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INTRODUCTION

The success oi a farmers cooperative association depends to a large
extent upon tie successful anu efiicient operation 5l the association as
a business unit. This success further aepends upon the efricient use of
the resources usea in the operations ol the organization. The associa-
tion must be aware of the costs of operation and, through its management
anu Board of Directors, the means whereby these costs may be controlled
in order for the association to realize maximum proiits. These cost con-
ditions difler between different types of associations. The two princi-
pal types of local cooperatives which operate in Oklahoma are the multiple
unit and singie unit associations. 4 multiple unit cooperative is an
organization operating elevators in more than one community but maintain-
ing administrative heauquarters in one community. A single unit coopera-
tive is one operating one or more elevators in any one community. This

study deals with a group ol single unit associations.

Purpose ol Study
The purpose ol this study is to make a cost analysis oi three single
unit grain cooperative associations.l The associations under study are
located in southwestern Oklahoma at the towns of Rocky, Hlountain View,
and Carnegie. Included in the analysis is a study ol the operating ex-

penses, the proportion used in t'e wheat anu siceline departments, how

ik

This study is onc phase oi a project couparing the operations of
multiple unit associations with single unit associations being undertaken
by the Department oi Agricultural Economics oi Oklaboma A. and . College.



the expenses vary seasonally, and a fixed anu variable cost analysis. A
further analysis incluues a vroposed organization of the three associa-
tions operating as a multiple unit association anu the coumparative effi-

ciencies of this organization as compared with the existirnz associations.

Method of Procedure

The information presented in this study is primary data obtained
from the three associations' audits, exvense ledgers, and interviews with
the managers. The period under stuay is the erop years oi 19L6 through
19L3.

The exnpenses are taken from the associations' auaits except for a
calculated inte est expense whicn is also included in this study. The
departmental exvenses are based on alloc tions obtained from ithe nanagers.
The seasonal analysis was obtaineu irom the expense ledgers of the asso-
ciations. The proportion of the expenses which were fixed or variable
are based on estimates o. the probable fixity of ecach individual expense.

In the projection oI a proposea multiple unit association, the pro-
posed expenses were based on the existing expenses of the single unit
associations. These expenses were further analysed into a pronosed ue-
partmental analysis, seasonal analysis, and [{ixea and variable analysis.

The method of procedure in regard to each analysis is explained in

greatcr cetail in the section in which the analysis oeccurs.



THE PUYSICAL AND FINANCIAL STRUCTURE OF THE ASSOCIATIONS

Both the physical and financial structures of the associations are
important in obtaining an overall view of the orpanigzations before a
cost analysis is attempted. The relative sizes of the cooperatives often
help to explain differences in the costs of operation of them. This sec-
tion is intended to describe the associations' differenc:s in regard to
their physical and financial structure. The physical structure will be
presented in the Ifirst part of the section, while the second part will

present the financial structure.

Physical Description of the Associations

Location and Market Areas. The three associations are located ot

Rocky, Mountain View, and Carmegie in southwestern Oklahoma (Ficure 1).
The principal cash crop of the area is wheat. The area formerly produced
a great deal of cotton, however much of the Tand has been diverted to
wheat production in recent years. The fact that wheat has gained in im-
portance as a cash crop has a great deal to do with the awvailability of
storage facilities. The land becomes more roliing and less inducive to
the production of wheat east of Rocky so that the production of other
crops is more prominent in the vicinities of lMountain View and Carnegie.
The market areas of the three associations overlap so that the three
associations compose one continuous market area. The market area of each
association rarely extends farther than about 15 miles from the town in

which it is located.



Figure 1. Location and Market ‘reas
of the Three Associations

e+ larket Areagp-essie
+—+ Railroads Celeny
e Principal Highwvays

L]
' al 'F(.n,

17

Con-tTen %
o 1f '1L a

. { WASHITA COUYRY 1
L ] -
Sentine _‘ - ' ocky N :: l %
) ' (o= et 4 '”;: N ﬁ :. :
. .'..-.'.. : : arnerue s -
Gotebo e e Nlountggin P
= v hd . Cobb
g : CRICP ZE i :
<, e Romelty s :
. - . l CABDO €O
Lone: Holt KIOWA COUNTY =y :
hf\r..\'._;r‘i n : ...' ' .o.
— e ame' bl — — —

“racenont,

UITY

s

%,




Facilities Available. 3Since the associations are primarily wheat

marketing organizations, they each have an elevator which composes the
largest investment. The facilities for sideline traae vary consiucrably
between te associations, Rocky has two elevator stiructures which are
used for both wheat ana sideline grains. They have a total capacity of
about 10,000 bushels. Besiues these thev have a new feedroom ana oifice
building.

Mountain View has recently constructed a new 100,000 bushel concrete
elevator. In aduition to this the§ have the old structure of 20,000 bush-
els which is now used principally to store siaeline grains. Mountain View
also has a produce station anu i'ceurosm. They have a gas pump, however the
pasoline sales are negligible an. the rasoline business actually does not
constitute a department of the business.

At the time of the study Carnegie had a wood-frame elevator structure
wiich haa a capacity of approximately 30,000 bushels. Since the perioa of
the study they have purchased another elevator with 30,030 capacity so that
their total capacity is now 60,00 bushels. Carnegie also has a feed ware-
hiouse, produce station, and gasoline station. They have more facilities
for siceline business than does either Rocky or kKountain View. Carnegie
also maintains the neccessary trucks for delivering petroleum products to
the farmers.

Commodities Handled. Besides wheat all of the associations hanale

sideline grains, coal, ana merchanaise. Included in the siueline grains
are grain sorghums, oats, corn anua barley. uost ol the merchandise con-
sists or commercial feeus, however other ilems such as poultry renedies

ane fortilizers are included in this category.



Both Mountain View and Carnepie maintain produce stations which
handle crear, eggs, poultry and hides. Carnegie also has a petroleun
departuent which accounts ior a large share ol the siueline business.
The petroleum sales at Mountain View accounted for less than ore tenth

of one per cent of the total sales (Table 1Y

Fheat sales composed the major portion of the sales of all three
associations, however the proportion of total sales due to whealt varied
among the three associations. Wheat accounted for 91.6 per cent of the
total sales at Roclky followed by Vountain View with 79.2 per cent and
Carnegie with 70 per cent (Table 1). The amount of wheat sales at-Carnegie
was less than was indicated by the percentage since their total sales were
also less.

Carnegie had Lhe preatest amount ol sideline sales followea by Moun-
tain View anu Rocly in that order. The coal sales accountea for approxi-
mately .5 of one per cent ol the sales at all three associations. Kocky
and Carnegie had anproximately the same amount of sideline grain sales
which were considerably more than those at Mountain View. The merchandise
sales also accounted for a large portion oif the sideline sales at all
three associations.

The produce sales at Mountain View were more than twice the amount at
Carnegie. The petroleum sales were only negligible at Mountain View, how-
ever they were the largest sideline item at Carnegie. The petroleun sales
accounted for 12.2 per cent ol the total sales at Carnegie.

The market outlet for the whealt of all three associations is the
Union Equity Cooperative kxchange of knid, Oklahoma. The Union kquity is
a federated cooperative organization, the earnings of waich are prorated
to the member associations on the basis of business dore with them. The
sideline grains are retailed by the associations or sold to independent

grain firms over tie state.



TABLE 1

AVERAGE ANNUAL SALES OF COMMODITIES FOR THE THREE ASSCCIATIONS,

FROM 19L6 THROUGH 19L8%

ROCKY KOUNTAIN VIEW CARNEGIE
Dollars Percent Dollars Percent Dollars Percent
Wheat 6L8,932.38 91.6 641,094.58 79.2 473,798.30  70.0
Coal 3,581.68 .5 L, LL5.8L .5 2,711.49 L
Sideline Grains 29,132.00 3.9 18,627.23 2.3 27,812.00 Lol
Produce ~0= 106,278.18 13.1 50,272.61 Tolt
Petroleum -0~ 242,52 o1 82,475.57  12.2
Merchandise 29,955.22 L.0 38,470.57 L.8 39,623.7L 5.9
Total Sidelines 62,668.90 8.4 168,06L4.34  20.8 202,895.41  30.0
Total Sales 747,601.28  100.0 809,158.92  100.0 676,693.71L  100.0

*Source: Annual Audits of the Associations, from 1946 through 1948.



The outlets for the produce commodities are local produce stations in
the area. The local buyers are principally from Hobart and Hinton, Okla-
homa. The Lecd ana supplies are obtained from the Consumers Cooperative
Association of Kansas City ana some local firms. Most of the outlets and
sources ol supnly are overhead cooperative organizations or local firms in

the area.

rinancial Description ol the Associations
In the finanecial description of t'ie associations summaries of the
balance snueets and operating statements will be given. These will give
an indication of the ».ocunt of earnings as well as the amount of invest-
ments in the associations.

Summary of the Associations' Balance Sheets. Fountain View hada the

greatest amount of investment of the taree associations (Table 2). This
was due to the large amount oi investment in the fixea assets uue to the
new concrete elevator. HRociy waé next followed by Carnegie. Carnegie's
investment was low becausc the book value of the elevator there haa ae-
preciated out. The rcmaining assets were avoroximately the sane amount
at the three associations.

Hountain View also had tﬁe largest amount ol liabilities, both cur-
rent and fixed. They were the only association which had any lixed lia-
bilities and this was Jdue to an outstanding mortgage on the concrete
structure of §30,000 in 1946, and $16,000 in 1947 (Table 2). The mort-
gage was liquidated by 1948. The current liabilities were larger due to
the holding ol patronage dividends as a liability account until ihe mort=
gage was cleared. The total liabilities at Carnegie were about one fourth

larger than those at Rocky.



TABLE 2

FROM 1946 THROUGH 19L8%*

AVERAGE ANNUAL BALANCE SHEETS FOR THE THREE ASSOCTATIONS,

ROCKY MOUNTAIN VIEW CARNEGIE
Dollars Percent Dollars Percent Dollars Percent
Current Assets 35,980.43 L2.09 33,287.40 25.28  37,61L.95 50.54
Other Assets 114,296.97 16.72 12,768.38 9.70  16,350.96 21.96
Fixed Assets 35,216.52 L1.19 85,590.9L 65.02 20,466.54 27.50

TOTAL ASSETS 85,493.92 100.00 131,6L6.72 100,00  T7h,L32.45 100,00
Current Liabilities 15,519.06 18.15 33,601.81 25.52  21,668.41 29.11
Fixed Liabilities 0= 15,333.33 11.65 =0-

TOTAL LIABILITIES 15,519.06 18.15 48,935.1L 37.17 21,668.41 29.11
Capital Stock 15,166.67 17.74 55,016.90 L1.79 30,079.30 4041
Other Equities 31,7L3.70 37.13 5,720.59 L.35  12,707.51 17.07
Surplus 23,06L.L9 26.98 21,974.09 16.69 9,977.23 13.41

TOTAL NET WORTH 69,97L.86 81.85 82,711.58 62.83 52,76L.0L 70.89

TOTAL LIABILITIES AND 85,493.92 100,00 131,6L6.72 100,00  7h,L32.L45 100.00

NET WORTH

*Source: Annual Audits of the Associations , from 1946 through 1948.
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The net worth of the association was the largest at lountain View
followea by Rocky a2nu Carnegie in that order. Capital stock composes the
larpest saare of the net worth at Hountain View anc Carnepgie while at
Hocky the other equities were the larpest. The other equities consist of
earnings which are retained by the local associations for operating and
expansion purposes and are allocated to the individual farmer members.
These earnings originate throuch the operations of the local associations
anu through dividenas received from the overhead organizations, primarily
the Union kquity. This anount was considerably lower at both Mountain
View and Carnegie. Rocky and Mountain View both had large surplus ac-—
counts, wiich at hocky was less than one-half oi either of the other as-
sociations.

The situation wnich this swmmary presents is that Mountain View was
the largest association as well as the one with the greatest amount of
net worth. Iuch of their assets are not liquia, since they have the large
investment in the concrete elevator. They are {ollowed in both of these
respects by Focky and Carnegie, in that order.

Summary of the Associations' Operating Statements. The operating

statements are a further means ol measuring both the relative sizes and
efficiencies of the association. The net earnings are of vrimary interest
in the operating statement. Tuey were the largest at Focky averaging
$22,310.10 for the three years (Table 3). They were followed by Hountain
View wit: $13,519.67 and Carnegie with $10,223.06. These will later be
broken aowm by departments in the section on departmental analysis.
Mountain View showed the greatest amount of sales with an average
7early sales [igure of §809,158.92 followed by Kocky with $7L7,601.28
and Carnegie with .676,693.71 (Table 3). The sales do not present a true

rmicture of the volume of business because the siceline commoaities have
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a larger gross margin and also more expense is required for them. Carnegie
had more sideline business than either of the other associations ana even
though their sales were smaller, their outlay oi expensc was larger. The
larpger margin on sidelines can be further cxesplified by the gress carn=—
ings. These were the largest at Carnegie although more expense offset this.
The gross earnings were anproximately the same at both Rocky anu lountain
View.

This summary ol thec operating statements indicates that Rocky and
Hountain View did more business although much of the business at Carnegie
was aue to sicelines anc therefore their gross earnings and expenses were

larger resulting in a smaller amount of net earnines.



THE OPERATING EXPENSES OF THE ASSOCIATIONS

The operating exnenses are those incurred in the annual operation
of the assoeciations. Before these expenses are analyzeu in the later
sections, a description of them will give a background of their nature
and variations. This section will giv: a description of the operating
expenses, how each association's expenses varied between years, and how

the expenses varied between associations.

Types of Lkxpenses
Salary and Wage Lxpense. The salary and wage expense was the

largest of the operating expenses, amounting to 19.5 per cent of the
total expenses for the three associations over the three year period
(Table k). Included in this cost are all salaries, wages, bonuses, aﬁd
repair labor. Since this expense accounts for such a large proportion
of the total expenses, the control of it has a great deal of effect in
an association's operating eificiency.

