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How A Cooperative Association Operates 

A cooperative is a voluntary association , owned, controlled, and operated by 
patrons. Ge nerally, the members (common stockholders) are also the patrons. There
fore, they ore correctly referred to as member-patrons. A cooperative business as
sociation is subject to the same economic forces that affect other businesses. 

A marketing association aims to obtain 
the largest return for commodities produced 
by its patrons. The association takes the 
gross proceeds, deducts all operating ex
penses- including depreciation- and makes 
a cash advance to the patrons. Any balance 
remaining at the end of a fiscal year is 
credited to patrons on the basis of volume 
of products sold (patronage) through the 
association. 

A purchasing or service association 
aims to obtain the largest amount of high
quality goods or services for dollars spent by 
its patrons. The association collects money 
from its patrons for goods or services fur
nished them and pays the cast of the goods 
or services and all operating expenses. Any 
balance remaining at the end of a fiscal 
year (savings) is then credited to patrons on 
the basis of volume of purchases made 
(patronage) through the association . 

Capital and operating funds in a co
operative association are partially built up 
through sale of capital stock to members. 
However, additional funds may be built 
up in a marketing association by retaining 
a part of the net balance (patron's credits), 
and in a purchasing or service association 
by retaining a part of the cash overpay
ments made by patrons for the goods and 
services received (patron's credits). 

Capital funds represented by patrons' 
credits are returned to the patrons in cash 
when, in the judgment of the directors, 
operating capital requirements permit it, or 
whe n the association is dissolved. 

2 

A cooperative marketing association. 

A cooperative service association. 
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l(now Your Cooperative Association 

W. H. Dankers* 

T his bulletin is written to answer questions about cooperative associations. 
It offers practical suggestions for directors and management. These sug

gestions will help to understand and analyze the business operations and finan
cial statements of a cooperative association. Directors and managers should 
pass the information on to association members. 

Just because an association is a co
operative does not guarantee its success. 
Members are seldom so tied to their as
sociation that they will continue to pat
ronize it when it fails to be competitive 
and is unable to meet competitive costs 
.and prices. Therefore, cooperatives must 
:stand on their own merits. They must 
be operated efficiently in order to serve 
the best interests of their patrons. Ef
ficiency in plant operation, marketing, 
purchasing, and performing of service 
-can be increased through a thorough 
·study of the business and through an 
understanding of new developments and 
techniques. 

Many cooperatives have failed be
cause of inefficient plant operation, mar
keting, purchasing, and performing of 
service. Some cooperative associations 
can trace their failure to a lack of mem
bership understanding and loyalty be
cause their member-patrons were not pro
perly informed. A continuous program of 
member-patron information and educa
tion is essential in a cooperative associa
tion. Such education should be based 
upon sound research and factual material 
that affects the group directly. 

Articles of Incorporation and Bylaws 

Cooperative members, directors, and 
employees should be well informed about 
the contents of their association's articles 
of incorporation and bylaws. These are 
the guidelines and mles that generally 
govern all meetings and activities in the 
association. They should, therefore, be 
carefully studied by directors, member
patrons, and employees. 

The articles of incorporation are a 
contract between a cooperative associa
tion and the state in which the associa
tion is incorporated. They serve as a 
guide to what the association, as a legal 
entity, can and cannot do for its mem
bers and patrons. Changes in the articles 
of incorporation cannot legally be made 
by the manager, directors, or members 
unless proper procedure is followed for 
amending them. 

The bylaws supplement the articles 
of incorporation, and cover organiza
tional and operating procedures of the 
association in greater detail. Bylaws can 
be changed only by amendment and can
not be suspended or disregarded at any 
meeting of the association. 

0 W. H. Dnnkers is professor and extension economist-marketing, Agricultural Extension Service. Grate
ful acknowledgement is made to .E. F. Koller, professor, Department of Agricultural Economics, Univer
sity of Minnesota; Ralph Godin, director, Division of Cooperatives, Minnpsotn Department of Agricul
ture; and Edward E. Slettom, executive secretary, Minnesota Association of Cooperatives, for detailed 
review of the manuscript and helpful suggestions. 
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Distribute Statements and Reports 

Printed Rnan ·ial statements, includ
ing a balance sheet and an operating 
statem nt, should b distributed to mem
ber-patrons at least once each year. Such 
reports are valuable only wh n th y ar 
cl ar and understandable. They ar cv n 
more aluable when properly xplain d. 
Charts and slid s fr qucntly help to 
show and more clearly explain changes 
in such important items as volume of 
business, operating costs, amount of 
working capital, and chang s in member 
and patron equities over a period of time. 

