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benefiting both the firm and ifs farmer members.,
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CHAPTER 1
INTRODUCTION

Grain marketing firms serve the farm community by maintaining
facilities to receive grain and many also provide inputs for farm pro-
duction. There are 236 grain marketing firmsl in Oklahoma that operate
one or more country grain marketing facilities¢ and these firms provided
a market for an estimated 119,196,000 bushels2 of wheat produced in
1969. Both cooperative and non-cooperative grain marketing facilities
are most highly concentrated in the major grain producing counties in
Oklahoma (see Figure 1). In the southeast portion of Oklahoma, a
non-wheat producing area, there are few grain marketing facilities.

Grain marketing firms perform an assembly function in the marketing
of grain and maintain facilities to perform this function., The grain
grown in their trading area is brought together at the country elevator;
shipped to terminal elevators and from there to processors. The facili-
ties used by a typical grain marketing firm to receive grain include

scales, truck dumping equipment, storage facilities for grain and grain

quality testing equipment. Most grain marketing firms also provide

*
. Country.grain marketing facilities is the common term for firms

that buy grain from farmers. Other firms, terminal grain marketing
facilities, generally buy from country firms and usually buy in rail-
road car lots or semi-truck loads., These firms have facilities for
unloading larger shipments where the country firms usually do not.
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customer storage facilities for farmers who wish to sell their grain at
a future date,

The assembly functiom provided by grain marketing firms is imporsa
tant because it gives farmers a timely, convenient place to market
their crops. With todays high speed harvesting equipment, grain can be
harvested in approximately one week. Thus, farmers need a convenient
place to sell or store their grain at a time permitting them to complete
the harvest without increasing the risks of losses due to the elements.
In the past, some farmers did not have a grain marketing facility near-
by that could handle the grain as fast as it could be harvested. They
had to store the grain on the ground, risking losses until the; could
transport it to market.

In many instances, the grain marketing firm would be more correctly
called the farm supermarket because the firm provides much more than
just a place to sell grain; although buying grain is their primary
function. Many firms sell livestock feed, fertilizer, seeds and
petroleum products,

The facilities and types of products within product groups mer-
chandised by these grain marketing firms vary from certain basic prod-
ucts to custom blended products. Feed facilities range from a warehouse
for sacked feed to complete grinding and mixing operations. The grain
marketing firms that grind and mix feed will prepare feeds to meet the
farmer's particular needs. 1In fertilizer, some firms merchandise only
sacked fertilizer; but other firms with more elaborate facilities will
blend fertilizer components and sell bulk fertilizer to meet a specific
farmer's needs. Those firms selling bulk fertilizer usually will pro=-

vide for spreading the fertilizer on the ground by renting bulk spreaders



to farmers and/or having a truck that can spread the fertilizer. Farm
seeds are usually sold in sacks but the firms may clean and treat home
grown seeds. To round out their services provided to farmers, many
grain marketing firms distribute petroleum products. They have a fill=
ing station at the main office to sell gas, oil and tires, and also have
bulk farm delivery of gasoline and diesel fuel. In addition, some firms
have field tire repairing services where they will repair or replace
farm implement tires at the farm,

A significant percentage of all grain marketing firms in Oklahoma
are cooperative firms whicﬁ transact an important volume of business.

Of all the firms, 94, or 40 percent, are cooperative firms which market
one~half of all grain produced in the state. In addition, about one=-
third of the fertilizer and about 15 percent of the feed purchased by
farmers in Oklahoma is sold by cooperatives°3 Realizing the importance
of cooperatives in the grain marketing industry, this study is limited
to cooperative firms.

Cooperative and non-cooperative grain marketing firms differ basi=-
cally in the form of ownership., There are four types of ownerships
single proprietorship, partnership, general corporation and cooperative
corporation. The cooperative corporation type of ownership is built on
three principles. These principles are: (1) service at cost to
member-patrons, (2) democratic control by member-patrons and (3)
limited returns on equity capital.4 Cooperatives are owned and operated
by the member-patrons, whereas a non-cooperative firm is owned and ope=
rated by a person or persons who do not necessarily trade at the firm,
Cooperatives provide service at cost to member-patrons by distributing

profits, usually called savings, on the basis of patronage or volume of



business conducted with the cooperative and have limited returns on
equity capital.

This concludes the discussion of grain marketing. In the following
sections in this chapter, the financial situation of cooperative grain
marketing firms in Oklahoma, including the factors affecting finances,
the problem, objectives, procedure used and the plan of study followed

in this thesis are discussed.
Financial Situation

The financial condition of cooperative grain marketing firms has
changed over time. As illustrated in Table I, the average rate of
return on investment in the local cooperative* has declined for all size
groups between 1961 and 1966. The average rate of return for the 1961
crop year ranged from a low of seven percent for the small sized firms
to a high of twelve percent for medium sized firms. The range for the
average rate of return on investment in the 1966 crop year was from a
low of one-half of one percent for small firms to a high of four percent

for medium sized firms. Furthermore, none of the large size firms had

*The method of computing the rate of return on investment was to
divide adjusted net earnings by investment in the local association and
multiply by one hundred. Adjusted net earnings were found by subtract-
ing expenses plus other deductions plus taxes from operating income or
sales plus gross earnings on commodities., Hence the only difference
between adjusted net earnings and total net earnings of the cooperative
is that adjusted net earnings does not include other income additions
consisting of dividends on stock, carrying charges and interest, mis-
cellaneous income and patronage refunds received. Investment in the
local cooperative was found by subtracting investment in other coopera-
tives from total assets.



TABLE 1

RATES OF RETURN ON INVESTMENT FOR A SAMPLE OF OKLAHOMA GRAIN MARKETING
FIRMS, BY SIZE GROUPS, FOR 1961 AND 1966 GROP YEARS1

: Number Average rate Range in return
Range in gross .. of . -of return » on investment
operating income - firms on investment 1961 1966
Size Low High 1961 1966 1961 1966 Low High Low High
(Dollars) _ ‘ (percent) ———cm—eeww-
Large 200,000 and over 14 13 10.722 1.915 3 22 -16 11
~ Medium 100,000 - 199,999 29 32 11.870 4:226 -22 36 ~10 . 317
© Small 0 - 99,999 25 23 7.242 .552 . -2 26 -24 20

1Data_for’this table was obtained by contacting the 92 cooperatives that have head-
quarters in Oklahoma. Balance sheets and income statements were obtained from 68 firms
for both 1961 and 1966 crop years. The crop year was used because the fiscal year of all
cooperatives is not the same. Thus by using crop years, the financial information would
be more comparable between firms. The fiscal year selected was that which most nearly
corresponded to the receiving of crops harvested in 1961 and 1966 and covering the time
that this grain would be merchandised by the elevator.

Gross operating 1ncome was found by addlng operating income or sales to gross earn-
: 1n°s on commodltles.



loéses in 1961 but in 1966, three of them did. The medium size firms
had the highest return on investment in both years.*

. In addition to changes in financial conditions, there were changes
in size of firms as measured by gross operating income. Table II illus=
trates changes in firm size between 1961 and 1966. Among the large
firms in 1961, 10 firms stayed in the large group into. 1966, but four
moved into the medium group. Among the medium firms in 1961, three
moved into the large group and five moved into the small group in 1966.
In the small group, however, seven of the firms increased their size and
moved into the medium sized categorye.

The factors that affect these changes in size and financial condi=
tion in cooperative grain marketing firms include crop conditions,
government crop controls, government storage operations and management
of the firms.

Since grain marketing firms are closely related to primary agri-
cultural production, changes in crop conditions can affect their
profitability. Grain marketing firms have large amounts of capital in
buildings and facilities and therefore, a large proportion of their
expenses do not vary with the amount of grain handled. Hence, in years
of smaller crops, these firms need a larger margigkto cover their

expenses, However, competition among grain marketing firms may not

“One is tempted to say that the medium sized firms are of a more
optimum size which allows them to operate their facilities at the most
economical level. This could be a true inference if all the firms in
the sige categories had the same rated capacities and operated the
same number of facilities; in other words, their size units of produce-
tion are the same. However, some of the medium and large size firms
operated more than one facility,

“Margins are the spread between the buying price and selling price
of grain.



TABLE 11
CHANGES IN THE CLASSIFICATIONloF FIRM SIZE FOR A
SAMPLE OF OKLAHOMA GRAIN MARKETING FIRM
BETWEEN- 1961 AND 1966

“‘§ize inul966

‘Total

Size in . » » number

1961 Large Medium Small 1961

- - (Number) (Number) ~—  (Number)

Large (Number) 10 4 0 14
Medium (Number) 3 21 5 .29
Small (Number) 0 7 18 25
Total Number 1966 13 32 23 68

1Classification based on gross operating income: large, 200,000
dollars and over; medium, 100,000 to 199,999 dollars; small, under
99,999 dollars.



allow increases large enoughbto c§ver all costs of operating the firm
and, in this situation, the firm would be éperating at a losse.

In addition to variation in crop yields, government farm programs
can affect the operations of grain marketing firms. The government's
efforts in controlling the amount of grains produced could reduce the
amount of grain that grain marketing firms receive. Changes in the
amount of grain grownhave not been too important, mainly because farmers
have found ways to circumvent the program's desired effects by increés«
ing yields per acre. Hence, even with acreage reductions, the amount
.of grain delivered to the elevators has not changed too drastically.

A side effect of government farm programs has changed the grain
marketing firms' storage operations. The farm programs allowed f;rmers
to store their grain‘if prices were unfavorable and in time the govern-
ment received this grain at the support price., Many times this grain
was stored with the grain marketing firms by farmers and later by
government. To provide enough storage facilities, the government en-
couraged the grain marketing firms to expand their storage faciliti;so
This increased storagé capacity enabled the grain marketing firms to
receive storage income from the government and some of the grain mar-
keting firms began to view government storage revenue as permanent
income. They began to operate with smaller margins and also added the
selling of additional goods and services. Some of these additional
enterprises, although needed or wanted by the firm's patrons, were not
completely profitable and were subsidized by storage revenues., When
the goverument was able to reduce the amount of surplus grain, the grain
was removed from storage. This has meant a sharp reduction in storage

revenues for firms and in some cases, the firms began to lose money,
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since the firms had increased their storage capacity and had more repair
and maintenance expenses. Those firms that had added unprofitable
additional enterprises had even larger reductions in profits.

Another factor that is often overlooked in financial changes is
management. Management can take action to offset the above factors.
The margin can be raised in years of short crops or more stringent
quality-price adjustments can be made to achieve larger margins without
changing prices, Management can anticipate changes in grain stored and
have alternative uses for these facilities in mind so that revenues do
not change drastically., In addition, management is responsible for
evaluating the profitability of additional enterprises the firm may
undertake.

Another change in the grain marketing industry is that of a decline
in firm numbers. The number of grain marketing firms declined 23

percent between 1962 and _],967»’"5

This decline is also an indication of
problems att;ibutable to management.

Good management is essential for the survival of any firm. In a
classic study by We W. Cochrane and R, H. Elsworth, the largest single
cause of discontinuances of all types of cooperatives were difficulties

in the field of management which accounted for 19.8 percent of the

failureso6 The other reasons were as follow_s:7

Difficulties in the field of membership 19.7 percenﬁ
Natural or unavoidable causes . 10.9 percent
Insufficient business for efficient operation - 10.3 percent
Financing and credit difficulties 9.6 percent
Transportation problems 9.1 percent

Opposition from competing enterprises 8.9 percent
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Declining prices 5.4 percent
Consolidations and mergers 3.2 percent
Technological changesb | 1.2 percent
All others _ » 1.9 percent

Many of these reasons given for discontinuances should be included
in difficulties in management. The board and manager are responsible
for public»relétions activitieé to maintain the mgmbership and to estab=-
lish a business that farmers want to join, Management is also responsiw
ble for planning operations that are of efficient size to earn normal
profits. Management may need to take steps to expand the trading area
so that sufficient business is generated, Financing and credit diffi-
culties also reflect the fact that management has not generated enough
member financing or have not effectively controlled accounts receivable.
Transportation problems were caused by changes in transportation methods
that lessened the need for local cooperatives. The management of these
firms either did not anticipate these changes or were not willing to
adopt to the changes after they occurred. The same situation applies
to technological changes. Management is also respomsible for meeting
competition from other firms, Thus, discontinuances due to competition
are an indication of weak management. The only areas listed above in
which management could not have averted discontinuance are in natural
or unavoidable causes and in declining prices., Hence, a more realistic
percentage of discontinuances caused by management is 83.7 percent,

We. We Cochrane and R, He Elsworth caution that their data may be
biased.‘ The data for this study was furnished by a former officer or
employee, interested townspeople and ocgasionally by a member-patron.

Early in the study the authors almost concluded that discontinuances
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were caused by inefficient management or disloyal -members depending
upon whether the information was furnished by a former member or an
ex-manager.8 It should also be noted that this study covers the great
depression which started in 1929 and was a difficult time for all types

of businesses.
Statement of the Problem

Management in general is responsible for oéerating the grain
marketing firms, There are, however, different levels of management
that deal with different types of problems. The lowest level of man~-
agement is the foreman of supervisor level. This group in management
is primarily concerned with supervising the workers and in solvingi
technical problems. The next level of management includes the manager
and the assistant managersQ This is the highest level of operating
management which is primarily concerned with day-to-day problems. They
make decisions that affect the lower levels of personnél and technical
operational problems. 1In addition, they aiso help formulate long~-run
decisions in incorporated'firms but in firms where the manager is thew
owner, he must formulate the long-run decisions on his own. In incor-
porated businesses, the highest level of mahagemenq is the board of
directors. They are primarily concerned with 1dng-term decisions and
controlling the firm through reviewing the financial condition.

Cooperative grain marketing firmé have all three levels of manage-
ment. This study, however, is limited to analyzing the management role
as performed by the highest level of management, the board of directors.
The board of directors is the group thét guides and directs the firm.

As such, they shoﬁld not be making day~-to-day decisions. They should
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be anticipating changes in their customers needs and analyzing the
profitability of providipg services that will fulfill these needs.

In addition to cﬁstomers needs, the board must anticipate other
changes that will affect the firm. An example of this type of change
was discussed in regard to changes in storage revenues. Before build-
ing additional storage, the boards should have considered alternative
ﬁses for the facilities when they were no longer needed for grain
storage. .In those instances where the board and manager had planned
for change, the firm's revenues may have been reduced but not to the
extent that resulted without plannea for alternative courses of action.

The board of directors has an obligation to the shareholders to
see that all aspecﬁs of the firm are as efficient as possible. 1In
cooperatives, the shareholders are the firm's patrons and incredses in
efficiency will benefit the patrons directly. The board's obligation
is partially fulfilled by reviewing the financial statements and methods
of operation of the firms In addition, the board must review their own
performance to see if it can be improved along with the other aspects
of the business.

Since the board of directors of Oklahoma cooperative grain market-
ing firms must assume the fesponsibility for meeting changes that affect
the firm, they must continue to improve their management functions if
they are to most effectively man;ge the cooperative,

This problem area i5 teo bread for efficient study and therefore
specific objectives were developed. The specific objectives of the

study are:
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1, To deiermine the board's activities in perfofming their duties
regarding basic objectives, broad policies, firm planning,
decision-making, persomnel, finances, member relations, board
training and board meetingg.

2. To specify the board and manager authorities in these
manégement activities,

3. To specify differences, if any, in board performance begween
firms earning above average returns.on investment and firms
earning below aVeﬁage returns on investment.f

b Té specify the différen;es, if any, in board activities related
to size of fifm. ‘

5. To suggest methods of improving the management processes§6f

the board of directbrs.
Procedure

The population of firms for this study includes those in north-
western and northcentral sections of Oklahoma. This area consists of
the foliowing counties: Alfalfa, Blaine, Canadian, Custer, Dewey,
Ellis, Garfield, Grant, Harper, Kay, Kingfisher, Major, Noble, Roger
Mills, Woods and Woodward. This population was éelected for the follow-
ing reasons. Farmers in this area produced 37 percent of the wheat in
Oklahoma using average wheat production for 1958 through 1967, This
area also includes 58 percent of the cooperative grain marketing firms
in Oklahoma. The study was also restricted to firmsvwhose principle
business wasvgrain marketing. Iﬁ ﬁhe southern part of the state, many

firms that market grain have as their priﬁéiple business that of
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ginning cotton. Therefore, these firms wquld not be comparable with
those in the Wheat'producing areae

‘The s#mple was selected after the population was further re-
stricted. Since part of the analysis de?ends upon categorization by
rate of return on investment, the population was limited to those firms
that had cogperated in supplying financial statements for the 1961 and
1966 crop years. Arbitrarily, 14 firms were selected for this study
including four firms from the 1arge grdss operating income categdry,
six firms from the medium income category and four firms from the small
income category (the gross operating ihcome‘categories are those shown
in Table I). This combination of firms was selécted to secure a -
 representative sample of firms in the various income size categories.

in addition to a gross operating income size classification of
firms in the sample, the firms were further classified within each in-
come size category on the basis of their return on investment. The
‘criteria used for the rate of return on investment was that the firm be
above the average return on investment in both 1961 and 1966 crop years
or below average return on investment in both years. Therefore, the i
firms' performance would more nearly refiectllonger~run'managemenc con=.
ditions and not the other factors that can change the financial condi-
tion discussed above, The néxt criteria used was that the firm be
among the highest in return on investment in 1966 or among the lowest
in 1966, Only one of the'firms used in the study did not meet the .~
first criteron condition but all firms met the second condition.

The members of the board of directors of the fourteen firms in
the sample were interviewed in depth using a persdnal interview

schedules This schedule was designed to determine the various aspects
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of the director's job and the type of people who serve as directors.
All but two of the boarde‘interviewed in this study had fi&e members --
one had eleven and one had six members. Every attempt was made to
interview all the directors of each of the fourteen boards. A total of
73 directors were interviewed which was 95 percent of the total possible
board members. ‘The names end addresses of the directors were secured by
contacting the manager of the cooperative. |

In general, the data from the personnel inﬁerview surVey is ana~
lyzed on the baSie of the board as an entity because the board as a
group makes decisionse The directors’responses were translated into
a board response by aseuming thatﬁif-half or more of the directors on
a board give a similar response, this response was teken as the boerd's
response. |

This assumption of majority rule may not be vaiid in those circum~
stances Where one Board member dominates:the beard and where many of
the board- members have not experienced the de0151on. Inexperience

ould espec1a11y affect responses on decisions made very 1nfrequent1y,

For example, a decision regarding the types of information needed to
consider beilding new facilities may be one in which the minority
response would be more realistic than the majority resﬁonse,Aif £he
ma jority of the Board members have not experienced this decision, |
Consequently, the minority response of those that have experienced the
decision may be ; more accurate account of the information that the
board.would need te consider the problem, Ne satisfactory method‘was
available to deal w1th these problems,therefore,lt is assumed that they

will not eritically affect the results" reported hereln.
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Another qualification in using board ma jority answers is the prob-
lem of new board members who have not been adequately orientated. These
directors would not be acqﬁainted with ob jectives, goals and policies
until they were discussed in a bbard meetinge Therefore, the director
would state that the firm did not have ob jectives, goals and policies
if they had not been discussed. This problem could influence the re~
sﬁlts as rgported-herein but the assumption is made that enough o
directors have served long enough that board méjority answers will give
true answers.

An additional source of maﬁagement information was also used in
the study. Each firm that cooperated in the financial anélysis was
sent a mail questionnaire concerning over-ail firm management. These
questionnaires were completed by the manager. The results from this
questionnaire were used in developing the persénai interview schedule.
There were 70 firms included in this ﬁailing and returns were obtained
from 41 of the firms.* This information will be presented where |
appropriate in conjunction with the analysis of data from the personal
interview schedule,

Before the analysis of data, an introduction to the theory of
management and its application to the board of directors is presented
in Ghapter II, GChapters III through IX are an analysis of the data
collected and Chapter X consists of the summary and suggestions for

improvements.

ot

“The percentage response was very acceptable for this type of
survey. The total percentage response was 59 percent and ranged from
a high of 88 percent in medium sized above average rate of return on
investment fivms to a low of 36 percent in small firms that had below
average rates of returns on investment.
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CHAPTER IT
MANAGEMENT THEORY

The theory of management has evolved from the writings of the
early Egyptians, However, the first scientific ﬁanagement studies were
not undertaken until the early‘1906's Since theseveérly beginnings,
the theory of management, especially in agriculture, can bé'utilizea in

three ways or from three viewpoints,
‘Management Viewpoints

Management and the process of managing are viewed differently
by different persons. However, these different Qiewpéints'éan be
generally categorized such fhat management can be considered as:

1) an input in the production process; 2) entrepreneurship; or 3) a
separate enterprise in thé firm's total production process.

Those holdiﬁg the view that managémenf is an ihput in the pro-
duction process would argue that a given level of mahagement ability
is just as important as a certain level of any other input. This view
‘is used in farm production and farm budget studies where the research
assumes a level of management as in linear programming output studies
or gives a series of farm budgets for different levels of management,
This approach is‘satisfagtory for these purposes but it does not lead

to a method of studying management. Management is assumed given and

19
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the factors that contribute to differént levels of manégemenf are nat
examined.

A second viewpoint of managemenﬁ is.called entrepreneurship.
Joseph Schumpeter is generally considered the originator of the term
entrepreneur and its definition. He defined the entrepreneur as an
‘innovator and‘considefed the following c;h,alv‘nges«els,ix‘vvmova‘l:ion.s:.1

(a) The-introduction of a new good or a new grade of a good

alréad& in usé.'

(b) The introduction of a ﬁew method of production.

(c) The opening of é new harkef.

(d) .The émployment of a new source of supply of factors of

production.

(e) The reorganization of an industry, several industries,

or part of an industfy;

Albert Halter has further refined this viewpoint and suggested
a method tp use entrepreneurship in studying management.2 ‘Halter's
definition of an entrepreneur is'pne who attempts new éombinations of
the factors of production which aré not implied by past or present
price ratios. Production of some good is accomplished by the combi-
nation of inputs. The economics éf production is concerned with
finding the ouytput at which the last unit produced ecosts the same as
the additional contribution to the firm's revenue. .In addition, the
least cost output requires that inputs be combined such that the
additional output from one unit of input divided by the marginal
resource cost of the ihput be the same for all inputs used. Halter's
entrepreneur utilizes new technology to change the combination of

inputs included in the production model. Managementvphen becomes only
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the promotion and execution of new ideas., It is not labor or the ad-
ministration of a going concern, nor is it providing money or credit
for setting up the new enterprise, Thus, the managers to be studied
are those that instigate change when changes are not indicated in our
models.3 This type of management deals with unexpected changes and we
do not have a satisfactory framéwork within which to study it.

A third viewpoint of managemenﬁ has been put forth by Glen L.
Johnson,k Management is considered to be a separate enterprise devoted
to defining and solving problems, carrying out the solutions to
problems, and bearing responsibility for decisions and consequent
aetions.5 Thig viewpoint of management most neérly corresponds with
the majority of the writings on management especially those relating
to nonfarm businesses. As an example, Leon Garoian and Arneld F.
Haseley in their book define maﬁagement as the guidance, leadership,
and control of a group effort to aéhieve common goals. Management
can refer to the people who manage, or the processes followed in
managing, the action phase.

The latter viewpoint of management will form the basic framework
for developing the concepts upon which this study is based. Under
this viewpoint, the génerally accepted method of studying and evaly-
ating management is to define management by separating the process of
managing into various functions which are defined in the following

section.
Management PFunctions

The classification of management functions will vary among. authors.

Dalton E, McFarland7 uses a classification system of planning,
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organizing and controlling, but others break down the classification
further. The most common breakdown includes planning, organizing,
directing, codrdinating and controlling.8 This classification will be
utilized to discuss the overall rqle of management in the operation

of a cooperative gfain marketing firm.

These five functions are used in all levels of management from the
foremen in the plant to the board of directors. However, the scope or
complexity of the aqtivities includéd in each management function are
somewhat different at the different ievels of management. At the
foreman level these functions are applied to day-to-day departmeﬁt
decisions and the manager must use these functions for day-to-day firm
decisions. Furthermore, the board applies these functions to long~
range firm decisions and decisions concerning the firm's role in the
industry. Sinee this study is qoncerned'with‘analyzing the role of the
board of direétors of cooperative graih marketing firms, the’management

functions will be discussed as they apply to the board.
Planning

The board's activities in the planning function include adoption
of plans which will lead to the attainment of the firm's objectives and
goals. Planning is an attempt to look inﬁo the future to antigipate
forthcoming eventé and succgessful planning depénds upon well formu-
lated objegtiﬁes and goals. Hence, the board is also responsible‘for
formulation of objectives and goals as part of the planning function
prior to the actual development of plans, The objehtives should
represent the overall purpose of the company in satisfying the needs of

employees, stockholders or members, consumers and suppliers. Goals
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are important to businesses because goals are designed to show progress
toward the business's objectives. The firmfs plaﬁs should show how its
resources will be combined to accomplish the goals and ultimately the
objectives. In addition to combining the resources, the plan must
include indicators designed to determine if the work is progressing

according to the predetermined, planned schedule.
Organizing

Organizing is the grouﬁing of people and other resources such that
plans are accomplished both ecénomidally and effectively. After the
various plans are developed; they must be arranged so_that their imple-
mentation is‘operational. Implementation,will be hade easier if the
‘proceéses are grouéedvinto departments and the relationship befween the
various departments shown in the organizétional ¢hart,

The organizational structure of a firm can be line, staff or
committee. The mosf common type of organizational structure is the
line structure where the head of eachiunit reporfs oﬁly tb his super-
visor and is reported to by those below him. The line struéture is
usually modified to include some staff and commitﬁee»functionsq The .
role of the staff position is to advise line personnel regarding
specialized areas such as research and development and market research.
Usually, unlike line positions, staff positions have no authority over.
personnel below them on the line organizational chart ~- they have an
advisory function only. This typefof structure is very éommon in large
organizations. Thé,committee sfruoture may'alSo be used in conjunction
with line structures. The committee is usually permanent and is used

to coordinate ideas, collect information and pool judgments regarding
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various management decision areas.

In organizing, the board should insure that the firm has an appro-
priate organizational structure and that job descfiptions and specifi-
cations are developed to fit thé organizational structyre, Job
descriptions should specify responsibilities, authority, and relation-
ships between jobs, The special-skills or training-needed-to‘effec=r.

tively perform given jobs. should be included in‘the job specifications,
Directing

Direciing is defined as the‘proeess offgéiting work done through
others and at the board level, it is primarily conéerned with directing
the performance of the manager. The b§érd delegates the authofity for
aperation of the firm to thé manager; bTherefore, it is important that
‘the board select a competent manager to which they can delegate‘tasks
and reéponsibility. The board must.héve clear effectivé guidelines for
the manager to fo1ldw to ihéure that the manager operates the firm in
accordance with the‘bdard's wishés. Further, the 50&Fd should en~-
courage the managey to seleCt éompetent sﬁbordinates and train these

people to develop their managerial capabilities for future promotions.

Coordination

The board's éotivities in coordinatioﬁ primarily involve coordi-
nating plans and insuring that the vafious units of the firm understand
each other's role in the over-all operation of the firm, Understanding
between units will promoﬁe effective and efficieﬁt achievement of
objectives and goals, Coordination can be improved by promoting

voluntary coordination and by clarifying the organizational structure.
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If coordination is slighted, plans may fail because of incomplete
scheduling or inadequate timihg. Plans must be coordinated so that
short~run plans complement the long~run plans to accomplish goals and

ultimately the firm's objectives,
Control;ing

The board of difectors.utilize controls to keep the firm on its
planned coursé, 'Cdntrolling is an evaluating prégréss, predicting
results and knowing when énd how to initiate remédial acti&n in time to
prevent serious deviation from plans, Control should not be thought of
as only a corrective or punishing éction, but rather to keep thevbusi—
ness progressing toward ité objectives. An indirect result of -adequate
controls is that objeetives and goals are established and that effec#i

tive planning and coordiﬁation are accomplished.

