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Coapemtia!e
Fluid-Milk Associations

In Iowa

By Paur E. Qumntus
Research Assistant Professor in Agricullural Econemics, Fowa Stale College of Agricuiture, and

- T. G. 37T
Principal Agricultural Econvinisi, Farm Credit Adminisiretion

OOPERATIVE associations of fluid-milk producers have been

active in the United States since pre-war days and since 1925
have increased greatly in economic importance through their leader-
ship in attempts to solve the complex problems associnted with the
marketing of milk to urban consumers. Milk marketing has long been
a subject of special interest, since it involves many problems not
characteristic of the marketing of other farm products. The recent
economic depression with the seriously demoralized markets in 1932
and 1933 brought numercus State and Federal agencies into the field
to assist in stabilizing marketing conditions. In Jows, asin other dairy
States, caoperatives were severely tested during this period, and some
found it necessary to make significant readjustments in their plans of
operation.

Most of the marketing problems peculiar to fluid milk arise from the
characteristics of the commodity ifself. Fluid milk is an important
food, yet it is highly perishable and presents an idesl medium for the
growth of harmful bacteria. For these reasons and because of iis great
bulk relative to its value, the fluid-milk supply of each metropolitan
center is ordinarily obtained from the immediately surrcunding
territory. Quality is so important that no large municipalities entrust
sanitation entirely to private initiative. Many different sanitary
codes have been enacted. These have been a factor in further isolating

It is desired i scknowledge the assistance of Gordon C. Laughlin, associate agricultural economist, Farm
Cradit Administeation, snd Joseph H. Shaw, of the Iows Stale Colloge, who sseisted In the colleotion of
racards fer this stady.

For purposes of idontification with the Iowa Agricultural Experiment Station records, this cirewdar may

be raferred to 53 project no. 456 of lowa Agricultural Experizrent Station, in cocperation with the Farm
Credit Admigistrailon.
i



2 FARM CREDIT ADMINISTRATION

each city as a market center, in contrast with the national market for
most other important agricultural commodities.

Because it cannot be stored, the supply of fresh milk must be con-
tinuous and ample to meet the varying requirements of urban con-
sumers, The supply of milk is characterized, however, by wide varia-
tions in seasona! production. Producers who deliver sufficient milk
to meet the needs of & market in the months of flush produetion seldom
can provide an adequate quantity in the period of low production,
For this reason the producers included in the milkshed must be able
to supply the market during the season of low production. This means
that there will be surplus milk at times by reason of seasonal variations
in production. Variation in sales to consumers from day to day is
another factor contributing to surplus. Since milk used for fluid-milk
and fluid-cream consumption normally has a greater value than that
which is manufactured, there is frequently pressure from more and
more producers to participate in the milk market, and this further
increases the surplus. Such pressure becomes more acute when the
price for fluid milk is relatively high in comparison with manufactured
dairy products. The adjustment of the prices that will be paid for
milk in accordance with its several uses is one of the most delicate
problems influencing the quantity of surplus in any milk market.

The quantity of surplus relative to sales of fluid milk and erenm haa
& direct bearing upon the operations and business policies of the ecop-
erative association, as it influences the barguining power of the
producers through their cooperative. The satisfactory disposition of
surplus always has been and continues to be a major problem of mitk
producers’ cooperative associations,

The marketing of fluid milk difters from that of most other farm
products in that there is no common place where buyers and sellers
ordinarily meet and establish prices from day to day. Milk pasteuri-
zation and distribution lend themselves to large-scale operations, so
that in any market a few buyers usually handle the supplies of numer-
ous preducers. Under such a system the bargaining power of the
producer (seller) is relatively weak. Thus, producers’ associations
were organized primarily for collective bargmining with regard to
milk prices. Through these groups numerous price pluns have been
evolved, notable among which is the selling of milk by organized
preducers for different prices according to the purpose for which the
milk is to be used. This has come to be known as the “use” or “classi-
fication’’ plan of selling milk as compared with the old “flat price”
gystem.! Most associations, in addition to negotiating the terms of
sale to distributors, perform numerous other functions, such as bandling
the producers’ pay roll, controlling procurement, and improving
quality. Some bave expanded their activities to include the operation

i Metzgor. H. COOPERATIVE MAREETING OF PLUID MILE, U, B. Dept. Ag. Fech. Buil. 179, 8! pp. 1530,
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of a manufacturing plant or plants, to provide an outlet for surplus
milk, and to facilitate more systematic and orderly marketing of the
milk produced within the milkshed.

PURPOSE OF THE STUDY

M;&N Y of the problems of milk marketing in Iowa are similar to
those found in other areas. Likewise, Iowa cooperatives engaged
in the marketing of fluid milk have many of the features characteristic
of cooperatives in other States. Those interested in dairy marketing,
however, find it necessary to study the cooperatives in a particular
gres in order to understand how they have adjusted their operations
to production, demand, and ¢hanges in economic conditions.

This circular is based on a study made by the Cooperative Division
of the Farm Credit Administration in cooperation with the Agricultural
Economies Section of the Iows Agricultural Experiment Station. An
effort was made to analyze some of the problems of milk marketing
peculiar to the State of Iowa, to discover the types of organizations
funetioning in the principal markets, and to study historically the
efforts that have led to the present status of cooperation among milk
producers. Specifically, the study covers: (1) A description of supply
and market conditions within the State; (2) erganization histories
that contributed to the present cooperative organizations; {3} descrip-
tion of the more fundamental cooperative features of these associa-
tions; {4) their methods of financing; (5) functions performed; (6)
producer and dealer relations; (7) price plans; and other related and
pertinent faets.

While much of the information contained herein is based on surveys
of the cooperatives made in the summers of 1935 and 1936, considerable
additional material was obtained from interviews with cooperative
and other leaders in dairying. Broadly, the purpose of the study is
1o present a general picture of the cocperative movement as related
to the production and marketing of fluid milk in Iowa. Other workers
may find it profitable to undertake s more detailed analysis of par-
tieular associations and of speeigl problems,

SPECIAL PROBLEMS OF MILK MARKETING IN
IOWA

HREE unique features of conditions in Jowa have influenced ths

type of cooperative found there and its general operating and
price policies. These characteristics are: (1) The relatively small
size of the markets; (2} the relatively heavy production of butterfat
in the State; and (3} the isolated character of the milksheds, which
has prevented overlapping of fluid-milk supply areas,
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ReLATIVELY SmaLL Poruration CENTERS

In 1930 Jowa had s total population of 2,470,939, of which 879,292
were classified as urban. There were 21 population centers of 10,000
or over, with an aggregate population of 716,460. With few excep-
tions, it is in these 21 cities that cooperntive organizations of fluid-
milk producers have developed. Thirty-five cities had a population
of 5,000 or over, but only 4 exceeded 50,000. A [requency distribu-
tion of cities on the basis of the 1930 population appears in table I.

Taere 1.—lowa Crries Grovren Accorbping To PorrraTion, 1930

Number of eities
Average
Population group 2’:2::'&}'
In group Cumula- citiern
tive
100,000 and over_ e 1 1 142, 559
50000-99,999________ ... ... 3 4 85, 343
2500049999 ______ . _._._.. R 8 10 35, 679
1000024999 __ . .. il 2t 15, 219
5,000-9.999 . miemmaecme—as i4 35 8,727

The larger cities usually have some suburban population which is
given 8 separate census ciassification, but which enters into the
fluid-milk marketing area. For example, the survey includes the
Omahsa area, with a population of 214,006, since one producers’
organization operates there and in Council Bluffs, Jowa. The com-
bined population of this market is nearly 260,000. Also, the “Quad
Cities”, including Moline, East Moline, and Rock Island, Ill.; and
Davenport, Jowa, have been included as one market area, There are
130,000 consumers in these four cities. The Omaha market is larger
than any single population center wholly within the State of Jowa, and
the “Quad Cities” market is nearly as large ?*

RerativiLy Heavy Miik Probucrtion

Milk production in Iowa is relatively large considering its small
urban population. The result is a beavy surplus of milk over fluid-
milk and fluid-ecream requirements. Any reference to fluid-milk
marketing in tbe State is likely to be misleading unless this fact is
berne in mind. Figure 1 shows the density of Iowa milk production
on a county basis. In 1934, six counties produced more than 20,000
gallons per square mile, and nearly half the counties produced more
than 11,000 gallons per square mile. The concentration of dairying

1 Des Moines, ths lurgest cily in Tows, had a popalation of 142,550 ja 1900
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in the northeasterr quarter of the State is apparent. There are no
lerge fluid-milk consuming centers in this district, however, and the
outlet is mainly for butter.

GALLONS OF MILK PRODUCED PER SQUARE MILE IN IOWA COUNTIES, (934

GALLONS OF MHLK
PROGLUCED

-'~.3533: : //u EET X [T Jinder ~ 7000

/ 2 7000 -10599
3 11000 -1699%
B 16000 —1BP9S
I (5000 and over

Fwoure 1.—The concentration of dairying in the northeastern part of the State is
apparent. {Based on the 1935 Census of Agriculture.)

The sale of milk and milk products represents about 14 percent of
the total Jowa farm income. While there are many outstanding dairy
herds in the State, particularly in the northeastern dairy section and
among those supplying milk for fluid consumption in all the towns
and cities, it appears that most Iowa farmers do not specialize in
dairying. Yet it is significant that in 1934 the estimated milk pro-
duction for the State was more than 6 billion pounds; a production
exceeded only in the three Siates of Wisconsin, New York, and
Minnesota.

Because of the heavy milk production in relation to population,
considerably less than 10 percent of all milk produced in Iowa is sold
from the farm for fluid consumption, as milk or eream. While the two
items, milk retailed by producers and milk sold at wholesale, make
up spproximately 10 percent of the total quantity of milk produced
{table 2}, not all of the milk wholesaled is used for bottling purposes.
The quantity diverted to other purposes in commercial channels
cannot be measured exactly, but & small part does go to cheese
factories, creameries, and condenseries, and some is manufactured by
milk distributors into milk products. Thus it is probable that only
6 or 7 percent of all milk produced is actually consumed in fluid form
off the farm.
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Tanre 2.—DispostTion oF Mi1.k Probucen in fowa, 19341
Quantity of Pereentags
Disposition ntff&i'gigg;‘_’d of Btate pro-
duction
cated
Milhiom
pounds Pereent
Used ss whole milk or cresmon farms_____________ 807 8 94
Made into butteronthefarm__ . ______._______. 207 4 RS
Wkhole milk fed toealves___________ . ____._._. 177 2.9
Separated for sale of butterfat_ ___________________ 4,423 72 48
Fluid milk retailed by producer__..._.___.___..__.. 167 273
Fluid milk eold af wholesale_____ ... _ ... _....... 438 717
T TS 8, 100 | 100. 00

' Compiled from reporta of {he Bureau of Agricultural Economics, U. B. Depariment of Agriculiure.

Nearly every city in Iowa is located in a heavy-surplus sres, in the
sense that only the milk of the nearby producers is needed to meet
fluid-milk requirements. Even at Des Moines, the largest city, most
of the fluid-milk supply comes from within a radius of 25 miles.
Sinee milk for fluid purposes can now be shipped several hundred miles
when required, it is apparent that the potential milk supply for Iowa
cities is almost unlimited. This has an important bearing on the his-
tory and present status of milk producers’ organizations operating in
these cities. When the available milk supply is large, the sprend
between the price of milk for fluid consumption and for lower-valued
uses must be narrow. If not, new producers or those outside the
organization will exert pressure to come into the fluid market to obtain
some premium over the price paid for milk sold for manufacturing
purposes. This means lower average prices and a loss of part of the
fluid-milk market for the organized producers. The only eflective
way for the associations to hold the fluid-milk market is to keep prices
in line with the manufactured value of milk plus the additional costs
incurred. Improved rosds and new transportation facilities have
played an important part in expanding available milk supplies.
Health regulations, however, may affect the source of supply and,
therefore, exert an important influence on milk prices,

Lirrie OVvERLAPPING OF MILKSHEDS

It is significant that none of the fluid-milk territories of the major
Towa cities overlap or even come within close proximity of each other,
except those of lowa City and Cedar Rapids, where there is some
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overlapping.® Each aren is independent of all others. This is true
even though there are no natural barriers, such as large bodies of
water or mountain ranges, and political boundaries have not limited
expansion except in minor instanees. This fact emphasizes both the
availability of fluid milk in the immediate vicinity of each market
center and the possibilities of great expansion, should any city require
more milk or wish to tap new sources of supply for any reason. Under
these conditions the organized fluid-milk producers in a given territory
may encounter problems not common to associations serving a well-
defined area with a rather limited supply.

While there is no overlapping between the territories of milk associa-
tions, cooperative creameries with established truck routes covering
large areas may also serve milk producers. There are also in Iowa a
large number of independent milk and cream buyers.* However,

TERRITORIES® SERVED BY 10 FLUID-MILK PRODUCERS’ ORGANIZATIONS
.OPERATING IN IOWA AND ADJOINING STATES
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CREANM TERRITGRY
& BARGAINING ASSOCIATION
C LOOSE ORGANIZATION

FLUID-MILK TERRITORY
B OPERATING ASSOUIATION
A RETAILING ASSGCIATION

FCream tarritory retars to tarmsepareted cream gethered peimarily for manutaclure inte butter
Froure 2.—The arcas from which the larger cooperatives obtain their milk supplies do
not overlap. The trear territory of an association, however, or the area from which

farm-separated eveam is gathered primarily for manufacture into butter, extends
beyond the fiuid milkshed.

* Figurs 2 I8 nat complete in this respect, since the fluid-milk supply areas of several of the largez cities are
oot shown., Waterloo, Mason City, and Marshalitown are examples. However, the inchasion of all cities
of #},000 population or over would Dot result in overlapping milk ferritories. Thb furtber sssumption is
made that the tarritories of the organized Buld-milk producers coincide with those of all shippers in the
market. This assumption is substantially corrsct.

¢ A lurtber description of the sooperative-creamery territaries in Jows may be found ir Robotks, F., and
Lacghlin, G. C., COOPERATIVE ORGANIEATION OF IOW4 FARNERS' CREAMERIES. Farm Credit Adminis-
tration Bull, 14, 92 pp., Has, 1037,
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the milk territories are predominantly made up of whole-tnilk shippers
gelling milk for fluid consumption.

The location of each organization and the milkshed from which
milk (snd farm-separated cream, if any) is drawn, are shown graphi-
cally in figure 2. As might be expected, there is a noticenble relation-
ship between the size of the milkshed and the population of the market.
The largest market is Omaha-Council Bluffs; Quad Cities, Des Moines,
and Sioux City follow in the order named. The density of milk
production and the propoertion of farmers selling through the various
organizations also affect the size of the milksheds.

Four associations maintnin truck routes for gathering farm-
separated crenm. The cream territories, although overlapping the
milk territories on the outer fringes, for the most part, lie beyond the
fluid-milk zone.

EARLY COOPERATIVE EFFORTS

QOLLECTIVE bargaining for the sale of milk through cooperative

associations was introduced into Iowa in 1918 when the fluid-
milk producers around Des Moines joined together in a voluntary
association, with the intent of improving prices and marketing con-
ditions in general. The association was financed by an annual
membership fee of $1.50. Nearly all of the approximately 1,000
fluid-milk producers in the territory joined the organization. These
early cooperative efforts undoubtedly had & marked influence on the
present cooperative set-up.

In the period from 1916 to 1920 collective-bargaining associations
had a widespread growth throughout the United States, particularly
in the supply areas of the larger cities.®* Pasteurization and centrolized
distribution had become general. The individual farmers found
themselves dealing with commercial units that held more or less of
a monopoly on the purchase of milk for fluid use. The bargaining
position of any individual farmer was essentinlly nil, especinily in
areas of heavy surplus such as those supplying the markets in Iowa.
The milk dealers were charged with playing one producer against
anather, or even one group or district against another, and buying
on their own terms. This resulted in (1) low prices to producers,
(2) dissatisfaction with weights and tests, and (3) loss of market for
many producers during the season of heavy production.

In general, the cooperative organizations of fluid-milk producers
in Jowa were formed because the producers felt that the dealers were
taking advantage of them on one or all of these three points. Hence,

# The oldest asociation reporting to the U. 8. Department of Aricuiture was formed [n 1882 Pour
cther asmsociations formed before 1900 wre recorded. Of those ssisblished betwesn 108 and 1915, 10 ware
still operating in 1929, Melzger, H., COOFERATIVE MAZERTING OF FLUTD NiLK, U. 8. Demt. Agr. Tech.
Byijl. 179, 91 pp., ilius. 1938. See p. 3.
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the early collective bargaining associations were essentially a joining
of producer forces to “fight” the dealers. The expression, “Wa had
the dealers licked,” or, “We almost had the dealers licked,” was fre-
quently heard from managers or previcus managers of milk producers’
associations. Strikes have been resorted to in many cases and some
of the existing organizations grew out of or were related to a producers’
milk strike. )

FirsT STATE-WmDE MARKETING AGENCY

The first real difficulty of the early associstion at Des Moines,
called the Des Moines Milk Producers’ Association, came in the sum-
mer of 1917 when the dealers would net accept the terms offered
regarding the price of July milk. The producers refused to deliver
on any ofher terms and called s strike. From the standpoint of the
producers, this strike was effective in one sense, because it forced the
dealers to ship in milk from distant sources at great expense. While
the preducers also lost by withholding sales, they were determined to
stand by their policy and force the dealers to the association’s terms.
In response to this opposition, the dealers resorted to legal mesns and
charged the directors of the eooperative with a combination in restraint
of trede.?

The association, finding itself confronted with these legal difficulties,
immediately set out to incorporate as a capital-stock cooperative.
This was the only legal means by which s collective-bargaining asco-
ciation might be organized in Iowa at that time. The new organizas-
tion was incorporated on August 15, 1917, as the Towa Dairy Mar-
keting Association. It had an authorized capital stock of $25,000
divided into shares of $1 par value. No one individual could own
more than 50 shares of stock. Stock was sold without regard to
eligibility for membership, and the association lacked many other
features now considered essential in a sound cooperative marketing
enterprise. The court subsequently dismissed the indietments against
the directors, and the strike ended with assurance to the producers of
recognition by the dealers. As a result, the milk producers’ move-
ment received considerable impetus in other markets of the State.

FormaTion oF Locar CoOOPERATIVES

As the name implies, the Iowa Dairy Markefing Association was
not set up to limit its activities to the Des Moines market. It was
intended, rather, to esteblish local associations (to be affiliated with

* Tha passage in 1014 of the Clayton Aot {38 Stat. 750, U. 8. Comp. Stat. sec. 1243a), amending tie Sherman
antitrusi law, defired a distinctive Lype of agriculitaral association whick would not be regarded 6$ a coln-
biantion in restraint of trade. However, at this sarly date the sxact Jegal status of such a case had not
been determined. The Capper-Velstead Act of 1922 (42 Stat. et Laree 358) clarifled the exemptions by
specifying defiakte requirements for cooperative associations.
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the central association at Des Moines) in ench of the milk markets in
the State where centralized distribution had developed. The eventual
plan was the organization of a State federation of locals which would
control such matters as intercity shipments of milk. It was recog-
nized that each sssociation would be more effective if denlers could
not resort to other areas for their milk supplies during loen! disputes
or apparent shortages.

A vigorous membership campaign was carried on, and by 10621 locals
had been established in 10 of the more important lowa markets.
The number of members and date of organization for each of these
locals appear in table 3.

