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Abstract

This report examines the vital role that agricultural cooperatives perform in providing petroleum
products to farmers and rural America. All aspects of cooperative involvement are documented,
from acquisition of crude oil and natural gas and crude oil refining, to the wholesale and retail
distribution of refined petroleum products. Fifteen regional and interregional cooperatives
responded to a survey that asked detailed information on their petroleum operations.
Cooperatives continue to be an important supplier of petroleum products for farm production,
having a 41 percent share of marketing activity in 1993.
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Preface

Regional and interregional cooperative petroleum operations—refineries and wholesale and
retail marketing and distribution—are documented in this report. Challenges and opportunities
for cooperatives in the petroleum industry are also identified.

The authors acknowledge special assistance from Robert E. Plett, CENEX; Michael A.
O’Connor, NCRA; Stephen B. Burnett, Agway; Marvin Weisert, Growmark; Hosein Shapouri,
USDA; and James P. Howell, National Council of Farmer Cooperatives.
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Highlights

Agricultural cooperatives play a vital role in providing petroleum products to U.S. farmers and
rural markets. In 1993, more than 2,500 regional and local cooperatives sold $5.2 billion worth of
petroleum products. Fifteen regional and interregional cooperatives, representing most of those
handling petroleum products, provided information on their operations for this report.

Cooperatives provided 41 percent of petroleum products used by U.S. farmers for farm produc-
tion, up slightly from 1988—46 percent of all gasolines, 37 percent of diesel fuel, and 49 percent

of propane.

Regional cooperative suppliers of petroleum products to farms and rural areas identified four
challenges, ranked as follows:

* growing legislative and regulatory burden,

 decreasing number of farms and farm customers,

* increasing distribution costs, and

« deterioration of rural roads and bridges.

The cooperatives also identified four opportunity areas, ranked as follows:

¢ rural nonfarm markets,

« retail pump sales to highway traffic,

e card- or key-activated outlets, and

¢ convenience stores with fuel stations.
Crude oil produced from cocperative-owned wells dropped to 1.5 million barrels in 1993, less
than half of 1988’s production. Natural gas produced from cooperative-owned wells also
dropped to almost 4 billion cubic feet.
Cooperatives owned and operated four refineries, with a combined capacity of about 200,000
barrels per calendar day. Eighty one percent of the crude oil supply for these refineries came
from domestic sources.
Total liquid fuel production at cooperative refineries of 64 million barrels in 1993 fell 6 percent
from 1988. Production of unleaded gasoline and premium diesel fuel showed large increases
from 1988. Cooperative refineries produced 25 million barrels of distillate fuels in 1993. More
than 88 percent of all gasolines produced by cooperative refineries and more than 94 percent of
both distillate fuels and propane were delivered to cooperatives.
In 1993, regional cooperatives handled slightly larger quantities of gasolines and slightly smaller
quantities of distillates in their wholesale operations than in 1988. Regional cooperatives han-
dled nearly 2.3 billion gallons of all types of gasoline. Distillate fuel handlings of 2 billion gallons
in 1993 were down 6 percent from 1988.
The largest volume of petroleum sold by regional cooperatives was distributed to local coopera-

tive outlets in the Corn Belt, Lake States, Mountain and Pacific, and Northern Plains regions—
84 percent of gasolines, 68 percent of distillate fuels, and 84 percent of propane.
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Petroleum Cooperatives, 1993

E. Eldon Eversull
John R. Dunn
RBCDS—Cooperative Services

Agricultural cooperatives play a vital role in providing
petroleum products to U.S. farmers and rural markets. In
1993, cooperatives provided petroleum products valued at
$5.2 billion. Much of it was used for farm production.

Cooperatives were involved at all levels in petroleum
product production and distribution, from crude oil well
exploration, development, and production, to the wholesale
and retail distribution of refined petroleum products.

The operations of 17 regional and interregional cooper-
atives that handle petroleum were surveyed (table 1). Two of
those responding either no longer sold petroleum products
or sold only a small amount of lubricating oil and grease.

Cooperatives’ Share of Sales

Cooperatives continued to play a significant and
increasing role in providing petroleum products used for
farm productibn. In 1993, cooperatives provided 46 percent
of all gasolines, 37 percent of diesel fuel, and 49 percent of
propane sold to farmers (table 2). These shares were up
slightly from 1988 levels, but still below the 1979 peak of 45
percent.

The gallons of fuel provided by cooperatives in table 2
have been adjusted by information from a recent
Cooperative Services (CS) study (Chesnick). The 700-plus
local cooperative respondents said they received 11 percent
of their gasolines and distillate fuels and 17 percent of their
propane from noncooperative sources. By including these
additional amounts of fuel, cooperative market shares of
gasolines and distillate fuels both increased 2 percent while
propane was up 4 percent.