The proportion of the expenses which are accounted for by labor would
be more in a period of high prices than would certain of the other expen-
ses, which remain relatively constant over long periods oi time. We had
such a period from 19L6 to 1948 so that this expense way constitute a
larger share of the total expense in this study than would be the case if
this study were made in a period of lower prices. Salaries and wages

would nevertheless be the largest expense in an association of this type.
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TABLE |

COMBINLLY AVEFAGE ANNUAL OPRRATING EXPENSES
OR THE TIREE ASSOCIATIONS, FRO¥
1946 THROUGH 19L8*

Operating Expense uollars Percent
Salary and Wage Expense 14,117.94 9.5
‘hysical Facility Expenses L, 8L7.39 17.0

Depreciation 2,111.31 7.k
Insurance and Bonds 1,511.65 53
Taxes 1,22L.L3 L3
Interest bxpense 3,268.23 11.5
Other Expenses 6,282.82 22.0
Utilities 1,052.92 3.7
Telephone and Telegraph 2li2.20 .8
Lepairs 9ub.13 3.3
Supplies 1,115.15 3.9
Aavertising 296.77 1.0
Truck Expense Thl.55 3.1
Administrative and 1,755.05 6.2

Selling Expense

Total kxpenses 28,516.38  100.0

*Source: Annual Audits of the Associations fyom 19h6 through
19hut
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Physical Facility Expenses. The second group of expenses is one

that remains relatively constant over long periods of time. This cate-
gory is the physical facility expenses and includes depreciation, insur-
ance, and taxes. They constituted 17 per cent of the total expenses
(Table L).

Depreciation was the largest expense itam ol this group composing
7.4 per cent of the total expenses. This is not an out-of-pocket cost
that must be paid each year, however it must be considered in the annual
aoperating expenses because of depletion of the fixed facilities which
eventually must be replaced. This is accomplished by aividing the cost
of each asset by its estimated lile and apportioning that share to the
annual exvenses. The cost of uepreciation tends to remain constant each
year so that it will constitute a smaller percentage of the total expenses
in tbose vears that the other expenses rise such as the situation which
existed from 1916 to 19h3. If prices go down in future years this cost
will possibly constitute a larger share oi the total costs. The elevalor
and machinery aepreciation usually involves the largest amount of the
total depreciation expense.

Insurance and bonds accounted for 5.3 per cent oif the total expenses.
The largest amoints of insurance expense occur on thé elevators, inven-
tories, and trucks. The insurance policies on inventories are usually
blanket policies which cover apnroximately the average inventory. Includ-
ed in the coverage is any member's wheat which may be in storage with the
association.

The bonds are principally managers' bonds and warehouse bonds. The
associations usually require their managers to be bonded. The government
requires a warehouse bond on elevators which store wheat under the govern-

ment loan proprau.
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Taxes averaged Li.3 per cent of the total operating cxpenses. The
largest taxes were tie advalorem taxes on the land, facilities, and in-
ventories. Another large portion of the taxes were the payroll or social
security taxes which are paid according to the wages paid.

Incone taxes anu sales taxes were excluded from the operating ex-
penses. Income taxes are based on the net earnings of a business at the
close of the year. They therefore should not be included in the operat-
ing expenses since the expenses are deducted before the net earnings are
determined. Both Mountain View and Carnegie are ecempt from the payment
of income taxcs although Rocky is not. Sales taxes also were excluaed
from the operating expenses. These taxes are collected by the associa-
tions on merchandise sales and are later paid to the govermment. The
associations are only intermediate agencies in the payment of sales taxes
by the consumers and therefore this tax is not an operating expense. Any
sales tax of use tax paid by the associations on materials for their own
use was included in the tax expense.

Calculated Interest Expensc. In this study a calculated interest

expense is considered. This cost usually is not included in the opera-
ting expenses. It however should be considered since the capital invest-
ed in the association could be used for other purposes. The capital used
in any business should be charged a rate of interest as an opportunity
cost although it usually is not a cash expenditure. If the capital were
not used in the business it coulu earn a return in some other investment.
The value of the use oi the capital is considered as an operating expense.
The calculated interest constituted 11.5 per cent of the total operating

expenses (Table li).
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The assets of the associavion were used to arrive at é cost of in-
terest. These assets were scparated into the three classes of capital
upon which the Bank for Cooperatives base their loans. These classes
are facility, operating, and commodity capital. The ru.. of interest
applied to facility loans is currently four per cent. These are long
term loans used for the construction of permanent assets. The rate for
operating canital is three per cent, being used for short periods in the
operation ol the business. The commodity loan rate is 2.25 per cent,
being anplied to caprital that is invested in inventories.

After the prevailing rates are applied to the various types of capi-
tal, an interest cost is detcrmined. Any interest which was actually
paid by the association was disregarded. The interest cost may appear
to be too large but nevertheless it shai ld be considered as an opportu-
nity cost of doing business.

Other kxpenses. The remaining expenses constituted 22 per cent of

the total operating expenses (Table h). The largest portion of these
were composed oi utilities, repairs, supplies, truck expense, and the
administrative and selling expense. Of less significance to the total
expense were the telephone anu telegraph expense and advertising. These
expenses tend to fluctuate as the annmual business ol the associations
fluctuate. The percentage range of these items to the total operating
expenses was .3 ol one per cent to 6.2 per cent.

The utilities is largely power used for the feed mills and other
machinery used in the elevator operations. The repairs include all re-
pairs to machinery, buildings, and any other facilities except ifor truck
repairs which were considered as truck expense. Truck maintenance com—
posed the remainder ol the truck expense. The supplies were largely

office supnlies although some elevator supplies are also required.



18

Although thc telephone anc telegraph expense is small it is impor-
tant in obtaining daily market quotations and in buying ana selling grain,
especially in the fast-moving harvest period. Advertising accountea for
only one per cent of the total expenses. The associations do not auver-
tise a great deal however they have a small amount oi local aaveriising.
The fact that the members usually truwe with thelr association uecreases
the need for advertisings to a certain extent.

The administrative and selliing expensc was the largest item oi this
group composing 6.2 per cent of the total expenses. This is a group of
expenses which are incurred in the administrative and selling operations
ol the vusiness. Among the more important items which are included are
director's fees, auditing and legal exnense, loss on bad debts, rentals
and miscellaneous expense. This expense contains a group of items wiich
are of little significance to the total expenses although some of them
are iumportant. DBecause of toneir . llar nature in many respects they

were combined for the sake oi brevity.

Variations of Yearly Expenses by Associations

This section will deal with the manner in which the expenses varied
in each association from year to year. There was a general increase in
total operating expenses from 19h6-L8 at all three associations. This
was due primarily to two conditions; first, the business at all of the
stations increased during the period and second, the general price level
increased causing an increase in the cost of certain items of expense.
The total expense in 19L8 was 25 per cent more than those of 196. The
increase was rather constant between the associations, however the in-
dividual expense items differed in the increase. Each association will

be observed separately in observing the variations of yearly expenses.
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Rockye There was an increase in the total expenses at Rocky which
was brought about by the construction of new agsets plus a slight in=-
creage in some of the other items. The total expenses increased by 2k
per cent from 19L6 to 1943 (Table 5). Salaries and wages incrcased in
amount, however the per cent of the total expenses which thoy composed
decreased from Lli.5 per cent to ld.4 per cent. This was due to an in-
crease in the total expenses that was proportionately larger than the
increase in szlaries and wages.

The greatest expense increase at Rocky was in the physical facility
expense which was 65 per cent greater in 1948 than it was in 1946. This
increase was due t> the construction of a new office and feedroom in
1947 whic'i increased depreciation, insurance and advalorem taxes. The
physical facility expenses composed 20.L per cent of the total expenses
in 1946, 2L.7 in 19L7, and 27.0 per cent in 1943.

The calculated interest expense increased at Rocky over the three
years which also was due to the new construction which increased the
fixed capital. In 19L6 interest accounted for 11.7 per cent of the total
expenses, ana by 1948 it had increased to an amount equal to 16.2 per
cent of the total expenses.

Most of the other expenses remained {airly constant over the period,
however soue of them showed a slight decline of which tie administrative
and selling expense was the most prominent. This decline was due to an
abnormzl expense in 19L6 of yardwork which did not reoccur.

lountain View. The operating expenses at Mountain View increasecd

by 2L.7 per cent over the three years. Almost the entire increasec was
accounted for by increased labor cost and an increase in physical facil-
ity expense. They were both a result of the construction of the new

elevator. The new elevator pemmitted more business to be accommodated
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*

Scurce:

Annual. Audits of the Association,

irom 1946 through 1943,
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since the capacity was increasca Irom 20,0°0 bushels to 120,000 bushels.
The new business which they were able to obtain increased tue labor
costs from £11,673.L5 in 19L6 to $16,016.75 in 1948, or an increase of
37 per cent (Table 6). The new structure also increased the physical
facility and interest expnenses over the three years.

The other expenses, erxcept the administrative and selling expenses,
increased slightly over the period. The administrative and selling ex—
penses declined in 19L2 to about one-hz1f its 19L6 value. This was due
to a large decrease in hauling, loss on bad aebts, and legal éxpense.

Carnegle. The total expenses at Carmegie increased 25.8 per cent
over the three years (Table 7). This was accomplisned by a general in-
crease in salary and wages, physical facility expense, .1 interest ex—
pense. The value of these expenses increased however the percentages
which they constituted of the total did not signify the full increase.
This was due to a larger increase in the total expenses. This large in-
crease in the total expenses was brought about by a large increase in the
administrative and sclling ex;cnse.

The increase in admwinistrative and selling expense was largely ac-
counted for by an increasec in loss on bad debts and additional legal ex—
pense. The administrative and selling expense increased from i1, 7h9.92

in 19h6 to $6,21L.02 in 1918.

Variations of Expenses Between Associations
The amount of sideline business of an association determines to a
large aegree the amount of expenses that are incurred. A comparison of
the average expenses lor each association with the average expenses for
the three associations exemplifies this fact. Focky's expenses were 68.7

per cent as much as the average expenses for all of the associations.



TABLE ©

ANNUAL OF RATING EYPENSES FOR THE FARMERS CCOPERATIVE ASSOCIATIC!
OF WUNTAIN VIEW, OKLA um, FROM 1946 THRCUGH 1948%

1948 1947 1948
Dollers Percent Dollars Percent Dellars Percent

Salcries and Woges 11,678.45 46.2 14,313.95 49,6 16,013.75 0.8
Depreciation 1,417.15 546 2,260.37 7.8 2,439.05 T.7
Insvrance and Bonds 1,475.28 58 1,708.17 549 1,534.29 4.9
Interest 4,605.71 13.2 4,613,78 13.0 4,358.84 15.4
Taxes 1,032.91 4,1 1,1357.3¢€ 3.9 1,487.25 4.7
Utilities 977.71 3.9 B5C.48 3.0 943,91 3.0
Telephone and Telegrzph 321.30 1.3 340.13 1.2 399.47 1.3
Hepairs 1,191.24 4.7 1,096.51 3.8 1,524.7C 4.8
Supplies 1,002.63 4.0 964.74 3.4 1,308.94 4.2
Advertising 118.40 e 230.23 1.0 159.27 +S
Truck Expense 236.24 9 432.26 1.7 193.57 oG
Adminigstrative and Selling Expense 1,227.43 4,2 781.86 2.7 663,71 2.1

TCTALS 25,279.45 100.0 28,834.31 100.0 31,535.35 100.0

¥*
Source:s Annusl Audits of the Associztions, from 1946 through 1948.
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TABLE 7

'NNUAL OPERATING ¥ZIPEN3ZS FOR
THE FATMIRS CUOPERATIVEH MILL AMD ELEVATOR ASSOCIATION
OF CARNIGIE, ORLAHCMA, FROM 1946 THROUGH 1948%

1946 1947 1948
Dollers Percent Dellars Percent Dellurs Percent

Selaries and Vinges 18,709.80 198,723.82 52.3 21,713.22 SR.3
Depreciation 1,649.93 1,953.14 UeR 1,956.33 4.7
Insurance and Bonds 1,342.39 1,991.93 5.3 2,293.71 S5
Interest 2,004,321 25263.79 6.0 2,556.10 6.2
Taxes 399.29 1,425.75 3.8 1,330.97 3.2
Utilities 1,202.41 1,456.95 3.9 1,388,406 3.4
Telephone and Telegraph 229.41 190.68 o5 £286.66 ¥
Repairs 884,36 1,245.03 3.3 555. 51 3
Supplies 1,455.62 3,366.84 8.9 1,007.47 4
LAdvertising 324,18 522.72 l.4 T737.56 2
Truck Expense 2,532.21 R,458.44 845 1,413.63 4
Administrative and Selling Expense 1,749.92 1,102.42 2.9 6,214,02 0

TOTALS 32,983.83 37,702.48 100.0 41,503.04

¥*

Source: Annvsl Audite of the Agssoclation, from 1948 through 1948.



2k

At Mountain View they were 100.l per cent followed by Carnegie with
131.1 per cont. As mentioned before, this was also the increasc in the

2 These percentages illustrate that Nountain

amount of sideline business.
View is about the average for the three associations, Locky with fewer
and Carnegie with more sidelines. The variations oi the expenses will be

considered in tne four categories which were previously mentioned.

Comparison of Salary and Wage kxpense. The salary and wage expense

increases with an increcase in sideline business. This was the largest of
the operating expenses at all three associations. It accounted Lor L2.L
per cent of the total expenses at Rocky, L9 per cent at Mountain View
and 53.6 per cent at Carnegie (Table 8). The dollar value of this ex- -
pense with more sidelines was greater than the percentages indicate.

This occurred because the total expenses also increased with more siue-
lines, having a tendency to oifset somewhat the percentage increase.

Comparison of Physical Facility Expenses. The lixea Lacility ex—

pense composed a larger share ol the total expenses with the associations
naving iewer sidelines. This is due to two things; first, the greatest
amount of facilities are required for wneat trade anu second, there is a
smaller amount of total expenses with fewer sidelines causing the same
asount to represent a larger percentage ol this total. The cost of de-
preciation had a great deal of inilucace with this expense. It was the
highest at Rocky because they hau two elevators which udepreciated at an
annual rate of 5 per cent. Although the _ . cstment in the concrete ele-
vator at Mountain View was greater, the rate ol depreciation was only 2
per cent annually due to the longer estimated life of this type of

structure. The book value ol the clevator at Carnegie had alrcady been

2
Cf. ante. page 6.
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fully denreciated and this consicerably reduced the cost of depreciation
at that association.