TanLe 3.—MEemepersare oF fowa Dairy MARKETING Association, 1922

Approxi-
Location of member-association E:ﬁ:zg:{ "mht?‘r*::; m-

members
Des Muoines. . e iia- 1917 1,060
Charles City. o e eaa 1918 50
Mason City . .. o e 1918 100
Waterloo. oo oo e e 1018 75
Waverly oo e 1918 150
Marshalltown _ e ea- 1918 50
Dubuaque .. i 1920 250
O8KAlOUBR . - o o e e e e m e e e 1920 75
022 0T L 1921 00
Sioux Oty o e 1921 400
Total . e A 2 300

The State-wide association did not hold together after 1922. Over
50 percent of the stock was held in Des Moines and the method of
proxy voting favored the Des Moines stockholders so that control
was assured them. Moreover, the original enthusiasm for organiza-
tion was of the promotional rather than the cooperative type. The
cooperatives possessed no clear-cut objectives upon which to build &
permanent and coustructive milk-marketing program. The subse-
quent break-down was a natural consequence. Lack of interest,
inefficient mansgement, petty jealousy, unfair business practices,
constant “warfare” with the milk dealers, and a general lack of under-
standing of cooperative principles and practices were the important
contributing factors. Of the 10 local associations, only the one at
Ottumwa is now operating under the original charter. Of the re-
mainder, six have been reorganized one or more times, and three have
never attempted reorganization.”

t Availabie records show that the associations st Charles Clty, Waveriy, end Oskaloos were disconiizoed
and pever rearganized.
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In March 1922 a second attempt was made to organize a State-wide
association of fluid-milk producers on a nonstock, nonprofit basis as
provided by the Iowa nomstock cooperative law of 1921 (ch. 390,
Iowsa code of 1935).% It was intended that each member association
should be reorganized according to a standard plan and that each
should be loeally independent. Proxy voting was eliminated. Service
to members at the lowest practicable cost was contemplated and,
again, the ultimate intent was to organize a State federation.

The local association in Des Moines, where the leadership was
centered, was the first to complete reorganization—May 8, 1622. In
this second reorganization the association was given its present name,
Des Moines Cooperative Dairy Marketing Association. Several other
cooperatives were organized or reorganized under the new plan.

Because of legal difficulties, general lack of interest, and the financial
failure of several associations, this new attempt to orgenize a State
federation never proceeded beyond the preliminary stages. Such
interest as there was on the part of a few leaders apparently faded in
the course of years. However, the Mid-West Non-Stock Cooperative
Dairies, which was organized in 1933 under Nebraska law (ch. 24,
art. 14 compiled Statutes of Nebrasks, 1935), is directly traceable to
these earlier activities and may be considered an outgrowth of the
original Iowa Dairy Marketing Association of 1917. This organization
of 1933 and the service aspect of a State-wide or regional federation
are discussed in a later section of this cireular.

Before the Jowa Dairy Marketing Association had been completely
disbanded, 7 other nonaffiliated milk-producer cooperatives had been
organized within the State, bringing the total number to 17 (table 4).

TaBLe 4.—Mi1Lx PrRoODUCERS’ ASSOCIATIONS IN Jlowa NOT AFFILIATED WITH
THE Jowa Damy MARKETING ASSOCIATION

Name of organization Loeation g;::zg’d'
Chinton Milk Producers’ Association_ _____________ Clinton._ .. .____ 1917
Linn County Milk Producers’ Assoeiation__________ Cedar Rapids...| 1918
Burlington Miik Producers’ Assecistion_______._ ... Burlingion...... 1921
Boone Dairy Marketing Assoeiation ... _.____. BoOD® .o memne oo 1922
Fort Dodge Cooperative Dairy Marketing Associa- | Fort Deodge_..._ 1922
tion.,
Scott County Milk Producers’ Association.. ____._ Davenport....__ 1922
Ames Milk Producers’ Association .o o _waouon-- Ames__________ 1923

The association at Fort Dodge is the only one of this group that
has not been discontinued or reorganized. At present no gssociatioh

¥ For 8 dixoussfons of $his Jaw sse Robotl, F. COUPERATING UNDER H0WA COQPERATIVE LAWE, Tovd
Agr. Expt. Sta. Cizc. 05, 18 pp. 1924,
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operates in Clinton, Boone, or Ames. New associntions were formed
at Cedar Rapids, Burlington, and Davenport.

DisTRIBUTING ASSOCIATIONS

Milk producers have undertaken cooperative distribution of milk
and cream at retail and wholesale from time to time in several of the
Iowa fluid-milk markets appearing in tables 3 and 4.° Most of the
distributing activities began in the early twenties when the associntions
were new. All except the one located at Marshalltown subsequently
discontinued business. Many were completely dissolved and, in most
cases, producers incurred heavy financial losses. Few new bargaining
nssociations were formed in these markets, since e natural consequence
of financial loss on the part of producers is skepticism toward sny
form of cooperative organization.

It is not known whether some of the incentive for retniling milk was
afforded by the leadership of the Iowa Dairy Marketing Association
or whether the choice was entirely & local one. Many of the coopera-
tive distributing associations which have been formed throughout the
United States had retail distribution of milk as an objective at the
outset. Some producers felt that the dealers were receiving an undue
proportion of the consumer’s dollar and reasoned that by retniling
milk used in fluid consumption and processing the remainder they
would receive the same wholesale price as formerly, plus the distribu-
tors’ profits. However, only two associations in Iowa were formed
with the express purpose of going into the retail distributing husiness,
These were in relatively small markets of some 10,000 population each
and the ventures were generally unsuccessful,

With the exceptions just noted, all other distributing associations
arose out of earlier bargaining associations. There was usually some
special cireumstance in the market which brought shout the change.
In at least three cases bargaining associations decided fo acquire
facilities for processing and retailing milk on routes when milk strikes
failed to bring sbout satisfactory outlets throngh the established
deslers, In two markets, organized producers began retailing milk
when previously important outlets for part of their milk were shut off.

Whatever the circumstances leading to cooperative distribution
were, they did not, in Iowa, lead to commercial success. All these
associations were inadequately financed and did not avail themselves
of experienced managerinl ability. Many were ill conceived in the
first instance, since they went into retailing when marketing condi-
tions were unsettled and often with excessive supplies of milk relative
to the portion of the market they could hope to obtain. Probably the

* Avallable information shows that producers” orzanizations opersted retail businesses in Oksioom, 1res
Moines, Bloum City, Boone, Ames, Walerioo, Msson City, Clinton and Marshaitown, Thts list does pol

fnciude thase opersted in connectien with s cooperative creamery.
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most serious error was the failure to recognize the problems to bs
faced by a cooperative of this type.

PRESENT COOPERATIVE MILK-PRODUCERS’
ORGANIZATIONS

HE nsmes, locations, and dates of organization of all the 131
fluid-milk associations operating in Towa for which records are
available are recorded in table 5. The major part of the discussion
relates to 10 associations, since 2, the associations at Mason City
and Waterloo, are very loosely organized end 1 is a small distributing

association,

TaBLE 5.—CooPERATIVE MiLk PrRODUCERS’ AssoczaTIONS IN Iowa, 1936

Market | Year [Previous
Name of organization Loesation popula- | organ- | organi-
tion, 1930,  ized zation

Ottumwa  Cooperative Dairy | Ottumwa. ... 28, Q75 | 1821 None
Marketing Association.

Dubugue Cooperative Dairy | Dubuque___.__ 41,879 { 1922 1920
Marketing Association.

Fort Dodge Cooperative Dairy | Fort Dodge_._._] 21, 895 1922 None
Marketing Association. ’

Marshalltown Cooperative Dairy | Marshalitown._] 17,373 | 1923 1918
Marketing Association.

Des Moines Cooperative Dairy | Des Moines__._| 142, 508 @ 1925 1917
Marketing Association.

Burlington Cooperative Milk | Burlingfen_____ 26, 7565 1926 1921
Producers Association.

Cedar Rapids Cooperative Dairy | Cedar Rapids..j 56,007 1926 1918
Company.

Dairymen's Gooperative Service | Mason City__..| 23,304 1932 1918
League.

Nebraska-[owa Non-Stock Coop-] Omaha_ _______ 1256,05¢ | 1932 None
erative Milk Association.

Sioux City Milk Produeers’ As- | Sioux City__._. 79, 183 | 1932 1821
sociation.

Cedar Valley Producers’ Asso- | Waterloo______ t 53, 553 | 1033 1918
eiation.

Hiincis-Towa Milk Producers’ | Davenport_ ... +130,9G4 | 1933 1922
Assgociation.

Johnson County Dairy Market- | Iowa City._ . __ 15,340 1 1933 None
ing Assoeiation.

i Includes Council Dluffs, Iowsa.

-

! Includes the adjacent town of Cedar Falls, Iows,
# Includes the Quad-Cities market area. The Quality Milk Producers Associstion with headquarters
st Rock Isiand, Iil., also operates in this area and has approximately the same membership as the Hlinofs-

Iown Associotion,

#* Thiz gumber would be increased to 14 If the survey had included beth of the associations opersting in

ths Quad Cities markst area.
8480°—37——2
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It will be recalled that there are 21 cities in lowa with a population
of 10,000 or over. None of the present organizations is located outside
this group of cities. Of the eight remaining population centers in this
size classification, four {Musecatine, Keokuk, Fort Madison, snd
Newton) have never had an incorporated organization of this kind,
and in the remaining four (Clinton, Boone, Ames, and Oskaloosa)
milk producers’ associations once existed but subsequently discon-
tinued operations. Two of the organizations referred to earlier as
among those ceasing operations were in Charles City and Waverly—
cities of less than 10,000 population.

Six of the associations operating in 1935 were organized in 1932 and
1933. This group includes the associations in Omsha, Council BlufTs,
and Iowa City, representing in each case the first attempt at organiza-
tion in these markets.

OrcaNIZATION TYPES

Cooperative organizations of fluid-milk producers are arbitrarily
classified in this report according {o three distinct types, depending
upon the nature and extent of the functions performed; namely, (1)
operating associastions, (2) bargaining associations, and (3} distributing
associations. Distributing associations, as the name implies, include
all those which bottle and deliver milk and eream direct to the con-
sumer. 'The distinction between distributing and bargaining associa-
tions is clear, since producers who have provided an organization for
retailing purposes ere not primarily engaged in negotiating the terms
and conditions of the sale of milk to existing distributors in the market.
The operation of a distributing association seldom involves bargaining
with regard to conditions of sale because other distributors are unlikely
te buy milk from an organization which is a competitor in the retail
business.

Actually, however, all associations not delivering purt of their milk
direct to the consumer and processing the remainderin their own plants
are properly called bargaining associations. Yet it is convenient to
divide the bargaining associstions into two groups. Those that con-
trol and operate physical facilities for manufacturing milk in excess of
fluid sales through established distributors are called “operating” as-
sociations and those without such facilities are called “bargaining’ or
“strictly bargaining’ associations.

It should not be implied that the strictly bargaining associations do
not perform numerous functions. In Jowa they ordinarily negotiate
for the sale of their members’ milk, check weights and testa, handle
the producer pay roll, guarantee payments and market ouilets, operate
a pool for their members according to the straight-pool or basesurplus
plan, carry on quality-improvement work, and provide other services



TapLe

6.~Princiear Functions Perrormep py 10 Mirg Propucers' Associartions, 1936

Opera- Guarantee o:ilIibzfl n:)f Qualit t&qvewf éﬂlsaem& :
. , ‘e ion of Checking of outlet ¥ | ueing o Y B4 | paueation in co-
I’“““t"’"‘ and type of association :umlt(;a weights and teste p pay- I;';,Opx;' Feld gxﬁ: n‘;:ﬁ,ﬁ; operation
plant ments roll ucts data
Bargaining associations:
Davenport_ ... ... No___ .| Yes _______.___ ] Yea_...... Yegu...| Bome,. | Bome...] No_...| Some letters and
meetings.
TFort Dodge.mmenvceeeeeeanas veutlo...] When complaints ). . do...... wuwllO...| None._| No....|-..do...| None,
ATise.
Towa City.eeeevvnevennuwan.. | odo...| Oceasionally ... NOocwnann No-...|-~.do...|._.do...|...do.__| Some,
Omaha(ineluding Couneil Bluffs)_|. ._de...| Yes_ __.__.___... Yesoooooo. Yea....| Yes___ . |._.do...| Some..| Bimonthly paper
and meetings.
SHoux City e e RN T+ TN DO [, AU IO [ TR wwwlOn..| Bome. |...do...| Yes....| Monthly news
latter.
Operating associations:
Burlington... .. .o oo, Yes . | ..do_ ... _..... do__.... wo-to.._| Yes.. | SBome_. | No....| Some,
Cedar Rapids_ .. .............. wentdOd o I 1, T co-do___)...do...| Yes....|---do___ Do,
Des Moines ... ... ... ... veetlon oo cenllO s cewlooofoundoo. | do...| Yes....| Monthly paper
and meetingsa.
DUBUGUE. e ceemesin e e cedode O e Indireetly . |...do...|..-do...[...do...| No....| Very little.
Ottumwa...... ... ... .. cocdoo.feeadotooo_. | Yes.o..__.|-__do_._| Bome.. | Bome_..f{...do___| Some.
1 Leased piant.
1 At Girday intervals,

FAOL NT SNOIIVIDOSEY NTIN-GINTA

<1
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in much the same manner as an operating association. The only sig-
nificant difference lies in the fact that they dispose of all their milk
through established dealers or other handlers rather than divert a por-
tion of the supply to plants controlled and operated by the association.

On the basis of the sbove classification, associations of each type are
now operating in Iowa at the following locationa:

Bargaining sssociationa Operat;?(ﬁ;astma— })iatri}i’;lt‘tiz;tzi ansan-
Davenport. Burlington. Marshalitown.
Fort Dodge. Cedar Rapids.

Iowa City, Des Maoines.
Mason City. Dubugue.
Cmaha (including Council Bluffs}, | Ottumwa,
Sieux City.
Waterloo.
|

A general idea of the extent to which selected functions are per-
formed by 10 associations may be had from table 8. All are engaged
in price negotiations with dealers. 'The first five listed operate manu-
facturing plants, three of which are leased.

OPERATING ASSOCIATIONS

The largest association classified as an operating organization, the
Des Moines Cooperative Dairy Marketing Association, is described
here in some detail. The other cooperatives in the group will be
discussed more briefly but with sufficient detail to show outstanding
differences in organization set-up and general policies.

Des Moines Cooperative Dairy Marketing Association

The first corporate organization of fluid-milk producers in the Des
Moines territory in 1917 and the reorganization as the Des Moines
Cooperative Dairy Marketing Association in 1922, under the nonstock
law (ch. 390, Iowa code of 1935), have been discussed. There has
been no change in corporate status of this association since 1922,
However, an important development took place in 1926 when the
association expanded its activities to include the operation of a
manufacturing plant. In the interval between 1922 and 1926 the
organization functioned as a strictly bargaining sgency.

By 1926, because of relatively favorable prices for fluid milk and
increased receipts—largely a result of improved methods of trans-
portation—the market was carrying a heavy burden of surplus milk.
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Distributors accepted only such quantities of milk as they required
for their respective trades and during the flush sesson farmers were
without a market for a large portion of their milk.

The prineipal reason for acquiring manufacturing facilities was to
provide an every-day ouilet for all milk produced throughout the
year. It was also recognized that the association’s bargaining
power would be enhanced if it should obtain direct control of most or
all of the surplus milk. The new plan scon brought about improve-
ment in marketing conditions and in the course of a few years the
association built up & large manufacturing business and gained a
widespread reputation for successful manufacture of surplus milk,

The other fluid-milk producers’ associations in Iowa sre indebted
to the Des Moines association for its leadership, and many of them
are modeled after it, at least in part.

After revising its business set-up in 1926, the association continued
on & nonstock basis with 8 membership fes of $1. A small plant was
purchased for $5,000, and $15,000 was spent for equipment. Since
nearly $19,000 had been accumulated from earnings of the bargaining
association, capital was available for these purposes. The next yesr,
however, 5 new plant was acquired at a considerably greater cost and
financed by cash and notes received from members according to a
quots system of $12.50 per cow in the dairy herd. These notes were
used as coliateral for & bank loan of $30,000. Ten percent of each
producer’s milk check was deducted until his note was paid in full.
As a result, all notes were paid in less than a year and the bank loan
was retired. As soon as each member’s subseription was fully paid
8 certificats of indebtedness was issued to him, as evidence of his
equity in the business. Over 888,000 in certificates was ouistanding
in 1935. Interest has been paid on these certificates at the rate of 6
percent annually,

‘The association had no indebtedness at the time of this study and
the surplus account was well in excess of the outstanding certificates.
Steps were taken early in 1936 to alloeate the surplus equitably among
the patrons who had helped to create it. The details of this plan are
discussed later.

Five cents per 100 pounds is deducted on all sales of fluid milk, to
provide operating capital for the fluid-milk business. All expense
for handling the surplus is charged to the genersl fund before comput-
ing the pool price available to patrons.

About 880 producers, all under eontract, are now selling fluid
milk through the organization. In addition, farm-separated cream
is received during the flush season from as many as 2,000 producers.
The cream shippers are nonmembers. This has resulted in a large
proportion of nonmember business and is an important erganization
problem.



18 FARM CREDIT ADMININTRATION

There are nine directors on the board, one for each of eight districts
and one “at large.” The term of office is 3 years and several directors
have served since the time of organization. Regulur meetings are
held monthly and special meetings have been numerous. A full-time
manager has always been employed.

Under the Des Moines plan distributors buy only class 1 milk
directly from the producers and, therefore, pay the same price for
all milk received at their plants, except for a variation noted below.
The system involves daily orders of class 1 requirements. Regular
haulers deliver entire loads of certain patrons’ milk and so-called
“switch” haulers leave such additional quantitics of milk as may be
required from day to day. The balance is delivered to the association’s
plant. The buyer is responsible for watching purchases so that he
does not have more milk than he needs for his whole-milk business.

In order to protect the dealer against the necessary day-to-dny
surplus which he must carry on his routes, 6 percent of all milk pur-
chased is paid for according to the surplus price established by the
association. Experience has shown that this procedure protects the
dealer from loss on bottled milk not sold and the constant percentage
removes the necessity for auditing distributors’ books. The one-price
plad is further modified by the fact that “charity” milk has been sold
under a separate price plan during recent years.

The class 1 price is based on 100 pounds of 3.5 percent milk and is
arrived at by periodic negotiations between the association and the
deslers. Variations in fat content above or below 3.5 percent are paid
for according to the exact average of New York Extra butter during

Ficure 3.—SECTION OF THE PLANT oF THE DEs MoNEs COOPERATIVE
Damy MARKETING ASSOCIATION.

This view shows a part of the equipment uscd in the preparation of uid cream for nale
to distributors.



FLUID-MILK ASSOCIATIONS IN IOWA 19

the period of sale. The buyers make payments direct to the associa-
tion every 15 days.

Distributors ¢btain eream for bottling and other purposes from the
association’s plant (fig. 3). There is only one sweet-cream price, re-
gardiess of use, and the price is variable depending upon the average
price of New York Extra butter during the sale period. Since the
pasteurizers have no skim milk under this system, they buy some skim
milk from the association. There is nothing which prevents the deal-
ers from buying whole milk and separsting it for sweet cream and skim,
except that it would be unprofitable to do so because the price schedule
provides a lower price for butterfat in cream than for butterfat in whols
milk. Tt has been the policy to keep cream prices in line with butter
prices, s0 as not fo induce distributors to seek sources of cream supply
outside the association.

All milk not sold directly as whole milk or in the form of eream and
skim is processed in the surplus plant. The net returns from all milk
handled in’‘excess of class I milk make up the surplus price. In other
words, surplus in this market is all milk in excess of fluid sales. Thus,
when there is & substantinl percentage of surplus, there may be an
actun] shortage because the association does not have sufficient milk
to meet the fluid-cream requirements.

All the returns from milk are pooled by the association, and milk
patrons are paid m straight pool price on & 100-pound basis, arrived
at by dividing the total income by the quantity of milk delivered.
Adjustments are made for butterfat differentials from 3.5 percent milk
according to the average price of New York Extra butter during the
pool period. There are no base ratings or quality differentials entering
into the prices paid producers. Location, however, affects a patron’s
net price insofar as transportation charges vary. The pool period is
bimonthly and payments are delayed 5 days.

