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Assessing the risks and opportunities abead

The cover story of this issue
provides a summary of one of the
most important USDA co-op
reports of recent years: “Agricul-
tural Cooperatives in the 21st Cen-
tury” (RBS Cooperative Informa-
tion Report 60.) The article (and
report on which it is based) pre-
sents an overview of what many of
the nation’s leading cooperative
thinkers believe to be the critical
challenges cooperatives must come
to grips with if they are to remain
viable in the years ahead.

"This report reflects the thoughts of
79 cooperative executives, board mem-
bers, university professors and staff,
farm organization leaders, cooperative
council members and cooperative advi-
sors, each of whom devoted a day of
their time to participate in one of six
focus group meetings held across the
nation. Their commitment exemplifies
the importance they all attached to this
exercise, knowing that the margin of
error becomes ever thinner in agricul-
ture. For those who do not have a good
overview of the road ahead, the odds
are slim for a successful journey.

The result of these six days of
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For those who do not

have a good overview

of the road abead, the
odds are slim for a
successful journey.

intensive discussions is a compendium
of the views and ideas—the collective
wisdom—of these leaders on the role
of cooperatives at the dawn of the
21st century. We at USDA again
express our thanks to these 79 leaders
and thinkers, whose cooperation rep-
resents the type of support USDA has
relied on from the co-op community
in the 78 years since Congress first
mandated that USDA play a key role
in increasing public understanding
and use of the cooperative form of
business.

Does Congress’ encouragement for
collective problem solving through coop-
eratives still have relevance in the 21st
century? The answer, from our focus

USDA co-op program leader Torgerson to retire

Randall Torgerson, deputy administrator for USDA/RBS Cooperative Services
has announced his retirement, effective Jan. 10, 2003, ending his career of 29
years at USDA, including 27 years as the leader of USDA’s cooperative program.
Torgerson, a native of Wisconsin, left a position as ag economics professor at
the University of Missouri-Columbia in 1974 to become a staff economist to the
administrator of USDA's Agricultural Marketing Service. In 1975, Agriculture
Secretary Earl Butz appointed him as administrator of the Agricultural Coopera-
tive Service. Torgerson plans to continue to reside in Fairfax County, Va., and to
remain active in promoting cooperatives, his lifelong vocation and passion. m
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group members, was an emphatic
“Yes!” In fact, they see such action as
even more imperative today, given
disparities in market power between
vulnerable independent producers
and the increasing level of concen-
trated economic power in the food
manufacturing/retailing sector and
farm input suppliers.

The focus group participants saw
governance, capitalization, member
relations and benefit-sharing issues

as becoming increasingly complex and
difficult. But there are rational solu-
tions. Panelists recommended more
analysis of these issues by USDA/RBS
Cooperative Services through its
research, technical assistance and edu-
cation programs.

Work of this nature by USDA can
only continue with support of, and
interaction with, the cooperative com-
munity. It is your cooperatives that
supply the vital economic data
(through our annual survey) and pro-
vide other information on strategies
and business operations, etc., that are
so essential to our efforts.

Improvements in the legal frame-
work for cooperation and the building
of effective working relationships
among cooperatives to strengthen
members’ purchasing and marketing
power are possible through close inter-
action between cooperatives and the
public sector program that serves them.

Cooperative and farm community
leaders, as well as university faculty,
devoted valuable time and effort to
observe, comment and recommend.
Now it is our collective task to respond.

Randall Torgerson, Deputy Administrator
USDA Rural Business-Cooperative Service
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Meeting the challenge:
Co-ops in the 21st century

By John Dunn, Anthony Crooks,
Donald Frederick, Tracey Kennedy,
James Wadsworth

Editor's Note: The authors are all staff members of
USDA/RBS Cooperative Services. This article is a summary of
recently published RBS Cooperative Information Report 60,
"Agricultural Cooperatives in the 21st Century.” It is
available on-line atr the RBS publications Web site:
bttp://www.rurdev.usda.gov/rbs/pub/newpub.btm. 1o receive a
free hard copy of the report, send an e-mail request, including
your mailing address, to: dan.campbell@usda.gov, or fax
requests to (202) 690-4083.

he start of the 21st century is a time of change
and challenge for agricultural cooperatives. In
late 2001, USDA/RBS Cooperative Services
(CS) staff conducted six workshops around
the country that examined what cooperatives
must do to survive and thrive in the years ahead. Each ses-
sion consisted of a moderator and 10-15 cooperative man-
agers, directors and advisers. They spent a full day dis-
cussing external and internal issues and forces confronting
cooperatives and priorities for shaping future cooperatives.

After the last workshop, USDA co-op specialists com-
bined the ideas expressed by the participants with indepen-
dent research findings by its staff and others into a com-
prehensive report, “Agricultural Cooperatives in the 21st
Century.” This article summarizes the observations and
recommendations in that report.

External issues

The world in which cooperatives operate, both on the
farm and in the marketplace, is changing at a rapid pace. To
remain viable in the 21st century, cooperatives must recog-
nize and adjust to meet the challenges created by the chang-
ing marketplace. These include:

Changing farm demographics. Fifty years ago,
America’s farms were predominately operated by tradi-
tional family farmers who relied on farming for their
income and farmed with the assistance of family mem-
bers, but little or no hired help. Today, large “commer-
cial” farms that comprise only 8 percent of the farm pop-
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ulation generate 68 percent of all farm production.

At the other end of the spectrum, part-time farmers
account for 62 percent of the farm population, but generate
only 8 percent of farm production. Much of the cooperative
system was built to support traditional family farmers. Coop-
eratives must adapt to a diverse membership that requires
different services, products and structures.

Technological innovation. Various technology develop-
ments are impacting every operation of farmer cooperatives,
including:

1. Transportation. Large trucks and wide, smooth roads are
making obsolete local grain elevators and farm supply stores
built to serve farmers who hauled their production to market
and their supplies back home in horse-drawn wagons and
early pick-up trucks.

2. Information. Computers make possible ever-faster col-
lection, analysis and dissemination of information among
potential buyers and sellers of agricultural production and
food products, shortening the time period in which purchase,
inventory and pricing decisions are made. Cooperatives must
evaluate their role in a marketplace that values nimbleness,
flexibility and information over stationary structures and
physical inventory.

3. Biotechnology. Biologically based innovations are provid-
ing exciting new products, such as ethanol and bio-diesel,
bio-polymers and plant-based pharmaceuticals. Historically,
improved plant varieties have been developed by land-grant
universities and made available to the public at large. Now,



investor-owned firms and universities with large research and
development budgets form alliances to patent and profit from
their discoveries. Producers and cooperatives are struggling
to find a role in this growth area.

Consolidation and Industrialization. Consolidation
among firms at the processing, wholesale and retail levels of
the U.S. food marketing system continues unabated. Domi-
nant retail firms, led by Wal-Mart, are implementing supply-
chain management techniques that place increasing burdens
on suppliers to provide quality product at the lowest possible
price, when and where the buyer wants it. Large food proces-

sors, following the lead of

poultry marketers, are inte-
grating their operations and
dictating how farmers will
grow their crops and live-
stock. As a consequence, even
the largest cooperatives are
finding it difficult to exert
market influence and bar-
gaining strength.
Globalization. Commu-
nication and transportation
developments are leading
toward a truly world market
for agricultural supplies and
products. Farmers and coop-

eratives must learn to do business in an environment where
they compete and do business with not only the firms down
the street, but also the ones on the other side of the globe.
Consumerism. Technological breakthroughs, notably
bar coding, are making it easier to identify and track con-
sumer preferences and increasing consumer influence over
food marketing. The future of commodity-oriented coop-
eratives, whose members tend to produce whatever they
want and expect their cooperative to sell it for top dollar,
may be limited. To be viable in the future, cooperatives
must offer products consumers want and that can be sold

for more than the cost of producing and marketing them.

Internal Issues

As cooperatives strive to meet the challenges of an evolv-
ing business climate, they must also deal with issues within
their own organization and operation.

Acquiring equity. Cooperative principles limit the oppor-
tunity and appeal for non-members to provide equity to
cooperatives. Farmers are often either unable or unwilling to
adequately capitalize their cooperatives. This saddles cooper-
atives with weak balance sheets and makes it difficult for
them to provide basic services, let alone fund efforts to take
advantage of new business opportunities.

Diverging memberships. Cooperative memberships
reflect the growing disparity among producers. Commercial
farmers frequently want different things from their coopera-
tive than do part-time or retired producers. New business
strategies may be necessary to satisfy the desires of a hetero-
geneous membership.

Board effectiveness. User control is often implemented
by a board of directors composed entirely of producer-mem-
bers. Many of these directors lack the training and experi-
ences to analyze options for dealing with 21st century issues
such as supply chains, technological innovations, complex
business arrangements and globalization.

Federated model. The federated structure, in which
producers form local cooperatives that, in turn, form large
regional cooperatives to acquire supplies and market prod-
ucts, is under severe pressure. Many local grain marketing
and farm supply cooperatives are not consistently prof-
itable. They expect their regional federated cooperative(s)
to be the low-cost source of farm supplies, pay a premium
for product delivered for sale and issue a hefty cash patron-
age refund each year.

Locals are sometimes viewed as unresponsive to the need
for change—especially when it comes to closing surplus,
unprofitable facilities and to investing in new business oppor-
tunities likely to be profitable in the 21st century. Some
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doubt exists as to whether a system with multiple layers of
profit and decision-making centers can take the swift, deci-
sive actions required to succeed in the years ahead.

Recommendations

Two themes permeate strategies for cooperatives to succeed in
the 21st century. First, greater investment is needed in the people
who make up cooperatives. Members, directors, managers and
advisers must have the skills required to deal with 21st century
issues. Otherwise, they will neither com-
pletely understand the options available
nor have the ability to analyze them and
make sound business decisions.

Second, an emphasis must be
placed on pragmatism and prof-
itability. Cooperatives are businesses.
In the years ahead, they should focus
on solving business problems and pro-
viding value to their members. If they
don’t, members will stop patronizing
them and they will just fade away.

1. Accept and embrace change.
Wishing markets had stopped chang-
ing at a certain time, or managing a
cooperative as if they had, is a sure

giving the members the power to remove outside directors
who fail to meet their approval.

Managers must be able to work effectively in a cooperative
setting. They may not have the impact on director selection
they would in an investor-owned firm (IOF). And as the own-
ers are the users, cooperative managers must accept share-
holders walking into their office with often critical comments,
while in an IOEF, the shareholders may not even know where
the headquarters is located. When selecting top management,
prior cooperative experience should be
an important criteria.

3. Maintain a solid equity base.
Cooperatives must give producers rea-
sons to invest their scarce financial
resources. Providing quality goods and
services at reasonable prices is part of
the answer.

Some farmers are using new and cre-
ative financing strategies compatible
with cooperative principles. The new-
generation model cooperative gives
farmer-owners the option to sell their
equity to other producers at a market
price. This complies with the user-
owner, user-control or user-benefit

prescription for disaster. Industrializa-
tion, globalization and technological
innovation are here to stay. They are

Tommy Engelke, executive vice president of
the Texas Agricultural Cooperatives Council,
makes a point during a focus group meeting in
Washington, D.C. USDA photo by Dan Campbell

tenets. In other instances, outsiders
may purchase dividend-bearing but
non-voting preferred stock. While this

continuously evolving and presenting
new and different challenges and opportunities. And as coop-
eratives move through the 21st century, other developments
will have an equal or greater impact. Cooperatives must
accept and embrace change.

The recommendations that follow will not be implement-
ed if this one is ignored. Cooperative leaders who refuse to
accept change can be expected to take the easy way out when
confronted by it: do nothing and hope for the best. Direc-
tors, managers and advisers must reject this approach and
implement strategic planning programs that systematically
look at yesterday, today and tomorrow. We should view
“where we have been and where we should be” not as ends in
themselves, but rather as foundations for building coopera-
tives that thrive in the years ahead.

2. Strengthen cooperative leadership. Cooperatives
need leaders who are prepared to meet the challenges of the
21st century.

Cooperatives must broaden the skills and experiences of
their directors. The selection of farmer-directors should be
based on ability, not popularity. Directors, once elected,
shouldn’t automatically serve for life. Longevity can be a cri-
teria for director selection, but it should not be the only cri-
teria. Cooperatives should consider adding outside directors
to their boards, especially people with skills in areas where
many farmer-directors lack experience, such as food market-
ing and corporate finance. Grower control is maintained by
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is a modest departure from strict user-
ownership and user-benefit, it protects the key principle of
user-control.

If cooperatives are to be adequately capitalized in the years
ahead, either members will need to provide additional fund-
ing or cooperatives will have to turn to other sources. The
pertinent questions then become, how much capital can
farmers provide without jeopardizing their own financial
health and how much can cooperatives accept from outsiders
without jeopardizing their cooperative character?

4. Emphasize education. Cooperative education is an
investment and should be viewed as such by both cooperative
and public decision makers. While the importance of cooper-
ative education has not diminished over the past few decades,
the resources devoted to it have been severely curtailed.

Director training is the No. 1 priority. Without the proper
training, the pressure will mount on farmer-directors to abdi-
cate their role as stewards of their members’ assets to out-
siders with the expertise to run the business but not the
appreciation for the importance of the member-user that
makes a cooperative special.

Cooperative education is urgently needed for other
audiences as well: employees, members, youth, young
farmers and the general public. Cooperative leaders have
allowed, even facilitated, an across-the-board erosion in
cooperative education. In the long run, this can be as
continued on page 36



By Randall E. Torgerson,
Deputy Administrator
Rural Business-Cooperative
Service, USDA

Editor’s Note: The following is excerpted
from a speech Torgerson gave at the 57th
annual meeting of Tennessee Farmers Coop-
erative, Nashville, Tenn., in December.

he general economy and

the agricultural sector

have been experiencing

some of the most trying

economic times in our
nation’s history. The bursting of the
technology stock bubble resulted in the
longest sustained bear market of recent
times. The Sept. 11 terrorist attacks on
the Pentagon and World Trade Center
and the corporate accounting scandals
that have rocked Wall Street have also
had a negative impact on the economy
and (in the latter case) caused a loss of
consumer confidence.

On the farm front, commodity prices
in many sectors remain low due to
global oversupplies and a more free
flow of goods across borders, resulting
in a severe cost/price squeeze that is
causing many farmers to struggle and to
dip into their equity reserves. These
have affected farmers’ purchasing habits
for farm supplies, causing harsh times
for input suppliers. In the middle of this
year, Congress passed the Farm Securi-
ty and Rural Investment Act of 2002,
pumping substantial direct government
payments into the farm economy.

While management of accounts
receivable has received increased atten-
tion, the high incidence of bad debts
has made collections difficult. Interest

rates, a bright spot, have been lowered
to help stimulate the economy and
remain at the lowest levels in many
years, but returns on savings are like-
wise reduced. Strong real estate prices
and recent tax cuts are also credited by
some for helping to deflect some of the
pain of the bear market.

Our RBS Cooperative Services unit
in USDA Rural Development recently
reported that net business volume for
the nation’s 3,229 farmer-owned mar-
keting, farm supply and related service
cooperatives topped $103 billion in
2001. Net income climbed to $1.36 bil-
lion, up over 6 percent from 2000. Farm
supply cooperatives saw net income
increase by nearly 38 percent, driven by
higher margins on petroleum sales.

Farm production supply sales
climbed 2.8 percent, with fertilizer and
petroleum sales up by over 8 percent,
and seed sales up by over 14 percent.
Sales of crop protectants, feed and oth-
er farm supplies were all down. On the
marketing side, livestock, poultry and
milk notched the biggest sales gains in
2001, while sales in almost all other
agricultural commodities fell. Com-
bined assets of farmer-owned coopera-
tives reached $48.5 billion in 2001 and
net worth was just over $20 billion.

With such positive news on the
cooperative front generally, why do
some express serious concerns about
the health of farmer cooperatives?