Periodi al letters and special r ports 
arc helpful and important in keeping 
member-patrons informed . Such reports 
may relate to progress of the association , 
special activiti s, seasonal price ·hanges, 
cff ccts of quality on price, need for at
tention to certain production practices, 
outlook information , and chang s in th 
policies of the board of directors. 

The annual meeting is on time in 
a year "vhen all the members arc call d 
together. It should be mad as effective 
as possibl . Annual meetings offer good 
opportun ity for member-patron educa
tion. A small attendance at the annual 
meetings is, in some cases, indication that 
previous meetings have not been suf
fici ntly interesting or worthwhil . 

Special meetings of the members 
should be call d if they arc n cessary 
or desirable. 

Arrangements for the Meetings 

ood meetings don't just happen; 
they must b planned in advance. These 
details arc important : 

1. Make plans and arrangements be
fore the meetings. 

a. end inter sting notices. Call 
atl ntion to various features of 
the program and each member's 
part, opportunity, and responsi
bility in it. 

b . S lect a meeting place neither 
too large or too small . Arrange 
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Arrange for lunch to be served 
quickly at the meeting . 

it so that attendants will be 
comfortable. Provide adequate 
light, proper t mperature, and 
chairs for all. For a fairly large 
meeting, provide adequat loud
speaking cquipm nt. 

c. Arrang for lunch to be served 
quickly- people get restless if 
they have to wait. 

d. Have blanks for balloting pre
parcel. This saves time and a
voids confusion . 

2. The chairman should not try to be 
a dictator at the annual meeting. 
He is very important as an engineer 
and as an expediter. He should : 

a. Have the entire program out
lined so that he can keep things 
moving. 

b . Bring the group close together 
at the front so that speakers can 
be h ard by evcryon . 

c. Insist that all who speak must 
stand, face the group, and speak 
clearl y. 

d . Encourage all members to par
ticipate in the busin ss, but in
sist that discussion be limited 
to busin ss under consideration. 

Repea t all motions and announce 
the results of ach vote, so 



everyone knows what takes 
place. 

3. Make the annual meeting program 
both educational and interesting. 

a Distribute printed copies of the 
annual report and explain it 
thoroughly to the members. 

b. Present both the association's 
progress and problems to the 
members. This should include 
reports from the manager and 
from directors. 

c. Allot time for discussion of a 
marketing, purchasing, or ser
vicing subject about which the 
members otherwise do not get 
information. Such subjects in
clude variations in efficiency be
tween cooperative associations, 
financing, legal and organiza
tional requirements, and indus
try trends. 

d. Plan a wholesome entertainment 
program. 

4. Keep accumte minutes of annual 
and special membership meetings. 
Minutes have historical value and 
can be used in settling any possible 
disputes. Accurate minutes will 
show: 

a. That proper notice or call for 
the meeting was given. 

b. That a member registration (roll 
call) was taken. 

c. That a quorum was present. 
d. What action was taken. 
e. The authority by which action 

was, or is, to be taken. 

A successful annual meeting starts with 
the business session in the forenoon. 
Lunch is served at noon, supplemented 
by a brief entertainment program (pre
ferably music). The meeting continues 
with an educational program in the af
ternoon. Such a meeting has proven more 
successful than meetings in which every
thing is crowded into a brief afternoon 
or evening program. A meeting started 
in the forenoon provides more time for 
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consideration of business items and for 
the information and educational phase 
of the program, and still allows members 
to return home early enough in the after
noon. 

Don't let the Program Drag 

The program should keep moving from 
the time the meeting is called to order 
until adjournment. Outside speakers are 
a part of many annual meetings. Care
fully selected speakers can present in
formation which members would not 
otherwise receive. However, speakers at 
annual meetings should be of the asso
ciation's own choosing rather than speak
ers who want to get on the program in 
their own interest and who divert at
tention from the real interest and prob
lems of the cooperative association. The 
county agricultural agent can usually 
suggest appropriate speakers. 