Only a portion of the total fuel sold by cooperatives is
used for farm production, even in predominately rural areas.
Respondents estimated total sales of each petroleum product
that was sold for nonfarm use, use in farm production, and
use on farms other than production (table 3). These estimates
form the basis for the share figures provided in table 2.

Except for a small shift in gasoline used for farm pro-
duction and other fuel oils (which incurred a large shift but

has a small impact due to low sales), little changed in the
percentage of fuels used for farm production. Sales of distil-
late fuels, the major farm power fuels, reflected continued
heavy use for farm production.

Challenges and Opportunities

Looking to the next millennium, petroleum coopera-
tives will face numerous challenges and opportunities as
changes continue in their basic markets and ways of doing
business. Some are unique to the petroleum industry and
cooperatives’ niche within it, some are common to all
agribusiness concerns serving the American farmer, and oth-
ers are endemic to the U.S. cooperative system.

For example, the industry was challenged by an
Environmental Protection Agency (EPA) requirement that
refineries produce low-sulfur diesel fuel for highway use by
Oct. 1, 1993. This required investment in expensive addition-
al equipment, such as a diesel hydrotreater. More than 34
percent of cooperative refinery production met this chal-
lenge and 51 percent of regional cooperative diesel sales
were low sulfur. By the end of 1993, essentially all coopera-
tive diesel sales were low sulfur.

The cooperative system, itself, is challenged by its
farmer-members to sell a renewable resource fuel, ethanol-
enhanced gasoline. About 29 percent of gasoline sold by
regional- or local-owned petroleum outlets was probably
ethanol or ethanol-enhanced. Ethanol is primarily produced
from corn, so cooperatives have turned ethanol-enhanced
gasoline sales into an opportunity to add value to their
farmer-member corn crop.

Challenges

With 187 refineries and many thousands of retail ser-
vice stations and bulk delivery outlets, petroleum coopera-
tives face major challenges. Most of these cooperatives also
sell a variety of other farm supplies, so their petroleum sales
may be complementary to other farm supply sales and thus
expose them to competition from other farm supply distribu-



Table 1i—Regional and interregional petroleum cooperatives' structure, fiscal year,
and type of operations, 1993

Crude oil
Operations Refining production
Cooperative and Headquarters Fiscal Through Through
year Retailing Wholesaling Own inter- Own inter-
ends on: facilities regional facilities regional
FEDERATED COOPERATIVES:
CENEX, Inver Grove Heights, MN'2 9/30 ® L ® ® ° L
Countrymark Cooperative, Inc., indianapolis, IN? 8/31 — ® [ —_— o —
Delta Purchasing Federation, Greenwood, MS? 6/30 — ® — — — —
Farmland Industries, Kansas City, MO? 8/31 ® ° ® — — —
Growmark Inc., Bloomington, IL'2 8/31 — ] — ® — [
SF Services, Little Rock, AR? 6/30 —_ ® —_ — — —_
South Dakota Wheat Growers, Aberdeen, SD 12/31 — ® —_ — — —
Tennessee Farmers Cooperative, LaVergne, TN? 7/31 — ® — — — —
Waterloo Service Company, Waterloo, 1A 8/31 — ® — — — —
CENTRALIZED COOPERATIVES:
Agway Inc., Syracuse, NY?2 6/30 ° ® — — — —
Maine Potato Growers, Presque Isle, ME? 6/30 ® () — — — —
MFA Oil Company, Columbia, MO" 8/31 ® ® — ) — ®
MIXED COOPERATIVES:
Farmers Petroleum Cooperative, Lansing, MI2 8/31 ® ) — —_ — —
Southern States Cooperative, Richmond, VA2 6/30 ® ) — — — —

INTERREGIONAL COOPERATIVES:
National Co-op. Refinery Assn., McPherson, KS 6/30 — o ® — ® —

Universal Cooperatives, Inc., Minneapolis, MN 7/31 — ® — — —_ —

@ Cooperative involved in this activity, and,—cooperative not involved in this activity.

1 Members of National Cooperative Refinery Association: CENEX, Growmark, and MFA Oil.

2 Members of Universal Cooperatives, Inc.: Agway, Alabama Farmers, CENEX, Countrymark Cooperative, Inc., Delta Purchasing Federation,
Farmers Petroleum Cooperative, Farmland Industries, Gold Kist, Growmark, Maine Potato Growers, SF Services, Southemn States
Cooperative, and Tennessee Farmers Cooperative.