While cooperatives collectively
demonstrated improvement over results
in 2000, a number of regionals had low
or negative earnings. In particular, the
recent Chapter 11 bankruptcy declara-
tions by Farmland Industries, the
nation’s largest cooperative, and Agway,

a large Northeast regional, have raised
eyebrows in the farm community and
caused a few skeptics to suggest that
cooperatives are an outdated business
model. The trade and agricultural press
have recently published articles adding
to this debate. Headlines I've seen in
Northeast and Upper Midwest newspa-
pers include: “Co-ops at a crossroads,”
“Co-ops challenged” and “Brutal year
keeps getting worse for cooperatives.”
Obviously, what affects farmers
influences the performance of their off-
farm businesses: their cooperatives. But
all news has not been bad. Poor perfor-
mance by a few does not indict the
cooperative model of doing business,
nor does it negate in any way, shape, or
form the necessity for farmers to work
together for their own economic good.
Farmers generally continue to have
untapped equity in the rising value of
their farms that can be leveraged for
productive investments in off-farm,
value-added or other endeavors to
enhance their farm-related incomes.
The challenge for members, direc-
tors and management is to constantly
assess the economic environment in
which cooperatives are operating and
to make the necessary adjustments to
keep their cooperative system on the
cutting edge to meet members’ needs
in the most efficient and effective ways
possible. This is a tall order given
changes occurring in the makeup of
production agriculture, farm programs
and among the customers and competi-
tors that cooperatives face. But this is
the real world in which we live today.
Learning from the experiences of
others can help guide your organiza-
tion. It is a good time to seriously
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reflect on some of these basic lessons
learned.

Cooperatives that have found them-
selves in trouble have often relied too
heavily on debt financing. The highly
leveraged position has left them
exposed during inevitable industry
down cycles and unable to withstand
prolonged periods of stress, such as we
are now experiencing. And too much
money that could otherwise be
returned to farmers is going into
lenders’ pockets. Members of coopera-
tives at all levels—local and regional—
need to remind themselves that it is
their responsibility to properly capital-
ize their cooperative businesses.

Don’t be afraid to remind members
of this responsibility and to ask them
for further capital contributions to sup-
port their cooperative business. This is
especially true when entering new busi-
ness lines, such as value-added market-
ing. Members benefitting from such
new activity should be encouraged to
make capital contributions proportion-
ate to the newly undertaken business
activity in which they are participating.

It is difficult for any business to
extend itself beyond the carrying
capacity of its equity base. When that
happens and losses occur, owners
stand the risk of credit institutions
effectively displacing their governance
role and becoming managers of the
company store.

There is a natural tendency in feder-
ated cooperative systems to resist
change. A recently completed report by
our agency, Cooperatives in the 21st Cen-
tury (see page 4), discusses the heavy
pressure on federated cooperatives. The
main reason for this is that while farm
populations have shrunk, we still have
plants and facilities that exceed the
needs of the customer base. This trans-
lates into maintenance of higher costs
within the cooperative system com-
pared to competitors. These costs are
seen in redundant assets, under-per-
forming plants and stores, repetitive

handling and transportation of prod-
ucts, and layers of profit centers within
the federated system that may be out-
dated in today’s market.

Boards of directors are asked to
address these cost issues and to ratio-
nalize their local operations by making
sure—among other things — that they
remain capable of serving the 20 per-
cent of patrons who are doing 80 per-
cent of the business. If they don’t, cost
structure will remain high as business
drops off and members’ equity in their
cooperative will erode. This situation is
happening in too many instances across
the country.

Each business has its core compe-
tencies and knows them. Concentrat-
ing on delivering those products and
services to members profitably and cost
effectively is key to continuing success.
Constant assessment of member needs
and the actions of competitors is essen-
tial to being a survivor in today’s busi-
ness world. Diversifying into business
activity unrelated to members’ needs or
outside the expertise of management
can spread the cooperative too thin and
run the risk of weakened management
controls that lead to losses. It can also
lead to membership questions about
whom the cooperative is really benefit-
ting, which affects member loyalty.
Attempts to emulate the scope of activ-
ities of multi-national competitors—
or, for example, to “out Cargill,
Cargill”—will put members’ equity at
risk, and the cooperative as well. That
is what led to the demise of one of the
largest regional cooperatives.

Co-ops must realize that all links in
the food system are operating on thin
margins in a mature industry. Farmers
are fewer and larger. Despite growth in
farm size and an increase in the number
of smaller hobby farms, the total
acreage in farming has declined as urban
sprawl claims farmland. All market-
channel participants faced with this
dilemma seek to serve a shrinking mar-
ket. Often the means of growing market
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share is by gobbling up a competitor.

"To deal with this situation and stay
viable, many cooperatives have extend-
ed their base of operations through
merger, acquisitions and partnering
with other cooperatives. This spreads
overhead costs from operations over a
broader base while delivering products
and services to members more cost
effectively. Inefficient or poorly locat-
ed facilities are closed, sometimes
reluctantly, by a board of directors.
Much merger activity continues
among locally owned cooperatives
throughout the country as a strategy to
deal with this situation.

Further, a major realignment
of feed, fertilizer and petroleum
delivery has occurred through joint

arrangements among regional f

cooperatives. Thorough due
diligence is required as part
of the prenuptial process
so that unforeseen

skeletons in closets -

are discovered /

before, not i
after, combina- I"\
tions are execut-
ed. In some cases,
cooperatives have taken
on partners in totally unre-
lated lines of business and
found these to be not compatible
in the long run.

When mergers take place
or other businesses are
acquired, it is necessary to
take steps to fully integrate
this expanded business activ-
ity into the core activities of |
the business and operate
them on a cooperative basis.
Letting these remain outside
and “run loosely” often leads
to a holding company style of manage-
ment that can prove ill-adapted to
cooperatives. Cooperatives may require
more management oversight than oth-
er kinds of businesses at all levels to
maintain the focus on cooperative
objectives. Otherwise, economies of
size and scope are not captured from
loose confederations that lack effective
management controls. Similarly, com-
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plexity of the business arrangements
can increase to such an extent that,
quoting a Dutch source, members have
a difficult time “finding themselves in
their own organization.”

Growth through acquisitions is
common in mature industries and has
been practiced by a number of cooper-
atives, particularly by the largest 100
firms in the food industry. Indeed,
there has been a feeding frenzy on
small- and medium-sized competitors
by the largest 10 food firms. Acquisi-
tions, including those by cooperatives,
provide opportunities to expand opera-
tions territory, acquire brands and, in

l some cases, Open up a new customer
base or new line of business. When

0. negotiating terms of acquisition — as

: 0. with mergers—thorough attention

\ to due diligence is required. It is
also necessary to carefully
. weigh the price and pay-
o ~ back from such transac-
. tions. A number of
A .
™, troubled region-
D al cooperatives
7 have paid too
much for business-
es acquired.
Some cooperatives
have also chosen to partner
/ with investor-owned firms

through joint ventures to further
] accessing markets and making prudent
use of capital expenditures. Searching
for, and identifying, the right
partner involves meeting
mutual needs and meeting
those needs using win/win
strategies. Cooperatives are
encouraged to have at least
co-equal shares of ownership
and control in these ventures.
Also, having a predetermined
exit strategy is an important component
of entering into joint ventures with out-
side firms, since many of these arrange-
ments tend to be relatively short lived.

Farmers in the United States have one
of the best farm supply-delivery systems
found anywhere in the world. It didn’t

develop by accident, but rather through
farm leadership and management that
correctly perceived the need for develop-
ing channels of supplies, services and
marketing to remote rural communities.

Like all business sectors, farm sup-
ply distribution is affected by new tech-
nology, such as use of the Internet sys-
tem as a source of information on
prices and other terms of trade. It s
also affected by discount chains, such as
Home Depot, Lowes and Wal-Mart,
that sell supplies in bulk quantities.
How this technology and new competi-
tion are dealt with requires astute man-
agement and boards of directors sensi-
tive to changing buying habits.

Some faltering cooperatives have
circumvented their own stores and the
local cooperative system by instead
relying on dealer networks. While
farmers need to assess how much local
cooperatives must invest in assets, rely-
ing solely on a dealer system of delivery
often puts the regional cooperative a
step further removed from member-
patrons. And dealers are often fickle in
their loyalty to the supply sources, opt-
ing to move their business for a nickel.

A key requirement in today’s farm
supply business is to keep an eye on
farming trends. The mid-South region
has seen major crop shifts occur as
tobacco production has decreased and
dairying has diminished. In some states
in this region, there are more horses
today than there are dairy cows. While
the loss of dairies is a blow to many co-
ops, the horse industry provides a feed
marketing opportunity that could help
offset at least some of that loss.

Fertilizer sales continue to be affect-
ed by environmental concerns as phos-
phate levels build up on farms in many
states. Crop protectant sales have been
revolutionized by the use of Roundup,
which changed the whole margin struc-
ture in chemical sales. Cotton produc-
tion grew like gangbusters in the 1990s
in the Atlantic states, but has since flat-
tened out. In a number of areas, minor
crop production has increasingly pro-
vided new business opportunities.

While Internet sales have not yet
turned out to be all that was projected,
farmers like to price-shop. Providing
information can be very valuable to
farmers. A very informative Web page
will get farmers interested in your
cooperative, allowing farmers to visit it
afterhours. It also helps locals provide
information on services they offer,
products and hours of operation.

Global information systems and
global positioning system (GIS/GPS)
are very important words to farmers.
Even if they cannot afford it now, they
still want to know that your coopera-
tive is on the forefront of technology.
Locals need encouragement to acquire
this equipment and, in some instances,
to share it when demand is not great
enough to support an individual pur-
chase.

Use of crop and livestock produc-
tion specialists through regional sup-
ported programs keeps local employees
informed of new products and tech-
nologies. Certification of the program
and increased use of quality protocols
for identity-produced crops shows
farmers that there are top-notch
employees available to help them
understand new technologies. Similar-
ly, employment of marketing specialists
to help advise farmers on marketing
their output can greatly increase farmer
loyalty as well as input sales.

Cooperatives must stay attuned to
these trends and strategies to take
advantage of opportunities where
feasible.

Are cooperatives at a crossroads? In
many ways, yes, given the challenging
environment and instances of demise.
But as shown by the statistics mentioned
earlier, cooperatives remain a strong and
significant force in today’s marketplace.
There are both pluses and minuses for
co- ops in what I have said here today.
Either way, members and directors need
to stay fully attuned if they want to
properly position their cooperatives for
the times ahead. Here are six lessons to
keep in mind as we look forward to
good years ahead and a continuing
strong market presence:
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Annual reports:

How to read them and what they
should tell you about your co-op

By David Chesnick

USDA/RBS Economist ;
david.chesnick@usda.gov - [ O ]
SUTL

nnual reports present information about a cooperative at one point et

in time. By the time the auditors finish with their work and the =No doubt the produce indus

In order for Sunkist to remain

report is published, the information is already history. However, i
change along with it. The refc

they do provide a useful source of information about your cooperative. table will help Sunkist contind

While it illustrates the cooperative’s performance for the year, to be truly F""_'{”':c jiitery, Al ko

o working with a

valuable the annual report must have comparative d be & great ope

data. The comparison can be with similar businesses Jeff Ga
(P

or the same cooperative over a period Eride

of time. It is also important to
keep a calculator, pencil and paper
handy for analyzing the numbers.
While there is no single correct way to
read an annual report, there are some sec-
tions that should be read first. Good annual
reports usually contain six parts. However, not
all annual reports will contain all items. Some
include only a consolidated balance sheet and
statement of operations. Others will include all six
parts, along with non-financial information, such as
overviews of operations and new facilities, marketing
efforts and articles focusing on certain members.

The annual report generally flows in the following order:
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Clockwise from top: Sunkist
used a statement from its
president/CEQ on the cover of
a recent annual report, while
DFA showed a group of mem-
bers seen through a die-cut
window. When folded open,
the DFA report shows a drop
of milk creating concentric
rings and continues the mes-
sage from the cover with the
words “...can affect our entire
organization.” In the text por-
tion of its report, Diamond of
California used well-known
chef Martin Yan to demon-
strate the joys of cooking with
walnuts.

'ORT 2001

try is changing very rapidly.
competitive, we will have 1o
I prrrpr:rl.nl'b: 1'|1:||; ANe the
e to be @ major force in the
- growers competitive, [ look
| of vou in effectipe what

wrtunity for Sunkj

riulo
dr CEQ

1. CEO and/or board chairman’s report

2. Management’s discussion and analysis of financial
results

3. Multi-year summary of selected financial data

4. Auditor’s report

5. Financial statements

6. Footnotes

Auditor’s report

A good place to start reading the annual report is the audi-
tor’s report. This is a statement from the independent auditor
letting you know if the figures in the financial statements repre-
sent accurately the position of the cooperative and if they con-
form to the generally accepted accounting principles.

The report can be either non-qualified or qualified. A
non-qualified report means the auditors believe the finan-
cial reports are free of material misstatements. If the
report is qualified, the auditor will usually spell out what
its concerns are in relation to the numbers that are
reported.

CEO/Chairman’s report

Next, examine the CEO/chairman’s report. This report
is usually a summary letter that will outline the co-op’s per-
formance of the past year and provide some indications of
the plans for the cooperative’s future direction. The letter
should be clear, precise and honest about the ups and
downs for the past year. It should also briefly describe
major plans for the next year.

A good idea is to compare last year’s letter
with this year’s. Compare what the CEO
delivered against what was promised

during the previous year or two. If the

CEO was fairly accurate last year, there is

a good chance that he or she is on top of
the situation concerning the cooperative’s

business. If the trend is to consistently over-
promise and/or under-perform, then it might
indicate that the CEO or president isn’t being

totally honest with members or doesn’t have a

complete handle on the cooperative’s situation
or its operating environment.

Management discussion and
analysis of financial results

While the CEO/chairman’s report provides a sum-
mary of operations, the management’s discussion and
analysis should support that summary while filling in
the details of operations. This section also tends to be
written in more cautionary style than the CEO/chair-
man’s report and should be read in conjunction with it.
This will usually look at what significant changes occurred
during the past year.

"This section should focus on each segment of the cooper-
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ative’s business, including
operations and financial posi-
tion. It may also include an
analysis of the market and
competition.

Multi-year summary of
selected financial data

It is unusual for a coopera-
tive to find sudden success or
failure in one year’s time.
Even in the often volatile
world of agricultural com-
modities, situations that cre-
ate a “failure” or “success”
scenario usually develop
slowly, and the trends can
typically be identified by
comparing the co-op’s per-

Diamond’s powerful retail presence comes

from relentless commitment to brand support. As the
only tree nut brand backed by national relevision and
print advertising, plus promotional tools

to build year-round volume, retailers

profit from a strong partnership with
Diamond. This year's consumer print F&m
campaign reaches well beyond the baking aisle by showing
logical and innevative ties o
foods in ather secrions of the

?:'i‘l,_ "_:;i Y supermarket, More
than 48,000 in-store

paper and calculator.

The best way to look at the
financial statements is to
compare them over time. So
pull out the annual reports
saved from the past few years.
Financial analysis is beyond
the scope of this article and
there are many good books
that cover this topic in detail.
However, a brief overview of
things to look for follows.

* Look at the balance
sheet. This shows what the
cooperative owns (assets)
and who lays claim to those
assets (liabilities and equity).
The first concern should be
liquidity. How has the coop-

formance over several years.

A multi-year summary of
selected financial data will
show the company’s perfor-
mance over the past few
years. If the annual report
doesn’t have this section, pri-
or annual reports can be
used, as will be discussed in
the next section.

This section usually pro-
vides a quick overview of the
cooperative’s financial trends.
Usually it will include 3-5 years’ worth of comparisons. This
section may include sales, gross margins, net margins, assets,
debt and equity. Other information that might be included is
per-unit comparisons.

For example, a dairy cooperative could have its financial
data compared on a hundredweight basis. This section might
also include sources of patronage distribution and allocation.
For example, how much income was allocated to members
per bushel of grain delivered or gallons of petroleum pur-
chased? Financial ratios might also be found in this section.
Checking a company’s financial trends over several years pro-
vides a meaningful picture of where the company has been
and is heading. It also puts into some perspective the CEO’s
report and management’s discussion and analysis as to the
future direction of the company.

Financial statements

By now, you should have a good idea of how the cooper-
ative performed during the past year and where it is head-
ing. The financial statements should support the prior sec-
tions and provide the details. If the annual report did not
include the CEO’s report, management’s discussion or mul-
ti-year summary, then you will need to get out your pencil,
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merchandising displays reinforce the Diamond
name and caprure even more selling space. As a
critical next step in Diamond’s commitment

to expanding nut usage o all meal occasions

Another inside page from the text portion of Diamond of California’s

2001 annual report, highlighting some of its retail marketing efforts.

erative’s liquidity been mov-
ing over time? Variations in

a cooperative’s liquidity are
normal. What should be a
concern is a downward
trend. If there is a trend,
either up or down, look at
the individual components of
current assets and current

liabilities and see what is
causing the movement.
Declining liquidity could
pose trouble in the short run
and cause problems raising operating capital.

* Next look at leverage. Leverage is the use of borrowed
funds to capitalize the cooperative. High levels of debt in
and of itself do not mean problems. Most fixed assets are
purchased with a combination of borrowed funds and equity
capital from members. There is a problem if leverage con-
tinues to increase while operations stagnate. This trend
could indicate that the cooperative is borrowing funds to
finance operations.

