)y% - THE SIS

A STUDY OF COOPLRATIVE GRAIK LlEVATCRS
IN EASTERE COLORADO

Submitted by et
Perry V. Hemphill |
In partial fulfillment of the requirements
for the Degree of ¥aster of Secience
Colorado Agrieultural Cgkéege
Fort Colling, Coloradoe

June 30, 1932

///////////////////////////////////////////

LIBRARY
COLORADO A & M. COLLEGE
FORT COLLINS, COLOKADO

///////////////// =<

y



COLCRADC AGRICULTURAL COLLEGE

1 HAREBY RZCOLI=ND THAT THE THeSIS PREPARED

UNDER MY SUPERVISION BY Perry V. Hemphill

BNTITLED A STUDY OF COOPERATIVE GRAIN FLEVATORS IN

BASTeRN COLORADO BE ACCEPTZD AS FULFILLING THIS PART

OF THZ REQUIRXMENTS FOR THr DEZGREE CF MAST:R OF

SCIENCE MAJOR SUBJECT mCONOMICS

A Trevadihesn

In Charge of Thesis

-4@2@
Headd of pariment

CREDITS 24

Recommendation concurred in

Dnneslemn
L_E*DEI:: /L Committee on
%ﬁ \‘!S s Final mxamination
a4 = = “ 4

Committee on
Advanced Degrees




ACKROWLEDGMANTS

The writer wishes to acknowledge the help of
¥rofeasors L., A, Moorhouse and D. N. Donaldeon of the
Department of Economies and Sociology for their counsel
and guidance in prepsring this thesisj appregiation is
also extended to the other members of the department,
and many others, for their assistance and suggestions.

The writer desires to thank the menagers and direc-
tors of the farmers' elevators for their splendid coe

operation,



TABLE OF CUKRTENTS
PART OXE

Introduction
Purpoee of Study

FPART TWC
History of Parmers' Elevator Hovement
PART THREE

Seope of Study and Methods Used
in Making the Lurvey

FART FUUR
The Farmer's Elevator

Qperating Methode and Practices
Pivaneial Factors and Btandards

FART FIVE
Conclusion

PART 81X
Summary
Biblicgraphy

Appendix

Fage

1l
28
6%

67

79



PART OXNE



Introduetion

The early history of farmers' grain companies was
- fraught with fuiluree, disappointments and bitter compe~
tition., Wwith the coming of the present century they
have become firmly established as a legitimate part of
the grain marketing indusiry. In recent years new inven-
tiong, & more diversified buying besis and rapidly chang-
ing economic conditidne have brought new difficulties to
be overcome. Thus the present day elevator mapagers and
directors are beget with many perplexing problems. The
experiment gtations of the grain states, in order to aid
with these problems, undertook & number of elevator stud-
ies., The Buresu of Agriculturzl Zconomics of the United
States Department of sgriculture cooperated with the ex-
periment stations in meking a number of these surveys.
In order to initiate a progpective study for the hard
wheat ares representatives of the Buresu met with repre-~
gentatives of the experiment stations of Kansazs, Nebraska,
Cklaghoma and Colorado at Manhattan, Kansas on May 14,1928,
At this conference it was found that Oklahoma and Colo-
rado had less data and knowledge of the farmers' elevator
movement thuan the other two stutes, hence it wa s thought
advisable to make advance studies in Cklahoma and Co.iorado.
Freliminery work in Coclorado was undertaken by Mr.
De N. Donaldson of the Department of Iconomies snd .oci-

ology of the Colorado Experiment 3t_tion and ¥r. J. F.



Booth of the Division of Cooperstive Xarketing, United
Stutes Department of Agriculture, Washington, D. C. Al
this time managers of fiftecn elevators were visited., In
Rovember, 1928, ¥r. Donaldson called at seven more elevé-
tors., All of these elevator manzgers were keeping a fair
set of books which were, with dbut two exceptions, audited
by a cexrtified public accountant at least once a year.
However, it wss appurent that considerable preliminary
work would need to be undertaken in order te gain the con-
fidence of @ number of the managers, as gome were very re-
luctant in giving informastion concerning their business,

Owing to the fact that the funds of some of the
states were already allotted to other projects the four-
state-elevator study was not started as soon as wue sntici-
pated. In July, 1929, Hr. Donaldson again visited the
elevators chosen for study in Colorado and expleined the
reason for the delay. Later in the summer of 1929 the
four-state elevator project was abandoned as changing con-
ditions made it impossible to make a study of this tiype,
especially in those states where a great deal of work
with farmers' elevators had already been done.

At the Colorado station it was decided to continue
the study as there had been no previous work with Coloe
rado elevators. When the writer was assigned to the pro-
Ject in 1929 it was found that a number of the managers
were rather indifferent or =till in doubt as to the pur-

pose of the enterprise, Gthers were willing and anxious

-



to aid the study in every way possible.

During September, 1931, in cooperation with the
Federal Farm Board, a finenclal analyesis of the business
of each elevator was presented and explained to the board
of directors and manager of each cooperating unit, As &
reault of this series of meetings the Colorado ixperiment
Station has received thirteen written and one oral ree
gquest asking that the pitudy be continued for at least one

MOT® yeal.

furpoge of the Study

The purpose of the study was to make a comprehensive
survey of a selected group of (olorado farmers'! elevators.
It was necessary to make & comparative study of thelr
form of organization and operating methods or practices
in order to determine the factors thut contribute to a
successful growth, Such an analysis enables the Colorado
Experiment Station, first, to aid the elevator managers
and members in soclving their problems and éiffigulties;
gsecond, it permits the agcumulstion of information which
may serve as a clearing house for individuals who are
interested in elevator problems; and third, to ascertailn
the services rendered by thege institutions for their

members and for the community.
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Higtory

The farmers' grain elevator was among the first co-
operative ventures to be ééggggggglgzifgqin the United
States, Thesé date back te about the time of the Civil
War. The sponsoring of the first cooperative elevators
hag often been attributed to the first Grange movement,
but there is evidence that a few attempits preceded the
coming of the Grange.l

Due to the %§%é%§ﬁ of the Grange movement many farm-
ers' clevators and graln«shipping organigations sprang
up during the decade 1870«80 but the vast majority of
these were short lived and passed out of existence with
the decline of the Grunge, About the same time & large
number of independent elevators were bullt throughout the
wheat belt.

Fany of the cooperative elevators passed inte the
hands of independeni operators. it this time these small
individusl elevators were the dominating influence in the
grain market. Soon, however, the line compsnies began to
- geek contrel and during the years which followed there
wag a continuous strugele between these larger g:oups and
the small independernt and, as & rule, locslly owned eleva~

tor. COGradually the independent elevator came under the
power of the tins eempanies, because it was either that

. ; o .
Aoinn Tul o \‘u_;. we y NWAS,
g e

0T Exterm: tons- Thus competition was stifled and marg-

1 Nourcse, £, G. Fifty Years of Farmers' Elevators in Iowa.
Iowa Agri. ¥xp. Sta. Bul. 21 1923 p 236



ing of profits became wider. The farmer received the
same bid for his grain no matter where he offered it and
goon saw evidence of the combine against him,

This céndition revived the attempts of the coopera-
ting marketing of grain. The faurmers of this decade
(1890-190C) were in rather stringent financial circum=
stances and the opposition to their organi"ation wus

bitter, hence the growth 1n the number of farmers' eleVa-

tore was,_s,mygecause they had to mect a combination of W

T T
railroads and commiscion men as well s the large €leva- bﬂj
v——w e

tor comraniaa, many of these coeperatlves faeileds 1In

——T ——
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- fact, practicaliy the only ones that SuIVlved were those
that had adopted the so-called penalty clause, This
clause stipulatéd that the member must pay & stuted sum,
usualiy one~half cent per bushel, whenever he sold his
grain to another elevator. This made it possible and com-
velied the furmer to maintsin his own company when taking
advantuge of the high price of ered by the opprosition in
an effort to put the farmers' elevator out of business,
In the yesre 190204 the line elevator companies
tried to put the cocperztives out of existence by using
a boycott, that is, they notified all commissian men that
they would forfeit the truade of the line companies 1if
they continued to do business with the farmers' organi-
zations. As the business of these organizations wus only
a fractién of that of the line elevators or the independ-

ent elevators controlled by them, this threat, with the



exception of two instances, had the desired effect.
Hzppily for the cooperative elevatore two commission
firms not only refused to boycott them but began to make
a speclalty of their business. They also sent men into
the wheat belt to organize additional furmers! elevators.
Cne of these commission firms is :till doing businsss to-
day. The failure of the boycott and a governmental in-
vesgtigation instigated about the same time broke up the
"eombine” so that since 1904 the farmer elevator movement
has not had such bitter opposition. Foliowing this came
8 period of steady growth in the number of farmers' elevaw
tors which has continued until the present time. The
United Btates Department of Agriculture lists the active

associations as falloms:d

Year Iumer Year Humber
1905 308 1920 2,§5§
1910 757 1925 34212
1918 1,450 1930 34448

Others have pluced the number at a higher figure,
Steen®placing 1t at 5,216 for 19zl and Filley®at 4,300
for 1926.

¥any of the earlier farmers' elevators were unincor-
poréted, being usually a locsely formed Joint-stoek ecom-

pany. Those that had incorporated were organized as

e kElsworth, ®, H. Agricultursl Cooperative Associations,
Tech. Bul. UsDA 40 1928 p 76

S Stecn, Herman. Cooperative Marketing. 1923

4 Filley, H. Clyde. Cooperation in ..griculture. 1928



stock companies under the regular corporation laws, as
there were no cooperative gtatutes at that time.

In Colorade the coming of the present farmer elevae
tor movement is of comparatively recent date, the majority
of them being organized asinece the passage of the first
state cooperative law of 1913. 1In fact practiecally all
of them began dbusiness during the years of 1913 to 1920
inclusive. A few of these replaced older ecooperative or
semi-cooperative ventures but the majority were started
where no previous farmer~pwned grain company had been
attempted.

The Grange may have influenced the first attempt at
cocperative grain marketing in the state but of the
- twenty~four elevators chogen for this study twelve were
organized by the kquity Union and ten by the Farmers
Union, The other twe were probably infiuenced by the
- Farmers Union becausé of their proximity to elevators and
locels of that organigation. The Faxmers Union spansbxed
elevators are located in the northern part of the wheat
gection of Colorado while the kEquity elevators wre to be
found in the spouthern part of this section. There was
some rivalry betwecn the two organizations in at least
two towus, for each of them organiged an elevator., The
elevators eﬁtéblished by the Farmers Union have, to a
lerge extent at least, dropped thei{Agffili&tian with //42%5'”‘39
that national body while the kquity elevators have, in

‘the main, retained their affiliation,
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kot Scope mnd Hethod of the Study

The writer was assigned to this study in the fall of

1929. At that time twenty elevators hud agreed to co=-
operate. 8ince then four elevators have D.en added to the
list and two were drop.ed because of a lack of cooyperation
on the part of the management. There were certuin phases
of their business which they wexre unwilling to divulge,
hence it was impossible to make an adequate study of these
elevators. In amother case, altho the manager was willing
to cooperate, not much informaticn was obtained owing to
the condition of the records. The books of this company
were not audited at the c¢lose of the 13%9-3C or the 1930~
31 season, nor was an accurate trial balance made. Three

of the elevatore included in the study are branch eleva-

tors, therefore the data used will, as & rule, represent
w« \eightecn companies.
N During thie survey contacts were made with twenty-
four elevators., These xre located in the wheat reglon of
northeasstern Colorado at the following stations: ault,
rierce, Briggsd«le and Lew Haymer in weld County; willard,
feetz and Fleming in Logan Countys; Teoli and iolyoke in
ihiliips County; Laird, Wray, fckley, Schramm and Yuma in
Yuma County; Hyde and Akron in wWashington County; Burling-
ton, Bethune, Stratton, Vona and Seibert in Kit Carson
County; and Limon in Lincoln County. Hereafter these

elevators will be referred to by number in order that the



identities shall not be revealed. In selecting theée
associaticns the chief object was to secu&e, with the
least possible mileage, aprroximately twenty elevators
that would be representative of the various types found
in Colorado. I IR TING VY SRR

The method used in this study was the field survey
method, that 18, personal visits were made to eacﬁ gleva~
tor. Data were secured by interviewing the manager and
- by examining the records or books of the company., At
first only preliminary or general questions were asked as
it seemed advisable to gain the goodwdll anﬁ active ¢co-
operaticn of the managere before inquiring ianto the finan-
cial or more personal agpects of the business.