Using the Functions -

The five functions of management tend to overlap and become com-
bined in actual use. For example, in developing plans, the plaﬁ
should include actiﬁitiés that are part of the other four functions
if the plan is complete. This ovérlapping and use of more than one
function in solving problems.mékes management analysis on the basis of
mahagement functions very difficult, It is mucﬁ easier to‘obtain data
for analysis by fashioning quéstions pertaining to the déciéion
activities rather than by the five funqtiqns; In the;next section,
application of theory, the managemént theory is related to the decision

activities performed by the board.
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Application of Theory

In this section the theory of management is applied to those
activities that should be performed by the board of directors, The
activities discussed in this section are interprétatiéns of the
directors! job, decision-making'and decisipn areas, basic objectives
and broad policies, planning, personnel, trustéeship and members!'

interests, and a sound board,

Interpretation of the Direqtors' qu

In order to perform adequately and efficiently the role of a member
of the board of directoré qf a firm, the directors must know and under-
stand their specific duties and their iegal responsibilities as a
director. This section des&fibes the duties and responsibilities as
set forth in the literature. | |

The duties of directors inclﬁde the following:9
1, Establishing basic objectives and broad policies, - The board

should formulate the'baéic purpose or objectivé of the firm

which is a statemeﬁt of the mission of the firm; Although
frequently overlooked, thé articles of incorporation state

the business of the fiym, This can and usuélly does serve as

the firm's purpose or objective, Therefore, the articles

should be reviewed periodically and must be changed if there
are changes in the laws or changes in the firm,

Poligies are statements that reflect the board's thinking
to lower levels of management by acting as guidelines within
which lower levels of managgmeqt can make decisions. In

addition to developing guidelines, the board must make
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decisions within the limits specified by the membership,

These limits are specified‘in the bylaws of the firm.

Electing board officers to provide leadership and organiza-

tion. The board should elect their most competent members to “
be board officers. -These offiqers should be capable of per-
forming the .duties of ﬁheir‘respective'offices. ‘In addition
to their office‘duties,.thé offiéers.should guide the boérd
so that the board avoids eﬁgaging in daywtowda& operating
decisions,.

Approving appointment of key personnel. The board must -
select the manager and also should approve othér personnel
that may become the hanager.

Approving important financial matters td safeguardbchangés in
assets. The bbard approves finanqial matters to obtain an.
equilibfium between gfowth and excess spending which may
threaten the life of the orgénizatibn;' The directbrs serve
as trusfees.of‘the firﬁ's assets and are accountable for safe-
guarding the assets.v Also to be most effective, fhe bgard
must.be thoroughly acquainted with financial analysis,.
Providing for seund planninnghich coordinates short-term
decisions with'longwrange‘Objeqtives.. The board should
insist that relevapt‘plans are developed by suhordinates and
then approve, reject or modify these pians as-required. The
board mﬁst insure that the year ahead plans are consistent
vith plans for five té ten years hénce. This will insure
that objectives will be achieved smopthly.

Harmonizing diversé interests of members and perpetuating a
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sqund boérd. All corporations including cooperatives aré
composed of special interest groups, including members or
stockholders, executives and empioyees.' The board must
promote harmoﬁy among these groups while working in the best
interest of the firm as a whole., To promote harmony, the
board should keep effective lines of communication open
between management and ﬁembers Sb that understanding is
maintained hetween both groups, The elements of communica=..
tion fhaf inform members on the qualifications for effective
directors and inform new hoard members on their role in the

firm will help insure the existance of a sound board,

In addition to duties, the directors should know their legal

responsibilities. The responsibilities of the board of directors

congist of the followingzlo

1.

Directors cannogt abdicate their responsibility to direct and
should attend board meetings on a regular basis., The
directors are elected by the membership to direct the cooper-

ative and in law they are reguired to do so, Directors

.should attend meetings regularly because absence from board

meetings does not constitute freedom-of a Board memher from
responsibility of decisions by the board.

Directors muyst manage the‘business along lines imposed
through the articles of incorporation and bylaws, The arti-
cles of incorporation state the name of the fimm, itsvprinciw
pal place of bﬁsiness, the! business of the firm, and the
amount - of capital stock of the firm, The bylaws state the

decision areas within which the beard can take action without
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referral to the members. Thus, the board members must be

familiar with these documents and understand the corporate

form of ownership to be able to conduct themselves and the

business within the limits imposed, ‘However, the board
memberé should also be aware of the procedures fof changing
these documents when conditions in the fi}m and industry
indicate changes are needed,

Diréotoré,aré responsiblé for épPOinting officers and dele-~
gating authority to them for carrying out the funétions of
the corporation. _The members delegate authority to the
board for opefating the firm. However, the board can, in
turn, delegate much ofvits authority to the manager for the
day-to-day operation of the firm, The board is still,
however, responsible for the actions of these to whom it
delégates airthority,

Directors must act in good faith and with reésonab{e care in
handlingbthe affairs of the business. Thé directors act in
good faithvbyvputting the well-being of the fiym first in all
of theilr decisions. Directors-are to take normal business
risks in the operation of the firm. However, they may bé
held financially responsible for undertaking risks that

would not be considered normal business risks such as

voperating'without any insurance.

Directors are considered in law as representing a trustee~
ship to members or stockholders, As a trustee, the board is

regsponsible for the effeetive management of the firm, They
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must protect the investors' capital in the firm by appraising

the financial affairs and also managerial practices,

peoisionfMakiqgw§nd Decision Areas

There are many types of changes that can affect the firm's ability
to sufvi?e as indicated‘in Chapter Iﬂ The firm must adapt to these
changes either before they begin to affegt the:firm or after the effects
are known, Thélfirms that anticipate the changes and begin adjuétmentS’
early will maintain a Strénger competitive,ﬁosition, |

Since the board acts as the final management decision~maker, it is
important that the boafd recognize indications of changes that can
affect the firm, Specifigally,.the boérds of cooperative grain mapr-
keting firms are‘in an'excelientvposition to be aware of changes -in
agriculture beoapsé they all have farming interests. The board can
then bring agricultﬁral ¢hanges to the manager's attention and together
they can predict how these changes will affect the firm, = However, the
manager may be‘m§revaware of changes injfranéportationvand the grain
marketing industry than thevdirectovs. So the board and manager should
work as a team invrecognizing possible changes and the expected‘effects.

In analyzing external changes, the board and manager may need to
consider making major changes in'ﬁhé firm's operation, In this case,
the board and manager need information tq make'knqwiedgeable decgisions.
For enterﬁrisa additions to the firm the board needs expected costs for
equipment, buildings, supplies and personnel. It also néeds an esti=-
mate of expected returns for the enterprise including prices and
volume that can be attained.

The board also needs information gn the past performance of the
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firm with comparisons for earlier time periods to be effective in-
contrelling the business. 1In addition, it needs an estimate of pro;
jected performance for the months ahead. In‘reviewing this information,
the board needs to have or to develop a skill in asking the questions
in order to understand changes in perfprﬁance éo that it can suggest
improvements, |

The bqar& and manager ﬁust work together as a team but each has
specific tyées'of-decisions that they Should make, The manager shouid
make operating decisions and the board shduld be primarily concerned
with longnrange'deCisions, However, in some cases the deéisions are
made jointly by the board and manager, ThevtypeS‘of decisions that

each shouyld make are summarized in Table III,

Establishing Basic ijectiVes and Broad Policies

The basic purpose or objective of the cooperative is a statement
of the mission of the firm, The;obje¢£ivé may bg»savings‘for members,
service, expansion or gnowﬁh of the firm;' Service is defined to be
providing goods or delivery activities that the farmers need or want,
Joseph G, Knapp has stated that cooperatiyes are initiated for the
primary ﬁurpose‘of securing services of a higher quality and/or at a
lower cost than would be otherwise obtainable.11

The statement of objectives shouid be very genera1 to allow flexi-
bility and should be reviewed and updéted périodically, When the fimm
is initiated, it ﬁsually has a large amount of debt representing
buildings and equipment, At this time, a profit or savings objective
may be most important yntil the firm builds it'svfinangial base, Later

the firm may want to change, placing the emphasis on something other



TABLE III

ARFAS IN WHICH DECISIONS ARE MADE BY VARIOUS PERSONS OR GROUPS

Board

Board with Manager

Manager

- Establish objectives.

/ Review articles of incorporation
and bylaws periodically.

Establish policies.

‘Evaluate progress in relation
~ to goals,

Approve long-range plans.
Approve promotions.

Review manager's evaluation of
personnel.

" Approve facility -expansion or
addition of new enterprises.

Approve expansion or contraction
of trade area.

Establish allocation of .profits
or savings.

Critically review methods of
operation.

Establish goals for the firm.

Review poiicies periodically.

' Determine goal for share of

grain market.

Determine goal for ehare of
merchandise and service
.market.

Evaluate new ventures.

Evaluate new technological

developments._uv
Evaluate insurance‘coverage.

Evaluate option of owning or
leasing.

"Develop long-range plans.

Develop financialaplans.'
Determine credit guidelines.;'i

Evaluate accounts receivable.

‘ ‘fDetermine amount. of advertising'i'f

and promotion.

Provide information on content
of board meeting

Select, discipline and release
employees.

Assist and advise board.

- Set wages and salaries.

Establish safety inspection
program.

Determine grains tobbe

merchandise.

Determine where grains will be
'sold.

Determine where merchandise
will be purchased.

Set prices for grain.

Set prices for merchandise
and services.

iDetermine type of: advertising ‘

and promotion.-

Evaluate use. of men and

equzpment.
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than profits. Thus, the ijectives may need to be updated as the firm
matures or to meet changes in their customers' needs or trading area.,
Hence, objectives should be general in nature and carefully prepared in
written form both to insure 1on9wrun flexibility and because they must
be utilized in developing plans, goals and poiicies,

Since the board reviews and approves aobjectives, goals and
policies, it is in the best position to visualize needed changes in the
corporate papers and to present needed amendments to the membership for
their action. The corporate papers include the articles of incorpor-
ation and the bylaws. The board must act in accordance with these
papers and insure that the firm is operating consistently with these
papers, Over time, these papers may need ammendments to allow the firm
to adapt to new conditionsii. For' this reagon, these:papers should be
critically reviewed on a periodic hasis.

Goals are steps toward the firm's obhjectives. Managers should
develop the goals because they will be responsible for reaching the
goals and managers are mast familiar with the strengths and weaknesses
of the firm., Consequently, goals set by the manager should be more
attainable than if the goals are set by the board, However, the board
must review the goals te insure that the goals will lead to the objec-
tives and to insure satisfactory pregress toward the objectives,

Policies reflect board thinking to lower levels of management and
provide guidelines or limits within which managers can make decisions,
The board in conjunction with the manager should develop broad policies
pertaining to: personnel, markgting? produetion, engineeyring, member
relations, finances and public relations., To be effectivé, these

policies must be carefully written to eliminate any possible confusion
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arising from ambigious wording and they musﬁ be distributed to thgsev
individuals making deéisions, Effective poligies allow individuals in
management, regardless of their outlook and viewpoint, to make decisions
that are consistent with Board thinking,

?lanning

The firm must have plans to accomplish its goals and to reach its
objectives. .The board isbresponsible‘for seeing -that plans are deve1_
oped but may not agti&ely prepare the plans;_ Bince the board has
limited timé, the 5oard may &elegate the responsibility for developing
plans to the manager‘or é boafd committee, However, the full board
must‘review and appréve or revise these plans tovinsufe that fﬁey will
‘achieve the desired ijectives,

There are twqg time pErist in which the firm must develop plans,
the short-range éﬁd thé long~range.,  The short-range plan.usually '
covér periods up to éne year and the long-range plan covers perieds of
more thén one year,

The short-range plan shquld.include a detailed annual‘financial
plan that specified sources and uses of capital. This plan or budget
is useful because it helps managementi detect enterprises that are
deviating from plans and then management can make changes that will
bring performance back to expectations té keep the firm operating
profitably.

The long-range plans should include specification of market share,
facilities and service plan,. The board and manager should estimate
their firm's share of the market,»fhen decide whether they want to

maintain or expand this share, If they decide to expand their market
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share, they must develop a goai for the percentage increase they desire
and plans on how to‘achieve this goal.,

Long-range plans for facilities and services are especially diffi~-
cult to formulate because changes gan occur during the planning,pefiod.
For example, plans for buildings must be extremely long~range because
concrete grain stofage facilities.can'last_fof 66 years., Long-range
plans for faéilities, such as tﬁese, must anticipate the many changes
that are possible in farming,_thé farm pommunity, and the nonfarm
community that may'ﬁecessitate changes in the services offered to
farmers and in turn the facilities needed to proyide these services,

Plans for diffefent time periods must be coordinated to be con-
sistent and allow the firm to progreSSVquothly toward its objectives,
To faciiitatevooordination, yearly plans should be'developed for each
year in the next five to ten years, The first year of the plan would
be most detailed'and be considered thé‘shortaterm plan, The short and
long-term plans are thus all one plan and will fit together smoothly,
However, theiboard.must rgview the plans fo make sure that the plans

are coordinated and are consistent- with the firm's ohjective,
Personnel

One of the most important duties of the bhoard is the selection of
a competent manager to operate the firm. The manager is important
because the board delegates the pésponﬁibility for the déy—to~day
decisions to him and they expect him to develop plans and goals for
the firm, Usqally the board members have their own businesses to

manage and cannof devote large amounts of time tq_their board work.
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Thus, they depégd on the manager and his subgrdinates to develop plans
and goals for the firm., |

The beard muétvtake steps to insure that the firm will have a
continuing supply of competent management. Thus, the bpard should have
a program for training potentiél managers, The boardvneeds to realize
that the assistaﬁttpositions aré in one senée training positions and
should be staffed by peoplé suitable for futuyre prométiqn. .The board
should encourage ménagement'people to-attend training programs offered
by associations and éducational institutiong.

Training'can improve employee.perform@nce‘and potential but if
wages and salaries are ng% competitive, the firm mayﬁidse the émployee
to a competitor after training. Wageé and saiaries can be considered
operating decisions and, therefore, the rQSponsibility of the manager.
However, iﬁ small firms, the board may reﬁain the responsibility of
setting wages and salaries, Where the board wants to retaiﬁ contrpl
over the amount of wages and salavieé paid, but not be involved in
actually setting them, it may develop a salaryischédule plan. This
plan usually éets minimum and maximum salaries for each type of
position; yet, allows the'manager to make the final determination
based on competition and the perfovmanée of the individual.

In addition to meetingbeompetition on wages and salaries, the
board needs to consider the,variﬁus additipnal benefits that the firm
will provide its employees, Such benefits as retirement benefits help
the fiym to hold employees because they will'lpse these benefits if
they change jobs. Other fringe benefits, however, sﬁch as price
discounts given employees on goods sold by the firm, could cause

internal problems for grain marketing_firms, For ékample, employees
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with part~time farming operations could obtain their farm supplies at
a discount whereas the members could not, The members may feel they

are unduly compensating the employees in this situation,
Trusteeship

As trustees, the directofs are obligated ﬁo protect the members!'
_interests in the firm, In general, the'directors fulfill this obli-

éatién by approvi‘ng important financial mai:te.rs, anaiyzing the finan-
cial condition, taking nermal buéinessvrisks, redeéming stock and
allocating savings.

The board of directors must approve important finéncial matters to
insure the economic feasihility of major changes, ' The board should
prepare or have prepared a complete feasibility studj,for such things
as additions of new enterprises, expanding or contracting the trading
areavand new ventures,b The bdardvmuét carefully review the costs and
expected returns in thése‘studies and the long-range potential'df
these changes,

The board must also be knowledgeable in analyzing financial state%
ments including the balance sheet and income statement, The balance
sheet shows the financial condition of the business firm at a given
date and consists of the assets, liabiliﬁies and net worth of a firm,12
The incame statement shows the profit or less by the firm during an
accounting period by stating thebsource of income and desecribing the

nature of expens.es,13 The board must understand the informatioh conr
tained in these statements and should éompare them with past statements
to detect changes over time, The direptors ghould also use finanecial

ratios that indicate the firm's praofitability, solvency and liquidity
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because these.fatios pro&ide.the directors with‘an efficient and effec~
tive method of_analyzing the_firm’s financial condition,

Directoré are responsible for ﬁakihg‘normal business risks such as
undertaking new ventures if they appear profitable, but they are not to
take other risks such as qperaﬁing without adequate insurance, The
board shoﬁld periodically rey;ew the t&pes and amounts of insurance
carried by the firm to make_sure thatvthe firm-ié not taking abnormal
risks. .

The board must a150-redeém stock and.alloqate savings. Cooper-
atives generally retire stock when the mémber 1eave$ thevassociation,
and, consequently, shqﬁld blan ahead tq anticipate when the association.
will be retiring stock and provide funds for this purpose. If a large
stockholder leaves the.associatiqﬁ, the association méy not have the -
funds to retire his stocks unlesé advance preparaﬁions ére made, The
savings of the firm can be returned to the patrons or retained in the
firm to retire debt or build up funds for fﬁrfher expansion or improve- .
ments, The board must aliocate.these Savingsvbétween the-fibm and the
members and myst consider future plans and current debt in this

allocation process.

Members' Interests and a Sound Roard

The board must work for the .good of the:entire,cpoperative and,
therefora,iyﬂ;be swayed by a.Small special iﬁterest group., Thé‘desires
of special interest groﬁps can create problems when déciding upon the
types of additional enterprises the firm will undertake and the type of
grain that the fiym will merchandise. Thé‘firm should add enterprises

that are economically feasiblé and that will behefit the greatest ' -
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number of members. The firm should handle the grains grown by most of
their members, Also, the firm may handle speciality crops if it
appears profitable to do so, |

Since the patrons are also the owners of a cooperative, the coop-
erative must maintain a close understanding between the members!
interésts and that of the firm. The memhers should understand, for
exaﬁple, the grain pricing proceduré, Thus, they need to know the
factors affecting the price the firm receives and also realize that
thevfirm musf cover expenses»ﬁo.remain in’business. An understanding
of the factors affecting price and'eXpenSQS that must be covered will
- help maintain and build the membership of the firm,

The problem of communigations and understanding in cooperativesvis,
somewhat less'than in noncéoperaﬁives be¢ausé the membership trades and
visits at the firm. Therefore, the manager’generélly knows all the
member~owners of the business, CQoperétives usually supplement this
communlcatlon with progress reporﬁs on the firm presented in an annual
meeting, and some firms utlllze a perlodlcal newsletter to keep
members informed of the current operations of the firm,

The board of directors must help’ insure that the: future boards of
the firm will be able to adequately perform fheir duties, They can do
this by educating members of the qooﬁerative on the qualificationsg for .
directors; by esfablishing eligibility requirements for directors; and
by providing adequate training for board members,

The election of diregtors should not.be based on popularity but
should be based on the qualifications of the individual, Members
selected to the board should be those tﬁat can contribute to.the

effective operation of the cooperative, These members should be of
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good charagter, have an inquisitive mind, be able to analyze problems,
bé able to draw ¢§nclusions;and"have the abiiity to appraise men.

The directors of cooperatives are elected by the membership during
the annual meeting. The board members selepted should he the most
qualified and they should not have special.interests, The special
interests criteria can be a problem hecause all people have special
interests. Therefore, the bqard‘shpuld be composed of directors who
have different specialvinteresﬁs 80 thét all the members are repre-
sented, One typg of eligibilify requirement restricts the board';
members to geographic areas in whicﬁ the ¢oqperatiVe has members, . This
method insures that all areas are fepresegted, thus tending to limit
special interest groups that may ﬁérm due to geographical area.,
However, it is possible that one geégraphic area would have more quali-
fied people. If this is the situation, geographic restrictions might
not allow the most qualified people to_serve‘on the'board. If the
primary objective is to limit special interest groups, then one proce=-
dure might be to have the board made up of people from each of the
different types of farm specializaiioné. This again would tend to‘
1imit the selection of a well qualified individual if his speciality
was already filled on the boérd, Therefore, it becomes imPQrténﬁ for
the members to realize both tﬁe advahtages and disadvantages in beard:
selection»before they can make‘a decision that will work best for them,

The length of serviée of board members is another area in whioh‘
some hard choices ha&e to he made, This is caused 5y thé problem of
educafing new:board members,‘ If fhe cooperafive uses on the job
training for educating new board members, it must ailocate sufficient

time for the members to learn their job and become proficient, They
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would need a longer term of éffice or more terms in office than those
who recei?e other types of training. However, directors can also serve
too long and may not méke an adequate cqntﬁibution to the boérd because
they do.not utilize new ideas and methods of‘operating the. business,
Therefdre, a balance must be made between serving long enough to learn
the job and servingbtoo 19n§.

Another type of training fdr directors is forméi training. 7The
advantage of formal.training is4thgt areas of‘management may:be'covered
that the present board knows véry little ébouta Formal ﬁraihing can be'
beneficial to increase the pfdfigiency.qf both new and pfesent members,
‘However, the directors need to realize this training is available and
realize the benéfits'so that they are Wiliing to devote the necessary
time, | | | ' |

Another type of traihing is infqrmél and éan be accomplished by
having a junior board,  These péople attend board meetings but do nbt
have voting rights; There are twb disadvantages associated with this
type of training. First, the use of abjunior board will not raise the
level of total board profieciency becéuseléhly current areas of board
expertise will be maintained, Secondly, if the present board selects
the members of the juniorquard, the present béard can hand pick their
successors. Thus, the bqard's philosophy could be maintained because
other members would not be as qualified as the Junior board members
for election to the bhoard, Maintaining'bqard philosophy is only a
disadvantage when it keeps mehbers'with new ideas or opinions from
serving on the board, However, the disadvantége of hand-picked junibr
boards is eliminated if the total membership of thé éooperatiVe.selects

the members to serve on this board.
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In addition to board members, the conduct of the board meeting can
affect the funqtiqnihg of the board, The béafd meeting requires
planning which is usﬁally accomplished by pfpvidihg the directors with
an agenda prior to the meeting, The agenda gives the board members an
idea of what is to be presented, In conjuncfion with the agenda, the
directors should'régeive.other.materials that require some thought and
analysis before they could reach a deCision. If these materials are
received in advénce of the meetihg, a deoisién can be made in the.

meeting without_postponing the decision until the next meeting,
Summary

This chapter has discussed the VierQints of managgment and the
functions of management, = The viewpoint of management; management con-
sidered as a separaté enterprise, wasvfoﬁnd most abpropriate for pro-
viding a framework of analysis fof this study, Thé five functions of
management -- planning, organizing, directing, coordinating and
controlling -- were discussed as they apply to the board of directors.
These functions Qere found to be iil suiﬁed to present the findings in
this study, = Therefore, the theory from these functions was applied
to activities berformed'by the board,

The section on application of theory corresponds to the next seven
chapters in this study. First, the duties and resbonéibilities of a
board of directors were discussed briefiy. Neit, the éix board duties
were discussed based on thé types of actiVities that should be

performed within each duty., These constitute Chapters IV through IX,
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CHAPTER IIT

CHARACTERISTICS OF THE BOARD MEMBERS AND

INTERPRETATION OF THE DIRECTOR'S JOB.

This chapter describes the personal‘characteriétics of the
directors interviewed during the study and their interpretation of = =
their Jobuas a member of ﬁﬁe'board of directors; The personal charac-
teristics will give some insight into the type of peoblé that serve as
directors of cooperative Qrain marketing firms, Thése characteristics
include the ages; occupations, schooling, tfainingvof the directofs
and their particiéation'in cqmmuni#y'activities. The directors'
interpretation of their job is’coﬁcérned with what direqtors think .
their duties and responsibilities are and‘the diréctor!s own évqlﬁation

of his knowledge in performing his duties and responsibilitdies.
Director's Characteristics

One method to illustrate directors'’ characteristics is to describe
a typical director, The median value will be used as a descriptive
.measﬁre because the median is not affected by the magnitude af extreme
deviations from the average. Since the median gives only bart of the
information available, the range will be uysed to give a measure of
variation in’the observations,

The directors inc¢luded in the.s£u5y were farmersbwith a median

age of 52 years, The ages of the directors ranged from 26 to 86 years

bly
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old and very few of the directors were under 30 or over 65 years of age.
All of the directors interviewed had farming interests; 67 were full-
time farmers and six were part-time farmers. They grew small grains,
primarily wheat, and raised livestock, primarily beef cattle. Their
farms‘ranged from 160 to 4,000 acres in size with the median gize farm
consisting of 880 acres.

Many of the directors had served more than one term and had held
a board office.  In all of the’cooperatives interviewed, the;térmvof
office for the_diregtors was three years.,-The'humber of years served .
~on the board ranged from one-fourth of a year to 46 years with the
median being four years,v The typical director has, thérefore, served
one term and started serving a second term;v The hoard of directérs
has three offices that directors can hold -~ the president, vice-
president. and secfetary—tfeasurer, The numbef of board offices héld
bf directors ranged from none té three, with a median of one,

The directors were asked about the amount of education they had
attained., In converting the vafious kinds of degreés attained, it was
assumed that a Bachelor of Science degree acéounted for four years
beyond high school, a Master of Science degree accounted for six years
and a business college degree accounted for one and one-half years
beyond a high school education. The number of years of scheooling
ranged from seven to 18 years with the median number being 12 years.,
In addition to formal education, the directors can attend schools and
short courses offered by the Cooperative Extensioﬁ Service and by the
various cooperative organizations. Fifty-six percent of the directors
had attended some of these training meetings; The final question in

the personal data section dealt with the number of community activities
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that the directors are involved in, The number of community activities
that directors actively engage in rangedvfrom.ndne to five with the
median being two,

In summary then, the typical director for all the firms inter-
viewed would be 52 years oid and operates_a wheat and livestock: farm
consisting of 880 acres. He has served ph'the board for four years and
has held one board office, The typical director hés.a high school-.
education and has attended some of the director training meetings,

He is also active in communi@y activities and actively ehgages in two
community activities, |

 In order to isolate differences in the characteristics of the
firms' directors in the sﬁuﬂY7 the firms were divided into groups on
the basis of size and performance., The size categories consisted of
largé, medium and smali firﬁs,and were determined by gross operating
income discussed in Table .J ofiChapter I. Perfoymance was based on the
rate of return on investmenﬁ in the local ¢00perative, also discussed
in Chapter I. The firms were divided into. two pe?formance'groups, one
consisting of those firms that héd above average rates of return on
investment and the other that had below avérage rates of return on
investment, hefeafter called group A and group B firms, respectivelygv
The medians and ranges'for the directors' characteristics for these
groups are presented in‘Table v,

Analysis of Table IV indicates that the directors of group A firms
were younger than group B directors and thaﬁ the median agé declined as

firm size declined, The median ages of small firms' directors were
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about 10 years younger than the median ages of large firms' directors.