Select Suitable Speaker Topics 

Speaker topics for the annual meetings 
should pertain to specific problems of the 
particular cooperative association. 
Changes and developments are so num
erous that they can be only partially 
covered at annual meetings, and should 
be given first choice whenever possible. 
Of course, the topic will have to fit the 
speaker's background and experience. 

Farm production problems and nation
al and world economic and political pro
blems are frequently timely and of con
siderable interest, but should be con
sidered secondary to the discussion of 
specific marketing, purchasing, and ser
vice problems. A few topics that have 
proved of special interest at annual meet
ings of cooperative associations are: 

1. Fundamental principles of coopera
tive associations. 

2. Organizational and legal require
ments of cooperative associations. 

3. Responsibilities of the members, 
directors, and management. 

4. Sound financing of a cooperative 
association. 



Directors should meet often to discuss association progress and problems. 

5. Procedures for improv.ing the op
' rating effi ciency of cooperatives. 
How does your association om
pare with similar associations? 

6. Analyzing statements and reports 
of cooperative associations. 

7. Taxation and legislation. 
8. Industry trends and special mar

keting, purchasing, and service 
problems. 

Most ooperative associations have 
sufficient need for regular monthly direc
tors' meetings . Arrangements for these 
meetings should be indicated in the by
laws. The bylaws should also provid 
that special directors' meetings may be 
called by the president, or d manded by 
a majority of the directors when they are 
deemed necessary and the president 
does not call them. Special directors' 
meetings are requir d for discussing and 
handling sp cia! and merg ncy matters 
of the association . 

Di rectors' meetings arc eff ctive only 
when directors systematically "follow 
through" in discussing the association's 
problems and the work to be done. Wh n 
a member ace pts a directorship in his 
cooperative association he agre s, in f
fect, to accept responsibility for associa
tion activiti s. He should make every 
effort to attend all directors' meetings, 
and should arrive on time· so as not to 
waste th time of th other directors. 
All dir ctors should then give immediate 
attention to the association busin ss . 
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Regular directors' meetings should be 
arranged so that the elate will definitely 
be reserved and the board members will 
avoid conflict with other activit ies. Most 
associations arrange for directors' meet
ings within a specified short period of 
time. Each director must then be noti
fied of the exact date as specified in the 
bylaws. 

Although most boards of directors ask 
the manager of their cooperative as
sociation to meet with them, directors 
should make it clear that this is not a 
regular requirement. Discussion of man
agemen t and director relationships, man
ag ment probl ms, and manager's sal
ary may require sessions at which atten
dance should be limited to the directors 
of the association . 

Some directors find it advisable to in
vite their accountants or bookkeepers 
to attend some directors' meetings. In 
this way directors can obtain more de
tailed information about the association's 
affairs, and the office staff also develops 
greater interest and enthusiasm in the 
association. 

A monthly operating statem nt is a 
must, and a monthly balance sh et also 
gives the directors necessary informati'm. 
Directors have no basi for discussing 
th association's problems and making 
decisions unless th y hav necessary re
cords and reports of the association be
fore them. Negligence on the part of 
the directors could make th m personally 
liabl . 



Records Are Important 

Specific information about the business must be at hand if a cooperative 
association is to be operated efficiently. Such information can be obtained 
only from accurate records that are properly summarized and analyzed. 

The primary purpose of accounting is to obtain financial information and 
to report it in an understandable manner; the most practical and workable 
form of accounts will vary for different kinds of businesses. A systematic record 
of all financial transactions must be kept. Physical volume records also are 
necessary. Summarized statements should be prepared periodically from de
tailed daily records; management may base decisions for future operations on 
these statements. This information should also be reported to the directors. 
Operating costs data should be available for each department of the business. 

To obtain necessary and helpful data with minimum effort, certain office 
equipment, such as an electric calculator and an electric adding machine, 
should be available. Any association that does not have this equipment is 
wasting the time of its manager, secretary, and office employees who prepare 
the necessary records. More office equipment may be desirable, depending on 
the size and type of business. 

The balance sheet (financial statement) and the operating statement 
(statement of income and expense) are the most frequently used summary 
statements. These statements should be prepared both at the end of each month 
and at the end of each fiscal year. The balance sheet provides a picture of 
the financial status of the business at a particular time (December 31, for ex
ample), while the operating statement provides a picture of income and ex
pense, and operations through a given period of time, such as a month or a 
year. 