During the eariier vigits the major portion of the
information was obtained from the managers but as the work
progressed the auditors' reports, supplemented by personal
exanmination of the company's books were the chief source
of information. Jchedules or outline forme were used in
oxrder that the data would be as uniform as possible. Hows
ever, due to the many different bookkesping systems and
the variations in the audits, uniformity was net always
poesible,

-chedules or forms used in the syring wheat study
(¢ce Appendix A} were employed in this study to some ex-
tent, but as all were not applicable to conditions in

this ztute, other forms wsre also used,.



N
After the cloge of the 1929-30 fiscal year auditors'®

| reports, or copies of them, were collected, later to be
traneposed to larger ledger sheets (Appendix A)., The
sheet 1s so arrangsd that $uch items as acgets, liabili—
ties, profit and loss statement, surplus analysis, and

expenges are alli arrayed on one puge. In fact this sheet

makes it pousible to record a summary of the financial
buginegs of an cntire year. On the reverse gide a state-

ment of the tetal number of bushels handled can be tabue~

lated, Thus, thig one she.t, when properly compiled,
giveé & history of that year's operations,

vhen the 1830-3l dats were obtalned thesc sheets
9 were taken out to the elevators «nd the data recorded
» ‘i directly upon them. This procedure had some disadvant-

%@‘ ages as the she.t, being eighteen by twenty-four inches

in sige, was not easy to carry and took more working
space than did the smaller forms usecd the previous year,
dowever, the advantuges outweighed the dlsadvantages.
The data were copled directly from the originmal source
which saved time and lessened the dangsr of errors, The
various items were added and balanced and thus all errors

could be corrected immedistely. It was also possitle to

get the manager's explanation of any item or poliecy not

learly undersicod.
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The Farmer'e Llevator

Colorado has had three laws that pertain to coopera-
tive associations, The first was passed in 1913, the
gsecond in 1915 and the third in 1923. The most recent
of these acts was not apprlicable to the farmers' eleva-
tors included in thie study as they were all organiged
prior to the paspage of the 1923 enactment, (Fig. 1) 1In
fact, these elevatore were all incorporated under the
1813 law, This law did not especially refer to the agri-
cultural industry as agriculture or livestock was not even
mentioned, Under this act & cooperative wae defined as
follows: "For the purpose of this act the words *co~
operative company, corporution or assoclations' are de-
fined to mean any company, corporation or association
which suthorigzes the distribution of ite earnings in part
or wholly, on the basis of, or in proportion to, the
amount of property bought from or sold to members or to
members and other customers, or of labor performed, or
other gerviece rendered to the coxporation."5

Under this law ten or more personse could be associ-
ated together for the purpomse of cooperatively trsnsact-
ing any lawful business. It was specified that this
could include the construction of bridges, canals, rail-

ways, irrigation ditches or other works of internsl im=-

° Colorado State Laws. p 787 Cooperative Assoeiations.
(L '13 p 220 pp 1)
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preVement.s

The law of 1915 authorized three or more sgricultur-
ay%roducers to form a cooperative association, without
capital stock, to engusge in the production, shipping or
marketing of agriculfural producta.7 The act also stipu-
lated thut each association shall not be conducted for
prefit and that each member shall have but one votle,

Under the terms of the 1923 law a cooperative associ-
ation shall be only those that are engaged in the market-
ing of agricultursl produets., The principal provisions
of the law are: First, eleven or more persons enguged in
the production of agricultural products may form a non-
profit cooperutive aspociation, with or without capitals
second, no stockholder may own moere than one-twentieth of
the gommon stock; third, a stockholder shall have but one
vote irrespective of the number of shares he ownsjfourth,
stock dividends may be limited to 8 pexrcent; fifth, each
association may handle the produgts of nonemembers but
thig volume must not exceed that done with membere; and
sizth, those qualifying under the act are required to sub-

mit an annual repert to the Colorado Director of Markets.

6 Colorado State Laws. p 788 Cooperative Associations.
(L '13 p 220 pp 2)

7 Farmers grain elevators are universal.y organized as
stock companies, hence there have been but two Colorade
eooperative laws under which they could incorpo: ate.
The majority of the farmers' elevators in Colorado were
incorporated under the 1913 law, as only a few have
been organized since 1923,
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Fig. l. Organization uaigQol tweaty-one fa.uers' elevators.




i4

As the farmers' elevators surveyed during this study
were all organized during the period of 1913 to 192: (Pig.
1} they were not reguired to include in their by~-laws
rany of the features that today are commenly attached to
cooperation in marketing. These features include the fol-
lowing requiremants: First, =11 associztions nust be en-
tirely owned and controlled by producers in agricultures;
_aecand, each member shall have but one vote; third, the
dividend on stock shell not exceed 8 percent; fourth, a
limit may be placed on the number of shares of stock a
member shall owng fifth, the association may pay patron-
age dividends; snd sixth, 51 percent of their business
shall be with members., Table I indicates to what extent
these elevators have adopted the above cooperative princi-
rles. (The latter or sixth provision was not included in
the table because the amount of business which an elsvator

does with non-members varies from year to year,)

. TABLE I
Cooperative Features of Twenty-one Farmers'
ilevators
Yeg . No
Feature Fum- Fer  Kum-~ fer

ber c¢ent ber cent

Entirely farmer-owned and controiled 8 38.1 13 61.9
Bach member has but one vote 19 90,5 & 1
Stock dividend 8% or less 19 90.86 2 9,56
Limited amount of stog¢k per poerson 19 90,5 2 9.5
Fatronage dividend provision in by-

laws 19 90.56 P 9,5
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Lese than half of the twentye-one sssociations asre en-
tirely farmer-owned but it would be incorreect to state
that they are not farmer~controlled as the majority of the
stock of all the companies is in the hands of the farmers.
They were all probably entirely‘farmer-owned when first
started but graduslly some of the stoek passsd into the
handg of non~producers becasuse no provision had be:n made
in the by~laws to retire or transfer the stoeck of members
who discontinued farming snd entered other occupations.
This is csusing concern for several of the elevator com-
ranles as they sre paying 8 to 10 percent on stock that is
no longer active in bringing grain :.nd other produce to tre
elevator. Bituations of this kind interfer@ with velume
of wusiness, and they frequently interfere with the suc~
cess of the enterprise. |

The other festures have, 10 & large extent, been
adopted. This came about more in an attempt to conform
with the Federal lsw, known as the Cappere~Volstead Act,
than to conform with the Colorado cooperative law of 1933.
The intention or purpose was %o gain exemption from Feder-
al income taxes but the elevator management has since
learned that the Bureau of Internal Revenue gives little
or no weight to any cooperative law in determining exemp -
tion, The following quotstion taken from a letter written
by L. S. Hulbert, Chief ittorney for the Divisicn of Co-

operative Larketing, Federal Farm Board, emphasizes this
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point: "In determining the eligibility of an asscciation
for exemption fron income taxes the Buresu of Internal
Revenue givee little, if any, weight to the Capper-vVole
stecad Act. In fact, the question of exemption is resolved
by thet Bureszu solely with reference to the exempticn
language appearing in Section 103 of the Revenue Act of
1928.”8

As there is some disagreement bhetween varicus laws
and agencles ze¢ to what counstitutes a true cooperative,
the term "farmers elevator” rather than ®ecooperative
elevator” is hercin used, for thec organizastions under dis-
cusion are certalnly farmerg' orgunizations evewn though
there may be some doubt =8 to wh.ther they are all truly
cooperative,

Varicus reasons for gtorting an elevator were given
"~ by members of these assoclations, the most frequent bheing
that the local dealer took too large & mergin, However,
most reseons given resolve down to about the following:
“We organized to secure higher prices and mutual benefit
thru cooperative effort.” Some claim that they were
talked into organizing by outside interests., There nmay
be some truth in thig statement &s thirteen of the twenty-

one companies were aided by personus not residents of ths

local comounity.

8 From a letter dated .ept. 28, 1931, addresced to W. J.
Hart, Associate Koonomist, Federal Farm Board.
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Fif teen of the twenty-four elevators now owned by
this group were bought from independent or line companies
already doing business at that particular station. Six
of thece associations bought the only local elevator,

hence they had no local competition.

TABLE II

The Xumber of Local Competitors of Twentiy~
four Parmers' Elevators

Humber 0f Tarmerg' €levators

tumber in respective groups
of loecal At time of At time of
_competitors organization this study
¢ 6 3
1 1 10
2 k. 8
3 3 3

The above swmmary indicates that only three farmers'
elevators are now without, und thut none of them have o
cope with more than three local competitors. The degree
of competition ies provably of as much importance as the
number of competitors. At fourteen elevators it was
stated th.at the loeal rivalry for business was keen, Ele
even managers asserted that the competition of other sta-
tions was keen. This is especially true where stations
on parallel railroads are competing for the grein of an
srea thet liss between, A vuriance of but one cent a
bushel will often divert & counsiderable volume of grein

¢ither one way or the other. OUn.y two managersa said that
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their volume was not affected by prices ofiered at other
st-tions.

The farmers' elevators have, a8 a yrule, becn able %o
obtain a fairly libersl share of the gruoin coming to their
reppective stutions. During the three gaslendar years of
1927-1929 inclusive, the farmers' organizaticns, compris-
ing 45 percent of the elevators, handled as an average,
49 percent of the grain that moved out of these stations.
The percentage ahiﬁped by the furmers' elevators during

each of the three years wWus:

1927 - =-mmmmnn 53%
1928 mmr- momoe 50%
1929 mmere —-- 46%

The average percent shipped by each producer agsociation
is shown in Table III., In only three instsnces did they
fail to receive their proportionate share of grsin. At
each of three stations supporting three elevators the
farmers' companies secured more than half of the vyolume,
In two towns having but two elevztors the farmers' com-
pany handled threec-fourths or more of the volume, C(ne of
these elevators handled, as a thre. yeur average, 84 per-
gent of the gruin. In 1927 they bought and sold 88 per-
eent of the grain brought to th.t station,

The above data were furnished by the ralirosd com-
panies and, when converted into bushels, reveal that the
volume handled by the furmers' elevators ranged from ad

low of 36,168 to a high of 498,870 with an average of
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162,218 bushelsg of grain.
4 further analysis indicates that as a group they
had & fairly satisfuctory turnover.9 Teble IV shows thelr

average turnover for the years l9¢er948 and 1929 to be .

%lOo N mﬁfwwfﬂafﬂ
Swesebiadias ©fs these elevators, however, had

a turnover of less than qutwo being lecs than 4.

Table V gives the same information for the fiscal
vears of 19<9-30 and 1930-313ﬂ It can be xewudily seén
that there is considerable ﬁaziaticn in the voiume handled
hy the farmers' graln elevators.. The averwge turnover
eof the grouyp forx the 1950-31 scuson Wes neaxly twice thgt
of the previous seaaon{ beingi?&v#— ccmgared with‘31ﬁ~u

Ten of the twenty elevatoxrs handled & volume of more than
s

ke "ﬂf“‘zf

dﬂuble‘that handled during 192930, yet there wers
gompanies whoge volume wus still very low, Cbviously
some of the farmexrs' organizations are huncdicapped be-
cause of an insufficient volume. To meet the situation
they huandle sidelines in an atteﬁpt to utilizc more ad-
vantageously the buildings and eguipment in which the
members have already invested thecir money. This, of

course, is not the only motive for handling sidelines,

9 Purnever equals number of times the bin capacity of
the elevator has heen utilized during one year.

10 7he data used in this case were secured from the
management of the various elevators and are baced (as
are all the data used in this thesis unless otherwise
stated) upon the fiscal year oi the compuny which, as
a rule, bvegins either on June first or July first.
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TARLL 1II

Carict shiymente of Crain by Twenty-one Furners' Lleva-
tore Compared with the Totel shipmente from thespe
stations, tnree-yewr averapeé, 1L9%7-59.