* Looking at how a cooperative uses its assets provides a
look at efficiencies. Turnover ratios illustrate how well a
cooperative uses its assets to generate sales or how well they
control the assets. When a trend is spotted, it is important to
look behind the numbers and see what is causing the trend.
For instance, a sharp decline in fixed asset turnover would
imply the cooperative sales are not supporting its investment
in its fixed assets. Or it may indicate that the cooperative has
invested in its fixed assets in anticipation of future growth.
The current operations may not fully utilize the expanded
assets, which will suppress the turnover ratio.

*Sales, inventories and receivables are three important val-
ues to be investigated. Viewed individually they are important,
but taken together they tell a good part of the co-op’s opera-



tional story. If inventories are increasing at a faster rate than
sales, the company could be experiencing unanticipated inven-
tory buildup. This is not a good sign. If receivables are rising
faster than sales, the company is not collecting its bills. It may
be a sign of deeper problems.

* When focusing on the operating statement, look at sales,
gross margins, expenses and net income from operations.
What is the trend here? Are sales increasing, decreasing or
flat? If sales are falling and there are no clues as to why, then
management should be questioned as to why this is happen-
ing. Declining sales don’t always mean a bad year. Just like
higher sales don’t necessarily mean a good year. If sales are
declining because the cooperative is consolidating operations
and focusing on core businesses, the cooperative could be
more competitive overall.

* “Common-size” the operating statements over the past
few years. That is, divide all values by total sales. Common-
sized statements examine what each component of the state-
ment contributes, or takes away, from operations. Be weary
of one-time changes in income. See if expenses are consum-
ing a larger portion of sales.

e If the financial statements have a cash-flow statement,
this is an excellent area to see how cash is moved around
within the cooperative and indicates, in understandable
terms, a cooperative’s sources and uses of funds. Instead of

digging into every number here, look at the total cash flow
from operations, financing and investing. Note how these
have been trending over time in each of the three sections.
Positive cash flow from operations over time show that oper-
ations are strong. Cash flow from investments should tend to
be negative. Cash flow from financing should be neutral over
time. Of course, this is general. If there are differences, look
deeper and ask questions.

Foot notes

Last, but not least, are the foot notes. The notes that fol-
low the financial statements should be read in conjunction
with them. The notes provide a detailed description of what
some of the numbers in the financial statements mean. This
is where the auditor reports changes, problems, deviations
and other anomalies.

These footnotes are often more revealing than the raw
data. Watch out for reports of such things as: changes in
accounting methods or inventory valuation, new or changed
government regulations, debt realignment, litigation results
or forecasts and unusual events. Some of these events can
have a major impact on the bottom line, either currently or
in the future. Most of all, if something is not clear, ask ques-
tions until it is clear. You own the cooperative and it is your
right to know. =

A broad array of competitive challenges faced by
American farmers in the international and domestic
arenas will be examined when the 2003 USDA Agri-
cultural Outlook Forum, “Competing in the 21st Cen-
tury,” is held Feb. 20-21 in the Washington suburb of
Arlington, Va. On the international front, experts will
examine prospects for increased competition from
Central and Eastern Europe, Brazil and Asia, as well
as progress in bilateral trade agreements and WTO
negotiations. On the domestic front, topics range from
the growing complexity and cost of regulations, to
market access, to dealing with food safety and
changing eating habits.

A year of weather-reduced crops here and abroad
underscores the risks farmers face. On the program
are a focus session on producers’ experience with
new crop insurance provisions in effect this year, and
a panel of meteorologists discussing weather pat-
terns and the impact on agriculture.

U.S. Agriculture Secretary Ann Veneman will deliver
the keynote address, USDA Chief Economist Keith
Collins will provide a preview of agricultural prospects
for 2003, while FFAS Under Secretary J.B. Penn will
look at major U.S. trade and ag policy questions. Dan

USDA Qutlook Conference to focus on critical challenges

Kelly, Growmark chairman, will moderate a panel dis-
cussion on competing in the 21st century, and
USDA/RBS Deputy Administrator Randall Torgerson
will moderate a panel discussion dealing with one of
the hottest “growth areas” for cooperatives: livestock
producer initiatives. There will be separate panel dis-
cussions or lunch speakers addressing market outlook
for grains and oilseeds, cotton and fibers, livestock
and poultry, milk and dairy, sugar and sweeteners,
floriculture/nursery/greenhouse and tobacco.

For the full agenda, visit: http://www.usda.gov/oce/
waoh/0c2003/program.htm .

Registration, including all meals, costs just $250.
Register online at:
http://www.usda.gov/oce/waob/agforum.htm , or by
phone: (202) 314-3451.

The Forum will be held at the Crystal Gateway
Marriott Hotel in Arlington, Va. To receive the dis-
counted room rate of $144, plus tax, single or double,
call the Marriott at (703) 920-3230 and mention the
USDA Agricultural Outlook Forum. Discount subject to
availability after January 20.

Further questions? Contact, toll free, 877-891-2208
or e-mail agforum@oce.usda.gov. m
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Stuff

You Need to Know

If you're a director or
manager of a cooperative,
or just a co-op member
interested in keeping
abreast of important
issues that affect your
interests, these
publications of fer you
important information,

RES Assasrch Report 182

Problems and Issues Facing
Agricultural Cooperatives

Low commodity prices, the sluggish
agricultural eoconomy, operafional issues, and
imcreasing costs arg the major problems facng
cooparatives inday, according o 8 survay of
1,147 copperatives, Find out mong in fhis
regart. (55 .00)

RES Resaarch Report 190
The Changing Federated
Relationship Between Local and
Regional Cooperatives

Local and regional cooparatlives don't always
wiork hand-ir-glove; sometimes relationships
ara strainad when local co-ope seek betlar
deals elsewhare. But thare are pobential
solutions, as discusaed in this rapoet. (55.00)

Coajeratrn Information Repor 59

Antitrust Status of Farmer
Cooperatives:

The Story of the Capper-Volstead Act
Withowd the Capper-Yiolstead Act, farmers who
agraed among thamsalves on the pricas they'd
accapt for thesr producis would risk baing held
in violation of @ntitrust law. But it's not a total
antitrust exemption, Knowing the background
of the bagislation can help co-op officars make
thi right decisions for thair mambers, (Frae for
educational purposes)
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RAS Fessarch Repar 104
Black Farmers in America, 1865-2000: The Pursuit of Independent
Farming and the Role of Cooperatives

Learn about the unique experience of Amarican black farmaers and the role of co-ops in
their siruggles for independence and prosparity, from the end of slavery o today. (35.00)

Download from our website at www.rurdev. usda.gov.
Or fill out the order form below and send or fax fo:

USDARuwral Business-Cooparative Service
1400 Independenca Avenus, SW

STOP 0705

‘Washington, DG 20250-0705

Telephona: (202) T20-B381
Fax Mumber (202) 690-4083
E-mail: coopinfodEuesda goy

_ Copées of CIR 59: The Story of the Capper-Volstesd Act I
_ Copes of RR 190 The Changing Federated Relationship ($5.00 each)
__ Copies of RR 192 Problems and Isswes (55.00 each) I
__ Copies of RR 192- Black Farmers in America (§5.00 each)
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What went wrong at Agway!

Cornell professors describe how co-op’s chickens came home to roost

By Elizabeth Doran,
staff writer
Syracuse Post-Standard

Editor’s note: the following article is
reprinted from the Nov. 27, 2002,
Syracuse Post -Standard.

wo Cornell University
professors who studied
Agway Inc. blame its
bankruptey on a string of
financial losses and the
company’s involvement in too many

businesses.

Although they criticize management
for its decisions, they also say the coop-
erative’s members bear some responsi-
bility for pressuring management to
make bad decisions—such as insisting
that local feed plants be kept open even
if they were losing money.

And they say there were plenty of
warning signs for investors that the
company was in trouble. It filed for
Chapter 11 bankruptcy protection in
October. Bruce L. Anderson and Brian
M. Henehan said they analyzed the
failure of Agway because of widespread
interest from other cooperatives,
lenders, extension associates and uni-
versity researchers.

Anderson is an associate professor
and Henehan a senior extension associ-
ate in Cornell’s Department of Applied
Economics and Management. Both
have studied the operations of Agway
and other cooperatives.

Anderson and Henehan used
Agway’s annual reports, press releases,
filings with the U.S. Securities and
Exchange Commission and their own
experience in preparing the eight-page

report. Agway had
losses in eight out of
19 years starting in
1984, they said in the
report, titled “What
Went Wrong at
Agway.” Combined,
those losses exceeded
profits by $139.2 mil-
lion, the report says.
“That says to me
that somebody isn’t

AGWAY

holding someone’s feet

to the fire,” Anderson said. One chal-
lenge is figuring how to improve a
cooperative’s business performance
when there are conflicting goals,
Anderson said. For example, the coop-
erative wants to make money, but
members don’t want to close their
neighborhood feed plant.

Which is why, Anderson said, that
although management must be held
accountable, some of the blame must
be shouldered by members who pres-
sured the cooperative to keep local
plants open even when it wasn’t finan-
cially feasible.

“You have to make business deci-
sions,” he said.

Although it was Agway’s policy not
to become involved in dairy processing,
the cooperative bought H.P. Hood in
1980, the report says. Agway didn’t
have any experience running a fluid
milk business, and in 1995 sold Hood
because of mounting financial losses,
the report said.

The report details other factors
affecting Agway, including:

* An empbhasis in the *70s and ’80s
on size over profitability;

* A strong link between how much

money members have at risk in the
cooperative and the interest they take
in the organization. It takes an invest-
ment of only $25 to become an Agway
member.

® Reliance on “tax paid retained
earnings” as its primary source of equi-
ty because equity wasn’t coming from
members. It can’t be sustained without
consistent positive earnings.

* Heavy use of debt. From 1998 to
2001, Agway’s equity-to-total-asset
ratio averaged 12.6 percent, the
report said. The professors say when
the ratio drops below 15 percent, that
usually points to several financial
problems.

Stephen Hoefer, speaking for Agway,
said problems confronting Agway have
been historical challenges, as the report
notes. These include being highly lever-
aged and not having a lot of equity capi-
tal, he said. Hoefer also agreed that it’s
been a challenge for Agway to keep its
members involved.

"The report highlights many warning
signs that should have alerted investors
and members to Agway’s troubles, the
report said. For example, Agway’s 2002

continued on page 38
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Frogs, snakes & kilowatts

East Kentucky Power Co-op finds green in environmental program

By Steve Thompson,
writer/editor
USDA Rural Development

eff Hohman tells you

straight out, he loves his

job. He’s a biologist for

East Kentucky Power

Cooperative (EKPC), a
power-generation cooperative with 16
member electric-distribution co-ops in
Kentucky. The co-op pays him to
spend many workdays “playing” with
frogs and snakes and talking about
them to school children.

For the past three years, EKPC
has run a wildly popular program
with six staff biologists who educate
Kentucky school children about local
wildlife. They visit two schools in a
typical day, presenting lectures and
slide shows to up to five classes on
each visit.

Meanwhile, most of the co-op’s
diesel trucks are running on soy-blend-
ed “bio-diesel” fuel—which produces
fewer harmful toxins and greenhouse
gases compared to conventional,
straight petroleum-based diesel oil.
And the co-op is getting ready to start
producing power from recovered land-
fill gases. It is also exploring wind pow-
er and other alternative methods of
power generation.

All these initiatives are part of an
aggressive effort by the management of
EKPC to run an operation that pro-
motes environmental responsibility.
“We’re showing that power genera-
tion, good business practices and envi-
ronmental responsibility can work
hand-in-hand,” says co-op president
Roy Palk.

Nation's lowest power rates

According to Palk, increasing regu-
latory pressure and public opinion have
pushed environmental issues into the
spotlight for the co-op. Coal is readily
and cheaply available in the region, and
coal-fired boilers generate 97 percent
of EKPC’s power output. One advan-
tage of coal is low-cost generation.
According to the Department of Ener-
gy, Kentucky power customers pay the
lowest rates in the country.

However, burning coal creates envi-
ronmental problems, including particu-
late emissions and nitrogen and sulfur
compounds that can contribute to acid
rain. Emission problems can be
addressed with pollution-reduction tech-
nology, including scrubbers, selective
catalytic reduction units and new com-
bustion methods. Nevertheless, the co-
op felt it necessary to go beyond meeting
the letter of current regulations.

“We had no choice but to respond
to people’s concerns,” says Palk. “We
couldn’t just jump into the bunker.”

“A lot of customers on our system are
farmers,” says Kevin Osbourn, who han-
dles media relations for the co-op. “So
using soy oil in our own trucks is a good
way to help farmers while we’re cutting
pollution.” The co-op took advantage of
a state grant that offsets the 10- to 20-
cent per gallon premium on a purchase
of 9,000 gallons of bio-diesel.

USDA loan focuses
attention on wildlife

While public support is growing for
EKPC’s green-power initiatives, it is
the co-op’s environmental education
program that has gained the most
attention. The program is run on
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behalf of EKPC’s 16 member distribu-
tion cooperatives (see sidebar).

Bill Prather, spokesman for EKPC-
member Owen Electric Cooperative, is
an enthusiastic proponent of the pro-
gram. “It’s a wonderful experience for
the students; it really energizes them,”
he says. “And it’s a great reflection on
our co-op.” That’s because each lec-
ture is given in the name of the local
distribution co-op. And Prather notes
that the students of today are tomor-
row’s co-op members.

Hohman, who oversees the lecture
program, has a degree in biology, but
he originally worked for the co-op as a
chemist, analyzing the chemical make-
up of different batches of coal used in
the co-op’s boilers. Then the Rural
Ultilities Service of USDA Rural Devel-
opment provided the co-op with a loan

Jeff Hohman, head of East Kentucky Power
Cooperative’s Natural Resources and
Environmental Communications staff, intro-
duces a hog-nosed snake to an elementary
school student. Photo by John Gitner, courtesy
East Kentucky Power Cooperative




for new transmission lines, which
added to his workload.

Under the terms of the USDA loan,
the co-op was required to report on the
impact of the new construction on local
wildlife. The task fell to Hohman and
several co-workers. He took to walking
the transmission lines on Fridays and
weekends after his regular work was
finished, and collected a few animals as
part of this work.

Hohman says the seed for the edu-
cation program was planted when he
was invited to a school “career day,” in
which people of various occupations
tell the students about their work. He

I

EKPC staff members often host nature walks along the
co-op’s power distribution right-of-ways. Photo by John
Gitner, courtesy East Kentucky Power Cooperative

decided to bring along some live ani-
mals to make his presentation more
interesting. “It was a huge hit,” he says,
and his wildlife lecture was soon in
great demand.

Hohman has found a new niche at
the co-op. He left the laboratory in
1997 after co-op management decided
to create a new Natural Resources and
Environmental Communications staft.
He now supervises five other biologists.
“Jeff’s not the kind of biologist you want
to keep in a lab,” says Palk. “He’s articu-
late and passionate, and a great advocate
for environmental responsibility.”

Promoting conservation

The staff does much more than
speak in schoolrooms; it’s actively
involved in conservation efforts across
the state. Co-op biologists spend their

summer months performing biological
surveys to determine if endangered
species are present. They also harvest
seed to encourage the planting of
native wild plants.

The staff harvests and packages
native wild grass and flower seed and
provides it to garden clubs, conserva-
tion organizations and individuals for
planting in fields and along roadways.
The environmental staff also main-
tains a Web site that offers, among
other things, instructions for building
houses for bats.

Hohman’s staff also launched a vol-
unteer program called “Frog Log-
gers,” which recruits people to
survey the local frog popula-
tion (see below).

EKPC has won a number of
awards from local environmental
groups. But Prather seems less
interested in the awards than in
the impact they have on the cus-
tomers of Owen Electric Coop-
erative, a power-distribution co-
op which is a member of EKPC.
He points out that a quarterly
survey taken by the distribution
co-op consistently shows that its
members are interested in envi-
ronmental issues. “It’s a valuable
theme to use in communication
with our members,” he says.

Prather has other reasons for sup-
porting EKPC’s green initiatives.
Knowing that the power-generation
co-op is taking concrete action to
improve Kentucky’s environment “just
makes you feel good,” he says. “We
view it as part of our commitment to
our community. It’s part of making the
area we serve a better place to live.”

Toyota request gets
‘eco’ ball rolling

EKPC’s landfill methane-recovery
project is a vivid example of this com-
mitment to environmental steward-
ship. The project sprang from a
request by a major customer of one of
its member co-ops.

