the local markets. :

. 2% Reduction of margins, largely through reductions in costs of
operiation resulting from the concentration of larger volumes of
business,

3. Quality improvement both with reference ito butterfat and
butter, as a resuit of which farmers bave 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
imporiant problems arising largely ss a result of shifts in dairy pro-
duction, improvements in fransportation, and other important
sconomic changes. Among the more important problems confronting
Iowa dairymen may be mentioned:

(1} Econmomic organizaiion of the dairy indusiry.—Probably the most
important problem confronting the Iowa dairymen today is the
establishment of competition among the cooperative creameries upon
& rational economic basis. Such & basis involves recognition of the
basie principle that the best interest of producers demands that the
industry be so organized into processing units and trade areas that
the combined cost of manufacturing, procurement, and assembling
will be reduced to the minimum.

(2) Assembling cost.—An important espect of the foregoing prob-
lem is the economical organization of transportation with a view
to reducing the cost of assembling butterfat. This involves not
only & concentration of a volume sufficient to minimize manufacturing
costs in the smallest practicable area, but it involves such control of
trucking operations, sither through creamery ownership of trucks or
otherwise, as will reduce hauling costs to a minimum. A natural
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In addition to this circular, the Iollowing publications on farmers’ coop-
erative organizations are published by the Farm Credit Administration:

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

Accounting Principles for Cooperative Cotton Gin Associations,
Bulletin No. 2, O. T Weaper

Cooperative Marketing of Agricultural Products
Bulletin No. 3, W, W, Frrow

Cooperation in Agriculture, a Selected and Annotated Bibliog-
raphy, Bulletin No. 4, Chastina Gardner

Organization and Operztion of the Illinois Livestock Marketing
Association, Bulletin No, 5, H. H, Hullert

Statistics of Farmers’ Cooperative Business Organizations, 1920-1935
Bulletin Ne. 6, B. H. Elnworth

Cooperative Marketing of Range Livestock
Bulletin No. 7, L. B. Manmn

Mutual Irrigation Companies in Californis and Utah
Bulletin No. 8, Wells 4. Hutching

Membership Relations of Cooperative Associations
Bulletin No. 9, 7. W. Fones

Marketing Policies of the California Walnut Growers Association,
Bulietin No. 10, Harty C. Hensley and Neil H. Borden

Organization and Operating Problems of Nelraska Cooperative
Creameries, Bulletin No. 11, 7. G. Stifis and Gordon C. Laughlin

Analysis of the Businesa Operations of Cooperative Cotton Ging
in QOklahoms, 1933-34 Season:, Bulletin No. 12, Oiis 7. Weaver and
Omer W, Herrmann

Transportation of Milk in the Philadelphia Milkshed,
Bulletin No. 13, Fohn 7. Scanfan

Loans to Farmers' Cooperatives, Circular No. 6

Early Developments in Cooperative Cotton Marketing
Circular No. C-101, 0. W. Herrmann and Chastina Gardrer

Organization and Operation of Cooperative Irrigation Companies
Circular No. ©-102, Wells 4. Hutchins

Western Cattle and Sheep Areas, Circular No, C-103, £. B. Mann
Thece may be oblained while a supply is available from the

Director of Information
Parm Credit Administration
Washington, D. C.