Farm-ssparated cresm from cream shippers is not pooled. The
producers are paid weekly in the middle of the week following the
purchases. The price is based on the Chicago 92-score creamery
butter market plus an average of about 1 cent per pound of butterfat.
Some attempt is made to allocate the proper expenses against the cream
business In arriving et the amount to pay for butterfat.

The general policy of the association is not to expand the fluid-milk
membership much beyond the present number, Prospective milk
shippers must first make application to the route chairman nearest
their farms. The case is then taken to the district director and
finally is passed upon by the board. The essociation warks closely with
the health department in Des Moines. There is no limit on cream
patronage within a very extensive and expanding cream territory
{(see fig. 1) except that cream must be of high quality.

Besides negotiating the sale of fluid milk, operating a manufacturing
plant, and handling the producer pay roll, the association carries on
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a number of other inportant sctivities and functions, Weighta and
tests pre checked st the purchasers’ plants, payments and outlets
are guaranteed to patrons, and trucking, including payment of
truckers, is strictly controlled. One employee gives his entire time
to quality work among milk patrons, and market data and other
information are disseminated through meetings and a menthly paper.
Considerable attention is given to advertising dairy products and to
cooperative education. The association’s finances permit the making
of short-term loans to members, with certificates of indebtedness as
security.

In addition to sweet cream and butter, the associntion manufac-
tures in its surplus plant various kinds of condensed snd semisolid
skim milk and skim milk powder (fig. 4). Cottage cheese is also made
and sold loeally. Many supplies and feeds are handled st cost for all
patrons.

Private truckers under contract to the association operate about
50 milk routes daily. This arrangement has permitted a rational
organization of the truck routes and is similar to the plan used by
the Nebraska-lowa Non-Stock Cooperative Milk Associstion, at
Omaha. The number of cream routes varies somewhat from time to
time; 15 to 20 has been the usual number in recent years. Cream
is picked up twice weekly, on a commission basis, by private truckers
at 3 cents per pound of butterfat from all shippers. Of this ainount,
2 cents is paid from the genersl operatling fund and 1 cent is deducted
from the producer’s check. All of the hauling charge is deducted
from the producer’s check in the case of milk. In 1936 the hauling
rates varied between 15 and 35 cents per 100 pounds,

TapLe 7.—ArnNuaL Vorume oF Mitxk Hanpren By TiE Drs Moxes
CoopPERATIVE Darey MarxkeTiNG AssociaTioN, 1927 1o 1936

Percentage
Year Total | Fluid-milk | of volume
volume salcs claanerd an

¢ surplus

Aillion | Millionas

pounds pounds Percent
Y27 el 44, 144 29, 9C3 32
1928 e 45, 882 30,012 36
9200 L. ...t - 49332 28, 346 | 42
30 =4 50, 861 28, 453 +4
1931 ... 532, 184 26, 280 50
1832 ... 49, 154 22,033 55
1888 .. 47, 464 19, 204 6D
1834 _ ... ..l 53,440 ' 23, 364 568
1835____ ... e 46, 270 20, 520 56
B936___ ... i 47,517 21, 521 55

!
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Ticure 4.—CoNDENSING EQuipMENT Usep FOR PROCESSING MILK IN THE
PLanT oF THE DeEs MOoINES COOPERATIVE MILK MARKETING Asso-
CIATION,

The association manufactures various hnc::‘x;ﬁ d d milk and semisolids of ski d

The city of Des Moines, in which the association operates, is the
largest metropolitan center wholly within the State of Jowa. The
1930 population of this city was 142,599. Six distributors, including
all the important pasteurizers in the market, purchase their milk
supply through the association. The last large distributor began
dealing with the association in December 1933. This group sells
‘nearly all the pasteurized milk and cream and from 75 to 80 percent
of all bottled sales in the market.

Distributors have not entered into written contractual agreement
with the producers’ organization. Relations with distributors have
in general been very satisfactory; the distributors particularly appre-
ciate the handling of the surplus milk by the association. A Federal
milk license was obtained in February 1934, and it has been helpful
in maintaining satisfactory arrangements between the association
and the dealers,

Table 7 shows the volume of milk sold through the organization
annually from the first full year of plant operation in 1927 to 1936,
inclusive. Total volume expanded from 1927 through 1931, declined
in 1932 and 19383, then reached a peak of 53,440,000 pounds of milk
in 1934, Sales of class 1 or market milk did not keep pace with the
expanding volume in the earlier years and declined more rapidly than
total volume in 1932 and 1933, so that the percentage of surplus
increased year after year until 1934.

The loss of fluid-milk sales during the depression years was partly
the result of declining consumption and partly because of the loss of
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market to independent producer-distributors. These prodicers have
been the main source of competition for the association but to dnte
they have not permanently increased their volume of sales.

A more detailed picture of all milkk handled and fluid sales to dis-
tributors is shown in figure 5, where the volume data are expressed
on a monthly basis for the period from 1927 through 1935. The
extreme seasonal variation in milk production and the relatively
stable month-to-month fluid sales are noticeable. The result is a
highly seasonal volume for manufacturing purposes, which serves to
illustrate the importance of supplementing the surplus manufacturing
business by handling farm-separated cream. In 1938, the total value
of the milk and cream business amounted to approximately $1,350,000,
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FicUurRe 5.—MoONTHLY VoLuME or ALL Mi1Lx HanpreEDp AND FLuiD SaLres
10 DisTRIBUTORS, D23 Moines CooPERATIVE Dairy MARKETING AssOCE-
ATION, 1927 To 1935,

There is wide scasonal variation in production of fluid milk in this area; the fluid sales,
however, remained relatively constant except for 1932 and 1233, Since the middie of
1935 sales have been steadily increasing.

Cedar Rapids Cooperative Dairy Marketing Company

The second largest operating association in Iows is the Cedar Rapids
Cooperative Dairy Marketing Company. It wes incorporated in
1926 as a capital-stock cooperative and is the only stock cooperative
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among the milk producer’s orgenizations operating in Iows. In
1936, the dollar value of the business tramsacted amounted to
$438,708.87, or about one-third as much as that of the Des Moines
association.

A Dbargaining association had been organized as early as 1918
{table 4) and continued to funetion uniil 1928, At that time the
problem of large quantities of surplus milk Jed the producers to set up
a new organization and provide facilities for hendling milk. It will
be recalled that the association at Des Moines had expanded to include
plant operations in the same year.

The association’s authorized capital is $100,000, divided into shares
of $10 each, The articles limit the dividend rate fo 10 percent, and
6 percent is the rate usually paid. Each member must purchase
shares in proportion to his butterfat production at the time he joins
the organization, except that there is a 50-share limit per member.
The stock subscriptions are paid for in cash or by deductions from
milk checks, If a member ceases to bs a producer or leaves the
territory and wishes to dispose of his stock, he must first offer to sell
it to the association. He may keep it if be so desires, but not more
than 5 percent of the stock is in the hands of nonpatronizing members.

Soon after the reorganization in 1926 a small surplus plant was
built from funds obtained through stock subscriptions. Farmers gave
notes which were used as collateral for a loan from a local benk. In
the course of a few years the new plant proved to be inadequate and a
second large modern plant which had been built according to associa-
tion specifications was leased on & 10-year basis beginning in 1932.
Machinery and equipment for the new plent were purchased by the
association out of funds from stock subseriptions and secumulated
surpluses. The old plant has been retained by the organization and
leased to = milk distributor.

While the association has no mortgage indebtedness, it has borrowed
operating capital for short periods secured by association notes. For
the most part, operating capital is provided by a deduction of 5 cents
per 100 pounds on all milk delivered by members.

There are five directors on the board, elected for a term of 8 years
in the usual staggered manner. A full-time general manager is
employed. The manager at the time of the study (1936) had pre-
viously been a producer and chairman of the board.

Distributors receive milk from certain patroms for fluid require-
ments and pay the association for it at the class 1 pries, which is
based on 100 pounds of 3.5 percent milk. As at Des Moines, the
plan calls for diversion of all other milk to the surplus plant. Actually,
however, one or twoe distributors continue to buy some milk for
fluidcream purposes. But the plan is unique among the fluid-milk
cooperatives in the State in that there is generally no price differential



between milk used as whole milk or as a souree of eream for fluid
consumption. That iz, class 1 and class 2 prices are the same.  The
prices are established by periodic bargaining.

Since the class 1 and class 2 prices are the same, distributors pay
one price for all milk received.  As at Des Moines, 1t is thelr responst-
hility to watch their daily purchases so as not to have an excess of
milk over fluid-milk and fluid-cream requirements. The necessary
day-to-day smplus carried by the distributors is repurchased by the
association at the current butterfat prices.

One large manufacturing distributor has been allowed fo purchase
some surplus milk on a butterfat basis.  The diversion of all surplus
milk away from the distributors has been one of the major problems
econfronting the association. Unless it is diverted the surplus plant
cannot be used efficiently and i it is diverted some of the distributors
are left with excessive manufacturing capacity.

With the exception noted, the plan Is 8 modified “use” price plan.
Distributors who do not buy fluid milk for eream purposes purchese
sweet cream from the association’s plant. Cream for making ice
eroum is sokl on a butterfut basis at a percentage differential over
the price of butter. Any sales of surplus milk are also on the basis
of the butter market plna the value of the skim.

The ussoriation operates a milk pool for its wembers and handles
the producer pay roll. Producers sre paid & straight pool price
arrived at by dividing the total returns from milk sold direct to
distributars and from milk processed in the association plant by the
totul gquantity handled. Prices are based on 100 pounds of 4.5
pereent milk, with a variable test differentinl. The pool period i=
semimontlly and payinents are delayed about 15 days. Payments
and an outlet for members’ milk are guaranteed and sssoeintion
employecs check ull weighing and testing.  Exeept in the case of the
surplus milk sales to one distributor, there is no necessity for auditing
distributors’ books to determine the exact use made of the milk,
since all milk must be paid for at one price.

In addition to milk from approximately 500 milk patrons who are
members under contract to the association, {arm-separated creain is
recetved from nonmember patrons for buttermaking purposes. In a
few instonces alternate shipping of milk and cream is allowed. Al
the cream shippers are paid according to the market quetations on
butterfal. The principal reason for receiving eream is to use the
present plant and equipment more nearly to capacity., The new
plant is greatly overespanded on the hasis of surplus milk now proc-
essod by the association. For czample, in the peak production
month of May 1936, less than 30 percent of the total deliveries of
milk reached the surplus plant and much of it was sold as sweet
eream. Cream patronnge is open to all producers within the truck



territory and fluid-milk patronage and membership are open to all
producers who meet relatively rigid health department yequirements.

Twenty-two milk routes are operated by private truekers and in
1936 the rates yaried, largely i accordance with distance, from 124
to 20 cents per 100 pounds. The wesociation makes the deduetions
from producers’ checks and handles the truckers’ pay roll. The
manggement is experiencing considerable dissatisfaction with the
present  trucking arrangements, and reorganization of the truck
routes has been made a major objective of the association. Cream
is hauled on separate trucks (with the exception of onoe or two mixed
loads) at a commission of 2 cents pee pound of butterfat.

In 1938, Cednr Rapids had a population of 56,007, There arc 11
distributors in the market, including 4 large ones, all of which coop-
arnte with the ussoclation. These lurge distributors hinndle about 80
percent of the pastenrized milk und eream and shout 70 percent of all
milk sold. Notall of the dealers have entered into written agreements
with the association. There are about 380 producer-disiributors whe
conztitute an imporiant source of competition for the organized pro-
docers.  Cedor Rapids has well-enforeed sanitury regulations for milk
and has a hizh ranking for pure milk products,

Other Opergting Associations
f M

Saller onerating associations are located at Ottumwa, Burhngton,
and Dubugue. All are meorporated vunder the lowa nonstock law
{eh. 380, Iowa ende of 1433) and have a membership fee of $1. The
Ottuniwa associafion, the oldest in this group, was incorporated in
1921, J& was the first to operate a surplus plant, heginning in 1030,
The plunt was purchased out of past accumulutions of excess ewrnings
and members were not reguired to contribute additional eapital.  In
1934, however, a mortgage loan was obtained from the Omahe Bank
for Cooperatives, to purchase more equipment. This loan i3 being
retired under g revolving-fund plan.  The repuyment fund is ercated
by a 2 percent deduction from gross sales cach month, and patrons are
eredited with such deductions. A non-inferesi-bearnng certificate of
indebtedness is to be issued fo cach patron when his credits total
$100. Thesecertifieates will be retired alter the loan has been repuid,
the oldest certificates being retired first,

The association ut Dubuque was organized in 1822 and funetioned
as o strictly bargaining organization untd 1933, At that time a sur-
plus plant was leased but there was no change in the corporante status.
Small morteage loans were obtained in 1834 and in 1835 from the
Omahe Baak for Cooperatives to linance the purchuse of new machin-
ery. Three bank fuilures had previously tied up o large amount of
caxh roserves,
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The Burlington association was not incorporated until 1626 and did
not operate a surplus plant until 1934. The plant is operated under
a leasing arrangement; the association owns the equipment. Funds
for the purchase of equipment were obtained mainly through a loan
from a local bank. This loan, which represents the fimmt and only
indebtedness incurred by the organizetion, was repaid within 6 months
by levying an essessment against each member's milk check at the
rate of 35 per cow milked. No certificetes of interest were issued na
evidence of these capital contributions.

Farm-separated cream is received at the surplus plants in Ottuimwa
and Dubuque frem nonmembers under circumstances similar to those
at Des Moines and Cedar Rapids. It is used entirely for butter-
making purposes. 'Thus, the association st Burlington is the enly one
of the operating type which has not expanded its manufacturing busi-
ness by processing farm-separated cream. This may bo partiully
explained by the relatively short time the surplus plant hus been in
operation,

Milk is sold to distributors at Ottumwa and Burlington according
to the Des Moines plan except that no sllowance is made to distribu-
tors for the necessery day-to-day surplus. Aill milk received by dis-
tributors must be paid for &t the straight class 1 price, which is based
on 100 pounds of 3.5 percent milk. The test differentials vary by
steps—one-half cent for each 5-cent change in the value of butterfat,

Both these associations sell sweet cream on the basis of butterfat
content. At Ottumwa the price is variable, depending on the value
of Chicago Extra Creamery butter, and no difference is made beiween
the price of cream sold for bottling and for manufacturing purposes.
At Burlington distributors buy eream for bottling purposes according
to & straight negotinted (bargained) price; the price of cream for manu-
facturing purposes is arrived at according to a formula based upon the
price of Chicago Extra Creamery buiter, Both associations eell skim
on a 100-pound basis.

The Dubuque association has not diverted all milk in excess of class
1 milk to its own plant so that, in reality, it continues to sell milk to
distributors according to the use plan. As at Cedar Rapids, deanlers
have excessive plant capacity and purchase some milk for manu-
facturing purposes.

Class 1 milk is used for fluid consumption and is sold at a straight
bargained price based on 100 pounds of 3.5 percent milk with & differ-
entia] for milk testing more or less as to butterfat eontent. Clase 2,
which is milk used for bottled eream, was recently changed from a
formula price based on Chicago Extra Creamery butter to & straight
bargained price based on 100 pounds of 3.5 percent milk.

All other milk is included in class 3 and the price per 100 pounds is
based on the value of Chicago Extra Creamery butter during the pur-
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chasing period. The plen allows distributors to purchase all their
requirements of class 1 and class 2 milk, plus an additional 10 percent
at class 3 prices. Some distributors still buy surplus milk in excess of
10 pereent, but on this additional amount they are charged a differ-
ential over the established class 3, or surplus, price.

In all three markets,distributors mmake payments every 15 days direct-
Iy to the association rather than fo individual patrons. At Burlington
distributors and the association enter into a written sgreement every 6
months. At Dubuque such contracts were discontinued in 1933, and
at Ottumwa the last signing was in 1925.

In all three associations every milk patron is s, member. The $1
membership fee is payable in cash or deducted from the first milk
check. All members are required to sign & marketing contract.

In each case the association operates a pool for the members deliver-
ing fluid milk and handles the producer pay roll. Payments are based
upon 100 pounds of 3.5 percent milk with test differentials correspond-
ing to those paid by distributors. At Ottumwe the producers receive
one price for cless 1 milk and a different price for surplus. There is
no base-surplus plan, however; the surplus price is paid on that
percentage of & producer’s deliveries which equals the percentage of
surplus milk handled by the association. Since only class 1 milk is
sold directly to distributors, the surplus price is the averags of returns
from all mille in excess of class 1, including sweet cream, skim, and
manufactured products. The class 1 price to producers is the same
as the distributors’ buying price. The producers’ check is the sum of
the value of the two elasses of milk (ess deductions) and the blended
priceis not computed. The pool period is semimonthly and payments
are delayed 10 days.

The Dubuque market has been operating under a Federal License
since December 1934, and the determination of a straight pool price
for milk is supervised by the market administrator; that is, to arrive
at the blended (pool} price for each 100 pounds of milk, the total
income from milk in all its various uses or outlets is divided by the
total quantity delivered. In this respect the pool is exactly like that
of most strictly bargaining associations not using & base-surplus plan
of payment to producers. Here the pool period also is semimonthly
and payments are delayed from 7 10 10 days.

At Burlington all the returns from milk, whether sold as class 1 to
distributors or handled through the surplus plant, are pooled twice
each month and payments are delayed 5 days after the close of the
pool. It is the only operating association employing a base-surplus
plan in moking payments to producers. Producers receive the
straight class 1 price for that percentage of their base milk which rep-
resents the relationship between total base milk delivered and class 1
sales. The price for all milk delivered in excess of base milk, as well
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as excess within the base, is paid for st the surplus price. This prive
is variable, depending on the net returns from all milk in excess of
class 1. The producer’s milk check is the sum of the value of the milk
paid for at the base price and that paid for at the surplus price.

In each market the producers’ checks are subject to deductions to
provide operating capital, usually 4 or 5 centa per 100 pounds on all
milk handlied. The Burlington association also deducts the amounts
due haulers and handles the haulers’ pay roll. None of the price plans
provide for quality differentials other than test differentials, nor for
location differentinls other than those arising out of variationa in
transportation costs,

As at Des Moines and Cedar Rapids, the cream patrons at Ottumwa
and Dubuque are not members unless they have previously been milk
shippers and have retained their membership. Nor are the retums
from farm-separated cream pooled. Cream patrons are paid on the
basis of current market quotations for butterfat. There are no limi-
tations on the number of eream patrons, but milk patronage is gener-
ally restricted.

BARGAINING ASSOCIATIONS

Seven strictly bargaining associations in Iowa have been covered in
this study. A detailed description of the operations, funrtions, and
business practices is given here for the two larger assoctations, Three
others are treated more briefly, but in sufficient detail to show the
extent of cocperative effort in the markets in which they function.

Sioux City Milk Producers Association

The Stoux City Milk Producers Association was orpanized at Sioux
City in 1932. The producers in the market area had been unorgan-
ized since 1928, when a retailing association went out of business.
The original organization started in 1921 as a local of the Iowa
Dairy Marketing Association (see table 3}, and remained a strictly
bargaining group until June 1922, At that time a milk-price agree-
ment could not be reached, so the producers called a strike and
subsequently went inio the retail field. The retail business was oper-
ated from 1922 to 1928. The present cooperative is a nonstock
organization with a membership fee of $1.* The incorporation
followed a milk strike of some 800 producers during the demoralized
marketing conditions of 1932. -

There were 908 members under contract to the association in 1936,
and this number has not fluctuated greatly since the time of organi-
zation. Only farmers producing dairy products and lendlords who

8 The ariginal members paid 50 centa.  This was ruised Lo §1 i the erticls: # = 1o apply {o e -
bers. Later the board raised the jee 1o 3 withoot smendment. It was incended 53 5 deterrent fow to kmt

membership. A3 & rosall, oGmexnbers made individusl sgresteeots with dmins sod Lhe e v s
redaced 1o 1.
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rent their dairy farms on shares are eligible for membership. Members
must sign a marketing agreement and pay the membership fee in
eash or through deductions.