To tal Number Fercent = Number
number uf cars shippred of
Sta- cars of ghipped by elevators
tion grain vy far:ere &t
o shipped farvers gleva~ gtation
from clevators  tors i/
stuition ‘
P& 60 B8 97 L
=l 175 88 BC 27
24 144 78 64 &
61 290 &48 84 B
82 347 179 b1 3
53 566 241 45 3
20 574 174 w0 k.
85 210 153 57 4 g/
§0 38 38 5 i
13 1zl 61 80 2
74 iii 68 61 2
2 466 363 61 3
io 02 78 75 &
7 198& &7 45 $ &
38 426 110 26 4
93 86 5 59 P
72 igr 46 24 3
b3 104 56 54 &
73 24 61 65 2
Average . 43BC 2151 43 47

" sorty-~five percent of these elevature are £ ruer orw
ganizations which hsndled 49 percent of th: grain from
these staticus,

&/ Tnere are two furmere' elcvators st thele siutiins.
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TaBLE IV
Turnover of Swenbpeane armers' wlevators. Threc-year
average, 1927, 1928, 19z9.
Average Capacity
iZlevator volume of
1o . 1927-48-£9 elevator Turnover
{bushels ) (bughels)
> 16 498,870 18,000 277
- 20 424,104 45,000 2.4
- 3B 361,090 22,000 16.4
> 28 288,860 18,000 14.8
RS 168,108 25,000 6,7
> 43 133,972 48,000 340
2% 131,818 10,000 13.8
42 116,819 20,000 65,8
~i 115,730 11,000 10.5
~3L 934544 16,000 5.8
17 92,330 18,000 B.1
a8 87,297 12,000 Ted
=11 85,021 17,000 B0
) 77,697 17,000 4,6
- - 70,162 10,000 i
=B 54,208 11,000 4,9
el 36,168 20,000 1.8
— O T G- S - 1 =17 2 = GypdBdk A dan
4~ /4 ‘7/ b 4 '57) ) ¥ g, ‘5
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> 2
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_ TABLE V
NN Tee
Turnover of--Bwesdses Farmcecrs' ilevators fox
of 192930 and 193C-31.

Figcul Yesars

»
Capacity
Zlevae- of Volume of Grain
tor elevator bushels; Turnover
5O . (bushels ! 195330 93530~-3 T1929<30 1930-51
- 2077 45,000 450,928 984,705 10,¢ 21.9
-8B <2,000 398,401 887,673 1841 40,3
~ L6 18,000 345,218 728,419 19.2 40,5
;,43% 45,000 341,249 495,079 746 11.0
Pk 25,000 28Ll,721 629,660 11.3 20,2
(;15“” 23,000 226,025 283,045 9.8 12,3
§r3"’ 16,000 <224144 S04 4,700 1349 19,0
{/7 47— 15.000 1?3, 376 255, 142 11.6 l?t
897 1z,000 171,014 88,308 1446 Ted
“ .- 2B8Y 18,000 162,995 581,821 g.1 3Re3
42" 80,600 145,448 283,964 73 14.2
> & 11,000 138,489 167,166 12.8 15,2
e 11,900 109,691 303,866 10,0 27.86
LoD i 18,000 82,216 273,651 4.8 1542
é;j\):""‘“ * 12“ 10 0006 ?6,849 101’821 Ze? 102
N 50,000 72,663 - - 58,227 1.6 1.2
- G9° 17,000 70,501 207,739 4.2 1242
AL 10,000 41,319 201,273 4,1 20.1
,oé 20,000 28,083 68,688 l.4d 3.4
#
} !‘rl s 1 ¢
Newr > Aversze 20310 195700 372757 97 s
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some associations deal in items other than grain in order
that the time of their employees may be utiliged to a
better advantage during slack segsons. Others huandle
geidelines merely as an accommodation for their patrons.

Coal is the sideline most frequently handled by
Colorado farmers' eievators. Miscellaneous merchandise
{twine, repairs, hardware, paint, etc.; ranks sccond,
Cther items handled may inelude the following: Feed,
secds, flour, gasoline and oil, machinery, livestock and
beans.

The value of the sidelines scld as compsred with
thot of grain varies a great deal from yeax to year, as
the volume of grain, the prices of gruin, the selling
price of sidelines and the number of units sold may all
fluctuzte. The relationship of the sideline business to
the totul business of twenty-one Colorado farmers' eleva-
tors 1s tabulated in Tables VI and VII. For the fiscal
year of 1929-30 this ranged from 1 to 76 percent and in
1930«31 from C to BH percent.

It is not always the low volume elevators thot
handle the larger percentage of sidelines, C(f the eleva-
tors whose sideline businese during both ye.rs excecded
25 percent, four had & volume of more than 220,000 bush-
sls of grain; For the two years the average of the four
wag 350,000 bushels, On the cther hand, only two eleva-

tors handling more than Z5 percent were, for both yezrs,
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TABLE VI

Sideline Sales as Compured with the Total Sales
of Twenty~one Farmers' Zlevatore
during the 1929-3C crop year,

Average

: Vaiue of sidelines
Zlevator commodities : rercent of
NO . gold Value : tetal sales
43 $489,124.46 $204,125,32 42
20 458,953,89 102,402,223 28
2 411 ,39%7.63 171 ,294.05 42
3B 383,569,41 45,913.19 13
2% 343,347.93 105,349.83 3l
16 324,689,112 4,592.83 1l
31 278,991,119 107,291,685 38
18 243,661,97 16,5689,01 6
i7 242,906,686 184,813,560 78
29 208,468,868 59,879.46 29
28 147,316.84 8,196.,20 6
4z 142,996.88 12,108.15 8
B 142,25%,50 17,808,536 12
32 109,033.42 32,818, 71 23
- 40 131,0R3+44 48,897.74 37
47 122,780,000 2,693.13 2
iz 88, 284,34 7+140,06 8
i 84,487.07 24202,56b 3
39 69,901,811 9,007.68 13
il 65,888,334 24,164,222 37
33 54,262.78 29,880,21 56
216,987,.71 56,931.51

26
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TABLE VII

Sideline Sales as Compured with the Total Sales
of Twenty-~cne Farmers' iLlevators
during the 193C-~31 crop year.

Value of gidelines
Flevator cormodities : bercent of

No. gold y Value 1 total sales
20 $699,088,94 $566,118.58 9
28 500,930.64 28,212,38 6
23 463,758,30 114,888,22 28
43 422,975,88 165,506,82 39
is 394,167.38 3,588.62 1
2 380,653,358 139,262,770 3%
28 323,338,78 6,563.31 2
17 257,283.60  127,767.29 50
31 242,752.27 79,119.42 33
42 191,800.00 25,202, 53 13
1B 167,366,082 11,704,719 %7
1 158,285.97 1,538.94 1
47 135,282,680 - -
11 118,694.47 20,693,29 17
39 108,480.70 6,888.88 6
28 103,885.68 B0,688.,03 49
B 103,293.21 11 ,331.97 11
40 79,492,22 43,T63.,01 BH
38 68,192,68 23,285,774 54
i2 58,074,96 7:888.90 14
Average 235,453.19 45,683,91 19
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in the group with less than 100,000 bushels. The average
volume of these two was 57,000 bushels.

The aggregate business transacted by thc twenty-one
elevators during the c¢rop year of 1929-30 ranged from
$54,262.78 to $489,124.46. The range was even greater in
1930-31, being $68,074.96 to $599,088,94. In the forper
yaai there were five companies in the *lege than $10G,00C
per yeur" group, while in the latter year four were in
that group. In 1929-30 three elevators exceeded $400,C0C0,
while in 1930«31 four were above thies szmount, Two of the

latter passed the one-half miliiovn merk.

TABLE VIII

- Summary of the Yearly Business of Twenty-one
Farmers' iLlevators

Range of
yearly sales umber of rlevators in Group
(dollars) 1920~ 30 1930-al

Lecs than 100,000
100,000 - 200,000
200,000 - 300,000
300,000 - 400,060
400,000 ~ 500,000
500,000 ~ 600,000

¥
P REA e aen
RPN DM

t vt

There is a wide variation in the number of members
belonging to each of the farmers' grain elevator associ-
ations and in the amount of money th«t Colorado farmers
have invested in their company. In each of the items con-
gidered in Table IX (i.e. capital stock paid in, number

of members, and average “paid in' capital per member) the
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TaBLE IX

The Capital Stock peid in, the huwmber of Bembers znd
the Average Asmount of pald in stock per member
of Seventeen Farmers' hlevator Assocliuticns.

Capital sverage
Ags0ci- stock Kumber raid in
ation raid in of capital
Yo, {dollaxe) members per member
— (dollars)
68 $56,098.62 430 $130.48
33 44,832,850 100 446,33
2 40,650,00 iog 398,63
23 39,842,78 200 198.21
3L 38,978,051 i60 243,60
48 36,230,358 540 106,56
31 22,747.56 150 218,32
28 29,891.,43 185 161,568
17 28,661,820 150 177.74
36 £6,400,00 36 735433
40 £4,110,00 88 283,65
1l 19,794,582 128 158,36
18 15,800,00 104 151,92
16 10,860,00 110 98,36
ig 10,243,756 80 204,88
29 74086400 65 . 108,08

42 3,978.00 61 65.16

averege  27,265.48 144 189453



larger sum is more than ten times the smaller, The low-
est amount of paid in capitsl stock was §3,975,00 while
the highest was $B66,098,62, I.ikewise, the least number
of members was 36 while the largest w.s 430, and the low-
est average pald in capitzl stock wus $65.16 as contrasted

with the highest of $733.33.

Cperating Methods and rractices

The successful association is not always the one
with the largest membership and largest amount of paid
in capital stock, nor is the cevsociaticn unsuccessful if
ite membership snd capitel stock are small. There are &
nunmber of factors that have to do with the suctess or
failure of an assoeiaticn. Some of these will be con~
sidered in this secticn, |

The methods of handling grain used by the munagers
of the farmers' grein companies are the s.me 0r ut least
very similar to those used by independ:.nt or line com-
panies., The ferrer is peid cash for his grain; according
to grade, as he bringe it to the elevator. This price is
usually determined by dedueting the freight differential,
plus a small margin, from the terminal market price for
that day or the previous day. The margin used is intend-
ed to cover not only the expense of handling the grain
but also to include a smal. profit per bushel.

Oftentimes it ie difficult to determine what the

margin should be. The margin is frequently fixed more
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by custom or guess than by actusl knowledge of what it
should be., The most frequently used margin is five cents
pey bushel,

The price paid at competing elevators must also be
considered. It sometimes happens thsat the m.nager at one
elevator ray more or less take the lead in establishing
the daily price. In other instances the various managers
may agree upen & priceé that the market secms to justify.
If all the elevatore at & gilven statioﬁ do, a8 a rule,
maintain the ssme price 1t does not follow that they all
make the pame profit per bushel., It is ssldom that the
expenses of any two companies wre exactly the saume. The
volume of grain has a great deszl of influence upon the
per unit costs.

A fuarmers' organization may pay a lower price than
its competitors and still obtain sufficient volume. This
may come about because of the loyslty of the memxbers dbut
probably more frequently because they expect to receive
the difference in the form of dividends at the end of the
yeur., The management of the Colorado farrers' elevators
usually attempt to at least pay as much as do the inde-~
vendent or line elevators.

Some of the farmers' mansgers enhance the profit of
their elevator by the mixing or cleaning of grsin. Aall
of the manugers that fellow the practice of clesning thelr

grain meintain that it is a profitable pructice. At more
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~ than half of the farmers' clevators part of the grain is
cleaned before being shipped but only about one~third of
the elevators are equipped to clesn all of the grain dur-
ing the rush seasons, g

Mixing is practiced at sbout one~third of;%égée ele~
vators, There are Beveral‘advantagea that accrue from
mizing. A higher price may be obtained for low grade
grain by putting it with a larger amount of a higher grade.
Care should be exercised in order that the grade of the
better grain shall net be lowered. It may even be profite
able to mix two grades of grain if the resultant inter-
mediate grade brings s highexr average price.