As indicated by the age ranges, the percentage of directors under



TABLE IV

PERSONAL CHARACTERISTICS OF DIRECTORS FOR A SAMPLE
OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS,
CLASSIFIED BY PERFORMANCE GROUP AND

L7

SIZE OF FIRM
S - - Size of @ Group A _ - Group B
Characteristics . firm Median - Range Median Range
Age (years) e
All 50 27-86 53 . 26~68
Large 56 45-86 56.5 34-65
‘Medium 50 33-76 51.5 36-68
Small 46 . 27-56 44 ~  26-59
Farm Size (acres)
All 800 160-2200 920 160-4000
Large 720 400-2200 1230 160-4000
Medium 960 500~1750 860 204~3600
Small 640 160-960 800 2284000
Years Served (number)
All 7 .25-46 3 «25-20
Large 12 2-46 4 .25-20 -
Medium 7 .25-31 3 +25-9
Small 5 .75-12 2.25 .75-16
Board Offices Held
(number) .
All 1 0-3 1 0-3
Large 1 0-3 0 0-2
Medium 1 0-3 1 0-3
Small 1 0-1 1 0-2
Education (years) ‘
All 12 8-16 12 7-18
Large 12 8-15 ‘12 9~-18
Medium 12 8-16 12 7-16
Small 12 12-16 12 . 8~12
Community Activities
(number) _
All 2 0-5 2 0-5 ‘
Large 1 0-3 2 0-5
Medium 2 0-4 2 0-5
2 1-5 1

Small

0-5
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On the question of age, Garoian anﬁ»Haséley state that the optimum
board is one that incorporated youthful vigor with the experience of
age.l The directors serving>on the boards'in the study can both .
include or exclude Garoian and Haseley's ideal depending on the defi-
nition. ene chooses, Among the boardé in the study,; four had directors
whose ages had less than éolyears spread; >Seven bbards had directors
whose ages weré spread between>20 and 30 years and three boards had a
spread of more than 30 years. The four boards Where'the'range in ages
is less than 20 years probably do nétvfit Garoian and Haseley's defi~
nition. Howefer, there is no reason to say this is bad from the per-
formance data since they are evenly divided between group A and group B.
The ages of directors and the propértion of jounger to older members
probably is less impOrtaﬁt than the ability of the director regardless
of his age. | |

Since older difegtors could have served on thé board longer, one
might expect that age and years df sérvice would be related, The
number of years of board service did decrease as the firm size de--
creased but the relatipnship was not directly related to age (see
Table IV). The group B directors had served less yea?s in ali size

categories than had group A for the same size category.

40 "years old increased as firm size declined, . However, the relative
number of directors under 40 years old was larger, six to eight
percent, in group B than group A, except those in the medium size
category, Thirteen percent of the directors of medium sized group A
firms were under 40 years old relative to only seven percent of the
medium sized group B firms' directors, - In addition, the relative
number of directors 60 years of age or older declined as firm size
declined. The percentages of directors 60 years of age or older were
the same for medium and large size firms byt the relative number of
dirvectors 60 years old or older for medium sized firms was six percent
larger for group A than group B,
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In Table IV, there were alsb some differences in size of firm with
the group A directors tending to farm smaller uynits. Group A directors
in ail size groups except the medium grdup'had fewer acres in their
farms,

The median number of years of schobling for the directors‘was the
same for all groupings of directprs (see Table IV), However, nohe of
the small grbup B firms' directors had échooling beyond high school
vhile the other groups had similar percentages_ranging ffom 33 to 40O
percent, In addition, all of the small group A firms' directors had
finished high school,

The resulfs of this study suggest that the schools and short
‘counses for directors do have some value and thét direétors should try
to attendbtheée meetings, A greater percentage of group A‘directors
had received some training af meetings and sﬁort courses for directors
than had group B directors (see Table V). These results Should be-
qualified to the extent that group A directors may have more time and
more opportunities to attend these'meetingsibecause they Qenerally have

served on the board longer and have smaller farming operations,
Interpretation of the Director's Job

The direetors need to understand their duties and responsibilities
as directors if they are to be effective as directorS. The duties and
responsibilities of the directors as given in management literature
were given. in Chapter II, This section of the chapter analees the
directors' responses to questions asking them to‘state their duties,
responsibilities and whether they thought they had acquired the

necessary knowledge to perform their duties and responsibilities,
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PERCENTAGES OF DIRECTORS THAT HAVE ATTENDED TRAINING MEETINGS
FOR A SAMPLE OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS
CLASSIFIED BY PERFORMANCE GROUPS AND BY SIZE OF FIRM

Size of

Firm

AL
Directors

~° Group A .
Pirectors

'Group B5£§
~Directors -

Have attended
- Training Meetings

Have not
- attended

Training Meetings-

Tbtals v

All

Large

Med.

Small

All
Large
“Med

~ Small

. All

Large

Med

‘Small

© 56.16

.>40.00

65.52
63.16

43.84

60.00
34.48

36.84

»100.00.

. 100’ 00

100,00

— (pérCéht)?:  ‘ ‘F“

69'70¢fﬂf:f;
55.56 .

73.35

.77F78:v‘ﬁ S

30.30
26,67
22.22

U 300.00
100.00

5 100.00

- 45,00 :ﬁﬁ
31,25
57,147
'50.00

55.00
68.75

42086.

50.00

. 100.00
100.00
100.00
100.00
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Duties

The directors' responses concerning their duties were classified
into the six categories discussed in Chapter II, The percentages of
directors responding, including classification by size and performance
of the firms, are presented in Table VI,* |

Approving financial matters was thé only duty which was mentioned
by more than half of the directors in each firm size group and per-
formance groupings, This wouid indiéate that the directoprs conéider
analyzing financial matters as an important part of their duties and
that no differences appeared among firm size and.performan¢e gfoupings.

In terms of percentage‘response, the second most important duty
is harmonizing interests and perpetuating<é sound board, "Communi-
cating with members" included in this duty was mentioned by many of
the respondents. More than half of the airectors of the medium and
large sized group A firms stated that harmonizing. interests and per-
petuating a sound hoard was part of théir duties, This same analysis
of group B direcfors réveals less concern for this duty in comparison
with‘group A firms except for thé small size group.

Establishing objgptives and policies was only conéidered to be an'
important part of director duties by the large size group A firms,
Lesser importance of this duty to the other size-performance categories
of firms' directors is indicated by the‘much smaller percentages
responses, As the firm size declined in both performance groups the

percentage of directors stating that establishing objectives and

® ‘
The titles of the duties have been shortened in Table VI, but
they have the same meaning as in Chapter II,



TABLE VI

DUTIES OF DIRECTORS AND PERCENTAGES OF DIRECTORS RESPONDING FOR A SAMPLE
OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS CLASSIFIED BY FIRM
SIZE AND PERFORMANCE GROUPS

_ Size of AL o Gfoup A Group B
Duty - L firm Directors _ Directors _ ‘Di:ec;q;§¥
: G ' ‘(percent)

Establish objectives and policies : ' .
v . . A1l _ 16.44 .- 18.18 15.00
'Large - 32.00 S0 55.56 ' 18.75
Medium : 10.34 . 6.67, " 14.29
Small ' 5.26 : Lo 0 10.00

- Electing capable board officers : IR _

- ’ o A1l 35.62 . 39.39 B 32.50

. Large 36.00 - L22,22 43.75
Medium . 37.93 ) -40.00 . ‘ . 35.71
Small © - 31.58 . - 55.56 10.00

Approving persommel ‘. L R e - :
ST A 192 o 24024 20.00
S 204000 11.11 . 25.00
~24.14 - - 33,33 oL 14.29
21.05 . 22,22 - 20,00

. 69.86 - . 72.73° 0 -7 . 67.50
68,00 - . 66,67 . .- 68,75

© 65,52 073,33 00 o 87,14
784957 TOT7.78 L 80,000 -

ng;vipapgiéi?maiféis_

U750
. 12,50 0

" '8.00 -
3.45 -
0

@000 .



TABLE VI {(Continued)

Size of All Group A Group B
Duty firm Directors Directors Directors
o (percent)
Harmonizing interests and pre- _ o
petuating a sound board - R
’ : ’ g All 37.50 45.45 41.10
. Large ~ 37.50 55.56 44.00
Medium 35.71 53.33 44.83
Small 40.00 22,22 31.58
oy '
Totals™ -
* All ~180.00 199.99 189.05
Large 206,25 211.12 208.00
‘Medium - 7 164.28 206.66 186.21
Small . 160.00 - 177.78 168.42

:'response.:;ifﬁ"i,,v:»

fﬂaNone of the dlrectors in th1s catego:y gave this act1v1ty as one of their duties,

*erhe totals are greater than 100 percent because some d1rectors gave more -than one
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and policies declined also, This indicates that directors of smaller
firms attach less importance to this as a part of their duties than
do directors of larger firms,

Only performance group B directors responded that they had the
duty of providing planning, Thesé responses webe éxtfemely low,
indicating very little importance is attached to this duty,

.As an aggregate, most of the directors did not state as their
duties all those suggested in management literature. The '"totals"
percentage respoﬁse gives an indication of the number of duties men-
tioned by each director. These percentages indicate that most directors

gave approximately two of the six duties listed as being their duties.

Responsibilities

To function most effectively as directors, they should know their.
responsibilities as well as their duties., The directors' respénses
Concerning what they considered»to be their respdnsibilities'were
classified into the five responsibilities explained in Chapter II.

Only two of the responsibilities can be considered important to the
directors in terms of percentage responses and there were no signifi-
cant findings in terms of performance or size groupings.

The responsibilities to act in good faith and with reasonable
care and to represent a trusteeship were given by more fhan half of the
directors in most categories (see Table VII), The only exception was
in the small group A firm category in which the directors indicated . -
less importance to representihg a trusteeship.

Tﬁe other three; responsibilities in Table VII were not as impor-

tant in terms of percentage response, However, the directors of large



TABLE VII

RESPONSIBILITIES OF DIRECTORS AND PERCENTAGES OF DIRECTORS RESPONDING FOR A SAMPLE
' OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS CLASSIFIED BY FIRM
SIZE AND PERFORMANCE.GROUP

Size of - - All : Group A Group‘ B

Responsibility ‘ . flirm Directors Directors — Directors
- } . - ~(percent) N
Direct and should attend board RN )
" meetings . _ _ _ :
‘ A1l .- 30.14 27.27 32.50
Large S 36,00 , 11.11 50.00
 Medium - 24.14 20.00 . - 28.57
; Small -31.58 . "55.56 : : 10.00
Follow corporate papers . g
o rp P All 8,22 6.06 10.00
- Large . - 12.00 111 12.50
Medium = 3.45 T 0% C7.14
Small ~~ . 10.53 11.11 10.00
Appoint officets and delegate : : - v
. authority : - S e NP : ‘
- a1 30.14 36.36 - ~25.00
* .Large - = 32,00 22.22 . 37.50
L Medium . 31.03 e 46.67 14.29
- 'Small . . .26.32 .. - 33.33 20.00
t_; 1nv,.goo faith and with ..-" el : ; : o ) »
reasonable care’ ' TR L e T e T R
R ‘A1l - . 80.82 .. -84.85 . - 1 77.50
" large © . 76,00 - 77.78 - 75.00 .
 ‘Medium . 82,76 . ¢ -93.33. . ..o 71,43
Small . . 84.21 77,78 90,00

rr



TABLE VII {Continued)

Size of PN - - Group A Group B

' RésPOnéibilitY - firm v _Di:ecgore - Directors ' piFe¢t°F§”‘
o . ' : {percent) e

fepreent & frusteseils All . 57.53 . . 57.58 : ' 57.53
Large . 56.00 66.67 : gg'go

Medium . 38.62 . 66.67 . 20,00

Totals® : T .f | ,
o “All il 21.206.85. C212.12 - - 202.50
~ Large . 212.00 - 188 39_; . 225.00 -
- Small e A a1, n 0 #00

'aane of the dlrectors 1n th1s category gave thls act1v1ty as one of thezr responszb111t1es.

ﬁ_ve'total 1s greater than 100 percent because some dlrectors gave: more than one ansvers,
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group B firms>and small group A firms indicated their responsibility to
direct and attend board meetings was important. There are other dif-
ferences in the percentage responses but thesé do not havé any special
significance in terms of performance or size groupings.

The directors' responsibility of follqwing corporate papers
received a very low percéntage respoﬁse. At énother'point in the
interview, many directors indicated that they consult the bylaws at
most board meetings. Thus, their responsibility to follow the
corporate papers may have been so obvious to them that fhey did ﬁot,
consider this worth mentioning as a responsibility.

Most of the directors mentioned two of thé five responsibilities
given in Chapter II. This estimate of the number of responsibilities
mentioned by each director is indicated by the "Totals" percentage

response.

Acquired Adequate Knowledge

In addition to knowing their duties and responSibilities,'the
directors mﬁst receive or acquire the knowledge to perform their duties
and responsibilities. When asked if they thought they had received or
acquired adequate knowledge to perform their duties and responsibils ;. -
ities, 4L percent of all the directors indicated that they had, More
group B directors indicated they had adequate knowledge than group A
directors, 47.5 percent as opposed to 39 percent. The percentages for
the size groupings were similar teo those in the performance groups
above except in the medium size group. The percentage response was
larger for the medium sized group A firms' directors, Qd percent, than

for the medium size group B firms' directors, 36 percent.
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To determine the length of time the directors had to serve bgfore
they felt they had acquired an adequate knowledge of performing théir
duties and responsibilities, directors' answers were compared to the
nymber of terms they had served on the board (see Table VIII). For
all directors in all sizes of firms, more directors stated they had
acquired the necessary knowledge than tﬁose that did not after they had
served four or more terms in office., Among all group A directors,

“this position was aftained after their fourth term, but for all group

B directors, the position was attained after the third term in office.
As the size of the firm declined, the position where more directors
stated they had acquired knowledge than those that had not was attained
wifh less terms on the board for both performance groups, This indi~
cates that directors of small firms feel they heed less time to acquire
knowledge to perform their duties and responsibilities.

Another method that directors might use other than experience to
gain a knowledge of duties and responsibilities would be to aﬁtend
schools and short courses, If these schools help the directors feel
that they have adequate knowledge of performing dutieé, then the number
who attended schools should have stated that they had an adequate
knowledge of duties. It was found that for all directors that attended
schools, more of them felt they did not have adequate knowledge of
performing duties and responsibilities than those that did (See.Table
IX). This was true for directors in both performance groups but not
for directors of large size firms. The directors in large size firms
indicated that attending schools and short courses had no effect on
.their knowledge of performing their duties and responsibilities. It is

possible then, that the schools and short courses may not fully train



TERMS SERVED ON BOARD AND KNOWLEDGE OF PERFORMING DUTIES AND RESPONSIBILITIES

TABLE VIII

FOR A SAMPLE OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS
CLASSIFIED BY FIRM SIZE AND PERFORMANCE GROUP

Number of

All directors

Group A directors’

Group B directors

terms in - Size of acquired knowledge - _acquired knowledge acquired knowledge
office firm Yes No Yes No Yes No
— - - (percent) - -
1 8.22 24.66 9.09 15.15 7:50 32.50
All 8.00 16.00 11.11 o 6.25 25.00
Large 6.90 27.59  6.67 20.00 7.14 35.71
Hed{ium 10.53 31.58 11.11 22,22 10.00 40.00
Small _ . : -
2 20.00 -
_ 13.70 12.32 6.06 12.12 12.50
‘ All 12.00 12.00° 0 11.11 18.75 12.50
Large 13.79 13.79 6.67 13.33 21.43 14.29
Medium * 15.79 10.53 11.11 11.11 ©20.00 110.00
3 2.74 10.96 0 18.18 5.00 5.00.
- Large - o® 13.79 o 13.33 .0 14.29
Medium - 5.26 15.79 o 33.33 -10.00 o
4.14 2.74 3.03 73400
ALl 8.00 4.00 11.11 .0 -~ 6.25 ' 6.25
Large 3.45 3.45 o 6.67 7.14 o

- Small




‘TABLE VIII (Continued)

Number of .

All directors

Group A directors

Group B directors

terms in Size of acquired knowledge acquired knowledge acquired knowledge
office firm " Yes No Yes No Yes No
(percent) '
5 ' :
All 4.11 1.37 6.06 3.03 2.50 o
Large 8.00 4.00 ) 11.11 11.11 6.25 0
Medium -0 o 0 0 0 0
Small 5.26 0 11.11 (s) o] €]
Over 5
Medium 13.79 3.45 26.67 6.67
.Small 5.26 0 0 - 0 10.00 0
. Large . 52.00 48.00 &4 .44 55.55 56.25 43.75
" Small 42.10 57.90 33.33 -50.00 | ' 50.00

66.66

aTheréVWérevno réspondents in this category.



TRAINING MEETINGS PARTICIPATION AND KNOWLEDGE OF PERFORMING DUTIES AND RESPONSIBILITIES FOR A
SAMPLE OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS CLASSIFIED BY

TABLE IX

BY FIRM SIZE AND PERFORMANCE GROUP

All directors

Group A directors

Group B directors

Size of acquired knowledge acquired knowledge acquired knowledge
firm Yes No Yes No Yes No
(percent)
Attend schools
or short
courses
All 21.92 34.25 27.27 gggg 17.50 32.50
Large 24.00 24.00 33.33 40'00 18.75 18.75
Medium 24.14 41.38 33.33 33' 33 14.29 42.86
Small 15.79 36.84 11.11 ° 20.00 40.00
Did not attend
schools or
short courses
A1l 21.92 21.92 12.12 i;gg 30.00 20.00
Large 28.00 24.00 11.11 20‘00 37.50 25.00
Medium 13.79 20.69 6.67 33'33 21.43 21.43
Small 26.32 21.05 22.22 o 30.00 10.00
Totals iz
: ALl 43.84 56.17 39.39 gg-g‘s’ 47.50 52,50
Large 52,00 48.00 bb. b4 £0. 00 56.25 43.75
Small 42.11 57.89 33.33 Air 50.00 50.00
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the directors but do make them realize their role in the firm is
larger than they thought. In addition, the short courses should

encourage them to study and learn more about their role on their own.
Summary

Group A directors may have more time. to devote to their duties
because they tended to have smaller farms and they have had more years
on the board to become familiar with their duties. In addition, they
tended to be slightly younger than group B directors.

The directors considered approving important financial Matters
their most important duty., Theirmost important responsibility was to
act in good faith and with reasonable care. The directors indicated
that they had to serve three terms in office before they had acquired
an adequate knowledge of performing their duties and responsibilities.
In addition, it was found that the primary result from attending
schools and short courses was to make directors realize their role as
a director isvlarger than they thought. It is concluded then, that
schools and short courses for directors do have some value and
directors should try to attend these meetings.

In the following chapters the analysis is shifted from the
individual directors to the board as a decision making unit. The next
chapter begins the analysis of the boards' activities in perfprming

their duties.



FOOTNOTES

Leon Garoian and Arnold F. Haseley, The Board of Directors in
Agricultural Marketing Businesses, Oregon State Unlver51ty Cooperatlve
Extension Service (Corvallis, 1963), pp. 106-107.
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CHAPTER IV
DECISION-MAKING AND DECISION AREAS

Management is concernedeith the_tésk of mgking decisions that
will keepsthe'firm Qperating ana pfégréssiné toward its objectives.
- Since the board makes decisions as a unit, this chaﬁter.and the pro-
ceeding chapters contain an analysis on'the‘basis of the board as an
entity response. |

This chapter is composed of tﬁo'parts; decisionnmaking aﬁd
decision areas. The first'pary’desgribe$'various aspects'of deciéionr
making including the boards"perceptidh’ofvbusiness changes, thé ’ |
working relationship betwgen boérd and maﬁager, and the types of
information.used‘by'the board in the decisionwmaking process, The
second part'Of the §hapter discusses the‘types of decisions made by |

the firm and who in the management structure makes these decisioﬁs.
Decision-Making

Agriculture and farming have been undergoing changes, particularly
technological changes, This process qf change has been occurring
rapidly in the past and is expected to continue in the future, Farmers
that héve maintained or increased their incomes have had to adjust
rapidly to keep'pace with tﬁééé-technological changes. These chanées
have also had a spillover efféqt on the firms serving farmers. Thus,

farmer orientated businesses such as grain marketing firms have had,

6k
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and will continue to have, the préblem of anticipating changes in
farmiﬁg and recogﬁizing how these.chénges will affect their businesses.

The'agribusiness firms'that analyze the changes in farming cor-
rectly will have the opportunity to plan flexibility into their opera~-
tions and, therefore, obtain a strongér competitive position, For this
reason, the board's and managér's thinkiﬁg'on'dhanges that may be
needed in their buéiness should be Keeping.pacé_with thé égricultural
changes in.their.trading area, All of thg;boards of directors in this
st@dy indicated,that~tﬁeir thinking and that of the manager was keeping
pace with the agricultural'changes in their aréas.

In addition to thinking»ahead,‘the board.and ﬁanager must also
work together as a team with'the,manager‘assisting and advising the
boardy but  the manager shouldvnqﬁvask the:board to make da&~t0~day
decisions, All of»thé boards werevin-agreement that their ﬁanagers
assisted and advised.them in their duties aﬁdvthe& were also in agree-
ment that the manager did notvask the board fof too many-decisiqns on
matters which he should decide,vi.e;;_the day-to-day decisions,

Although the board and manager1must work as a team, each has
specific duties and responsibilifies énd these should be_disﬁinguished
~to pfomote harmony and good working relations; The manager is pri-
marily responsible for the déywtoéday operation of the business while
the board is respoﬁsiblevfor thellonge}+run'decisionsfof-thé'firm, In
this study, all of the boards indiéatedzthat the directors' duties
were adequately distinguished.frém‘those of the ﬁanager, Thése fesults
-indigcate that problems assogiated with unélear.definitions‘of board and
manager duties does not occur,

The board generally relies on the manager to keep thém informed
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on the gperation 6f the‘cooperativé, Therefore, it is important that
“the directors receive enough information from the manager to make
proper deciéions. All of the boards responded that they received
enough information for proper decisions from the manager. Although
some directors QUalifiéd their answer hy stating that they got all the
‘information the mahagen had.

Throughout th¢ persona1 interview schedule,‘the directors were
ésked various questions conéerning the types of information they
received and/or used to_evaluate various decisioﬁs. The types of
information included: operating information,_informatipn presénted‘by
the manager; information to evaluqté’additional,enterprises, informa~
tion used to evaluate trading aréa size'changes, iﬁformation used fo
evaluate amount of advertising and éromotion, information used to
evaluate new ventﬁres, and infofmaﬁién'to evaluate owning or leasing
of facilities and/or equipment,- The_types of iﬁformation included
under these headings isvpresehted in Table X. 1In this table the infor-
mation is presented for the board as an entity giving thé number of ‘
boards receiving the inférmatioﬁ by size and pérformance grouping.

In Table X, there were more types of information in which a
larger percentage of Qroup'} fifms' boards-réceived and/of used the
information than group A firms' boards. Ignoring.the ”don't‘know"
categories, there are 16 informatiéh types'that more of the group B
firms' boards indicated they received and/or used the information than
did Qroup A firms' boards., In‘five of the ihfqrmatidn types, more of
the group A firms' boards‘received and/or ﬁsed'the'infonnation than did’

group B firms'! boards. Thus, on the basis of these answers, it can be



“TABLE X

NUMBER OF BOARDS FOR A SAMPLE OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS RECEIVING
SPECIFIC TYPES OF INFORMATION BYSIZE AND PERFORMANCE GROUP -

. : Size of = All - Group A Group B
Types of Information - -Firm Firms Firms Firms
: ' ewmmeces (QUMbEY) wmceamaaae

Operating Information:

Budgets? o _ _ All 8 .2 6

' ' Large 2 0 2

Medium 3 1 2

Small 3 1 2

Operating statements : All 14 7 7

. Large 4 2 2

Medium 6 -3 3

Small 4 2 2

Cost Reports ' oo Al 14 7 7

. _ ’ : ~ Large 4 2 2
Medium 6 3 3

Small 4 2 2

 Periodic Progress'Reportsa , A1l 9 3 6
: C : Large "2 0 2

.- Medium 4 2 2

Small 3 1 2

" - Review of Operations = S e A 14 7 7
L S T -+ . ‘Large 4 2 2
- Medium 6. 3 3

- Small 4 2 2



TABLE X {Continued)

. 1 ~ Size of All Group A Group B
Types of Information Firm Firms Firms Fitms _
‘ g wceconse (MUDMDEr) wecemececeae

Operating Plans Utilizing Budgets and Long-
Range Finances Forecast@ . A1l
: : Large
Medium
Small

DWW N
bt O N

Including: - Facilities® B All
: o Large

‘Medium

Small

Finances® coo 0 A1l
' -+ Large

- Medium
- Small

Personnel? S T ¢ |
e -7 Large.

Medium

' Small -

Progress Report on Goals .. - o L A1
W e e " - Large
< Medium - -
.. Small

HERW NONY NOUNY NN
O MO K RO N
HMEHMW HOROW ROV HPRRNU HMNNW

R-X-N-X

Infotma:ion Ptesented by Managet; L S
: Balance Sheeta ‘f _ Tl oo A1l 1
BN . R C..sY Large L -
- Meddum -
“Small ..

ewmew
NN
TNWN N



TABLE X (Continued)

Size of All Group A Group B
Types of Information Firm Firms Firms Firms

meccceee (number) ewcececeee

Comparative Balance Sheet? All
: Large

Medium

Small -

‘ b
PR S BB W N

Income Statementa . All
Co Large

Medium

Small

Comparative Income Statement® ~ - All
’ ; . » : . . :Large_

- Medium

Small

et NNy [l ol o R W]

.“.
rPU S W

Marginsa ' U AlX

' S 5. " Large
.Medium
Small

NN R OO NNNO O O e

NWRN

Other (Bank Balance, Inventory, Budgets, - :
_ Cash Flow) ) ' ' o All
o : ' o Large
- Medium
.- Small

O N
- -
0O M

Information to Evaluate Additional Enterprise: ° .
. Need, Benefits and Service to Community, @ . -

and Volumeb® - » : oo A1l

' R SR © . lLarge

~Medium

Small

[T

WNW\D‘
NN



" TABLE X (Continued)

Group A

Information Used to" Evaluate Amount of
» Advertising and Ptomocion.,

: Size of All Group B
Types of Information Firm Firms Firms Firms .
: ' - {number) weecmec——
Financial (Cost, Returns, Financing)a All 9 4 5
-Large 3 2 1
Medium 3 1 2
Small 3 1 2
Other (Do Not Compete with Other : '
Businesses) - All 1 1 o
Large - 0 - 0 o
"Medium . 1. 1 .0
Small - o 0 o
Information Used to Bvaluate Trading Area )
Size Changes: :
Need, Benefit and Service to COmmunity,_,, S _ S
and Volume? T All 7 3 4
i Larse '3 2. 1
- 'Medium 2 1 1
-Small 2 L] 2
.Financial (Costs, Returns, Financing)b = A1l S 6 5
" , : a : Large 3 2 1
Med{ium 4 2 o2
T Small & 2 2
©. - 'Boards that'didn't kn‘wbv Tl All 1 S o
e B L PR SR ‘Large ] .0 o
“ o Medium 0 L0 o
- Small: f e I 1 0



. “Information tbevéiuate Owning'dt‘Leasing: L

TABLE X (Continued)

Size of All - Group A Group B
Types of Information _ . Firm Firms Firms - Firms
: 'meecanee (MUNbEr) eweeeeeee

Financing (Costs, Effectiveness, Sales)a - A1l
Large
‘Medium
Small

Boards that didn't know . All
, ’ ' " Large

Medium

Small

NN O e s
NS OO e
NS O N

Information Used to Evaluate New Ventures:
Need, Benefit and Service to Community,
and Volumeb Lo A1l
. Large
7 Medium
7 Small

[

Financial {Costs, Retutns,,?inancing)b ALY
o - R * Large
- Medium .

WA O N S
NN O WD =

Visit other,Facilitiesb P P A1l
“ooi Medium
Vo Small

OO W Wke MWW

O s O g
‘o000

“Financial (Costs, Returns, Fimancing)® "= = A1l
) L AR T 7. YU Large
Medium . =
Small

YRV IR
NN

A W



TABLE X {Continued)

' v - _  Size of All Group A Group B
Type of Information ' ' Firm Firms Firms  Firms
. ’ --'-'_-‘-..- (number) -—'--".'.-_-;
- Boards that didn't know - A1Y 4. 2 -2
‘ - Large N 0 0
N : : Medium 2 1 1
| . Small 2 1 1

a‘Ix’i:t‘ormation types received ahd/or' used by more group B than group A boards.

prfomat—ion types received and/or uséd by more.-g‘roup A than éro.up B boards.