The association owns no physical facilities other than office equip-
ment. It was originally financed by some $200 obtained from mem-
bership fees. Operating capital is provided by a deduction of 4 cents
per 100 pounds on all milk delivered. The articles allow & maximum
of 5 cents but the present rate has been sufficient to permit the accum-
ulation of a substantial liquid reserve account in the business,

As a bargaining association, one of its most important functions is
to arrange the conditions and terms of sale for its members’ milk.
Milk is sold according to the use plan and three classes are recog-
nized. Class 1 means all milk distributed as whole milk, and ¢lass 2
includes all milk used to produce cream for direct consumption or for
manufacture into ice cream or ice cream mix. Class 3, or surplus, is
all milk in excess of classes 1 and 2.

Each distributor takes all of his requirements for class I and class 2
from s designated group of shippers, and all the surplus is delivered to
one distributor who has manufacturing facilities. Until August 1936,
distributors purchased milk on a butter{at basis, the class 1 price being
determined through bargaining at & fixed amount per pound, and
elass 2 and 3 prices varying with the value of Chicago 90-Score Cream-
ery butter.

At one time the class 1 price was also placed at a differential over
Chicago butter prices, with the hope of eliminating the necessity of
periodic bargaining. The experiment proved unsetisfactory because
dealers made commitments during the summer when prices wers
relatively low, which caused them serious financial strain later on.
The association is now of the opimoz'; that a straight price for class
milk, negotiated from time to time, is the most desirable arrangement.
All Yowa associations follow this plan,

Under the present plan, both the class 1 and class 2 prices are
based on 100 pounds of 3.5 percent milk with a test differential which
moves up and down with the value of butterfat in butter. In each
case the prices are established by bargaining. The class 2 price is
somewhat less then that of class 1 milk. The surplus price remainson a
butter-value basis. All payments for milk are made to the associa-
tion rather than to the patrons. A written contract stipulates the
terms and conditions of sale to distributors.

As previously stated, 900 members are under contract to the
organization. These are all milk patrons, as the association does not
handle farm-separated cream. Although some attempts have been
made to limit the membership, the most recent policy is to keep mem-
bership open to all patrons selling milk for fluid consumption.

About 75 percent of the members live in the State of Jowa; 20
percent in South Dakota; and 5 percent in Nebraska. The milkshed

8489*—37——3
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extends a maximum of approximately 35 milea from the center of
Sioux City.

A milk pool is operated for all the patrons on a semimonthly basis
and payments are deferred 8 days. The pool price is a straight average
price, arrived at by dividing the total amount of money received from
sales of milk by the number of 100 pounds of milk handled. The
price per 100 pounds is based on 3.5 percent milk with the same
butteriat differential as tha¢ paid to the association by the distributom.
Deductions to cover operating expenses and the amounts due haulers
are mede from the producer’a check. That is, the association handlea
both the producers’ and the truckers' pay rolls.

The association also provides daily checking of weights and tests,
audits the sales figures, guarantees outlets and payments to producers,
issues & monthly publication including market news, and sells some
supplies. Considerable attention is being given to the improvement
of quality through field work and to keeping members informed
concerning their cooperative.

Thirty milk routes are operated daily by private truckers. Trucking
conditions have not been entirely satisfactory, and the officers of the
association feel that it should own the trucks if it is to attain maximum
efficiency in procurement.

In 1936 the hauling rates ranged from 12 to 25 cents per 100
pounds; most of the milk was hauled for 22} cents. Rates vary
according to the size of the shipment and the distance from muarket.
The actual rate charged in each case is the result of a personal srrange-
ment between the producer and the hauler.

In 1934 members of the association shipped 31,360,620 pounds of
milk, for which they received $422,948.06. This amounted to 36.4
cents per pound of butterfat, the average test being 3.71 percent.
Volume dropped somewhat in 1935 to 27,754,671 pounds, but an
advance in prices and a higher percentage of class 1 milk inereased the
total net returns to $434,733.37. Operating expenses were slightly
less than $12,000 in each year.

The quantity and the percentage of total volume sold as class 1
milk in 1934 and 1935 are shown in table 8. The percentage figures
are not directly eomparable with the monthly volume inasmuch as
they apply to the first pool period of each month rather then the entire
month. However, the relation between total milk sold and proportion
of class 1 sales is clearly evident. In the first half of June 1935, for
example, class 1 sales represented 36.3 percent of the fotal end for
the corresponding period in Uctober, 63.4 percent of the total. The
October-November situation actually represented a shortage of milk
from association members because requirements for cresm and other
uses more than used up the milk avaiiable after the class 1 requirements
had been filled. In this case the organization purchased *outside”
milk rather than compel individual dealers to seek additional supplies.

-
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Tapre 8.—Vorume oFf Mnx Soip By Siwoux City Minx Prooucers’
AssoCIATION, 1934 anp 1935

1934 1935

Month ending— Pereentage Percentage
Milk sold | of total in | Milk sold | of total in

class 1t class 1}

Pounds Percenl Pounds Percent
Jan, 15 . ____ ... . ________| 2 483 800 37.8 | 2,199 188 48. 8
Feb. 15, ___ . . _____. 2, 666, 022 37.5 2,232, 873 5L 7
Mar, 15 _______________. 2, 532, 750 36. 4 1,937,753 57. 8
Apr. 16 .. .. _______. 2, 838, 262 33. 3 2, 181, 591 53. 9
May 15 . __._._....___| 297978 37.5 2,382, 273 43. &
June I5______________._____| 3,218 711 37.8 1 3,036,759 36. 3
July 15___ .. _ __. __. 3, 149, 541 34 3,027,114 3n:
Avg Y5 ______ .. . _____.} 3 008 259 40. 7 | 2,531,675 46. 8
Bept. 15_______ ... .. .. 2 527,735 48. B | 2, 472, 620 44 7
Oct. 15 .. _____.__..___. 1 2,002 409 580 1, 871, 581 63. 4
Nov. 150 .. _._.._.. 2, 027, 356 57.3 1, 833, 385 62. 2
Dee. 15 . _._______.._..1 1,997 606 4R. 0 | 2,017, 859 531
Total ._______.__.. | 81,880,629 | ___.____. 27,754,671 ________

t Applies to the period from the 1st to the 15tk af esch month.

Sioux City has a population of some 90,000 and is the second
largest population center within the State of Iowa. Eleven Sioux
City dealers purchase their full requirements from the association
according to & written agreement. In 1935 these dealers handled
82 percent of all the bottled milk and cream in the market and nearly
90 percent of all pasteurized milk and cream. Thers are three non-
cooperating pasteurizing distributors. Nonmember-producers who
belong to another farmers’ organization are an important source of
competition for the association. A Federal milk license which became
eflective March 16, 1934, has been considered an important stabiliz-
ing influence in the market.

Nebraska-Iowa Non-Stock Cooperative Milk Association

The Nebraska-lowa Non-Stock Cooperative Milk Association,
which operates in the Omaha-Council Bluffs market, was incorporated
in 1032 under the Nebraska Non-Stock Co-operative Marketing Act
of 1925 (ch. 24, art. 14, Compiled Statutes of Nebraska, 1935}.
As at Sioux City, the organization grew out of the demoralized condi-
tion of the milk market. It was the first organization of its kind in
the Omaha territory, except for a very small association which was
started in 1916 and operated only a short time.
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The association has about 2,700 member-patrona shipping whale
milk. This number includes nearly every producer in the territory
selling milk for fluid consumption. The organization is unique in
this respect. Membership is automatic with patronage, and the mem-
bership fee is $10. A producer’s written application must have heen
approved, however, before he can ship milk through the association.
He is also required to sign a marketing contract,

The association is financed by means of a deduction of 4 centa per
100 pounds on all milk shipped.”® This amount has provided suffi-
cient income to more than cover operating expenses, so that a sub-
stantial liquid reserve account has been created. Funds in this
account amounted to $54,919.15 as of April I, 1936. At each annual
meeting the members have voted to place excess earnings in the
surplus account in lieu of paying patronage dividends. The asso-
ciation has no indebtedness and no fixed assets other than office
furniture and equipment.

The board of directors has 21 members and 5 of thess constitute
an executive committee. Management has been delegated to a full-
time manager who previously was a producer and president of the
organization.

The association is primarily concerned with representing its mem-
bership in the sale of milk and returning the proceeds to the members
on an equitable basis. All the milk is sold to the distributors accord-
ing to the use plan. The distributors, in turm, make payments
directly to the association. There are three classes of milk: Class 1,
which represents milk used for fluid consumption; class 2, which in-
cludes sweet cream for fluid consumption and other purposes; and
class 3, which is sll milk in excess of clusses 1 and 2, The plans
followed at Sioux City and Omaha are similar in this and many other
respects.

Arrangements have been made with s distributor who owns ex-
tensive manufacturing facilities to purchase all the class 3 or surplus
milk., Thus, the other distributors purchase class 1 and class 2
requirements according to- daily order. Each buyer receives milk
from specific patrons, in addition to which other milk is diverted to
balance his needs when required. The surplus price applies to daily
“returns” of class 1 milk and cream from the distributors’ wagons.

The class 1 price is a straight bargained price based on 100 pounds
of 3.5 percent milk with varying adjustments for butterfat differen-
tials. In the fall of 1936 the class 2 price, which had formerly flue-
tuated on & formula basis according to butterfat prices, was also
made a straight bargained price per 100 pounds of 3.5 percent milk.
The class 3 price is still determined according to a formula based on
the price of Chicago 90-Score Creamery butter.

2 Ap sdditionsl cent is deducted to Ansnce the office of the market administirator, ss the market ts goder
& Federsd mitk licenss,
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Fluid-milk patronage is open to all fluid-milk producers in the
territory, but farm-separated cream cannot be sold through the asso-
ciation. The association operates & milk pool for its members and
handles the producer pay roll. In addition, it checks weights and
tests, guarantees an outlet for members’ milk and payments to
producers, and makes deductions for amounts due haulers.

The pool period ends semimonthly and payments are delayed &
days. Prices to producers are based on 100 pounds of 3.5 percent
milk with & test differential corresponding to that paid by the dealers
who purchase the milk,

This is one ¢f the four markets included in the survey in which
the base-surplus plan is being employed. Bases were established
according to the average production during the year 1833. Subse-
quent adjustments in basic quantities have been made by a base-
adjusting board, depending on the production records of individual
producers since 1933.

Class 1 and class 2 sales are considered base milk in the market, so
that the base price is a blend of class 1 and class 2 prices. In 1933,
the total sales of base milk were 70 percent of the aggregate bases
established by the producers, so that each producer was given & base
equal to 70 percent of his average production in 1933. This brought
asbout an adjustment between producers’ bases and class 1 and class 2
sales which has since been mainfained. A producer is not required to
ship any milk in excess of his base but he can always market additional
milk et the class 3 (surplus) price. The surplus price to producers is
identical with the class 3 price paid by the purchasers.

During the period June 1-15, 1936, for example, the base price
was $1.62 per 100 pounds of 3.5 percent milk and the returns from the
milk in excess of the base amounted to $1.20 per 100 pounds. It
should be emphasized that the base price to producers varies accord-
ing to the total income from sales of base milk divided by the total
amount of bass milk delivered. In a recent low-preduction month
producers were allowed 10 percent in excess of established bases at
base-milk prices in order to stimulate production.

The producer’s check is made up of the sum of the value of the
hase milk and the value of all milk in excess of his base, less deduetions,
No location differentials enter into the producer prices, other than
those arising out of variations in transporiation charges.

Seventy milk routes are operated daily by private haulers, who
are under contract to the association. The routes are thus under the
complete control of the association. One of the organization’s most
significant achievements has been a reorganization of the truck routes
in such a way as to eliminate duplicetion of services and other un-
economic practices.

The association employs ons fieldman who works with producers
and distributors to further improvement in quality. It is also part



TapLe 9.—VoLume oF MiLk HanprLED By NeBraska-lowa Non-Stock Cooperative Mk Association, 1933 to 1936
1933 1934 1935 1034
Month Milk han~ | Percentage | Milk han- | Percentage | Milk han- | Percentage | Milk han- | Percentage
dled during | of annual | dled during | of annual | dled during | of annual | died during | of annual
month volume month voluine month volume month volume
Pounds Perceni Pounds Percent Pounds Percent Pounds Percen|
JONUBIY e e e 8, 020, 373 795 7 155 2 B 63| 64872 80 R 05| 6 599 562 815
Tebruary.__._.._____. 5, 858, 035 7.72 1 8, 766,113 816 | 6, 166, 519 7.44 | 5 329, 197 6, 58
Morobho ooununu. .. 6, 517, 383 8 59 7. 508, 037 9. 06 8, 765, 680 8 16 7. 086, GR8 875
April ... .. _______.| 6,609, 464 & 71} 7 532 822 9.09 [ 7,689, 030 9. 27 | 7,630, 084 b 42
May. ... ... 7, 804, 832 10. 29 8, 132, 840 9. 81 9, 710, 196 1.7 9, 011, B5Y 11. 13
June. ...l 6, 723, 843 8 86 7, 496, 109 9. 04 D, 233, 100 1. 13 8, 323, 116 14 28
Jaly. ool -] 6,173, 908 8.14 | 7, 155, 425 863 7, 375 126 R 89 | 8,687, 795 8 26
Auguste . oo.oe e 6, 787, 101 8 95 | 86, 568, 559 7.02 1 6, 046, 748 8 43 | 6, 378, b8 7. 8N
SBeptember__ . _____._ .| 5, 905, 253 7.90 | 5 863 653 7.07 | 5 637 934 6. B0 | 5, 952, 4%6 7. 35
October. ... ..., 5, 640, 624 7. 44 6, 186, BA5 7.4 B, 267, 288 8 35 6, 337, 7 7. 82
Novemher_. ... _._. 5, 444, 441 718 | 6 285 097 7. 88 | 5, 250,17 6 33| & 761, 260 7.1
Pecember. . ......... 6, 274, 363 8 27| 6, 262 231 7.55 | 6, 108, 645 7. 44 | 5, BR8, 946 T
Total__ ... .__. 75, 859, 230 100. 00 | 82, 910, 851 100. 00 | 82, 921, 324 100. 00 | 80, 984, 526 100. 00

NOLLVHLSINIRGY LIGEILY NHVA



FLUID-MILK ASSOCIATIONS IN IOWA 35

of the program to instruct the directors regarding quality field work.
Cooperative education is fostered through a bimonthly paper and by
local and general mestings.

The association provides the milk supply to all but two very small
dealers in the Omaha and Council Bluffs market of some 260,000
population. It is estimated that 99 percent of all pasteurized milk
sold in 1935 came from members of the organization. The dealers
have not entered into writien agreements with the associstion, and
the officers of the organization are of the opinion that such contracts
are unnecessary, if not undesirable.

Table 9 shows the volume of milk sold from 1933 through 1936 on
& monthly basis. Betwesan 6 and 7 millicn pounds have been handled
in most months, the peak coming in May and the low point usually
in the late fall. The variation from high to low is somewhat less than
might be expected for the Omaha territory, because it is a measurs
of sales through the association rather than total production by
members, ~In the summer when there is the greatest excess over base
milke the farmers may choose to keep the excess at home or sell it
elsewhere. During this period the percentage of all milk sold as
class 1 has varied from 37 to 60 percent, the trend being upward in
spite of an increased volume beginning in 1934.

Fort Dodge and Iowa City Bargaining Associations

Fort Dodge—OQOne of the early bargaining associations was organized
at Fort Dodge in 1822 under the Iowa nonstock cooperative law of
1921 {ch. 390, Towa code of 1935). It was not preceded by any
similar organization and thers has been no change in its corporate
status since that date. Its early history is associated with the
second attempt to organize a State-wide federation in 1922 following
the collapse of the Iowa Dairy Marketing Association.

At Fort Dodge, all patrons are members and the membership fee is
$5. The income is provided by a deduction of 2} percent from each
producer’s milic check. This represents a deviation from the usual
method in Jowa of deducting & fixed amount for 100 pounds of milk.

Careful consideration has been given to the possibility of financing
and operating & manufacturing plant to handle surplus milk. About
$9,000 in cash reserves, which had been aceumulated ocut of past
deductions for building purposes, has been largely lost through bank
failures. Recently the practice has been to prorate any income in
excess of expenses back to the patrons at the end of the year.

The association negotiates & monthly contract for a full supply of
millz with each of the four leading distributors in the market. Each
distributor takes all of certain patrons’ milk and pays the association
according to a use plan. However, only two classes of milk are recog-
nized: Class 1 is fluid sales of milk in bottles, and the remainder is
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surplus, 'The class 1 price is a bargained price based upon 100 pounds
of 3.5 percent milk with varying adjustments for test. These adjusat~
ments sre not automatic and, therefore, changes are relatively infre-
guent. Distributors pay for all milk, in excess of fluid sales, on o
butterfat basis according to a formula based upon New York Extra
butter. The association provides check testing and weighing in case
of complaints but does not audit the distributors’ hooks to verily the
uses made of the milk.

All milk sales are pooled and the patrons receive payment from the
association, The total average percentage of surplus is determined
on all milk shipped and each patron receives the surplus prire for a like
percentage of his milk. Again the valua of the buase milk is computed
separately from the value of the surplus milk and the producers’ check
ia the sum of the two values. The blended or average price is not
computed. Both prices are on the basis of 100 pounds of 3.5 percent
milk, the base price corresponding with the deulers’ buying price for
class 1 milk and the surplus price varying with the returne from all
milk in excess of class 1.

In 1935 the hauling rate was uniformly 20 cents per 100 pounds on
all established truck routes. However, about one-third of the pro-
ducers made deliveries direct to the distributors.

Expansion of membership has created a serious surplus problem
and hence the desire for a surplus plant. During 1933, the surplus
was in excess of 75 percent of all milk handled in all except 4 montlis
and, during the first half of the year, producers received less per 100
pounds for class 1 milk than for surplus milk. Such a pricing scheme
was necessary in order to hold the fluid-milk market from outside
competition. The situation improved materially after 1934.

Jowa City—The Johnson County Dairy Marketing Association at
Iowa City was organized in 1933 under the Iowa nonstock law. The
associntion bes & membership fee of $1 and membership is contingent
upon the producer’s signing & membership contract. Operating funds
are provided by a deduction of 1 cent per 100 pounds on all milk
shipped. This has proved sufficient to cover sall expenses and permit
the accumulation of a small liquid reserve, since the amsociation’s
activities are relatively limited. )

The association represents its membership in negotiaiing the sale
of milk to the two pasteurizing distributors in the market. The
distributors have entered into a written agreement for a full supply
and purchase milk according to the use plan. In one important
respect this plan differs from those used by the other associations;
that is, each distributor operates his 6wn pool and handles the pay roll
of his patrons instend of 8 single pool being operated by the associa~
tion. The pool period ends semimonthly and payments sre delayed
5 days.
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The class 1 price is o straicht bargsined price based upon 100
pounds of 3.5 percent milk with a test differential which is varied
sccording to the value of butterfat. With the exception of Cedar
Rapids, it is the only price plan which calls for variations in the class 1
price on the basis of grade of milk. Most of the milk is paid for,
however, at the top or premium grade,

Class 1 prices apply only to actual sales of fluid milk in bottles.
All other milk, including returned bottied milk is paid for on a butter-
{at basis st a differential over the price of Chicago Extra Creamery
butter. Although provided for in the contract, distributors’ books
are not audited and weights and tests are not checked except at
irregular intervals.