Comparison oif Interest Fxpense. The interest exnense accounted for

1L.5 per cent of the total expenses at Rocky, 16.l: per cent at Mountain
View and 6.1 ner cent at Carnepie. This expense was similar to the
rhysical facility exnense at the three associations in the mamner in
which it varied belween associations having varving amounts of sidelines.
The interest was higher at Mountain View due to tne large amount of fixed
assets and operating canital on hand.

Comparison of Other kxpenses. The remaining expenses averaged 18.8

per cent ol the total exnenses at Rocky, 17.7 per cent at Mountain View
and 27.1 per cent at Carnegie (Table 8). The administrative and selling
expense co:poSed the largest share of this item at Rocky and Carnegie.
This was due to the large amount of miscellaneous expenses which increased
this amount. The sideline business at Carnemie caused an increase in
truck expense and a few of the other expenses. The remaining items were

about the same pruportion between the assoeiations.
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4N ANALYSIS OF THE DEPARTMENTAL EXPEMSES

The three associations in this study were established primarily for
the vurpose ol marketing wheat. OSince the associations have been organ-
ized, other departments have been added so that now a great deal of their
business is {rom sidelines although wheat marketing remains the principal
function of the associations.

It would be advantageous to make the study with each sideline de-
partment separated, however the associations do not have a cost account—
ing system and any method that coulu be used in this analysis would be
inaccuratc because of the incomplete information. To simplitfy the study
the sideline departments were combined so tihat the departmental analysis
is a comparison of wheat and sideline expenses.

This section deals with the departmental expenses an: a briei analy-
sis of the operating statements for both wheat and sidelines. It was
necessary to arrive at a means of alloecating the expenses between the
depaitments. Some expenses are easily distinguishable as to whether they
are incurred in wheat or sideline operations. Others are not and as a
result the manager's estimates were larpely used. The manager of each
association is probably in the best position to make these estimates. He
is familiar with the operations and usually knows approximately what por-

tion of each expense is incurred in wheat or siceline transactions.

Vheat Department

Lxpenses for ¥heat. The wheat expenses were the largest at loun-

tain View with $1l,197.07, followed by Rocky with $11,239.50 and Carnegie
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with $8,110.21 (Table 9). The wheat expenses were larger at Kountain
View since they handled the largest volume of wheat and had the largest
investment in wheat facilities. Rocky had almost as much volure, how-
ever their investment was not as large. Carnegie had the smallest
volume as well as the least investment in an elevator. There was 57.3
per cent of the total expenses allocated to wheat at Rocky, 50.8 per
cent at Mountain View, and 21.8 per cent at Carnegie. These perceneages
are directly related to the proportion of the total sales due to wheat.
Although Mountain View handled more wheat than Rocky, they also handled
more sidelines which decreased the proportion of wheat sales to total
sales.

Salaries and wages accounted for 33.9 per cent of the wheat expenses
at Rocky, 39.3 per cent at Mountain View and 52.5 per cent at Cammegie
(Table 9). This expense composed the major portion of the wheat expenses
since a large amount of labor is required in the unloading, handling,
and loading operations of the wheat business. A large amount of labor is
required during harvest to accommodate the wheat trade as well as some
aduitional labor reguired to turn and load wheat in the period following
harvest. The principal cause for this expense to compose such a large
share of the total wheal expenses at Carnegie is due primarily to the
fact that their physical facility expenses were smaller as well as the
possibility that less efficiency existed with that organization.

The physical facility expenses composed 28.7 per cent of the total
expenses at Rocky, 22.L per cent at Mountain View, and 12.1 per cent at
Carnegie. Although the percentage is smaller at lountain View than at
Rocky, approximately the same amount of this expense was incurred at both
organizations. The larger total wheat expenses caused the percentage to

be smaller at Hountain View. This group of expenses totaled $3,222.37
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Sowrce: Annual Audits ol the Assceiaticns, from 1946 through 1948, and estimates of the manacers.
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at Rocky and #3,206.29 at Mountain View. The cost of depreciation was
larger at Rocky since their wooden structure denreciated at 5 per cent
whereas the concrete elevator at Mountain View had a rate of depreciation
of 2 per cent, however insurance and taxes were higher at Nountain View
which offset the larger depreciation cost at Focky. The physical facil-
ity expenses were low at Carnegie due to the low value of their wheat
facilities. Their elevator had depreciated out which reduced these ex—
penses considerably.

The calculated interest expense composea 18.1 per cent oi the wheat
expenses at Rocky, 23.L per cent at Mountain View, and only 0.6 per cent
at Carnegie. The large cost at Mountain View was due to the large in-
vestnent in the concrete elevator, whereas the small expense at Carnegie
was due to the small value of the elevator.

The remaining expenses composed a total of 19.3 per cent ol the
wheat expenses at Rocky as compared to 1lli.9 per cent at Mountain View
and 26.8 per cent at Carnegie (Table 9). Although the percentage was
grealer at Focky than at Mountain View, the dollar value was almost the
same. These expenses totaled $2,171.03 at Rocky, #2,165.L3 at iountain
View, anu $2,179.91 at Carnegie. Rocky handled almost as much wheat as
did Vountain View, however the voluse at Carnegie was considerably lower.
Probably the cause f{or these expenses to total about the same was due to
less efficiency as was the situation with the labor expense at Carnegie.
The unit costs will help to clarify the relation between expenses and
volume a great deal.

Unit Margins and Costs for ¥heat. The gross margin aml expense per

bushel of wheat are important indicators for the uanagement to use in
determining the net margin which the organization is obtaining. The

management is interested in having a gross margin which is adequate to
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cover the operating expenses but also low enough not to discourage busi-
ness. The margins and costs per bushel therefore are important measures
for which the man:gement should be aware.

The gross margin is calculated from the earnings on commodities in
addition to any other operating income. The gross margin averaged 6.9L
cents per bushel at Rocky, 5.L3 cents at Mountain View and 7.03 cents at
Carnegie (Table 10). The lowest margin per bushel was realized in 19L6
at all three associations. It was just sufficient to cover the operating
expenses at Rocky and Carnegie, and it was not sufficient to accomplish
this at Mountain View. Mountain View had the lowest margin of the asso-
ciations every year. This was due to the manner in which the margin per
bushel was calculated. The number oif bushels handled, rather than the
wheat sales, was used in determining the margin. lountain View handled
a large amount of wheat which was not sold through the assoclation before
the close of the fisecal yearlin i948. The large storage capacity which
they had enabled the farmer members to store wheat in anticipation of
higher prices. luch of this wheat was in the elevator and although it
was not sold, it was included in the bushels handled. Another possible
factor causing the lower margin could be due to keener competition in the
trade area. They are between the other two associations as well as hav-
ing several other elevators in the trade area. This situation might
possibly force them to operate with a slirhtly smaller net margin.

The gross margin per bushel is used to advantage when compared to
the operating costs per bushel. The average cost for handling a bushel
of wheat at Rocky was 3.09 cents. This cost averaged 3.9 cents at lMoun—
tain View and 3.22 cents at Carnegie (Table 10). FHRocky's cost was lower
than ilountain View's because of their smaller facility investment. The

cost of interest was larger at Mountain View thus increasing the cost per
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MARGING ANp CCSTE PER DUSHIL OF WHEAT HANDLED AT
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bushel. Rocky's cost was lower than Cammegie's because of both the
number of bushels handled and efficiency of operations. Rocky had a
larger turnover of wheat and less labor costs which permitted them to
operate with 2 smaller cost per bushel. Although Carnegie's cost per
bushel was higher, it would have been still higher if it were not for
their low investment. Their large unit cost was therciore a result of
less efficiency in labor anu the other expenses that were not related to
their physical assets.

The large handling cost per bushel at Mountain View is almost en-
tirely due to the small volume of wheat handled in 19L6. The cost that
year was 5.15 cents per bushel. They had to maintain their fixed costs
that year in addition to the necessary operating costs. The low volume
handled was not sufficient to lower the handling cost per bushel. The
following year a new concrete elevator was constructed and this increased
their teotal costs through depreciation, interest and taxes. Their volume
was still too inadequate to lower the cost below 3.L2 cents per bushel,
however this was considerably lower than the 1946 cost.

The operating expenses per bushel at Carnegie appear to be low cone
sidering the small volume of wheat handled. They handled considerably
less wheat each year than dia either locky or Mountain View. It would
appear as if this would result in a larger cost per bushel. They were,
however, faced with lower depreciation, insurance, interest and tax costs
since the wheat facilities had a low value because the elevator already
was depreciated its full value. This helped to decrease the handling
cost per bushel.

The gross margin and operating expenses per unit arc used to the best
advantage when they are compared, and the resulting net margin is ob-

served. This net margin sveraged 3.85 cents per bushel at Hocky, 1.53
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cents per bushel at Mountain View, and 3.81 cents per bushel at Carnegle
(Table 10). This is a measure of the earnings from local operations.

It is usually sufficient to cover any other deductions and allow sonme
net earmings to be realized even though the cooperative may receive no
dividends from the overhead organizations. The net margfi_n was larger
each year over the succeeding year at every assoclation except Rocky
where the largest net margin was obtained in 1947. Both 1947 and 19L8
were more favorable years than was 1946 in obtaining a larger net margin.

This was due to higher wheat prices and a larger crop in Oklahona.

Sideline Department
Expenses for Sidelines. The sideline expenses amounted to $8,363.30

at Roeky, $11,,052.63 at Mountain View, and $29,256.L2 at Carnegie (Table
9). This was the same order in which the sidelire sales increased be-
tween the associations. The sideline expenses accounted for 7.2 per
cent of the total expenses at Carnegie, L9.2 per cent at lountain View,
and k2.7 per eent at Rocky. With an increase in sideline sales, the
expenses allocated to them increased proportionately more. This was due
to more expenses being required for sidelines than for vwheat, primarily
caused by more labor being required in that department.

Salaries and wages accounted for 53.7 per cent oi the sideline ex-
penses at Rocky, 59.1 percent at Mountain View, and 53.9 per cent at
Carmegie., This exempliiies the fact that a large amount of labor is re-
guired for sidelire business. This expense was larger than the percent-
age indicates at Carmegie due to the larger amount of total expenses.
The labor expense was £15,770.95 at Carnegie as compared with §8,307.25
at Yountain View and #4,190.12 at Rocky. As was the situation with the
total sideline expenses, an increase in sideline business causes a larger

that proportionate increase in the salary and wage expense.
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The physical facility expenses for sidelines totaled $1,5h1.18
at Rocky, $1,53L.52 at Mountain View, and $3,965.58 at Carnegie. The
large expense at Carnegle was largely due to the service station which
neither of the other organizations had. The amount was approximately
the same at lountain View and Rocly. Although Rocky's business was
smaller, they nevertheless had to maintain the facilities to accommodate
the business. They did not have the produce station which the other two
organizations had, however they had a new feed house which was more elab-
orate than those of the other two cooperatives.

The interest expense composed a small share of the sideline expenses
since the major portion of tie expenses were the more variable expenses
while less facilities were required. This expense amounted to $30L.82
at Rocky, %1,301.26 at Mountain View, and $1,57L.65 at Carnegie. This
wvas closely related with the physical facility expenses although less
was required at Rocky which was partizlly due to commodity interest. The
comuodity interest was largely due to sidelines since most of the wheal
was narketed prior to the auditing.

The other expenses compoused 15.3 per cent of the sideline expenses
at Rocky, 20.3 per cent at Hountain View and 27.2 per cent at Carnegie.
(Table 9). These expenses are the more variable of the operating ex-
penses and arc increased considerably by inereases in sideline business.
The proportion of the total expenses due to this group of expenses com=
prises a larger portion of the total expenses with increased business.
This is due to the physical facility and interest expenses remaining rel-
atively constant which would cause a given increase in these expenses to
show a larger percentage increase. The largest of these expenses were
the utilities, repairs, supplies, truck expense, and the administrative

and selling expenses. A large portion of the aduinistrative and selling
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expenses was composed of loss on bad debts which was exceptionally large
at Carnegie due to a large mmount of credilt extended in connection with
their sideline business.

Unit Marging and Costs for Sidelines. The unit used in calculating

the unit margins and costs for sidelines vas the dollar of sales. The
sideline cammoditics cannot be grouped exeept by dollar value due to the
variability of their viiysical umits. Carnmegie had the largest margin on
sideline sales with 13.53 cents per dollar of sales. The margin was
12.90 cents al Rocky and 8.L9 cents at Mountain View (Table 11). This
lower margin at Mountain View was probably due to the f.;.ct that most of
their sideline commodities were produce which had a smaller nargin.
Carnegie 2lso had a produce station, however the petroleum sales more
than offset the smaller volume of produce sales.

The expenses per dollar of gideline sales closely followed the mar—
gin per unit. The expense per dollar of sideline sales at Carnegie was
1L.l42 cents, followed by Rocky with 13.3L cents, and Kountain View with
5.36 cents per dollar of sales (Table 11). This allowed a net margin of
.13 cents per dollar of sales at lountain View, however the expenses ex-
ceeded the margin at the other two associations. This deficit was .39
cents at Carnegie and .Ul cents per unit at Roclky. The deficit at Rocky
was probably due to the small volume of sideline sales. The loss at
Carnegle was probably duwe to inefficiency in the utilization of their
resources, especially labor. It also could have been a result of addi-~
tional services which the members desired.

Operating Statememts for the ¥heat
and Sideline Departments
The orerating statement provides information with respect to the

{inancial operations of a business. These statements were divided between
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wheat and sidelines in this study to determine the relative profitable-
ness can be controlled tut merely what situation exists and this is valu-
able information for the management. The audits provided the necessary
information between departments except for the allocation of the expenses
which was explained earlier. The remaining items of the department's
operating statements will now be analyzed.

Sales. The sales represent the dollar volume of wheat or sidelines
sold through an association each year. Thé three year aﬁerage wheat sales
were $681,932.38 at Hocky, $6L1,09L.58 at Hountain View and §473,798.30
at Carnegie (Table 12). The wheat sales increased each year at every
organization except for Hountain View. Their sales declined in 1940,
however the volume handled was larger than the previous year. This situ-
ation was due both to price conditions and to the handling of wheat which
was not sold until after the close of the year. The price of wheat was
lower in 1948 than in 1947 which caused the sales in dollars to be less
although a larger volume was sold. The farmers also stored a large volume
that was not sold to the cooperative until after the close of the 1948
fiscal year. The 19L8 wheat sales were nevertheless larger than the 19L6
sales representing 1L3 per cent of the former year's sales.