Only two of these faimers' elevators store grain in
an appregiable amount and they elaim they were forced into
1t when their compstiters started the pruetice, The man-
agers are endeavoring to discourage storing as they have
learned that it usually is a losing propesition both for
the farmers themselves «nd for their organizatlon. o
charge was mede for this service and the grain was not
actually stored but was immediately sold. In order to
have protection most managers hedged such trunsactions.

sbout one~-third of the managers hedged 1o some exw
tent in connection with their regular trazding operations,
but they were seldom consistent in their hedging practices.
No adeguate records were kept éf the hedging transactious,

hence an unalysis could not be made of hedging as prac-
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ticed by Colorade farmers' elevators,

Three methods of sale may be used in the selling of
grein. It may be consigned, sold to arxrive, or sold on
track. If cousigned the car of graln is billed to =&
broker or commiseion merchant who selle the grain as socn
as possible after it rcaches its destination., The com-
misgion merchant then remites the procecds after deducting
the expense¢s, ineluding his commission. It usually hap-
pens that a dreft, in amount about 90 pexcent of the esti-
mated value of the grain, is drawn upcn the commiszsion
merchant as soon as the ecar is billed, In that case only
a small sum remains to be amdjusted when the ear is finally
s0ld. .hen the grain is sold "to arrive"” the country
elev.tor manager recelves & bid, either by telegraph or
telephone, which offers a definite price, the grain to be
shipped at & stated future date, usuully not over thirty
days. 1If the grain is sold by the third method, that is,
“on truck', it is sold as socn as loaded in the railway
car at a price previously agreed upoun.

In the two latter methods the grain must be of a
given grade but if it is of s different grade the sale is
usually concumated, but at an estublished discounted
price., The greater percent of gruin is sold on counsign-
ment, especially during periods of a rising price level,
During periode of uncertain prices the other two methods

are usualiy preferred if a bid that seems to offer any
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degree of profit c¢an be obtained. However, consignment
logses can, in a large measure, ve avoided even during
declining prices if a wide enough margin can e taken or
the loss may be ingured against thru the expediency of
hedging, if properly cdndueted.

The grain marketed by the Colorudo farmers' elevators
generally flows either east or west. 4As a rule wheat,
rye and miliet are sent east, while corn and barley are
shipped west. DPlgures < and 3 show the market to or thru
which these grains are most freguently sold. Only three
of these are of major importance as Xansas City, Denver
and Cmaha received more than 20 percent of the grain
shipped to these seven markets by the twentynthree farme-
ers' elevators during the five year period of 1925 to 1929
inclusive. These thres terminals ranked as fol.ows: Kan-
sas City 47 pereent, Denver 27 percent and vmahe 18 per-
cent.

There is, however, considerable variation if the
principal grains are considered separwstely. For the above
five year period Xansmas City received 60 percent and Omaha
25 pereent of the wheat. Denver was of mipor importance

with only 4 pereent of the wheat for the peried.ll Denver

1l ppe gituation was decidedly different during the 1931«
32 crop year a large volume of Colorado wheat was
marketed thrufpenver, due in part to changed freight
rates and algo to an abnormal western demand for wheat.

Gecanse
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and Kansas City were the only two places that handled
corn to any great extent. Xor this grain Denver was of
Sinee
far more importance ss 88 percent of the corn shipped by
these twenty-three farmcrs' organizations ;222 sold thru
this market. Denver also handled 56 percent of the bar-
ley as compared with 28 pereent for Kansas City and 10
rercent for Cmaha., Hye goes to the same markets as wheat,
while millet goes to Kansas City, ..aint Louis, Denver or
¥inneapolis,

In the operation of a farmers' elevator one of the
important factors that must be considered is that of ex-
_ pensc. The average expenses of seventeen Colorado aszsoel-
ations have been g.ouped, as indicated in Table X, inte
thirteen general classifications. The average operating
expense for the group was $11,024 in 192930 and $12,068
the following yesr. The amsociaticn having the lowest
expense in 1249-30 operated with = totsl cost of slightly
less than $2500 ($2488) while the association having the
heaviest cost had a totaul of more than ten times that
amount (£28,545). In 1930-31 the range was not quite so
great as the lowest was $3,752 compared with §$26,866 for
the company at the other extreme,

The largest expense item for ail the elsvator cum-
panies, with one exception, was that of salaries and
wages. These two items of expense averaged more than

half the totul expense for both years. salaries are un-
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TABLE X

-

The Average txpenses (itemiged) of Seventeen Farmers’
Elevator Associations.

1929-20 1930-31

Item of nxpense Dollays rercent Dollaxs Percent
Salaries $2,018 18,3 $2,079 17.2
 VWages (extra help) 3,607 3347 4,108 34,0
Depreciation 1,166 10,6 1,083 Be7
Interest 902 8,2 738 6.1
Taxes 458 6,0 745 8.2
Light, heat and power 455 4.1 610 5.1
Insurance 387 345 431 36
Haintenance 374 3.4 821 4.3
Supplics 162 1.4 150 1,2
Advertising 189 Le¥ 187 1,4
¥orketing information 174 1.6 220 1.8
Bad Account 126 1.1 360 3.0
Unclassified 822 Te4d 888 7.4

Total $11,024 100,0 §12,068 100,0
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doubtedly the more important of these two items and was
the lorgest source of expense for the majcrity of the
zssoeiations, yet the group average was less than that of
extra help., Salaries consist neinly of payments made to
manageres but include :.1lsoc the fees paid to direetors,when
such fees were pald. Seven 0f the associctions did not
pay their directors during either year. 1In 1929«3C the
average of salarieces paid was §<,018 or 18,3 percent of the
total expense, while the following year they were $2,079,
or 17,2 percent.

The average of the wages paid to extra help increased
from $3,607 in 1929-30 to $4,106 in 1830-31. A larger
volume of grain necessitated more help during the 1930-31
peason, The amounts paid for w.ges ranged from $5L2 o
§13,093 in 1929-30 and from $793 to $14,527 &n 193031,
The majority of the asscciations hired at least one hélper
for the full yeur, Some employ more than one on a twelve
months basis, especially thoss that handle a relativeiy
large volume of sidelines. |

The third largeet element of expense ig that of de-
preeciation. PFor both yesrs the average was more than;
$1,000 per year. OCne elevator association had & depreci-
ation expense of 3,007 in 1929-30 and $%,%04 in 1930-31.
Two of the associations made no charge for depreeiation
in either year. Cne of these has & fairly substantial

deprecistion reserve and apparently omitted the depreci-
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ution charge beeause of the narrow margin of profit during
thesze two years. The other association has never set
aside o depreaiation reserve and consequently their prof-
its have been gonsietently over-stated, However, the
gquestion of depreciation must be faced sooner or later.
They have been engaged for a number of years in reducing
a defieit incurred shortly after they commenced business
but it is doubtful if it has been reduced as much as the
vooks would indicate if the depreciation factor is taken
into account. '

"he next element of expenss is interest. The aver-
sge for 19<9-30 was 8,2 percent of the total expenae,
This, however, is not & true picture of the situaticn 4§(
one elevator pald $6,990 during the ye.r for interest, If
that sum ie eliminsted from the galculation the average
for the remaining sixteen associations is less than § per-
cent. Four paid no interest whatscever and meven others
had interest obligations of less than §6z1l. Interest
payments were somewhat lower in 1930-31.

Interest 1s an expense that could be reduced consid-
erably if the farmers were not quite so anxious for their
company to declare and pay dividends. Umne asgogiation
paid a dividend of approximately 12,000 at the end of
the 1929-30 season and then had to borrow within a few
hundred dollars of that amount the foliowing yealX.

The average tax expense was aboult the game for both



years. Taxes paid during 1929-30 ranged from $zl4 to
$1,310. The range the uext year wue from $R66 to $1,797.
The 19:£9-30 average was J6DB and the 1930-~31 average £745,

The averuge paid for heat, light and power was $4865
and $610, The expenses for povwer were somewhat higher in
1930-31 than in 192930 because more power was necded in
the handling of the larger volumes, In some cases the
gource of power was the gascline engine and in others,
where electricity w.s available, electric motors supplied
the neeessary power.

There was very little variaticn in the amount paid
for insurance. The averzge for esch of the two years was
$381 and $43L respectively or 3.0 and 3.6 percent of the
total operzting expense. The buildings and equipment ure
usually inesured and then in additicn & dblanket policy is
kept on the gruin. That ie, the policy varies with
changes in the amount of grain in the "house.” It might
geen that the ¢ost of insurance would be considerably
more in years of larger volumes but the gruin is handled
faster, hence the average amount of grein in store is only
slightly larger. 4 car of grain is insured while in tran-
git but the cost i:= entered on the "aeccount sales” as an
iter of the sclliing expense and therefore does not enter
into the above general inpurance eXpense.

The expense of muintenance, that is, the gost of re.

pairs and renewals for the buildings and equlpment aver-
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aged 3574 in 1929-30 and $B21 in  1930=-31. The amount
spent for maintenance is quite frequently moere duving the
vetter years as repairing is apt to be poustponed during
the poorer years,

The amount spent for advertising averages about $175
PEY yeur per cempany. It is newrly always the sideline
comncdities that are advertised in the newspupers bdut a
considerable portion of the advertising costs are due to
the purchase of calendars and novelties, These may ad-
vertise sidelines only but ususl.y are advertisements of
& general nature. .t times advertisements are carried
more for the goodwill whieh they createﬂthan for the in~
creused sales.

The nopey spent for market information is largely
for telephonescor telsphonc messuges. (ther sourees of
informaticn are market periodicals, telegraphic reporis,
ete. The average ampunt spent for mamrket information wae
less than & percent of the total expeuse,

The amount cherged o supplies was spproximately
w18C for cach year. Included under this yeear are ofiice
supilies, stumps, trooms, sacks, and similer articles.

come as.ociations made no deductivn for bad accounts,
in fset only six of the seventeen wz:sociations made such
a charge in 1989~30. The next year there was an inerease
in the number of companies muking such deductions and in

the averuge amount charged off, as the number of companies



41

increased to nine while the average amount was $360 com-
pared to £126 for the previous year. Many of the farmers'
elevators charge off bad accounts only when they have en-
Joyed a good year. This probably is done partly because
the amount charged off is not 80 noticeable when the net
profit is larger and partly on account of income taxes,
Such accounts are deductible in income tux schedules, Bad
asecounts are usually the result of credit business in con-
nection with sidelines“

The final expense element considered in Table X i8
that of th: unclassified or miscel.aneous expenses, In
this classifieation were placed such items as rent and
donations, in fzect all -hset do not properly fall into one
of the other twelve clasgificatione. During both yesars
this amounted to 7,4 percent of the total expenses.

seldom is there an attempt made to apportion the
gener al expenses between the grein and sideline business
of & farmers'! elevator association, except in ingtences
where the business had been departmentslized. It is even
then diffiecult, if not entirely impossible, to(éxactly and
aecuratelélfffiifigprsueh expsnses., Yet it ia very de-
girable that this should be attempted in order to ascer-
tain which phase of the enterprise is the most profitable
or to learn if the sideline business is really a paying
one. Various methods have been tried but none have preven

entirely =zatisfactory.
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Cne metho%Agttempted to arrive at the “out-ofwpocket®
costas. That ie, the manager was asked to determins how
much of each item daf expense would have been eliminated
had there been no sideiines handled, In a mimilar method
the manager was asked to apportion each cost item between
the grain and the sideline business. This second method
wag attempted in this study. It was discovered however,
that the managers usual.y based thelr distridbution upon
the percentage which euch line of endeavor bhore to the
total business. For example, if 40 percent of the busi-
ne.s was gldelines o.nd 60 percent gruzin, he used a 4C«60
pergentage in determiaing the division of most of the ex~
penses, A few managers did not make the desired appor-
tiomment of expenses or made but hurried guesses. Hecause
of this a«nd in order to place all the elevators asg nearly
a8 possible on the pame basls, the procedure iliustrated
in the above sxample was adopted for this =urvey. That
is, the expenses of the elevator were allotted to side~
lines and to the gruin according to the perceuntage of
gideline ssles and of gruln sales, in dollars.