Distributors make payments to producers according to a base-
surplus plan. Each producer’s base is determined by his average
production during the 3 preceding years. That is, 1936 bases wera
the aversge of production for 1933, 1934, and 1935. Under this
system the established bases are far in excess of class 1 sgles. Dur-
ing June 1-15, 1936, one dealer had 66 percent more base milk than
fluid sales. Instead of reducing the established bases, the adjustment
is made by paying each producer the class 1 price on that percentage
of his base which represents the percentage of total base milk sold
as class 1.® Thus, the producer is said to have surplus in his base.
All surplus in the base and all excess over the base is paid for at the
surplus price.

The blended prics is not calculated in figuring the milk check.
The value of the base milk is determined separately from the value
of the surplus milk and the check is the total of the two values, less
deductions.

Delivery of milk to the dealers is entirely in the hands of the pro-
ducers and haulers, and the association has no knowledge of what
the rates are. The haulers, with one exception, are producers who
bring in the milk from several producers in addition to their own.
More than half the producers deliver their own milk direct to the
pasteurizing plants.

Quad-Cities Organizations

As previously stated, there are two milk producers’ associations
operating in the Quad Cities market. The oldest organization is
known as the Quality Milk Association. It was incorporated in
Illinois in May 19230, and has headquarters at Moline, Hll. It is
essentially & bargaining association and has arrangements with &
cooperative creamery in Moline for the disposal of surplus milk,

The second group, known as the Illinois-Iowa Milk Producers
Association, was incorporated in Iowa in February 1933, with head-

1 This percentage, 34 percent iz the above sxample, varies somewhal smong dealers for any given pool
pariod.
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quarters at Davenport, Iowa. In this survey special attention was
given to this association by virtue of its headquarters within the
State of lown. 1t grew out of dissatisfaction on the part of a num-
ber of producers with the first-named organization and some rivalry
with varying degrees of intensity has prevailed ever since. Since
1934, however, the differences have been well regulated under s
Federal milk license.

In December 1935, the Quality Milk Association had 470 active
members and the Illinois-Iowa Milk Producers Association had 320,
There are also several independent producers and producer-dis-
tributors in the market. The total deliveries of milk in one month
in 1936 were as follows:

. Pounde

Quality Milk Association. .. oo . 1, 930, 000
Itlinois-Iows Milk Produeers Association___________. oo 1, 662, 000
Independent producers. _ . __ _____ . _ . ... 465, 600
Producer-distributors. . .. .. .. ... o..... 113, 600
Total .- --- 4%, 170, 000

The distributors buy milk from the associations aceording to the
use plan and both asscciations pool payments to producers according
to 8 base-surplus plan. An equalization fund has been set up under
the market administrator so that in reality there is one market pool
and each producer receives the same blended price for base milk and
the same price for surplus milk, regardless of the association to
which he belongs. The organization with the highest percentage of
class 1 sales pays into the equalization fund in order to provide funds
with which to equalize the payments to producers who ship to the
other association.

Producer bases for 1936 were established by the producer’s average
production in October, November, and December 1935, plus that of
the low month. If the low month happened to be one of the 3 base
months, that month was counted twice in the ealculations, When it
was found that class 1 and class 2 sales equaled 90 percent of the
producer bases thus established, each producer was given & base
equal to 90 percent of the one first determined. If a prodycer falls
below 85 percent of his established base he is given a new and lower
base.

The base price paid to producers is determined by blending the
returns from base milk. As s result the base price is variable from
month to month. In this respect the method used is identical with
the Omaha base-surplus plan. Since the plan tends to keep the total
quantity of base milk near the total class 1 and class 2 sales, a relatively
high average base price is maintained. If producers were permitted fo
establish total bases in excess of the quantity sold in the first three
classes, and delivered the full quantity of base milk, the blended base
price would include some saurplus milk.
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The records from the Illinois-Towa association show that it handles
the producers’ pay roll and guarantees a market for all the milk of its
members. The market now operates a monthly pool, but the dis-
tributors make cash advances to the association semimonthly and the
association, in turn, advances $1 per 100 pounds to all patrons. This
system greaily reduces the bookkeeping involved in operating the
pool over that pecessary for a semimonthly pool. Cash advances are
deducted from the final check due at the end of the month.

The membership fee is $1 and 450 such fees have been paidin. The
association is financed mainly by deductions of 3 or 4 cents per 100
pounds on all milk handled. An additional 2 cents is deducted for
the maintenance of the office of the Federal market administrator.
There are no fixed assets other than office equipment and no indebted-
DEesS OF Teserves.

This association operates about 30 truck routes in Jowa and Tliinois.
The board of directors sets the hauling rate for the private truckers.
The rates in 1935 varied from 10 to 20 cents per 100 pounds, and the
standard rate was 18 cents. It is understood that the routes belong
to the association and control over the routes has been rather effective.

A Mnx-DsTrIBUTING COOPERATIVE

The Marshalltown Cooperative Dairy Marketing Association
represents the one remaining milk-distributing cooperative in Iowa.
It was incorporated in 1923 after a bargaining sassociation, which
started in 1919 (table 3), proved unsatisfactory. At that time most
of the fuid-milk producers in the territory were seiling their milk to
one dairy and to a grocery company which manufactured milk hominy.
Heavy stocks of hominy finally made it unprofitable to manufacture
a largs volume of milk on this basis and these producers were faced
with the loss of their market. When the matter was put before
them they decided to organize and distribute milk te comsumers
cooperatively. They leased a part of the grocery company’s plant
and obtained capital for new equipment by means of personal notes.

The business grew rapidly for a time and the volume of the private
distributor was eut in half. Milk was received from about 40 pro-
ducers in 1923 and the surplus above fluid sales was sold to the grocery
company. The retail business fell off gradually after its early peak,
and at the time of this study only nine patrons were delivering whole
milk., These constitute the entire membership and no new members
are being teken in. However, in order to use the plant more
nearly to eapacity, some sweet cream is purchased from nonmembers
for retsil trade and for ice cream. Sour cream is purchased at station
prices for the making of butter. No milk or cream is sold at wholesale
to the five pasteurizing distributors in the market.
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MoD-WEsT NonN-Stock COOPERATIVE DAIRIES

An organization closely associated with cooperative fluid-milk
producers’ associations in Jowsa is the Mid-West Non-Stock Co-
operative Deiries. As previously mentioned, it is to some extent the
outgrowth of attempts in 1922 and earlier to form a federation of
fluid-milk producers’ associations in Iowa. It was incorporated in
1933 under the Nebraska nonstock law. Its membership includea 12
of the 13 Iowa associations listed above, besides Lincoln and Norfolk,
Nebr., and Sioux Falls, 8. Dak.

It has no capital stock or membership fees; the only source of income
is special assessments. It was organized principally to establish the
inter-State characteristic of fluid milk in this locality so that the ssaso-
ciations could get the fullest benefit from the marketing agreements
which were being formed under the Agricultural Adjustment Adminis-
tration. When this need did not develop to the extent anticipated,
the association continued as #n overhead organization representing
its members on special problems of concern to all associations. One of
its important services was the reaching of an sgreement with the
United States Post Office Department allowing truckers to deliver
checks containing price, test, and quantity information to the pro-
ducers after the practice had been declared illegal '

The association now meets quarterly and discusses cormmon operat-
ing and marketing problems. Undoubtedly such a federation if
formed earlier could have done much to prevent the serious losses
incurred from unwise business policies. Many of the members hope
that the federation can be strengthened and its sctivity broadened in
the near future. There can be little doubt as to the need for such an
organization, especially to sssist the numerous small associations with
their complex management problems. Probably it is the stronger
groups, however, that will contribute the greater part of the financial
support and leadership for the undertaking.

CORPORATE AND COOPERATIVE FEATURES OF
IOWA MILK-MARKETING ASSOCIATIONS

HIS STUDY has shown that there are many points of similarity
among the several associations in lowa. Likewise, there are
instances of wide variation in their organization set-up and operating
practices. Some of these differences and similarities are summarized
here.
# The Pout Qffice Department reepproved this practice when the sssociations sgreed to remove the
perforated line between the check and information stub. The rulitig was aiso a mulier of grent concern o

cocparative creamerias operzling irack roates and milk prodocers’ amociations In other sections of the
coumyy. The test case had been prepared against the Des Moines Cooperative Dairy Marksing Asso-
ciation.
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Of the 10 loce] associations in this group, 9 were organized under
cooperative nonstock laws, One of the nine has a Nebraska charter,
and the remainder are incorporated under the Iowa nonstock coopera-
tive law of 1921.%

The oldest nonstock association, on the basis of its present corporate
status, was organized in 1921. Four others were organized between
1921 and 1926 and the remaining four were divided between 1932 and
1933. The membership fee is $1, with two exceptions—one 8 $10 fes
and one & $5 fee. Only one association reported that it returned the
membership fee (1) when membership was terminated. The asso-
ciation at Cedar Rapids is the only one organized on & capital-stock *
basis,

VoTmG AND MEMBERSHIP REQUIREMENTS

One vote per member is the rule with all associations and in no case
is proxy voting permitted. Voting by mail is generally provided for.
Except in those associations that handle ¢cream for churning, business
is done with members only. This is largely explained by the nonstock
plans of organization and the low membership fess. All members
must be farmers producing deiry products, or share landlords of
dairy farms. Cash landlords are excluded.

DisTrBUTION OF INCOME

All of the associations provide for the distribution of undivided
earnings, in excess of required reserves, according to patronage, Under
the Iowa nonstock cooperative law of 1921, not less than 10 percent
of the earnings in any year are to be added to surplus until the surplus
equals 40 percent of the invested capital. From 1 to 5 percent of the
earnings is required for educational purposes. Similar provisions ars
included in the Nebraska nonstock cooperative laws,

However, with the exception of Fort Dodge, no associations have
ever paid patronage dividends. Either no excess savings wers avail-
able or they have been held in the business as part of the surplus or
as 8 reserve account. There is a general feeling among organized
milk producers that to be fortified with a substantial amount of hiquid

# Neow associstions in Iowa must be orgenized under the new ceoperative law passed In 1935 (ch, $80-G-1,
Iows Code of 1885} which provides the same coopetative requirements for organizations whether oa e stock
or & ponstock basis, and offers certain ather advantages over the nonstoek law of 1921,  Propexty rights of

members are more definitely defined and there is greater assurance that the business will be conducted for
the bensfit of patrons. In geners], it sats forth methods and practices designed to prowmets the cocparative

parpose.

It is probable that recrganizations following expirations of airters, or for other reasons, will alse be bassd
an the 1935 law.

# This sssoctation is organized under the Iowa stouok cooperative lnw of 1015 {ch. 389, Fowa Code of 1935).
The law iz patterned after the general corporstion law and was the first specifle cooperativelaw in the State,
It is typical of the Rochdsle-type lJaws and provides for one vote per member, limitstion on stock owned
by any mamber {$5,000}, limited intercst on stock (I3 percent), and the distribution of excess earnings among
the atockholders on the basls of patzonage.
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reserves strengthens their bargaining position with distributors, It
places a bargaining group in & position to acquire a manufacturing
plant or perhaps enter the retail business if at any time it is inpossible
to sell milk to their regular distributing customers. An assoriation
already operating physical facilitics may need the excess earnings to
build up the capital account or to expand the businesa.

The sccumulation of a large surplus within the cooperative organi-
zation has in some cases created the problem of allocating the aurplus
equitably among patrons. The nonstock cooperative law provides
that operations shall be conducted at the lowest practicable cost.
The accumulation of s large unallocated surplus miny violate the
intent of the law. The logical way out is to allocate the surplus in
excess of reasonable reserves to the members on the basis of patronage.
The surplus is thus converted to membership capitnl and each patron
shares in it in proportion to the volume of his business.

The fact that many of the associations are relatively new and others
do not have large surplus accounts has kept the surplus allocation
from becoming & general problem. At Des Moines, however, where
the surplus was far in excess of the outstanding certificates of indebted-
ness, & resolution providing for an allocation of the surplus as shown
in the financial report of December 31, 1935, was introduced and
adopted at the annual meeting in Junuary 1936. Considerable unrest
had developed among the members regarding their claims to the un-
allocated eapital account, and the officers and directors were agreed
that such an allecation was desirable and proper.

The plan calls for an equitable allocation of all surplus accumulated
by the association since it began plant operations. Specifically, each
member is to share in the surplus in proportion to the value of business
done with the association since January 1, 1926. The allocation is
to be accomplished by the simple method of establishing a eredit for
each member on the books of the essociation, rather than by issuing
certificates of indebtedness. The credit is without a due datas or an
interest rate and is secondary to gll other claima against the organiza-
tion. The payment of interest on the credita would result in an in-
creased fixed overhead charge against the organization and thereby
reduce the amount available to pay patrons for milk.

The credits are to be retired according to a revolving-capital plan,
Under this plan the capital will revolve with some relationship to a
10-year basis; that is, any capital accumulated in 1936 will be used
to retire credits established in 1926. This period, of course, may be
shortened or lengthened depending o current accumulations relative
to past credits. In any case the oldest credits are o be retired first.
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Fmvancial HBTORY

Since all except the association at Cedar Rapids began as purely
bargaining organizations, the original financing did not create an
important problem. Very littls capital was needed. Membership
{ees provided funds to pay the costs of incorporation and other inei-
dental expenses. Operating capital was obtained by deductions from
the producers’ milk checks.

The five associations that bave continued on a purely bargaining
basis have had no additionsl financing sinee the time of organization;
that is, they bave never ineurred indebtedness through borrowings nor
have they received capital by the sale of shares or certificates to
members. The operating sssociations usually required some addi-
tional financing when manufacturing facilities were obtained. In
1926 producers st Des Moines subscribed $12.50 per cow in their dairy
herds. Certificates of indebtedness were issued when the smounts
were fully paid in cash or through deductions. In 1934 the members
of the association at Burlington paid in 85 per cow.

Two of the operating associations have some indebtedness arising
from the purchase of plants or equipment, and one hes borrowed
operating capital. Two of these loans were made by the Omaha Bank
for Cooperatives; they are being retired by monthly payments. Ae-
cumulated earnings from past operations and leased plant arrange-
ments have lessened the need for raising large amounts of capitalin e
short time, in order to finance fixed assets.

1t is undoubtedly frue that lack of capital has limited the activities
of many Jowa associations. While some may not require a large
amount of capital, because of the nature of the functions performed,
it is true that their activities depend on the amount of capital avail-
able.

In all associations, operating capital is provided by deductions from
the producers’ milk checks. In 9 of the 10 cases, deductions are on &
per unit basis and in 1936 ranged from 1 fo 6 cents per 100 pounds.
In one cnse the deduction is on a percentage basis. Five of the
markets—Sioux City, Omaha, Davenport, Des Moines, and Dubuque
were under a Federal milk license at the time of the survey, and the
deductions included 1 or 2 cents per 100 pounds of milk handled, to
finance the office of the market administrator. For the operating
associations, deductions usually apply to class 1 sales only, since the
surplus price is arrived at on the basis of income less expenses and is
not subject to further deductions except for transportation.
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OPERATING PRACTICES
Price NEGOTIATIONS

THE primary activity of five associations and the only one common
to the entire group is that of negotiating the termas of nilk sales to
distributors. Collective bargaining is of first importance to organized
fluid-milk producers. All associations, to a greater or less extent,
bargain with dealers over the price of fluid milk for bottling purposes
and of other classes of milk according to use.® In addition to deter-
mining prices, bargaining covers all the conditions of gale, including
how and when payments shall be made, how weights and tests will be
checked, the right to divert milk and patrons, and nearly every other
phase of the associations’ operating plans, No plan of operation can
be successful unless agreed to and thoroughly understood by all parties
concerned. Because of the wide scope of activities included in the sale
of milk by a bargaining association, some of the more important fea-
tures of the sales ngreement are discussed scparately.

SAaLEs or SurpLus MIiILK

The operation of a manufacturing plant for processing surplus milk is
an important function of each of the five operating associations.
However, there is some variation in the extent to which these organiza-
tions have gone into the handling of surplus milk, At Des Moines,
Ottumwa, and Burlington, distributors buy only class 1 milk, all other
milk being diverted to the mssociation’s surplus plant. Cream and
skim milk are purchased os such from the associations. In these cases
surplus includes all milk in excess of elass 1 sales for bottling purposes.
At Cedar Rapids and Dubuque, distributors continue to buy some
milk for cream and for lower-valued uses, so that not all milk in excess
of fluid sales in bottles passes through the surplus planta.

In the four markets where farm-separated cream is received at the
surplus plants and manufactured into butter, the purchases are handled
in a separate pool or under & separate plan of payment, and the shippers
are usually nonmembers. The nonmember cream business is causing
8 serious organization problem here. If membership were to be ex-
tended to zll cream patromns, they would gain voting eontrol of the
organization because they are greater in number than the other
patrons, although their production is much smaller per patron than that
of the milk shippers. This possibility of control by cream patrons does
not generally meet with the approval of the existing members who are
producers of fluid milk.

17 }{ shouid be pointed out that this feature has been modifted sotnewhat at the marksta which are operat-
ing under Federal milk licenses. The leenses provide 8 price sehedule for euch market, setiing forth the

dealers’ buying prices. However, the producers had an important part In establishing these prices snd
periodic bargaining continues, since the Hoenses aze subject 1o amendinent. Sach amendments bave Dot

been infrequent.
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An important reason for receiving farm-separated cream is to in-
crense the size of the business and use the surplus plant and equipment
more efficiently. In most of these markets the volume of surplus milk
is too small for efficient plant operation even though it may be large
on a percentage basis and even though it may, unless properly handled,
have an important eflect on marketing conditions. For technical
reasons the plants must be of a certain size and involve certain mini-
mum labor requirements. As a resuit, per unit costs are high on small
volumes, Moreover, the volume of surplus milk is highly seasonal.
Unless supplies are supplemented from other sources, a churn necessary
to process s small quantity of surplus butterfat may be idle much of
the year,

Because of the relatively small volume of surplus milk, some associa-
ticns maintain that it is best to allow existing distributors with manu-
facturing facilities to handle all the milk and pay the association
according to the use plan. This is, of course, the procedure followed
by the strietly bargeining associations. But the fact remasins that if
the volume of surplus milk were concentrated in one plant it would
lead to more efficient handling. On only a few markets have distrib-
ntors accepted a plan such as that used at Omaha and Sioux City,
where one distributor handles all the surplus milk. In these markets
some friction prewuils among the distributors, because they feel that
the surplus milk is an important source of profit to the one distributor
and that he uses this income to take an unfair advantage of them in
the bottled-milk and cream business. The elimination of such friction
batween buyers is of great importance to the farmers and is another
reason for the handling of surplus milk by the association.

The surplus plants permit the associations to guarantee with greater
assurance & Mmarket outlet for the milk of members at all times.
Next to price considerations, this is probably the most important
reason why the organizations were formed. Loss of market during
part or all of the year was a particular grievance of producers and
the guarantee that & market would be available worked to bring them
together into one organization. All except one of the strictly bar-
gaining associations also make a similar guarantee of an outlet for all
the milk of their members. When difficulties in making sales arise,
however, these associations have to depend on processors having
available equipment

Ta a certain extent the associations themselves have created a need
for more manufacturing facilities in that they have expanded their
membership and increased the volume of milk coming into the fluid-
milk market. As the surplus increased, the bargaining position of the
producers’ organization was weakened and in some cases the distributors
did not care to handle additional milk, even under the use price system,
Thus the surplus plants have, in general, facilitated orderly marketing

8480°—37——4
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by holding the surplus milk under producer control. Local circume
stances must be considered carefully, however, before any association
undertakes the operation of a surplus plant. Available volume and
existing facilities may be the determining factors.

CHECKING OF WEIGHTS AND TESTS

It is a general policy of all associations to check the weights and tests
of milk at the distributors’ plants (fig. 6). Some sassociations have

FiGURE 6.—TEsT LABORATORY OF A COOPERATIVE MILK MARKETING

ASSOCIATION.

Practically all of the cooperative milk associations maintain laboratorics for testing the
butterfat content of milk and cream.

employees to check all weights and tests each day ; other associations
make checks at certain intervals; and still others, only occasionally or
in the event of a complaint. The performance of this function is
closely correlated with the size and position of the association in the
market. The small associations do very little checking, as they have
no personnel for such work.