The sideline sales averaged $62,668.90 at Rocky, $168,06L.3L at loun—
tain View, and $202,395.41 at Carnegie (Table 12). The sideline sales
increased with all three associations from 19L6 to 19L7 and a further in-
crease occurred at Carnegie in 19L8. The sideline sales decreased in 1948
at ¥ountain View and Rocky. This difference betwecn associations can
largely be accounted for by the nature of sideline products handled. The
sideline sales at Rocky and Mountain View were largely feed, seed, and
sideline grains with the addition of the sales of the produce station at

Mountain View. A large portion of Carnegie's sideline sales was due to
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OPERATING STATEMENTS OF THE WHEAT AND SIDELINE '"’"RTMJITQ CR THE
FROM 1946 THRbUFF 194g%*

TIRTE ASSCCIATICNS

4,529.07

46 1947 1948 _ Three Year Avercce
Wheat Sidelines fheat Sidelines Whest Sidelincs Wheat Sidelines
ROCEY: .
Sales $529,387.19 $55,430.77 ' $736,172.14 $66,8065.24 $778,737.82 $65,910.67 $334,932.38 762,368,930
Cost of Sales 515,812.87 51,085.56 703, 63714 80,3826.12 762,077.43 61,640.41 £580,509.15 57,584.08
Other Opsrating Incone 746.16 2,740.38 646,99 3,583.27 987.42 2,982.28 786436 3, 102 17
Totsl Crocs Earnings 14,320.48 7,085.49 £3,181.99 9,922.99 27,327.21 7,862.54 25,21G.09 8,087.01
E¥penses 9,814.37 7,%05.21 11,787.96 8,039.47 12,086.15 9,844.28 ll,259.u0 8,368.30
Operating Earnings 4,976.11 -  RR0.T2 2,394.08 1,333.52 15,541.63 - 1 991 68 13,870.59 - R76.29
Qther Additioms 7,166.42 71.77 12,784<14 270.05 10,677.57 C.R7 16,209.30 132.27
Qther Deductions 1,891.80 G.0 - 1,088,008 49,57 2,139.18 0.0 1,686.35 £.52
Rat Earnings 10,250.73 - 148.95 $5,150.11 1,604.01 24,079.82 -1,317.41 22,4985.54 - 153.44
" MOURTAIE VIE®: o
Sales 456,298.43 176,569.85 789,914.19 1794873.97 377,G71.1% 145,249.21 641 ,094.53 168,084.34
Cost of .Sales _449,481.78 162,025.00 770,339.49 L34,710.57 657,102.02 159,262.53 585,524.453 155,355.70
Other Operating Inccae 2,98%9.10 1,087.65 4,788.76 1,573.54 7,078.4¢8 1,973.06 4,935.45 1,5%8.75
Total Gross Earnings 9,755.75 15,809.50 23,813.46 16,R235.94 27,047.39 10,956.74 2C,205.60 14,268.39
Expenges 15,066. ?2 12,213.23 14,518.57 14,315.74 15,906.43 15,628.92 14,497.07 14,052.53
Operating Earnings - 3,310.4 3,396.27 9,294.89 1,320.20 11,141.18 - £,859.18 5,708.53 215.76
Other Additions 8, 257. 07 55.G1 B,7R24.,97 1,261.47 1G,745.13 ZpR.49 3,242.39 335.50
Other Daluctions 0.0 0.0 0.0 0.0 5,543.00 .0 - 2, 282.87 GG
Net Zarnin-s 4,946.60 3,449.28 18,019.46 3,151.E7 15,038.29 - 4,076.59 12,358.25 871.42
CARNEGIE: '

2ales 302,799.62 170,454.083 550,039.35 215,494.74 58%,550.94 222,737.41 47%,795.30 202,895.41
Cost of Sales 294,773.43 149,148.23 029,575.29 - 189,252.08 564,779.23 193,271.50 455,875.99 179,229.25
Other QOpsratins Income 783.72 l ,026.58 0.0 1,024 71 206.04 ),gﬁl 31 829.92 3,794.97
Total Cross Eernings 8,809.91 22 824.43% 20,4564.05 30,251.39 28,922.75 29,297.52 17,752.23 27,:01 12
E penses 6,745.365 26,238.18 7,972.35 29,729.53 39,7082.02 51,801.62 £,140.21 29,276.42
Operating Barnings 2,064.26 - 5,405.75 12,401.11 521.36 14,230.73 - 2,504.10 9,512.02 - 1,795.30
Other Additions 2,558.75 1,616.13 5,R81.65 1,588.32 6,518.75 9.83 4,983.05 1,063.69
Qther Deductions 273.92 725.50 3,251.24 4 145 a7 C.0 2,184.57 1,17:.05 R,30L.BE
¥et Earnings - 2,5l3.42 14,471.52 - 2 038.69 1,099.49 - 4,873.24 15 3500.02 - 3,073.96

#

Source: Annual Audits ci the Assoclations, {rom 1940 through 1948.
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tre service station. In the period under observation, petroleum pro-
ducts did not decline in value as much as did the agricultural products
which composed the sideline sales at Hocky and lountain View. The value
of the sideline sales at Rocky and Mountain View decreased although the
decrease in physical volume was not as large as was indicated by the
dollar volume. The petroleum products, which did not decrease in value,
could easily have kept the sideline sales from declining at Carnegie. A
clearer picture of the situation could have been obtained by the measure-
ment of physical units. The variability of the products prevented this
however, anc only a dollar basis could be used in measuring the changes
in sideline sales.

The time at which the fiscal year closed at Mountain View in 1918
could also have had a slight influence on the decreesse in sideline =ales.
The year closed on December 1llth of that year and previously the date had
been December 31st. This resulted in shortening the 1943 fiscal year by
over two wecdks.

Cost of Szles. The cost of sales includes the purchases of the com-

modities with consideration given to any increase or decrease in the value
of inventories during the year. The cost of sales closely follows the
sales since the commodities are not retained for long periods of time and
therefore the margin between the two remains relatively constant. If the
price of a commodity increases, the cost of that commodity increases in
about the same proportion so that a similar pattern exists between the
sales and the cost of sales. The difference between these two items will
be discussed after the total gross earnings are calculated by including
the other operating income.

Other Operating Income. This income to the association includes any

returns received on local business operations besides the gain on the sale
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of commodities. The types of income which are included are wheat storage
and treating, custom grinding, and labor., Every organization had soue
grinding income. Rocky had some wheat treating income and Carnegie had
a large amount of labor income in comnection with the service station.

The storage operations at Mountain View accounted for tﬁe largest
part of their other income. The other associations did not keep a sepa-
rate storage account. Payment for storage of wheat was usually deducted
from the purchases at these two associations. This resulted in other in-
come at these organizations to be sideline business whereas at Mounbtain
View it was primarily income to the wheat department (Table 12). The
sideline department had other operating income amounting to $3,102.17 at
Rocky, $1,539.75 at Mountain View, and $3,79L.97 at Carnegie. The wheat
department accounted for $L,935.L5 at Mountain View whereas it was only
$786.86 at Rocky and $329.92 at Carnegie.

Total Gross Earnings. The total gross earnings include earnings on

the sale of commodities with the addition of the other operating income.
It is the margin from which the operating expenses are paid. This is also
the account which determined the gross margin per unit as cxplained earli-
er. The wheat department accounted for 75.7 per cent of the gross earn-
ings at Rocky, 53.6 per cent at Mountain View, and 39.3 per cent at
Carnegie. This was diréctly related to the amount of total sales due to
wheat. The gross earnings is also a measure of the ability of each de-
partment to meet the operating expenses. They are primarily composed of
the difference in the sales and the cost of sales.

The wheat department's total gross carnings averaged §25,210.09 at
Rocky, $20,205.60 at Mountain View, and $17,752.23 at Carnegie (Table 12).
Although this department accounted for the major portion of ithe gross

earnings, the gross earnings per dollar of sales were greater in the
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sideline department. The sideline department accounted for $8,087.01 of
the gross earning at Rocky, $11,268.39 at Mountain View, and $27,161.12
at Carnegie. More expenses were reguired for sidelines and therefore
the gross margin per dollar of sales would necessarily have to be larger
in that departnent.

Operating Barnings. The operating carnings are the returns after

the operating expenses are deducted. These expenses will not be elabo-
rated here since they were discuased previously. The wheal department
accounted for the greatest share of the operating earnings at all three
associations (Table 12). Since there are some other additions and deduc-
tions to be considered in each departnent, they will be included before
an analysis of the earnings will be made.

Other Income and Deductions. Other income includes that derived

from investments and finaneial income. This is not a result of the trad-
ing operations of the businesses. Some of the major items which are in-
cluded are dividends, interest received, cash long, and gain on the sale
of equipment. The major share of this income was in the wheat depart—
ment. The income to this department averaged $10,209.30 at Rocky,
$9,242.39 at Mountain View, and $L,863.05 at Carnegie (Table 12). The
income to the sideline departmenl amounted to only $139.37 at Focky,
$635.66 at ¥ountain View, and $1,069.69 at Carnegie.

Lach association is a member of the Union Equity Cooperative Ex-
change of Enia and the Consumer's Cooperative Assoclation of Kmmsas City.

The net earnings of these central organizations is the basis for deter-
mining the amount to be paid back to the local cooperatives. These

dividends are sometimes sufficient to compensate for operating losses by
the cooperatives. This occurred in the wheat department at Mountain View
in 1946. They had a loss of $3,298.95 until the dividend of $8,2L5.58
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was received from the Union Equity. This resulted in net earnings of
$L,9U6.60 in the wheat department that year. These dividends are paid
to the local organizations on the basis of their business with the cen—
tral associations. Dividends constituted the major portion of the other
incone.

Other deductions inelude cash short, loss on sale of capital assets,
loss on wet wheat, cash unaccounted for, and other miscellaneous losses
that are not actually operating expenses. These deductions were in cer-
tain instances the cause of success or failure in certain departments.

The deductions at Rocky smounted to £1,636.35 in the wheat department
and $16.52 in the sideline department (Table 12). This was primarily in-
come tax that was paid. This actually was not an operating expense and
for twa reasons was included in other deductions; first, income tax is
based on net earnmings and as such should not be included in the expenses
that are deducted in calculating this base and second, Rocky was the only
association paying income tax so that in order to have the operating ex—
penses comparable between associations, it was not considered as an oper-
ating expense.

The only item included in other deductions at Mountain View was some
loss on wet wheat in 19L8 which was actually an operating loss of that
department. It was an irregular occurrence however, and as such it should
not be classed as a normal operating expense. The loss averaged $2,282.67
for the three year neriod.

Carnegie had other deductions amounting to $1,175.05 for the wheat
devnartment and $2,351.35 for the sideline department. (Table 12). Their
deductions were the largest of the three associations. There are only
two items of enough prominence to be mentioned. One of these items is

sales tax paid. In 1947 and 1948 this organization did not deduct the
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sales tax received from their total sales figure. It must still be de-
ducted before the net earnmings are calculated. This item was mentioned
in the discussion of the operating expenses in a previous section and
requires no further elaboration.? The other of the two items mentioned
was cash unaccounted for. A sum of over $10,000 was unaccounted for at
Carnegie in 1947. The Board of Directors decided o absorb this loss by
setting up an account receivable from the bookiceeper for approximately
one-half the sum and the remainder was charged against the current year's
earnings as a loss. This loss of §5,177.13 was included in other deduc~
tions. A basis of gross earnings was used in allocating this loss be-
tween departments. This basis of ability to pay was used since there was
no better means of allocation between wheat and sidelines.

Net Barnings. The measure of success of the operations of any busi-
ness is the net earnings. This is the azount that the association real-
izes after all obligations anc income are considered. Lvery organization
had an overall profit every year although there occurred frequent losses
in the sideline departments (Table 12). The wheat department covered
these losses and allowed the cooperatives to realisze some net earnings.
The wheat department had average net earnings of $22,193.54 at Kocky,
§12,668.25 at Hountain View, and $13,300.02 at Carnegie. lNountain View's
sideline department had net earnings amounting to $851.L2, however locky
had an average anmual loss in that department of $153.Ll while the loss
at Carnegie averaged $3,076.96. The purpose of this section is to anal-
yze the departmental losses.

Rocly had losses in their sideline business in both 1946 and 19L3.

Neither of them were large losses. It must be remembered that Rocky's

BCf- ante. page 16.
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total business was composed almost entirely of wheat, the sales of which
composed 91.6 per cent of the total (Table 1). It is only natural that
posgible inefficiencies existed due to the small voluwne of sideline
business,

Yountain View had a loss in the wheat department before the Union
Equity dividends were received in 1946 (Table 12). The small volume of
business which they had was discussed ear]ier.h The handiing cost per
bushel was 5.15 cents and the gross margin per bushel was 3.05. Their
operating expenses were 1.3 cents per bushel more than the gross margin.

Mountain View had a loss in their sideline activities in 1948. This
too was a result of a low volume of business. Their expenses increased
on sideline business largely due to a higher price level. They had #
higher salary and wege expense as well as having to bear the fixed costs
that were present. The siceline sales in 1940 were only 82.6 per cent
of those in 1947 and with the slight increase in operating expenses, the
loss resulted.

Carnegie had a loss on their sideline busiress every year (Table 12).
The wheat business offset the loss in every instance, however it was not
offset in 19h6 until after the Union Equity dividend was received. Prob-
ably the foremost reason for these losses was less elficiency in the
utiligation of their resources, especially labor. In comparison with the
other associations, Carnegie had a much larger increase in expenses than
could be accounted for by the increase in sideline sales. This could
possibly have been due to the operation of the service station which re-
quired more labor. Carnegie maintained a labor force of eight to twelve

men the entire year and their sideline business was not sufiicient to

th. ante. page 33



justify the extra service which caused the higher expenses.

The faect that a department of an association is not profitable dees
not necessarily mean that it should be abandoned. A department operating
at a loss may increase the business in other departments to such an ex—
tent that the total net earnings are greater with than without the de-
partment,

A simple illustration may help to clarify this point. Assume that
a farmer begins buying his gasoline from an associztion which is operating
at a loss in that department. He might prefer to buy his gssoline from
them because they afford superior service, this service possible being
the cause for the loss. After becoming a member the farmer will be in-
terested in the cooperative's earnings as they are the basis for the pay-
ment of patronage dividends. He would then take his wheat to the associa-
tion that he formerly marketed with other elevators. The wheat business
might more than oifset any loss incurred in his gasoline business. This
sums up the fact that the aggregate net earnings are the primary interest
and if these are increased by the maintenance of a losing department,
then that department shoula be kept.