Such a method may seem to place too much of the ex-
pense with the sidelines as they are often carried more
ss an accommodation or to round out the sctivities of the
elevator, 3But when the method of apportioning expenses
outlined above was used with the twe elevators thut have

departmentulized their business thé exyvenses charged
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agzinst the sidelines were less than those charged against
them on the departmental busis. ihile, as before stated,
no method is exact, yet this wnalysis indicated that forx
the average elevator the dividing of the expenses in the
same ratio as the gideline sales are to the grzin sales

is probably as fair and reliable as uny.

“uch an apportionment of exponses wse made for twenty
Colorado farmers' elevator companies and the results are
contained in Tables XI and XII. In 1929-30 more than half
of theses elevators fared better on thuir sidelines than
with grain., Only five companies show a loss on the side~
lines handlsd. Thres of these sustained losses of less

“than $100. The net trading profit from sidelines ranged
from & gain of 316,011 to & loss of $1,261 with an avers
age net gain of $2,169. The averare net profit from the
handling of grain wus only $234., There was guite a wide
range in the net grain trading profit., Three of the ele-
vatore had a net gain of more than $10,000 {one had a gain
of about twice that amount)., Two of the elevators hud a
net loss of more than $10,000. The 1929-.3C sBeuson wWus
rather a difficult year with the majority of the twenty
farmers' elevators because of rapidly falling grain prices.
Tgelve of these companies finished the year with a net
truding loes on grain of from $677 to §13,764. Four of
them had a tPading loss even vefore the operating expen-

se wore deduated.
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On the whole these farmers' companles had a “etter
vear in 193C-3L. Cnly six of the elevators closed the
year with a net trading loss on grain. The grzutest loss
wee §8,104 while the other grain losses ranged betwesn
one and four thousand dollars. Fart of the 48,104 loss
wag zeal.y the result of the previocus year's operations
but was carried into 1930-31 because e considers-le volume
of grain was overvelued when invoiced at the end of 1929~
30. The largest net grain trading profit in 193031 was
$23,289. The averag: net gain on grain was 22,758. The
average gain from gidelines was only %1,286._ Seven eleva-
tore had a loss on sidelines when their propcrtionate
share of the expenses had been taken inte account. C(nly
one of theze losses was for more than $1,000, however,
Thie elevator had a net loss on sidelines of ;3,230 largely
because they handled more than $146,000 worth of livestock
with practical.y no margin of profit. The analysis of
both these yeurs indicate that the handling 0f sidelines
guite frequently results in some profit even after their
share of the expenses have been considered and that when
a loss does occur it is usualiy comparatively small,

Tables XIII and XIV show the comblned net trading
profit or lose of grain and sidelines, The final net ine~
comes are also shown after th: miscelilaneous or other in-
come has been added. (ther income includes such revenues

as rent, interest, claims or bad debts collected,(Eésh

Yo
!
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TABLE XIIX

The Net Trading Frofit or iLoss, Gther Income and
Yet Income of Twenty Farmers' ilevators,

| Net trading |
klevator profit Gther Net

5o , or loss income income
43 $19,434 $ 138 §$19,5672
23 ’ 24,883 4,047 28,930
16 12,328 70 12,598
20 15,687 2,091 15,778
3L 6,978 520 7,298
29 1,748 2,741 4,490
47 34860 3,860
39 3,188 84 34272
40 2,031 847 2,878
42 976 673 1,648
2 9,253 3,844 12,897
33 «4,036 1,617 «2,419
il »7.8 38 880
1? “2,56? 1’2?5 ~l,592
12 “4,524 170 *4’554
8 *2’?89 350 ”2'459
i ~2,882 24882
28 ~G, 728 1,624 »B,104
16 -12,402 162 «12,240

3B *133559 203 013'351

AVEXage 2,403 1,006 34408




TABLE XIV

The Ket Trading Profit or Loss, Other Income and
' ¥et Income of Twenty Farmers' Elevators,
1930-31.,

“Fet trading ’ '
Elevatory profis ¢ Qther ¥et

Fo.. ‘ or lese - income income
20 $26,927 § 45 $27,378
23 - 2By792 - 34530 29,122

2 134100 2,978 16,075
43 - ~BBY - 1,004 145
28 2,481 - 1,488 3,940

:L ‘ ﬂg 488 S 8 ¢ 5;5@5
i8 2,789 ' 747 3,536
1B 2y 713 . 30 Ry 743
3% 1,468 - 1,539 3,008
47 4,278 ' 100 4,376
42 4,388 ; 547 4,929
31 - 4,002 161 4,283
39 - 824 ’ 108 830
1l 14548 3 418 1,963
iz -1, 899 C 24414 615

6 =1 43570 262 »1,113
29 -39 439 - 2,820 -319
17 762 ' 1,736 AL
33 -2, 944 1,662 «1,382

40 vd, 693 1,811 «2,882

Average 4,9%4 1,15? ) | 5,211
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er or dividends,) Th: net incomes ranged, in 192930,
from a gain of 519,572 to a loss of $513,3bl. The cor-
responding figure% for 1930-31 Was a gain of $29,122 and
a loss of $2£,88z2. MNinc of the twenty elevators suffered
a loss in 1929-30 while only four were unable to show a
profit for the 1930-31 season. The average net incomes
of the group for these t.o years were $3,408 and §bH,<11
respectively.,

Cne faet must be recognized in connmection with the
losses suffered by farmeis‘ graln elevators. It may hap-
pen that the farmers' a.sociustion has assumed & loss that
really should have been borne by the individual farmers,
That iz, the elevator operuted on toc nerrow a margin in
an effort to secure for the members ss much as possible
for their products., Lven when g gsatisfectory margin iz
obtained losses may occur because of such factors ss8 ine
gufficient velume, mismanagement, too large an investiment,
or too much overhead,

The margins realized on the grain received by the
elevators under discussion ranged from 8,8 cents to a
minus 1,8 cents & bushel in 1929-30 (gross profit or lose,
Teble XV). The estimated cost or expenselz ranged from
13,9 cents down to 1.6 cents a bushel. Six of the elevaw

tors had an expense of 2.0 cents or less per bushel, all

of these low ocost establishments had a volume of more than

—
Lz For method of estimating expenses gec page 42.
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176,000 bushels, The expense of four was more thas 5.0
cents per bushel. These all had a volume of less than
175,000 bushels. right of the elevators made profits
tanging from ,2 to 5.7 cents per bushel, The cther twelve
suffered lopses of from 1.6 to 10.7 gents & bushel, The
majority of these lost because of insufficient volume al~
tho & number would have fared much better had they been
able to realize & satisfactory margin,

In 1930~31 all of the elevators, except one, real- . .
ized a trading margin or gross trading profit per bushel
(Table XVI). Thie one unit would probably have realized
a grose profit if the grain in store there had been ine
voiced at the market when the audit was made at the end
of the 1929-30 seuson, The other nineteen were able to
obtain margins ranging from .9 to 8.2 cents per bushel.
The expenses ranged from .9 to ?ﬁﬁvaents per bushel., Twel-
ve elevators had a per bushel cost of less than 2;0 cents,
The volume handled by eueh of these wéa more than R00,000
bushels, | |

Four elevators had an expense of more than 5,0 cents
a bushel, These all handled volumes of less than 102,000
bushels, TFourteen of the group had net profite ranging
from .2 to Z.4 cents a bushel while six lost frem .7 to
17 cents a bushel. TFive of these handled less than 175,-
000 busheles, The other on: handled almost 100,000 bushels

more than that but nevertheless sustained a loss because
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TABLE XV

A Comparison of the Velume of Gruin and the Cross Profit
or Loss, the kxpense and the Xet Profit or Loss per
bushel at Twenty Farmers' klevators, 1929-30,

Xleva- Volume Ter bushel analysis of grain trading

tor - of gross istimated et
Ko, grain profit grain profit
or loss expenses or loss
{(bushels) {cents) {cents) {cents)
20 459,928 - 4,0 1.9 241
35 398,401 «1.8 1e7 . BB
43 341,249 T% 2.0 b7
2 291,796 6 2e9 “2vd
23 281,721 8.8 B3+3 8.8
16 225,020 4R 27 4.0
31 222,144 346 1.7 1.8
47 173,378 348 1.6 242
29 171,014 4,0 5.8 ~1,8
28 352099«5 -3 3;5 ~4e7
42 145,448 Se2 3.0 2
5 133;489 .S 34 «3sd
1 lQQ;ﬁgl el Bed “2.5
17 32.215 +6 Zed “"3@7
§ ?6'349 N 6.4 «5.8
40 72,663 646 8.9 »2,3
39 70,5681 7.4 4.2 332
il 41,319 2482 3,8 ~1leb

33 28,083 3.8 13,9 «1047




Y

TABLE XVI

A Comparison of the Volume of Grain and the Gross Frofit
or ioss, the zxpense and the Net Irofit or .oss per
bushel at Twenty Farmers' Elevators, 1930-31.

 xleva- Vo lume Ter bushel analysis of grain trading

tor of ross ratimated Ret

No. grain profit grain profit

pr loss eXpenses oY loss

(bushels) {cents) {cents) {cents)
20 984,706 34 1,0 2+4
35 887,573 lel «9 ¥
i8 728,419 1.4 1,0 +4
25 629,660 4,3 149 2+ 4
28 581,821 1.8 le4 v4
43 496,079 2 d 148 9
3L 304,700 23 1.8 «8
i 303,866 3.4 143 2s1
42 283,964 2.7 1.6 1,1
15 283,045 3D 246 »9
17 873,661 9 1.7 o8
47 266,142 3al 1.5 1.6
e 231,180 8.2 4.2 240
39 207,789 2,6 2el Y
il 201,273 24 145 »9
iz 101’321 348 Bad *1.‘5
29 88,3023 323 746 “4ded
33 68,688 2e4 543 w29

40 58,227 BB : 7«5 ~14,0
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the mergin or gross profit was only 9 cente a dbushel.

Thug the analyszis of Tables XV and XVI see:xs to indi-
cate that there iz a felrly definite volume range which
the elevators must, as a rule, at least 2yproach if they
are to reslize a profit on theiy grein trading. Flgure 4
gubstantistee the sonelusion., In thie scatter disgram
each dot represents the volums and costs per bushel for
sne eleveator for one yesar. The costs and volumes of
twenty Coloredo farmers' grsin elevators foxr the {iscal
vears of 1929-30 and 1930»31 are included in the dliagrame
411 of the elevators with 2 valame of more than 300,000
bughels operated with a per bushel comt of less than £,0
cents, The free hand curve in FPigure 4 indicates that
the coste per busﬁel are relatively high for those gysin
gompanies gﬁgrara corpelled to operute with a volume of
much lege than =00,000 bushels.

Mgure 5 shows apiroximstely how the total expenses
or costs ineresse with increased volume. The total costs
ghow & tendency almost opposite that of the costs per
wushel., That is, the curve represcnting total costs rises
rather rapidly es the voiume increased from 50,000 bushels
up to 300,000 bushels and then fluttened out, whersas the
curve representing the ecoste per bushel fell very rapidly
as the volume handled>inexeased from 50,000 bushels to
200,000 bushele and flattened out after 300,000 ﬁushels

had heen r suched,
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It would seem, then, that a farmers' grain oncern
- should have a minimum volume of about 175,000 bushels and
that they huve a much better chance of success if they

| can pecure 300,000 bushelp or more,
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Financial Pactors and Standardg

Tables AVII~-A and XVII-B contzin a comparison ox an-
alyeis of certain phases of the business methods er prace
ticee of twenty Colorado farmers' gruln élevators. The
factors or ratios have been grouped into four divisions:
I, Working Capital Situation; II, Fixed Capital Analysisj;
111, Financial Results of Operation; and IV, Volume. Be-
tween the two horizontal lineé in the middle of the table
are the "desirable siandards” for each factoxr or zatio.
Thege desirable standardalgare the result of a large num-
ber of studies conducted by the experiment stationg of the
varioue grain states and of surveys made by the Division
of Cooperative Marketiag¢14

The ratio of each elevator Qas placed in the table
according to rank, with those better than the desirable
standard above the two horizontal lines and those under

the standard below these lines, Thus the table contains

ratios of all the elevators without revealing the identi-

o

0 fa RN e =
; o

ty of any individual erganization.ls @}fh AN
It has been found that if farmers' grain organiza-

tions are to be successful they must equal or excezd a

nmajority of these standards. The ratios in Table XVII

(.