Toyota Motor Manufacturing North
America Inc. headquarters is located in
Erlanger, Ky, and is served by Owen

Electric. Owen turned to EKPC when
"Toyota asked for a renewable source for
much of the 130,000 kilowatt-hours of
power consumed every month by the
laboratory on its Erlanger campus.

That request led quickly to a “green
power” option for Owen Electric cus-
tomers, which was first offered in
January 2002 to homes and businesses.
Customers could opt to buy 100-kilo-
watt-hour blocks, each of which carried
a $2.75 surcharge.

Soon other member co-ops expressed
interest in the program as well. In June,
Inter-County Energy Cooperative
joined the green power program; in July,
Blue Grass Energy Cooperative joined
and, in August, Clark Energy Coopera-
tive climbed aboard. Other member
co-ops have also expressed an interest in
the program.

Providing the power from a renew-
able source was simple enough. EKPC
began by buying from another produc-
er, then selling the power, in turn, to
the distribution cooperatives. But the
generation co-op, which prides itself on
the low cost of the power it provides its
members, then began exploring ways to
generate green power on its own, and
possibly to save some money doing it.

Reliable power source
a must for EKPC

"To make construction of a green-
power source economically feasible, co-
op management quickly decided that
the power source had to provide base-
load generation—that is, the genera-
tion had to be both constant and reli-
able. That left out wind and other
sources more suitable as supplemental
power sources because of their inter-
mittent nature. Ralph Tyree, a con-
struction engineer project coordinator
working in the resource planning
department, was given the task of
determining if a practical source of
renewable baseload power could feasi-
bly be developed. With the help of a
consulting firm, he looked at hydro-
electric and other sources before finally
determining that landfill gas offered a
workable solution.

Landfill gas is growing in popularity

Rural Cooperatives / fanuary/February 2003 11



as a source of renewable energy. It’s rela-
tively cheap, and sources are readily
available—every municipality has to put
its trash and garbage somewhere. A land-
fill-gas generator produces power by
burning methane gas that would other-
wise escape into the atmosphere, where it
is 21 times more destructive as a green-
house gas than carbon dioxide, the gas
produced by its combustion (for more
information about power generation
from landfill gas, see Vermont Elec-
tric Co-op Looks to Landfill for
Methane Recovery, in the Jan../Feb.
2002 issue of Rural Cooperatives,
on-line at: www.rurdev.usda.gov/
rbs/pup/openmag.htm).

There were a number of
potential sites available close to
the co-op’s main lines. After
scouting numerous locations and
negotiating with landfill opera-
tors, Tyree and the co-op man-
agement settled on three initial
sites: Bavarian Landfill in north-
ern Kentucky, near Walton,
Green Valley Landfill in
Greenup County and Laurel
Ridge, near London, Ky.

Each landfill will produce from 2.4
to 3.2 megawatts of clean energy ini-
tially, with possible expansion later at
Laurel Ridge and Green Valley. The
gas will be drawn out through wells
drilled into the landfill and burned in
large reciprocating engine/generator
units—similar to stationary diesel gen-
erators—each capable of producing
800 kilowatts.

Not depending on subsidies

Although federal subsidies are avail-
able for the production of power using
landfill gas, Tyree says the co-op did
not take possible subsidies into consid-
eration when calculating costs. “The
subsidy programs have to be funded by
Congress every year,” he says, “and so
we didn’t think it was wise to depend
on them.”

Even so, Tyree says that the overall
cost of landfill-gas-generated electricity
will be competitive with other baseload
options. “If we do get a subsidy,” he
says, “that’ll just be icing on the cake.”

The landfill-gas “Enviro-Watts”
project—run in partnership with partic-
ipating distribution co-ops—is expected
to start construction as soon as the req-
uisite permits are issued, at a cost of
approximately $4 million for each gen-
eration plant. EKPC plans to get all the
generators on line this summer.

But already the program is attracting
a lot of attention, says co-op spokesman
Kevin Osbourn. “We wanted to have

EKPC President/CEO Roy Palk (seated) and Randy Seymour,
founder of the Kentucky Native Seed Cooperative, harvest
native grass seeds, which will be used along EKPC right-of-
ways. The native grasses create wildlife habitat and are
easy to maintain. Photo by Kevin Osbourn, courtesy East
Kentucky Power Cooperative

our ducks in a row before we started
publicizing the project; so we only
started calling attention to it recently.
We’ve been pleasantly surprised at the
response. People are really excited.”

Prather, spokesman for Owen Elec-
tric, is a bit more cautious. Owen
began offering green power subscrip-
tions to all its customers in January
2002. He says the co-op has received a
lot of good exposure in the local news
media, but that hasn’t yet translated
into customer interest. Out of 48,000
customer accounts, just 100 have
signed up so far.

“We didn’t expect a huge response,
because most people aren’t even aware
of green power,” he says. “But there’s a
minority who are quite fervent in their
desire to buy it.”

Prather believes that consumer edu-
cation will raise awareness and
demand, and that the landfill-gas pro-
ject will also increase interest. “Right
now, when people ask where our green
power is coming from, we have to tell
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them it’s from out of state. Often,
they’re less interested when they hear
that. But when we can tell them it’s
keeping down pollution in their own
area, that’ll make a difference. One of
the landfills is nearby, next to an inter-
state highway, so we can point to that.”

Evaluating wind power

Eastern Kentucky’s commitment to
environmentally sound power genera-
ton has given Tyree a new job, as
tull-time head of the Green Power
staff, which is also looking into
wind-power and small-scale hydro-
electric generation. In February
2002, 15 possible wind-power sites
were surveyed in the southeastern
part of the state, and two were cho-
sen for further evaluation.

After signing agreements with
the landowners, the way has been
cleared for the construction of two
data-collection towers. They will
operate for at least several months,
after which the information they
gather will be evaluated. A deci-
sion will then be made about
whether to proceed further.

“We don’t really know if wind genera-
tors are feasible here in Kentucky,” says
"Tyree. “But those two sites offer the
most potential.” Tyree’s office has looked
at three possible low-impact hydro-elec-
tric sites, and is considering the use of
new-technology “micro-turbines,” which
each generate about 70 kilowatts.

Alternative power sources can go
only so far in addressing environmental
concerns, so the co-op is also aggres-
sively pursuing cleaner-burning tech-
nologies for its coal-fired generators.
One initiative is the planned installa-
tion of selective catalytic-reduction
technology at the plants. This technol-
ogy works much like the catalytic con-
verters on cars, reducing nitrogen
oxides that older technologies, such as
scrubbers, don’t catch.

The co-op’s newest plant, expected
to go on-line with a capacity of 268
megawatts in the spring of 2005, will
use a new combustion system called a
circulating fluidized bed. The new
boiler allows the recycling of particu-



EKPC'’s class-

room lectures

annually teach

more than 50,000

students to

appreciate

Kentucky

wildlife, leaving

them with a bet- h—
ter understand-

ing of the importance of preserving local
habitat and air and water quality. Photos by

John Gitner, courtesy East Kentucky Power

Cooperative

late waste until it is fully incin-
erated, and will burn fuel at
lower temperatures, reducing
nitrogen oxides. The boiler
also is capable of burning tires
(many of which currently wind
up in illegal dumps), along
with biomass as fuel.

Frogs: an eco-barometer
When Jeff Hohman lets a
wide-eyed sixth grader hold a
narrow-mouthed toad in his

cupped hands, or convinces squirm-
ing junior high school students not to
fear letting a corn snake coil about
their arms, he’s doing much more
than teaching them about the won-
ders of Kentucky wildlife. He’s also
driving home the point that creating
alternative energy sources is good for
humans and ‘critters.’

Who knows, he may even find a vol-
unteer today for the Frog Logger pro-
gram, founded by EKPC’s Environ-
mental Education staff. This program
is now part of the U.S. Geological Sur-
vey’s North American Amphibian
Monitoring Program—an effort to
establish a data base of frog popula-
tions for monitoring possible future
changes in frog numbers.

Frogs, Hohman explains to the stu-
dents, seem to be particularly vulnera-
ble to pollution, because their skins
absorb substances directly from the air
and water. In some areas of the world,
frog populations are declining for rea-
sons that are not clear, and some
researchers believe that changes in frog
populations might signal environmen-
tal problems.

The effort is run entirely by volun-
teers. Participants learn to identify dif-
ferent frog and toad species by their
calls, and note the species they hear
along a set survey route.

And a world that is safe for frogs,
Hohman says, is safer for people too. m
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Large co-ops see growth in 01,
reverse declining net margins

By David Chesnick, Economist
USDA/RBS Cooperative Services

ooperative board rooms
were very busy places in
2001. While mergers and
acquisitions dominated
the scene in the 1990s,
joint ventures and limited liability
companies were the focus of activity
among the nation’s largest co-ops at
the start of the new millennium.

Several of the larger cooperatives
merged some of their operations into
new businesses, which had a negative
impact on their sales (which are now
counted under the new business enti-
ty). Other cooperatives, striving to
provide additional high-return market-
ing options for members’ products,
formed ventures with non-cooperatives
to operate value-added processing
facilities. Any net margins generated by
these ventures were added to the coop-
erative’s bottom line in the way of non-
operating revenue.

"Total revenue for the Top 100 co-ops
climbed 3.8 percent, to $74.2 billion in
2001, while net margins increased near-
ly 10 percent, to more than $502 mil-
lion. Still, most cooperatives found
2001 a difficult year, with 2002 not
showing much of an improvement.
Indeed, two of the nation’s largest co-
ops (Farmland and Agway) filed to
reorganize under Chapter 11 bankrupt-
cy in 2002, and several other major co-
ops are facing serious financial stress.

However, most cooperatives should
come out of these trying times stronger.
In order to compete, cooperatives will
need to rely less on debt and more on
member equity. A stronger equity posi-

tion provides a cushion when the econ-
omy dictates a prolonged downcycle, as
we currently are experiencing.

Cooperatives also need to determine
their long-range goals and try to focus
on their individual strengths. There are
many ways a cooperative can get dis-
tracted from its mission. This is espe-
cially true during hard times, when
everyone is looking for ways to bring in
extra revenue. Cooperatives should
resist the urge to be all things to all
members, and should focus on those
areas where they have a greater com-
petitive advantage.

Revenue

Total revenue for the Top 100
cooperatives jumped $2.7 billion, to
$74.2 billion, in 2001 (table 1). Dairy
cooperatives, with an increase of $2.8
billion in revenue, accounted for
most of the increase. Prices earned
and volume handled both increased
for dairy co-ops in 2001. Poultry &
livestock, fruit & vegetable and sugar
cooperatives also saw their revenues
increase in 2001.

Revenue from farm supply sales for
Top 100 co-ops declined 2.1 percent,
to $18.4 million. But co-ops that sell
only farm supplies (excluding diversi-
fied supply/grain co-ops) saw revenue
increase $621 million. Higher demand
pushed up prices for energy products,
which fueled much of the increase in
farm supply sales.

Diversified supply/grain cooperatives
suffered the largest decline in revenue,
with a drop of $942 million from 2000.
Part of this decline can be attributed to
a large co-op moving some operations
to a joint venture with other coopera-
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tives and investor owned-firms (IOFs).
In a case such as this, sales (for this sur-
vey) are no longer attributed to the co-
op, although a share of net margins
from the joint venture is allocated back
to the co-op. Some of the decline was
also caused by lower demand for
agronomy products.

Most Top 100 grain cooperatives
enjoyed higher revenue in 2001, due
mostly to higher prices. Crop volume
remained steady. However, a few coop-
eratives had substantial declines in
grain sales, and their losses caused rev-
enue for the overall grain sector to
remain relatively flat in 2001.

Gross margins were up for the Top
100 cooperatives. However, not all
cooperatives faired well in this area.
Farm supply cooperatives ended 2001
with lower gross margins, mostly due
to higher cost of raw materials. Some
co-ops were able to pass along this
price increase to their members, but
others could not.

Cotton cooperatives also saw gross
margins fall. Whether by choice or
design, cotton cooperatives did not
pass the full decline in prices along to
their members. This resulted in a $44
million decline in gross margins.

Several of the commodity groups
marketing member products cut their
cost of goods sold. This implies that
grain, rice and poultry & livestock
cooperatives were paying their mem-
bers a smaller percentage of their
sales to cover higher operating
expenses.

Operating expenses
Operating expenses for the Top
100 cooperatives were up 2.5 percent,



to $5.6 billion, in 2001. Farm supply,
grain, poultry & livestock, rice and
sugar co-ops all posted higher operat-
ing expenses, which pushed up oper-
ating expenses for all of the largest
cooperatives.

In these sectors, all but poultry &
livestock cooperatives reported higher
labor expenses. All the other sectors
reported lower labor expenses, which
helped keep their total operating
expenses below 2000 levels.

Net operating margins

Net operating margins were up 6.4
percent for the Top 100 co-ops in
2001. However, not all sectors per-
formed well. Most farm supply cooper-
atives had lower margins, and a few
were hit hard by a combination of low-
er gross margins and higher expenses.
This caused substantial losses from
operations in 2001 and resulted in the
whole sector posting a net loss from
operations. Cotton, sugar and rice
cooperatives also ended the year with
lower operating margins.

Diversified (supply/grain), fruit &
vegetable, grain and poultry & live-
stock cooperatives had substantial
increases in their net operating mar-
gins. These increases pulled up the net
operating margins by nearly 10 percent
for the overall Top 100. Each sector
had a unique situation that contributed
to improved operations.

Responding to the decline in sales
revenue, diversified cooperatives were
able to control the cost of goods sold as
well as to lower their operating expens-
es. This resulted in a 24-percent
increase in operating margins.

Fruit & vegetable cooperatives were
also able to control expenses, and to
pass most of their increased sales on to
their operating margins. Poultry &
livestock cooperatives found them-
selves in a similar situation, but they
were not as successful in controlling
expenses. However, higher gross mar-
gins were more than enough to offset
increased expenses.

Grain cooperatives cut their cost of
goods sold enough to compensate for
stagnant sales and higher expenses.

Table 1—Consolidated Statement of Operations:
Top 100 Cooperatives, 2000-01

2001 2000 Difference Percent

$ thousand Change

Revenues
Marketing 54,991,765 51,893,235 3,098,530 6.0
Farm Supply 18,418,734 18,818,592 (399,858) -2.1
Total Sales 73,410,499 70,711,827 2,698,672 3.8
Other Operating Revenues 173,525 796,729 (23,204) -2.9
Total Operating Revenues 74,184,024 71,508,556 2,675,468 3.7
Cost of Goods Sold 67,613,430 65,132,847 2,480,583 3.8
Gross Margin 6,570,594 6,375,709 194,885 3.1
Expenses
Operating Expenses 5,613,542 5,476,282 137,260 2.5
Net Operating Margins 957,052 899,427 57,625 6.4
Other Revenues (Expenses)
Interest Expense (810,127) (754,924) (55,203) 7.3
Interest Revenue 94,232 94,276 (44) 0.0
Other Income 323,153 260,288 62,865 24.2
Other Expenses (92,227) (114,055) 21,828 -19.1
Patronage Revenue 43,451 34,855 8,602 24.7
Net Margins from Operations 515,540 419,867 95,673 22.8
Non-Operating Rev. (Exp.) (13,084) 37,184 (50,268) -135.2
Net Margins 502,456 457,051 45,405 9.9
Distribution of Net Margins
Cash Patronage Dividends 241,038 220,146 20,892 9.5
Retain Patronage Dividends 368,529 210,548 157,981 75.0
Nonqualified Non-cash Patronage 16,112 19,021 (2,909) -15.3
Dividends 39,029 47,279 (8,250) -17.4
Unallocated Equity (105,846) (24,643) (81,203) 329.5
Income Tax (56,406) (15,300) (41,106) 268.7
Total Distribution 502,456 457,051 45,405 9.9

Other operating
income and expense

Interest income and expense,
income and losses from subsidiaries,
rent, patronage refunds and other
items not directly related to operations
are included in other “operating
income and expense.” Revenues and
expenses not directly related to opera-
tions resulted in $442 million in
expenses, $38 million less than in 2000.

Most of this decline in expenses is
due to other income from dairy and
poultry & livestock cooperatives.
Income from subsidiaries for these
commodity groups, as well as one-
time policy changes, helped push up

other income by $62 million. Other
income not directly related to opera-
tions reached $323 million in 2001.
Interest revenue was flat compared to
2000 while patronage refunds were
up $9 million.

For the largest cooperatives, interest
expense was by far the biggest expense
not directly tied to operations. Nearly
all cooperative sectors had higher
interest expenses in 2001, which
jumped $55 million to a record high of
$810 million. Diversified cooperatives
accounted for 40 percent of the total
increase in interest expense. Only grain
and sugar cooperatives lowered their
interest expense.
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Net margins from operations

Net margins from operations were
up $96 million, to finish 2001 at $515
million. Leading this increase were
poultry & livestock cooperatives, which
turned a net loss of $43 million in 2000
into a net gain of $45 million in 2001.
Dairy, diversified, fruit & livestock and
grain cooperatives also increased their
net margins from operations.