"It cannot be assumed that the above situation could be entirely true
nor can it be assumed that it would not exist. Some departments could
probably be dropred in certain instances with great aggregative net earn=
ings. Each situation is unique in certain respects and should be consid-

ered as such.
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AN ANALYSIS OF THk SKASONAL EXPENSES

The seasonal marketings of farmm products ana the demand for services
and supplies cause variations in the monthly expenses of the associations.
These exoenses follow nmch the same pattern for all three associations,
however the various types of sidelines handled ab each association caused
different amounts of expenses to be incurred each month. 0f the oper-
ating expenses salaries and wages had the greatest influence on the month-
ly variations since it was the largest of the operating expenses and also
because it fluctuated greatly with the demand for services.

The data used for the seasonal expenses vere obtained from the expense
ledgers of each associatione. The expenses vere entered in the month they
were paid which was not necessarily the month in which they were incurred
although this was the situation which usually existed. Sonme of the ac-
cunulative expenses which were paid only once a year were divided equally
among the twelve months. Included in this was interest, insurance and
bonds, and the taxes exclusive of the payroll taxes which are paid each

month according to the labor incurred in that month.

Seasonal Fluctuations of Fach Association
The seasonality oi expenses at an association can explain a great
deal about the seasonal operations ol an elevator as well as the relation
of sideline business with the monthly expenses. The expenses of all three
associations reached a peak in June (Figure 2). This was due to wheat
harvesting occurring in that month. The associations differed in the mag-

nitude of this peak and also in the vardations of the remaining months.
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Figure 2, Average Seasonal Variation of the Operating Expenses
for the Three Associations, From 1946 Through 1948
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Rocky. The expenses incurred in June increased more at Rocky than
at the other associations although the total expenses were lower each
month (Figure 2). Previous to harvest the. expenses varied only slightly
ranging from about $1,300 to about $1,550 each month. The total expenses
more than doubled from May to June wiien they were increased to almost
+3,300. Rocky had a small amount of sideline business which kept the
expenses low in the off-harvest periods. The large volume of wheat which
they handled required a great deal of extra labor which in turn caused
the large increase in June. The July expenses vere alsoc above the pre-
harvest level due to the handling operations of wheat that was still on
hand.

Following harvest the expenses remained about the same as before
harvest, The small amount of monthly variations, exclusive of the har-
vest period, was largely due to a small labor force. Besides the manager
and bookkeeper only one employee was usually retained to accomsodate the
sideline business. The sideline business was small which lessened the
probability of any peaks in sideline expenses.

Mountain View. A4s an assocliation handled more sidelines, the expenses

fluctuated more in the months before and after harvest. The expenses at
Mountain View were higher than those at Hocky but lower than those at
Carnegie each month (Figure 2). A slight increasc of the expenses at
Mountain View in February was due to inereases in the truck expense and
supplies. The expenses varied little from February until harvest when they
increased by approximately $1,200. Previous to harvest the expenses ranged
from $2,200 to about $2,450. In June they reached about $3,500. Although
this was higher than the expenses were al Rocky that wmonth, the increase
from the pre~harvest level was not as much duec to more expenses being in-

curred in the earlier period. The expenses declined to about the pre-harvest
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level in July.

The expenses incurred each month following harvest varied greatly
which was due almost entirely to variations in labor cost. This period
is primarily one of sidelire business since most of the wheat is already
markected. The expenses were lower in August, October, and December,
ranging arourd §2,100. They were higher in two months totaling almost
$2,300 in September and $2,350 in November. These two months are the
most active of the post-harvest period. Labor was the principal expense
effecting these increases, which was incurred due to more sideline busi-
ness. Wheat sowing operations in September and the need for livestock
feed due to the lack of available pasture in November were probably the
causes for the increased business.

Carnegle. The expenses were more each month and varied more between
months at Carnegle than at the other two associations (Figure 2). This
was due to the large sidelire business which required more expenses as
well as some sideline peaks. The labor expense was the largest factor in
the variations at Carnegie. This expense caused the pre-harvest inclines
in March and May, The expenses of the pre-harvest p&iod ranged from
slightly over $2,900 to about #3,300 each month. The usual harvest peak
occurred in June, however it exceeded the May expenses by only aboutb
3700, Although some additional labor was required in June, it was mini-
mized due to the large labor force which was maintained the entire year.
The expenses of July were also above the normal level due to a small
amount of additional labor required to handle the late wheat.

From August through December the expenses were sliphtly lower than
those of the pre-harvest period except for November. An inecrease in
repairs, truck expenses, and the labor caused the expenses to be about

$3,300 in November. The closing of the fiscal year on Hovember 30th
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eould also have had an influence on the increased expenses in that month.
Some bills incurred carlier but not yet paid are usually paid before the

auditing is done and they are entered in Hovember.

Seasonal Fluctuations Between Assoclalions

The expenses followed similar patterns between associatlions, however
the oecurrence or extent of the monthly changes diifered between the asso-
ciations (Figure 2). The pre-harvest period is one of little activity
since little wheat is being marketed and sidelines constitute the largest
portion of the business. In Hay the elevators usually are repaired and
necessary supplies are obtained for harvest. This was the cause of an
increase in expenses at both Rocky and Carnegie in May.

The largest part of the wheat in the area is marketed in June. This
was the month of the largest total expenses at all three associations,
however the magnitude of the increase differed with the associations.

The increase was more noticeable with the organizations having less ex-
pense due to fewer sidelines. Less than $800 separated the associations
having the highest and lowest expenses in that month whereas in the off-
harvest periods this difference reached as much as §1,900. This was a
result of two conditions. First, the sssociations in this study which
handled fewer sidelines were also the ones handling the largest volume of
wheat. Second, with more sidelines handled larger oif-season labor forces
are maintained which are diverted to the handling of wheat during harvest.
This decreases to a certain extent the need for additional labor. 7The ex-
penses in July were still higher than normal. This was caused by the
handling and shipping of wheat on hand as well as the marketing of late

wheat.



The post—harvest period from August through December is similar to
the pre-harvest period (Figure 2). Sidelines accounted for most of the
business since little wheat was then marketed. Mountain View and Carnegie
followed the same pattern during this period while the monthly expenses
at Rocky remained more stable. The i{luctuations were caused primarily
from changes in labor expense. The small amount of sideline business at
Rocky decreased the fluctuations. With a decreasing amount of sidelines

the expenses from month to month had a tendency to remain more stable.



AN AHALYSIS OF TiE FIXED AVD VARIABLE EXPENSES

The amount of fixed costs which a firm must bear is important in
planning future operations. Fixed costs are present for a definite period
of time regardiess of output. They are gencrally regarded as remaining
constant with changes in production while variable costs are those which
change with different levels of production. This definition is not en-
tirely valid unless it is used in relation with a specified length of
time. For example, all costs tend to remain fixed at any given instant
and with the passage of time more of the costs becoe variable. They be-
came more flexible and more capable of being changed during longer periods.
For the analysis in this study Larson's definition was used which states,

"Fixed costs are those which are stationary for a particular
production period of time, while variable costs are not, for the

same period. Fixed costs are independent of output within this

production period, while wvariable costs are a_ function of output
although not necessarily proportional to it."S

Since a period of time must be used the practical length of time for
use in this study would be one year. The fixed costs are those which ex-
tend beyond one year. Any particular cost would not neecessarily be 100
per cent fixed or 100 per cent variable for this periods If LO per cent
of a cost's effect is extended into future years, then 60 per cent of the
cost is assumed to be variable.

A schednle of the percentage fixity of each expense was arranged by
estimating the proportion of each expense which is extended into future

sadlm L. Larson, "The Fixity Gradient: A Tool for Fixed and
Vaﬁ?ble Cost Analysis," Journal of Fam Economics, Vol. XXVIII (August
19 827. -




periods. It is assumed that the plant will remain a going conecern during
the period. The percentages from this schedule were then applied to the
various expenses to obtain the amount of fixed costs for the periocd. For
example managers' salaries were considered to be 100 per cent fixed while
other salaries and wages were 50 per cent fixed. The manager and certain
other key employees must be retained for long periods in order for the
firm to remain a going concern. Same of the obher labor can be hired ami
released at the will of the firm without disrupting operations.

The fixed costs may act as a guide in detemining whether or not an
associlation should extend ér contract its operations in the future. A4s
the variable costs do not inerease proportionately to increases in opera-—
tions, although they closely approach it, different levels of production
should be considered with the aim of finding the most ideal production
level. If a large amount of the costs are fixed, the rigidity of the costs
may prevent a large amount of reduction in operations. They are most like-
1y pemitted to incrcase business with the addition of more variable costs.

The type of business of each association detemmines to a large extent
the nature of its fixed costs. The variations of each assoeiation be-
tween the years as well as variations between associations will be analyzed.

Yearly Variations in Fixed and Variable Expenses
for the Assoclations

The variations in expenses from year to year caused variations in the
amount of fixed costs between years. Some expenses increased more than
others causing the amount of fixed costs to fluctuste. These variations
were limited since there was a relatively constant increase between the
various expenses over the three years of this study. There were some
changes however, so these changes will be observed from year to year at

each association.



focky. The fixed costs increased cach year at Rocky totaling
$11,439.81 in 1946, §13,489.66 in 1947, and §1h,768.27 in 1948 (Table 13).
The increase was largely duc to the construction of the feed house which
caused larger physical facility and interest costs to be borne. These
expenses are largely fixed so that an increase in them causes an almost
proportionate increase in fixed costs. |

The variable costs at Rocky inereased from $5,710.77 in 19L6 to
$6,837.77 in 1947 followed by a slight decrease in 1948 when they totaled
86,562.13 (Table 13). The decrease was largely the result of a decrease
in the expenses classified as other expenses which are largely va.riable..
It would appear as if this decrease would accompany a decreased volume
however the reverse was true. The increased volume was handled by an in-
ereased proportion of fixed expenses. Almost 70 per ecent of the total
costs were fixed. This increased the rigidity of the costs and any re-
duction in per unit costs would have to be accomplished through an in-
crease in the volume hendled and variable costs.

Mountain View. The fixed costs inereased cach vear at Mountain View

however the largest increase occurred in 1947 when the new elevator was
put into operation (Table 1l). These costs increased from $15,678.68 in
19L5 to $18,023.23 in 194T and $19,L43L.98 in 19L3. The new structure
caused a large increase in depreciation which is 100 per cent fived. The
reaining physical facility expenses and the calculated interest expense
also increased. The other exgenses increased in amount causing a slight
effect on the total fixed costs, however these are largely variable costs
and more effect was exerted with the total variable costs.

The variable costs were increased from §9,600.77 in 19L6 to
$10,711.08 in 1947 and £12,100,37 in 1948 (Table 1L). Although there

was an inerease in 19L7, it was not as proportionately large as was the
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inerease in fixed expenses. This resulted in a larger portion of the
total costs becoming fixed. This was also accompanica witli un incrcased
volume of sales (Table 12). The varieble expenses also inereased in 19L8
with a decreascd dollar sales volumes Since this volume is measured in
dollars instead of piyysical units and duc to increasing prices, the phy-
sical volume decrease would noi be sc great. The wages, repairs, and
supplies caused the inerease in variable expenses in 1948. A higher wage
rate existed so that a larger labor expeanse would occur for the same
amount of labor. As was the situation with Rocky, an increasc in variable
expenses occﬁ'red in 1948 with a lower volume of business. The relation
of fam ana non-farm prices would tend to distort the situation souewhat
since tne same voluwe of agricultural products would bring less returns
while the same amount of factors compousing the expenses would cost more,
The influence {rom tils is unlikely to be the total cause for this situa-
tion however,

Carnegie. The fixed cosls showed large increases caeh year at
Carnegie. They totaled $17,30L.L3 in 196, §20,276.89 in 1947, and
$2L,652,00 in 1948 (Table 15). A mmber of factors were repponsible for
this. The manager's salary, which was 100 per cent fixed, wus Incrcased
each year. The physical facility expenses, expecially insurance and bonds,
and interest increased. Some of the other expenses also increased and
altnough most of them are highly variable, their suall portion of fixity
had an effect on the lotal {ixed costs. Legal expense, included in the
administrative and selling expenses, had a large effect on the fixed costs
in 1945. It amounted to over $1,200 and, being 100 per cent fixed, in-
creased the fixea costs considerably.

The variable costs al Carnegie increased from $15,679.10 in 19L6 to

$#17,L25.59 in 19L7, and although they were smaller in 1948 they still
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amounted to $16,851.6l which was larger than the 19L6 total (Table 15).
The cause for this situation was that repairs, supplies, and truck ex—
pcnse, all of which were largely variable, were exceptionally large in
19L7.

The percentage oi total costs which was {ixed inereased each years
There was 52.5 per cent of the total costs fixed in 1946, 53.8 per cent
in 1947, and 59.L per cent in 19L8. This situation tends to increase the
rigidity of the organization's operations. lore of the costs which are
being incurred are more fixed than variable and these constant costs must
be taken into consideration in plamning future operations.

Variations of Fixed and Variable Expenses Between Associations

A comparison between the difierent associations shows the relation-
ship between the type of business done and the rigidity of the costs. The
types of expenses incurred in wheat or sideline busginess varies and a con-
parison oi these expenses helps to explain the type of eosts inwolved in
each type of operation. ODuring the remainder of this section it would be
well to keep in mind the faet that Carnegie had the greatest amount of
sideline business followed by Mountain View and Rocky in that order as
this had a large influence on the type of costs involved.®

Comparison of Salary and Vage Expense. lore lzbor is required for

sideline than for wheat business. The surplus labor in turn increased
both fixed and variable costs. As the manager's salary does not vary
materially between associations and the remainder of the labor is 50 per
cent fixed, the larger labor cost decreases the percentage of the total

labor cost that is fixed. The fixed labor expense totaled $5,205.23 at

601‘;‘. ante. page 6.



Rocky, $#0,100.5) at lMountain View, and $ll,3L1.1l at Carnegie (Table 16).
This was 062.7 por cent of the total labor expense at hocky, 57.9 per cent
at Vounlain View, ani 56.6 per cent at Carmegie. Increasing the volume
of wusiness would h—:wg a greater elfect in reducing the labor cost per
unit in the organizations having a higher percentage of fixed costs or in
this situation, those which handled léss sidelines.