%; The writer claims no credit for the standards set up
in the analysis nor for the system of analysis,

14 ¥ormerly with the United States Depuriment of Agricul- ey
ture but now a section under the Federal Ferm Board. [~

N 15 Appendix B shows how the position of an elevator may
\ be shown to its manager and directors. i

h = ‘:‘\.s'\\,; -

\/ ¥



TABLE XVII-4A

Ratio Analysis of Twenty Colorado Farmers' Elevators
: at end of 1930-31 season

ITI. Fixed
I. Working Capital 8ituation Cupitul Analysis
A — B ¢ D E F_ 1 @
"2 i © -§ :.-: % a§ o
; - o
2.3 12* 3213 2| & zlg.e|d £|2 3
“’gﬁ 'dg S%—c '3 MG:‘gr“g:: [ ‘g fﬂea
.g z;z gtg-g:ﬁ o g a‘s g [~ ﬁ;: ] = O 4% <
g'g:g g E-A o Om Al O 3 e wi om
5 2tH e lHde 9402 la @ -d~p'§
oo d Gabdle 9 iledg ole 3]s KLk
320 (8834|828 |9age 8| e 8BSy
67.61
315.95 39.81 | 28426
198.68 24,72 | 24.93
56.37 49.48 | ¢3.07 : %60 | 22.05 4,08
59.91 | 43.45 | 69.67 T7.50 1 21.01 3713
17,60 | 16.18 | 64.97 4.84 | 20,87 3.61
13.72 | 10.68 | 43.65 2,18 { 19.80 3.27
11,58 9.96 | 36.65 1.77 1 17,12 2,70
5.62 4,25 | 36.43 1 1,07 ] 17.04 2.54
5438 3.86 | 25.03 «80 | 14.48 2.27
4,90 2.48 | 21.60 «72112.78 2.05
S 3481 | 2.4 18.06 .52 11.03 2.00

2,37 | 1.37 | 14.74 | 32.98 261 8.47 | 1.74
2,01 | 1,32 | 14,52 | 15.97 231 8.20 | 1,60

Desirable 2 1 12 12 ) ) 1.5
Standards to to {0 to to {0 to
1 1 1 1 1 i 1
1.49 15 11.77 9.80 <08 6.01 1.34
1.39 « 01 11.55 5.7 + 06 3.16 1.20

.96 «57 | 10.064 574 02| 2.41 +89
.92 55 6.96 4.27 .01 2.12 .89
«8 52 4,4 4,68 01} 1.3 o8
.8? .gz 1.82 4,50 .01 .89
T2 «46 4,12 o4
.61 o4l 4,12
3.71
360
3.04 !
3404
2.71
2.56
2.45
126
- «T4

.62
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TABLE X¥1I-B

Ratio Analysis of Twenty Colorado Farmers' Klevatoras
at end of 1930=31 sezmson

111. Financial Results of Operation IV.Volume
H o .4 Ls 1 N * (4]
Yt
Lo lo28 e 2.z |ie 3
£28 1539187 383 o35 % 17 .
Op s O & S48 R84 @ égg k& 8% @
BEA uyy 1vg 2wy RlunoSolzesd)
82 288 |23 S)3F glad 9g5isal ¢ 3
SR h 8% 0 +’:=oﬁ3'§cu o e 'ﬁi?'ﬁ'“ Sal B g
N L éoa é’:w-pamzx:ow& %ﬁ e«&amgﬁé &% a
29 - 4045
»31 4045
, .36 | 32,3
,32 ‘ v ) -43 ) . 28 7
137 043 250
-47 ) ' ‘ « 00 045 ' o 25.
48 ‘ ) 084. 46 ‘74" 21’4
6L 1 W79 193 | <47 | .54 20,1
nés q89 ' ’ -?3 m48 : ;97' l?ii
66 89 . «94 #50 '} 1l.25 183
67 91 '] ' «94 +52 ] 1.25% 15.3
-65 1 092 ’ ' &94 -53 ' 1’351 14.2
« 74 «93 ’ +94 53 | 1.56 12,3
« 17 +93 ) «94 | <54 | l.68 12.3

;83 ' [ p94 * Q?ﬁ ' Q94 ’ .5“ T 1065 11:5
«91 +94 «40 «94 055 ’ 1;84 11.0
«92 94 «80 295 55 1.96 10.2

Desirable { <96 .94 <35 295 | .6 10
Stendards § to | to | to | te | to 1 2% to -
1 1 1 1 1 ) ' 1
.59 95 | 86 | 96 | <62 | 2.26 Te]
1.0 «95 .87 »96 : «63 2454 Tsé
le26 296 «91 ; «96 \ .67 : 2,81 34
1.39 | .96 | .92 | .97 3.78 1.2
1.43 «96 92 « 98 4,06
2,06 97 ] .92 .98 4,22
.97 93 | 1.06 6.11
«97 95 1.83 7209
«97 <95 . 195
98 +95
.9§
o9
.93
« 98
1.00
1.05
1.06
>
AN



indicate the position of the Colorado elcvators zat the
~end of 1930-31 season and are based upon the audits made
at that time,

In divigion I are those factors concerned with the
working capital situation, The first coiumn considers
the ratio of current assets to current liabilities. The
current assets are cash and other iteme mot of a fixed in-
vestment character, while current liabllities ars short
term obligations that must e paid within twelve to four-
teen monthe., The standard for column 4 is 2 to 1 that
ig, the current assets should be twice the current lia-
bilitieg., It is commonly recogniged by most business con-.
cerns thaé current obligations can be 1gadily met, with-
out sacrifice, if such a ratio is maintsined.

Twelve of the elevators included in this study were
above the 2 to 1 standard. 7Two of these had curzent as-
sets which were more than fifty times thelr current lia-
bilitien.

Two of the eight elevators below the 2 to 1 gtandard
had current ascets that were more than their curient lia-
bilities. One of these two had a surplus of mere than the
total liabilities and therefore eould have paid them off
had they so desired. The other assoc¢iaticon had paid out
more than $10,000 in patronage dividends at the end of the
1929-30 season but were compelled to borrow that much be-

fore the close of the next season. They were able to do
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this because of & gocd credit standing.

Cf the 8ix eclevators whose current liabilities were
more than their current ascets, one has singce gone into
the hands of a receiver, one has been practically bank-
rupt for & number of years and is now opersted by a leas~
ce, another has been controlled largely by a bank for a
number of yesrs. The other three zre able to secure worke-
ing capital vecause of the credit or influence of the
directors.

Column B gives the ratio of cash and reecivables to
current liabilities. Receivables congist of notes and
open accounts which are due the business. The gtandard
here is 1 to 1, meaning that the current liabilities
should not exceed the cash plus the rnotés and accounts
due the elevator, Thnis ratic would enable the compuny to
pay all current obligations if suddenly called upon to do
- 80, without gelling anything, merely by converting all
receivables into cash, If the accounts are not all im-
mediately collectable they can usually be discounted une
less of a doubtful charucter.

Column C ie a consideration of the xelatipn ef totael
salep to regelvables., It is usualiy desirable that the
accounts due an elevator should be p.id on the average at
least once a month. This can be zecomplished even if some
accounts run for more than thirty days if there are enough

caph ssles to counterbalance the longer accounts. Such an



average will mzan that ths number of accounts cutstanding
at the end of the yeur will be one-tweifth of the total
saleg for the year, Thus the eturdsrd of sales to reo-
ceivasles should be not less than 12 to 1, A sraller
ratio indicates %00 much credit or tov many slow accounts,
Fourtesn of the Colorado elevators had better than a 1
to 1 ratieo. Two of them had rutios that exceeded the
stundard more than ten times which indicates that they
do very little credit bueiness. <nly thres of the slevaw
tors were cnough below the standard to be on dangerous
ground,

The credit extsnded by most elevators is used forx
the purchase of gidelineg, henete the receivables ahould
ugually be compared with the yeurly sideline sales and
wt with the total sales, Such a compurison weos made in
column U and reveals that all but two of the elevators
extend too much credid on sidelinee. 1In one or two ine
stunees the receivables were not due entirely to the sidee
line part of th: businzss, yet th.se rativs show that most
of the elevutors have been teo libersl with eredit on
gidelines,

The last ratio under working capital situ.-tion is
that of cagh to curzent liabilities. The standard here,
column E, is .2 to 13 that is, the cash should be 20 pere
gent of the cur:rent liabilitiss. Uoney in th. bank, which

is sunject to chuck, as well as till money i conzidersd
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ac cash, 8Such a 20 percent ratio should make it possible
for the husincss $o mec-t alli immediate payment demgnds.

An elevator assoc¢lation having a favorable standing
in regpect to all the five factors of division I should
have ample working capital for all ordinary elevator opers
ations snd should also be able to =:cure credit whenever
a nced for it arises.

Two fmctors are considered in division II (Pixed
Capital Analysis), that of the relation of sales to fixed
assete and net worth to fixed assets, The standard of the
first of these ratios, column ¥, is 8 to 1; that 1is, the
total sales should be at least eight times the fixed ase
gets, Fixsd assets include all long term and prermanent
investments less the reserve for depreelation, If the
gales of an elevator arxc balaw'the standurd they have too
large an investment for the business that is obtainable
or which they have been uble to seccure. Three~fourths of
the elevators were above the standard which indicates that
8 a rule the Colorado farmers do not have too much in-
vested in their elevators. Four of the elevators were far
below the standard which reveals that some have a serious
problem. Almost without exception this has come gbout
because changed cropping practices have reduced the amount
of business available.

Column G indicates that the net worth should be one

and one-half times the fixed assets or thet the members'
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equity in the business should be one and one~half the
fixed assets. The net worth is the outstanding =tock ef
the company plus the surplus and c¢ash reserves. In the
cagse of a deficit the amount of the deficit must be sub-
tracted from the outstanding gtock in order to find the
net worth. The net worth of fifteen of the elevators was
above or near the desirable standard.

This brief analysis of the fixed capitszl should dlge
¢lose the position of the company in regard tc the amount
invested in the business,

Division III (Table XVII-B) is a summary of the fin-
ancial results of operaticn and was made from the gtande-
point of six factors. The first of these, that of the
relation of operuting cost to gross income, column H, has
a standard of 98 to 1. Thie means that for every dollar
of gross income the cost of produecing that income should
not exceed 96 cents, thus leaving a net income of 4 cents
of 4 percent of the groes income, Coiumn H shows fourteen
elevatore above the starndard with operating costs of less
than 96 percent of the gross income and alse that the ope
erating expenses of the twenly elevators ranged from less
than onse~third to more than twice the gross income.

The next three ¢olumns consider the relation of cost
of sales to sales, considering the totul sales, gidelines
and vheat sales, The cost of eales é?%éfguaiﬁhxnﬁﬁPEEQQL}
ing the grass income . fr@m the gross ssles, Column J indi-

rw
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cates that the cost of totzl sales shoculd not exceed 94
percent of the total szles. Lixactly helf of the elevators
were wbhove thie standard and half below but in no case did
the cost of total sules exrcecd the total gross sales.

The staendard for sideline sales is 85 to 1, there=
fore the average profit should be 15 perecent on the side-
lines handled by farpmers' clevators. Column X discloses
that only three of the twenty comp:nies averaged 15 per-
cent or better, that ten had & margin of lesc than 1C per-
cent and that three had & grose loss on the sidelines
handled, This proves that the majority of the elevators
realized too narrow & margin on sidelines and shows why
the net profits from sidelines are often smsll,

The desirsble standard for wheat gales ig .95 to 1
which reans that the mergin is 5 cents per dollur sales
or 5 percent, It should be woted that the margln is not
& cents a bushel, Column L reveale that twelve of the
clevators obtained margine which were egual to or better
than the standard and that eleven were within 1 percent
of the desivable margin.