On the other hand, cotton, farm sup-
ply, rice and sugar cooperatives all had
lower net operating margins. Farm sup-
ply and sugar cooperatives ended the
year with larger net losses than in 2000.
Farm supply cooperatives ended the year
with net operating losses of $100 million.

Non-operating revenue and expens-
es include extraordinary gains/losses,
gains/losses from discontinued opera-
tions or accounting changes. In 2001,
this equaled a net expense of $13 mil-
lion for the Top 100 co-ops, with diver-
sified cooperatives accounting for the
majority of the expense. Farm supply
and dairy cooperatives were the only
sectors that had non-operating revenue.

The bottom line: the largest cooper-
atives ended 2001 with net margins of
$502 million, up $45 million from
2000. The leading sector was dairy.
While net margins were up for the
largest cooperatives, so too were net
losses. Fifteen Top 100 cooperatives
suffered net losses in 2001, down from
17 in 2000. However, total losses
amounted to $350 million, up from
$254 million in 2000.

Distribution of net margins

Cash payments to members were up
9 percent in 2001. For those coopera-
tives that had net margins to distribute,
28 percent was allocated cash pay-
ments. This compares to 31 percent in
2000. Seventy-five percent of net mar-
gins were allocated back to members in
cash and qualified allocated equity,
compared with 70 percent in 2000.

Dairy cooperatives allocated more
than their net margins. This was due to
a substantial amount of previously
unallocated equity being allocated back
to members of some co-ops.

On the other hand, fruit & veg-

etable and poultry & livestock coopera-
tives allocated little of their net mar-
gins back to their members in 2001,
instead adding most of their net mar-
gins to a deferred equity account to be
allocated at a later date. Poultry & live-
stock co-ops used net margins to
replenish unallocated equity, which was
used in 2000 to absorb net losses.

With more margins being allocated

back to members in 2001, non-qualified
patronage refunds and dividends were
down. Non-qualified patronage refunds
were down 15 percent, to $16 million.
Dividends paid to share holders fell 17
percent, to $39 million.

The 15 cooperatives that suffered a
net loss in 2001 deducted some of that
loss from deferred patronage, but most
of it was deducted from the unallocated

Cooperatives, 2000-01

Table 2——Combined Balance Sheet: All Cooperatives Top 100

Percent

2001 2000 Difference  Change
Assets $ Thousand
Current Assets
Cash 880,360 704,462 175,898 25.0
Accounts Receivable 5,778,956 6,106,753 (327,797) -5.4
Inventory 5,865,377 6,228,431 (363,054) -5.8
Other Current Assets 1,379,382 1,227,134 152,248 12.4
Total Current Assets 13,904,075 14,266,780 (362,705) -2.5
Total Investments 4,252,517 4,008,108 244,409 6.1
Net PP&E 8,700,579 8,770,000 (69,421) -0.8
Other Assets 3,058,603 2,808,338 250,265 8.9
Total Assets 29,915,774 29,853,226 62,548 0.2
Liabilities
Current Liabilities
Total Short-term Debt 3,341,825 3,775,334 (433,509) -115
Accounts Payable 3,585,340 3,574,155 11,185 0.3
Member Payables 551,684 487,388 64,296 13.2
Patron and Pool Liabilities 1,434,194 1,470,407 (36,213) -2.5
Other Current Liabilities 1,755,716 1,984,672 (228,956) -11.5
Total Current Liabilities 10,668,759 11,291,956 (623,197) 515
Long-term debt 7,083,163 6,490,032 593,131 9

(less current portion)
Other liabilities and deferred 1,137,885 1,054,019 83,866 8.0
credits

Total non-current liabilities 8,221,048 7,544,051 676,997 9.0
Total liabilities 18,889,807 18,836,007 53,800 0.3
Minority interest 899,995 891,504 8,491 1.0
Member equity
Preferred stock 1,794,562 1,790,651 3911 0.2
Common stock 733,063 731,369 1,694 0.2
Equity certificates and credits 6,050,674 5,964,779 85,895 1.4
Unallocated capital 1,547,673 1,638,916 (91,243) -5.6
Total equity 10,125,972 10,125,715 257 0.0
Total liabilities and equity 29,915,774 29,853,226 62,548 0.2
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Table 3—Average selected ratios: Top 100 Cooperatives, 2001
Current  Quick Debt Long-Term Times Local Fixed Gross Net Return Return
Ratio Ratio To Debt Interest Assets Assets  Profit Operating On On
Assets To Earned Turnover Turnover Margin  Margin Total Members
Equity Assets Equity
All coops 1.38 0.75 0.62 0.62 3.79 2.88 15.34 15.19 1.14 3.45 7.02
Cotton 1.29 0.68 0.62 0.36 3.27 2.78 22.31 9.83 0.15 3.53 8.03
Dairy 1.32 0.94 0.60 0.35 12.39 5.80 32.15 8.31 1.45 5.81 15.21
Diversified 1.22 0.84 0.73 1.70 1.35 218 9.68 10.57 (0.40)  (0.34) (3.49)
Fruit/ 1.57 0.69 0.69 0.98 1.73 2.04 11.58 25.60 1.07 2.10 7.93
vegetable
Farm supply 1.37 0.63 0.57 0.50 1.78 2.30 11.42 14.76 0.32 2.53 6.11
Grain 1.23 0.58 0.61 0.42 2.41 2.21 8.61 13.33 1.47 4.04 10.31
Poultry/ 242 2.00 0.57 1.42 0.37 275 40.69 9.94 2.88 2.17 (52.90)
livestock
Rice 1.69 0.89 0.48 0.33 7.48 2.29 5.48 32.07 2.09 5.11 11.29
Sugar 1.31 0.68 0.66 1.16 1.19 0.93 1.73 27.96 2.16 1.18 (1.61)

account. Losses also generate a net tax
benefit, which was again greater than
the amount of taxes paid in 2001.

Assets

Assets for Top 100 co-ops remained
steady, at $30 billion, in 2001 (table 2).
However, the makeup of those assets
has changed. Current assets fell by
$363 million, due to declining accounts
receivable and inventories. Most of the
decline in accounts receivable and
inventories occurred in the diversified
and farm supply sectors. Cash balances
for all of the largest cooperatives were
up 25 percent, mainly due to dairy and
diversified cooperatives.

Total investment reached $4.8 bil-
lion, up 6 percent from 2000. Most of
the $244 million increase was attrib-
uted to non-cooperative investment,
which increased $199 million. Almost
all of the increase in non-cooperative
investment was concentrated in joint
ventures and other partnership
arrangements between cooperatives
and non-cooperative businesses. How-
ever, “other investments” declined,
which kept the non-cooperative invest-
ment below the $200 million mark.
“Other investments” includes items
such as notes receivable, property held
for sale, marketable securities, leases

receivable and the like. Dairy and
diversified cooperatives had the largest
increase in non-cooperative invest-
ment, at $256 million.

Cooperative investment, excluding
investment in CoBank, increased 3 per-
cent. Most of this increase was concen-
trated in the diversified and farm sup-
ply cooperatives, which accounted for
87 percent of increased investment in
other cooperatives. CoBank investment
declined by $5 million.

Net fixed assets fell 1 percent in
2001. With the exception of dairy and
diversified cooperatives, all other sec-
tors had less fixed assets. This is not to
say that most cooperatives were not
investing in fixed assets. Rather, it indi-
cates sales of fixed assets and deprecia-
tion were greater than new purchases.

Liabilities

As was the case with assets, total lia-
bilities remained relatively unchanged
in 2001, yet the makeup of the liabili-
ties changed substantially. Current lia-
bilities fell 6 percent, due to decreasing
amounts of short-term debt along with
other accrued payables.

Short-term debt was down 11 per-
cent, to $3.3 billion. Leading the
decline were diversified, fruit & veg-
etable, poultry & livestock and sugar

cooperatives. These sectors used $903
million less short-term debt in 2001.
Cotton, farm supply and grain cooper-
atives required $463 million in addi-
tional operating loans than in 2000.
Most of the increases in these sectors
were loans from CoBank.

Accounts payable increased 13 per-
cent, and member-payable and pool lia-
bilities rose 1 percent. This is interesting,
given that inventory levels fell 6 percent.

Usually, inventory levels reflect pay-
ments for those products. For example,
farm supply cooperatives had lower
accounts payable with lower inventory
levels, as would be expected. On the
other hand, cotton and grain coopera-
tives had higher levels of inventories
but lower member payables. This
would indicate cooperatives might be
using working capital loans to pay
members for unsold members’ prod-
ucts. In fact, short-term debt was high-
er for both of these sectors.

Dairy cooperatives had a large, 16-
percent, increase in member payables.
This $270 million jump in member and
pool liabilities was the main reason
these accounts were higher. It appears
likely this would be the payment mem-
bers will receive for the successful year
dairy cooperatives had in 2001.

Long-term debt, less amounts cur-
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rently due, increased $593 million.
However, most of this increase was con-
centrated within the diversified co-op
sector. Large, diversified cooperatives
increased their use of commercial banks,
as well as issuing their own notes.

"The value of Top 100 agricultural
cooperatives’ minority interest in joint
ventures was up 1 percent, to $900 mil-
lion in 2001. Dairy cooperatives were
the driving force behind this increase,
due to some new joint venture process-
ing facilities. Most of the other sectors
ended up with lower minority interest.

Equity

Member equity for the largest 100
cooperatives ended 2001 with no
change in the total amount. However,
there was some movement between
unallocated and allocated equity.

There were also substantial changes
within each sector. Farm supply coop-
eratives used unallocated equity to
absorb some of the net losses during
2001. Conversely, diversified, grain and
poultry & livestock cooperatives
replenished their unallocated equity
accounts while revolving member equi-
ty. This shifted their equity structure
from allocated funding to unallocated
funding. Dairy cooperatives provided
the impetus for higher allocated equi-
ties among the overall Top 100.

Performance measurements

Performance measurements are
based on the average ratio calculated
for the largest cooperatives, and are
presented in table 3. Averages ratios are
used here to negate the effect of
changes in a few of the largest coopera-
tives. In other words, when the 6

largest cooperatives generate 50 per-
cent of total sales for all top 100 coop-
eratives, any changes by these very
large cooperatives would be weighted
more heavily.

Liquidity remained fairly stagnant in
2001. The average current liquidity
ratio moved from 1.37 to 1.38, while
the average quick ratio remained
unchanged at 0.75.

Leverage ratios provide a more
long-term look at the capital and debt
structure of a cooperative. The average
long-term debt-to-equity ratio
increased from 0.59 to 0.62 in 2001.
The average total debt-to-asset ratio
was 0.62, up from 0.61 in 2000.

The combined effect of stable liq-
uidity and higher leverage ratios illus-
trate the change in the term structure
of the debt held by these cooperatives.
In other words, cooperatives appear to
be shifting their debt loads from short-
term to long-term. Funds generated
from operations were higher in 2001
and were able to fund current opera-
tions. Therefore, the need for working
capital loans was down.

However, some cooperatives
changed their debt structure. Expan-
sion of fixed assets slowed down, yet
long-term debt continued expanding.
This could indicate that some coopera-
tives were having problems meeting
their current obligations or that favor-
able interest rates made it advantageous
for them to restructure their debt
towards long-term financing.

Efficiency ratios look at how well a
cooperative uses its assets in generating
sales. Local asset turnover remained at
2.9. This means that each dollar worth
of local assets generated nearly $3 of

sales. Activity ratios indicate that coop-
eratives slowed down on their invest-
ment in fixed assets. Several commodi-
ty groups were able to expand their
market through investments in joint
ventures. This was especially evident in
the dairy sector.

While not an absolute indicator of
fiscal health, profitability ratios provide a
view of financial strength for a coopera-
tive. Average gross profit margins inched
upwards, from 14.9 in 2000 to 15.2 in
2001. However, net operating margins
continued to fall, from 1.3 to 1.1. This
would indicate either that cooperatives
are not able to efficiently handle higher
sales, or that they rely heavily on non-
operating revenue to support operations.

Return on total assets continued to
trend downward in 2001, falling from
3.6 to 3.4. This ratio focuses on the
results of their operation without
respect to how the cooperative is
financed. This reflects lower efficien-
cies in the use of the cooperative’s
assets in generating net margins.

Return on member equity is a ratio
that measures the return on member
investment after all expenses have been
deducted, including taxes and interest.
This ratio continues to erode. In 1997,
the average return on member equity
was 14.3. By 2001, that value fell to 7.0.

The average cooperative in the Top
100 produced higher sales in 2001.
However, generating these sales was not
cost effective for many cooperatives.
One exception was the dairy sector,
which was able to turn those higher
sales into higher margins for members.
Higher total debt levels, along with low-
er amounts of non-operating revenue,
put pressure on the bottom line. m

Farm Credit Banks merge in Midwest

An overwhelming majority of voting stockholders have approved the merger between a pair of Midwest farm
credit associations. The merger consolidates Farm Credit Services of Northeast Wisconsin into Green Stone Farm
Credit Services of Michigan. The new firm becomes the fourth largest cooperative bank in the nationwide Farm

Credit System. The $2.5 billion firm will serve 15,536 customers. m
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Ursa Farmers Cooperative

Ursa, lllinois

verview: Ursa Farmers
Cooperative (UFC) was
formed in 1920 by farm-
ers in west- central I1li-

nois who were seeking to
gain the advantages of volume grain
merchandising. This same concept
holds true today for the co-op’s 2,200
members, who own facilities at six
locations located in west-central Illi-
nois, which annually handle a com-
bined total of more than 20 million
bushels of grain and has sales of $60
million. Services have expanded to
include sale of livestock feed and seed
for corn, soybeans and wheat. The co-
op also sells crop insurance through in-
house licensed insurance broker Peggy
Duesterhaus. With yearly sales exceed-
ing $65 million and over 82 years of
experience, Ursa Farmers continues to
challenge itself to be a leader in the
field of agriculture opportunities.

Philosophy: Ursa Farmers Cooper-
ative does not believe you can wait to
see what the future may bring. “Our
cooperative must be aggressive in recogniz-
ing the needs of its member-owners and
constantly be vigilant to provide solutions
or alternatives to keep its members success-
ful,” says Board Chairman Victor Kerr.

One Major Challenge: UFC mer-
chandises its grain into the export mar-
ket using two river terminals on the
mid-Mississippi River. Nearby com-
petitors include corn and soybean
processors which, depending on mar-
ket variables, are often able to pay
more than the “river values” UFC
pays. As such, UFC does not strive to
be a price leader and therefore must

excel in providing a range of member
services to keep the cooperative struc-
ture healthy and profitable for all.

Farmer members will constantly strive
to derive the greatest value from each
bushel. Reladonships that are formed as a
result of having access to a multitude of
services will usually outweigh the small
price discrepancies on a day-to-day basis.
“Ursa Farmers Cooperative continues to
grow because it recognizes its role and
value to its members,” says General
Manager Gerald Jenkins. The coopera-
tive’s focus has been to build a close
working relationship to help each mem-
ber meet targeted profit levels.

Marketing or Service Innovations:
UFC has two grain-marketing sub-
sidiaries. Ursa Brokerage Inc. provides
producers access to a full line of broker-
age tools for merchandising grain and
livestock. The brokerage company is
represented by a licensed broker, Mar-
keting Manager Roger Hugenberg, and
can offer participants the ability to
hedge grain and livestock with every
available tool.

The second subsidiary is Ursa
Farm Marketing (UFM) Inc.,
formed in 1998 to help members
better cope with challenging mar-

- |

e — mammagan

kets, complex government programs
and generally stagnant or falling com-
modity prices. This unit is a compre-
hensive financial marketing partner to
the producer. While producers have
always received general marketing
advice from the cooperative, UFM
offers a much greater degree of man-
agement assistance. Producer prof-
itability has been the ultimate measur-
ing device for UFM.

Producers are individually consult-
ed to formulate marketing plans based
on specific financial goals. Producers
work with co-op staff to determine
costs of production, expected sales
and any program payments and estab-
lish whether needed profits will likely
be realized. Producers have access to
all forms of hedging tools, including
both CBOT (Chicago Board of
Trade) options and over-the-counter
options, futures and elevator-provided
hybrid contracts. The co-op’s grain
broker assists in every function of the
production and selling process. Mar-

continued on page 38
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Oneida grocery co-op hoosts community;
helps keep more money on reservation

By Patrick Duffey,
USDA Rural Development

e don’t need to store

grain, so why would

we want to form a

cooperative?”