Low



concluded that more of the beards of group B firms are receiving and/or
using more types of infofmation to maké decisions,

One of the important types of information that shouid be used in
decision making consists of budgets,>'5udgets are projected costs and
revenues for the firm and/or enterﬁriées'in the firm, In Table X, the
following types of information cénfbe:considered budgets: 'budgets"
and '""operating plans utilizing budgeté.énd long—rangé finances forecast!
under the heading of operating ipformatian; and "financial" under the
headings of information. to eVaiuate additional enterprises, information
used to evaluate trading area éize changes, information used to evélu—
ate new ventures and information used to évéluate owni.ng or leasing.

More boards of group B_firms,;hdigated'they_reqeived budgets and
budgeting information than did boards pf gfoup A fir@s,' More than half
of the boards in both groﬁva and B réqeiVedvbudgets to evalﬁate large
financial deciéions (including,additionai enterprises, tréding terri-‘
tory changes, néw vehtures, and owning or leasing decisions). More
than half of the group B firms'and less than half of the group A firms"
boards received budgets to evaluate operations (which may include grain
handling, fertilizer sales, feed sales. Qr pefr6leum sales).

Budgets to be used in large financial dé¢isions.are only part of
‘the information needed-bybthe board,‘ The édditional information re-
guired would be included in é carefuliy prepared feasibility study.
This study shquld‘include an estimate of the demand, reflecting need,
benefits and service to the community and from this a projectidn of
the expected volume, Further, the voluﬁe should be estimatéd in both
the‘short— aﬁd'long—termf Next, the board needs estimates.of required

facilities, equipment and personnel for the proposed facility to
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determine costs and to determine the hreakeven volume needed at competi-
tive prices or estimated prices, These estimates will allow determi~-
nation of expected profits or losses from the_facilitﬁ. The infor-
mation for this itype of study can be obtained by surveying the presept
members and/or expected patrons,‘viEiting other facilities, utilizing
studies prepared by colleges Qr.qther firms and information from trade
publications,

Very few of the. boards indicated that they prepare‘a complete
feasibility study but many did inqicafe‘the& obtained or formulated
estimates that would cbnstitﬁte'a reasonably complete studfeto evaluate
additional enterprises, tfading area>$ize changes and new: Vyén- "
tures. " Moré than half of the boards in both performance groups indi-
cated they prepared a reasonably compiete study tp evaluate additional
enterprises. Only boards of~firmsxiﬁvgroup B indicated a reasonably
complete study waevused by more than onewhalf‘of the firms to evaluate
trading area size changes. More thaﬁ half of the firms.in the group A
performance group indieated they had a reasonably complete ;tudy to
evaluate new ventures,

In addition to receiving feasibility infprmation the board should
receive information to evaluate the current operation of the firm,

As indicated earlier, a majority of the boards of firms in group A do

1

" The estimates for a reasonably complete feasibility study indicate
the information types in Table IX consisting of need, benefits and
service tao community, and volume, and financial information. If these
estimates were fully evaluated, a complete feasibility stydy would
result, However, many times an,estimaté of need and costs were
indicated without an indication that these were carried to the point
of estimating breakeven volume or a specific profit or loss figure,
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not use budgetsrto evaluate cufrent opefationsg> Furthermore,famajdrity
of them do not receive periodic progress reports. A majority of all
the boardsvreceived operatingbstatements, cast reports, balance sheets,
income statements and gperating margins.(the difference between prices
paid and received by the;firm). Thus, the boards of many firms in
group A ére onlyvfeceiving the resﬁlts of opératinns, while more of thé_
boards of group B firms are receiving this information plus budgets
which give expected results from qperations{ One'explaﬁétion for the
smaller response.from group A firms’¢ouid be that these boards did not
recognize that projected income statements are in fact budgets.

All of the boards of directors stated that they critically fe—
viewed the methods of operationg, In almoét all firms,‘11 of 14, this
review was cqnducted at each board meeting. The firms that did not
review oﬁerations at each béard meeting were in the small and medium
sized group A category, There was no majority among all the boards:
on what types of informafion were reViewed when they evaluated the
methods of operations. More of fhe‘group B firms' boards, four of
seven, stated that they reviewed the‘financial statement and three of
the seven group A firms' boards indicated they reviewed all departments
of the firm, | |

When the directors review operations, they should ask questions
that go beyond the fiﬁancial inforﬁatio# to discover why various
departments perform as they db, In this wa&, the directors can help
point out potential problem areas that need correction before the
ﬁroblem gets too large. All of the boards indicated that their members
demonstrated skill in asking questions'reg%nding‘operations.

The managers of the firms in the study are presenting the types of
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operating information that their bqardévwant. The djirectors inter-
viewed were reminded of their legal, social, and ethical obligations
and asked What types of information the manager should present so that
they could fulfill these obligations, The boards of all firms but one
“stated that financial infofmation should be presented by the manager.
The board that did not indicate finamcial infermation should be pre-
sented had no agreement among the majority of its members as to the
ihformation that should be presented, »Even7in this éase, the most
common answer was financiél information, Thus, the boards are re~ ... ..
ceiving the types of information that they want from ﬁhe.manager. In
addition, most of the direptors WQuld agree Wiﬁh the'one that stated,
"if we want certain information, we aék for it and the managef provides
it." In only 26 percent of the cases did the directors indicate that
that they wanted something thatvthe‘manéger was not already providing.
Their answers included membef and/ﬁr,public relations, market trends;
and present all sides of everything, |

Additional information on the tYpes of information that the
managers present to their boards:was available from fhe mail manage~
ment guestionnaire. The firms were asked to indicate the types of
materials thaf the manager presents to the board. The choices given
in the gquestionnaire included the annual‘audit, ratio analysis, charfs
and graphs and a category for other answers which usually was recorded
as monthly financial statements. These reéesponses are presented in
Table XI for size and performanée groups.

Analysis of Table XI indicates that most boards received the
annual audit (see the percentages under MallM fcr»size of firm). While

the percentages for all firms for the all size category are similar,
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TABLE XI

PERCENTAGES OF MANAGERS FOR A SAMPLE OF OKLAHOMA COOPERATIVE GRAIN
MARKETING FIRMS WHO INDICATED THAT THE BOARDS RECEIVED SPECIFIC
TYPES OF MATERIALS BY SIZE AND PERFORMANCE GROUP

Type Size All Group A - - Group B
of of Firms Firms - Firms
ilaterial Firm : B co e
- ' i pwwwq--:--w-n (Percen t) -""""""‘I_-""”":_'!"" ‘[ )
Annual Audit = All 82.93  77.78 - 92,86 -
o Large 71.43 60,00 100.00
Medium 91,30 .93.33 87.50
Small 72,73, 57.14 . 100,00
atio Analysis ALl 21,95 . 22,22 21.43
Large 57.14 60.00 . 50,00
Medium 13.04 ©13.33 12,50
© Small 18,18 14,29 25.00
Charts and Graphs ~  All 24.39 1481 42,86
' . Large C 71,43 ‘ 60,00 - 100,00
© Medium ©017.39 S 6.67, o 37.50
$mall 9,09 0% 25.00
Other All 21,95, . 25,93 . i4.29
Large 71,43 80,00 . 50,00
Small 9,09 ¢+ 14029 0t
' Totals® CALL 151.22 C140.74 0 17140
Large '271.43 - 260,00 . 300,000
 Medium 134,77 0 126.66 - 150,00
Small

109.09 85,72 - 150,00 -

8None of the managers in this category 1nd1cated their boards
received this type of information. ' e Rl

b

gave more than one answer,

The totals are larger than 100 percent because some managers o
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relatively more of the large firms presented°ﬁétio*anaIYSis;'chértS'and
graphs and other informétibn than. did medium or small firms.

The results from the mail survey indicate that boards of large
firms receive more useable information than do other directors.
Howevef, this conclusion was not substantiated in the personal inter=-
view survey, One explanation may be thét theCdirectors‘in the personal
interview survey consider the charts, Qraphs and ratio analysis part
of and included in the balance shéets and income statements usually

preéented.
Decision Areas

In this section,/tﬁe boards' responses on who makes various
decisioﬁs are compared to,the:expeqtea decision areas jncluded in
>Table IIT of Chapter II. The éomparison will allow analysis on whether
the board and/or the managér are making decisions in the expected
areas and also on whether thevboards stated cerfain decigions ére Made
by any person or group in the firm,

Throughout the personal interview schedule, the directors were
asked questions concerning whé makés various decisions and whether
certain decisions were decided by cerﬁain individuals or groups. The
boards' responses to these gquestions are presented in Table XIIL, The
responses are grouped hy sgize and performance categories and all the
>decision activities are presented under the expected decision-maker to
facilitate analysis., The only decisions not included in Table XII,
that are in Table III, are establishing objeétives, establishing
policiés and developing long-range plans.

In almost two-thirds of the activities in Table XII,‘a significant



TABLE XII

ACTIVITIES IN WHICH THE BOARD OF A SAMPLE OF OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS INDICATED
DECISIONS ARE MADE BY BOARD, BOARD AND MANAGER, AND MANAGER,
CLASSIFIED BY PERFORMANCE GROUPS AND SIZE OF FIRM

All Firms Group A Firms Group B Firms
Decisions made by Decisions made by __Decisions made by
Board Board Board
Size of and and and
Activities Firm Board Manager Manager Board Manager Manager Board Manager Manager
(number)
Expected Board Activities:
Annually review corporate A v
papers All 9 o® o 5 0 0 9 50 )
Large 1 0 (4] 1 (4] (4] (4] (4] 0
Medium 4 0 0 G 0 o 2 0 0
Small 4 0 0 2 (0] 0o 2 (4] 0
Evaluate progress in rela-
tion to goals All 3 (o} (o} 0 (4] (o] 3 (4] 0
: Large 1 0 Le] (o] (4] 4] 1 4] o
"Medium 1 0 0 0] (4] 0 1 0 o
Small 1 o 0 .0 (0] (o] 1 o 0
Approves promotions All 8 2 1 B 1 1 3 1 4}
: Large 2 1 o 1 1 0. 1 (4] 0
Medium® 3 0. \ § 2 (4] 1 1 (] o
s Small 3 1 (o} 2 o (o] 1 1 o
Review manager's evalua- _
tion of personnel All 14 0o 0 7 0 (o) 7 o o
Large 4 0 0 2 (0] 0 2 0 0
Medium 6 (+] -0 3 -6 o 3 (o] (o}
Small 4 0 0 2 o - 0 22 F70 0



TABLE XII (Continued)

All Firms Group A Firms Group B Firms

Decisions made by Decisions made by Decisions made by
Board Board Board
Size of and and and
Activities Firm Board Manager Manager Board Manager Manager Board Manager Manager
{number)
Approve type of additional
enterprises All 7 5 o 4 3 (o} 3 2 o
. Large 1 2 0 1 1 (4] 0o 1 o
Medium 3 2 o 2 1 o 1 1 o]
Small 3 1 o 1 1 0 2 o (]
Approve expansion or con~
traction of trade area® All 6 1 0. 2 1 o 4 o o
Large 1 1 o o 1 1 1 0 o
" Medium 2 (o} 0 1 0 0 1 0 o
) ~Small 3 0 o 1 o o] 2 0 o
- Establish allocation of o : . :
profits or savings © A1l 12 FES S 0 5 1 0 7 o} o
: S. 7. % - Large 3 I o 1 1 o] 2 o o
Medium 5+ 0 o 2 0 o 3 o o
-Small . 4 R o 2 . 0 ¢ 2 0 o
Expected Board w:lth Manager ;} BN L
CActivities: Sl ST
Critically reviews methods S e T .
of- operation gE A1l o 14 o o 7 o o 7 o
Large . 0 . 4, .0 o - 2 0 o 2 0
Medium =~ 0O - 6 o] 0 3 o o 3 o
Small o 4 0 o . 2 0. o 2 -0
Establish goals for the , S '
z fim ST L All 0 3 0 o 0 0 o .3 o
‘ T AL large -~ -0 1 00T O o o e 0
© Medium . O 1 0~ 0 . "0 4] o 1 0
© Small.._ O 1 S0 000 o o 1 o




TABLE XIJ (Continued)

All Firms : Group A Firms Group B Firms
Decisions made by Decisions made by Decisions made by
Board S Board ' Board :
_ Size of and - _ ' and : and
Activities Firm Board Manager Manager Board Manager Manager Board Manager Manager
(number)
Review policies annually A1 o > 5 0 0 3 0 o 2 o
: : ' Large o o o 0 0 0 o 0 o
Medium 0 3 0 o] 2 -0 o 1 o
, , Small . O 2 0 - 0 1 ] ] 1 o
Determine goal for share ' '
- of grain market® A1l 1 1 1 o o 0 1 1 1
.- . Large 0 1 o o 0 0 o 1 0
’ Medium - 1 (4] o] (o] o o 1 (o) [¢]
© 7 Small - o0 o 1 o ) o o o 1

-"_betetmine fgoal._foij share’ S
.. of merchandise and . .
service market.b

> 000 0000

OO 0000 .

L) X-X-X-3
OOOOQ i

0000

B Evaluyate iasurance.cover-
- age RS




TABLE XII {(Continued)

All Firms Group A Firms Group B Firms
Decisions made by Decisions made by - Decisions made by
Board Board . Board
Size of and i and and
Activities Firm Board Manager Manager Board Manager Manager Board Manager Manager
(number)
- Large 1 3 0. 2 0 1 1 o
Medium 1 3 1 .0 2 7o) 1 1 1
Small 2 1 0 1 0 0o 1 1 0
Evaluate option of owning - '
or leasing . : All 4 5 1 1 3 1 3 2 o
LI Large 0 2 0 o 1 o "0 1 .0
: Medium 2 2 0 0 2 0 2 0 o
© Small 2 1 1l 1 0 1 -1 1 0
Develop annual financial
plans® ‘ ©o A1l
. i - .. Large
_"Medium
’ Small :

. Determine credif guidelines® b ALl

~#po‘.- OO p =

MR s

e O 0000
HWOOM 0O0O0O

HOOM 0000
0000 0000
HWNSR =00 K
O0O0O OO0rM

e ON OO

HWHWn

‘o000

OO~

O s s




TABLE XII (Continued)

All Firms Group A Firms . Group B Firms
Decisions made by " Decisions made by Decisions made by
Board . . Board " Board
, . Size of and and . and
Activities Firm Board Manager Manager Board Manager Manager Board Manager Manager
- ' {(number)

Expected.Manager Activities:

Provide board meeting agenda All
Large . -
) Medium ..
N o Small

"Assist and advise board All
’ Large

Medium

Small

0000 0O0OO
o_poo_ o‘oo'o‘
©°0 0o - X-N-X-)
o.oo‘.c':o oo‘oo
hah)h)~t.° N
o600 o_ooo‘
‘o_o.oo‘c‘:o'oo
DWW NS NN

Ll .

Select, discipline and :
release employees S A1l

" Medium:
Small © -
wi ALl e
 large .
'ﬂjMedium' ,f
~ Small .l
oo ALY e L
. Large. .
. Medium .
Small

s

OOk OO MKk sovsln

co0o0

et wages and salaries®.

ha&;#iuv N 0000
HNMRE HNO W 0000
F{hfé,h§<hlh;ﬁﬂu: 0000

R NN W

CWENY WRR® 0000
f7b_¢ 630:26 000 Mmwm~

O N O RN 0000
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tabl sh safety inspec-, S
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" Medium. .-
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L0000,
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TABLE XII (Continued)

All Firms Group A Firms Group B Firms
Decisions made by Decisions made by Decisions made by
Board Board Board
Size of and and and
Activities Firm Board Manager Manager Board Manager Manager Board Manager Manager
(number)
Determine grains to be mer-
chandised All o % 31 0 1 5 0 0 6
Large o 1 3 Y : | 1 0 o 2
Medium o 0 4 0 o 2 0 0 2
Small 0 0 (A o o 2 0 0 2
Determine where :grain will
be sold All 0 o 14 o 0 7 0 0 7
Large o 0 4 o (] 2 0 4] 2
Medium o o 6 0 (s} 3 (4] o 3
Small o o 4 o (4] 2 (4] (o} - 4
Determine where merchan-
dise will be purchased All o 2 11 0 1 5 o 1 6
Large (4] 0 4 (4] (0] 2 o] (o] 2
Medium 0 1 4 0 0 2 (o] 1 2
Small (4] 1 3 (o} 1 1 o o 2
Set prices for grain All (o] (o} 13 o o 6 o o 7
; Large 0 (0] 4 o o 2 o o 2
Medium o 4] 5 0 o 2 o o 3
Small 0 o 4 o 4] 2 o o 2
Set prices for merchan-
dise and services All (o} 3 9 o 2 4 o 1 5
Large (o} (o} 4 (s} o 2 0 (6} 2
Medium o 3 1 o 2 0. 0 1 1
Small 0 0 4 (4] o 2 o (¢] 2
Determine type of adver-
tising and promotion® All 1 3 9 0 1 5 1 2 4
Large o 2 2 o I 1 o : & 1



TABLE XII {Continued)

All Firms Group A Firms - Group B Firms
Decisions made by Decisions made by . Decisions made by
Board Board Board
: . Size of . and and N and
Activities Firm Board Manager Manager Board Manager Manager Boa_rq Manager Manager
’ {number)
Medium 1 o 4 0 (o} 2 1 o 2
Small 0 1 3 (o] o] 2 0 1 1
Evaluate use of men and . ‘

equipment : ' A1l o 1 12 0 o 6 o 1 6
. - Large o 0 3 o o 1 o o 2
Medium o o 6 T} o] 3 0 o 3
Small 0 -1 3 o o] 2 o 1 1

~ - Py

aNone of the boards stated this decisioh was made by this decision maker.

Actx\ut ies in w}uch there was a s1gn1f 1cant departure from the expected decision maker.

Four of the boards indicated that the stockholders dec1ded on expans1on or contraction of the trade

area. The stockholders were indicated by one of the large group B firms, two of the medzum group A and
: ne of the medzum group B fi n'ms. - :




number of boards declared that if anyone made the decision the expected
decision-maker as shown in Table III made the decision., On the other
hand, there were 12 activities iﬁ which there was a significant depar- -
ture from the expected decision-maker (noted in Table XII),

There are séveral reasons why there could be a signifieant depar-
ture from the expected decision~mak9r, The expected decision-maker
in Table III should not necessarily be viewed as the absolute final
answer. Table III was developed on the basis that day-to-day decisions
and all other decisions are delegated by the beoard except financially
important decisions involving major.firm changes. Those decisions made
by the board and manager inqlude activities that the board should
delegate authority for development of proposals but. reserve review and
approval authority for these proposals. However, the respective abili-
ties of the board and the manager, the time each has available for
making decisions and the relative impértance of the decision within

each firm will influence which person or group will make the decision,

Therefore, the 12 activitie's in which there wasa Signifidant departire are
only important from the standpoint that they illustrate the degree of
delegation of authority in these firms,

Although a significant number of boards indicated that the board
and manager approved the type of additional enterprises, the boards
have not delegated all authority for this‘decision, The types of
additional enterprises that the firm engages in could substantially
change the firm and, therefore, were considered as a board type

decision. However, since the board and manager must work as a team,

the manager would be consulted in this type of decision and it would be
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reasonable that both the board and the manager could make the decision
on the type of additional enterprises‘the firm would undertake.

In determining the goals for the share of the grain, merchandise
and service markets, the manager should determine the goals subject to
a review and approval by the board. Thus, these goals were considered
as a decision for both the board and the manager. One firm's board
indicated the whole authority for developing godls for the grain market
was delegated to the manager and oﬁe board did not delegate this
authority. All of the boards that gave answers indicated that they
delegated all authority for determining the goal for the share of the
merchandise and service market; Therefore, more of the boards indi-
cated these decisions were delegated to the manager than expected.

A significant number of the boards, especially among group B
firms, -indicated that fhey did not delegate any authority to evaluate
the insurance coverage of the firm. It was expected that the board
would consult with the manager in evaluating the firm's insurance
coverage; which most of the boards indicated they did. However, only
one board indicated that they did delegate authority to the manager
to evaluate the insurance coverage.

The boards indicated similar responses to evaluating owning or
leasing equipment or facilities as they did in evaluating the insurance
coverage. More of the boards, especially among group B firms, indi--<:
cated they did not delegate any authority to evaluate the option of
owning or leasing. It was expected that the manager would receive or
obtain the information on which to make a decision and then conéult
with the board before a decision was finalized. In fact, more of the

group A firms' boards indicated the decision was made jointly with the
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manager but among group B firms' boards, more of the boards indicated
they made the decision. Almost all of the hoards indicated that they
did keep the authority for evaluating owning or leasing equipment or

facilities even though some did share the authority with the manager.

A significant number of the boards in relation to all boards
answering the question indicated that the manager has authority for
developing annual financial plans. Since the board has limited time,
the manager would develop a proposed financial plan which would be
presented to the board for approval. The largest number of boards
indicated the boérd and manager developedvthe annual financial plan
which would support the above statement,

A significant number of the group A firms' boards indicated that
they delegate authority to the manager to develop credit guidelines
whereas the group B firms' boards did not, Since bad debts can become
too large without an appropriate credit guideline which allows competi-
tive flexibility and safeguards for the firm, the board and manager
should both develop this policy. In a majority of the firms, the
boards indicated the credit guidelines were developed in this manner,

A majority of the boards indicated thét the manager determined the
amount of advertising and promotion whereas the board was expected to‘
participate in this decision as they fulfill their controlling duties,
Most of the boards gave the impression that they did very little
advertising and that it was not large enough to worry about. Thus,
many of the boards delegated this decision to the manager since it was
not large enough for the board to consider. Those boards that dele-
gated the decision for detefmining the amount of advertising and

promotion also delegated the decision on determining the type of
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advertising and promotion. It was expected that determining the type
of advertising and promotion would be delegated to the manager and for
most firms this decision was delegated. However, a significant number
of boards, primarily group B, indicated the board retained some author-
ity in this area,

A significant number of the boards indicafed that they did not
delegate authority‘fbr setting wages, salaries and giving raises, The
board should set the manager's salary and other salaried pqsitions
which would include the assistént manager or managers because these
positions are management training poSitions and the salary must be
competitive to hold the trainees, The board should delegate the
authority for setting other,:nonwmahagement, wages to the manager.
Most of the bylaws of the firms in this study state that the board
~shall set the manager's salary and render such other help as is
necessary to operate the business. Thus, it is assumed that most of -
the firms' boards interpretated this statement to mean that they set
both salaries and wages., The one firm that indicated the manager set
salaries and wages had stated in their bylaws that the manager would
set the other employees compensation but the board would set the
manager's salary.

Some of the boards indicated thét both the beard and manager
decided the prices for merchandise and services. Since competitive
conditions can change rapidly, it was éxpected that the authority for
determining prices would be given to the manager. However, the
manager may want to discuss the margins for merchandise and services
with the board particularly if Chaﬁges in tﬁe margins are considered

to be long-range changes.
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Another intefesting aspect of Table XII concerns those activities
in which many of the firms' boards did not indicate a board majority
answer on who made the decision implying that the decision probably
was not made., However, since the manager always attends the board
meeting, it is possible that a particular decision was made but the
directors would not agree upon specifically who made the decision.

On other decisions, these may be made by the manager and not discussed
so that the board would not be aware that the manager performed the
activity. For some of the activities, the directors were asked for
additional information that would give further insights into whether
the decision was made. These will be discussed more fully in the
following chapters. Given these qualifications, many of the boards of
all firms indicated that decisions were not‘méde on the activities of
establishing goals of all types, using goals to evaluate progress,
reviewing policies annually; developing annual financial plans and .
providing an agenda for board meetings. The activities that were -
probably not performed by group A firms were the same as for all firms
but for group B firms, fhey only indicated the activities of 'review
policies annually" and '"develop annual financial plans' were probably
not developed. In addition, there were a larger number of activities
that were probably not performed by large size fir@s than the other
size categories. |

Additional information is available frém the mail management
survey on tﬁe areas in which the board makes decisions as viewed by
the manager. The managers were‘given choices in which it was expected
that the board should be makingﬁdecisions including: over-all company

objectives, over-all company policies, over-all company goals, and
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long-range and consequential commitment of resources (see Table XIII).

A significant percentage of the managers indicated that the boards
of their firms made deéisions on over-all company objectives and over-
all company policies. Diréct comparisons between the mail management
survey and the personal interview survey are not possible in these
areas because the boards were not specifically asked who made these
decisions because it was assumed. that boards did establish the objec-
tives and. policies of the firm.

When the results from the two‘gurveys are compared, relative to
who sets goals in the firm, it was found that many managers indicated
the board made these decisions and the boards stated that the board = .-
with,thé"mahagermset the goals for the firm. However, for specific
goals, the boards stated the managers made these decisions, Thus,
there seems to be some confusion between the board and manager as to
who decides on goals. In addition, the manager's responses that the
board makes decisions indicates a much larger number of firms that have
goals than the boards' responses would indicate. The boards may have
not realized that they were deciding upon goals, whereas the‘managers
did, thus explaining the differences.

The relative number of boards and managers in the two surveys
who declared that the board made decisions oﬁ long-range and conse-
quential commitment of resources were about the same. Forty-three
percent of the boards stated they made these decisions and 54 percent
of the managers stated the boards made these decisions, For comparison
purposes, long-range and consequential commitment of resources would
include the activities of approve type of additional enterprises and

approve expansion or contraction of trade: area in Table XIT,



92

. TABLE XIII
MANAGERS' INTERPRETATION OF THE AREAS IN WHICH THE.BOARD MAKES
" DECISIONS FOR A 'SAMPLE OF OKLAHOMA COOPERATIVE GRAIN MARKETING
FIRMS, CLASSIFIED BY FIRM SIZE AND PERFORMANCE GROUP

Decision Firm  ° All Group A Group B

" Area Size Firms - Firms Firms
‘meimmmemem—— (PEICENL) =m=mw—m——— -
Over-all Company Objectives All 73.17 74.07 ‘ 71.43 .
" Large 85.71 100.00 50.00 .
Medium 73.91 73.33 75.00
Small 63.64 57.14 . 75.00
Over-all Company Policies All - 85.37 92,59 71.43
‘ Large - 85.71 100.00 ' 50.00
Medium 91.30 100,00 75.00:
‘ Small 72.73 71.43 75.00 .
Over-all Company Goals All 46,34 4444 50.00
Large 42,86 40,00 ‘ 50.00
Medium 43.48 46.67 . 37.50
Small 54.55 42,86 ~75.00
Long~Range and Conseduen— All 53.66 - 62,96 35.71
tial Commitment of Re- Large 85.71 80.00 -~ 100.00
sources Medium 52.17 66.67 ‘ 25.00
Small 36.36, . 42,86 25.00
Totals® Al 258.54 274.06 228,57
Large ©.299.99 320.00 . 250,00
Medium 260.86 298,10 212,50
Small 227.28 : 214.29 250.00

a . ' e
The total is greater than one hundred because some managers indicated
more than one decision area.
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Summary

The boards of directors in this study indicated that the board
and manager work well as a team. All of the boards indicated that
their thinking and that of the manager was keeping pace with the
agricultural changes in the firm's trading area. fﬁe managers assisted
and advised the boards and did not ask the board to make day-to-day
decisions, Furthermore, the boards indicated that the directors'
duties were adequately distinguished from those of the manager and
that the boards receive enough information from the manager for proper
decisions.

More of thé group B firms' boards received and/or used a greater
amount of different types.of infofmation than did boards of group A
firms, This result was especially evident for budgets, where more
group B firms' boards received and/or used budgets tén;Qaluate current
operations than did group A firms' boards. Very few of the boards
indicated that they prepare a complete feasibility study to evaluate
additional enterprises, trading area size changes and neéew =’
ventures. But, many. boards did indicate that they obtainh or formu-
late estimates that would‘constitute a reasonably complete étudya

All of the boards are receiving financial information to evaluate
the past operation ot the firm and indicated they used this information
to critically review the methods of operation at each board meeting.
Also, the boards indicated that their members demonstrated skill in
asking questions regarding operations.