The last two factore in division III are a consider-
ation of the relaticn of salaries and wagee, first with
the total operating expense and second, with the gross
sales, Salaries and wages should not be more than 60 per-
cent of the total operating expemse and therefere the

standard in column ¥ is .6 to 1. These elevators show
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very favorable in this regpect as only three were above
the 60 percent and runged down to about 30 percent. Col~
umn ¥ indicates that the salaries and wages should not be
more than 2 percent of the gross gales. This is a ratio
that is fairly easy for those with & large volume of busie
ness to maintuain dbut extremely difficult for those that
are handiecppped because of imsufficient volumes.

The volums or turnover of grain ratio is the only
factor gonsidexed in division IV. The staundard in this
gase is 10 to 13 that is, an elevator with a capacity of
10,000 bughels ghouid handle at least 100,000 bushels of
grain, Ac¢cording to column ¢ two elevators had a turnover
muelh lesg than ithe standard, tw had tﬁrn@vers a little
- less, while all the others had turnovers ranging from 10

up to about 40.
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The problems of farmers' grain €levators are umany
and varied, yet cert.ln prodvlems confront most asscgie
aticvus some time during tueir existence, There is one
thing that should be anzwered even before the wgsocistion
comes into existence, namely, Is there s place and a deli-
nite nued Jor gsuch an erganization? If this queztion is
not investigated and properly answered, the formers' come
pany may spend 1te entire life struggling for an exist-
LNCH « |

silen the eompany 18 xeady to start operativne it is
very imporitant that proper man.gement be procured. In
order to do this the most capable and vest informed meme
wers chould be elscted ae dircctorse. This dves not neces-
sarily mean the organizers 0x the bhest teikers for it
gome times hap.ens that they do not rwke good ag directore
or wanagers., The directors should Lave some conception
¢ husiness principles and siwuld be able 10 eoopsrute
anong themeslves snd with thelr mancger.

It is the duty of the directors to select the mansgen
in dodins this they should rewlize that th.e man who is wille
ing to manauge & buminess for the lowest Balary may not
rrove to ve for the best interest of the businese;y neither
should friendship nor relativnenip be allowed to infllence
thelr chujce. ofter the wenugey hus becwn hired the direc-

tors should outline the generul policics amd then allow

ANy O:’;Q {a C;f 3,
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the manager to conduct the business. The effcris of an
efficient mensger can be seriously hampered by too mueh
supervision or interference on the part of directors or
membere ., u
It is usually best to employ & manager who is experie-

eneed in the grain business, altho & men with little or

_ ﬁanagefswcaeperattﬁg“iﬁ*%hi$~stndy”had-newelevatar'axperiw
ence at the time they-were hired as Mmanagers. They have.
all been with- their respective companies for & number of
years. Two menagers have been with their companies since
-they were organized. o

Members of farmers' organigationse aameiimea agk for
a change in managers if the company fails to pay divi-
dends or suffers a loss., They are apt to erget pr fall
to realize that their company could lose merely because
the manager paid them a few cents too much per bushel for
their grain and not because he was carelese or dishonest.
This may be espesially true during periods of fulling
prices.

It is also the duty of the directors to eece that
adequate records are kept. At the majority of the eleva-
tors the mensger keeps the books. In some instances this
is entirely satisfactory while at others it is not be-
cause the manager either has to spend time on hls books

that should be gpent elsewhere or he has to iet his reo-
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ords go with as little attention as possible until a
slack season. If this is done inaccurate and careless
work may be the result.

The systems of boukkeeping used are usually those
recommended by the company's auditor and are in the main
satisfactory. However, there is one phase that should be
given more attention, Few of the auditors or bosrds of
directors require that an cecurate and detailcd record be
kept of the number of husghels of gruin bought and sold,
-.% a numbver of places the only record kept is that of the
carlot sales and in scme irngtsnces this is not zccurate
or complete. ‘hen one mansfer was questioned about the
lack of bushelage record he replied that the only thing
they were interested in was dollars and cente. This may

be largely true, yet in order to mske a complete analysis

of tge bueiness the other record should be aveileble. fih\\

one instance a flour mill was operated by the farmors®
company and yet no record was kept of the number of bush-
els of grain furnished to the mill by the elevator,

There is scarcely cn elevator that doec not have a
financial problem of gome kind., If they havc & defieoit,
how car it be removed? vhere there is sufficient volume
and the defiecit has cecurred because of one or two unfor-
tunate yeurs, the cshortage should, thru loyal membership
and careful, efficient mensgement, be removed in g com-

raratively short period. v the other hand, if the defi-

X,
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€ <



70

cit has been steadily increasing for a number of years

and the volume has at the same time been deelihing, the
problem is difficult and perplexing. A few of the Colo-
rado farmers' elevators have Just such & problem. This
eould have been avoided by at least one of these com-
panies. The experience of this associstion is typical of
many & farmers' elevator. They were organized largely
thru the efforts of an outside organizer to whom they paid
a 5 percent commission. They sold the stock for a small
casgh payment and tock notes for the balance, when the
exganimatish wae complete they found it tovk most of the
cash to pay the organizer his commission and hence were
ready to start business with little in the treasury except
notes. The associstion acquired an elevator from a pri-
vats dealer by heavily mortgaging it and secured working
capital thru the medium of & directors' joint note and
started to buy and sell grain. For a number of years the
elevator hand@lled a good volume of grain and considerable
profit was made each year. No reserves were set up nor
was the mortgage indebtedness retired or provisions made
for its retirement. 4ll profite were paid out to the mem-
bers in the form of dividends. The msjority of the mem-
bers have received dividends in an amount greater than
the par value of the stock they hold. There came a time,
however, when the volume began to decrease, due largely

to changing cropping practices. Soon the books showed a
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deficit, Today the plant is still morigaged, has a defi-
cit of a good many thousand dellars and still they strug-
gle on.

Cther associmtions may have no deflcit yet they are
somewhat hampered thru the lack of working capitsl because
the members insist on deeclaring slil of the profits in
dividends. Cne way of meeting such a situation would be
$o deelare the dividends but defer payment for, say three
yesrs,., 1n this way & rEVleing fund could be built up te
be uged as working capital and to meet emergencies and
yet, after the lapse of the first thr.e years, dividends
would be pald every year. {(That 18, unless none had been
declared three ye«rs previous) Such a method would prob-
ably alasc work for the benefit of the members as the years
when large dividends are declared are usually the years
when the farmer least needs them.

The company whose finances are in good shape usually
has & problem. How shall the finances be kept in gooed
shape¢ This 1s more diffieult than it may appear as the
members do not always see the value of a surplus or re-
gerve. Nor do the directore, the manager or the members
always agree upon the amount of resexves. Authorities
have contended that & going concern should have a surplus
or reserves equal to the outstanding capital stock. Some
members while willing that their company shall establish

and keep reservep, feel that they should have the privi.
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lege of borrowing from the reserve fund and with little or
no security. zducstional work on good business principles
should help the members to cee that their company must
proceed along lines coherent with sound business practices.
rven some of the better farmers who conduct their own dbusi-
necseg in an orderly, intelligent manner are not always
willing to admit that their compeny should do likewigse.
Colorado farmers' elevators ure gquite generally coﬁ¢

cerned with questions regarding the extension of credit.
The deferred payments sr: usually due to sidelines und

as there has heen s tendency the last few years to increase

the number of sidelines, the volume of credit accounts

X

has becn stexdily increasing. The sudden declining Pr1031  Do

level made this situation more acute. The associations
were confronted with l.rge book accounts which greatly
reduced their working capital.

The elevators ere attempting to meet the situation
in vari_us ways. Some are attempting to go on a cash
basis, others extend credit to members only, with some

restricting their credit to an amount not to exceed the

value of the stock they own. A number are reducing the
namber of midelines while others are placing the exten- /
gsion of credit largely with the boards of directors. J/
A few of the aesoeiztions who placed in their by-laws
a provision that the dividends on stock should be 8 or 1C

percent, in order to ttruct capital, are now experiencing
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difficulty in maintaining an active local membership.
This is especially true where the by-laws contain no pro-
vigion for the retirement or transfer of absentee stock.
If the company has been sugcessful and hes always been
gble to pay the stock dividend the members who change to
other oecup:tions or move out of the shipping area, re-
tain their c.ock becéuse it is 8 goud investment. Thus
the ¢ompany i8 obliged to mend considerable money outside
the community and at the same time often experience a dew
clining volume because of the decreased local membership.
Buch a situation can be remedied thru a change in the by~
laws. It should be comparatively easy to insert an amend-~
ment conecerning absentee stoek but it may be difficult to
pass the amendment calling for a reduction in the stock
dividends. The latter provision would reduece the interest
payments to local members as well as to outside members,
yet the local membership should be willing to make the
change becauge of the following reasons; First, it would
lessen the tendency for those who no longer patronize the
elevator to retain their stock and thus make it easler to
maintain or build up an active local membership; second,
a larger membership will result in & lerger volume which
should lower the per unit costs znd increase the profits
of the assocliation; thir&, ;arger profits mean more
patronage dividends for members; and fourth, patronsge

dividends in turn usually result in more members., ILon-



74

member patrons may be induced to hecome members if they
are paid patronage dividende which must be applied toward
the jurchase of stock in the «ssoc¢iation,

A campaign to inecreace ths membershipy may be alded
by certain other changes in the company's by-laws. It may
ve that the par valuz of the stock is too high for times
of low prices and little re.dy eash, I the par value of
the stock is $i00. 1t may be advisable to issue four shares
of stocl with s value of $25 each to take the place of the
#100 stock; This would maske it easier for a farmer to
become a member and may slso induce some of the members
to sell a few shares, Another by-law provigion sometimes
found is onc that requires.that & member shull cwn a
atipulated nunber of shares before he muy ieeeive'patxonu
age dividonds in cash. - This may huve bezn all right when
prices were high but it is guestionadble if it is desirable
during more difficult times., o

It may beeome necessary for a fermers’' organization
to vut on aspecial membershiyp campaign but this csn be
avoided if they hiove waged & continuous campaign for meme
bers. That is, the man.ger and directors should always
be un the alert for new members and should strive and be
empowered to keep an active membership.

The problems . und conditions whiech a farmers' grain
elevator is called upon to mcet are continuaily changing.

The successful clevator is ususlly the one that can and
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does mect these cbnditiuns. A change from cash grain
crops greatly concerns a fa:mers' organization, They
muat either abandon their business or change mnré and
"more to sidelines., In a few cases the handling of grain
has really become the sideline ae the associstion now
deals largely in farmers'® supplies.

4 few years ago the payment of protein premiums to
the farmer wazs quite & problem with grain elevators, es-

pecially where only part of the shipping area had high

s

protein wheat. (ﬁawever, during the 1929+30 and 19303

peasone protein wheat was plentiful, resulting in smell

e —— el ._-,,.—-\

protein premiums, hence the reflection of these premiume
to the farmer had ceased to be & problem, ~
/

The coming of the truck, together with improved roads,
necessitated numerous adjustments. 4 surfaced road often
diverted a consideréble volume of grain. This gave the
elevators at certain gtations more grain than they were
equipped to handle, whereas the vo:ume at other stations
wes greatly reduced., This was especially true in Colo=
rado where & porticn of the grain is hauled upwards of
forty miles., The truck is slso offering serious compe-
titiun to farwmers' grain elevators as truckers are now
supplying feed grain to urecs that were formerly supplied
by local eleyators.

The combine has also dbrought with it & problem for

the fourmers' grain company. Their elevator must now
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handle a larger percent of the grain during or irmediately
fcllowing harvest and has been obliged to increase or to
<nlarge and speed up their equipment. The matter is fur-
ther complicated because of the fact that combined grain
ig often damp and immature. Some assoclatlon: attempt to
dry this grein by elevating or fanning it., Ctheis merely
ship it out as quickly as possible. A few elevator muan-
agers simply refuced to receive the grain if 1t contained
too much moisture,

The averzge farmers' elevator is solving or attempt-
ing to soive its problems by meking the negessary adjust-
ments, yet there .re¢ = few that cre sericusly handiecap;ed
vecause of location, Good rouds, the trueks or other cir-
cumstances have itsken away their volume and there is but
slight hopé that it will ever be regained. There seems
t0 be but two thinge possible for them, either they must
page out of existence or they must become & branch of a
neighbvoring farmers' elevator association. Thies is diffi-
cult to bring about yet it would be better for both eleva~
tors if such a consclidation were made. The combined
overhs.d expenses of the two plants would be less when
consolidated thab when sepsrate. Only one market conneec-
tion would necd be maintuined and cther economies could
be effected «s they would no longer be competing with one
another., <Certain members would also ben.fit as they could

haul their gruin to the nearest elevator wund still receive
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their patronage dividends. There are instances in Colo-
rado where farmers hold etock in two elevators but take
their gr.in to the elevator huandling the larger volume in
order that they may receilve dividends.