That was the reac-

tion of one potential member with a
fairly narrow view of cooperatives
when Margaret Bau suggested the
Oneida American Indian tribe consider
forming a grocery co-op. A user-
owned store on the reservation, she
said, could improve food availability,
convenience and affordability for
members of the tribe. It would also
keep more local dollars turning over
on the reservation. However, Bau,
cooperative development specialist for
USDA Rural Development in Wiscon-
sin, had to undertake a two-year co-op
education effort before the concept
took root and blossomed.

A smaller, privately owned store in
the community had folded earlier
after the owner died. But none of the
area grocery chains were interested
in filling the void on the Oneida
reservation.

“Early in the process,” Bau recalls,
“one of the community volunteers
expressed disdain for cooperatives. At a
co-op exploratory meeting, I ques-
tioned her about the sentiment. She
replied, ‘My elder neighbor said co-
ops—yuck! That’s for grain elevators!” 1
sighed in relief. This was an education
gap we could bridge, not some deep-
seated cultural issue or an injustice
inflicted years ago by a previous coop-
erative. We can deal with co-op educa-
tion issues.”
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Tower Foods is the first tribal-owned cooperative on American Indian land in Wisconsin,
and possibly in the nation. It has a potential market of 20,000 consumers. USDA photos by

Patrick Duffey

Building co-op
customer base

Bau, based at USDA office in
Stevens Point, Wis., and other sup-
porters of the co-op concept did their
jobs well. Last July, two years after the
initial meetings, she joined other advi-
sors and members of the Oneida tribe
in opening the Tower Food Co-op.
The name derives from the tall water
tower that dominates the adjoining
business park.

Tower Food Co-op is a modern, rur-
al grocery store and the first of its kind
on a reservation in Wisconsin. The new
cooperative has a potential of serving
20,000 community members. Wisconsin
has 11 Native American reservations,
two of which have tribal-sponsored gro-
cery stores. But neither of those stores is
a user-owned cooperative.
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The store operates with a staff of 15,
but only two are full time. By fall, the
cooperative had already gained more
than 300 members. Annual member-
ship costs $20, or $100 for a lifetime
membership.

“The reaction of the community was
much more positive toward coopera-
tives than we initially anticipated,” said
Bill Ver Voort, who since 1999 has
been coordinator for Oneida Commu-
nity Integrated Food Systems (OCIFS),
of which the grocery co-op is a part
(see sidebar). “Although it will take a
while to build our clientele, those who
have shopped here have expressed
amazement and take pride in having
such a store in their community.”

The store has 6,000 square feet of
display space with 2,000 square feet of
storage space. It stocks a wide array of



canned, packaged and fresh foods. This
fall, beef from the tribe’s 400- head
herd of black angus (all natural, steroid
free) was added to the meat case.
Working with a meatpacker in a neigh-
boring community, the co-op has
begun a brisk retail trade in beef halves,
quarters and wrapped cuts.

Laying the groundwork

Jerry Treleven, acting manager of
the Oneida Community Development
Department, and later treasurer of the
co-op board, contacted USDA Rural
Development in Wisconsin about the
project, which had been under study by
tribal leaders since the mid-1990s. Bau
made an initial presentation about the
basics of cooperatives to an Oneida
steering committee of nine community
members and tribal employees in June
of 2000. It was their first direct experi-
ence with cooperatives.

In succeeding months, Bau expand-
ed her presentations to the committee
to examine cooperatives and the roles
of directors, employees and members.
She also made more general presenta-
tions about cooperatives to community
groups.

Bau researched other grocery coop-
erative as possible business models—
including those handling mostly natural

or conventional groceries and those
serving low-income areas. Wisconsin
has 30 food cooperatives, most of which
sprang to life in the 1970s and 1980s
and specialize in natural foods. Two
rural co-op stores which sell conven-
tional foods were eventually selected as
a model for the Tower Foods Co-op.
“For the next two years, I was invit-
ed back about once a month to talk
about structuring the cooperative, dis-
cuss legal issues, provide director train-
ing and talk about recruiting mem-
bers,” Bau says. “The Oneida tribe has
very knowledgeable employees, so my
services were more of a consulting
nature on specific cooperative issues.
More often on cooperative develop-
ment projects, I am used as a facilitator
and organizer. So playing the consul-
tant role was new for me. Bill Ver
Voort was really the point person.”
Ver Voort was familiar with the
Oneida tribe even before going to work
for them in 1999. As a young man, he
farmed land originally within the reser-
vation boundaries. He went on to
secure a degree at the University of
Wisconsin-Green Bay and spent five
years working with nonprofit organiza-
tions, including several years in Thai-
land teaching English and organizing
an English-language program at four

Patricia Cornelius, left, manager of the Oneida Apple Orchard, discusses operations with
Margaret Bau, a cooperative development specialist with USDA Rural Development.

colleges. After his return to the United
States, Ver Voort went to work for his

former neighbors, coordinating OCIFS
programs that help the tribe achieve its
goal of self-reliance in food production.

The grocery store steering commit-
tee included members with business
experience, but most were not familiar
with a grocery operation, much less a
cooperative. However, Parker Plitz, the
Oneida Nation’s planner, a member of
the store’s new board of directors and
the first to become a member of Tower
Co-op, had earlier organized a food-
buying cooperative, which provided
useful experience.

Although not initially familiar with
the cooperative business model, initial
store Manager Carl Lorang had 32
years of experience in the grocery busi-
ness, most of it gained at stores in
Green Bay, and he played a key role in
getting the co-op going. He had
worked for many years with the Super
Valu chain of independent grocers,
which was eventually selected as the
cooperative’s food supplier.

Trelevan and Ver Voort spent time
learning from the manager of Outpost
Natural Foods Cooperative in Milwau-
kee, which serves a specialized, urban
market interested in natural and organ-
ically grown foods. “That experience
was helpful, but the situation of the
Oneida tribe is more rural in nature
and the community definitely wanted
regular groceries,” Bau explains.

A market analysis showed the com-
munity could support a grocery store in
Oneida. Grants were secured and a
location in the tribe’s business park was
selected. A cooperative board of direc-
tors was organized and the Oneida
Community Market was incorporated
in November 2001 to operate as a co-
op. At a subsequent community meet-
ing, products, membership fees, store
hours and store design were discussed.
Contractors were hired to renovate an
existing building.

USDA, others
provide funding

USDA Rural Development provid-
ed the Oneida Nation with a
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Co-op store part of Oneida Food Systems

The Oneidafgrocery cqoperative §s the newkst part of

the @neida Cofimunity Infegrated Fgod Systenys (OCIFS)
program, which was initidted in 1943 to addregs devel-
opmgnt issuesfassociated with povdrty and health pro-
grangs on the (neida resqrvation. THe goal of the pro-
grang is to helpfthe Oneidg tribe bechme self-spifficient
in fopd. Each cpmponentpf OCIFS abldresses gifferent
foodineeds in the commuhity.
IFS includes a beefioperation iTsyunhehkwa (joon-
henk-qua) Cenfer for inte§rating traglitional Onfida agri-
cultdral practiges with halistic procgsses, a cgmmunity
apple orchard/ktore and § small cafnery.

The apple oberation istan exampde of how the tribe
devdtes effort o acquainfing youth yvith agricdlture,
stregsing the ifiportancejf growind healthy fgod and
findihg natural@vays to elfminate pekts. The tripe has
4,004 fruit treeg on 40 acrgs.

I the spring, children from the Oheida elenfentary
schdol arein\Id to tourkhe orchard and IearEabout

i

agrigulture. Thg orchard §lso offersifresh fruitnd veg-
etabjes to all Opeida tribd membersgat lower pfices than
offeged outsidgthe reseryation. Fooll from theprchard is§
alsojfurnished fo the eldekly at the Gneida Sengor Center.
The concepg behind the Tsyunhefikwa Centgr pro-
grany consists pf four intefrelated cgmponents tradi-
tiongl wellnesg commerdial and cognmunity adriculture,
comjnercial fogd productjon and cofmmunity fdod
pre rvationJEre center gs designefl to integrdte the

bestfof traditiogal Oneidagagriculturgl practicep with
holigtic procesfes, basedion princigles of sustginable
devdlopment (ipcluding eizonomic, cological fnd cul-

turallfactors). i

The centgr also resgarches aéd develo

dfet and fos and sudplies oils gnd herbs @sed for mgd-

idinal and trpditional cgremonialpurposes.
hgalth proggam teachds people th use herb
spges and sponsors egucationaljvorkshop

g : g broductiorg, a hoop
hpuse (an ubheated gieenhousego which i}door-brec
pfants are t ), numergus gardenss,

ahd 38 head of organially raiseq cattle.

special medds or celebfations. Sdeds and s
pfovided foghome garflens.

tfe co-op beard, provifles low-ingome com
bers with fopd packaggs from USDA, each
$400 per pegson per mpnth. The fhod pantr

issues low-hcome coghmunity mgmbers fage, such as
eflucation nkeds, unemploymentiand low s@lf- esteen
The Oneifla Pantry bpened in 000 and igrun entirely

by volunteejs. Throughl networkigg, Paul’s

aking, indgor seed-sfarts, ediblk landscafling, veg-
%able gardening, bacgyard livesfock produgtion, saly,

The 83-agre site ingludes barns, organicjgardens,

The Onejfla food digtribution grogram ang food
phntry, diredted by Noki Damrowfwho also I]erves on

indigenoyis

he holistii[:
, gives mds-
on comp@st

| mbers preierve foodsby
chnning, drging, pickligg or cookihg traditiopal foods for

edlings a

unity megn-
vorth abowt
focuses oh

od Pantr

il Green Ba helped thie Oneida fibe organlze its pantry,
apd both opgrations tripde surpluk foods. Fuhd-raising

efforts—sugh as luncieon specials, solicit

fom area rgtailers and an aucti

phntry. m
s

g producjs

—help tqfsustain t

atrick Duffey

Flease dress for the weather! =
Dont forget! October 10 & il Bducational Dags! -

i T

: "4I by Join us for our ?th Annual

! Tsyu nhéhkwa

Huskin g Dee

| Sat., October 5 thru Sat., October 12

| 139 Riverdale/ Cty. J, Oneida, Wl 54155
9 a.m.-6 p.m. * Phone: 869-2707
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through its Rural Business Enterprise
Grant (RBEG) program (see sidebar).
Of that amount, $250,000 was to ren-
ovate the existing building, $142,000
for equipment, $23,700 for a small-
business incubator project (a revolv-
ing loan program), and $45,000 for
the innovative solar system which
generates 34,500 watts of electricity

The Tsyunhehkwa Center promotes events
such as husking bees to connect tribe mem-
bers with their traditional farming practices.




Solar panels behind the Tower Foods co-op supply energy to run the store’s lights

and coolers.

daily to power the store’s lights and
coolers.

The Administration for Native
Americans provided an additional
$78,000 grant to cover the coopera-
tive’s building lease for the first two
years and some equipment costs. A
grant from the First Nation’s Develop-
ment Institute provided $50,000 for a
service road and funds to assist in pro-
viding summer employment at the
store for Oneida 4-H members.

The steering committee worked
with Frieda (Hugo) Clary from the
Oneida Grants Office to develop grant

applications. The Oneida tribal budget
for 2001 included a $250,000 loan to
the cooperative. The loan will gradually
be repaid from store proceeds, starting
in November 2004 as the co-op gains
its financial footing. The tribe will then
use money to lend to other businesses
that locate in the 2,000-square-foot
business park adjoining the cooperative
store. The business park is already
home to a U.S. Post Office facility, an
office building and a food pantry chari-
ty. One prospective future tenant is a
traditional native medicine store.

“We expect the co-op grocery will

attract other small businesses,” Ver
Voort said.

When Tower Foods Co-op official-
ly opened for business, it was thanks
not only to USDA assistance, but to
partnerships formed by multiple gov-
ernment agencies, guidance from trib-
al elders and numerous informational
and training meetings. Assistance
came flowing in from the University
of Wisconsin Center for Coopera-
tives, North Country Cooperative
Development Fund, National Cooper-
ative Business Association, the Coop-
erative Grocers’ Informational Net-
work and the Urban Cooperative
Innovative School of Human Ecology
at the University of Wisconsin. A
video about cooperatives from Wis-
consin Public Television also proved
to be a useful educational tool.

Pat Pelky, president of the coopera-
tive board, said he hopes the store will
be “a very sustainable business—part of
the atmosphere around the community
for years to come.”

Bison meat featured;
tribe building herd

One important product featured at
the co-op market is bison meat, which
has strong cultural and dietary signifi-
cance for American Indians. Bison was,
of course, once a staple for many tribes,
and the Oneida Nation is building its
own herd. It is one of 50 tribal mem-
bers of the Inter-Tribal Bison Coopera-
tive (ITBC), which has member-tribes
in 17 states.
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Rosa, secretary of the
Inter-Tribal Bison Coop-
erative, says there is some
evidence that bison meat

may help in controlling
diabetes. The store also
stocks a 12-foot section of
food items for diabetics.

The Oneida tribal seal is incorporated into the tribe’s
apple orchard logo.

In 1997, the Oneida Nation received
an I'TBC grant of 13 buffalo from the
Wind Cave National Park at Hot
Springs, S. D. In 2001, it received
another grant of 15 female buffalo
from Fort Niobrara Refuge at Lincoln,
Neb. This will allow the herd to repro-
duce in numbers that should make it
self-sustaining.

Bison meat, introduced at the store
a few months ago, will be given an
increasing amount of space in the co-
op store as the tribe’s herd grows. In
addition to serving as a spiritual link
to their past for the Oneida tribe,
leaner buffalo meat is well-suited to
the diet of Native Americans. Dia-
betes is a common ailment on many
reservations (nearly half of the Onei-
da tribe suffer from it). Louis La

The cooperative adver-
tises as its budget allows.
The tribe’s internal e-mail
system reaches 2,500 peo-
ple and carries store adver-
tising every week. In-store weekly spe-
cial sheets are inserted in each
customer’s grocery bag and every other
week an advertisement appears in the
Green Bay Press-Gazette. A special
“Wall of Values” at the front of the
store promotes products on sale each
week.

Store integrating into
tribal community life

Efforts are being made to broadly
integrate the store into Oneida com-
munity life. A farmer’s market that
offers fresh, locally grown produce is
operating near the store. It also offers a
place for community members to sell
other products.

Acting on a suggestion from Ver
Voort, the Falling Leaves 4-H club in
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Oneida was organized last fall by
Jeanne Baum, 4-H youth develop-
ment leader for Outagamie County.
Six 4-H volunteer leaders have
already been trained. Only 10 percent
of the county’s 4-H members come
from an agricultural background. The
co-op is providing job training for 4-H
members and provides the club and
other youth groups—including Boy
Scouts, Girl Scouts and Future Farm-
ers of America (FFA)—with space for
fund-raising activities. Ver Voort
asked officials of the nearby Seymour
High School to have its vocational
shop program build a booth that will
be placed next to the store for fund-
raising efforts.

The 4-H club, which does not limit
membership to the tribe, undertook a
tree-planting conservation project as its
first activity. Spring plans call for plant-
ing an additional 1,000 trees. The club
is generating interest among youth in
the tribe’s agrarian roots and will focus
on Oneida cultural activities.

In these and other ways, the Oneida
Nation is setting a pattern that could
be used by other American Indian
tribes nationwide to harness the power
of a food cooperative to sustain their
members and strengthen ties to nearby
communities. ®



Local co-ops net income
and sales climb in 2001

Beverly L. Rotan
USDA/RBS Economist

ven with near-record
sales by cooperatives in
2001, some cooperatives
experienced losses. In
today’s economic climate,
many for-profit businesses, as well as
cooperatives, have had to pursue merg-
ers, consolidations, staff reductions and
even reorganization under the bank-
ruptcy courts in order to survive.

Factors spurring some of these situ-
ations included mismanagement, con-
tinued fluctuations in costs, low levels
of member participation, depressed
farm prices, drought, rising operating
expenses, outside competition and oth-
er forces. Cooperative management
must be ever vigilant and aware of a
cooperative’s strengths and weaknesses
as they relate to sales, cash flow,
accounts receivable, inventory mix
and/or debt.

Some performance factors are with-
in the control of cooperative manage-
ment, but other factors are not. One
way to become aware of the perfor-
mance of your cooperative is through
financial statements and ratios. Ratios
that help assess your cooperative’s per-
formance include:

1. Liquidity ratios—focus on a com-
pany’s ability to pay bills when due. If
liquidity ratios remain relatively high
for a prolonged period, too much capi-
tal may be invested in liquid assets (for
example, cash, short-term investments,
accounts receivable and inventory) and
too little is devoted to increasing mem-
ber equity. These ratios should equal
one or more.