HanbLING THE Propucer Pay RoLL

Each of the associations, except the one at Iowa City, handles the
producer pay roll and computes the pool price for milk. This practice
of handling the producer pay roll by the associations and pooling the
returns from dealers represents an advanced stage in the develop-
ment of producer organization. The dealers generally have come to
recognize the association as an important agency which renders a
significant marketing service,
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Under & plan whereby the association pays its members for milk, the
producers are more likely to feel allegiance to the association than to
a particular dealer. Furthermore, 8 method of payment which pro-
vides uniform prices to all is probably of advantage in maintaining
barmony among producers. Under & dealer pool thers may be
enough variation in the dealers’ prices fo cause considerable unrest
among producers. The one-price system has the further advantags
of relieving the dealers of some of the clerical work involved in han-
dling producer pay rolls and of placing the orgenization in a better
position to organize or recrganize truck routes on the most economical
basis.

PROMOTION OF SALES

It is not the general prectice of fluid-milk producers’ associations in
Tows to join with others in the industry to promote the use of more
dairy products. Four associstions reported no work along this line,
three reported only a limited smount, and the remaining three—all
operating associations—advertised their butter and other manu-
factured produets, if eny, by brand, and coopersted with distributors
in the sale of pasteurized milk.

It is doubtiul whether any of the producer organizations in Towa,
except perhaps the one at Des Moines, has cooperated in an industry
program for the increased use of dairy products to an extent propor-
tionate to that of the associations In many larger milk markets.
Developments along this line seem likely to be expanded as the
associations become older and more firmly established.

QuaLITY IMPROVEMENT

All of the associations surveyed recognized that the production of
high-quality milk is a goal worthy of the best efforts of the cooperative
association. Field work with regard to quality has been & major part
of the program of & few of the associations. In many cases, however,
the work is handicapped by lack of personnel. Usually the manager
or the tester gives at least a part of his time to such work, and two
associations have fieldmen on a full-time basis who give considerable
time to quality work. The services of the State extension service
and city health officials have been used to advantage in this connection
and often it has been possible to cooperate with the distributors on
quality improvement. While it would be difficult to measure the
extent of quality improvement and to know how much of it has been
creditable to association activities, milk-producers’ organizations
undoubtedly deserve much credit for improvement in the grade of
milk offered for fluid consumption.
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CompILATION OF MARKET DaTta

The assembly and use of market data has not generally been a
function of these orgenizations. Three, however, issue a monthly
bulletin to members in which market conditions and other information
regarding the business of the association are included. Likewise,
except at Des Moines, general educational work in cooperation has
usually been done on & small scale, if at all. News bulletins, special
letters, route meetings, district meetings, and annual meetings provide
the important channels for such educational work. Most of the asso-
ciations agree that more nttention should be given to the subject of
cooperation, and there is an apparent tendency te expand setivitics
along this line.

OTHER SERVICES

Numerous other functions, usually of & less important nature or
performed on a more limited basis, are part of the business of these
organizations. Loans or advances are sometimes made to producers
and even occasionally to milk deslers; milking aupplies and other
farm supplies—such as binder twine end petroleum products—are
often handled at cost. Qccasionally an associntion handles mill feed
and assists in the purchase of hay and other farm feeds. The general
policy of service to members prevails, but beyond price bargaining
and other matters related to negotiating the sale of milk to paateur-
izing distributors, the functions performed in some cases are limited,

Cost orF SERVICES

Because of the differences in methods used in keeping records, it
has been difficult to analyze separately the costs of carrying on the
many functions of these associations. A generalidea of the disposition
of income may be had, however, from a study of & typical bargaining
association (table 10).

This association had an income of 4 cents per 100 pounds of milk.
Office salaries, including a full-time manager and all the workers
necessary to keep detailed records of individusl patrons’ accounts,
was the largest single expense item and amounted to 1.73 cents per 100
pounds or 44.5 percent of the total expense. Two men employed by
the testing department checked weights and tests in every dairy every
day at a cost of 0.93 cent per 100 pounds of milk handled. Mis-
cellaneous office expense and directors’ fees were other relatively im-
portant items. ‘The remaining expenses were relatively unimportant
and accounted for less than 17 percent of all expenditures. Adver-
tising and donations amounted to only 0.02 cent per 100 pounds.



FLUID-MILK ASSOCIATIONS IN IOWA 49

Tasre 10.—DISPOSITION OF AN INCOME FROM BROKERAGE oF 4 CEnTs PER
100 Pouxps oF Mix HanpLEp BY A Barcamnmg AssociaTion, 1935

Amount | Percentage

Expense item of ex-~ qf total

pense income

Cents Percent
Officesalaries. ..o - . ... 1. 78 44, 50
Testing department_________ __ __________________..__ .93 23. 25
Miscellaneous office expense______ .. _____._ . __._ .. . 38 9. 50
Directors’ fees ... .28 6. 25
Rent oo s .14 3. 50
Legalfees. . .. .. ... o icoaoo. 13 3.25
Traveling expense_ _ .. o iiiiei.oan .10 2, 50
Bank exchange, postage, and telephone________________ .10 2. 50
Meetingsand Toutework . . ________________________ .07 L7
Bonds, insorance, énd taxes______ .. ____________._.__.. .06 1. 50
Auditing fees_________.___.___. e e mamme .04 1. 60
Advertising and donations. ... ... .. .________ .02 . 58
Total. e m e 4. 00 100. 00

MANAGEMENT AND ACCOUNTING

HE NUMBER of directors for these 10 associations varies from
5 to 21, distributed as follows:
Associations having ingh-

Number of directors: cated Rumber of directors
S e e e e 4
U I
U 3
1 N i
-4 IR |

Total e 10

The term of office is usually 3 years. Elections are sfaggered so
thaf there is always a majority of old members. All the boards ex-
cept one meet at least once each month, and special meetings are
frequent, The board whick does net meet monthly chooses from its
membership an executive committee which holds monthly meetings.

Eight associations have full-time managers and two are managed
by farmer-secretaries. One of the oldest organizations, which was
said to have “run itself” in the past, engaged & manager recently.
Of the eight full-time managers, six have had no previous experienee
in the business other than that of having been a producer and having
served as a board member—usually as president. One of these
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managers and the two farmer-secretary managers are still producers
and serve on the board of directors. One munager has had some
previous creamery experience and another has had both considerabla
experience in the business and advanced educational training. Of the
present managers, only cne wes emploved prior to 1933, This in
partly explained by the fact that four of the associations with full-
time managers were organized since that dute.

Double entry accounting records adequate for operating and finun-
cial statements are kept by half of the organizations. Recards kept
by the other associations are sometimes quite inadequate. A monthily
operating statement is prepared by all associations handling the
producer pay roll and an outside audit is performed by a local auditing
firm or individual. Four associations have monthly audits; one,
quarterly; and four, annual audits. At lowa City there is none,
largely because the distributors handle the producer pay roll.

Bonds are provided for all officers or employees handling funds;
nine of these are cornmercisl bonds paid for by the asscciation, The
amount per person ranges from $10,000 down to $1,500.

COMPARISON OF SALES PLANS

N EVERY market dealers buy milk according to some form of the

use plan, and the class 1 price is now uniformly based on 100
pounds of milk testing 3.5 percent butterfat.® During 1932, 1033,
and 1934 the butterfat differential was usually 3 cents {for each 0.1
percent above or below 3.5 percent butterfat content. Since 1534,
most associations have shifted to a sliding-scale differentisl, bused
upon the value of butterfat in butter. At Des Moines, for example,
the butterfat differential varies each sale period with the avernge price
of New York Extra butter during that period. In most other markeis
the differentinl changes by one-half-cent intervals. That is, when
the price of butter averages between 30 and 35 cents, the differential
is 3 or 3} cents per point; and when the butter price averages between
35 and 40 cents, the differential payment increases by one-half cent.

It is also true that all the class I prices are straight bargained
prices, that is, remain unchanged except by agreement hetween pro-
ducers and distributors, At one time the class 1 price at Sioux City
was placed on a sliding scale at 8 fixed differential over the price of
Chicago Extra Creamery butter. By so doing it was hoped to elimninate
periodic bargaining of fluid-milk prices. The plaen probably had
some merit but was soon discontinued because it was found that
dealers were making resale commitments on the low summer prices,
which extended into the fell and winter. Then when the class 1 price

H The association 8t Sioux CRy adopted this plan in Angust 1938, Milk ad previously been sokd
ol & butterfat basis,
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advanced, the dealers were placed under 2 serious financial strain and
refused to cooperate with the organization. Apparently, with & more
or less fixed resale price, the associations find it more satisfactory not
to vary class 1 prices except periodically by agreement.

Information is neot complete on the exact manner in which the
necessary day-to-day reserves of class 1 milk are paid for. In gen-
eral, however, the bargaining associations selling milk according to
the use plan have no problem with the dealers’ day-to-day surplus of
class 1 milk, since the use classification is based on actual sales rather
than on purchases. For example, returned bottled milk is not con-
sidered as # class 1 sale. The plan does make it necessary to audit
the distributors’ books in order to determine the actual class 1 sales.
It is in this respect that many of the smaller associations are at a
disadvantage.

While the operating associations of the Des Moines type have no
problem of auditing the distributors’ books to determine the exact
use made of the milk, since only class 1 is sold to distributors as milk,
there is a problem regarding the payment for class 1 milk purchased
but not sold in fluid formn. The sllowance of 6 percent of milk
purchases at surplus prices, which is made at Des Moines, is prebably
the most satisfactory arrangement. The Cedar Rapids Association
allows “returns” at the butterfat value of sour cream, but some
nssociations reported no sllowance for elass 1 milk purchased but
not sold in fluid form.

In June 1936, the prices per 100 pounds of 3.5 percent fluid or class 1
milk were as follows:

Number of

Price per 168 pounds: assoctations
B2 00 e iimmmeean————e— 3
81580 __ e et e e a MM ereemE e —m e e e 2
LB e ccmcmmemeeemeseme———— 3
B1B0. .o R i
Total _ L iccacaoo-- ¢

t Includes 16-esnt premium usually paid at Tews Clty.
* Taotal of U, sines the assoclation at Sioux City was then sslling milk on & butierfat basis.

In eight out of nine assoeiations the price varied within the narrow
range of $1.85 to $2 per 100 pounds. These prices had prevailed
generally for the previous year but vepresent marked increases over
1932 and 1933. It should be pointed out that the average test of milk
delivered (and in many csses the average test of milk bottled) is
above 3.5 percent butierfut, so that the prices actually paid by
distributors are somewhat above the base prices,

As a general rule the highest prices tend to be associated with the
lurgest markets. These markets slso tend to have somewhat more
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costly production and sanitation requirements and naturally draw
their milk supplies from wider areas.

Where three classes of milk are provided under the use plan of {he
bargaining associations—the usual situation-—class 2 applies to milk
used to obtain cream for fluid consumption. Until the full of 1938,
all class 2 prices were variable, were based upon a butterfat formula
and were quoted in terms of cents per pound of butterfat. During
the fall of 1936 two of the five bargaining associations (at Omaha and
Sioux City) changed to & bargained price for class 2 milk, besed upon
100 pounds of 3.5 percent milk. The pricea were thus placed on the
same basis as class 1, but at a lower level.

Among the operating associations, Cedar Rapids and Burlington
producers have long maintained bargained or negotiated cream prices.
The Cedar Repids price is optional, between 100 pounds of 3.5-percent
milk at the established class 1 price and an equal amount (considering
the value of skim) from the surplus plant on a pound-of-butterfut
basis. That is, Cedar Rapids not only uses a fixed class 2 price but
this is the same as the class 1 price.

The producers at Dubuque, where a surplus plant is operated in
combination with the use plan of selling, also changed from a formula to
a fixed price per 100 pounds for class 2 milk. Thus, five markets
have a fixed or bargained elass 2 price and the other five sell cream
or fluid milk for fluid-cream purposes at a variable price determined
according to a formula.

In addition to variations in the method of arriving at and quoting
the cless 2 prices, there is some variation in the method of arriving
at the price of cream for fluid and for manufacturing purposes. At
Des Moines and Ottumwa, whera cream prices are established on a
formula basis at near the butterfat value, sweet cream is sold at one
price regardless of use. On .the other hand, in ell the markets where
class 2 milk is based on 100 pounds of 3.5 percent milk, cream for
manufacturing purposes is sold on the basis of & price determined
by formula, in a separate class or as surplus milk.

Local conditions largely determine the various methods used in
pricing cream to distributors. If alternative sources of sweet cream
supply are readily available outside the association, the general policy
is to keep the cream price low and besed on the value of butterfat,
It is not unlikely that many associations which adopted a fixed and
relatively high cream price during the unfavorable production condi-
tions of 1936 will subsequently have to alter their plans in order to
prevent distributors from seeking cheaper sources of cream supply.

In all cases where class 3, or surplus, milk * is sold to distributors,
the price is variable depending upon some central-market butter

# Tha price plen at ths Quad Citiss provides for four classes of mifk but steps sre being taken Lo padually
climinate ciass 4.
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quotation. It may be based on 100 pounds of 3.5 percent milk or on
a pound of butterfat. Five markets use Chicago Extra Creamery
butter prices in their formulas, two use the price of Chicagoe standards
and three use the price of New York Extra butter. The formulas do
not apply to the operating associations such as those at Des Moines
and Ottumwe except on sweet cream, since the surplus milk is proc-
essed and the net returns are based on the selling price of manufac-
tured produets (including sweet cream) less expenses.

All the associations have had written agreements with distributors
at one time or another, for & full supply of milk. However, by 1935
only six associations used writien contracts with distributors, and in
one case the last signing occurred in 1925. Managers expressed
various opinions regarding distributor contracts. Some thought they
were essential; others said they used them but did not consider them
of great value, and still others thought that they were definitely
harmful t6 the association. Distribator contracts were considered of
least importance in the markets under a Federal Bcense. After rea-
sonably satisfactory distributor relations had been worked out in the
licensing arrangement, there was little to be gained by contracis with
distributors. (See sample contract in Appendix, pp. 67-72.)

In all cases the organized producers supply the milk to the leading
pasteurizing distributors in the market. While the exact percentage
of all pasteurized milk supplied by association members is not known,
information from several markets indicates that from 60 to 75 percent
is & typical figure. At Omasaha, however, the association provides
nearly 100 percent of the milk that goes into pasteurizing plants for
bottling purposes,

PAYMENTS TO PRODUCERS

HILE there is considerable variation among the 10 associations

in the manner in which patrons are paid for milk, there is,
nevertheless, considerable uniformity in certain features of the price
plans. For example, in all cases payments are made to producers on
the basis of 100 pounds of 3.5 percent milik with a varying test dif-
ferential corresponding to that paid by the distributors on milk
purchased from the association. Reference has already been made
to the milk pools, producer pay rolls, and deductions for operating
expenses and for hauling. With the exception of Iowa City, the
returns to the individual producer are in no way =affected by the
particular outlet to which his milk is delivered or the use to which it
is put. All the variations in the net price received at the farm, for
any one market, arise out of differences in (1} quality, {2) butéerfat
content, (3) transpertation costs, and (4) base ratings, if any.
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Except for the monthly pool used at the Quad Cities, the prevailing
pool period is semimonthly. Payments to producers after the closs
of the pool are delayed as follows:

Namber of

Days payments are delayed: exmcintions
B - e, 3
T USSR 3
L i
B e 2
L3 ORI - i
L U i0

i Avernge.

Sinee the pool prices are arrived at by dividing the total income from
milk by the number of 100 pounds delivered, it is clear that the final
price received by the producer depends not only on the returns from
milk in each of its uses or outlets, but also on the proportien disposed
of at each price. The higher the percentage of milk sold as class 1,
the nearer the pool price approaches the price paid by distributors for
class 1 milk.

Complete historical information is not available on the proportion
of class 1 sales by eaeh association, but some attention has been given
to this question in connection with the individual associations. Be-
cause of the relatively wide seasonal fluctuations in production, as
compared with consumption of fluid milk, there is a pronounced
seasonal variation in the percentage sold as class 1. Also the per-
centage may vary markedly from year to yvear because of changes in
production per member, in number of members, in total consumption,
and in the proportion of the fluid market supplied by competitors.
When reference is made to the percentage of surplus rather than the
percentage of class 1 milk, it might be said again that it is important
to know the basis for calculating surplus milk.

It is also true that some associations during certain seasons, parti-
cularly in unfavorable production years, have little more than enough
milk to supply the fluid needs of the cooperating distributors. In
recent years, however, it is only in rare instances that milk or cream
is purchased outside the association membership during a low-
production period.

An example of the pool-price calculations at Des Moines for May
16-31, 1936, appears in table 11. According to this caleulation, the
price available for 3.5 percent milk, f. 6. b. city, was $1.53 per 100
pounds.® The association actually paid $1.52 as a margin of safety.
During the same period the price of New York Extra butter averaged
27.3 cents, so that the test differential was 2.7 cents per point.

% The same poo} price might have hesn obtainad by computing the yaloe of each use sad dividing ithe
total valos thus obtained by the number of 100 pounds delivered.
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It will be noted that the pool price was only 22 cents per 100 pounds
above the returns for surplus milk. H an association has a high per-
centage of surplus it is especially important that it use every effort
te obtain the highest possible returns from the surplus in order to
have a favorable pool price. 1¢ might be argued that milk of some
producers should be dropped in order te reduce the surplus and
thereby raise the average price, but that resulé does not pecessarily
follow. The members who were left out of the pool might sell to
independent dealers and thus reduce the quantity of fluid milk sold
by the association, so that the pool price would not be increased.

TablE 11.—MeThop o CaicuLaTioNn oF THE PooL PricE ror Mk BY
THE Des Momes CoorERATIVE Datry MARKETING ASSOCIATION, FOR
TeHE PERIOD May 16-31, 1936

i Percent-
Poz;r:ilf of ageoftoltlal "l;oriee pedrs Val]zzgope:
| handied 5 Bi‘iﬁ poun pegndsl
Fluid oo . 949,275 35.1| 28195 $0.68445
Relief . __ ... __....0 43,272 L6 *1 65 . 02640
Surples. _____________________ 1, 711, 941 63 3 1 30 . 82290

1 The psics per 100 pounds times ihe percentags of total
2 5 cents per 100 poundds hus been deductad from schednled prices.

BUTTERFAT-TEST DIFFERENTIALS

The uniform practice of quoting prices en 3.5 percent milk results in
producer prices which average, before deductions, somewhat higher
than the base prices since most of the milk delivered tests in excess of
3.5 percent. This is ilustrated in figure 7, which shows the average
monthly test of milk at Des Moines and Sioux City during 1935.
The average tests at Des Moines ranged from 3.62 to 4.11 percent
and those at Sioux City from 3.50 to 3.98 percent. There is a marked
tendency for the tests to decline during the first 6 months of the year
and to recover during the last half.

Establishing the base price on milk of & butterfat content which is
below the bulk of the deliveries has the important psychological
effect of paying producers premiums on nearly all deliveries, Insofar
as all milk is sold to distributors accerding to the use plan on & corre-
sponding test- and butterfat-differential payment basis, s high differ-
ential does not directly affect the income of the association. How-
ever, if an association operates a surplus plant and manufactures a
large quantity of surplus milk, it is important that the butterfat-
differential payments to producers be in line with the value of butter-
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fat. Otherwise, high differentials would give excessive premiums to
high-test producers at the expense of low-test producers and for this
reason would directly affect the member aecording to the average test
of his herd. Likewise, this differential will influence the association's
ability to find buyers for surplus milk., It is for this reason that some
associations vary the differential payment according to the exact
average butter prices during the pool period.

PERCENTAGE
OF BUTTERFAT

/
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Ficure 7.—AvVERAGE MoNTHLY BUTTERFAT TEsT oF MLk DELIVERED BY
Orcanizep Propbucers aT Des Moines aND AT Sioux Crry, 1935.