Comparison of Physical 'acility Lxpenses. Wheat requires more phy-

sical facilities than does sidelines. The expense related to these ply—
sical assets are the most highly fixed group of expenses.

Depreciztion, which is 100 per cent fixed, was the largest at Kocky
with $2,411.7) followed by Mountain View with $2,039.06 and Carnegie with
$1,853.13 (Table 16). This cxpense ranains constant for each asset until
its value is recovered. An asset depreciates whether it is in use or not.
Mountain View had a larger investuent than the other associations since it
had the new corncrete elevator. This structure depreciated at only 2 per
cent per year whereas the wooden structurcs depreeciatec at a rate o1 5 per
cenl., This prevented the depreciation cost from being larger at Mountain
View than it was =t Focky though their investment was largere.

Insurance and bonds, which was 75 per cent fixed, had the largest
amount fixed at Carnegie with §1,L07.0l, Tfollowed by Hountain View with
$1,179. 4 and Rocky with $81L4.78. This expensc was larger at Carnegie due
to the higher rates on petroleum facilities. There was little difference
in the amount of taxes which were f{ixed at the three associations. Laey
totaled slightly more than §1,030 with each association. Although the
advalorem taxes which were 100 per cent fixed were lower at Carnegie, the
truck licenses and taxes brought their fixed taxes to about the same level

as at Rocky and Mountain View,



TLELE 16
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AVIERAGE ANNUAL FIXED 2AND VARIABLE FXPENSES FUR TO% THRED ASSOCIATIONS
FROM 1946 THRCUGH 1946%
Percaentage Rocky Bountain View Carnexsie
Fixed Variable Total Pixed Variable Total Fixed Varicble Totel Fixed Yariable
(PERC2NT) (DCLLARDS)
Salaries and Wages: '
Manacerts Salary 100 0 R,1056.66 2,108.06 0= 2,430.00 2,400.00 ~0- 2,332.3% 2,8%3.%77 -0
Otler Salavies =nd Wages 50 20 8,197.14 3,092.57 3,098.57 ll 301 .0% ,700.54  £,900.04 17,418.31  8,707.31 0 3,707.20
Depreciation - 100 o] R,441.74 254l eT4 ~G~ 2,035.08 £,032.06 5= 1,388.1% 1,2:2.17 -0~
Insurance and Bonds 75 25 1,086.37 114.72 2271.589 1,572.0% 1,179.44 Z9Z.14 1,376.010  1,407.01 9,00
Interest:
Qperating Capital 50 50 1,182.15 594457 594,53 331..7 465.78 485.79 987,35 SR ARRE 433,47
- Facility Capital 100 0 1,408.86  1,<08.50 0=~ 3,423,508  ,423.858 -0- 515.26 $13.36 ~0-
Commodity Capital 0 100 239,38 -0~ 233.23 237 .58 0= ZET .53 438,72 (- 18,78
Taxes:
Pay Roll 60 40 352.66 199.50 123.C6 F31.458 198.57 132.58 293,82 273.1 187.48
Advelorem 100 0 701.55 70135 ~0- - 75628 756438 0= 550,55 5EQL G 0=
Corporstion License 100 0 75,20 TSR0 ~0- 8R.36 8R2.66 -0 63.17 CZ.17 -G
Sales Tax 0 100 85.02 0= 535.02 41,18 -0- 43.18 -5 0= L
Truck License 100 0 80.235 50.R23 g =0 -G e 23.32 AZ.RE —0O-
Excise Taxes 0 100 g N - N 27.50 ~0= 27.50
Utilities 20 80 881.30 ~178.36 T05.44 927.69 185.54 742.15 1,249.27 239.85 1,079.42
Telephone and Talegraph 25 75 157.39 34,35 103.04 35%.83 25.41 280.22 235,07 57,29 178.68
Repairs 20 70 871.75 201.52 470.23 1,270.82 zzl.28 2859.52 795,97 285.79 527.18

Supplies
Advertising

Truck Expense
Administrative ang

Selling Expense

TOTALS

1,352.22

19,602.50

77.51

1%,2%32.53

252.53

79.77
159.14
230.27

5,570.22

1,592.10
135.97
304.02
590.30

22,549.70

5.02
2.95
75.00
301. 58

17,7%5.65

. 518.08
92.99
226.02
499.%

10,81 +.07

2,124.09
z,022.12

37,396.553

20,744.44

1,457.48

272.41
1,800.57
1,104.31

16,352.19

*
Sources

Annusl Aucits of tihe Agsociations, from 1345 thxoush
’ &
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Comparison of Interest Expenses. The fixed portion of the interest

cost was larger at lountain View than at either of the other associations.
(Table 16). This amounted to $2,003.23 at lHocky, $3,889.L1 at lountain
View, and $1,302.3L at Carnegie. The reason for the large amount of fixed
interest at iountain View was due to the large investment in the new ele-—
vator. This was larger although depreciation was not which was due to
the rates applied with each expense. A lower rate ol depreciation was
used with the concrete elevator while the same rate of interest was ap—
plied although both costs are calculated from the book value of thc assebs.
Since the opcrating capital was 50 per cent fixed, it had no effect
in increasing either the Iixed or variable costs wore than the other. The
comnodity eapital was 100 per cent variable however it consisted ol only
a small amount at each cooperative. The inventories upon which it is
based are usually small at the close of the year in order to simplify the
auditing procedure. The camnodity interest amounted to $239.30 at Rocky,
$337.50 at Hountain View, and $#438.72 at Carmnegie. Wost of the inventories
was due to sideline products which caused this expense to be larger with
the cooperatives handling nore sidelines.

Comparison of Other Expenses. The remaining exvenses were the most

variable oi the operating expenses due to their usual dependence upon the
volume of business. The associations handling more sidelines were faced
with a larger asount of these expenses. The total of this group was
$3,698.26 at Rocky, $5,025.03 at Mountain View, and $10,125.15 at Carnegie
(Table 16). At Rocky 53.2 per cent of these expenses were variable fol-
lowed by Carnegie with 62.L per eent, and Mountain View with 70.L per cent.
The expenses couposing the largest portion of these variable cosis vere
utilities, renairs, supplies, and the adminisgtrative and selling expenses.

The truck expense was also large at Carnegie due to their maintenance of
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the gasoline delivery trucks and other truck expense incurred in their
larpe sideline business.

The administrative and selling expensc had the greatest effect in
causing the differences betieen associations as to the fixity of this
group of expenses. Since this expense was composed of a varied group of
items each was considered separately. The resulbs was that at Rocky and
Carnegie the greatest share of this expunsc was [ixed, while more of it
was variable at Mountain View. The cause ol tlds situation was that a
large amount of yard improvement and lcase expense was incurred at Roclky
while at Carnegie the increased fixed costs were due to legal expense.
Loss on bad debts increased the expense conslderably at Carnegie, however
it was only 50 ver cent fixed and thus had no influence on increasing
cither the fixed or variable expenses more than the other.

Comparison of Total Expenses. Of the total expenses 67.5 per cent

was fixed at Roclky, 62.1 ver cent at Mountain View, and 55.5 per cent at
Carnegie (Table 16). As a firm has more of its costs fixed, it generally
can decreasc the cost per unit handled by inereasing the volume more
easily than if the costs were largely variable. This is assuming that the
fixed faecilities would be adequate to accomodate an increased volume vwithe
out an increase in them. If this were true an iucrease in voluue would
lower the fixed costs per unit which would also lower the total costs per

unite.
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AN ANALYSIS OF THE PROPOSED MULTIPLE UNIT ASSOCIATION

Certain efficiencics in the operating expenses may be gained by mul-
tiple unit associations which are not achieved in single unit cooperatives.
The previous analyses are concerned with the single unit organizations as
they operate individually. The associations will now be combined to form
a synthetic multiple unit cooperative and the cost conditions of this
organization as compared to their operation as single units will be anal-
yzed. The data used are based on the average expenses of the single unit
associations.

Certain assumptions will need to be made in regard to the new asso-
ciation. The same facilities will be used with the same volume of busi-
ness. This would possibly change in certain instances however only the
relative expenses will be considered. The cost conditions will be based
on the average expenses from 19L6 through 1948 with the general level of
prices to be similar to the prices of that period. The proposed associa-
tion will be different only in organizational characteristics with the
period of operation similar to the period covered by this study.

The expenses 10 be assumed are only estimates and would not neces-
sarily coincide with the expenses that would actually be involved if the
association were in operation. There would definitely be changes in the
operating expenses and the estimates were made to correspond with the
probable costs which would be involved if such an association were organ—
ized by combining the existing cooperatives. To obtain the exact cost

data would require the new association to be put into operation.



66

Carnegie was chosen as the site of the administrative headquarters.
The regson for selecting this station rather than one of the others is
L..at they have the largest volume of sideline business and expenses.
Mountain View could easily have been chosen however their sideline busi-
ness is less. This station is also more centrally located however it
apears as if more efficiency could be gained if the manager were located
at the station handling the largest amount of sidelines which is Carnegie.

It is assumed that the same volume of buginess would be handled.
Over a long period ol time the sideline sales, especilally through the
gasoline trade, would be increased through extending more services to
patrons who do not obtain these scrvices from the present cooperatives.
For ingtance some of the present nembers of the Mountain View cooperative
would probably use the petroleum delivery service offered at Carnegie if
this service were included in the same organization.

Inereased efficiency through the lowering of costs would not neces-
sarily be thc¢ only savings to some of the members.  For example a nember
may now trade entirely with one of the cooperatives because of more ser-
vices offered although he lives closer to another association. If they
were combined he could go to one or all of the stations and s5till be do-
ing tusiness with the same organization. This may prove to be a shorter
haul in marketing crops in certain instances. Any savings to members such
as this are not considered in this study as it deals only with cost dif-

ferences, however it would be well to recognize these posgibilities also.

The Operating Expenses of the Proposed Association
Some of the operating expenses were reduced by conbining the asso—-
ciations into one organization. These reductions were largely accomplish-

ed by reducing the managerial and administrative expenses. As a basis for
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comparison the average expenses for the three single unit firms for the
three year period were used. In other words the average expenses for all
of the associations for the three year period were totaled so that the
average annual expenses pald by all three associations operating as single
units were obtained. These are then compared with the annual expenses of
the proposed multiple unit cooperative.

Some of the expenses remained the same since only the organizational
structure was c:anged and not the physical structure. Those expenses re-
lating to the physical assets which were regarded as 1famaining the sane
are depreciation, insurance and bonds, and interest expense. There would
possibly be minor adjustments in these expenses, however we are considering
the same assets as before and therefore little change if any would result.

Utilities, repairs, and truck expense were also considered as remain-—
ing the same. These expenses are closely related to the volume of business
and since volune is to remain the same these expenses also would not change.
The only possibility of reduction of the expenses in this group would be
from allowing the trucks to serve more than one station which would increase
the efficiency somewhat.

The expenses which.were reduced will be discussed with the reasons
supporting each instance in which the reduction was made. The most signi-
ficant of these expenses are salaries and wages and the closely related
payroll taxes. The other expenses which were estimated to be lower are
telephone and telgraph, supplies, advertising and the administrative and
selling expenses.

Salaries and Wages. Of the operating expenses salaries and wages

would be tne most logical expense with which to gain efficiency since they
compose such a large portion of the total expense. The largest saving in

labor expense would come from reorganization of the management. The
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proposed cooperative would have only one manager anu bookkeeper whereas
under the single unit system threc of each are maintained. Station
operators woula still be kept, however the managerial decisions would not
be in their hands. Instead of bookkeepers at each peoint,dally report
sheets could be used with the central stabion maintaining the books. Some
efriciency should be pgained by having a higher paid, competent manager

and also by having mobility of labor between stations which is not possible
between single unit firms.

An estimated saving of £1,507.39 or 10.6 per cent of thc original
labor expense could be made by forming the multiple unit organization
(Table 17). Approximately $2,9L0 of this would be due to having only one
manager. This is calculated at an increased salary over that of any one
manager umier the single unit arrangement. The remaining reduction of
approxinately $1,570 would be due to the other labor, mostly from reducing
the salary expense for bookkeepers. One bookkeeper- could be used however
the salary paid him would be larger than tiat ol any one of the bookkeepers
in the singie unit organizations.

Both Rocky and Mountain View were considered as using the same labor
force, except for the bookkeeper, in an attempt to arrive at an estimate
of the other labor. The labor cost per unit for both wheat and sidelines
at these two stations was then a.pplied to the units handled at the Carmegie
station. lieither lountain View nor Hocky could operate with much reduc-
tion in the labor force. An extra amount was then added to account for
the increased services which Carnegie must perform that aré not afforded
at the other two stations.

Closely related to the saving in labor costs would be less payroll
taxes paid. Since this tax is based on wages paid the reduced labor cost



TABLE 17

AVERAGE ANNUAL CP:RATING EYPENSES FCR A
THE THARGE SINGLE UNIT ASSOCIATIGNS AND TIiE PROPOZ Q MULTIPLE UNIT ASSCCIATICN,
FROM 1946 TYECUGH 1948

Three ' Proposed Reduction Percentage

Single-Unit Multiple Unit of Reduction#t
Lssoclations Association Ityense
Salaries and Wages 42,%55.82 37,845.93 4,507.89 ‘ 10.8
Depreciation , 6,335.93 6,333,953 0.0 -
Insurance and Bonds | 4,084.96 49034.96 0.0 -
Interest A 9,804.70 | 9,304.70 0.0 -
Taves 3,675.28 3,560.56 112.72 3.1
Utilities 3,158.76 3,158.76 0.0 -
Telephone and Telesraph 7268.59 633,50 93.09 12.8
Repairs 2,858.54 2,838.54 0.0 : -
Suppliss 3,345.45 2,882.02 463.43 15.9
Advertising 890,33 793.67 93.66 10.9
Truck Expense 2,625.65 2,623.63 : 0.0 -
Administrative znd Selling Expense 5,R65.14 4,356.72 908.42 17.2
TOTAL | 85,549.13 79,366.92 6,182.21 7.2
*Source: Annusl Audits of the Aséociations, from 1946 through 1943.
k3

The reduction as 2 percentage of the expense of the single unit associztions.
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would reduce this tax by about $112.72 (Table 17). This reduction was
3.1 per cent of the former total of all taxes. The remaining taxes would
not change appreciably.