2000 and 2001

Table 1—rFinancial analysis ratios for all cooperatives,

Ratio 2000 2001
Current 1.35 1.34
Quick 0.68 0.65
Debt 0.44 0.45
Debt-to-total equity 0.81 0.81
Times-interest-earned 2.81 2.90
Total-asset turnover 1.93 1.97
Fixed-asset turnover 6.61 7.1
Gross profit margin 12.70 12.74
Return-on-total assets before

interest & taxes 5.54 5.78
Return-on-total equity 7.91 8.70

2. Leverage ratios—reveal a company’s
use of borrowed funds (rather than
members’ equity for investments) to
expand its business. The goal is to bor-
row funds at a low interest rate and
invest in business activity that produces
a high rate of return, exceeding the tar-
get rate of return for investment. Debt-
to-equity ratio measures the long-term
solvency of a company by comparing
debt to net worth. A company with a
high debt-to-equity ratio could have
trouble meeting fixed interest/debt
payments if business falters or does not
grow as planned. Most lenders would
prefer this ratio to be 3 or lower.

3. Activity ratio turnover—also called
“efficiency ratios,” measure activity or
changes in certain assets. Poor
turnover generally indicates resources
are invested in non-income-producing
assets. The inventory turnover ratio
measures how quickly inventory is sold
and replaced each year. An inventory

turnover of 12 means inventory is sold
(turned over) once each month. The
times-interest-earned ratio measures a
company’s ability to make interest pay-
ments on debt. If the ratio does not
exceed the interest rate on current
debt, the business may not be making
enough to pay interest expenses.

4. Profitability ratios—vary from
industry to industry and should be com-
pared to a company’s ratios for prior
years/periods. The return-on-assets
measures how well a company is using
its assets to generate net profits. The
return-on-member equity ratio measures
a company’s return on members’ money.

USDA surveyed 294 cooperatives,
which provided information for an
upcoming USDA research report
(“Analysis of Financial Statements:
Local Farm Supply, Marketing Coop-
eratives, 2001,” Research Report
197). For the most part, ratios for the
surveyed cooperatives remained rela-
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Farm supplies sold:
Feed
Seed
Fertilizer
Crop protectants
Petroleum products
Other

Total

Products marketed:
Grains and oilseeds
Other

Total
Total sales

2000

1,376,265

229,504
1,486,326
1,268,150
2,891,718
1,149,898
8,401,855

5,320,822
12,481
5,393,309
$13,795,164

Table 3—Average farm supplies sold and products marketed; change from 2000 and 2001

2001

Dollars

1,402,410

282,319
1,755,377
1,259,834
3,408,060
1,164,804
9,272,804

5,460,369
13,609
5,633,978
$14,766,182

Change:
2000 to 2001

Percent

1.90
23.01
18.10
-0.66
17.86
1.30
10.37

2.62
1.55
2.61
1.33

tively unchanged from 2000 to 2001
(table 1). Local co-op savings were up
11 percent and patronage from
regional cooperatives increased 13
percent in 2001.

About 15 percent of the coopera-
tives in the data base had losses in
2001. Through patronage refunds,
regionals were an important source of
revenues and allowed 26 (out of 44)
cooperatives that had local losses to
instead show net income for the year.
Net income averaged almost
$259,000 in 2001, up from $231,000

in 2000, a 12-percent increase.

The co-ops in the data base were
grouped into four categories: small,
medium, large and super (table 2).
Sales by local cooperatives of major
farm supplies (feed, seed, fertilizer,
chemicals, petroleum and farm sup-
plies) averaged $9.3 million in 2001, a
10-percent increase from $8.4 million

in 2000.

Both fertilizer and petroleum sales

increased about 18 percent between the
2 years (table 3). The increases were
due to the rise in propane prices.

Table 2—Size and type definitions used for respondent cooperatives
Cooperative size Definition Number
Small up to $5 million in total sales 92
Medium over $5 million to $10 million 71
Large over $10 million to $20 million 59
Super over $20 million 72

Cooperative type
Farm supply total net sales from farm supplies 152
Mixed farm supply from 50 to 99 percent 67
Mixed marketing from 25 to 49 percent 57
Marketing less than 25 percent 18
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Propane is used to heat farm homes
and as a component in anhydrous
ammonia fertilizers.

Seed sale averages also climbed
sharply, up 23 percent, to $282,000 per
local co-op in 2001. In fact, every cate-
gory (with the exception of crop pro-
tectants) of farm supply sales increased
from 2000 to 2001. In the overall
scheme of things, not all farm supplies
experienced increases in sales—chemi-
cals, machinery, building materials,
containers and food sales decreased.

The total sales (from commodity
marketing and farm supplies) average
rose to more than $14.8 million in
2001. Marketing farm commodity sales
(crops and livestock) showed a small
increase in 2001. Grain sales only
increased about 3 percent. Even with
high market prices and production in
2001, on average, these sales amounted
to $5 million. Service income increased
a little over 1 percent.

Both current assets and total assets
were up slightly, 7 and 5 percent,
respectively, for the 294 co-ops sur-
veyed. Investments increased in prop-
erty, plant and equipment, invento-
ries (grain/oilseed and farm supplies)
and accounts receivable.



Current liabilities for local co-ops
jumped nearly 8 percent during the
two-year study period, with patrons’
credit balances, taxes payable and
accounts payable showing double-digit
increases. Revolving equity redeemed
had the largest decrease (-14.5 percent)
in this category, reflecting multiple
causes, including: losses allocated from
previous years, some cooperatives did-
n’t need more capital, mergers, capital
stock buy-back, etc.

Growth was also experienced in
accrued expenses, as well as in current
and long-term debt. Cash patronage
refunds and seasonal debt decreased.

Cost of goods sold and revenue
almost offset each other in 2000, with
cost of goods sold rising 7 percent. Cost
of goods sold averaged almost 87 per-
cent of net sales. Total expenses climbed
about 7 percent in 2001. Utility costs
increased the most. These factors may
be the reasons some cooperatives had
net income losses for the year.

Co-ops in the study had an average
of 39 employees (part- and full-time),
who earned an average salary of
$24,863. Total employee expenses
were up about 6 percent in 2001.
Directors’ fees and expenses were a
small part of total costs. However,

director compensation is an important
factor that helps many cooperatives
convince producers to divert time
each month to helping guide their
cooperative. Co-op boards averaged
seven members, who were paid an
average of $886 per year.

Local agricultural cooperatives con-
tinued to play a vital role in supplying
goods and services to their farmer-
members and marketing their crops.
Local co-ops are also important to rur-
al communities, where they are often
one of the largest employers and gen-
erate considerable tax revenues for
their communities. ®

Turkey growers grateful for Nebraska, Michigan co-ops

Turkey growers in Nebraska and Michigan were grateful for cooperative
markets this past fall. Four years ago, Michigan growers lost their contract
when Bill Marr Foods, part of Sara Lee Corp., moved its boning and slaugh-
tering operations to lowa. That left local farmers with no processing plants
in the state. To compensate, they formed Michigan Turkey Producers Coop-
erative and opened a processing plant at Wyoming, Mich., in 2001. “Today,
the plantis a dream come true. It employs nearly 400 workers and process-
es more than 4 million turkeys a year. The cooperative now has 16 farmers
raising turkeys on 43 farms,” said CEO Dan Lennon. “Co-op members
account for 90 percent of the 4.5 million turkeys raised in Michigan each
year. At the moment, the cooperative sells its meat raw, but anticipates
cooking meat directly in a couple years,” he said.

Meanwhile, west of the Mississippi, the experience of co-op turkey grow-
ers in Nebraska has a longer history, but the same gratitude for a cooperative
market still exists. The state’s turkey industry is a year-round business worth
$35 million annually to the state’s economy. While Deb Van Matre has only
managed Nebraska Turkey Growers for the past two years, she's been asso-
ciated with the cooperative and its 20 members for the past 19 years.

The cooperative will mark its 65th anniversary in February. Each member
is an independent grower, supplying their own feed, birds and facilities.
Each year, they sign a marketing agreement with the cooperative to supply
turkeys to the plant at Gibbon. Members elect the seven-person board.

For marketing services, the Nebraska cooperative turns to Norbest cooperative of Midvale, Utah. The majority of the birds
are packaged under the Norbest Nebraska-grown label. The Nebraska members receive baby turkeys from a hatchery, raise
them from 12 to 14 weeks and produce as many as seven cycles of bird a year. The plant processes about 4 million turkeys a
year, or about 50 million pounds. That compares to just 12 million pounds when the cooperative started. Van Matre expects to
hit peak production for the 2003 season. The plant employs 225 people and has an annual payroll of about $4 million.

Van Matre is optimistic about the cooperative’s future and expects turkey consumption to continue increasing. “We
are looking at future expansion at the plant and considering adding new products. \We are in some planning stages now for
that over the next three years,” she said. m

A new, co-op turkey packing plant in
Michigan is processing 4 million birds per
year. USDA Agricultural Research Service Photo
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West Central Soy receives
value-added ag award

West Central Soy, a subsidiary of
West Central Cooperative of Ralston,
Towa, is the recipient of the 2002 “Val-
ue-Added Agriculture” Iowa Venture
award. The award recognizes significant
contributions and leadership in promot-
ing and developing Iowa agriculture.

West Central Soy and its coopera-
tive members have built the largest,
state-of-the-art soy diesel facility in the
country. A fuel of the future, biodiesel
is a clean-burning fuel that meets the
toughest pollution standards. West
Central will produce 12 million gallons
of biodiesel from 12.5 million bushels
of soybeans annually at its Ralston
facility in Carroll County.

“This is the sixth year we have rec-
ognized Iowa ag enterprises for provid-
ing jobs, investment and leadership to
local economies,” says Rand M. Fisher,
president of the Iowa Area Develop-
ment Group (IADG), who presented
the award Dec. 4 at the Jowa Farm
Bureau annual meeting in Des Moines.
“The economic impact of biobased
fuels in Iowa is huge. Together, soybean
and corn farmers are helping reduce
dependency on foreign sources of oil
while enhancing air and water quality.
The investment by this farmer-owned
cooperative will strengthen our state, its
communities and the families of lowa.”

TADG, the business development
arm for lowa’s rural electric coopera-
tives, is in a partnership with the Iowa
Farm Bureau Federation to advance
value-added agriculture to expand eco-
nomic opportunity and increase farm
income. Previous award winners
include the Iowa Farm Bureau Federa-
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tion, Southwest Iowa Egg, Wells Dairy,
West Liberty Foods, Tall Corn Etha-
nol, Midwest Grain Processors, Quad
County Corn Processors and Siouxland
Energy & Livestock.

Upstate Dairy Co-op
targets teen market

In response to a national study indi-
cating interest by teenagers in single-
serve flavored milk from vending
machines, Upstate Farms Cooperative
at LeRoy, N.Y,, has been pursuing this
market at more than 45 schools and uni-
versities across the state. Milk sales from
vending machines have increased 300
percent. “Intense” chocolate and vanilla
are the most popular flavors. Two years
ago, the cooperative used 15 machines
to conduct test studies in small schools.

“It’s proving to be a popular alterna-
tive to carbonated beverages,” said

Upstate Dairy Cooperative is having good
results using vending machines to sell fla-
vored milk to teenagers. Photo courtesy
Upstate Dairy Co-op
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Mark Serling, marketing director for
Upstate Farms. “The idea for milk
vending came after we switched to
using plastic bottles. The next step is to
bring more product offerings into the
schools and other flavors.”

Growmark purchases Agway'’s
agronomy, seed businesses

Agricultural supplier GROW-
MARK Inc., of Bloomington, Ill., has
sealed the purchase of the agronomy
and seed business units of Agway Inc.,
Syracuse, N.Y. The deal includes the
assets of Seedway Inc. production facil-
ities, wholesale and retail agronomy
facilities plus Agway’s equity interest in
CF Industries and Allied Seed LLC.

Bill Davisson, GROWMARK CEO,
has named Ed Rodenburg, vice presi-
dent of eastern retail operations, to head
the cooperative’s new Northeast opera-
tions. He had been the cooperative’s
Ontario region manager in 1994 and
later managed the agribusiness of Agri-
core in Calgary, Alberta, Canada before
rejoining GROWMARK in October.

“As we bring the red and black ‘FS’
brand to farmers in the eastern United
States, I’'m confident they will be bene-
ficiaries of the professional people,
product and services that create solu-
tions to farmers’ unique challenges,”
Davisson said. “Our vision is to
improve long-term farm profitability
through innovation and commitment
to excellence.”

GROWMARK provides agricultural-
related products and services to local
cooperatives in [llinois, lowa, Wiscon-
sin and the Canadian province of
Ontario. GROWMARK’s predecessor,
FS Services, was one of the founding



cooperatives of CF Industries. Davis-
son is currently board chairman of the
interregional fertilizer manufacturing
and distribution cooperative.

Meanwhile, due diligence is expect-
ed to be completed by Jan. 1, 2003, in
the alignment between GROWMARK’s
consumer division and Country Depot
franchise dealerships and TruServ
Canada’s chain of cooperative hardware
stores. The original letter of intent to
align was signed Sept. 11. Details of
the combination are pending. GROW-
MARK has had a presence in Canada
since it purchased United Cooperatives
of Ontario in 1994.

Agri-Mark to buy
McCadam Cheese

Expansion of its cheese business and
merger of a local farm supply coopera-
tive are on the business agenda of Agri-

Mark, a dairy marketing cooperative
based at Metheun, Mass. Both transac-

1,400 members in six New England
states and New York. Sales reached
$625 million in fiscal 2001. The coop-
erative markets much of its milk
nationwide through its Cabot brand of
Vermont Cheddar cheese, butter and
other dairy products. The balance of its
milk is marketed to dairy processors in
the eastern United States. The cooper-
ative owns three processing plants.
The cut-and-wrap portion of
McCadam operations at Heuvelton,
N.Y,, located 150 miles north of Syra-
cuse, will be transferred to Agri-Mark’s
Cabot facilities in Vermont. McCadam
had been shipping cheese from
Chateaugay to Heuvelton for storage,
curing, packaging and distribution. Bri-
an Lee, McCadam president and man-
ager, lamented the loss of up to 110 of
the 130 jobs at the plant. But in the
broader view, he said, “the sale by a for-
eign owner 7,000 miles away to a coop-
erative of American dairy farmers is a

An American Hertage

good thing. McCadam cheese will
be available to a wider market.”
The warehouse and direct-to-
store delivery operations will be
retained at Heuvelton.

The cheese company was
founded there in 1876 by William
McCadam. The firm became a
wholly owned subsidiary of Dean
Foods which purchased it 1972,
but then sold it to Valio in 1991.

Paul Johnson, Agri-Mark presi-
dent, said McCadam’s $60 million
in annual sales would complement

tions should be completed by the end of
January 2003. Agri-Mark plans to pur-
chase McCadam Cheese at Chateaugay,
N.Y., from Valio Limited of Finland,
which includes cheese manufacturing
assets in which McCadam produces
award-winning New York Cheddar
cheese, Muenster, Colby and other
cheeses, including European varieties.

The deal is contingent upon a merg-
er between Agri-Mark and the 150-
member Chateaugay Cooperative,
which co-owns the cheese plant with
Valio. The farm supply cooperative’s
board of directors has already endorsed
the pact with Agri-Mark, which has

the Cabot brand of dairy products.
“Nothing is stronger in the marketplace
than farmers working together,”
observed Chairman Carl Peterson. He
said the combination would help “propel
the McCadam business to new levels of
market growth and profitability for dairy
farmers.” The Chateaugay farm supply
store next to the cheese plant will con-
tinue to be operated and serve local
farmers.

Farmland gets extension;
2002 losses at $346 million

Farmland Industries has been given
an additional four months, until March
27, to complete and file its reorganiza-
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tion plan needed to emerge from
Chapter 11 bankruptcy. As of this writ-
ing in early December, the co-op was
still working to extend agreements with
its bankers.

The co-op reported $346 million in
losses for fiscal year 2002. The loss was
before taxes, and includes one-time
restructuring and reorganization
expenses and losses from discontinued
operations.

Despite overall red ink, Farmland’s
refrigerated foods business sales
climbed 72 percent, to $59.7 million,
during 2002. Sales were up 3 percent
for further-processed meat, an area on
which Farmland hopes to pin its future.
“Our focus on further-processed meats,
including our leadership position on
CaseReady pork and beef, strength-
ened margins considerably,” reported
CEO Robert Terry. Still pending is the
sale or repositioning of Farmland’s fer-
tilizer and petroleum assets to erase
some of that red ink.