The Balance Sheet 

A properly prepared balance sheet 
shows the relationship between assets 
and liabilities. The difference between 
assets and liabilities is the members' and 
patrons' share in the association. The 
balance sheet also shows the association's 
financial condition and its debt-paying 

_ ability (solvency) . 

A balance sheet is more easily under
stood if you think of it as the state
ment of a business (the cooperative as
sociation) and not the statement of 
an individual owner of that business. To 
an individual member a share of stock 
is an asset, but to the association itself 
the stock is a corporate obligation. Other 
obligations are the net margins that have 
accumulated to patrons' credit and are 
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recorded as allocated equities (capital 
contributions ) . 

The balance sheet has three distinct 
sections: ( 1) assets ("what we have"), 
(2) liabilities ("what we owe"), and (3) 
member and patron equities ("what we 
own"). The term "balance sheet" implies 
that there is a blance. Assets are always 
equal to the total of liabilities and mem
ber and patron equities. 

What Are Assets? 

Assets are the property and resources 
of an association. Listing assets is the 
same as taking an inventory. All assets 
which are cash or which could be con
verted into cash during normal opera-



tions of a year's business are current as
sets. 

Accounts receivable arc current assets. 
They arc frequently overrated on the 
balance sheet when collectibility of some 
accounts is questionable and the asso
ciation has failed to make proper al
lowance for such accounts. Ordinarily, 
accounts receivable which are more than 
1 year old are questionable. Associations 
doing considerable credit business should 
watch this item carefully and should 
have a firm and virgorous credit policy. 
Losses on bad accounts are operating 
costs and should be shown as expenses 
in the operating statement. 

Fixed assets are such items as land 
and buildings, machinery and equipment, 
and furniture and fixtures. 

Investment assets include investments 
in other cooperatives, government bonds, 
and other investments. 

Prepaid expenses represent expenses 
which have been paid in advance. A 
part of the material or service for which 
payment has been made has not yet 
been utilized, and to that extent it is 
still an asset. Prepaid insurance is a 
good example. 

Although not a cash expense, de
preciation of buildings and equipment 
is part of the operating cost of an asso
ciation. Therefore, the allowance ( valu
ation reserves) for depreciation of build
ings and equipment (and also for bad 
debts) are direct deductions from such 
assets and should be shown as such in 
the assets section of the balance sheet. 

What Are liabilities? 

Liabilities represent debts or obliga
gations of the association. Most common 
among the liabilities are accounts paya
ble, notes payable, and mortages. 

Liabilities are either current or long 
term, depending on when the obligation 
must be met. Ordinarily, any liabilities 
which will mature during a year's opera
tion arc considered current. 
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Cooperative associati·Jns frequently 
omit such liabilities as accrued taxes and 
accrued interest from the balance sheet. 
Accrued liabilities represent that part of 
an expense not yet pai·d but actually 
chargeable to the current period of opera
tion. For example, real estate taxes and 
interest which are paid only twice each 
year should be proportionally charged 
to each month's operation. These ac
cruals are definite liabilities and should 
be shown as such on the balance sheet 
to present a true picture of the associa
tion's financial condition at a given time. 

What Are Member and Patron Equities? 

Member and patron equity items are 
paid-in membership money (capital 
stock and stock credits) , and patrons' 
capital contributions accumulated from 
past and current net margins which have 
been allocated to patrons (pmton's 
equities) but retained in the business. 
Member and patron equities are actually 
the excess of assets over liabilities. These 
equities represent the claims that mem
bers and patrons have on the assocition's 
assets. 

A cooperative association that is prop
erly organized and operated has no cor
porate income. Members can receive only 
a limited market rate of dividends on 
money which they have invested in the 
form of capital stock. The balance of 
any net margins then belongs to patrons 
of the association. If money that belongs 
to the patrons (member or nonmember) 
is retained in the association it is then 
listed as patron's capital credits (patron's 
equities) in the balance sheets. 

Patron's capital credits (patron's 
equities) should always be allocated to 
patrons on the basis of volume of busi
ness done with the association, because 
they have been retained in that way. 
Association records for each fiscal year 
should be kept in such a manner that the 
amount of each patron's capital credit can 
be ascertained. The amount of each 
patron's capital credit should be reported 
to him within a reasonable time after the 
end of each fiscal year. 



Balance Sheet December 31, 19-

--------- Cooperative Association 
ASSETS (What the association has) 

Current Assets: 
Cash on hand .............................................. .. 
Cash in bank ................................................. .. 
Accounts receivable--patrons ........... . 
Accounts receivable-general .......... .. 