Next, the areas in which someone or group in the firm should make
decisions were examined to determine if the expected decision-maker

was making the decision and, also, if anyone makes the decision. In
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two-thirds of the decision areas, a significant number of the boards
indicated that the expected decision-maker made the decision.. Further-
more, a signifiqant number of the boards indicated that decisions were
probably not made on the activities of establishing goals of all types,
using goals to evaluate progress, reviewing policies annually, devel-
oping annual financial plans and providing an agenda for board meetings.
Also, the boards of group A firms and boards of large firms indicated
their firms probably performed less decision activities than boards of
group B firms and other ;ize firms.

When the manageré' answers were compared with the boards’
responses on who makes certain decisions, it was found that many
managers expect the boards to formulate goals and that the boards
expect the managers to formulate goals for specific enterprises in the

firm.



CHAPTER V
BASIC OBJECTIVES AND BRQAD POLICIES

A major task confronting.the board of directors of a cooperative
is that of long-run decision—making’which primarily involves estab-
lishing the firm's objeciives, goals and policies; The objectives of
the cooperative are statements of purpose which define the mission of
the cooperative, whereas goals represent steps in reaching the coopera-
tive's objectives and policies are statements of intent regarding the
cooperéti?é's philosophy or beliefs on issues relevant to the func-
tioning of the business, |

This chapter analyzes the board's role in these decisions and
also discusseS'the types of objectives, goals and policies formulated
by the firms in this stuay. This analysis is presented under the
general headings of maintaining ard enforcing corporate papers, basic

firm objectives, goals and policies,
Maintaining and Enforcing Corporate Papers

Part of the board's diities are to maintain the corporation's
papers which include the articles of incorporation and the bylaws.
The articles of incorporation contain a statement of the reason for
the firm's being and can be’used as the firm's objective., The bylaws
on the other hand, contain policiés épproved by the members of the

firm to provide guidelines within which the board and manager function.

95
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The guidelihes congerﬁ selection.bf the board, term of office, duties
of the board officers, duties of the manager, provisions for retiring
stock and broad guidelines for determining ailocation of savings.

The corporate papers Shbﬁld be reviewed on a:periodic basis to
insure that they are coﬁpatible with the current operation of the firm,
A majority’of the boards of directors reviewed the corporate papers
annually. More of the group A firms‘reviewed the articles of incor-
poration and the bylaws anﬁually,than did group B firms, five and four
of the seven firms in each Qroup, respectively. Size of firm inversely
affected the.boards' responses because all the small firms, two-thirds
of thevmedium and Qﬁe-fdﬁrth.of the large firms' boards reviewed the
corporate pépers annually. vThis‘finding may indicate that the smaller
size firms are able to set aside:timé’to reyiew these papers, whereas
larger firmsbmaylnot.

After these‘corpérate papefs afevreViewed, steps should be taken
" to change or amend thé papéfs if modifications aré needed'due to
changes in the geﬁeral philosophy or business objectives of the firm
or because of changés in.vérious ;aws which affect the operation of
the firm, »The boards were asked when the last change was made in their
corporate pépers. Only one-half of the boards in the study could agree
as to when the last change was made, For the firms that could agree,
the change had been made within the previous three years. However,
there was little, if any, difference in the time period since the last
change in the articles of incorporation and the bylaws between firms
that indicated they reviewed thesg papérs annually and those that did
not.

These findings indicate that the firms in this study modify their
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corporate papers when their_philosophy orbthe laws change and not
necessarily on the basis éf the board's review. Unfortunately, the
bylaws and the articles of incorp&ration were lumped into one question,
thereby individual re&iéw of fhe‘papers was not specifically determined.
However, based upon some of the directors' commehts, the boards were
mainly:answering these questions as they relate to review and modifi-
cation of their bylaws. ‘Also, some of the directors stated that a
representative of.thevFeéd Dealers‘Associatibn keeps them advised
regarding modifications that may be needed in their bylaws and assists
them in reviewing their bylaWs. This advisory service does not seem to
be a regular annual review, but rather a periodic review, or when -

changes in the laws require changes in the firms' corporate papers.,
Basic Firm QObjectives

The objectfvé or mission of the firm should be developed to
provide direction ih’establishing gbals and plans. vAll of the firms
have objectives or purposes becaﬁse,‘as mentioned earlier, the articles
of incorporation contdin generalized statements that can be used as the
objective of the firﬁ if the directors have not developed other more
speéific objectives., ‘Examples of the generalized statements in the
articles of iﬁcdrporation include: to buy and sell all kinds of
grains and other farﬁ products or farm supplies; to prepare for market,
manufacfure and handle or traﬁsport grains and farm supplies; to do a
public warehougsing Busiﬁess and store grain and other farm products in
interstate commerce; purchase, hold or convey real estate and to borrow
money; and to finance and aid{in the fiﬁancing of the marketing of the

agricultural products of its members . and’ to make advance payments and
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advances to meﬁbers.“Since these statements are so general, the
directors may not have'realized that they éould serve as objectives.

In fact, none of,the’directorsrgave any indication that they were aware
that the articles of incérﬁoration contained statements that can be
used as the firm'é objecti?e. Also;‘fhis finding supports the earlier
suggestion that the boards primarily review the.bylaws'and not neces-
sarily the articles. of ihcorpofation.

Rather thén‘ask if the firm had objectives, the boards were asked
what, in their dpinion,vwas the purpose of the firmf From the boards'
responses, most of the firms had objectives, because in 13 of the firms,
one-half or more of the members of the boards agreed in their opinions
on the objective or objectives for the firm. The objectives given were
thaf the firm Qas to provide service for the farmers, patrons and
community. Many boards elaborated on the service objective by stating
that the'firm's‘objective was to handle ‘grain at the best return to
farmers and farm supplies at lowest cost. Since cooperatives return
their‘savings or profits to the patrons either in cash or as stock,
an objective of best return or lowest cost does not necessarily mean
that the farmer will receive the highest price for his grain when he
sells the grain or pay the lowest price for farm supplies at the time
of purchase. The farmer or member of a cooperative will share in the
cooperative's profits resulting from his patronage at the end of the
year.,

In the mail management questionnaire, the firms were asked if
the company's over-all objecti&es were writteh. Only 37 percent of the -
firms indicated that:theyvhad_yritten objectives which points out again

that many managers were not aware that the articles of incorporation
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contain an objective for the: firm. The percentages for group A and
group B were 30 and 50 peréent, respectiVely.v The relative number of
firms having wfitten objectives in the size categories were 71 percent
for large firﬁs, 30 pércent for medium size firms and 27 percent for
small firms. Therefore, size of firms seemed to affect their having
written objectives or that the manager is aware of an objective for

the firm.
Goals

Goals shoﬁld be established to measure progress toward the firm's
objective. Goals should be developed'by the manager then reviewed by
the board for changes needed before the board approves them. After
these benchﬁarks or stepé are established, the firm should usé goals
in déVeloping plans .to reacﬁ the objectives.

The boards of firms that ha&e goals should not only be aware that
the goals exist, but should haQe some knowlédge on the specifics of the
goal. Only three of the 14'boérds gave answers that indicated that
their firms had goals and that they were familiar with the goals.

These were all group B firms and their goals were set in terms of sales
which would includé both grain purchased and sold and also sales of farm
supplies. These goals were developed for use in the firms' plans,
either their five-year or yearly plan.

These three boards also stated their firms had goals for their
share of the grain, merchandise and service markets. They determined
these goals by prdjecting their previous purchases and sales into the
future and also used an éstihateibf potential changes. These potential

changes would include such considerations és affects of government crop
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programs, higher yielding varieties of crops, veather estimates that
affect both cattle feeding and crop yields, changes in the type or

_ kinds of livestock raised in the community and local farming practices.
These three boards also stated that their firms had yearly plans to
reaoh these goals.

The other hoards interviewed indicated that their firms did not
set goals for their market share; the firm set prices and took what
business came their way for both grain and merchandise. Howeﬁer, even
though the boaros did not state their firms had goals, they did indi-
cate that the manager who generally sets these prices keeps prices

competitive to maintain the firm's current market share.
Policies

- A set of policies setting the firms' phdilosophy on issues relevant
to the functioning of the business allows a decision-maker to take
action that is consistent Qith the members! or boards' wishes without
consulting the members or boards. Since these policies are used as
guidelines, they should bo carefully written so that the policies speci-
fically and clearly state the limits for the decision-maker and so that
the decision—maker can refer back to the written policy to refresh his
memory. The members approve policies that provide guidelines for the
board and, to a smaller extent, for the manager, whereas the board
should develop policies for‘tﬁe manager and lower levels of management.

More than half of the boards, five of the seven in both group A
and group B, indicated their firms had written policies. Thus, some of
the boards did not fealizo that ﬁho;bylaws contain written policies.

In addition, half of the ten boards' whose firms had written policies
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reviewed these pélicies on an annual basis. Three of the group A and
two‘of the group'B firﬁs' boards.stated they made this review (see
Table XIi, Chapter IV). Since the number of answers are different
between responses .on annually re#iewing corporate papers and on an
annual review of policies, it must be assumed that most or all boards
were not considering their review of the b&laws és a part of a review
of written policies.

The policies thaf shouid be'déveloped to provide guidelines for
the manager inélude; peréonnel, marketing, prbduction, engineering,
member relations, finances and public relations. The boards were asked
questions pertaining to specific guidelines that‘would be included in
these pqlicies.> The responses to these questions have been presented
in Chapter IV or will be discussed in Chapters VI through IX as they
apply to the boards' duties. Thevgeneral areas in which these guide-
lines can be élassified are presenﬁed>in Table XTIV,

Almost all of fhe boards, not 1esé than 13 of the 1L, gave answers
to the specific questions which indicated that their firms had some
guidelines for each of the major headings consisting of personnel,
marketing, engineering, members or stockholders, finances and public
relations. Thus, although some boards indicated they did not have
written policies, their answers indicated that they do, in fact, have
policy guidelines. Many of the boards gave answers that indicated that
they did not havé guidelines for training in the personnel area and
union relafions in the public relations area., Specifically, in the
union relations area, union activitieé have been very limited in these
firms; therefore, the hoards have not developed guidelines for the

manager to deal with unions.,
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TABLE XIV

AREAS IN WHICH THE BOARD INDICATED THE FIRM HAD POLICY
GUIDELINES FOR A SAMPLE OF OKLAHOMA CQOPERATIVE
GRATN MARKETING FIRMS CLASSIFIED BY FIRM SIZE
AND PERFORMANCE

- _ - Firm All  Group A Group B
Policy Aréa : -Size Firms Firms Firms
‘ ' e - (number) ==——ew-

Personnel:

Selection All 1
‘ - Large
Medium
Small

Training ' ' All

’ Large
Medium
Small

Compensation , - All
Large
Medium
Small

Promotion All
Large
Medium
Small

Personnel Safety All
Large
Medium
Small

oMM O SDS D
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Marketing:

Products to be sold All 14 7 7
Large 4 2 2
Medium 6 3 3
Small 4 2 2
Customers All 14 7 7
Large 4 2 -2
Medium 6 3 3
Small 4 2 2
Distribution channels All 14 7 7
‘ Large 4 2 2
Medium 6 3 3
Small 4 2 2
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TABLE XIV (Centinued)

" Firm All Group A Group B

Policy Area’ ‘ Size Firms Firms Firms
, ‘ T (Y ey pp—
Prices | ALl 14 7 7
: Large 4 2 2
Medium 6 3 3
_ Small 4 2 2
Sales ALl 14 7 7
Large 4 2 2
. Medium 6 3 3
Small 4 2 2
Promotion and adver-
tising All 14 7 7
Large 4 - 2 2
Medium 6 3 3.
Small 4 2 2
Engineering:
Processes (men and
equ ment) All 13 6 7
Large 3 1 2
Medium 6 3 3
~ Small 4 . 2 2
Facilities : All 13 7 6
Large 4 2 2
Medium 6 3 3
Small 3 2 1
Members or Stockholders:
Savings disposition All 14 7 7
Large 4 2 2
Medium 6 3 3
Small 4 2 2
Protection of capital All 14 7 7
Large 4 2 2
Medium 6 3 3
Small 4 2 2
Member relations All 14 7 7
Large 4 2 2
Medium 6 3 3
Small 4 2 2
Finances:
Sources of capital All 14 7 7
Large 2 2 2
Medium 6 3 3
Small 4 2 2
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TABLE XIV (Continued)

Firm  All Group A Group B
Policy Area Size Firms Firms Firms
- 'mmmme= (number) ————---

Owning or leasing ' All 10

: Large 2
Medium 4
Small 4

NN
NN W

Cash and depriciation
gllowances All 1
Large
Medium
Small

Credit All 1
’ Large
Medium
Small

MWD SO D
NWHO DWW~

NN D

~Public Relstions:

Union relations All
: Large
Medium
Small

Community standing - All
. Large

Medium
Small
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ot .
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In the mail management survey, a significant percentage of the
managers in most size-and performance categories indicated fheir firm
had written policies on marketing, finance, employees and members or
stockholders (see Table XV). The percentage response ranged from a low
of one-fifth of all the firms that had marketing policies to a high
of over half of all the firms that had employee policies. The relative
response for large firms was higher than for the other size firms»in
the policy areas of finance, employees and members or stockholders.
Also, the totals category in Table XV indicates that more of the large
firms have policies than the other size firms.

Direct comparison between the types of written policies in the
two surveys is not bossible, but é comparison of the percentage of
firms with any written policiesiis possible. The boards were asked if
they had written policies, but the maﬁagers were asked for specific
written policiés. So as to make the answers compatible, the percentage
of firms with any &ritten policies was obtained for the managers'
answers. This latter percentage is not in Table XV, but reflects the
relative number of firms in the mail survey that have one or more
written policies, The percentages of firms in which the manager and
those which the board stated they had written policies were almost the
same; being 73 percent (or 10 of 14 firms) in the personal interview
survey and 78 percent in the mail survey. These percentages imply that
not all the managers nor the boards realize that the bylaws contain
written policy statements. The managers of group B firms may have a
higher level of realization because 93 percent of them indicated their

firms had one or more written policies, whereas only 71 percent of the
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TABLE XV

PERCENTAGES OF MANAGERS WHO STATED THEIR FIRMS HAD
WRITTEN POLICIES FOR A SAMPLE OF OKLAHOMA
COOPERATIVE GRAIN MARKETING FIRMS CLASSIFIED

BY FIRM SIZE AND PERFORMANCE

, ' Firm  All  Group A Group B. .=~
Policy Area . Size Firms Firms Firms
. —————— (percent;ﬂ) ————— T

Procurement T All 2.44 3.70- i

R+ )
‘Large 14.29 20.00 " O
Medium o o - .0
. _ .~ Small 0 00 i
Marketing ' A1l 19.51 14.81 28.57 =
' Large 14.29 o .. 50.00 -

Medium 17.39 13.33 - 25.00 -
Small ' 27.27 28.57 25.00

- Production A1l .32 .41 7414
: ., - Large O 0 0
Medium  8.70 6 67 - 12,50

- o Small 9.09 14.29- - -0
Finance _ ‘ All 43.90 44.44 - 42,86

Large 71.43 80.00 - 50.00
Medium 39.13 40.00  37.50
Small - - 36,36 28.57 =~ 50.00

Processes and Facilities ALl . 9.76 3.70  21.43
Large = 14.29 - . - .0 50.00
Medium 13,04 . 6.67  25.00

Sma}ll 0 .'0 v o

Firm and Community Rela- B o o
~ tions ‘ A1l 14.63
t ' Large 14,29 °
Medium 8.70

v , ‘ Small - 27.27
Employees All 60.98 -
. Large . 71.43 .

Medium 60.87
, Small 54.54
Members or Stockholders . All -'39.02

Large 71.43.
Small "~ 54.54 .-

Total® ; - Al 197.56 1

‘ | - Large 271.45
Medium 169.57
Small 209.07

aNone of the managers in this category stated thear“firms
had written policies in this area.
bThe total is greater than 100 because some managers gave
more than one response.
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boards so stated. The percentages were nearly the same for group A

firms' boards and managers.
Summary

A méjority of the boards maintain'and enforce their corporate
papers by reviewing these papers annually. Alse, the smaller sizes of
firms' bgards seemed to have more time to review these papers. However,
less than half of the boards knew when the last change was made in ther
articles of incorporatibn or bylaws.

Most of thé boards stated their firms had objectives and these
were that the firm would provide service for their patrons. and the .
community. Some 6f the boards and also managers did not realize that
the articlesbof incorporation contain statements that could be used as
objectives. Relatively more of the group B managers than group A
stated their firms‘héd written ébjectiveé. Also, relatively more of
the managers of large firms stated their firms had written objectives.

Most of the boards indicated that their firms did not have goals.
For the few boardé'that did, the over-all goals measured the level of
sales and that goals for market shares were based upon the results from
previous years modified to reflect future changes.

In general, all the boards had developed policy guidelines for the
fheir firms but not all of these were written. The policies were in
the areas of personnel, marketing, engineering, members or stockholders,
finances and public relations.,

In the next chaptef the boards' duties in planning are analyzed

by examining the typés of plans that the firms” develop.



CHAPTER VI
PLANNING

One of the mosﬁ difficulﬁlduties of management is the development
and coordinatién of plans,” PlQLs require an estimate of the future and
the changes that will occur in grain production, grain handling and
gréin utilization; As the planiis projectéd further ahead, these
changes become more difficult to estimate énd the possibility of errors
becomes lérger. In addition, the short and long-term plans must be con-
sidered together to insure that short-term plans complement long-term
plans. If these ﬁlans are not coordinaﬁed, a short-term plan can iead
the firm in a different direction than séecified in the long-term plan.

The pianning horizon is not a satisfactory classification.scheme
to discﬁss plans for salaries, market share, facilities and services
because these plans will span both time beriods, Therefore, if the time
périod classification system was used, these plans woﬁld need to be dis-
cussed in both time periods.. To simplify the discussion, this chépter
will discuss planning from the viewpoint of the various plans that the
firm miéht develop. These inCludé salary schedule plans, market sharé
plans, an aﬂnual financial plan aﬁd plans for facilities and services.

After discussing these plans, coordination of plans is discussed.
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Salary Schedule Plans

Salary schedule plans which establish wage and salary limits for
each type of position are useful ﬁo provide guidelines for setting sal-
aries and wagess These plans are especially useful in those instances
wherevthe board ﬁants to review and approve only the tofal amount of
salaries and wagés paid and not the amount paid tovéach émployee. The
board can control‘;he total amouﬁt‘paid by establishing pay ranges fof
employees and delggaﬁing thevresponsibility to the maﬁager_to set |
salafies’in these rangés. |

Only threé of thé boards, one group A and two group B, indicated
that their firm had a sélary schedule plan.. Furﬁhermdre, only two éf
thése>tﬁree boardé couid‘describé théir sélary scheduie blans. The
medium sized grouprA firm and small sized group B firm‘ihdicated that
in their plans raises were based upon the 1ength of time the employee
vhéd been employed. The employees must become more productive as they
are oﬁ the job longer Because the group B firm's board also.stated that
wages and salaries were adjusted to individual performancé (seé éection
on Compensation in Chapter‘VII);g

Most of the boards in this>§tudy did not use salary schedule plans
to delegate responsibility to establish wages and salaries because most
did not delegate this responsibilitj (see Table XII in CHapter V), -
Furthermore, moét of the boards did not use salary schedule ﬁlans fo
help the board set salaries and wages. In additidn, the firms that had
such plénsrdid not establish a frémework within ﬁhich ﬁhe most produc;
tive employees would be reﬁarded if the worker becéme more productive

following a greater length of time .on the job.
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Market Share Plans

The share of the market attained by the firm becomes important in
determining prdfitable margins and thereby prices. Grain marketlng
firms have high fi#ed‘costs associated with buildings and equipment.
Therefore, as the number of units handled increases, the lower these
fixed costs per unit become. Thus, if prices are equal to those of
competitors, the volume handled becomes the deciding factor in whether
the firm realizes a nrofit from its operations, providing that any firm
can realize a profit;' |

The share of the market attained or expected by the firm and the
resultlng volume should be part of the basis for determlnlng prices in
the short—term context. In a 1ong-term context, the planned market
share is helpful in dec1d1ng upon the size of facllltles to build in a
certain location. Slnce estimates of the market share are useful 1n
the shnrt‘and.long—term, the firms should set goals for their share of
the market and formulate plans to achleve these goals.

As dlscussed in Chapter V, many of the boards stated that market
share goals were not developed and plans were not developed for the
share of the market. In general, the boards believed that the flrms set
prices and take whatever business comes the1r ways however, the manager

would probably adjust prices if sufficient business was not generated.
Annual Financial Plan

The firm should develop an annual financial plan to evaluate and
control performance and to identify any enterprises in which expected
returns are less than expected costs. This plan which specifies

sources and uses of capital provides the board and manager with a basis



111

to compare actual costs and returns of the firm and its enterprises
with the planned césts and returns. Thus an annual financial plan can
be used by the board and manager to control the firm's performance
bécause tﬁey can detect small deviations from the expécted performance
in time to make adjustments before the profitability of the firm is
affected. The planning process may identify some enterpriées that will
not earn a profit with expeéted costs and returns. Fdr unprofitablé
enterprises, the béard_énd>maﬁager have the opportunity to make a re=-
evaiuation and determine if the profitability of the enterprisé can be
improved or if not, whether the enterprise should be discontinued. |

Most of the gfoup B firms; boafds, six of the éeven, indicated that
their firms had-an annual financial plan but only three of the’group A
firms did. These résults would suggest thét group B firms are using
annual finaﬁcigl plans to try to improve thei£ profitability.

Only three ofnthe nine boards that had an annual financial plan
couidvagree as to who developed the plan (see "Dévelop annual financial
piaﬁs" in Table XI1, Chapter IV)., However, in two additional firms, ﬁhe
bdérds could agree ﬁhat a representative from the Bank for Cooperatives
did most of the development of the annual financial plan.

bThe Bank for Cooperatives is even more imporfant invthese firms
planning activities than indicatéd above. :The boards' answérs to ques=
tions on whethef ﬁhe firmé ha?e and use budgets, plan operations with
budgets and long-range finances forecast,rand whether the firm prepares
an annual financial plan were compared. The‘only bqards-that answered
these questions the same and knew who developed the plan were ﬁhose that

the Bank for Cooperatives had helped.
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Plans for Facilities and Services

vAmong the long~term plans firms can develop, the firms should
develop plans for facilities and services. Although-part of the plan
will be for the yéar ahead changes, these plans should be extremely
long-term because they may include buildings which can last for as long
as 60 yeérs; | |

To determine the present facility needs, the boards were asked if
the present facilities were adequate for the normal business voiume.
All except oné of the boards stated that their firms' facilities were
adequates . In additi&n,‘most of the firms, 11 of 14, had plans for re=-
placement, expansion and/or improvement of facilities and services.
However, only five of these firms knew how far the plans were projected
into the future. | |

| The group A firms do not plan as far ahead as do group B firms.

Of the two group A firms! bdards, that knew the planning horizon, one
state& tﬁe horizon was less than one yeaf and the other‘stated the |
horizon was from one to five years ahead. All of the‘grouﬁ E firms'
boards indicated their planning horizon for facilitiés and services ran
from five to tén yeérs ahead. |

Additionai information on the planning horizon was obtained in
conjunction with the question on whether the firm had operaﬁidns planned
utilizing a budget énd long-range finances forecast (see Table X,
Chapter 1IV), Six boards gave their planning horizon which was from one
to teﬁ yéars. Only the three grouwp B firms' boards above gaQe ﬁhe same
answer for theif planning horizon in both planning operations and plans
for facilities and éervices. This fiﬁding casts doubt on the other |

firms long-range planning.
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In the mail management survey, the managers were asked if the firm
had a long-range plan for the nextnfire, tenvor.twenty years. Forty-
one percent of the nanagers had a five year plan while only two percent
had a ten year planfand none had twenty year plans (see Table XVI)s
Also a much larger percentagejof 1arée firms had plans than did the
other sizes which suggests that the plannlng may have been a
contrlbutlng factor in the firms' growth.

Cooperative grain marketlng firms that purchase merchandise from
“the cooperative‘supplier have aﬁailable to themia free planning service.
This firm will develop a five year plan for their customers. This firm
has stated that these plans have been a popular service and many of the
cooperatives have»had plans developed for then. Although the boards
were not speclflcally asked if they had these plans, three flrms did

indicate they had used thlS service.
Coordination of Plans

To proceed smoothly toward their ob jectives, all firms must care~
ifully ooordinate their plans because these plans are to a great entent
interrelated. For example, the development of salary schedule plans
should be coordlnated w1th the f1rm s training procedures so that sal-
aries and wages can be'adjusted to retain tralned people and attract |
those people for training that will be needed to manage later. Market
share goals and plans to attain these goals must be consldered w1th |
plans for facilities and services so that facilities are used at
capacity. These interrelationships exist in both the short and long-
range plans and between thevtwobtime periods. lFor example, market share

plans in the short-range must be made compatible with present facilities



PERCENTAGES OF MANAGERS INDICATING THEIR FIRMS HAD LONG«

TABLE XVI

“RUN PLANS FOR FIVE, 10 AND 20 YEARS FOR A SAMPLE OF
- OKLAHOMA COOPERATIVE GRAIN MARKETING FIRMS,

CLASSIFIED BY FIRM SIZE AND PERFORMANCE

Small

36.36

42.86

. ' Firm All Group A ~Group B
_Type of Plan Size Firms  Firms Firms
L emee———— (percent) mem—e——=
Five year plan All 41.46 48.15 28.57
» Large 71.43 80.00 £n,00 -
Medium 34.78 40.00 25.00
. Small 36.36 42,86 25.00
~Ten year plan All 2.44 o 7.14
’ Large 14,29 0 50.00
Medium o 0 o
4 Small o 0 0.
Twenty year plan All o o o
Large o (0] (4]
Medium o 0 0
Small 0 o o
Totals All 43.90  48.15 35.71
Large 85.72 80.00 100.00
Medium  34.78 40.00 25.00
25.00

114



©115

but modifications can be started so that in the longer-range when
facilities are expahded,'the market share will have_gtown to fully
utilize the expanded facilities.

Coordinatien of plans only becomes important if the firm develops
plans. Summarizing the earlier sections, most of the firms do not
develop salary schedule plans or market share plans. Many of the firms
had annual financial plans and plans tor faeillties and services. Some
ef the hu&gets and long-range plans seem te be developed by outside
firms with the bank developing budgets and the supplier deteloping
long-range plans. | - | | |

Unfortunately, no data was collected on the coordination of plans
but some danger 51gnals are ev1dent. "Good plannlng requires well formu-‘
lated objectives and goals which many of the firms do not seem to have.
When the flrms develop their owh plans, they can coordinate these plans
ane alse.clafify ohjeetives and goals if needed. However, if the fitm
receives plans freﬁ outside firms, these plans will be based upon the
outside firms' 1nterpretat10n of the flrm's obJectives and goals. The
flrm may recelve a short-range plan based upon an outside flrm's 1ntet-
pretation of the firm's objectives and goals and also receive a long;
range plan based upon another outside firm's interpretation‘of the
firmls objectives and goals. These‘plans will be c00rdinated if the
two outside firms' 1nterpretat10n of the obJectlves and goals are the
same. If the 1nterpretat10n 1srnot the same and the firm uses theser
plans w1thout review, the plans may be.eonfllcting thereby retarding
the progress of the firm. |

Analysis of the boards' responses indicates that the boards should

increase the number and types of plans that they develop and keep these
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plahs current -through review and continued projections, In the next

chapter, the boards' duties pertaining to personnel is discussed.