Table 2—Cooperatives’ share of fuel used for U._S. farm production

Fuel used for U.S. farm production

Cooperatives’ share

Year/product Total fuel provided Total fuel provided of fuel used for
byall sources by cooperatives U.S. farm production
1,000 gallons Percent
1993
All gasolines 1,404,393 645,130 45.9
Diesel fuel 3,298,098 1,231,723 37.3
Total liquids: 4,702,491 1,876,853 39.9
Propane or LP gas 761,204 371,700 48.8
Total all fuels: 5,463,695 2,248,552 412
1988
All gasolines 1,600,000 699,055 43.7
Diesel fuel 2,800,000 1,034,287 36.9
Total liquids: 4,400,000 1,733,341 39.4
Propane or LP gas 600,000 209,864 35.0
Total all fuels: 5,000,000 1,943,205 38.9
1982
All gasolines 2,385,241 1,124,932 47.2
Diesel fuel 2,931,690 836,698 28.5
Total liquids: 5,316,931 1,961,629 36.9
Propane or LP gas 1,136,167 423,699 37.3
Total all fuels: 6,453,098 2,385,328 37.0
1979
All gasolines 3,381,130 1,653,765 48.9
Diesel fuel 3,178,766 1,314,703 41.4
Total liquids: 6,559,896 2,968,468 45.3
Propane or LP gas 1,301,867 553,660 42.5
Total all fuels: 7,861,763 3,522,128 448




Table 3—Percentage of petroleum products sold by cooperatives for off-farm use, for farm production,

and for other farm uses, 1993 and 1988

Petroleum product Off-Farm Use Used for Farm Production Other Farm Uses
1993 1988 1993 1988 1993 1988
Percent

Gasoline (all types) 44 57 36 31 20 12

Diesel fuel 10 16 80 78 10 6

Home heating oil 36 33 12 13 52 54

Other fuel oils

and residual (#4-#6) 40 97 40 3 20

Kerosene 22 24 28 18 50 58

Propane or LP gas 38 39 30 30 32 31

Lubricating oils 10 13 81 81 9 6

Grease 9 4 83 91 8 5

tors. Specific challenges listed on the survey will be present-
ed in part in the following sections, ranked in order of
importance by respondents. First though, a short discussion
of the competition of local cooperatives can be assessed from
a recent Cooperative Services (CS) study (Chesnick).

More than 700 local cooperatives returned usable sur-
veys on their petroleum operations. Most were associated
with the regional cooperatives represented in this study,
either by owning or by being owned by the regional cooper-
ative.

For all fuels, lubricating oils, and grease, at least 80
percent was supplied by regional cooperatives to these
locals. Major oil companies supplied about 4 percent, and
independent jobbers about 6 percent. These locals had an
average petroleum sales volume of $2.1 million and median
total sales of $7.5 million. The local cooperatives had numer-
ous competitors. Each had at least 16 retail competitor ser-
vice stations in their marketing territories, half representing
major oil companies and half independent oil companies.

Legislative and Regulatory Concerns
Respondents said the major challenge facing petrole-
um cooperatives was the growing legislative and regulatory
burden. Most regional cooperatives had at least a legislative
and regulatory affairs person while refineries often have an
entire department to keep abreast of and in compliance with
new laws and regulations. Since the last study, petroleum
retailers have instituted measures to control pump vapor
pressure and continued efforts to replace leaking under-
ground storage tanks. More recently, the sulfur content of

diesel fuel has been lowered and regional oxygen content of -

gas has come into question.

Public concerns over the quality and safety of the
water supply, air, and other components of the environment
will continue to affect the production, storage, transporta-
tion, and use of petroleum products. The net results affecting
the petroleum industry are quite simple: decreased total use
of petroleum and petrochemical-based products and more
efficient and careful use of existing supplies.

For cooperatives involved in various aspects of the
petroleum industry, the impact of these changes will take
three general forms: (1) changes in the mix of products pro-
duced and raw materials used to produce them; (2) capital
investments required to bring the physical plant and operat-
ing practices up to regulated specifications; and (3) changes
in the agronomic and operating practices of petroleum prod-
uct buyers.

Decreasing Number of Farms

The trend will probably continue toward an increas-
ingly bimodal distribution of farms—marked by an increase
in the number of very large and small farms while the num-
ber of medium-size operations declines steeply. Farm num-
bers have decreased by about 300,000 in the past decade to
about 2 million. In some production sectors, most notably in
red meats and poultry, independent producers will face
especially intense competition from vertically integrated
firms striving to dominate the market from farm to con-
sumer. Surviving producers will be more technically sophis-
ticated. They will be more focused on their individual profit
and less on activities or groups not having a direct and
immediate impact on their profitability.