Prices are qucztcd customarily on the basis of milk testing 3.5 percent butterfat. The
average receipts at the market, however, test higher in butterfat content, and producers
therefore reccive, on the average, prices somewhat higher than those quoted,

Base-SurpLus PrLANS

In four markets the straight pool plan of making payments to
producers is modified by an application of the base-surplus plan of
psyment. In each of these plans, producers establish a base, and
deliveries in excess of base are considered surplus milk. In reslity
the patron receives two prices, one price for base milk and a different
price for that in excess of the base. In all cases the value of the base
milk is computed sepsrately from the value of the surplus milk and
the producer’s check is the sum of the two values less deductions.
These calculations are attached to the check. The blended or 8Versge
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price is usually not calculated. It is readily obtainable, however, by
dividing the total value of the milk by the number of 100 pounds sold.

The base-surplus plans used at the four markets differ considarably
in the methods of establishing producer bases and in arriving at the
base and surplus prices. Af the Omahsa-Council Bluffs market and
the Quad Cities, an efiort has been made to keep total producer bases
in line with fluid sales {class 1 and class 2). 'This is accomplished by
adjusting bases by that percentage figurs which represents the rels-
tionship between fluid sales and total bases first established under the
scheme. At Omaha the bases, once established according to 1933
production, remain fixed except as altered by an adjusting board;
whereas, under the Quad City plan, new bases can be established
according to the production in the fall months of the previous year.

1t should also be pointed out that while the class 1 and class 2 use
prices are fixed, the price paid for base milk depends on the percentage
of base milk used for these and sometimes lower-valued uses. There-
fore, even though the adjustment between established bases and
fluid sales is not perfect, variations in the value of base milk are auto-
matically comnpenseted for by variations in the base price to producers.
This, the most refined system used in any of the markets, was worked
out in connection with Federal milk licenses.

The alternative system used st Iowa City and Burlington allows
producers to establish bases without regard to fluid sales. As & result,
the total bases tend to be far in excess of fluid sales. A fixed basic
price is then paid on the percentage of base milk sold as class 1. The
remainder, that is, excess within the base and all over the base, is
paid for at the surplus price. These two associations recognize but
two uses—fluid and surplus.

One significant difference between the plans is that the first method
gives the producer a relatively high average price for his base milk and
the latter aflords a relatively high base, The base price also tends to
be relatively high with the high-base plan, but this is offset by the
fact that only a portion of the base milk is paid for at the base price.

The present base-surplus plans are relatively new, and an adequate
appraisal of their results would be difficult. The plans sppear to be
working with reasonable satisfaction, in the opinion of the officials
in charge. Thess officials agres that some attempt should be made
to divide the surplus more equitably by rewarding the producer who
maintains an even production throughout the year. There is no
evidence to date, however, that the aggregate production since adop-
tion of these plans has seasonsl variations eny less pronounced than
formerly, though some of the variations may be attributed to abnormal
production conditions during the last few years.

At some other Jows markets forms of the base-surplus plan have
been tried and subsequently discontinued because the results were
unsatisfactory. At Sioux City, for example, & 3-month trial in 1932
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iz said to have nearly disrupted the new association. The feeling is
quite widespread on the part of marketing officials in these markets
that the base-surplus plan in any of its modified fornis is ili-adapied
to heavy surplus areas, such as many of those surrounding lowa
marketa. When the membership of the cooperative includes a
large proportion of the available or potential milk supply, control
schemes are usually much more workable. In any case, the locnl
situation is an important consideration. There is also the danger
that any present arrangements may create new and more dillicult
problems unless an enlightened management is continually avuiluble
to make necessary adjustments. Some of the managers not using the
base-surplus plan expressed the opinion that its use by other lown
associations had merely resulted in additional marketing machinery
without improving any of the market conditions. The plan has not
been used for a sufficient period to warrant definite conclusions as to
its adeptation to conditions in lowa.

MEMBERSHIP POLICIES

ALL OF the organizations operating in Iowa use a written market-
ing agreement between the association and the producers. The
contracts in the different markets are all similar or identical, since
most of them are patterned after the agreement used by the Des
Moines Cooperative Dairy Marketing Associstion. (See Appendix,
p. 70.)

The number of producers reported under contract in ench of the
10 associations in 1935 is listed below according to location:

Froducera

Loeation of association: under contract
Omaha-Couneil Blu#a__________ _______._________._. 2,700
Bloux City. .. 800
Des Moines___ ... __ ... _________.__. e &80
Davenport . ______ . ... 477
Cedar Rapids____________. . ______ ... . ____ .. _. 384
Dubuque.____.________. . _.___... .. ... 370
Fort Dodge__ _ ... _._____ ... ... _. 204}
Burlington...______________. .. ____ el 124
Oftumwa_ (3.4
Yowa City . ... 80

Totalo oo 6, 195

+ [Hnois-Towa Mitk Producers Amociation,
FeaTures oF CoNTRACT

The contracts, for the most part, epply to whole-milk patrons only
and customarily run for a limited period, with the provision that either
party may terminate the contract by means of a written notice 30
days in advance of a specified date.
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The agreements call for full consignment of all milk produced on
farms occupied or controlled by the producer except for home-con-
sumption requirements. In many cases, especially with bargaining
associations operating a basesurplus plan of payment to pro-
ducers, this provision hes not been enforced. On the contrary,
producers are given the specific privilege of keeping on the farm milk
in excess of the base quantities and frequently are actually encouraged
to do so. If a producer, under the agreement, refuses to sell any milk
through the organization, it is definitely considered a violation of the
contract and steps are taken to bring the producer in line,

The contracts provide a $25 fine for each violation. Most asso-
ciations, however, have had no occasion to resort to legal means of
enforeing the contracts. Such violations as there are often arise out
of misunderstandings, and disputes are settled without difficulty.
Moreover, the associations sre usually more interested in eompliance
than in collecting liquidated damages.

The association st Des Moines recently adopted a resolution to
change to 8 new producer contract which takes cognizance of the
courts’ objections to the existing sgreement and otherwise simplifies
the language. The resolution requires that 90 percent of the active
producers agree before the change can be made. If the new contract
is adopted, it is not unlikely that the other Iows associations will
follow this lead in revising their producer contracts.

ExpANSION OF MEMEERSHIP

Five associations reported that it was their policy to limit the num-
ber of milk patrons to somewhere near the existing number, and the
remainder reported membership open to &ll in the established trade
territory who could qualify from a quality standpoint. This, in some
cases, involved meeting the sanitation requiremensts of the city. The
mere statement that membership is limited or open means little,
except as a statement of policy. Membership may be open with
many limitations and may be closed with many exceptions. For
example, some associations announce an open policy, yet the require-
ments for new producers are such that they tend to discourage pro-
spective members from joining the association.

The larger associations generally require a written application for
membership which is acted upon by the board of directors. The
producer’s location relative to established truck routes, his facilities
for producing high-quality milk, and the quantity of milk available
ere important considerations., Also the alternatives of the prospec-
tive shipper are taken into account. If he has been s producer-
distributor, or has been selling milk to an independent pasteurizer, or
may reasonably be expected to obtein one of these outlets in the near
future, he is Likely to be considered a desirable association member.
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The cream shippers mentioned on previous occasions represent
nonmembers, and the patronage in every case is open to all who can
be reached on established or expanded truck routes and direct hauls,
unless they should be refused on the basis of quality.

One of the principal reasons for attempting to limit fluid-milk
patronage is to hold the market for the old and relatively nearby
producers. If the membership is expanded the result is a larger vol-
ume of milk, and unless fluid sales happen to be expanding, a lower
average price to all shippers. The old and nearby producers, being
more experienced in the sale of fluid milk, tend to produce milk of
higher quality and more uniform in flow. H a large membership
results in & heavy surplus it may not be to the interests of the old
producers to sell through the association pool. Thus, the holding of
these most desired members in line often dictates a policy of limited
membership.

On the other hand, insofar as nonmembers are a potential, if not a
rea] source of competition for the fluid-milk market, the nearby pro-
ducers may have less to lose by expanding the membership. In this
way the fluid-milk market is msaintained by the association. The
surplus of milk over fluid requirements surrounding most Iowa mar-
kets, therefore, tends to result in a membership which supplies milk
well in excess of fluid needs.

The expansion tends to stop soconer than one might at first expect
in view of the heavy milk production in the State, together with a
system of improved roads and modern truck transportation, Except
for numerous improvised means for limiting membership, the answer
seems to lie in the fact that most Iowa farmers are not typically
dairymen and they are not interested in supplying fresh whole milk
daily as a side-line enterprise even 2t some premium. As the member-
ship expands, the premium becomes smaller and the price approaches
that of milk for manufacturing only. It is then more profitable to sell
farm-separated cream, since the transportation charges ere lower and
the skim milk is available for feeding on the farm.

PROCUREMENT OF MILK AND CREAM

ROCUREMENT of milk, and in soms cases cream, represents a

major problem in the operation of nearly all of the associations
under consideration. However, in most instances, reasonably satis-
factory arrangements have been worked out during the last few years.
The trend is markedly toward more stable trucking conditions. The
developments at Des Moines and Omaha are of particular interest.
Information regarding the routes operated by 10 associations is
summarized in table 12,
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N“m?g;t?:?l Jl :ﬁi‘éﬁf‘f’y of Hauling rate Trgk ownership and control of routes
' Cream |
Associati pownd of
headquprters Milk —per 100 | Cream— | bytterfat
Milk pounds perbpound charged | Ownership Source of Degree of
aiy | Creom chpuier- | prodicer | iy | pemeptee | sseision
Range | Average tent
Cents Cenis Clents Cenls
Omaba. . ........ 70 | None,wworvoee.. 15-30 24 fewiomemnnn|rmm— e Private.. ... Association.. ... Complete.
Sioux City____.... 30 |..... doo oo 15-25 229 | e s weodoo et do.. .. Partial,
Des Maines. . ... .. 50 | 18—twices week_| 15-35 22 3 1 o doo o] doo. ... Complete.
Davenport. ... .... 30 | None. . ......... 10-20 At T DR S, S U+ SN I do.ooon Do.
Cedar Rapids__._.. 23 | M e 1234-20 18 2 2 |...doo_____|.._.. do._____. Partial.
Dubuque........ ... 8 [ 3twice o week. | 12-20 15 2 1 [cn--doooo .. Producers..... Dao.
Burtington.. . ...___ 10 | None........... 13-up I £ R R FER U« PR Association. . .| Complete.
Ottumwa, ... 8] 32 and 3 times 835 18 214 244 .. .do.nn.- Producers.. ... None.
a weok
TFort Dodge.. ...... 4 i None_ ... None - S IS P S T, P P, do.___.__. Do.
Towa Citv... . .. ;I DR doe e, G M e |rmnmnenan SRR . I SR, DU do....... Do.

YAOI NI SNOLLVIDORSY MTIN-QINIX

' 2 tracks laul mixed Jonds.

T Approximate.

t Information not svailablo,

+ Vory littls comrmercial houling, and the sssociation hos no knowledge of tha rates charged.,

19
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NuMmBer OF RouTEes

Seventy association milk routes are operated in the largest market
center of Omsha and Council Bluffs. This is more than twice as many
as at any other point except Des Moines. In addition to the size of
the market, the fact that nearly 100 percent of the milk supplied to
pasteurizing distributors comes from association members, tends tn
increase the number of routes in the Omaha area.

The number of routes, however, gives no adequate mensure of the
quantity of milk handled, because of differences in the size of loads
and in the proportion of milk delivered direct by producers. In the
smaller markets, with from 3 to 10 routes, there tends to be a larger
proportion delivered direct. Of the three routes listed st Iowa City,
for example, only one is operated by & nonproducer. The other two
are not greatly different from numerous other producers who haul
their own and their neighbors’ milk, except that they have specinl
equipment and larger loads. At Fort Dodge, whers four routes are
operated, about one-third of the milk is delivered direct.

Eighteen cream routes are operated by the Des Moines association.
This is by far the largest number of routes operated by any of the
milk-producer groups. At Cedar Rapids, where there are a few
mixed loads, the exact number of routes is not known. At Dubugue
and at Ottumwa there are only three cream routes. Milk is collected
daily in all cases and eream usuaily twice a week.

HaurLing RATES

Milk-hauling rates in 1935 are shown in columns 3 and 4 of table 12.
The minimum rate per 100 pounds is usually 12 to 15 cents, and the
maximum 30 to 35 cents for the larger markets and about 20 cents for
the smaller markets.

In general, the rate varies with distance above a flat-rate minimum,
but other factors, such as size of shipments, condition of roads and
accessibility of shipper, sre taken into consideration. Where the
association has no peart in the hauling, truck drivers may work out
hauling-rate schedules which involve numerous other considerations
and which may not be uniform for all producers whose positions are
comparable as to the points mentioned.

At Burlington the minimum rate is 13 cents per 100 pounds for the
first 5 miles, and 1 cent per 100 pounds for each additional mile. In
other cases, where distance is taken into sccount, the rate is usually
uniform for an entire route or an entire area. At Fort Dodge, where
all milk is obtained within a radius of 6 miles of the city, a uniform
rate of 20 cents per 100 pounds applies to all milk shipped on com-
mercial routes.
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The average rate, which represents the rate at which the bulk of
the milk is hauled, varies from a high of 24 cents at Omaha down to
15-18 cents for all except the relatively large markets of Des Moines
and Sioux City. The average rate bears a direct relationship to the
size of the milkshed (fig. 2). Milk heuling charges are either assessed
against the producer in the form of a deduction from his returns, or
paid direct by the producer. Therefore, they are never considered
an operating expense of the association.

In the case of cream routes, the practices differ as to the methods of
handling the charge to producers. At Des Moines, where the rate is
3 cents and at Dubuque, where it is 2 cents per pound of butterfat, 1
cent is deducted from the producer’s check and the balance is paid from
the general fund of the association. At Cedar Rapids and Ottumws,
the entire hauling charge is deducted from each cream check.

Insofar as all cream is delivered on truck routes, which is essentially
the case, end the cream expenses are allocated properly against the
cream part of the business, it makes little difference to the producer
whether the charge appears as a deduction or as a part of the costs of
operation which directly lowers the amogm&av&dable to pay producers.
It does make & difference in the stated price at the plant, and for
competitive reasons, some associations prefer to keep the door price
relatively high. Under other competitive circumstances it is appar-
ently considered better to have a relatively small proportion of the
hauling charge deducted from the producer’s check, thereby partially
obscuring the actual hauling rate paid to truckers.

OwnersHIiP aND CoONTROL oOF RouTes

All the frucks used in delivering milk from the farm to the city
plants are privately owned. Association control over the haulers and
their routes varies all the way from practically complete control
involving contractusl relations, to no control and with practically no
knowledge on the part of the cooperative of working arrangements
betwesn haulers and individual producers.

It is generally considered desirable from the association viewpoint
to exercise rather complete control over the milk routes. When this
is not done it is difficult to maintain satisfactory membership rela-
tions. Unregulated haulers tend to vary rates between comparably
situated shippers, shift patrons from one route to another, induce new
patrons to start shipping milk, start new routes in old territories, and
to introduce other undesirable practices which cause the patrons to
feel allegiance to the hauler rather than to the association. Stated in
another wey, the principal contact the association has with most
patrons is through the mili haulers who visit their farms daily. Itis
important, therefors, that the hauler act as an agent whose function
is to serve the best interests of the association and its members.
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Another undesirnble consequence of noncontrol over milk routes,
particularly in the supply area of a large market, is an uneconomical
arrangement of the routes. Although no adequate statistical informa-
tion is available on the subject for Iows markets, apparent conditions
lead to the conclusion that in these areas the usual tendencies toward
overlapping and duplication of services are found. Excessive mileage
is traveled and many partial loads are hauled. Producers themselves
have much to do with this condition. When milk prices are falling
sharply their first complaint is to the hauler. They insist on lower
rates and threaten to change haulers or deliver their own milk,
They may start routes of their own and further complicate the
trueking situation.

It should also be pointed out that in genemi established milk
routes antidated the producers’ organizations. When the patrons of
several distributors, each with scattered producers or scattered tern-
tories, were brought into one organization, routes were seldom ad-
justed for & more economical arrangement. Had the aseociation
assumed control of hauling as well as marketing, however, truck
routes might have been placed on a more economical basis. Some
managers recognize the inefficient trucking system but are not greatly
concerned, because competition keeps the preducers’ rates ss low as
could reascnably be expected under any other system. Under such
conditions losses are probably being sbsorbed by the truckers, many
of whom fail to earn the going wage rate or the replacement value of
their truck, or both. This situation is unsound from the standpoint
of social waste or desirable membership relations, and will not per-
manently give the most economical hauling arrangementa.

One of the principal ways of exerting the maximum of control over
privately operated trueks is the handling of the truckers’ pay roll by
the association. In six cases, including all the large markets, the
associgtions deduct the amount due haulers from the producers’
checks and pay the haulers from the organization’s general fund.
This system in itself does not directly insure control but if the trucker
refuses to carry out the instructions of the association, he may be
faced with the alternative of collecting his accounts individually
from each of his shippers. Thus a degree of control may be exerted
by the association.

Four associations exercised almost eomplets control over truck
routes {table 12}, three had some degree of control, and three associa-
tions took mo part in the trucking arrangements. In these three

organizations the producers and the haulers made any agreements
that were mutually acceptable,
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TruckInG CONTRACTS

Two notable examples of controlled truck routes are provided at
Des Moines and at Omaha-Council Bluffs. In each case the truckers
are under contract to the association. The provisions of the agree-
ments are quite similar.® (See Appendix, p. 70, for contract in use
at Des Moines.)

The contract specifies that the hauler shall assume full responsi-
bility for the truck and must deliver to the point designated by the
association. It is agreed that the purchaser of the milk remit to the
association the entire amount due patrons and haulers. The associa-
tion, in turn, makes deductions for the hauler before making payments
to producers. This practice prevails generally even when there are
no written contracts between the hauler and the association.

Other important provisions of the contract are:

1. The association reserves the right to discontinue at any time the
purchase of the milk of any or all of the producers whick the hauler
may beserving. If the services of the hauler are discontinued for any
other reason, the board must allow the hauler a hearing before a com-
mittes composed of board members, three haulers, and three route
chairmen from the routes nearest the route affected. If the board,
after such a hearing, decides to discontinua the services of the hauler,
the association agrees to pay the discharged hauler $25 for each 100
pounds of average daily weight of milk.

2. The hauler expressly agrees not to haul any milk except for o
definite list of producers which is attached to and made a part of the
contract. Any subsequent additions or subtractions require the
consent of the association.

3. If o producer moves to a farm on another route, then the hauler
for that route serves the producer. If he moves to a farm from which
milk has not been shipped before, the nearest hauler is entitled to serve
him. In case of disagreement, the route chairmen of the routes
involved and three board members settle the dispute.

4. In event that a producer changes from one route to another,
either at his own initiative or through solicitation, the compensation
for hauling his milk is paid to the hacler previously hauling until
an amicable agreement is reached between the two haulers and the
association,

# The contraet blan was first introduced at Omeha and later st Des Moines. RMuch of the application

snd refingment, howover, hos been worked out mutually through the Mmanagers of the two assopiations, the
present es Molnss menager haviog beea Mansger at Omaha when the plan was introduced.
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This contractunl system results in routes established by central
authority rather than by & number of haulers individually, In 2d-
dition to having specified producers, each route is given 8 number
and has a route chairman who is responsible for the affairs of the
route. The privilege of discontinuing routes with compensation to the
hauler has made it possible for the two associntions using this system
to reorganize their routes and materially reduce the number of haulers.
It has been necessary to arbitrate numerous individual cases in re-
establishing routes. The $25 compensation referred to above is &
minimum only, and if the hauler disposing of his route can obtain
more he is entitled to do so.