( Less: allowance for bad 
accounts) ..................................................... . 

Notes receivable ......................................... . 
Inventory-merchandise ....................... . 
Inventory-supplies ................................ . 
Prepaid expense ........................................ .. 

Total current assets ............................ .. 

Investments: 
Stock and equities in other 
cooperatives .................................................. . 

Fixed Assets: 
Land ...................................................................... .. 
Buildings .......................................................... .. 

Less: allowance for depreciation 

Machinery and equipment ................. . 
Less: allowance for depreciation 

Office equipment ..................................... .. 
Less: allowance for depreciation 

Trucks and delivery equipment ...... 
Less: allowance for depreciation 

Total fixed assets ..................................... .. 

Total, all assets ........................................ .. 

$ 1,466.10 
20,376.92 

LIABILITIES (What the association owes) 

Current Liabilities: 
Short-term notes payable .................... . 
Accounts payable-patrons .............. . 
Accounts payable-general ............. .. 
Accrued taxes and interest payable 
Total current liabilities ................... .. 

Long-term Liabilities: 

$ 21,843.02 

856.85 

108,343.32 
31,941.37 

47,451.12 
10,295.62 

3,116.22 
298.65 

2,900.00 
1,250.00 

$ 1,497.93 
33,884.70 

1,254.62 
1,413.00 

$ 408.20 
5,250.00 

20,986.17 
3,468.53 
7,651.30 
7,303.85 
1,193.72 

2,516.68 

76,401.95 

37,155.50 

2,817.57 

1,650.00 

$ 46,261.77 

20,500.00 

$120,541.70 
187,303.47 

$ 38,050.25 

Mortagage or long-term notes 
payable ................ .............................................. $ 48,875.00 

Total Liabilities .................................... 86,925.25 

MEMBER AND PATRON EQUITIES 

(What the association owns-the members' and patrons' share) 
Capital stock-authorized .................. 37,500.00 

Less: unissued stock ............................... 10,250.00 
Capital stock outstanding .................. $27,250.00 
Capital stock credits ................................. 1,025.50 
Patrons equity credits-prior years 57,597.57 
Patrons equity credits-

curent year...................................................... 14,505.15 72,102.72 
Tota~ ~ember and patron 
eqmhes ............................................................ $100,378.22 

Total liabilities and member 
and patron equities .................... ... 187,303.47 



Financial Ratios 

Current Ratio 

To stay in business an association 
must pay its debts as they come due. It 
must also have enough cash on hand to 
meet current operating expenses. One 
measure of an association's ability to 
do this is the ratio of current assets to 
current liabilities. The desirable ratio 
depends on the type of association and 
its method of operation. 

Generally, an association should aim 
to have $2 of current assets for each 
$1 of current liabilities, or a ratio of 
2 to I. 

The balance sheet on page 9 shows 
$1.22 in current assets for each $1 of 
current liabilities, or a ratio of about 
1.2 to 1. If the ratio is less than 2 to 1 
an association may have difficulty meet
ing its current obligations and retaining 
sufficient operating capital to take ad
vantage of cash discounts and to make 
money-saving quantity purchases. 

If the ratio is less than 1 to 1, the asso
ciation may have to delay payments on 
some current obligations. Such a con
dition may mean lost discounts, ad
ditional interest charges, and difficulty 
in borrowing money at a reasonable rate. 

Member and Patron Equity-Debt Ratio 

The ratio of member and patron equi
ties to total liabilities is an important 
business indicator. 

Total member and patron equities 
should equal or exceed total liabili
ties; this indicates more owner than 
c1·editor capital in the business. 

The balance sheet on page 9 indi
cates $1.15 of member and patron equi-
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ties (owner capital) for each $1 of 
creditor or borrowed capital. This is a 
fairly desirable situation, but should be 
improved. Capital loans should be held 
to a reasonably low level, because fixed 
interest charges and debt payments can 
sometimes require cash outlays to a point 
where it is difficut to meet competition. 
It is desirable to finance all fixed assets 
from member and patron capital. This is 
generally accomplished by selling stock 
to patrons or retaining more of the net 
operating margins in the business. 