There was considerable variance of opinion and att;:\
tude among the members and managers of Colorado farmers' }
elevators in regpect to the activitles of the jFederal |
Harm Board and other attempts of farm relief, 3Some were
opposed to the Board, otherg favored it, but the majority
gould properly be sald to have been neutral. They were
neither heartily for nor vigoerously opposed to the move~

ment, altho they were all concerned in it in so far as it

The farmers elevator renders neny services for 1ts
nembers, and for the community as well. Both the members
and non-members, patrons and thoge patroniziung competing
slevators receive the benefit of prices thut are probadly,
&8s & rule, better than they would otherwise be ii a group
of farmers were not maintuining their own scliing and
buying unit. Uecause they .re members of a cooperative
coppany many farmers are better informed ae to market con-
ditions and know %hat the market demands. (ftentimes be-
cause of this they have improved the guality of thelr
product. The furmers' elev.tor wucts as u clearing house
of inform:tivon, trcats sced grain, grinds foeds and rend-

ers many other services for its members and patrons. They

ight affect their business. : g
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often help the farmer eollect debts or to divide rents.
 Some assogiations even lend money to members. In addi-
_ %ion to the above end other services the farmers’' eleva~
 tor also gives to its members a certsin pride of owner-

ship.
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Supmary

There were earlier attempts at the ceooperative mar-
keting of grain in Colorszdo but the present farmer elevae-
tor movement started about the time of the world WVar.
Thus many of them begun operation during & time when ef-
ficient management and sound business practices were not
as easential as they are at present,

bDuring the laet few years new inventions, a more di-
vergified buying basis and rapidly changing economic con-
‘ditions have brought many perylexing problems to the
managers and directors of farmers® elevators. In oxder
to help them solve these problems & study has been made
of & representative group of farmers' elevators in Colo=-
rado. Theege elevators are all located in the nsrtheasf-
ern part of the state as that is the prineipal grain
growing section,

These farmers' associations have, as a rule, been
able tu obtein & fairly liberal share of the grain coming
to their respeective stations, At nineteen stations, whezxe
45 percent of the elevatorse were owned by farmers, their
elev.tors bought and sold apiroximately one-half of the
grain,

In addition to grain, practically all of the Colorado
farmers' elevators handle sidelines. %ith a number this
phase of their business was of minor importance while at

others the value of the sidelines exceeded that of the
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grain, A small margin of profit usually accrued from
the sidelines even after they had been charged with
their proportionate share of the expenses. Coal 18 the
sideline most frequently handled. Cther items may include
feed, seeds, flour, gasoline and oil, machinery, livestock
and beans.,

The credit accounts of these farmers' enterprises
ure causing considerable concern, especially during these
tires of extremely low prices. The credit business of
an elevator is largely due tc sidelines.

A study of the effeet of the volume of groin upon
the per unit costs indicates that the expenges of those
elevators having a volume of less than 100,000 bushels
will likely be more than § cents and may be as much as
13 cents per bushel. 4 farmers' grain concern should
have a minimum volume of about 175,000 bushels. They have
a better chance of suceess if they can secure upwards of
300,000 bushels.

A business analysis shows thut the majority of the
Colorado farmers' elevators are in a favorsble position
in respect to items concerning their working capital. The
amount of fixed capital invested in the business is, as a
rule, conservative, On the sverauge they have & satisfac-
tory volume of grain. The margins reslized on grain and
sidelines are also, in the main, satisfactory, altho the

margins on sidelines are often somewhat narrower than
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eould be maintaincd if these items were not handled 1in

connection with another business.
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Report of trip in conuection with the elevatoyx
study of Froject No. 9
A Study of Major Cooperative Marketing Types
in Colorade
September 21-.30, 1931

For the past two years the Dcpartment of Hconomics
of the Colorado Experiment Stuticn has been conducting a
survey of farmers' slevators in eszstern Colorudo. The
objeet of the survey was to muke & study of the business
and operating practices of Colorado elevators, Due to
prejudice in a few gases and a certain emount of reluct-
ange to open up their books in others, no thorough anal=~
ysis of the business of the elevators was attempted un-
til this yesar.

During the past summer an aualysis of the business
for the 1929+30 season was made and placed in the hands
of the manugers. At that time the collection of data for
the 1930-31 season was completed, hence during this last
trip a report of the 1830-31 business was given, together
with a comparison of both years,

A fairly comprehensive statement of the busminess of
each elevator was submitied to its board of directors as
well as to the manager. Prior to this time no contagt
had been made with the directors of ithe elevators includ-
ed in the survey, therefore the attitude of directors to-
ward the study was net known,

The analysis was made by the use of ratios or per-

centages based upon the audits of each elevator, supple-



mented by other data. “This seitup was divided inte four
main divisions: I, The Working Capital Situation; II,
Fixed Capitaly III, Pinancial Resulte of Operaiian; and
IV, Volume of Businesg. Two sample gstatements are at-
tached (pages 5 and 6) which show the items considered
under each division. ®ach report was atteched to a let~
ter (pages 7 and 9) addressed to the board of direvtors
4in which attention wasAdixeeted to certain items.

The meetings with the board of direetors {and mane
agers) were, as a rule, conducted as follows: After a
brief explanaiion of the Colorado Parmers klevator BStudy,
the letter to the directors wae read. Next, the individ-
ual bupiness record was taken up item by item and explained
by means of a chart {psge 10). This chart contains ratios
of all the elevators without revealing any individual
nrganization. The ratios of each elevator are placed up~
on the chart, aeccording to rank, with those better than
the desirable étandaxd above the two horizontal lines
(middle of page) and those under the standard below these
lines.

kach person present was given a ccpy of the chart
and asked t0 underscore the ratio as each item was dis-
cussed, By connecting the underscoring lineg the trend
of the elevator under discussion could easily be seen
{pages 10 and 11). A generel discussion of the problems

of the elevator in guestion followed every report. In



-all cases the eriticisms and suggesticns offered were
taken in 4 fine spirit and in a number of instances the
remark was made, "Please don't be afraid to criticise
us, that's what we want.”

It was discovered that all the elevators have their
problems, even those that are at present in good sound
finanecial condition. The proplems of thepe elevators are
many and varied but in the majority of cases, at least
vpart of theixr difficulties are concerned with one or more
of the following: Stock, membership, dividends (both
stock and patronage) and by-laws., some, in faect, have
situations that are not reslized by the members and in a
few cases scarcely recognized by the directors. These
difficulties were ss fully discussed as time would per-
mit and certain suggestions were made, However, those
making the survey should, in the future, be prepared {o
investigate and analyze the problems of the elevators and
then make definite recommendations as to how they can best
be met.

The attendance was remarkable, espeeially if the
sesason of the year and the method of scheduling the meet-
ingavare considered, The dates were fixed (without con=
sulting the mansger or directors) by sending letters to
the managers sugegesting that a mecting with the board of
directors was desired, and requesting them to meet at a

gtated time, This was negessary because of the limited



time which ¥r. %. J. Hart of the Division of Cooperative
darketing of the Federal ¥Yarm Board, who agsisted with
the meetings, could spend in Colorado.

At every elevator where the board of direetors had
been notified «t least one of the directors was present
and in svery case but one a majority of the directors
was present, with all of them present seven times cut of
fourteen., Cf the four elevastors where the directors we?i}
notified, three promised tc have them out next year, At
one of these elevators an iavitation was given o attend
the next regular board mecting and present the report.
The fourth elevator is 1un the hands of a receiver.

It would seem that this study can be & means of aid»
ing & large number of farmers thru their own organization
since it is possible for a study of this kind to serve as
& clearing house for informution as well as rendering
other assistance,

As evidence of the interest shown by the directors
of theas farmers'! elevator companies, we have requests
from twelve orgunizations, signed by all the directors
present, asking that the s tudy be continued for ..t least
one more year. e receivsd verbal requests from twe
other elevators,

There are a number of farmers' elevatore in the State
not now included in the study that perhaps should be in-
cluded in the survey. Respeetfully submittied,

ierry V, Hemphill.
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Fort Collins, Colo.
Gept. 24, 1931

Te the Directors,
A klevator Company,
B_ sy Colorado.

Gentlemen:

An analysis of your finaencial stutement resulting
from our recent survey shows your business o be in a
sound condition, A summary of the analysis is attached
hereto,

In general, your working capital situstion is setis-
factory. Cash in relstion to current liabilities is a
little lower than is desireble; however, the variation
is not sufficiently marked to cause concern. Since your
gudit was made at a sluck sesson of the yeur one would
expeet your cash to be lower.

You will note under section III, Pinancial Results
of Operation, that the ratio of wages to grose cales is
rather high. ve believe this item will bear examination.
4 footnote at the bottom of the page shows that the
ratio of wages to gross sales in the elevator is below
2% while the lebor expenses in the octher departments,
particularly the mill, are rather high.

The elevater and oil businegs both phowed substan-
tial profits. The :ill (when not credited ¥ith profitse
from grinding) and the produce department revealed losses.
You made enough om grailn and oil to cover the losses on
the mill and on produce, and still have a gocd net return
on the business as a whole,

It is encoumaging to see that your notes and accouls
receivable were reduced during the last year. Your small
credit businese is one resson you have bsen able to get
along so well the last year or two.

som: of the farmers' elevators surveyed have 6Xe
pressed a desire to qualify as strictly coojerative usco-
ciations. If you are interested in having your associ-
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ation conform to the new cooperative marketing laws we
shall be glad to assist you in making the necessary
changes., Bona fide cooperatives are exempt from paying
income taxes and have other advaniages not available to
non~cooperatives.,

Hoping this report may prove helpful to you, we ere

Very truly yours,

{8igned) L. A. Hoorhouse
De X. Donaldson
Yerry V., Hemphill
We Jo Hart

Committee.



THE STATE AGRICULTUZAL COLLIGE
and

EXFERIMAHT STATION

Foxrt Collins, Colo.
Sept. 26, 1931

To the Direcgtors,
A Blevator Compeny,
Y 0 Colorade.

Gentlemen:

Attached hereto is an unslysis 0f your financial
statement resulting from our recent survey of your
clevator business,

cur examination indicates that you are handicaprped
by the lack of working capital. This makes it necessary
to borrow money and thus add tv your interest burden,
which in turn automatically increases your operating ex-
penses, There are apparently iwo ressons why you are
short of working caepital - small volume of grain and
slow accounts, Your sccounts were reduced almost $600
lagt year. It would be a good plan to continue the re-
duetion and alsp to write off the real oid accounts.

The analysis of fixed capital shows the ratio of
saleg to fixed amssets to be much too low, or to put it
another way, the amount invested is too 1Mrge for the
amount of businesg now being done.

From the Analysis of Financial Results of Cperation
it would meem that the margins taken on some commodities
are too narrow, especial.y the sidelines. The relation
of wages to the total operating expense should be around
£%« This, again, is indiecative of toc small & volume,

Some of the farmers' elevators surveyed have ex-
preesed a desire to qualify as strictly cocperative asso-
ciations. If you are interested in having your associ-
ation conform tc the new cooperative marketing laws we
ghall be glad to assigt you in making the necessary
changes. 3Bona fide cooperatives are exempt from paying
income taxes and have other adventages not available to
non~cooperatives,

COLGRrDO A& M, Cﬂm;sez
FORT CBLLINS, COLURADO
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we hope the above suggestions may be of help to
you and we are alsc helpful that we may be of help to
you later.

Very truly yours,

(signed) L. A. Moorhouse
D, ¥. Donaldson

A , ‘Ferry V. Hemphill
Ve o Hart
Committee.
%
%
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