CHAPTER VII
PERSONNEL

The board of directors' duties related to personnel include'selec-
tlon of the manager and the development of a personnel policy statement.
The personnel pollcy should include statements on selection, tra1n1ng,

compensation, promotion and personnel safety.
Selection and Training

" The board should develop guidelines related to‘personnel selection

and training in such areas as: the freedom granted the manager in
v selectlng, d1sc1p11n1ng and‘relea51ng employees; job spec1f1qatlons,
training ptograms;-organizatlonal chatts; and job descrlptlons.

Selecting, disciplining end releasing employees is anvoperating
type decision and as such should be the resp0n51b111ty of the manager.
Among the firms in this study, all of the boards of directors agreed
that the manager had complete freedom in selecting, disciplining and
releasing employees., | | |

Although the manager is glven complete freedom in hiring and re-
1ea51ng employees, the board may spec1fy that spec1f1cat10ns be devel-
oped so that a prospective employee must meet certain requlrements
before being considered for the job. These requirements might include
such qualiflCations as the applicant will not pertake of ‘alcoholic

beverages, will have a high.échool education, will be in good health,
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and for prospective truck drivers and propane distributors, have»certain
licenses or be able to obtain such licenses.’ Four of the seven firmsvin
both"performance categories had developed job descriptions.

After a new employee is hired, he must un&erstand and 1earn to per-
form his joB. To gain information on the amount and type of training
that employees receive, the boards were asked if the cooperatlve has a
training program for new employees and to describe the program. None
of the firms had an elaborate training procedure. Homever, some of the
boards indicated~tney:used on—the-job instruction inrconjunction with
schools and short courses availaole from other firms and institutions
to train employees. This type of training waS.used for both new em_
ployees‘and for employees who areequalified to fill management positions
as they occur. Five of the ‘14 firms-had employees in training who are
qualified to fill management'pOSitions as they occur. More group A -
firms' boards rndlcated thelr firms do this type of tralnlng than group
B, three as opposed to two, and none of the small firms indicated that
they had employees in management tralning.w Thus, size of firm appears
to affect management training programs probably becanse small firms
tend to have fewer employees and do not believe tney can justify having
assistant managers who are receiving training. | |

Three of the firms that had employees in management training were
cooperating with their supplier wno has initiated a program to_train
managers for cooperatlve graln marketing firms, The suppller hires the
potential manager and has him complete the suppller s formal tralnlngb
program. After that, the potentlal manager is placed with one of the
grain marketlng firms to receive on-the-Job tralnlng under an experla

enced manager. - At the end of the training perlod, the trainee may
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leave the firme 1In. one of the firms interviewed however, the firm pro-
viding on-the- job trainiﬁg decided that they did not want to lose the
trainee and'kept him with the firm. Also the managers seemed satisfied
with the arrangement and oné stated he expected to learn from as wgll
as train the trainee. ‘This program was initiated by the firms' supplier
because many firmé are ﬁdt training their own future managers and are
forced to recruit their management people from outside the‘organizatioﬁ.
Since'only tﬁo‘firmS'wérg training management people on their own, this
study would support the supplier;s-con;entiop; |
Another aid,“espeéiéily for hewvemployees, is an organizational

chart showing.lineé bf.authorify'énd responsibiliﬁy; This chart shows
new emblbyeeé to whom they reﬁort and it forces the manager to_defiﬁe 
the areas for which each man is fesponsible; thus preventing overlaps
and conflicts. When the boards werevasked if they had a written organi-
izational‘chart, only tWOléﬁated'their firms had them; Alfhough organi- -
zational charts should be used by all firms, firms that have many
enterprises may find.these:charté more important than other more spe-
éialized firms. The two firms in the stﬁdy that had these charts did
have many enterprises even though one was a small sized firm and the
other a medium sized firm.

| Iﬁ the mail management survey, relatively mofe of the managers
indicaﬁed their firms:had an organizational‘chart than in the pérsonal
intérview survey and these managers were concentrated in the large sized
firms. The percentage of all firms in the mail survey that had aﬁ‘or-
ganizational chart establishing functions, authoritiés and félationships'
betweencmgaﬁzatioﬁai.units was»49 pércent. Relatively mdre‘of thé gréuﬁ

B firms, 64 percent, had organizatiqﬁal charts than group A, 41 percent.
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In addition, 86 percent of the large, 30 percent of the medium and 64
percent of the small firms had tﬁese charts. These percentages also
suggest that size as used in this study‘may not be the best measure for
the need and use of these ch#rts, rather, the compiexity of the
operation is a.more meaningful reasoﬁ for thé preparation of an
organizétioﬁaifqhart.

Among the’firﬁs'in both surveys, the board;s and manager's answers
on the existeﬁcé of organizational charts were the same in.75 percent of
the firms.* This illustrates that the directors are not complgtely

aware of the management tools used by_the manager., However, the board

{iméy not need to know all the details of the firm's organizational chart

but the board shoﬁld know if an organizational chart exists and whether
it is kept up to date Becausevof its importance in maintaining a
smoothly operating firm. |

Since the organizational chart only shows who reports to whom, it
shbuid be supplemented with a detailed job description that specifi-
cally stétes not only authorities and résponsibilities but also makes
clear the duties of each position. For examble, a job description would
include the title of the position, to whom the position holder would
report, who reports to thé position holder, and the duties of the
position such as being iﬁ charge of the feed department, requiriﬁg the
:maintenancefbf.acéeptable inventory lévels of feed ingredients,

supervising the grinding and mixing of feed, supervising the delivery

*There were eight firms that were included in both surveys. 1In
six firms, the boards and managers agreed in their answer, they either
both said yes or no. However, in two firms, the manager indicated the
firm had an organizational chart but the board said the firm did not..
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of feed, maintaining the'eqﬁipment necessary to the operation of the
department and assisting customers in the best eelection of feed to
meet the customers' need+ This description not only helps the employee
know whet is expected of him but is very useful when evaluating employee
performance. Slightly more of the boards of gron‘B firms than group A
firms stated their firm had‘job-descriptions for each position, three
as oppcsed to two ofvthe seven, respectively. ' Thus, there seems to be
no significaﬁt differences in perfofmance groups in relation to the
existence of job'descriptiens. More of the large firms, 50 percent,
:hadﬂjeb descriptions than medium, 33 percent,‘and small firms, 25
ﬁpercent. |

The relative number of fifms.aVOwed to have job descriptions was
smaller in the mail sucvey than in the personal_interﬁiew survey, Inv
the‘mail survey, only 15 percent of the-managersrdeclared their firms
hae jobbdescriptions for all positions and more of‘the group B,,21
percent, than group A, 12 percent, had job descripcions. However,“a
much greater percehtage_of the lafge size firms, 43 percent, had devel-
oped job descriptions than the medium, nine percent, or small firme,
nine percent. These findings frcm both sﬁrveys would suggest that
smaller.firms do not feel that they need job deecriptions for all
positions whereas large firms do. o

As was done for organizational charts, the two surveys can be com-
pared if the boards' answers are compared co the menagers'answers on
whether job descriptions were developed for ali positions. Among the
firms in both surveys, 75 percent of‘the ﬁanagers'ansﬁers were the»seme

as those given by the board and in 25 percent of the answers they were
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different. This finding again illustrates that the boards are not

fully aware of the management tools used by the manager.
Compensation

Compensation for personnel includes wages, salaries and benefits.
This section describes the boards' thinking on the following aspects of
compensation: keeping salaries and Wages‘equitable, making adjustments
in compensation for individual bérformance and éroviding benefits in
addition to wages and salaries.

Wages and salaries must be equitable if the firﬁ is to attract and
hold a competent work force. The boards of all the firms in the study
declared that their wages and salaries were equitable compared to
similar jobs in the surrounding area. In addition, many of the boards,
eight of the 14, stated that they determined.whether wages and salaries
were equitable by comparing their wages with wages paid at other firms
in the area. Six of these firms were in the group A category and two
were in group B which suggests that group A firms méy be more ﬁilling to
meet competitive wages to retain or hire competent peoples In addition,
four other firms, one in group A and three in group B, stated they just
paid the government minimum wage which could be the same as other firms
are paying but would,nét bé the same if workeré were willing to
relocate. |

Workers will generally perform their work more satisfactorily if
they are aware that wages and salarieé are adjusted according to indi-
vidual performance or productivity. Most of the Boards-indicated that
wages and salaries were adjusted to individual performanbe and ﬁhus,_

those who worked harder and/or find new more efficient ways to perform
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their jobs get raises or larger raises, All of the group B firms and
four of the seven group A firms' boards stated thaﬁ wagés.and salaries
were so adjusted. Theserresults combined with those on equitability of
wages and salaries suggest that group B firms may reward employees on
their produ;tivity and not on the bésis of competitive offers.

Benefits in addition to wagés and salaries, commonly called fringe
benefits, are important to many of today's employees. All of the
boards indicated that fringe benefits were provided for their employees.,
Next the boards were asked if.these benefits included vacations, insur~
‘ance, retirement benefité and mefchandise discounts. All of the boards
stated their firms provided‘vacatiohs and inéurancé. The empldyeesweré
genefally.provided with a two week vacation and were‘inciuded_under
Workman's Compensation which'pfovides coﬁerages for accidents or death
on ﬁhe joba Iﬁ addiﬁion, most of the firms, 10 6f’14, provided retire-
. ment>benefits for their employees under a plap developed by their insur-
ance company or through Social Security. On the other.hand, mérphandise
discounts are not a wide spread practice among ﬁhe firms interviewed |
because only three of the firms, all groﬁp B, gave such discéuﬁté. In
addition, some of the boards mentioned that fheir firms provided

uniforms for their employees as an additional benefit.
Promotion

Promotion of personnel includes not only promotion but also
appraisal and review of employees' performance and schooling for
employees. Thus, the firms should encourage the best performance from
their employees to be éonsidered for promotion énd‘help thém gain the

skills needed for positions with more responsibility.
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Firms should consider qualified employees within the organization
for promotion before they look outside the firm because ﬁhis practice
provides an incentive for present employees. However, this practice of
promoting from within will not bring people with new ideas into the
firm and could cauSg the firm to have a negative attitude regarding the
adoption of new methods unless‘the management people are encouragéd to
attend meetings or otherwise keep pace with changes in the industry and
methods of managing the business, All the boards in this study stated
that present employees are considered for promotion befofe they éonsider
. individuals from outside the organization,

Employee performance should be appraised objectivély and periodi-
cally both to provide -a basis for promotioﬁ and to encourage the employ~
ees to increase their productivity. Productivity.should inérease if the
employees are aware thaﬁ they will be rated on performance and the |
supervisofs will be enéourééed to suggest methodé to the workers that
wiil increase the Qorker# producfiVity. Almost all ofbthe boérds,‘13
of thé 14, appraised employee performance; In general then, the firﬁs
that based wages and salaries on performance stated they appraised
performance ob jectively and periodically. -

The firm should encourage employees to attend schools and short
courses thét will improve their performance and quaiify them for |
promotions, All‘of the anrds encouraged their empléyees to attend
schools and short courses and most, 12 of 14, firms éay the expeﬁseé

involved.
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Personnel Safety

The firm should insure that adequate safety precautions are taken
to protect the employees while on the job. One method would be to place
‘the responsgibility for safety'inspecﬁions and making recommendations for
improvements dn‘one iﬁdividual; As indicated in Table XI1 in Chapter
IV, the manager is responsible for safety iﬁépections and making recom=
mendations in a majority of firms. In addition to the managements'
inspections, éafety'insﬁections are conducted by other firms including
the insurance company, state and federal agencies. ‘Thus, adequate
précaﬁtions are taken to prﬁvide a safe place for eﬁployees to wofk.

In addition ﬁo'reducing»aocidents through inspections, the firm
should consider how they will provide for those who have sustalned
accidentse All of the firms had insurance to limit their 11ab111ty for
accidents involving employees and the public. Thus, these firms have
‘made provisions for those suffering injury and also have protected the

firm's assets and its goodwill.
- Summary

In selection and training of personnel, all the boards gave the

- manager complete freedom in selecting, disciplining‘and releasing em-
ployees and eight of the 14 boards stated that job specifications had
been developed. Howevef, none of the firms had elaborate training
procedures; but, five 6f them did have employees in management training.
Three of these five firms had not initiated this training on thexr own
but were cooperatlng in a program developed by thelr supplier. Only a
few of the firms had organizational charts and job descriptions.‘ Size

and performance did not seem to be highly related to the existence of



126

these management aids in the personal interview survey but in the mail
survey more of the largé firms had organizationél charts and job-
descriptions suggesting that larger firms méy find these aids more
useful than other-sized firms. |

In the areé of cémpensatioﬁ, all the boards stated their wages and
salaries wére equitable and usually this was detérmined by checking with
other firms in the area. All of the gfoup B and>fouf of the group A
firms adjusted wages and salaries on the basis of the emplofeesv
performance.. In'addition;'most_of the firms provided insurance,
vacations and retirement benefits forvtheir employees but very few gave
merchéndise discounts to their»eﬁployees.

Allvof ﬁhe firms indicéted that they provide incentives for their
employees by promoting from withiﬁvif qualified people are available
and by encoﬁraging employees to atﬁeﬁd schools and short courses, Mbst
of the firﬁs ﬁaid the éxpenses for these schoois aﬁd.short‘coursesa
Also, most of thg firms appraised their employees' performance
ob jectively and éeriodically.

The survey results establish that adequate precautions are taken
to provide a safe place for employees to work and that the firms have
méde provisions for those suffering injury and also have protected the
firms' assets and goodwille 1In the following chapter, analysis of the
boards' duties is continued and the boards' role as trustees for the

members is discussed.



CHAPTER VIII
TRUSTEESHIP

The members of cooperatives and othervcorporations delegate author-
ity to the board to operate the firm; therefore; the boprds are consid-
ered as trﬁstees for the members. As trustees, the boards are
responsible f&r supervising the operation of the firm. Since these
supervisory obligations encompass all the boards' duties, this cﬁapter
analyzes the boards' duties as trustees including their responsibility
for approving important finaﬁcial matters, and safegﬁardiﬁg and approv—
ing changes in assets. Since the person or group that makes decgisions
- on important financiai matters ﬁés been previously discussed, ﬁhese
topics will be dealt with in one brief section. However, decisiéns
rélating to safeguarding and approviﬁg changes in>assets are discussed
in the sections entitled: 'sources of capital,‘allowances and éredit, and
protection of capital. Since the boards use financial information to
evaluate the firm's performance,bsources of capital, allowances, credit
and protection of capital, the final section in this chapter discusses

financial information received by directors.
Approving Important Financial Matters

The person or group responsible for making decisions on important
financial matters which include enterprise additions, changing the trade

area, new ventures and owning or leasing equipment and/or facilities was
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presented in Chapter IV in Table XII. In allbqf these decision areas,
the boards of most firms deélared ﬁhat the board either made the deci-
sions or the board with the manager méde the decision. For the category
of all firms, the boards sﬁated that decisions were madé on enterprise
additions to the firm by the board in seven firms and‘tﬁe board with the
manager in five firms; decisions were made on changing the size of the
trading area by the board in six firms and by the board with the manager
in one firm; evaluétions were made on new venturesty the board in two
firms and the board with the manager in ten firms; and decisions were
madé on owniﬁg or leasing eéuipment and/or facilities by the board in
four firms, the board with the manager in five firﬁs and the manager
alone in one firm. Decisions on éhanging the trade area which might
involve a mérger with anothér cqbperativé or the bﬁilding of anéther

- facility were taken to the-étockholders in four of the firms in this
study. - Thus, eﬁen though.about half of.the boards stated thatitheysmade
decisions on chahging‘the fré&ing-afea, the-stockholderg were conéqlted
in a significant number of the firms. Thefefore, the boardsbin this
étudy are fulfilling their dufies in evaluating imbortant financial

matters or are consulting the stockholders for larger decisions.
Sources of Capital

Cooperative grain marketing firms in general use two methods of
obtaining capital; i.e., internal financing through retéined eérnings
and e#ternal financing thr§ugh borrowing or sale of stoék. Retained
earnings are that portion of the firm's profit that is noﬁ distfiﬁuted
to owners. In cooperatives, the profit or net eafniﬁgs of the firﬁ ére

called savings. The cooperative must pay out 20 percent of their
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savings in cash to maintain their cooperative status and this can reduce
their federal tax. That portion Qf the savings distributed to the
member-pétrons is allocated on thevbasis of the business they

transacted with the cooperative.

Most of the boards, 12 of the 14,vdeclared that they decided upon
the allocation of prbfits. The boards were then asked Qhat was consid-
ered in the profit allocation decision. Twelve of the 14 boérds indi=-
cated that the financial condition of the firm was thé primary |
considerations. The financiai condition included the évailabiiity of
profits, and the shért;term.and.long-term financial needs of the ccmpany

‘which inclu&es stock retirement, and remodeling or building.program
planned. These results indicaté that the boards are considering the
welfare of the total firm in deciding upoﬁ the allocation of profits as
they should.

Another factor that would efféct the allocation of profit is
whether the firm uses internal financing only to finance capital spend-
ing p?ograms. Less than half of the boards, six of 14, stated their
firms rely at least partially on internal financing. These anrds were
consistent in this respect because they consider financial needs in
allocating profits. . More of the group A firms, four of seven, stated
they relied on inﬁernal finanéing than did group B firms, two of the
seven. These resuits suggest tﬁat more of the group A firmé have
savings that cah be utilized for internal financing than do group B
‘firmslwhich would be expected since group A firms are considered as the
more profitable firms.

The available funds of the firms also became the.most important

difference when the firms stated their position on retiring member
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equities. The bylaws of these firms state that the firm will retire
member equities when the owners of the equitiés, cease to be members of
the cooperative. All of the group A firms' boards indicated that they
generally retire mémbef eﬁuities when the equi;ies become eligible for
retirement. However, six of the seven group B firms stated they did not
ﬁave fun&s available to retire these equities. Only one of the group B
firms indicated they were retiring member equities on a regular basis,
The directors in this study indicated that they take a short-run

outlook regardingvretirement‘of member eQuities. Only one director
stated his cooperative had started a smali sinking fund for stock re~
tirement and anothervindicated‘that when they have excess funds they
reduced the amount of 5tock.  The boards should plah ahead by‘ﬁaking
‘estimates of the amount of stock that will Become eligiﬁle for
retiremént. If‘many of the stockholde£s shou1d retire at the same or
neariy the 'same time, ﬁhé»firm‘may not have funds available to retire
this stocke _Thué, the béards should maké provisions for stock retire-
ment that willvmaiﬁtain adequate capital funds and not be féced with the

possibility of dissolving the corporation to retire stocke.
Allowances and Credit

In many cases, suppliers will offer discounts if accounts are paid
within ten days or other time periods. In such cases, the buyer can
realize savings by keeping his bills current even when he must borrow
from other sources. All of the grain marketiﬁg firm$ in this study
utilize any cash discounts offered by their suppliers. Thus, these
boards intend to realize savings that wii1 benefit the firm and

therefore the members.
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The decisions related to credit at the board level of management
are primarily concerned with who should be responsibie for credit guide-
lines and evaluation of the accounts receivable. The board and manager
should develop guidelines within which the firm will extend credit to
its customers. For many fafm inputs, the availability of credit has
become an important method of increasing sales; but some,firﬁs‘in their
aftempts to expand sales have not used adequate'guidelinee to determine
to whom they extend credit, As a fesult, these firﬁs have increased
sales but the1r accounts receivable and bad debts have also 1ncreased.

Fertilizer sales willvserve to illustrate some of the problems
that can be encountered in developing credit guidelines. Meny new
firms have entered the fertilizer business and, ﬁo gain cuétomers; some
firms have-been willing to allow the farmers to obtain the fertiiizer
in the fa11 or wintex and then pay their bllls at harvest with no inter-
est charged. If the cooperatlve is to maintain 1tsAcompet1t1ve posi-.
tion, it must follow similar practices. However; if the cooperatiVe is
to treat all members the‘same, it should e#tend credit to all of them
in which case it will be risking bad‘debts. 1f ﬁhe cooéerative does not
tfeat all members.the same, it is forcing those who pay cash‘te subsi-
dize those who do not by reducing their patrenage refund. Thevrevefse
of this subsiey arrangement would-oceur if it granted everyone credit
and some did not pay their bills because thoee that die pay WOuld‘be
subsidizing those who did note. For these feasons, tﬁe‘boerd shoeld be
consuited in developing the guidelines-to protect the members'
interests. | | | |

As indicated in ‘Chapter IV, Table XIT, all the group B firms

indicated someone developed credit gu1de11nes- usually the board with
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the manager., . However, less than half of the group A boards stated the
exact person or group that established credit guidelines; usually this
was the manager. The other group A boards did indicate that credit
guidelines were developed but they could not agree as to who specifi-
eally developed them. Thus, all the firms have some guidelines for
credit extension te coptrol accounts receivable and bad debts,

bThe board and manager should evaluate accounts-receivable'both to
maintain the firm's working eapital and to be aware of changes that may
be needed in the credlt gu1de11nes. In most firms, the boards declared

that the board and manager evaluate the accounts recelvable.
Protection of Capital

The boards are expected to take normal business risks in managing
the cooperatlve. However, they should take steps to protect the cap1ta1
1nvested by the member-patrons. These steés include rev1ew1ngbthe
. flrm's insurance coverage, capita1 funds and financial condition. B

As shown in Table XII, the board and manager evaluated the insur-
ance coverage ih half of the firms, the board in four firms.ahd the
manager in one. Therefore,.most of the boards have been involved»in
reviewing the insurance coverage to fulfillztheir duties inlprotecting
the members' capital. | | )

To fulfill thelr role as trustees, the dlrectors should be knowl-
edgeable on the flrm's cap1tal and financ1a1 condition. Nine of the 14
boards stated that thelr flrm's cap1ta1 funds were adequate. However
more than half, five of the seven, group B firms declared that eapital

funds were not adequate to undertake all the spendlng the board mlght

want to do. On the other hand, almost all of the boards declared that
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their financial condition was sound. Thus, all the firms had enough
working capital to continue operations but many of the gfoup B firms
lacked additional capital funds; for example, funds to retire memberv
equitieé. These boards all reviewed the financial condition at each
board meeting which was monthly for ail but one of the boards which met
quarterly. Thus, these boards are keeping informed on the financial

affairs of the firm.
Financial Information

As stated in Chapter IV, almost all.of the boards receive balance
sheets and income statements. Theée'statements are presented in the
board.meeting and used to evaluate the financial condition ahd‘in many
cases, to critically review the operations. The balance sheet consists
of the assets, liabilities andbnetvworth of a firm and showé the finén;
cial condition of the buéiness firm at a "given daté."l On the other
hand, the income staﬁement shows the change in retained earnings in the
bélénce éheet. It states tﬁe sources of'income, describes the nature |
of expenseé and shows‘tﬁe net profit or net loss of the enterérise for
the period coveredrin the statement.2 | |

| A ma jority of the firms, 10 of the 14, indicated that comparative
statements, that is bélance’sheets and incomebstateﬁents for the current
period, for the immediate past pefiod and/or for oﬁe year ago, were not
presented to the board. Financial statements without comparisons are
of limited value because the directors cannot determine how the firm's
financial condition has changed over time. Only in the instances where
the directors have and bring to the meeting their previous financial

statements can they compare the statements unless they are provided
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with comparisons., These comparisons should ﬁe in percentage changes
so the directors can see the.chaﬁges clearly,

Pexrcentages are also.a convenient way to critically analyze»the
“income statement. If the items on the statement are'presenﬁed as a
pércentage of net sales, the directors and the manager can quickly spot
items that are out of line. The directors can then ask for explana-
'tioné and the manager cén take steps to improve the'perforﬁance of the
 firm. During some of the interviews, directors produced the manager's
report.  In.no case were percentages inciuded to hélp in the énalysisv
of these statements. | |

Another tool‘to'heip analyze financial statements are financial
ratioé. 1f these ratiés are cbmputed over time, theyvgivé indiqation
of trends which the firm may wish t§ take steps to change., Most of the
boards were given ﬁargins or percentage markﬁps on the various goods
but were not presented other ratios designed to portray the conditi&n
of the firms 1iqgidiﬁy, profitability or solvency. |

In conclusion, the boardsvafe réceiving“financial information and
are receiving the information that they think the maﬁager should pre-
sent, in ﬁcst caées; However, the boérds' responses indicate that
their financial analysis could be improved and accomplished ﬁore
efficiently if they recéived comparative statements and financial ratios
for liquidity, profitability, and’solveﬁcy presentéd in graphic form
both over time forvtheir firm and also the indﬁstry rétibs if these are

available.
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Summary

As trustees, the boards should fulfill certain duties which
include evaluating important financial matters and safeguarding and
approving assets. The boards are fulfilling their duties in evaluating
important financial matters including enterprise additions, changing
the trade area, new ventures and owning or leasing equipment and/or
facilities or the boards are consulting the stockholders for larger
decisions. |

Part of the boards!' duties in safeguarding and approving assets
include decisions relating to sources of capital. Most of the boards
decided upon the allocation of savings between the firm and the members
based on the financial needs of the company and whether they earned any
savings. More boards of group A firms stated they relied, at least in
part, on internai financing than did group B firms. Group A firms were
retiring member.equities but generally group B firms were not. The
responses given regarding thé boards' philosophy on both internal
financing and retirement of equities can be explained by noting that
many of the group B firms did not‘have extra capital funds after meeting
operational expenses. Most of the firms did not indicate that they were
anticipating future stock retirement; thus suggesting that in this
respect the ‘directors were not adequately safeguarding the éssets.

Another part of the boards' duties in safeguarding aﬁd approving
assets includes decisions relating to allowances and cfedit. The boards
stated their firms intended to take advantage of cash discounts offered
bybsuppliers that will benefit the firm and therefore thé members. The
boards also indicated that they and the managef generally develop‘ |

guidelines for extending credit and evaluating accounts receivable,
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The last part of the boards' duties in safeguarding and approving
assets includes methods of pfotecting capital invested by member-
patrons, Most of the boards are involved in reviewing the insurance
coverage to.fulfill their role in protecting the members' capitél. The
boards of all the firms are keeping informed on the financial affairs
of the firms,

In addition, the boards are receiving financial information and
are receiving the information that théy think the manager éhould pre~
sent, in most cases. However, the boards' financial analysis could be
improved by receiving comparative statements and financial ratios.

The next chapter concludes the discussion of the boards' dutiés
with an analysis of the boards activities in harmonizing diverse

‘interests of stockholders, commuﬁicating wiﬁh members and perpetuating

a sound board.



FOOTNOTES

1Richard W Schermerhorn, Financial Statement Analysis for
Agricultural Marketing Firms, University of Maryland, Agricultural
Economics Information Series No. 24 (College Park, 1964), p. 3.
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CHAPTER 1X
* MEMBERS' INTERESTS AND A SOUND BOARD

The various aspects of board management activities that can be
included in the director's duties of harmonizing diverse interests of
stockholders, communicating with members and perpetuating a sound board

are discussed in this chapter.
Harmonizing Diverse Interests of Stockholders

The boards of>cooperative grain mafketing firms must make deci-
sions that will harmonize the»members'interést in their own businesses
and their interests ih the firm, Decisions that will harmonize inter-
ests generally include the types of enterprises operated By the firm
and the types of‘graihs the fifm will merchandise. For example, a few
of the firm's members may have dairy farms or operate feed lots which
feed beef cattle. S8Such members would prefer that the firm operate a
feed grinding and mixing eﬁterprise to supply them tﬁe exact kinds of
feed they need whereas the other members may have beef cow herds in
which case they would bpy mainly supplement feeds that do not require
a grinding and mixing enterprise. Similarly, some members may grow
different types of cropélor may be experimenting with oﬁher cropsyal-
though wheat is ﬁhe principle crop grown in the section §f.0klahoma
considered in this study. The cooperative grain marketing‘firms can be

s

faced with the problem of whether they will merchandise the other grain
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crops and crops that'farmers are trying in their frade area. Usually
the cooperative grain marketing firm cannot add all the enterprises that
all their membérs would want; therefore, the board must use some c;itea
ria tb choose enterprises that will benefit the members' farming oﬁéraq
tions and also benefit the members' interests in the firm., At 1éa$t
half of the boards in both performance groups indicated they considéred
need, benefits and service to‘community; volumé of sales; and financial
information consisting of expected costs and returns before they se-
lected an additional enterprise (see Table X, Chapter IV). Thus, the :
boards in this study.seleqtgd additional enterprises thét will servé the
members, thereby harmonizing the members'binterests‘in their own busi=-
ness, and yet will financially benefit the firm which will harmonize the
members' interests in the success of the firm.