Intensive, Efficient Use of Fixed Assets 

A third ratio of importance for con
sideration by management, directors, and 
members of cooperative associations is 
the ratio of the total units of business 
(such as pounds, tons, or dollars) to the 
investment in fixed assets. This ratio is 
calculated by dividing the total units of 
the business by the total number of dol
lars of fixed assets. The result shows the 
number of units handled per dollar in
vested in fixed assets. 

It is necessary to handle as many units 
as possible per dollar invested. The 
more units handled per dollar of fixed 
assets the lower the per unit overhead 
cost, and the more efficient the co
operative association is in serving its 
member-patrons. 

All of the financial ratios referred to 
are more helpful to directors and mana
gers of an association when compared 
with ratios of other associations with a 
similar business and of similar size. Ratios 
favorable in comparison with those of 
other associations give some assurance 
of the efficiency and effectiveness of the 
business. 



Reserves 

Allowance for Depreciation 

(Valuation Reserve) 

Buildings and equipment wear out 
with time and' use. New buildings and 
equipment must at some time replace 
those used in current operations. "Wear 
and tear" are definite operating costs 
which should be charged to the current 
year's business. 

Funds obtained from the allowance 
for depreciation may be applied on mort
gage and note payments in associations 
where such obligations exist. In other 
associations these funds are applied to 
expansion of the business. When the 
funds are not used for these purposes 
they help to increase the amount of 
cash on hand or in the bank. Such funds 
are then available later when buildings 
and equipment are worn out, when it is 
desirable to improve them, or when it 
is desirable to replace them with newer 
and more efficient facilities. 

The depreciation rate to be used for 
buildings and equipment varies with dif
ferent kinds of facilities. Generally the 
life of buildings and equipment can be 
estimated quite accurately and a rate of 
depreciation can be calculated. For ex
ample, if an association has a new 
piece of equipment which is expected 
to last 10 years, it is logical to include 
10 percent of the original cost in each 
year's operating costs. If the estimated 
life of such equipment is not correct the 
depreciation rate must be adjusted at 
the time such error becomes apparent. 

Sometimes it is also necessary to use 
other methods of calculating deprecia
tion when a certain percentage of the 
original cost might be too low. For ex
ample the cost of replacement equip
ment is sometimes much higher than 
the cost of original and the earlier pur
chased equipment. 

The balance sheet should show the 
allowance for depreciation as a deduc
tion from the original value of the prop-
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erty (fixed assets) . Allowances for de
preciation are set up to show the pro
portion of the original value that has 
been used and to indicate the present 
net value of fixed assets. 

The amount of annual allowance for 
depreciation should be included as an 
item of expense in the operating state
ment. If no depreciation charge is made 
or the charge is too small, operating costs 
are understated. As a result, net margins 
will be overstated. An inflated patrons' 
equity account-which is incorrect and 
undesirable-will then be recorded on 
the books of the association. 

Capital Equities 

(Owner and Patron Reserves) 

Capital equities represent member 
(owner) and patron claims on the as
sets. Capital equities are increased by 
retaining the net margin funds in the 
business. 

Funds from capital equity reserves 
are needed and used: ( 1 ) to provide 
for and meet obligations such as the 
payment of a mortgage or note, ( 2) 
for increasing the operating capital 
of the association, ( 3) as insurance 
against possible future losses, or ( 4) 
for expansion of the business in the 
form of either fixed or current assets. 

There is no specific relationship be
tween the amount of total equities 
and cash on hand. For these reasons, 
a cooperative association may have a 
large total equity with only a small 
item of cash. 

A cooperative association can have 
sufficient capital equities (reserve funds) 
only when net margins are sufficiently 
large. Some cooperative marketing asso
ciations tend to pay too much cash for 
products marketed. Some purchasing or 
service cooperatives tend to charge too 
little for products purchased. As a re-



suit, net margins arc small and capital 
equities remain far too limited. 

Many cooperative associations have a 
substantial proportion of their capital 
equities listed as patrons' equity credits
prior years, and patrons' equity credits
cmrent year. When capital equities are 
so recorded it indicates that they have 
been allocated and credited to patrons 
from whom they were retained on the 
basis of each patron's volume of business 
with the association. 

Such credits belong to the patrons, as 
their capital investment in their coopera
tive association, in proportion to service 
they have received. 

Allocation of net margins to patrons 
on the basis of volume of business clone 
with the association is also an absolute 
requirement if a cooperative association 

is to obtain and retain a proper income: 
lax status. 