Telephore and Telegraph Expenses. A reduction of $923.09 in telephone

and telegraph expense could be obtained by combining the units (Table 17).
In many instances the eentral office could sell two or three times the
gmount of vheat that a single unit could and still be out little more tele-
phone expense. The expense would still be larger than any one of the
single unit organizaition's telephone expense but it was estimated that
-12.8 per cent of the former expenses could be saved. This was determined
by deducting 25 per cent of the telephone and telegraph expense at Rocky
and Carnegie. Hountain View calls Enid each day to obtain the market quo-
tations and occasionally sell wheat. This daily call could also serve all
three stations alike and reduce the expense somewhat. A phone at each |
station would still have to be malntained.

Supplies. The supply expense was largely due to office supnplies and
this could be reduced appreciably by having a central bookkeeping systenm.
This expense was reduced by $L63.43 which was 13.9 per cent of the total
cost for the single unit associations (Table 17). This was done by ad=-
justing the office supplies to 75 per cent of the original expense and
allowing the elevator and other supplies to remain as they were. This nay
appear to be an undue saving however the reorganization of the bookkeeping
system would decrease the cost a zreat deal.

Advertising., The expense of advertising usuzlly constitutes about
one per cent of the total expenses in associations similar to the proposed
organigation. The multiple unit coopcratives vary considerably from this,
however local advertising is about all that is done in this situation. The

use of selected advertising by a competent manager eould bring a slight
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saving in the expense. The estimated exnense would be $793.67 or 10.9
per cent less than the total advertising under the single unit system
(Table 17).

Administrative and Selling Ixpense. The largest percentage decrease

in the operating expenscs occurred with the administrative and selling ex~—
pense (Tzable 17). This was .o to the reduction of three iteuws of which
the expense is partially composed; directors fees, auditing and legal ex-
pense, and dues ana subscriplions.

The multiple unit cooperative would require only one Board of Direc-
tors of Iive members vhereas a similar board has been required with each
separate unit. The one board would require more meetings and expense than
any one of the existing boards. The adjusted cost amounts to §250 as com-
pared with $385 under t};e. former system.

The rultiple unit organization would require thl.i auditing of only one
set of books whereas each single unit has a set. The usual cost of audit-
ing the books for mulitple unit cooperatives is around $300 which would be
$935 less than the former cost.

The estimated cost of dues and subseriptions for the assoclation was
$375 which is a decrease in the expense of $238.42. This saving is due to
less dues for the Farmers Cooperative Grain Dealers Association of Oklahoma
and other overhead organizations and less cost for trade journals and other
publications.

The reduction of these threec items reduces the administrative and
selling expense by $908.L2 or 17.2 per cent of the single units' expense.

Total Operating Expenses. These proposed expenses are only estimates

and no doubt certain of them would be out of line with the actual expenses
should the proposed organization be put into operation. Some of the ex-

penses would possibly exceed these estimates depending a great deal upon
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the manager and his ideas toward advertising, anrual meetings, donations,
and certain other expenses. The estimates are of value only as a guide
to be used in determining the relative efficiencies of the two types of
assoeiations before any reorganization is done.

The total expenses were reduced from $85,5L9.13 to £79,366.92 which
is a decrease of §6,182.21 or 7.2 per cent of the former amount (Table 17).
It is likely that a saving as large as this could easily be made, especi-
ally if a competent manager were used since a great deal of the efficiency
to be gained is through his ability. Some expenses could easlly be re=
duced by more than the estimated amount and orfset any increased expenses

which were not taken into account.

Comparison of the Departmental Expenses

The expenses of the proposed association would be lower in both the
wheat and sidelines departments than they werc with the single units. The
allocations between wheat and sidelines probably would also change in pro-
portion however this change would be diifieult to determine unless the
organization was actually in operation. Thecefore the same proportion of
each expense was allocated to wheat as existed with the single unit coop-
eratives.

Theat ixpenses. The wheat expenses were reduced by slightly over

¥2,10C (Table 15). The proportion oi the total expenses due to wheat
would be 0.0 per cent whereas under the single unit arrangasent the per=
centage was 39.6. This percentage change was due to slightly more saving
in expenses in the sideline department than in the wheat department. The
expenses having the largest portion allocated tuv wheat were the physical
facility expenses and interest expense. These expenses could not be re-
duced since we are assuming the same physical assets and therefore less

could be gained in the wheat department by the reorganization. Telephone
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Thrce Sipgle Unit A-goo 2 Multiple Unit

Total Percoent: reontace

i Lrponse cf of of

¢ /o L
7" k1 ! ’-
12,55%.52 52,6 67.4 57,8345.2%  12,377.77 59,3 20,508,135  07.4

6,%5%.9%3  3,353.97 55.0 2,973.96 47.0 6,533,093  5,209.97 5%.0 2,97%.94 7.0

4,554.96  2,309.79 50.8 2,205.17 49.1 4,054,953 2,509.79 0. 2,2070.17 43,1

Inicrost 9,304.70  5,123.97 62,5 7,53:0.73 57.5 9,°04.70  5,122.97 5.0 8,530,773  B7.5

1,382.1%8 Slet 3,500,580 1,725.5 Gl

Utilities 5,152.76 1,173.18 a7.3 1,379.53 8.7 B,155.75 1,175.18 ZT.2 1,979.:8 a2 7

726.59 525,97 T2.1 .08 7.9 G3Z.20
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Tolery

Ropdivs 2,38%3.54 1,5840.580 &7 o7 1,404.05 PSS 2,505,504 1,544.3 7.4 . 1,494.23 SR8
\
Supplice 5,845.45 373.98 0.2 79.5 S8R.17 0.2 2,e09.25 79.8

890.%3 S5 3 2.1

74.9 728457 13s.21 2u.1

Truck D.Ppenze 2,623.82 17.99 o7 2,50E8.54 39.3 2y 0234383

’“J

7.29 .7 2,500.84 99.3

Acministrative and Selline Upensc 5,265.14 2,000.62 4.4 2y114.22 1.6 4,508.72 2,102.8% 48,4 2,845.07 - Ul.@

TOTALS 85,049.15  33,875.78 9.6 1,572,535 8044 79,366.92  71,745.87 20,0 17,580.29  80.0

Source: Amauel Awilts of the Agssocistions, from 1948 throush 1943.
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and telegraph was the only other expense with the major portion going to
wheat.

The handling costs of wheat could easily be reduced by reorganization
of the eooperatives into a multiple unit association. For example the
manager could sell a larger volume of wheat with fewer telephone calls if
he hzad control of a larger volume. This would be a saving in botn the
labor and telephone expenses. This is only one illustration as o how
efficiency could Le gained by having the adminigtrative control central-
ized. Ancther means of paining efficiency would be the possibility of
more utiligzation of the large capacity elevator at Yountain View. This
structure would bs more apt to be filled to capacity by the multiple
unit association than by Mowntain View alone.

The unit handling cost of wheat woulc be reduced from 3.L3 to 3.21
cents per bushel. This i; assuming that the same volume of wheat would
be handled through the multiple unit assoclation as was hondled by the
three single unit cooperatives.

Sideline Expenses. The sideline departient would have a decrease in

operating expenses of slightly over §$L,000. The decrease in labor expense
largely accounts for this since 67.h per cent of the labor cost is allo-
cated to sidelines (Table 13). The remaining exnenses which had the
largcét share allocated to sidelines are included in the zroup designated
as other exuenses.T A competent manager would probably reduce the side=-
line costs to a large extent. There would also be a possibility of re-
organization of certain of the sideline activitics so that the efiiciency
of the department could be increased. This atudy does not talte into ac=-

count such changes as it deals only with the continued operation of the

7Gf. ante. page 17.
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existing facilities ana the same volume of business.

The handling cost per dollar of sideline sales was reduced from
11.92 to 10.93 cents by the reorganization. Since most of the manager's
salary is uevoted to sidelines, the reduction in this expense would have
a large effect in reducing the sideline expenses.

Departmental Net Earnings. The operating expenses and net earnings

are the only items of the departmental operating statements which would
change upon forming the multiple unit association. This is assuming the
remainder of the items to remain the same as with tie single unit organi-
zations. The results of the lower expenses would be reflected in the net
earnings of each department by thc same amount that the expenses of the
department were reduced. Upon forming the proposed cooperative the net
earnings due to wheat would be increased from $L8,L61.81 to $50,591.96
(Table 19). The sideline departments of the single unit organizations had
a net loss of $2,378.98. The reduced expenses would permit the department
to have net earnings of $1,673.08. The total net earmings of the associ-
ation would thus be increased from {li6,082.83 to $52,265.04 or an increase
of the same amount as the operating expenses were decreased which was

§6,132.20.

Comparison of the Seasonal Expenses
The reduction in the operating expenses would not cause the seasonal
pattern of the expenses to change materially from what it was when the
stations operated as single unit associations. There would probably be
some changes altnough only the actual operation of the proposed associa-
tion coula accurately designate the changes. The expenses occurring each
month were changed slightly but little proportionate difference each month

was noticeable.



TABLE 19

OPTRATING ITATIMENTS OF THE WIEAT AND JIDELINZ DEPARTMNTS FUR
TIIZ TURET ZINCLE UNIT ASCCIATIONS AND TUL PROPOILD MULTIPLT UNIT ASSCCIATION,
FFOM 1946 THEQOURIT 1948°

Three Sinale Unit Associations Provosed Multiple Unit Ascociaticn
Wheat Sidelines Thezt Sidelines

(DOLLAES)
Seles 1,799,825.26 435,628,565 1,799,825.26 . 55,628,226
Cost of Sales 1,742,709.57 392,248.02 1,742,709.57 222,249.02
COtner Cperating Income 6,002.23 8,436,389 6,002,823 8,436.89

Totsl Gress farnings 63,167.92 49,816.52 63,167.92 49,318.52

o

Expenses 33,378,738 21,872.25 1,746,863 47,620.29
Operatiny Earnings R3,R91.14 - 1,8G8.83 31,421.29 2,196.23

Other Deductions 3,144,07 2,367.87 5,144,07 2,367.87
Net Farninss 43,451,21 - 2,373.98 50,591.96 1,573.08

Sources The Ammual Audits of the Associztions, from 1946 throush 194535,

94
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Operating as a multiple unit cooperative would tend to lescen the
large peaks which apnear in each separate unit's seasonal pattern. This
is due to the fact that an abnormal amount of expenses which occurred in
a month at a station would partially be oifset by the expenses of the
other stations.

The total expenses paid each month did not vary a great deal from
Jarnuary through May, the period prior to harvest (Figure 3). They in-
creased in February and March which was lérgely due to the early spring
operations of the farmers which in tum increases the expenses necessary
to maintain a slightly increased sideline business. Labor was the princi-
pal expense causing the increase these two months as well as the decrease
which followed in April. As the spring pastures come into use the sideline
feed and custom grinding decreases and the famers tend to concentrate on
their spring crops rather than to feeding livestock or other operations
which increases the cooperative's business. The monthly expenses previous
to- May ranged ifrom about $6,100 to about $6,L400 each month.

The elevators are repaired and the necessary preparations for
harvest are made in May. The supply and repair expenses increased the May
expenses to about §6,600. June is the peak month of the year since most
of the wheat is then marketed. The total expenses for the proposed asso-
ciation show the greatest variation from the single units' expenses in
that month (Figure 3). The spread between the two types of organizations
expenses usually was about $500 each month except in June when this spread
was about $900. The increase however was not as large as for the single
unit cooperatives. With them the expenses increased from about $7,200 in
Hay to over §10,700 in June whereas the proposed cooperative's expenses
increased from about $6,607 in May to only $9,800 in June. This was due

to the large clecre’ase in labor expense caused by forming the multiple unit
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Figure 3. Averare Seasonal Variation for the Three Sinele
Unit Asscciations and the Proposed Multiple Unit
Association, From 1946 Through 1948
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SOURCE: Tables 27 and 28,
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organization since labor cxpense increased more than the others in that
month znd therefore the largest effect in changing the seasonal expenses
was then shown. The expenses of July are also rather large due to the
late marketing and shipping of wheat.

The expenses drop after harvest to about the same amount as they
were before harvest. The expenses of that period ranged from about $5,900
to about $6,600 (Figure 3). August is a rather inactive month for grain
business and the petroleun business probably maintains the expenses to
the level which thcy are. The fall planting and seeding operations in—
creased the expenses oi the cooperative in September. The Uctober expenses
were the lowest of the year totaling only about $5,200 (Figure 3). This
was due almost entirely to lower labor costs, this expense also reaching
its lowest point that month. A general increase in most of th expenses
caused liovember to be the highest cost month of the post-~harvest period.
The gideline feed business is usually active in November as the summer
pastures have been exhausted and the wheat pastures usually arc not ready
for winter grazing. Feed grinding which requires a large amount of labor
is also increased in that month. The decreased labor expenses lowered the

December expenses to approximately the January level.

Comparison of the Fixed and Variable Expenses
The fixed expenses were generally the ones which were decreased by
forming the multiple unit organization. The fixed expenses were lowered
from $51,712.66 to $L6,9149.03 or a difference of §h,763.63 (Table 20).
These reductions however did not occur in the fixed expenses which were
related to the physical assets since they remained the same. The decrease
was largely due to less expense required for the manager's salary and

sone of the administralive and selling expenses. The manager's salary is
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100 per cent fixed. The reductions oi the administrative and seclling
expenses were in the director's fees and legal and auditing expense both
of which are 100 per cent fixed, and the dues and subscriptions which
are 90 per cent fixed. These expenses accounted for £3,32L.59 of the
difference in fixed costs.

The variable expenses were lowered from $33,536.LT to $32,L17.89
or a difference of §1,413.58 (Table 20), The major portion of this change
was due to other labor and supplies. The variable expenses changed less
than did the fixed expenses since the volume handled was assumed to be the
sSanie. -

The total expenses of the multiple unit association would be 59.2 per
cent fixed as coumpared to 6(5.5 ver cent for the stations operating as
separate organizations. This i1s a rather insignificant change and would
not cause much change in the proportion of fixed to variable costs per
unit. The effect which it would have in the power to reduce the cost per
unit by increasing the volume would be lessened more than if the fixed
costs composed a larger share of the total costs. When more of the costs
are fixed a change in volume would have nare effect in reducin: the cost
per unit since the fixed costs are assumed to remain constant regardless
of the volume and therefore more volume would decrease the fixed costs

per unit.’®

BFor example, if a firm has fixed costs of $l0,000, the fixed cost
per unit with an output of L,000 units would be $10. If the output is
increased to 3,000 units the fixed costs per unit would be $5, decreas-
ing the total cost per unit by $5.