Farmland’s sales for fiscal 2000 were
$6.6 billion, down from $9.2 billion in
2001. The decline was partly due to the
formation in 2001 of ADM-Farmland,
a grain marketing company wholly
owned by Archer Daniels Midland
(ADM) but supplied by the Farmland
cooperative system. Farmland’s grain
sales in 2001 reached $1.7 billion. Ter-
ry said Farmland’s reorganization plan
represented commitments to progress
rapidly and thoroughly by working
closely with committees representing
unsecured creditors and bond holders.

American Crystal Co-op pays
$34 million for sugar plants

Three sugar processing plants in
‘Torrington, Wyo., Sidney, Mont. and
Hereford, Texas, have been purchased
by American Crystal Sugar Co. of
Moorehead, Minn., for $34 million
from Imperial Sugar Co. The Torring-
ton plant will be leased to Western
Sugar Cooperative of Denver. Ameri-
can Crystal will operate the Sidney
plant, while the Hereford factory, idled
since 1998, will not be immediately
reopened. Jim Horvath, American
Crystal president, said the additional
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acreage and processing capacity at Sid-
ney “will add value to our cooperative’s
customers, shareholders and the Sidney
community alike.” About 11,800 acres
are being harvested for the Torrington
plant this year vs. 30,000 acres 2 years
ago. American Crystal has two plants in
North Dakota and three in Minnesota.

Graves joins USDA advisors

David Graves, president of the
National Council of Farmer Coopera-
tives, Washington, D.C.,, is among 11
new members of the U. S. Department
of Agriculture’s National Agricultural
Research, Extension, Education and
Economics advisory committee. He was
appointed by Agricultural Secretary Ann
Veneman to advise on USDA research,

education and extension policies and
priorities. The 30-member board was
reauthorized in the 2002 farm bill.

Improving denim market
sparks PCCA rebound

Despite early losses as it exited the
yarn-dyed business, Plains Cotton
Cooperative Association (PCCA) at
Lubbock, Texas, rebounded from a
sub-par year in 2001, thanks in part to
an improved denim market, President
Van May told shareholders at the 49th
annual meeting in September. Total net
margins reached $3.5 million. The
cooperative distributed $11.2 million in
cash payments to members, $5.2 mil-
lion to marketing, warehouse and pool
patrons, $943,000 in stock retirements

and about $5.1 million for retiring per-
unit retains.

The Mission Valley Fabrics facility
was converted to yarn spinning, den-
im weaving and finishing due to a
heavy flow of cheap, imported textiles
and apparel from Asia. All denim
weaving was relocated to PCCA’s
American Cotton Growers plant at
Littlefield, Texas. “The improved
denim market enabled us to work
more closely with our major customer
and we have expanded our customer
list to insulate us from any single cus-
tomer having a difficult time in the
market,” May said. New denim prod-
ucts and finishes, he noted, increased
flexibility in meeting customer needs
and improving earnings.

Meeting the Challenge continued from page 6

damaging as any failure in financial oversight.

5. Seek efficient structures. As farmers and cooperatives
enter the 21st century, traditional structure is under severe
pressure. When profit margins are thin, internal conflicts
among the layers of decision makers in a federated system—as
each strives to capture what margins there are—can become
debilitating. Also, assets are tied up in farm supply manufactur-
ing facilities and grain elevators that might be better deployed
in information technology and value-added food processing.

Large, federated cooperatives are facing intense competi-
tive pressure. In some cases, smaller, centralized associations
will be able to function with less capital and to make manage-
ment decisions relatively quickly. When these associations
see an opportunity that is beyond their reach, they may be
better off forming a joint venture with other cooperative and
non-cooperative firms than forming a federated cooperative.
"This provides access to people, funding and markets not oth-
erwise available while they continue to function as an inde-
pendent cooperative organization.

Farmer-members must ask themselves some fundamental
questions: Do they have to own physical assets they can see
and touch? Can they operate in an environment of shared
control and benefits? Can they allow their cooperative busi-
nesses to evolve and change?

6. Forge a strong public policy presence. Government
decisions will play an important part in the future of coopera-
tives. Farmers and cooperatives will receive few favorable laws
or administrative decisions just because they think they deserve
them. Good policy outcomes, like good business outcomes, are
usually the result of careful planning and hard work.

In the 21st century, cooperatives must enhance their role
in protecting and advancing the political interests of farmers.

36 Fanuwary/February 2003 / Rural Cooperatives

This includes educating legislators regarding how coopera-
tives might receive stronger support in terms of access to and
assistance from federal and state programs. It also means col-
laborating with program administrators to make sure produc-
er-members receive the maximum benefit, or suffer the least
possible harm, from public sector initiatives.

7. Make decisions based on cooperative principles.
"The core cooperative principles (user-ownership, user-con-
trol and user-benefit) make the cooperative a unique form of
organization with distinct characteristics, strengths and diffi-
culties. While all three principles are important, the concept
of user-control seems most critical to operating on a cooper-
ative basis. As cooperative members struggle to adjust to the
demands of the 21st century, they may find that flexibility is
necessary to protect the continued availability of a coopera-
tive presence in the industries where they do business. But
only through continued user control can the members ensure
that these deviations from the norm don’t transform their
“cooperative” into just another investor-owned firm. It is
through control that members ensure business outcomes
consistent with their goals for their cooperatives.

Control is the ability to make the decisions that determine
how the entity conducts itself. Member-users can have 100
percent of the voting rights and still give away control to
management, lenders, outside equity holders or advisors. To
increase the likelihood of success for the greatest number of
cooperatives in the 21st century, the single most critical rec-
ommendation of those who participated in USDA’ focus
group meetings is this: cooperatives must have highly compe-
tent directors who understand how to exercise effective con-
trol over their cooperatives and do so in a manner that pro-
motes the best interests of the member-users. =



GROWMARK turns 75
with sales of $1.3 billion

It started with the delivery of rail tank
cars of kerosene destined for Illinois
farms in the 1920s. Seventy-five years
later, GROWMARK recorded earnings
of $17.5 million on sales of $1.3 billion
in the midst of a nationwide downturn in
many parts of agriculture. Member com-
panies will share patronage refunds of
$14.4 million for 2002. Those marks are
down from fiscal 2001, when the coop-
erative showed earning of $18.3 million
based on sales of $1.4 billion.

While National Cooperative Refin-
ery Association (NCRA) provided
$14.4 million in petroleum patronage,
a depressed fertilizer industry prevent-
ed the co-op from collecting patronage
refunds from CF Industries, a fertilizer
manufacturing company it is part own-
er of. UPI, an Ontario-based petrole-
um company owned jointly by
GROWMARK and Sonoco, provided
a $1 million dividend to the coopera-
tive. Member companies will share $1
million in patronage from the feed
alliance with Land O’Lakes. Grain vol-
ume through a joint venture formed 17
years ago with Archer Daniels Midland
was up 3 percent.

GROWMARK is supplying its member co-
ops with soybean-based diesel fuel and
lubricants. Photo courtesy GROWMARK

CEO Bill Davisson has set twin
goals of increasing revenue while con-
trolling costs. One goal is to earn $15
million before patronage from NCRA
and CFE. “Profitable growth will come
from increased market share with all
members and increased number of
members in an expanded geography,”
he said. “The GROWMARK system
deals in a $60 billion market in our
core geography. A market share
increase of just 1 percent across our
system could result in a sales increase
of $60 million and, in turn, produce
the $15 million income goal.”
Increased share has accompanied geo-
graphic growth in recent years.

Davisson said meeting the income
goal would help the cooperative revolve
equity in accordance with its base plan
“to keep ownership in the hands of
those who rely on their regional coop-
erative. It would build the system’s base
capital through retained earnings, pro-
viding both a safety net in cyclical
downturns and a resource base to allow
us to capitalize on opportunities.”

Chairman Dan Kelley credited
progress to concentrating on the coop-
erative’s core business in agronomy,
energy and grain marketing. He said
the cooperative needed to strengthen
its seed area because “better seed tech-
nology will be an important addition
over the next 5 to 10 years.”

Meanwhile, the cooperative has
begun supplying its member compa-
nies with soybean-based lubricants
based on technology developed by
researchers at the University of North-
ern Jowa in 1991. Environmental
Lubricants Manufacturing Inc. was
formed to transfer the technology into
commercial soy-based products, such
as bar/chain and gear lubricants, truck
grease and industrial and tractor
hydraulic fluids. The lubricants are
biodegradable and less toxic than tra-

* maintain a strong balance sheet
and promote member investment
in the co-op;

* reduce system costs;

* don’t try to be all things to all
people;

* a mature industry warrants
change, but position the co-op
prudently;

* work to keep the cooperative sys-
tem (your system) viable and
strong; and

* keep up with farming trends, seek-
ing opportunity where feasible.

One of the implicit themes in each

of these lessons is cooperative educa-
tion. Education about your cooperative
— how it is uniquely structured and
governed, how it fits in the market-
place, how it adds to a strong overall

cooperative system and how it affords
benefits to members that would be
sorely missed if it were gone.

"This education and communication
effort must consistently be provided to
current members, prospective members
and even to the general public in com-
munities where your cooperative con-
ducts business. Educational initiatives
with 4-H, FFA and other youth groups
are especially important. Directors are
strongly reminded to do their utmost
to keep well versed and educated about
the increasingly complex issues faced in
carrying out your critical duties and
responsibilities.

Each one of you—whether a director,
management team member, employee or
member—must be an “educator” in the
true sense of the word.

Finally, when we have seen coopera-
tives falter, it is important to recognize
that it is because of a business problem,
not a cooperative problem. The cur-
rent problems with a depressed econo-
my have hit farmers especially hard and
have presented new challenges and
problems to solve in cooperative busi-
nesses. Rather than pretend that these
issues do not exist, or will soon go away
and that things will always stay the
same, board members, working in con-
cert with management, must forth-
rightly direct attention to them.

I hope all of us here today under-
stand that the cooperative model of
doing business remains strong and a
valid means for farmer-members to
work together for their economic
good.
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ditional lubricants made from petroleum.
More than 15 millions gallons of soy
biodiesel were sold by 35 member coop-
eratives this spring. Nearly 75 percent
of the gasoline sold in the GROW-
MARK system contained ethanol.
Davisson said the renewable “home-
grown fuels” are good for the environ-
ment, agriculture and in reducing our
dependence on foreign sources of fuel.

CHS nets $126 million
CHS Cooperatives reported net
income of $126 million for fiscal 2002,

down more than $50 million from
2001. But CEO John Johnson said per-
formance was ahead of budget for
every major business unit of the Min-
nesota cooperative. Consolidated sales
of $7.73 billion were near the $7.75
billion mark for 2001.

“As we pursue our vision as an agri-
cultural supply and grain-based foods
system, CHS will continue to measure
decisions on future projects and acqui-
sitions against our priorities of main-
taining a solid financial foundation and
investment-grade balance sheet,”John-

son said. CHS handled 1.2 billion
bushels of grain, the eighth consecutive
year the cooperative has moved more
than 1 billion bushels. Earnings in
agronomy, country operations, grain
marketing, oil seeds processing and
foods were ahead of 2001, as were
earnings from processed grains and
foods. Wheat milling operations were
shifted into Horizon Milling LLC, a
joint venture with Cargill Inc. CHS
owns 24 percent of the venture. Energy
earnings also were significantly ahead
of budget.

What went wrong at Agway? continued from page 15

restructuring plan called for exiting sev-
eral profitable businesses to raise cash to
reduce debt, a red flag. Another warning
was Agway’s failure to sell its leasing
division Telmark, which led to severe
financial distress for the co-op, the
report said.

Agway’s announcement on June 14
that it would no longer repurchase
subordinated debt was yet another
warning sign, as was the simultaneous
resignation of Agway’s two outside,
non-member board directors in June.
There was no press release announc-
ing their resignation, another red flag,
the report said.

Agway also filed its annual report
and required SEC filing as late as pos-

sible. It hadn’t done that in other years.

The report says that while Agway is
struggling, the cooperative remains a
major competitive force in the North-
east and helps drive down prices for all
farmers.

Members, directors and managers
are all accountable for Agway’s trou-
bles, the report concludes: Members
have asked Agway to do too much
without considering the costs involved;
directors didn’t always demand prof-
itable results; and managers sometimes
selected the wrong strategies.

Agriculture has changed in the past
30 years, as has the way farmers buy
their supplies.

“The market has changed quickly

and dramatically for supply coopera-
tives, and Agway was slow to react,”
Anderson said. “We think they just did-
n’t move quickly enough.”

Agway’s Hoefer agreed that the con-
solidation and concentration of agricul-
ture has changed rapidly.

“In some cases, we’ve been slower
than the marketplace in our response,”
he said. “But there have been a lot of
challenges in response to those changes
in agriculture.” Agway officials
received a copy of the report as a cour-
tesy, the professors said. m

The Herald Co, Syracuse, N.Y., 2002; The
Post-Standard; All Rights Reserved;
Used with permission.

Focus On ... continued from page 26

keting members pay a per-acre fee for
this service.

New Tools: Rising levels of partici-
pation in UFM resulted in the co-op
turning to a local computer program-
mer to create a new database. This soft-
ware program allows producers to
review hypothetical marketing scenar-
ios, weighing benefits against profitabil-
ity objectives. It includes key customer
financial information, such as financial
obligations, farm history (including
yield and revenue), crop insurance rev-
enue guarantees and expected prof-

itability based on net present value. At
any point, producers can see the result
of forward pricing, ag options and cur-
rent price vs. what the expected prof-
itability outcome would be. This then
can be weighed against expectations.
Co-op leaders credit the computer
program with helping to keep partic-
ipation retention in the program
running in the high 90-percentile
range. UFM recently entered into a
contractual arrangement to sell this
software to AgVantage Software, in
Rochester, Minn., which is market-
ing it as part of a package with other
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existing software for producers.

Contact phone: (217) 964-2111;
fax: (217) 964-2260; Web site:
www.ursacoop.com; e-mail:
rlhugen@adams.net. m

The “Focus on...” section of the magazine
is intended to showcase cooperatives that
are finding innovative ways to deal with a
marketing or member services challenge. If
you would like to see your co-op featured
in this space, please send an e-mail, briefly
stating how you are meeting a key chal-
lenge, to: dan.campbell@usda.gov, or call
the editor at (202) 720-6483.
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step-by-siep directions, fum o How fo
Sdart a Cooperalive, CIR-T.
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GET SET!!

When somebady & ready 10 learm more
abouf what makes a co-op special and
how cooperalives work, they need
Co-ops 101, CIR-55.
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Download from our website at www, rdev.usda.gov
Or, fill out the order form balow and send or fax bo:

USDA/Rural Business-Cooperafive Service
1400 Independence Avenue, SW

STOP 0705,

Washington, D.C. 20250-0705.

Telephone: Area Code (202) T20-8381
FAX Number: Area Code (202) 690-4083
E-mail: coopinfod® usda.gov

Yes| Send me:

copies of Co-op Information Report 54:
Jain a Cooperative.

copies of Co-op Information Report 55:

Co-ops 101

copies of Co-op Information Repart 7,

Haow to Start a Cooparative.

Address

Zip
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Subscriptions Order

Form

Order Processing Code

*h389

Company or Personal Name (please type or print clearly)

Additional Address/Attention Line

Street Address

City State Zip Code

Daytime Phone Number including area code

Purchase Order Number

Please Choose Method of Payment:

[Jcheck payable to the Superintendent of Documents
[JS0D Deposit Account [ T 1T T 1T 1T ]
JVISA [JMasterCard  [J Discover/NOVUS

HEEEEEEEEEEEEEEEEEEn
[T 1T 1] (expiration date)

[JAMEX

___ subscriptions to Rural Cooperatives
(NFC) for $21 per year.

The Total cost of my orderis $

The price includes regular shipping and
handling. International customers please
add 25 percent. Prices subject to change
without notice.

Mail This Form To:

New Orders, Superintendent of
Documents ® PO Box 371954
Pittsburgh, PA * 15250-7965

Toll Free: (866) 512-1800
Phone: (202) 512-1800
Fax: (202) 512-2250

Easy Secure Internet:
bookstore.gpo.gov

May we make your name/address available to
other mailers? yes no

(Authorizing Signature)

United States
Department of Agriculture
Washington, DC 20250

OFFICIAL BUSINESS
Penalty for private use, $300

NOTICE:
0 Check here to stop receiving this publication,
and mail this sheet to the address below.
0 NEW ADDRESS. Send mailing label
on this page and changes to:

USDA/Rural Business—Cooperative Service

Stop 3255
Washington, D. C. 20250-3255

40  Fanuwary/February 2003 / Rural Cooperatives

Thank You for
Your Order!
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