Most cases of arbitration are involved in situations in which pro-
ducers have been shifted from one route te another by the sssocintion
and the route chairman. Once the new routes are established under
this system, however, such disputes are limited to cases of new pro-
ducers and to questions as to the logical route toserve his farm. Both
associations have nearly completed the reorganization of all routes
and the results have been extremely gratifying. A more detailed
study would be necessary to determine the actusl dollar savings under
the new system and to appraise all the intangible values accruing to
the organizations from “planned” and controlled truck routes. It is
unquestionably a significant step forward in the service of these cooper-
otives to their members and the plan may well be studied by other
erganizations,



APPENDIX

STANDARD MARKETING AGREEMENT OF THE DUBUQUE
Co-OPERATIVE DAIRY MARKETING ASSQCIATION

Tris AGREEMENT, made and entered intoon this ________ daveof_._._.___.______
18___, by and between the Dusugue Co-Orerative Dasry MARKETING ASSOCIATION,
party of the first part, and ___ __ _____________ .. ...._ of . _ . .. ___.

(Namet {Address)

.................... « party of the second part.
Wrmesseta: That in consideration of the mutnal obligations of the parties
hereinafter set forth, the parties do hereby agree as follows:

{1} That party of the second part shall consign unto party of the first part all
the milk produced on the farm or farms oceupied or controlled by him, except such
88 may be required for home or farm eonsumption, during the period from ______
____________________ L, 19 o to oo 19 ___: Premded,
howerer, That-either party shall have the right {o terminate this contract at the
end of any calendar year during the foregoing period or any extension thereof
by giving notice in writing of its or his intentior so o do 1o the other party at
any time between the 15th and 30th days of November of each yvear: And provided
furiher, That this contract shall be extended after the period limited herein from
¥year to vear upon the same terms and conditions as are herein embodied, unless
notice of intention to terminate is given by either party to the other in manper
and form herein provided;

{2) That party of the second part shall deliver such milk to such shipping sta-
tions or other plants as party of the first part may from time 1o time direct, and
to be of such test and quality, delivered at such hours and produced under such
sanitary and hygienic regulations as may be the rules and regulations of party
of the first part and the board of health, the city, and the law of the State where
the milk is produced and is to be finally marketed. If the producer shait desire
to retail milk and eream to residences, he shall make application to the association,
which may grant him the right to so retail upon such terms and conditione as
the association may see fit.

{3) That if party of the first part shall be unable to sell or otherwise dispose
of the said milk dering any portion of the contract period, party of the second
part shall be so notified, and in such an emergency it shall be optional {o party
of the second part to manufacture said milk into milk preduets at home, or
otherwise utilize it, and said inability of party of the first part to sell or dispose
of said milk, when said notice thereof is given, shall in no event be cousidered a
breach of or failure to perform this contract.

{4) 'That party of the first part shall sell and dispose of the milk consigned to
it by party of the second part as the board of directors shall determine by either
of the following methods:

ta) It may be accepted for sale on consignment;

() It may be accepied under the geperal conditions governing cooperative
pools, or under such conditions as may be determined by the board of directars,
along with other milk of like grade and character. Such pooled milk shall be
disposed of as whole milk, or after further process of manufacture at the dis-
cretion of the directors, and pro-rata settlement shall be made at the same price
for each grade, proper consideration being given to differentisls due to handling
and traasportation costs.

67
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t5) 'The deduciions made hy the associstion for it& services shall be governed
at all times by the bylaws which are made a part of this contract as fully as
though specifically set forth herein, and any ravings shall be prorsted to all
producers in proportion to the businesa done and In accordance with the articles
of incorporation.

{6) That in case of failure of party of the second part to deliver hia milk 1o
party of the first part, as provided herein, he shall pay as liquidated damagen,
and in consideration of the difficulty of sscertzinment of the precise damages
suffered by patiy of the first part, and by members thereof who shall have entered
inte contracts similar to these presents, the epecific sum of twenty-five doliam
{$25.00} for each and every such failure and hreach of this contract, and in addition
thereto a sum equivelent o the amount of the deductions which wonld have been
payable had party of the second part delivered his milk as herein provided. Al
deductions and damages shall be paysable at the office of party of the first part at
Pubuque, Tows. )

{7) That in the event that party of the second part is offered a prica for his
milk in excess of the price obtainable by party of the firat part, he shail tender said
offer to party of the first part, and if said offer is acrepted by party of the first part
and the saaid milk i sold and delivered thereunder, it shall he deemed to have
been sold by party of the firat part subject to all the terma and conditiena of this
ecntract,

(8) That pariy of the second part shall furnish any and all statistical data with
respect to milk produced by him upon forms provided by party of the first part.

In-witness whereof the parties hereto have set their handa the day and date
first above writfen.

Dusuque Co-OrPERATIVE Dairy MARKETING AMOCIATION,
By ____..._. .

(Party of tﬁn-ﬁ-m part {masocixtion)}
By e oa
{Party of the second part {producer}}
Mk MAaRrRkeTiNG ConTRACT OF THE OrTuMwa (CO-OPERA-
TIVE DIARY MARKETING AssOCIATION, INC.

Tuis ContracT made and entered into thia _. _.__.. dayof .. ... ...
19_ ... hetween the Orrumwa Co-oresaTIVE Dainy Marke1inG AsociaTioN, INc.,
a corporation incorporated under the provisionz of chapter 1, title IX, of the
Code of Iowa and acts amendatory thereto, ns agent, party of the first part,
hereinafter known aa the Assoctamion, and __ ..o @ oo of

as Buver, witnesseth:

The partiea hereto in econsideration of the premises herein and the sum of 81
by each to the other in hand paid, the receipt whereof is hereby acknowledged,
do hereby agree as follows:

THE ASSOCIATION

1. The party of the first part agrees to sell and deliver to the party of the second
partatits ... ... _____. __. receiving plant in .. __ ... _._._... . in
accordance with the terms of this contract, alf of the milk consigned to i ______
---------------- for sale by the parties named in exhibit A at the points therein
designated as “place of delivery.” zaid exhibit constituting a part of this agree-
ment. 1t is understood that all milk sold under this agreement shafl Le pure,
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unadulterated and of good quality suitable for sale in the State of Jowa, and the
eity of _ o as may be regulated by the State snd municipal
authorities.

THE BUYER

2. The party of the second part sgrees to pay tbe party of the first part at ifs
officein _________________... » Jowa, or at its option and by its authorization
to the parties and places named in exkibit A from whom milk is received f. ¢. b.
the place of delivery named in exhibit A, the sum of ___.________ dollars per
hundred pounds of milk testing ... ....._ pereent butterfat, and oz each
hundred pounds of milk testing above said ____________ percent butterfat, 5
centa less per point, shall be accordingly added er taken from above rate and paid
as above provided.

The party of the second psart further agrees, out of the purchase price
aforesaid, to pay the sum of 5 cents per hundred pounds, on said milk so delivered,
te the Ottumwa Co-operative Dairy Marketing Association, Ine., at its office

3. The party of the second part hereby agrees to make tests daily or pericdicaliy
on the written order of the Association, said tests to be made carefully and ac-
curately and in accordance with such methods of sampling and testing of milkk
as conform to the laws of Iowa pertaining thereto and approved by the State dairy
and food commissioner of Jowa. The party of the second part further sgrees to
furnish weekly, or as often as reguired, for tesfing purposes, to the party of the
first part when reguested, a set of duplicate samples of milk of any party named
in exhibit A, the same to be taken under the eye of authorized representatives of
first party.

4. It is further agreed by the parties herefo that in case of dispute in regard
to correctness of tests and resultant grading of milk consigued by any person
named in exhibit A that samples thereof, or of consignments made in following
week, shall be taken under supervision of representatives of both parties hereto
and submitted for testing to the State dairy and food commissioner of Iowa, and
the aversge of four tests made by him shall be the standard for payment for the
milk se eonsigned for the 2-weeks period in which tests are made.

§. The party of the second part hereby agrees fo pay in full on or before the
........ and ________ day of each month, for all milk delivered to it under
this contract during the immediately preceding half month heginning with the
Ist and ending with the 15th snd beginning with the 16th and ending with the
last day of the month.

6. The party of the second part sgrees to properly sterilize and return to the
parties whose names appear on exhibit A from which milk is received, all cans
withic 24 hours after receiving same, in accordance with the laws and regulations
of the State and ordinances of the eity of ... .. ____ relative to
sterilization of milk boftles, milk cans, and dairy utensile.

7. Itis further agreed by the parties hereto that the failure on the part of the
Buyer to comply with the foregoing provisions when and in the manner agreed
upon, shall be sufficient warrant for the Association to discontinue further delivery
of milk under this contract and the Buyer agrees that all sums for milk delivered
shall at once become due and payable and in cave of suit to enforee collection of
same fo pay a reasonable attorney fee in addition.

8. It is further agreed by the parties hereto that should either party be unable
to carry out the terms or conditions of this contract because of the action of
legal authorities, adverse legislation, iuterruption of railroad transporiation
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facilities, conditions caused by floods, fire, accidents, or any other cause not
under his, her or their control, the one being unable to earry out the conditinna
herein immposed shall at once give the other written notice of bix, her or their
inability to do so, and upen receipt of said notieg this contract shall from that
time terminate. However, after said inability haa ceased, the terms of this
contract may be renewed hy mutual eonsent {the shipping of milk and the accept-
ing of the same shall be considered “mutual oonsent’’} and its terma shall then
be binding the same as though no interTuption had taken piace.

9. It is further understood and agreed that this contract {s to begin and take
efectonthe ___..... dayof . ... 19...., and to continue for
aperiodof oL therefrom.

in witnese whereof the parties of these presents have hereunto set their hand
and seale the day and year first above written. Bigned, sealed anddelivered
in the presence of, .
Orrumwa Co-OreraTive Damy

Magkering AssoctaTion, Inxc.

{Party of the mcond part)

AGREEMENT USED BY THE DES MoINES COOPERATIVE DAIRY
MARKETING ASSOCIATION

Tuis AcreesenT, made this __._____ day of _ . _____ ... _.__. 19....,
between Des Moines CooreraTive Dammy MARKETING AssoCiATION, a corporation,
of Des Moines, Iows, hereafter called the “Association,and _____ . oo no_..
............ of o iiiieere.-, lown, heresfter called the *“Hauler,”

Wuergas, the Hauler has been for some time past hsuling milk from the farms
of milk producers (members of the Association) the plant or plants of distributors
of milk, or other milk market or customers of the Association within the corporate
limits of Des Moines or in its vicinity, and

Wazgeas, gaid hauling of milk has been by contract, by which auch Association
reserved the right to discontinue a8t any time the purchase of the milk of any or
all of the producers which the Hauler may be hauling, and to engage at any time
any other hauler or haulers t¢ haul any or all of any such mitk;

Now THEREFoRE, for the purpose of making a written record of the arrangement
hereafter to be in effect, and in consideration of the mutual promises and agree-
ments hereinafter set out, the parties hereto mutually agree that from and after
this date the hauling of the milk to any plant of any such distributor or other cus-
tomer shsll be done for the Association under the terms and conditions herein
set out:

1. The Hauler agrees to provide, maintain, and operate the trucks used in the
hayling of milk by him and assumes complete responsibility for the operation
thereof; t0 comply with il lawe and regulations now or hereafier applicable
thereto, and to cover and keep covered with & canvas cover each container of
milk while the same is being hauled {0 comply with the requirements of the heaith
department of the city of Des Moines; to comply, if he becomeos an #mployer
within ibe meaning of the workmen’s compensation laws, with the provisions

L=
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thereof with respeet to obtaining workmen's compensation fnsurance without
expense 1o, or Hability on the part of the Association, and 1o comply with all other
requirements of the Workmen’s Compensation Act and all other statutes and
ordinances now or hereafter in effect in said vicinity.

2. Any price for transportstion of milk will be understood 0 be fixed on the
basis of delivery thereof at the plant of a distributor ¢r other market designated
by the Association and subject to inspection and acceptanee by the Association’s
custommer. Out of the price agreed io be paid to each respective producer by any
such customer of the Association, it is agreed between the Hauler and the Associa-
tion that such customer shall have the absolute right and duty to withhold the
agreed compensation to be paid by such customer to the producerand the Hauler,
andl each of them, for the iransportation of such milk as the Hauler may haul,
and shall pay such compensation to the Association. Settlement will be made for
each period ending with the 15th and last days of each month within 5 days after
the receipt of such money from such customer. The Hauler shall give notice in
writing to the Association of any objection to, or error in, the settlement of any
such period within 10 days after receiving payment therefor. After expiration of
such period of 10 dayvs without any such notice, the settlement shall be conclusive
in every respect between the Hauler and the Asscciation.

3. Tue Aomeep Price:

{a) to be paid by the producer o the Hauler,

(b) to be deducted frem money received by the Association for each producer’s
mitk and

fc) to be paid, when deducted, to the Hauler,

For THE TRANsPORTATION OF SUcH MILK SEaLr Be THE DiFFERENCE BETWEEN!

{1} The pocled price {i. e., the price after deducting the Association’s fee) of all
classes of milk marketed through the Assoecistion, on the one hand, and

{2) The amount paysble to the producer under such Assceiation’s achedules s
issued from time to time, on the other hapd.

In making such deduction, the Association does not become personally lisble
beyond the amount actuslly deducted for the benefit of the Hauler.

For such sgreed price, the HBauler agreea to transport and deliver each pro-
ducer's milk at such plast or to such other market or customer of the Association
in Des Moines or vicinity, as the Association may designate, and at such time
as the Association may require and return to the produeer all empty cans required
to transport the produeer’s milk. Between the Hauler and the Assoeistion, the
Hauler sssumea full responsibility for, and sgrees to hold the Association harmless,
concerning the safety, care, and protection of such milk from the time it is received
by him until it is delivered o and accepted by the distributor {or other pur-
chaser) designated by the Asscciation, and agrees to receive from any such pur-
chaser and, without charge for hauling, return to the respective producers (1) any
milk refused by such customer, and (2} such cans as may be required to contain
such producer’s mitk.

4. The Hauler will give the Assaclation 30 days’ writien notice of his intention
to discontinue entirely or partially the hauling of milk for the Asscciation to any
of its customers. The Association will likewise give the Hauler 30 days’ written
notice of its intention to discontinue entirely or partially the services of the
Hauler except ag herein provided:

{a) The Hauler shell haul to the plant of any such distributor or sther market
or customer of the Association, the milk (and only the milk} of such producer as
the Association may designate. Also, the Hauler shall refrain from saying or
doing anything detrimentsal (or considered by the Association through its board
as detrimental} to the interests of the Association.
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tby The Association reserves the right to discontinue at any time the purchame
of the milk of any or all of the producers which the Hauler may be hauling.

{c} Before discontinuiug the services of the Hauler for any reason other than
that set out in subsection {b) above, the board shall allow the Hauler to have a
hearing befere & committes composed of the bosrd, three haulers from among
the haulers for the Association, and three route chairmen from the routes nearest
the route affected. If following such hearing, the board shall determine to dia-
eontinue the services of the Hauler, the Hauler shall be entitied to the compensa-
tion provided for in section 7 hereof.

{d} It is expreasly agreed that the Hauler will not haul, or permit any trucks
operated under his direction or control to haul, without the sonsent of the Assueia-
ticn, any milk except from the territory described as follows: The land and only
the land occupied by the milk producers en route no. ___.._ of the Des Moines
Cooperative Dairy Marketing Aassociation, a list of sald producers being set out
in exhibit A attached hereto and by this reference made a part hereof, and addl-
tiona er subtractions thereto hercafter made by and with the consent of the
Association. Such additions and subtractions t0 be noted on sald exhibit A
as they ocour.

5. If a producer served by the Hauler under this contract shall move on to
another route, then the Hauler for such route shall serve such producer, providing
said Hauler has been theretofors collecting milk from ths farm on which aaid
producer moved, but if said producer moves on a farm not thus previous!y served,
the Hauler on the nearest route shall be entitled to serve him, In ease of a dispute
between two or more haulers, the route chairman of such routes and a committee
of three from the board of the Association shall constitute & board of arbitrators
and shall settle such dispute.

8. In the event that a producer shall change from cne hauler to another elther
on his own initiative, or through aolicitation, the compensation for hauling his
milk shall be paid to the hauler previously hauling until an amicahle agreement
is made between the two haulers and the Association,

7. In the event of the discharge of the Hauler as provided in section 4 hereof,
or of the sale of the route covered hereby to a buying hauler approved by the
Association, the Association agrees to psy the selling hauler or the discharged
hauler for such route, the sum of twenty-five dollars {$23.00) for each hundred
pounds of the average daily weight, determined as heresfter provided, of the milk
that has theretofore been hauled by the selling hauler for each producer. Such
weight shall be determined by ascerfaining the daily average weight of mitk
hauled for the year immediately preceding the date of selling, or if such producer
ahall have been supplying the selling hauler with milk for less than a year, then
the daily average shall be that of such portion of a year next preceding the date
of such sale.

1¢ is expressly understood that the price herein fixed which the selling hauler
shall receive is the minimum price and that if such route can be sold for a higher
price, that the selling hauler shall receive in addition to the sum herein stipulated,
the difference between said sum and such selling price.

Executed this the day and date first above written.

Des Moines Coorerative Damy
ManrkeTing AssociaTion, A CorPoRATION,

------------------------------
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In addition to this circular, the following publications on farmers’ cooperative trgan-~
izations are published by the Farm Credit Adminisiration:

Cooperative Purchasing of Farm Supplies
Bulletin No. 1, Foseph . Anapp and fobn H. Lizter

Accounting Principles for Cooperative Cotton Gin Associations
Bulletic No. 2, Ons 7. Weaver

Cooperative Marketing of Agricultural Products
Bulletin No. 3, Ward W, Fetrow

Cooperation in Agriculture, az Selected and Annctated Bibliography
Butlelis No. 4, Chastine Gardner

Organization and Operation of the Ilinois Livestock Marketing Association
Builetin No. 5, H, H. Hulbert

Statistics of Farmers’ Cooperative Business Organizations, 1920-193}5
Builletin No. 6, R. H. Elsworth

Cooperative Marketing of Range Livestock
Bulletin No, 7, L. 8. Mann

Murual Irrigation Companies in California and Utah
Bulletin No. 8, Welis A. Hutchins

Meéembership Relations of Cocperative Associations
Bulictn No. 9, J. B Jones

Marketing Policies of the California Walnut Growers Associatioh
Bulletin No. 10, Harry C. Henstey and Ned H. Borden

Organization and Operating Problems of Nebraska Cooperative Creamerizs
Bulletin No. 11, 7. G. Suuts and Gerdon C, Laughfin

Analysis of the Business Operations of Cooperative Cotton Girs in Okla-
homa, 1933~34, Bulletin No. 12, Qs T. Weaver and Umer W. fierrmann

Transportation of Milk in the Philadelphia Milkshed
Bullctin No. 13, Joan 7. Scanlan

Cooperative Organization of Iowa Farmers' Creameries
Bulletin No. 14, Freak Robotha and Gordon C. Laughim

Contract Feeding and Pasturing of Lambs and Cattle
Bulletin No. 15, C. . Ranpdell

Milk Cooperativeu’in Four Ohio Markets
Bulletin No. 16, Wm. C, Welder and T. G, Stitts

Loans to Farmers' Cooperatives, Circular No. 6

Early Developments in Cocperative Cotton Marketing
Circular No. C-101, O. . Harmann and Chasting Gardner

Organization and Operation of Cooperative Irrigation Companics
Circular No. €102, Wells A, Hutchins

Western Cattle and Sheep Areas, Circular No. C-103, L. 8. Afenn
Economic Analysis of Bargaining Problems of Milk Cooperatives
Circular C-104, 7. . Siitts and B'm. C. Welden
These may be obtained free of tharge as long as a supply is wcailable from the
Director of Information and Extension
Farm Credit Administration
Washington, D. C.