SUMMARY AND COHCLUSIONS

The farmers grain cooperatives of Rocky, Mountain View, and Carnegie
are primarily wheat marketing organizations. Sideline departmcnts have
been added so that now a great deal of their business is from sidelines.
The cost conditions which exist at each association is in close relation
to the amount of sideline business which it has.

Yheat composed 91.6 per cent of the total sales at Hocky, 79.2 per
cent at Mountaln View, and 70 per cent at Carnegie during the period from
19L6 through 19L3. Among the sideline commodities handled were sideline
grains, mercnandise, coal, produce, and p-troleum products,

Yountain View had the largest investment as a result of their con—
crete elevator. They also had wore net worth than either of the other
assocliations. Doth Rocky und Hountaeiu View had more sales than did
Carneglie, however the increased sideline business at Carnegie resulted in
that organigation having more gross carnings and higher costs of operation
but less net earnings.

Salaries and wages was the largcst of the operating expenses composing
L9.5 per cent of the total. Taxes, depreciation, and insurance composed
17 per cent of the operating expenses. A calculated interest expense was
included which accounted for 11.5 per cent of the operating expenses. The
remaining expenses were ol such items as utilities, repairs, supplies,
truck expense, and the administrative and selling expenses. The expenses
increased each year as a result of increases in both the general price
structure and the volume of business. The total expenses of 19L8 were

approximately 25 per cent higher than in 19L6.
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The physical facility and interest expenses composed a larger share
of the total expenses at Rocky and Hountain View tham at Carnegie. This
was a result of the type of business done with each organization. Roclky
and Hountain View had more wheat facilities while Carmegie's sideline
business increased the mare variable expensess

More labor was required with sidelines than with wheat while the
wheat business required more depreciation, insurance, and interest as
related to the larger physical facilities. More expenses were required
for a dollar of sideline sales than for a dollar of wheat sales. The
average cost Ior handling a bushel of wheat was 3.09 cents at Rocky, 3.9
cents at Mountain View, and 3.22 cents at Carnegie. The larger cost at
lountain View was a result of the large investment in facilities. The
cost ol handling 2 dollar of sidelinc sales was 12.9 cents at Rocky, 3..9
cenbs at Mountain View and 13.53 cents at Carnegie. The cause for this
variation was a low volume of sales at Rocky and less efficiency at Carmegie
in addition to more services being required in the service station. The
larger sideline expenses were primarily a result of more labor requirements.

The net margin pcr bushcl of wheat was 3.85 cents at Rocky, 1.5 cents
at MYountain View, and 3.01 cents at Carnegie. The net margin per dollar
of sideline sales was .13 cents at Mountain View while a deficit of Ll
cents at Rocky and 29 cents at Carnegle occurred. The wheat department
returned net earnings each year to all three associations. This depart-
ment's net earnings averaged $22,493.5L4 at Rocky, §12,668.25 at Mountain
View, and §$13,300.02 at Carnegie. Mountain View was the only association
wiiich realized net earnings over the period from sidelines. These earnings
averaged only $351.L2, while the average loss in the sideline department

was $153.ll at Rocky and $3,076.96 at Carnegie.
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The seasonal marketings of crops and demands for services caused
scasonal variations in the expenses of the associations. The labor cost
exerted the largest influence on the seasonal pattern. The markecting of
wheat in June caused the expenses to reach a peak in that month. The ex~-
tent of the ;':eak as well as the variations of other months differed between
the associations. The expenses tended to remain more stable in the periods
before and after harvest with the organizations having less sideline busi-
ness. They however increased more in the period of harvest as a result of
more aduitional labor being required to supplement the smaller labor forces
at those organizations.

The associations handling mors wheat had a larger proportion ol their
expenses fixed. This was the result of more facilities being required for
that type of operation. The awount of fixed costs inereased each year at
the associations. The variable costs also increased, however these in-
creases were not us large as the proportional increase in total expenses.
This resulted in on increzse in the ratio of fixed to variable costs in
the organmizations. With an iracrease in sideline business between organiza-
tions, the proportion of varigble expenses increased. This was a result
of the type of expenses required for sideline business. An increase in
this type of business required morc labor and other expenses which are
largely variable.

It was determined that the operating expenses could be reduced con-
giderably by combining the single unit cooperatives to form a mulitple
unit organization. An estimated reduction in total expenses of 7.2 per
cent could be accomplished. The largest decrease in expenses would be
through reducing the labor expense by having only one nanager ani one
bookkeeper. An aporoximate saving of 10.6 per cent would result in this

expense. The adwministrative and selling expense could be reduced by 17.2
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per cent by having less expense for director's fees, legal and auditing
expense, and dues and subscriptions. The payroll taxes, telephone and
telegraph expense, supplies, and advertising are the remaining expenses
which could be lowered by forming the multiple unit cooperative.

The sideline expenses would be reduced more than would the wheat ex-
penses. The expenses related to the physical assets would not be reduced
since the plants would remain the sume. Nost of these expenses are allo—
cated to the wheat department and therefore less reduction of expenses
would occur in that department. The largest decreases occurred in labor
and the other variable expenses which were largely allocated to the side-
line department. The cost of handling a bushel of wheat would be 3.21
cents as compared with the existing 3.L3 cents. The handling cost for a
dollar of sideline sales would also be reduced, from 11.92 cents to 10.98
cents. These reductions would result in the net earnings of the wheat
Jdepartment to be increased from &1,8,161.81 to $50,591.96 while the loss
of §2,373.23 in the sidelire denartrent would be eliminated and net earn-
ings of §1,673.080 could be realized.

Another effect of the reorganization would be lessening the large
seasonal peaks of some of the single unit organization's expenses. The
entire seasonal pattern of expenses would be sonewhat stabilized.

Both the fixed and variable expenses would be reduced, however the
ratio of {ixed expenses to total expenses would be decreased. The proposed
association would have 59.2 per cent of its expenses fixed as compared with
60.5 with the single unit organizations. The variable exrenses could not
be reduced as much due to the fact that the same volure of business was
assumed. With a smaller portion of the costs fixed, the association would
generally have less power to reduce the costs per unit by increasing the

volume.,
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, LUERAGE SEATONAL VARIATICN OF T0. OPERATING EXPENSZS FOR .
THE FeEMZ82 COOPERATIVE GRAIN AND SUPPLY COMPANY, INC. OF ROCKY,. OKLAIOMA,
FROM 1945 TANGUnI 1045%
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TABLE 25

AVERAGE SEASONAL VARIATION OF THE OPERATING EXPENSES FOR

THE FARNERS COOPERATIVE ASSGCIATION OF MOUNTAIN VIEW, OKLABOMA,

FROM 1946 THROUGH 1948%

91

Expense Items January February  March April Hay | June July August - Sdptember  Qeteber Novembez December - Total
{DOLLARS) ' (DOLLARS) , ) ‘
Salaries and Wages 1,054.48  1,093.35 1,280.8,  979.70 958,65  2,294.45  1,076,53  1,048,46  1,107.:% 893,42  1,207.42  1,005,20  14,001,08
Depreciation 146.84 147.44 148,01 148,01 148,01 180,61 121,99 181,99 182,33 183,65 188,48 201,70 2,039,06
Insurance and Bonds 131,05 131,05 131,05 131,05 131,05 131,05 131,05 131.05 131.05 131.05 131,05 131,03 1,572,58
Interest 391.06 391,06 - 391.06 391,06 391. 06 391,06 391,06 391.06 391.06  391.06 391,06 391,12 4,692.78
Taxes 99.61 97,75 105,40 95.99 96,13 127.01 9.7 99.35 99.47 %47 103.68 100,57  1,219.17
Utilities 74.19 86,05 86,17 72.52 67.92 70,74 86,26 108,30 68,43 65.44, 71,86 69.81 927.69
Telenhone and 16.77 25,35 29.7 29,67 29.07 35.51 LA 4T 35.34 20,90 29.46 27.40 29.95 353,63
Telegrarh '
Repairs 71.17 4164  39.54  121,7% 273.70 94,87 T 259.10 22,00 35.04  139.92 66.84 105,26  1,270,82
Supplies 183,14 266.28 30,27 76.62 148.76 48,02 57.47 28,51 184.36 17.00 18,44 33.23 1,092.10
Advertising | 11.17 5,80 28,56 33.85 6.43 18,83 4;83 7.50 14.67 14,.67 28,19 11,47 185,97
Truck Expense 28,98 113.96  13.33 11,83 12,09 18,93 11.49 17.46 8,80 28,25 19.386 19.52 30402
Administrative and 90,95 47.87 10439 116,99 72.35 72.76 73.61 55,89 40,64 68.77 106,13 40.45 890,80
Selling Expense ’ ' ‘
TOTALS 2,299.41  2,447.60 2,388.36 2,209.23  2,335.22  3,484.84  2,417.60  2,126,91  2,284.13 2,057.16  2,359.93  2,139.31

by

28,549.70

*Source: Expense ledgers of the Association, from 1946 through 1948,



TABLE 26

AVERAGE SEASONAL VARIATICK OF THE OPERATING EXPENSES FOR
THE FARNERS CQOPERATIVE KILL AND ELEVATOR ASSOCIATION OF CARNEGIE, OKLAHOMA,
FROM 1946 THROUGH 1948*

92

Expezise Itenms January February ¥arch April = May June July August September October November December Total
(DOLLARS) (DOLLARS) |
Salaries and Vages 1,465.43  1,506.88  1,610,41 1,516.14 1,801.22 2,393'.23 1,980,11 1,635,73 1,594.92 1,460.60  1,612.14 1,463,13 20, 048.94
Bepreciation 152,18 153,45 153.45 154.50 151,73 152,34 149.53 153,38 155,29 162,63 162,63 152,02 1,853.13
Ingurance and Bonds 156,33 156,33 156,33 156,34 156.34 156,34 156,34 156,34 156.33 156,33 156,33 156.33 1,876.01
Intersst 189,56 189.56 189.56 189.56 189,56 - 189,57 189,56 189,56 189,56 189,56 189.56 189,56 2,274,773
Taxes 97.46 98,20 100,19 98.48  103.92 116,27 107,63 100,92 99,45 98.13 100,63 97.39 1,218.67
Utilities 141,30 133.81 109.89 95.48 88.33 109.56 104.09 92.37 92,40 120,31 147,94 113,79 1,349.27
Telephone and 20,65 20,24 14.98 14,56 20,22 35.95 20,75 15.49 17,16  23.21 15.02 17.34 235.57
Telegraph _ '
Repairs 49.94 86.46 37.22 60.38 45.89 51,96 25,438 52.79 109.01 89.69 208,88 87.27 895,97
Supplies 58,75 129,70 261,92 297.81 137,61 329.49 240.37 99.21 125.41 111,85 85.05 86.14 1,943.31
Advertising 87.93 26.58 29,00 40,88 82.57 ‘ 32.12' 65.85 30.95 37.91 19.67 38,05 53.31 544.82
Truck Expense 264, 87 251,03 182,11 121,10 201,02 163.15 149.42 ' 102,71 95.29 111,55 357.‘86 133.98 2,134,
Adméx;ﬁii;;;tive and 262, 17 224,42 - 259. 14 215.15 307.60 236,40 . 250,00 233.97 275,60 239.27 243,08 275.32 3,022.12
TOTALS 2,937.57  2,956,66  3,104,20 2,960.38 3,286,01 3,966.38  3,439.13 2,863.42 2,948.33 2,791.80  3,317.17 2,825.59 37,396.63

*Source: Expense Ledgers of the Association, from 1946 through 1948.
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TABLE 28
AVERAGE SBASONAL VARIATION OF THE OPERATING EXPENSES FOR

THE PROPOSED MULTIPLE UNIT ASSOCIATION,
FROM 1946 THROUGH 1948

——

;;pense Items Jamary February March April May June | July August September  October November December - Total
(DOLIAR ) (DOLLAR ) | ‘
Salaries and Tages 2,728.69 2,804.38 3,042.81  2,705.98 2,955.77  6,081.84  3,338.01 - 2,921.71 2,917.92  2,611,37  3,023.89 2,713.56 37,845.93
Depreclation 459,21 481,98 484,59 485,64 478,23 553.65 552,21 556,08 558,33 568,95 574.92 580, 14 | 6,333.93
Ingurance and Bonds 377.91 377.91  377.91 37791 377.91 377.95 377.91 377.91 377.91 377.91 377.91 377.91 4y534.96
Interest 817, 06 817.06  817.06 817,06  817.06 817,06 817.06 817,05 = 817.05 817.06 817.06 817,06 9,804.70
Taxes 286.10 287.99  293.95 285,53 291,77 369.82  301.31 290,91 290.82 283,17 293.47 285,72 3,560,56
Utilities : - 307.80 305,28  273.12 246,54 224,19 253.14 275.37 262,92 221.34 251.55 287,46 250,05 3,158.76
' Telephone and 41,18 49.67 45.17 48.40 52,52 81,91 68.99 52.77 43.65 52.83 45,04 51.37 633.50
Telegraph
Repairs 114.33 155,58  134.88 285.33  355.74 220,95 396,69 133.26 222,72 277.38 302,49 239.19 2,838.54
Suéplies - 225,66 335.76  274.94 325,96 302,16 361.69 265,43 156.49 310,68 124.79 91,07 106,94 2,882,02
Advertising 90,73 31,27 57.38 68.97 82.94 50,95 70,72 39.60 68.41 77.22 62.14 93.34 793.67
Truck Expense 300,09 393.96  202.65 144,06 250,57 202,02 178.65 127.47 111.33 152.97 391.95 167.91 2,623,63
Administrative and  323.54  385.43 380,18 312,62  457.01  429.12  438.40 343.65 308.65  286.53 332.63 358.96 4,356,72
Selling Expense : . ' .
TOTALS 6,072.30 6,426,277 6,38,.64  6,104.00 6,646.32  9,800,10  7,080.75  6,079.82  6,248.81  5,88L.73  6,600.08  6,042.15 79,366.92

*Souree: Expense Ledgers of the Associations, from 1946 through 1948,
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