Cooperatives will be challenged to gain and hold on to
the patronage and loyalty of these surviving farmers. New
programs and approaches will be required that are tailored
to the needs of individual patrons.

A reduction in farms alone means fewer customers and
probably more intense competition for their accounts. In
addition, production agriculture is also changing, requiring
fewer gallons of fuel. Fuel requirements will continue to fall
as the products and methods of agriculture production
change due in part to new crops developed from genetic
engineering and reduced-use agronomic practices.

New commercial crops and different agronomic tech-
niques will alter the location of production, the mix of sup-
plies required, and the demographics of the farming sector.

Increasing Distribution Costs

Declining rural populations and fewer and larger
farms have increased distribution costs due to longer dis-
tances traveled for the same sales volume. Environmental
and safety concerns also have increased distribution costs.
Many underground storage tanks have been replaced. The
pump-to-vehicle tank delivery system has been upgraded to
lower vapor emissions. Cooperatives have had to adopt new
technology or adapt to changing marketing strategies. About
25 percent of their terminal distribution facilities have been
consolidated or closed. More efficient fuel deliveries allow
more shipments with fully loaded trucks.

Rural Transportation Infrastructure

The deteriorating rural transportation system is of
great significance to U.S. farm supply and marketing cooper-
ative activities.

The extensive transportation and distribution system
of cooperatives depends on a well-maintained rural road,
bridge, and transportation infrastructure that provides
access to all areas. To minimize costs, larger delivery vehi-
cles are required to transport supplies such as petroleum.
Cooperatives must work with other involved public and pri-
vate parties to ensure that improvement of the rural trans-
portation infrastructure receives the appropriate attention.

Servicing Accounts

With fewer farms and farmers, petroleum cooperatives
are increasingly competing for the same customers. Often,
this competitor is another cooperative. Another CS study
(Chesnick) found that local petroleum cooperatives, on aver-
age, have about two other cooperative retail service stations
in their marketing territories and three cooperative bulk
delivery outlets. Duplicate facilities and services increase
cooperatives’ cost in the petroleum sector.

Competition, technology, and changing farm demo-
graphics pressures will force cooperatives at all levels to
restructure in search of greater efficiency, more responsive-
ness, and improved ability to compete. Serious efforts must
be made to eliminate duplication of efforts and investments
and to reduce overlap at all levels of the cooperative system.

Opportunities

Within any challenge lie the seeds of opportunity.
Cooperatives have met prior challenges in supplying farmers
with petroleum products and hold great potential to address
more challenges by responding to the special needs of pro-
duction agriculture.

Cooperatives turned the challenge of providing leaded
gasoline to power older farm equipment into an opportunity.
Cooperatives have successfully stressed product quality and
differentiation through the use of branded products specifi-
cally formulated to meet farm production needs. Most
regionals, for instance, have provided higher-performance
branded diesel fuels and lubricants. These opportunities are
listed in order of importance as ranked (weighted by sales
volume) by survey respondents.

Rural Nonfarm Markets

Respondents said retail pump sales to highway traffic
and rural nonfarm markets have the greatest potential for
increasing cooperative sales. Faced with falling demand for
fuels for farm production, cooperatives need to expand their
markets. They already have in place the infrastructure to
deliver and sell petroleum products to rural America.

Unless cooperatives expand their potential customer
base, more of their capacity will have to be idled in the
future. Cooperatives could then spread their fixed costs over
larger sales. Expanding their customer base addresses the
need to compensate for high-cost, low-volume accounts.

Opportunities for retail pump sales to highway traffic
and to rural nonfarm markets were ranked third and fourth
(unweighted). Card- or key-activated outlets were first and
convenience stores with fuel stations ranked second
(unweighted).

Although too much can be inferred from the difference
in weighted and unweighted rankings, combining this infor-
mation with a survey of local petroleum cooperatives might
be useful. The survey of local cooperatives (Chesnick) found
that 71 percent had card- or key-activated outlets and 42 per-
cent had convenience stores. This suggests that the larger
regional cooperatives have already adopted these opera-
tions. Hence the lower ranking when weighted by volume.

Convenience Stores With Fuel Stations

The third ranked (unweighted rank of 2) opportunity
was having convenience stores with fuel stations. Drastic
reductions in availability of goods and services due to busi-
ness closure have hit many rural areas. In some communi-
ties, the cooperative may operate the only service station.
These communities may also be too small to have a grocery
store.

Although they offer a more limited line of food items
than a grocery store, convenience stores are a reasonable
substitute when the nearest grocery store may be many miles
away. Many convenience stores operate 24 hours and offer