In. general, the firms in this §tudy are providing grain markefing
services and as such they plan_oﬁ providing a market for the grainé
grown by their members with some minor qualifications. A11.0f the
boards declared that their firms tried to provide a market for whatever
was grown by their members with some minor qualifications. Alllof the
boards declared that their firms tried to provide a market fdr whatever
was grown in their trading area. However, seveﬁ of the firms, primarily
group A, qualified this criteria that their firm will hahdle any grain,
grown in volume, that they are equipped to handle and/of thét the man-

‘ager has a market for. The equipment aspect'becémes important fof
example, in handiing soybeans because the standard wheat handling
equipment will split the bé;ﬁé thﬁé reducing theit price. The boards'
responses suggest that if enough of the crop were grown to make it

economically feasible to do so, ‘the firm would not only provide a market
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but would install the equipment to handle the crop if specialized

equipment is needed.
Member and Public Relations

The firm should keep the members informed on ;he activities of‘thé.
firm to maintain member relations and must be concerned with its public
relgtions to be a Ygood neighbor and én asset to the community.' This
not only encourages peoplé to patroﬁize the firm but also helps the firm
attract employees. |

Since the patrons are also the owners of a cooéerative; the coop~
erativé must maintain a close understanding between the members' inter-
ests and that of the firm. This understanding is accomplished by
keeping the members informed on the operatidns of the firm which all of
the boards stated that they dide. Most of the firms utilized the»anﬁual
meeting to inform the members, Some of the group A firms used addi-
tional means of informing members. For example, one firm utilized a
newsletter, one sent notices of things that the members should know and
one stated that members ﬁere'informed'by word of mouth.

‘Unfortunatel'y, no information was obtained on what specific types
of information were used to inform the members on the éperation of the
firm. Thus, the members may receive the annual audit of the firm which
would inform them on the operation of the firm but not inform them on
the firm's competitive situation. - To understand the prices that their
firm can pay for grains and prices the firm must receive for merchaﬁ-
dise, the members.must understand the limits within which their firm can
set prices. For example, if the members understand that the firm can

only sell its grain at the terminal price less transportation and that
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the firm must receive a certain margin to pay its expenses, the members
may not be satisfied with the price they receive but realize that their
firm is not to blame for the low prices; Therefore, when the members
are informed, they should be made to realize the firm's competitive
situation to promote harmoniocus relations with the members.

I'n this study, the firm's public relations includes union rela-
tions and community relations. Union relations at the board level of
management would consist of formulating the firm's attitude toward
unions and collective bargaining. Most of the boérds indicated that
they had not discussed the firm's attitude toward unions because unions
have nét been active in these fifms° Therefore, the boards geherally
have not developed a policy toward unions and collective bargaining.

To be a "good neighbor,” the firm should engage in some com@unity
relatioﬁs activities which includes youth activities, primarily 4=H
Clubs and Future Farmers of America, and community improvement pro jectse
A majority of the boards staéed that their firms sponsored local youthﬁ
éctivities, 10 of the 14; participated in local fund raising drives, 12
of the 143 and encouraged management to become involved in local govern-
ment and/or local civic organizations, seven of the 14, There were no
significant difference’ between the size and performance groups ree-
sponses for sponsoring youth activities and participation in local fund
raising drives. None of the small firms encouraged their»management
people to become involved in local government and/or 1§cal civic organi-
zations probably because in these firms the maﬁagers also serve as part
of the labor force and might not have time for extra acﬁivities,

Further information on the firms' community relations activities

are available from the mail management survey. In 41 percent of the
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firms, the managers indicated that key persons in the community affected
by eoperations were kept informed. The informing was done by newsletters
or letters, personal contact and news media., 1In addition, 83 percent of
the managers indicated that their firms cooperated with other coopera-
tive agencies in keeping the general public adequately informed

regarding the ob jectives and benefits of cooperatives.
Perpetuating a Sound Board

The board's duties in perpetuating a sound board is discussed under
the sub=headings of members of the board and board meetings. The sec-
;ion on members of the boards includes those activities that help elect
competent board members and prepare them to function on the board.

Board meetings includes a discussion of the activities that will help

the board utilize their meetings most effectively and efficiently,

Members of the Board

The present boards may be somewhat restricted in the action that
they can take to insure election of competent board members because‘the
bylaws state the qualifications for directors. However, the present
board can propose changes in the bylaws if these ‘are necessary and they
can directly influence the training and orienﬁation received by new
directorse.

The minimum qualifications to be a director of the cooperative are
given in the bylaws of the firm. The bylaws of all the firms in the
study stated that the director had to be a member of the association
and also, in all but one of the firms, the directors could not be

asgsociated with a competitive business. In general, to be a member of
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the cooperative, the person needed to produce agricultural products
which were handled by the cooperative and he needed to own land, reside
or farm in the trading territory. The beards eof all the firms inter=-
viewed gave the same qualifications to be a director as those stated in
the bylaws of the firms.

These qualifications imply that these cooperatives have no profes-
sional directors nor the so called "inside directors.'" An "ingide
director' is a member of the firm's management who is alsc a director,
In addition, the stockholders requirement will prohibit électing direc~
tors that have a special skill or knowledge area, as law or finance,
unless these people are stockholders of the cooperative.

Cooperatives may have additional director eligibility requirements
pertaining to the directors' place of residence. In an attempt to gaiﬁ
representation for all the members, the firm may divide the trading area
into geographic areas or districts and elect a board member from eachm
district. Most of the boards, 10 of the 14, indicated that the direc-
tors are elected from specific areas or districts. Only the small sized
group B firms indicated that specific area selection was not used for
any of these firms. Those firms that did not select from specific areas
selécted their directors from the entire membership. Thus, most firms
insure board representation from all sectionsbof the trading area.

The use of a nominating committee helps organize the board election
in the annual meeting by proposing individuals who are willing’and
eligible to serve on the board. Six of the 14 boards stated their firm
did use a nominating committee however, none of the large firms indi=-

cated they used nominating committees. Thus, the use of nominating
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committees to help organize board elections are not used by a majority
of the firms.

In order that more members have an opportunity to serve on the
board, some cooperatives limit the number of years or terms that a
director can serve. Such limitations can force older members off the
board to be replaced by someone who may be more productive but it can
also force a very productive experienced member off the board. Only two
cooperatives, both group A firms, in this study had limits on the number
of terms that a director éould serve concurrently, Thus, problems
associated with directors serving too long were not indicated by most of
these firms' boards.

After members are selected to serve on the board, néw members need
training and orientation to acquaint them with their new job, Some
cooperatives may train potential board members by establishing a junior
boards This board consists of members that attend board meetings to
become acquainted with the functioning of the board but have no voting
rights. Only two firm's boards indicated they had junior boards but one
was terminated for economy reasons and the other indicated attendance
was poor,

In general, new board members were orientated by attending board
meetings and learning as they served, The more experienced members and
the manager helped orientate the new members in all the firms in the
studys In two group A firms, the boards indicated that new members re-
ceived printed materials which would help orientate new members. Thus,
most of the firms in this study indicated that new board members were
trained and oriented by the old board members and the manager during the

board meetings.
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Board Meetings

The board members have other full time occupations and, therefore,
have limited time that they can spend in board meetings., Thus, the
boards should use all methods available to utilize their meeting
efficiently and effectively.

The board members were asked about the length of board meetings
and how many board meetings they had per year., Since not all of the
boards have the same number of meetings per year, the length of time
spent in board meetings would not be comparable., To make the time spent
in meetings comparable, the time spent was multiplied by the number of
meetings and averaged for the board response. These figures may be
upward biased because the longest length of the board meeting was used
if a range was given,

In general, the group B firms' boards spent more time per year in
meetings than did group A firms. The length of time spent in board
meetings ranged from 22,5 hours upward to 65.5 hours for all firms.
Among group A firms, the time spent in board meetings ranged from 22,5
hours upward to 47.8 hours; but for group B firms the range was from
34,18 hours upward to 65,5 hours. The group B firms' boards probably
spent more time because they tended to review more types of information
than did group A (see Chapter IV).,

Most of the boards meet monthly to discuss the board's business.
In thé personal interview survey all of the firms.but one held monthly
meetings; the one that did not held quarterly meetings. Similarly, in
the mail survey, 93 percent of the managers indicated they reported

monthly to the board.
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In order to utilize their meetings most effectively, substantial
progress should be attained in all meetings. Most of the boards indi-
cated that substantial progress was accomplished in all board meetings,
but two of the group B firms' boards indicated it was not. Individuals
who indicated substantial progress was not attained, 22 percent of all
directors, were asked why not. Their answers included the following:
lack of information, seven percent; additional time needed to considér
information, four percent; did not concentrate on board business, four
percent; or had differing viewpoints, seven percent. The statements on
lack of information and not considering board business indicate the need
for planning and organization of the meeting. Generally, all the infor-
mation that is wanted is not available., Many times, however, more
informed decisions can be made if more time is taken to secure more
information, If more information were given to directors prior to the
meeting, the directors should have the time needed to evaluate the )
information. The last comment, that the directors had differing v;ew-
points, is probably good provided it does not go to extremes., Differing
viewpoints should lead to discussion which brings out all the issues;
therefore, leading to more informed decisions. However, after the board
reaches a decision, the board member should then respect and be ready to
defend the board's decision. All of the boards agreed that they did
respect and defend board decisions even though some directors may have
voted differently.

Most writers suggest that board meetings would proceed more
smoothly and accomplish more if the board members are informed on the
content of the meetings‘in advances Only one firm's board stated théy

regularly received an agenda for the board.meeting. However, five
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additional boards indicated that they were informed if there were
special things to consider in addition to the routine business., The
only size and performance grouping in which the boards were not informed
was the small group A category. Also in all cases the boards were
informed by the manager (see Table XII, Chapter IV),

The purpose of an agenda for the board meeting is to give the
directors time to consider the topics of businesé before the meeting.
All of the boards who were informed indicated that they were notified
less than a week before the meeting.* The responses ranged from one
day to a week., The form of the notification was written, verbal or
boths with written notification being the most common. Thus, the direc-
tors in the firms that were informed in advance should have adequate
time to think about the topics to be discussed in the board meeting.

The boards of farmer cooperatives usually serve on the board for
motives other than monetary considerations., All of the boards in the
study were paid for their services, but the pay usually just covered
expenses, The median amount of per diem paid the boards was seven and

one~half dollars and ranged from three to 15 dollars. The median amount

paid per meeting was lower, six dollars, for group A boards than group

“The bylaws of these firms spell out the duties of the board
officers and other details. The bylaws were checked to see if the
notice for the regular board meeting must be made by any certain time.
In all the cases except one, the bylaws stated that the board was to
have regular monthly meetings but gave no other details. 1In the one
that did give details on notices for board meetings, the bylaws stated:
"Notice of all regular and special meetings of the directors or execu-
tive committee shall be mailed to each Director at least three (3) days
prior to the day of the meeting or given in person or by telephone or
telegraph at least 24 hours prior to the time of such meeting; provided
that notice of any meeting may be waived in writing by all of the
members of the Board or Executive Committee."
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B boards, eight dollars. For the boards that were paid mileage, the
most often mentioned amount was eight cents per mile,

Even though their pay just covers expenses, 89 percent of all the
directors attend all the board meetings., However, relatively more of
the group B directors, 93 percent, attend all board meetings than group

A directors, 85 percent.
Summary

The boards in this study indicated they select additional enter-
prises that will serve the members thereby harmonizing members' inter-
ests and yet must financially benefit the firm, These firms are
providing grain marketing services, and as such, they plan on providing
a market for the grains grown by their members unless they do not have
special equipment needed or do not have a market. In general, the mem-
bers are kept informed on their business usually at the annual meeting.
Most of the firms have not developed a policy for unions and collective
bargaining. The firms in this study sponsor youth activities and
contribute to :local fund raising drives to maintain community relatiens.

The firms studied indicated a sound board was perpetuated by
following the bylaws' eligibility requirements for directors and orien-
tating new directors., The eligibility qualifications for directors
imply that these coopératives have no professional directors nor "inside
directors.'" Most of the boards indicated that directors were elected
from specificvdistricts which would give members more representation on
the board. A majority of the boards indicated that nominating commit-
tees for directors were not used. Also most of the boards indicated

there were no limits on the number of terms the directors could serve,
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Usually, new board members were orientated by attending board meetings
and learning as they serve.

In general, the boards indicated that progress was made in the
board meetings, the directors defended the decisions made and the
directors usually attend the board meetings., The boards of group B
firms tended to spend more time in board meetings per year than did
group A firms. Finally, most of the boards indicated that they were
not provided with an agenda for the board meetings, although more

group B firms' boards received an agenda than group A firms' boards,



CHAPTER X
SUMMARY AND CONCLUSIONS

This study was directed toward finding ways to improve the use of
management functions by the board of directors of cooperative grain
marketing firms so that they could more effectively manage the
cooperatives To obtain a basis for recommendations, a mail survey
completed by managers and a personal interview survey for directors
were used to obtain information for analysis on the types of decisions
formulated with regard to basic objectives, broad policies, firm plan-
ning, decision making, personnel, finances, member relations, board
training and board meetings.

The mail survey included 70 managers that had provided financial
information and returns were obtained from 41 of the firms. In the
personal interview survey, 14 firms were selected oﬁ the basis of size
determined by gross operating income and their return on inveétment in
the local cooperative. The firms were classified éccording to return
on investment as group A (above average) and group B (below average)
and further subclassified within groups as large, medium and small.
Completed questionnaires were obtained from 73 directors and their
responses, grouped into board answers, were analyzed for diffefences
between firm performance and size.

The first sections of this Chapter will review the major findings

under the above analysis and the last section will suggest methods to
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improve the management processes of the directors. The summary sections

correspond to the analysis Chapters of III through IX.

Characteristics of Board Members and Interpretation

of the Directors Job

The typical director suveyed for this study was a farmer who is 52
years old and operates a wheat and livestock farm consisting of 880
acress He has served on the board for four years and has held one board
offices The typical director has a high school education and has at-
tended some of the director training meetings. He is also active in
community activities and actively engages in two community activities.

Between the two firm performance categories, the group A directors
may have more time to devote to their duties because they tended to have
smaller farms and they have had more years on the board to become famil-
iar with their duties. In addition, they tended to be slightly younger
than group B directors and a larger percentage of group A directors had
attended schools and short courses for directors.

In the interpretation of their job, all the directors consider ana-
.lyzing financial matters as an important part of their duties. More B
than half of the directors of medium and large sized group A firms con-
sidered harmonizing interests and perpetuating a sound board as part of
their duties but group B directors revealed less concern for this duty.
Establishing objectives and policies was only considered to be an
important part of director duties by the large size group A firms.

In addition to their duties, the directors should know their
fesponsibilitieso Only the responsibilities to aét in good faith and

with reasonable care and to represent a trusteeship can be considered
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important to the directors in terms of percentage responses and there
were no significant findings in terms of performance or size groupings.
In addition to these responsibilities, the directors of large group B
and small group A firms indicated the responsibility to direct and
attend board meetings was important.

The directors must receive or acquire the knowledge to perform
their duties and responsibilities. Less than half of all the directors
thought they had received ar acquired adequate knowledge and less group
A directors than group B thought they had adequate knowledge. The
directors indicated that they had to serve three terms in office Before«
they had adequate knowledge of performing their duties and responsibili-
tiess The analysis indicated that directors of small firms felt that
they needed less time to apquire adequate knowledge. It was found ﬁhat
for all directors that attended training schools, more of them felt B
they did not have an adequate knowledge of performing duties and respon-
sibilities than those that did; except among directors of large firms
where there was no effect. Thus the primary result from attending
schools and short courses was to make directors realize theif role is
larger than they had though;. It is concluded then, that schools and

short courses for directors do have some value and directors should try

to attend these meetings.
Decision-Making and Decision Areas

All of the boards in this study indicated that both the board and
the manager are trying to anticipate changes in agriculture that should
be considered in their decision-making activities. The boards also

indicated that the board and manager work well as a team. The boards
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indicated they were advised by the manager on their duties and the man-
ager did not ask the board for day-to-day decisions. The boards indi-
cated that problems associated with unclear definitions of duties did
not occure Also the boards indicated that the manager provided them
with adequate.information on which to make decisions,

Analysis of the number of types of information received and/or used
to evaluate various decisions indicated that more boards of group B 3
firms are receiving and using more types of information to make deci-
sions than group A firms' boards. More boards of group B firms indi-
c ated they received more types of budgets than did boards of group A
firms. Less than half of the group A firms' boards received budgets
estimating the expected performance 6f the current enterprise operations
of the firm, Very few of the boards indicated that they prepare com-
pletely a feasibility study but many of the estimates used in such a
study were developed by more than half of all'firms.for évaluatihg addi-
tional‘enterprises. These éstimates ﬁere usedrby more thanrﬁalf’ofvthe'
group B firms to evaluate tradiﬁg area siée\changes aﬁd for gfoup A
firms to evaluate new veﬂtufes. A11~thé bﬁardg are récei&ingvfinaﬁéial
information on the performanée of the firm; whiéh is the tfpe‘of
information they stated tﬁey wanted.from thé maﬂagér.’ |

The boardé’ reépdnses.as to ﬁho actualiy made:various decisions
were compared to the expected decision-maker., In two-thirds of the
decision activities, there were no significant departures from the-ex-
pected decision-maker, Next, the decision areas were analyzed on the
basis of wheﬁher anyone made the decision. More boards of the firms
bélonging to group B indicated that someone performed these decision

activities than did boards of firms belonging to group A. Among the
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size groups, the large and small gréup B firms and the medium group A
firms' boards indicated someone performed more of these activities than
the other size-performance groups.

In the mail management survey, a significant percentage of the
managers indicated that the boards made decisions on over;all company
ob jectives, over-all company policies, over-all company goals, long-
range and consequential commitment of resources and control of the over-
all performance., Analysis of the résults from both survéys indicates
that goals are not éenerally forﬁuléted ;nd ﬁhat the‘boafd‘énd ménager

each expect the other to make decisions on gealss

'

Basic Objectives and Broad Policies

Since the corporate papers contain objectives and policies, these
papers should>be reviewed to insure thaﬁ they aré compatible.with ﬁhe
current oéeration of tﬁé firm. Although é éajérity of élllfirmsfreQZ.
viewed these papers annﬁally, moré‘of ﬁhe‘grouqu firms reviéwéd théée>
papers than did group B.b Aiso as the siée of thé firm incréaséd,'iﬂe.
relative number of firmsvin both performaﬁce céﬁégories that reviewed
these papers annually décréaséd. Analysis'of the timersince theblést
change inﬁthesé éapers indicated that thesé firﬁs chéﬁge théirlcorporate
papers when tﬁey neéd chaﬁging.and ﬁbt §ﬁ the basis ofifhe.bsafdfs
review, | | | | | |

The boards' responses indicated that most of the firms had
ob jectives. The boards gave service to members as the objective of the
firm and some boards elaborated by stating that the firm should give tﬁe
farmers the best return for grain and least cost for merchaﬂdise and |

services. In the mail management questionnaire, most of the managers
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indicated their firm did not have written ob jectives, indicating the
managers were not aware that the articles of incorporation contain an
objective for the firme The relative number of managers indicating
their firms had written ob jectives declined as firm size declined and
the relative number of firms with written objectives was larger for
group B firms.

A majority of the firms in the personal interview survey indicated
they did not establish goalse There were three firms that had géals and
uséd these in determining the share of the gfain, ﬁerchaﬂdisé and
service market they would plan oﬁ sécuring.

In the personal interview surﬁey, mofe than half of the boards
indicated that they had written policies. All of éhege firﬁs' boards
gave responses to speéific questions that indicated fhey hadvéolicies
on personnel, marketing, engineering, meﬁbeis of stockholders,‘fiﬂénges
and public relatioﬁs. A significanﬁ percenéage of the manaéers indi-
cated they had written pblicies oﬁ marketing, finandé,‘eﬁpioiees and 
members or sfockholders. The responsé for large firﬁs wasilarger than
for the othér size firms. The peréeﬁtage‘of éll firmé stating theyrﬁad

written policies was nearly the same for both surveys.
Planning

All the board memberg in this study were operating their own busi-
.nesses in addifion to sérvingvon the boardé of thé cobpérative gfaiﬁ
marketing firms. Theréfore,‘they do not have adeqhate time t§ Spend
developing elaborate‘plans for ﬁhe codperatiQé. SinceAplaﬁs éfevimpor-

tant, the boards need to delegate authority for planning to the ﬁanager
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and reserve the right to approve or disapprove the final version of the
planse. |

In this study, the directors were asked if they had an annual
financial plan, salary schedule plan, market share plan, and plans for
facilities and servicess Almost all of the firms' boards stated that
market share plans for grain and/or merchandise and services were not
developed. Most ef the firms' boards indicated their firm did not
develop salary schedule‘plans. A majority of the firns' boards declared
that their firm had made plans for replaceﬁent, expansion or‘improvement
of faciiities end services.leﬁoweuer, for-the.firms thet said they had
plans, in only four cases could the directors agree on the 1ength of the
plans. This development suggests that most of the firms really do not |
have well thought out plans for replacement, expension or 1mprcvement of
facilities and services. Three ofrthe fcur firms‘that ceuld agree on
the length of the plan were in the group h category and the hlansyren
frem five to ten years ehead. ‘ | . ?

A majority of the firms stated they had an annual financial plan
when specificaily asked but onlybthree cf.the 14 firﬁs.answered‘the four
questions in the same way releting tc budgets or en annual prejected
financial plan and knew who deueldped the tinancial nlen.. TheseJWere
all.group B firms that indicated\that thelBank:&x Coeneratives had
helped theﬁ in the preparation of the plen. bnly one ef these firms
also had a longer range plen'fer facilitiesrand services. |

Thus in some cases, the firms do not seem:to haveTWell.thought~out
plans either in the short or longer runa The planning that they do is

more of an immediate nature because a few of the directors lndicated
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that they do things as they come up regarding facilities and services.
This is also substantiated by a lack of_goalé for the firms.

Some firms have the important task of coordinating plans that are
developed for thém by other firms because these outgide firms mayﬂnoﬁ
have the same interpfetation of the firm's objectives and goals. Firms
that have both five year plans and annuél financial plans developed fof
them mﬁst coordinate these plans if the firm is to progfess smoothly
toward its ob jectives. This cgofdination may entail Substantiél

revisions in the plans to achieve smooth progress.
Personnel

The board of directofs' duties related to personnel include selec-
tion ofrthé manager and develobﬁenﬁ of a persoﬁnei bdlicy étatemént;
This statement Should include stétements on selection, training,
compensation, prﬁﬁotion énd pérsonnei safeﬁy.

All of ﬁhe boards indicated-that ﬁhe‘manager had complete freedom
in selecting, discipliniﬁg and releasing émpldyeés. However, é ma jority
of the firms' boards statéd that job épecificﬁfions deécfibing quélifi-.
cations needed to secure eﬁplofment had beeﬁ develdped. Noﬁe of the |
firms indicated they had an eiaborate.tfaiﬁing brbcédﬁre for their'
employeeé. More ofzgroup A firms had empio&eésvin tfaining‘who ére
qualified to fill managemenf pééitions than did groﬁp B figmé'aﬁd
none of the small firms héd this tybe of ﬁ;aining.

Only two of the boards indiéated their firms had a weitten organi-
zational chart. However, almost half of.the manégefs iﬁdicéﬁé& ﬁhéir
firms had written 6rganizationa1 cﬁarfs. This iliustrates fhat thé

directors are not fully aware of the managément tools used by the
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managere. A similar situation occurred in regard to job descriptions.
Thirty-six bercent of the boards and onlyv15 percent of the managers
indicated they had job descriptioms. )

A personnel policy should also include some statements on compensa-
tione All of the firms' boards in this study indicated that wages and
salaries were eqﬁitable compared to similar jobs in the surrounding
area., Usually this &as determined by comparingkwages paid at other
firms in the area. :More of the group A firms' boards than gfoué B
firms! boardg used this method ﬁf compafisbn. Iﬂ addition, more df the
group B firms' Boardé than group A firms' boards indicated‘wagés”aﬁd
salaries ﬁere ad justed td individual pérformance. Nexf, most of the
firms' boards indicated they.provided Benéfiﬁs in addition to ﬁégeg for
workers ﬁhich inéluded.vaca£ion§,\acéidéntﬁinSurancé:éﬁd retireﬁent
benefitse. Providing merchandisé discounts is not a widespread practice
among the firms interviewed.

A complete personnel policy would also include the boards' think-
ing on promotion, appraisal and review of employees performance and
schooling for employees. ’All of the boards indicated that they consider
present employees for prometion befdre‘they consider individuéls from
outside the organization.' Almost all of fhe firms indicated they
appraised employee performance. ’Aléo; all of the boafds indicatéd that
their employees were encouraged to attend schools and short courses.

The béards indicated that adequate precaﬁtions éfe takeﬂ to provide
a safe place for employees tb work. .Théy also ihdicatéd ﬁhaf they
provided accident insﬁrahce, thus protectingrfhe firms asseis and its

goodwill,
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Trusteeship

In their role as trustees, the directors are charged with apﬁroving
important financial matters, and safeguarding and approving changes in
assetse In most instances, the boards were involved in evaluating
important fihancial matters. in many ofkthesehdecisions, the boar&s
were helped hy the managen;and for changing the trading area; the
stockholders were‘consulted before the decisioh was finalized. |

Most of the boards indicated that they deeided upoh the allocation
of profits on the basis of the financial condition of the firm. More
of the group A flrms' boards 1ndlcated they rely on internal flnanelng
than do group B firms and most of the group B flrms 1ndlcated that they
were not f1nanc1a11y able to ret1re member equ1t1es, but the group A
firms were ret1r1ng these‘equ1t1es. | |

Another part ef the financialwcondition includes cash discounts
ang credit. All of the boards lndlcated that thelr flrms take advan-
tage of cash dlscounts offered by suppllers.b The flrms are establlshlng
credit gu1de11nes and are controlllng accounts recelvable to av01d
losses due to the extension of credlto | |

The boards ehould-proteet the firﬁs' capital by reviewing the
insurance coverage; capital funda'and financialrcondition. ‘The‘boards
indicated that they wete revieﬁiﬁg the fitm'a ihsufahce'cdverage. More
than half of the group B fifﬁs' bharda’ihdicated:theit caﬁital fundsv
were net adequate but a11‘of the group A firﬁs had a&eﬁuate eapital |
funds. The boards indicated they wefe heeping inforﬁed‘eh thev
financial condition ahd almost ailtindicated it was‘sound;

bThe boards are receiving financial information and ih most cases,

they are receiving the information they think the manager should
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present. Analysis reveals that the boards'analysis of financial mater-
ials would be more efficient if they received more comparative

statements, financial ratios, charts and graphs..

(3

Members' Interests and a Sound Board

The boards harmonize members' interests through the deécisions they
make regarding addiﬁional entefprises and gréins mercﬁaﬁdiséd. fhe
boards indicafed that they seléct additional enﬁerprisés thét will.serve
tﬁe members and.yet ﬁill-fiﬁanciali& benefit the firm.' Theée firms are
prdviding grain mérkéting éefﬁiceé, énd és Such; tﬁéy plaﬁ~on pféﬁiding
a mérkét for the grains grown by!tﬁéif'membéfé ;ith.some mihor |
exceptionse | | -

The firm should maintain its reiations with members, community and
worker groups to be a gooa ﬁeighbor and anléséetltd tﬁe\commuﬁiﬁy.. All
of the firﬁs keep ﬁheif members iﬂforméd on ﬁhe oﬁerétién’of Ehe:firm
ﬁsualiy aﬁ>the annual‘meeting. Genefaiiy the Boafds ha&e ﬁot‘deQeloﬁed
a policy towafdsvunions and'éollecfive bérgaiﬁiﬁg. ﬁaif or mofe‘of ﬁhﬁx
boards indicated-that their firm éhgaged inlcoﬁmﬁﬁityrrélaﬁiohs.éctivi:
ties consisting of sponsoring youthrgfoups; partiéipéting in fﬁhd‘réié-
ing.driVes, and éncduraging ﬁanagement to become iﬁvoivéd‘in;ldééi |
government and/or cfvic oréaﬁiiationso

The boards efforts in.maiﬁtéiniﬂg a sound board involves the
qualifications for board members, dirébtor éeiecﬁioh, ﬁéfmvdf offﬁice,_~
directoré' trainingrand orientation for new mém£éfs;rzThé boérdé ihdi-
cated that the difectof qualificatioﬁs‘aré;aé st;téd in ghehby1a§s;
thus a director had to bebé ﬁember‘of the éoéperafive. ‘Fﬁrthéf,‘thése

qualifications imply that these cooperatives have no professional



directors or "inside directors.'" In addition, most of the boards indi-“
cated that geographic restrictions were used to insure board representa-
tion from ail sections of the trading area. A majority of the firms'
boards indicated that nominating committees for directors were not used
and most cooperatives indicated that restrictions on directors service
was not used 1mp1y1ng that most flrms did neot have problems assoc1ated
with directors serving too 1ong.. In general tralnlng programs for
potential board members were not used and the new board members were
oriented by attendlng board meetlngs and 1earn1ng as they served.

fThe boards should contlnually try to improve board meetlngs Whlch
includes time spent, board progress, agenda, board eompensatlon andv
attendance. In general, the boards 1nd1cated that progress was made in
the board meetlng, the dlrectors defended the dec151ons made, and the
_directors usually attend.board meetings, The analys1s also lndlcated
that boards of group B firms tended to spend more t1me.1n board meetlngs
per year than did group A ffrms"boards, Most of the\boards'werennot‘
provided with an agenda for the board meetings although’more-group B

firms' boards received an agenda than group A firms"boards.

o«

Summary of Board Activities

The boards of all the firms could stand improvements. They were
espec1a11y 1ack1ng in theﬁplannlng area and ant1c1pat1ng future events
which is a part of plannlng. Another 1nterest1ng thlng is that some of
the reviews and plans that.were made were not inItlated by the board
but were performed for them by outslde flrms or trade assoc1at10ns..

Some of the budgeting, reviews of bylaws, and flve year plans were

bperformed at least in part by out51devf1rms.
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The boards in this study indicated that they appointed personnel,
reviewed the past operation of the firm and approved major\financial '_
decisionse. It has been suggested that the board's largest responsibil-
ity ié to appoint a competent manager and let him run the firm. This
study would seem to substantiate this hypothesié.

Complete manager réspbnsibility éaﬁ work ou£ satisfactorily for
the firm until a new manager is neéded. The "éne man firm" causes prob;
lems in that the bdard haé to find not only>a éoﬁpeﬁent méﬁager“but also
one that i§ expérienéed. Since expefieﬁced ﬁanagers are.in Short.suﬁeﬁﬂ
ply, the firm may havévto séﬁtle fdr oné laéking éxperience.: ﬁntil he

gains the necessary experience, the firm can have financial problems.

Differences Related to Firm Performance and Size

Throughout this study, the boards' responses to the various ques=
tionslwere énalyéed for.differéncés reiaﬁed‘ﬁo“firm berforﬁancé‘énd
firm.size. This analysis reveéled Veryﬂféw differénées,fespéciélly
differenﬁes that would.exblaiﬁ the firm's berfofﬁaﬁéé, énd’the‘
differences thét ﬁéfe noted seem gb occur-beEAUSe of‘the'firﬁ{s
performance orbsiée.

The group B firms' boards spent more time in board meetings, re=-
ceived and/or used more tfpes bf infofmation,{seémed‘to maké>d§¢isioné
on more activities, did noﬁvdelegété'ésvmﬁch authbfity; and mofe u;éa:
goals, budgets and coméaratiﬁé fiﬁancial étatéménés;.‘Theserdifféréhcés
occurfed because ﬁhe firms were ﬁoﬁ performing és éhe boérds woﬁld‘ B
prefer and therefore, thé.boérds Weré atﬁeﬁpting to’iﬁpéove £hé perfor-
mance of the firm by using the accepted ﬁrocedﬁfes in ﬁaﬁaéemént to |

change the financial status of the firm. However, the group A firms'
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managers may also be using these management pracﬁicés but the boards
may not be aware of their use beéause they are satisfied‘with the firm's
performance and are willing to give the manager almost complete __——
authority to operate the firm,

The only real differences directly related to performance occurred
. in the area of capital funds where group B fifﬁs statgd capital funds
werebnot adequate., Since funds were limited these firﬁs generally were
not retiring member equitieg on a regulaf 5asis. The firms' capital
funds méy also be related to the planning horizon for replécement,
expansion and/or\imprQQeﬁents'iﬁ facilities“and serviceé and also firms
having empldyees in management training.‘ Some of the gfoup B firms>
gave their planning horizon as five fo.ten yéars which coﬁld be expléin-
ed in terms of their capital funds. in 6ther wdrds, ﬁhéy‘exbeéted to
have funds availaBle in the fﬁture whereas group A firﬁs could ﬁnderﬁake
projects at the present time. Iﬁ addiﬁioﬁ, firms thét haVe liﬁiﬁed
capital mighﬁ éut some expense by not ﬂaﬁiﬁg employeés in manageﬁent
training. | ’ | - | |

Smaller firms' boards performed more decision activities and did
not encourage manager; to become involved in ldgﬁi govefﬁﬁénf and/or
civic organizationé7 These differencesvﬁay be related to the fact that
in smaller firms, the maﬁagers pfobably have ; smailér officé fdrce aﬁd
may perform ﬁore of the tasks usually deiegated to otﬁef workeré‘in
larger firms, Therefofe, the manager woui&'ndt héve ﬁime to engage in
outside activitiéé and may aék the boafd'fﬁr moreldecisions. Also since
directois of éﬁ#ller‘firms téndéd.to'beiyduhgef,‘farﬁéd sﬁaller farms
and more of them have atﬁendéd traiﬁing meetihgs, ihéybﬁay havé more

time to review corporate papers and serve on board nominating
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committees. There were some other differences between the size classi-
fications in the mail management survey but these were not observed in
the personal interview survey and.may be explained,by‘thelnmm1er in which
the question was ﬁorded. These differences included a‘greater number of
larger firms using ratio analysis, charts and graphs, and hav1ng written

ob jectives, long-run plans and JOb descrlptlons.
Suggestions for Improvements

The examination of the questlons asked directors shows that the
directors are generally content to 1et the manager run the flrm w1th
little board supervision until'the firm has fiﬁancialbtrouble.— At that
point, the board begihsvto folioﬁ the>eccepted proceoutes in hanegemeht
literature to change the financtal stetus of the firm. The orineioles”
of ﬁanagement applied to the board are.therefote apptopriate and?shooid
be used. | o | o

The board should start at the beglnnlng by reviewing the articles
of incorporation to refresh its memory on the purpose of the flrm; It
should then develop written objeotives forvthe firms.. The objectives'
should be.more specific than "to pfovide serﬁice" hot not so speeific
as to reetrict economic growth of the firm by 11m1t1ng the type of’
enterprises or restricting termlnatlon of outdated enterprlses. A
typical set of the objectives for>a coooerattve graih marketing firm
would be: | | | | |

To buy and sell all marketable grains grown in sufficient quantity
to make merchandisingreconomically feasibie,' |

To actively promote the production ot érains adaptable to the

trading area by providing a market for such grains,
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To provide grain storage services for member-patrons.

To provide farm productlon inputs which are of a hlgher quality
and/or at a lower cost than would be otherwise obtainable.

To actively promote the wise and proper use‘of these inputs.

To actively promotevnew production methods and previde hew'inputs
if needed by the farmeremembersok

With these ObJthlveS in mind, the board of directors should have
the manager develop realistic goals to reach these obJectlves in both
the short and the long-run. The manager should develop the goals be-
cause he will be responsibie for reaching the éoals'and he‘is‘most B
familiar with the strengths and weaknesses of the firm. For example,
the firm may have a strong competltive p031t10nv1n graln recelpts and
be‘receiving 80 percent of the grain produced in its area. In this
situation, a goal to expand market share ﬁight invite eevere‘retaiiation
from a eompetitor. ‘Hence, the firm‘s shortarun and iong-ruh geai ﬁay he
to simply maintain pfesent mahket shares Hewever,'the firm's feed
department may be obtalnlng a small share of the market and the board
may set an objective of increasing the firm's share of thlS market from
its current five percent to 50 percent within the next five years, In
this case, the manager mayvset a goal te inerease feed sales by.ohtain-
ing an additional five percent ef the market next'year; and 10 percent.
in each of the following four years; The ether farm supplies would be
evaluated in a similar manner considering the firm itself, its caﬁpeti-
tors and the changes that ﬁay occﬁr in farmihg end/or farm putchases
and sales. .The hoard must‘then review the goals'to insure that the
goals will lead to the objectives and to insufe eatisfactery progtess

toward the objectives.
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After the goals are developed and approved, these benchmarks
should be used to develop plans that will enable the firm to attain the
goalse S8ince the board members have limited time, they should delegate
the responsibility for developing plans to the manager or the manager
vass1sted by a board committee. However, the full board should review
and approve or modify these plans to inspre‘proper direction ffom the
plans. |

Plans should be developed for each year for at least five years
and should include sections for each department plus progected capital
requirements, Thus, the plan would include departmental plans for the
firm's departments whicn may include gfain,‘feed,.seeds, petrolenm and
miscellaneous inpnts, The departmental plans would include nrojectedu.
changes in facilities, changes invthestradlné afea, repalrs and main-
tenance, new equipmenﬁ, pereonnel and pefsonnel training. For example,
to attain the feed goals used earller, the f1rm mlght plan on sendlng
the present feed department personnel to school to obtaln trainlng the
first year and addlng equlpment for bulk delrvery of feed requiring the
hiring of a new man. To attain the goals for the thlrd fourth, and |
fifth yeara, the firm will have to modernize the feed facilitiee by
adding new,vmore efficient equipment and trainlng those mhobhave net
had training in the secend year. With‘new; more'efficientlequipment,
personnel needs should remain the same even thongh the firm addsbmofe
bulk feed delivery equipment in.the third\yearvwhich nill allow the
firm to attain its goals. In the fourth and flfth years, the firm w1ll
only need to maintain the equlpment and train any new employees | |

resulting from personnel turnover.
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In the capital requirements section of the plan, the firm must
estimate the sources and uses of capital for the next yecr‘and the
‘following years. This plan for the first year choﬁld be specified for
each month with estimates of sales, expenses and cap1ta1 1mprovements.
These estimates can be made by prOJectlng past sales and expenses into
the future and adjusting for expected changes., For example,‘in Jancary
farmers may normally sell their wheat and move it out of storagé.
thereby reducing storage revenues;Ahowever, feed sélés may be high due
torwinter feeding and there wduid be.littie activity‘in othem depart=
ments umless the firm seils home heating cils whicﬂ would éccoumt‘fqr
most sales in the petroleum department.‘ The 12 monthé would be ana~
1yzed in thls manner w1th dollar estimates made for each department
then these estimates combined into eétimates for the tdtal firm sovthat
an estimated income statement is”developcd forbeachtmomth. These |
monthly plans provide a basis for comparing the actual pcrforménce of
the firm with the exﬁected performance of the firm.ﬁ

The capitai reduirement plans for the mext fcur years would not be
as specific, The revenues and e#penses cén be escimated based‘on theﬁ
goals and the plans for each departmcnt. These plaﬁs shcuid also con-
tain plans for ménégemenc peréonnel:not‘specificaliy inclddec in the
departmental plans and plans for retlrlng member equltleso Stock few
tirement should deflnltely be considered an 1mportant part of the plan
because the average ages of farmers has been lncrea31ng,thus,the flrm
could be faced with large amounts of stock to retire.‘ The firm should
make estimates of che numbervof Stock holdefs who.will be retifing in
each of the next five yearé and make definite pfoviéions to.rétire this

stocko
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Each year these plans and goals should be extended for another
year and the current year's plan projected for each month. In this
manner the firm always has a five year plan that is up to date and the
yearly review will familiarize new directors with the plans. If the
plans are developed in this manner, a longer~term view will be attained
that should help the firm survive and grow.

Most of the boards in this study have developed some policy gu1de—
lines but usually these were developed in response to particular prob-
lem situations and the guidelines recorded in the board minutes only.,
These guidelines in many cases should be further developed end refined,
Further, policies should be de&eloped fdr all bhases of the operation
of the firm, ineludiﬁg guidelines for‘personnel, marketing, engineering,
members or stockholders, finances eﬁd pﬁbiic reiatioﬁse A suggested set
of policy guldellnes appropriate for cooperatlve graln marketlng firms
is included in Appendix A, After the board, or the board with the man-
ager, develops these guldellnes to flt thelr requlrements, the pollcles
should be placed in policy manuals which would be available to all those
who make‘decisidns, not just to those‘who fead the minutes.of a board
meeting; Certain policies, for exemple, personnei policies; should
be made avallable to those who are affected by the policy.

The problem in improving the eff1c1ent analyzatlon of information
presented at the board meetings is that more time must be spent in
preparation for the meeting. The manager should be preparing this
information to be used to make management decisions so really all that
needs to be done is to put it in a form suitable for presentation to

the directors,
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Generally a balance sheet and an income statement are presented to
the board at each meeting. In a few firms cdmparative statements are
also prepared and presented to the‘board. Instead of presenting compar-
ative statements, per se, the board may find percentage changes from
the previous month and for a year ago more valﬁable.‘ Also in addition
to the regular income statement, an income statement that sh&ws the'
percentages with sales as one hundred percent pin points fdrAmanagement‘
and the directors the items that are out of line. The percentage
changes and percentage income statement can be discussed in the meeting
leaving the actual figures for independent study By the diredtors,
Charts and graphs of financial ratios can proﬁide rapid analysis of the
operation of the firm and indicate areas for improvemeﬁts. Theée finén-
cial ratios should include the raﬁios of; current assets to cﬁrfent
liabilities, liquid assets to current liabilities, inventory to net
working capital, net saleé to average net working capitai; total lia-
bilities to tangible net worﬁh, fixed assets to tangible net worth,.net
savings to tangible net wérth, net savings fo net sales, net saviﬁgs
before taxes to net sales, operating savingsﬁto neﬁ-sales, gréss savings
to net sales, accounts and notes feceivable to net cfedit sales and cost
of goods sold to average inventory. In addition'to ratios”for thé en-
tire firm, thé ratios of: net savings to tangible net wofth, net savings
~ to net saleg, net savings before income.taxes to net séles; operating
:Savings‘t;?gét-géiég;fggbéé:ééVihgg to net sales and édst of gdods.sold
éo avéraéé.iﬁvenfory éhould be.comﬁuted for each department or enter-: .
prise in the firm. These should be computed over time to have a basis
for comparisons and also compared to the industry average when - .-

possiblee1
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Although the meeting will proceed more efficiently by preparing
this financial information, less meeting time would be taken if these
materials were presented to the directors in advance of the meeting.
Therefore, the directors should receive the financial information well
in advance of the meeting so these statements can be compared to the
plans for the month. Then the actual méeting can bé devoted to review-
ing the charts of ratios and‘discussing financial statements, Utilizing
these methods, the current affairs of the businéss cén.be handleé .
quickly and efficiently.

The directors should also receive an agenda well in advance of the
meeting. This agenda includes the topics thét wiil berdiscussedbso that
the directors can be prepared to ﬁake decisions in thé meetihg wiﬁhout
requiring additional time to consider the topicse in‘this ménnér,>£he
current business of the board can be accémpiished in eéch meeting‘and
not necessarily put off until a future meeting.l |

The members should recognize the importahce of a sound board to
the successful operation of the firm, The bdard should use a nominétn
ing committee té suggest potential candidates for the members’
selection. Also, the notice of the meeting couid inélude the charac-
teristics that an ideal. director would have, The membéré shouldlalso
consider increasing thevcompensation for directors so ﬁhat théy are
more adequately compensated for their servicé. A higher.leQei of éomw
pensation may encourage s&me qualified members to accept theyposition
who would not otherwise do so. | .

The use of manageﬁent processes will not become widespread until
the directors are familiar with them and how to use'them; This tfainw

ing process should be developed both for new directors and for directors
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who have served on a board. Since the directors that have served on a
boardbare familiar with some of the things directors should do, their
needs are different.

The directors who have not served on a board need to understand
the responsibilities of the directors; In particular they need to.be
made aware of their role in 1ook1ng past the immediate needs of the
firm and to view the firm in more long-term context. In thls manner,
they can see the role and usefulness of plans and planning te the firm.
They need to understand that the‘board or the board and managervneeds
to establish and‘review objectives and policies. The maﬁager and his
assistants need to develop the goals and yearly budgets that the board
would ehen review., The board needs‘to make sﬁre that ehe shorteterm
plans are consistent with the long-term plans during their review;

The new direetors need'to understand their roie in'ﬁainﬁaining aqd
enforcing corporate papefs, electing board efficers to provide leader-
ship and organization and in electing a sound beard° The respon51b111ty
of the directors in app01nt1ng key personnel deserves speelal attentlono
The directors must be able to recognjize competent managers wheﬁ app01nt~
ing new managers and to be able to recognize those.with managemeﬁt
potential to be appoineed‘to lowef 1eve1vmanageﬁeﬁt positions; 'Thé
appeintment of a new managef is probably one.of the most iméortant deci~
sions that the board must make. And unless spec1a1 efforts are made to
have a capable assistant ready to step in by having the manager traln
his replacement, the board will have to secure a manager that has some
experience from another fifm, |

The new board member also needs to become acquainted with the

financial statements he will need to evaluate. He needs to understand
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the various financial ratios which allow a rapid analysis of the firm's
operation and changes in the firm's operation over time,

Finally, the new directors need to fealize their responsibilities
in approving changes in the firm's assets. Many of the changes in
assets should be considered in the plannlng activities, For example,

a plan calling for the addition of a sideline may 1nvolve add1t10na1
facilities and new equipment.,

The directors of the cooperatives both new members and those that
have served should receive a director's manuel. Such a manual will |
serve as an aid in providing continﬁity of thoﬁght and action aﬁd‘will B
help directors understand tbeir responeibilibies, seve time, keep delib~
erations on impoftant ﬁatters and aid in makiﬁg consistent decisions.
The directors' manual can be a looseleaf notebook contalnlng copies of
the 1aw under which the corporation is ofganlzed,Alts artieles of incor=
poration and bylaws, a copy of the peolicy statements, a brief history of
the corporation including its successes and failﬁree, curreﬁt minutes
and agendas of the board meeﬁings, the yearly plans and budgets cem;
prlslng the 1ong=run plan, executlve proposals and fea31b111ty reports,
current comparatlve balance sheets and income statements, and hlstorlcal
and current financial ratios for the firm's liquidity, solvehcy, and
profitabilityo o . |

The directors who have served on the board mainly need to improve
their skills in planning and in reviewing financial matﬁe_réo bThe oehei
responsibilitiesvare being perforﬁed already. ”

The improvement of director skills cannot be accompllshed by bulle-

tins and books alone. The dlrectors need to attend formal tralnlng

sessions to improve their skills, These training sessions would be for
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all directors the first year and then yearly for new directors from
then on. It would be most helpful if mandatory attendance at these

meetings could be accomplished.
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APPENDIX A
SUGGESTED POLIGY GUIDELINES
Personnel

The firm recognizes the need for hiring and retaining capable
productive employees. Therefore, prospective fullntime émployees should
have completed high school and should be mentally and physically able to
perform the tasks involved. The firm will noﬁ discriminate among
employees because of race, coior or age. |

The starting salaries and wages shall be equitable compared to
salaries and>wages in the area. Annually, the workers; performancé
shall be appraised by thevboard and ménager aﬁd the appraisal used to
ad just salaries and wages and to promote employees. The firm shall
encourage employees to attend scﬁoqls aﬁd short courses and reimburse
employees for their expenses incurred. In addition to wages and sala-
ries, each employee shall receive a two week vacation after one'year‘of
employment, health insurance and‘retirement plans shali bé available
for employees. | 7

The firm shall provide a safe place fof employees to work and a
éafe place for farmers to patronize. Therefore, personnél shduld report
any hazardous conditions to their supervisors who shall report to the
manager. The manager‘shall have the resp§nsibility ﬁo take immediaﬁe
action to remedy the condition and in addition, he shall inspect thel

plant and equipment not less than arnually to determine hazardous areas.

©.179



180

The organizational chart c¢éuld be as shown in Figure 2,
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Figure 2. Suggested QrganiZatiQnal Chart

The duties and responsibilitiés Qf«pgrsoﬁnglwpﬂsitioné:éha11,be

as fallows:

Manage:

Will be responsible to the board of directors and have the
responsibility for: | |

lo All employees and actions of all employees.

2. Selection, disciplining and releasing employees.

36 insuring that new employees réceive adequate on-the~job

training.
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' :appralsal. e

aPreparlng and updatln annuall

:goals for the flrm.?
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‘Training:the assistant‘manageﬁ_SO that he can take over the
manager's ‘duties. .
Setting wages and give_faises'td'personnel belqw,the level of

assistant.manager.f]*‘

Presentlng a review. of personneluto the board for thelr :

Preparlng comparatlve b ‘ence sheets, 1nqome statements and

: flnanclal ratlos for presentathn ;ofthe board members at e

1east two days prior”to‘th”'meeting.if"”

Shorpzand 1ongfrange‘p1ansﬁaﬁd‘

CPreparlng fea51b111ty tudies for xpan51ons of the present

Jf'enterprlses or for“ﬁddlng, dditional ‘nterprlses.

-Assistant Managerﬂ

‘Wiiiibeffespbdeibie”t_.
1. .

3.

beo

Bookkeegef

, scales.
'”Keeplng offlce clean ‘at. allﬁtlmeso”“

.Asslstlng in cher departme.

v‘agbr and have‘the respon51b111ty for°~

A551sting the manager in hi

Maklng sales tlckets, aiting on customers, and operatlng

iu needed. ,;ad,_'v

Will be responsible:tdithe_madager ahd‘haﬁe thé*respodsibiiity‘forz

1.

2

" Keeping all'recordaoﬁux'aew

Performing the-cieriaalawdfkéiff
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Assisting with making tickéts, waiting on customers, and

running the scales, if needed,

Elevator Foreman

Will be responsible to the assistant manager and have the

responsibility for:

1,
2.
3.

4,

S

6o

All employees working in and about the elevator.

Supervising all the elevator's operation and repairs.

Insuring that the grain is properly stored.

Making sure that elevator equipment and elevators are serviced
and maintained.

Keeping elevators and premises clean at all times.

Assisting in other departments, if needed.

Seed Grain Cleaner Foreman

Will be responsible to the assistant manager and have the

responsibility fors

1.
2o
3.

by

All employees working in and around cleaner plant.
Making sure that cleaner equipment is serviced and maintained.
Keeping cleaner premises and buildings clean at all times,

Assisting in other departments, if needed.

Fertilizer Foreman

Will be responsible to the assistant manager and have the

responsibility fére

1.

2e

All employees in and about the fertilizer plant.

Making sure that fertilizer equipment is serviced and maintained.
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Maintaining the fertilizer inventory byvkeeping the assistant
manager informed on reorder needs.

Keeping the fertilizer prémises and buildings clean at all
times,

Assisting in other departments, if needed.

Feed Mill Foreman

Will be requnsible to the assistant manager and have the

responsibility fors

1.
20

3,

4o

5,

6o

All employees in and apound‘feed‘mill.

Supervise all the feed mill!s Qﬁe#atiqns-

Making sure that feed mill and eqﬁipment is serviced and
maintained, | B
Maintaining the feed invehtory by keeping the assistant
manager informed on reordef need$. o

Keeping the feed mill buildihg and premises clean at all times.

Assisting in other departments, if needed.

Maintenance Foreman

Will be responsible to the assistant manager and have the

responsibility for:

1s Maintaining and keeping all the company equipment in proper

working order,

2. Assisting in other departments, if needed.
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Marketing

As a grain marketing cooperative, the purpose bf the firm is to
buy and merchandise grain. However, specialty crops or for crops that
will not move in the normal grain channels, the maﬁager may refuse to
purchase tﬁe crop but shall assist the member in marketing his crop,
The manager shall determine the price to be paid for grain and shall
decide to whom the grain will be sold, However, unusual competitive
situations, asvthe introduction of a competitor, should be discussed
by the board and the manager. |

The firm shall provide farm pxodu§tign inputs in which it can
supply a higher quality and/ér at a lower cost than présently
available, The maﬁager ghall determine the prices forbthese inputs
and the firm's supplier. The manager shallvalso determine the amount

and type of advertising undertaken.
Engineering

The firm must operate as efficiently as possible. Therefore, the
manager shall bring to the board's attention any néw technological |
developments that can be ﬁtilizgd by the firm to redugé its costs.
These improvements shall be included in the firm's short aﬁd long-run
plans if they are economically feasible, |

The manager shall develop short and long~run plans which include
changes or improvements in faciliﬁies.and équipment and shall evaluate
the use of personnel to carry out the Qpexations‘of the firm. Plans |
for facilities and eqﬁipment shall be reviewed yearly and ﬁpdated.

Also, the grounds and facilities shall be kept neat and in good repair.
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Members or Stockholders

The firm shall 0perate"in the besﬁ inté;éSﬁs of thé members as a
groupe Therefore, the board and manager will determine the amount of
patronage refunds considering the desires of mémbers for refunds and
the needs of the firm as determined'byvthe plans for thé firm, The
boérd and managet shall annﬁally reﬁiew the firm'é insurance coverage
to insure that members capital is édequapely‘proteqtgd. The board
shall meet monthly and review ¢h§ fina§¢ia1.gondiﬁion of the firm along
with other board business.v To ptomogé.ﬁember understanding, the members
will bé informed on the operatibn:6f”ﬁhei:'ﬁirm-at the aﬁnual meeting
and the manager should inform the membe#$ on Bﬁ$inessvconditions at

other times as the need ariseSQ‘:
Finances

The firm shall prepare’és'a ﬁért §f-its shért aﬁd long;run plans
a financial plén that speqifies.éourdes‘and-uSes'bf capital. In c;rry.
ing out these plané, inte;nal.finanqing-shall be uged ashlong‘as 7
growth of the firm is not hipdered, Aii,propqséd capital expenditures
such as new facilities or eqﬁipm@hu ghall»be g§a1uated on the.basis of
their economic feasibility,. o

The manager shall develop credit guidelines which the board will
review then modify, if necessary; and_aépx&ve. These guidelines should
take into consideration the gqmpetitive‘¢9nditioné and maké clear the

terms and conditions under which ¢redit will be extended.
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Public Relations -

The firm reqogni_ées that it ~mu‘s‘t-be a good neighbor in the
community. Therefore, the fixm‘will sponsor or help sponsor youth
group activities and participate in chal;fﬁnd raising drives. The
management is also:éncouraged‘uO»parﬁicipate in'lédal-civic

organizations.
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