Stock Credits 

Frequently the item capital stock 
credits appears in the member and patron 
equities section of the balance sheet. So 
that all patrons may become members 
(stockholders) and the voting control of 
the association may be kept in the hands 
of those who use it, many associations 
have a provision for applying credits of 
patrons who are not already stockholders 
toward the purchase of a share of stock. 
Such credits are listed as stock credits, 
they accumulate until they reach an a
mount equal to the purchase price of a 
share of stock. A certificate of stock is 
then issued, usually at the end of the 
fiscal year. 

Revolving Capital 

The most effective way of financing 
cooperatives is to have a substantial part 
of the funds supplied from patron's capi
tal credits. These are accumulated net 
margins allocated on the basis of patron
age (volume of business done by indi
vidual patrons) and credited to patrons 
(patron's equities) as their capital con
tribution and investment in their co
operative association. However, this 
method of financing is much more ef
fective and favorable if funds in the 
patron's capital credits are handled on 
a revolving capital basis. 

Provisions for a revolving plan are 
included in the articles of incorporation 
and bylaws of many cooperatives. If 
parton's capital credits are revolved with 
the requirement that the oldest patron's 
equity credits are paid in cash, the more 
current patrons furnish a larger share of 
the funds and have a larger investment 
in their cooperative. 
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Sufficient net margins at the end of 
each fiscal year are necessary to have 
sufficient funds for paying older patron's 
equity reserves (patrons' credits) in cash. 
Thereby patrons currently operating 
through their cooperative association are 
replacing funds supplied over a period 
of time by patrons of earlier years. 

In many cooperative associations, more 
emphasis should be placed on having 
an adequate net margin at the end of 
each fiscal year so that they can operate 
on a logical revolving fund basis. This 
involves the need for keeping patrons 
informed that the total price received 
in a cooperative marketing association 
is the cash advance (cash price) plus 
the credit in the net margin, and that 
the actual net price paid by patrons in 
a cooperative purchasing and service 
association is less than the cash price 
they paid, to the extent of the credit 
(refund) in the net margin. 



The Operating Statetnent 

The operating statement is a state
ment of income and expense. It provides 
information about the operations during 
a given period of time-1 year, for ex
ample. It also includes information on 
how the net margin (balance clue pa
trons) is determined. 

A simplified operating statement form 
is given on page 14. Most items included 
are self-explanatory. \;vhen preparing an 
operating statement, it is necessary to 
check carefully that all expense items 
are included. The amount allowed for 
depreciation of buildings and equip
ment should be included. If any expense 
items are omitted the net margin is 
overstated. 

The operating statement prepared for 
stockholders and patrons is often too brief 
and too general and provides little in
formation about actual operations of the 
association. Good accountants and audi
tors will properly classify various expense 
items, such as actual operating costs and 
general administrative costs. This makes 
it possible to compare each type of ex
pense with figures from statements of 
other cooperatives. 

Detailed Analysis Necessary 

The operating statement shown on 
page 14 is merely an illustration. An 
operating statement will vary with the 
type of association for which it is pre
pared, such as marketing, purchasing, 
or service associations. It will also vary 
with the type of business for which it is 
prepared, such as creameries, grain ele
vators, and oil associations. In this sam
ple statement the gross margin is on the 
product marketed. In creameries, on the 
other hand, items ( 1) and ( 2) in the 
operating statement would be reversed 
so that the gross margin would be on the 
product manufactured. 
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Helpful Comparisons 

To determine the success of an as
sociation, one must consider both balance 
sheets and operating statements. For 
measures of business efficiency it is 
necessary to obtain further information 
on cost per dollar of sales, cost per unit 
of product manufactured, changes in 
gross and net margins, and other cost 
items. This information can be obtained 
from the balance sheet and the operat
ing statements through a few simple 
calculations. Such calculations should be 
made for a period of years to determine 
changes in an association's efficiency of 
operation and financial structure. Such 
measures of efficiency also have much 
value for comparison with other similar 
associations. 

Best Measures of Success 

Net margins at the end of a year are 
a good measure of a cooperative asso
ciation's efficiency and effectiveness. 
However, the most effective measures 
are: ( 1) cost per unit of handling and 
processing, ( 2) prices received for pro
ducts marketed and the net price re
ceived by patrons in a marketing asso
ciation, and ( 3) prices paid for goods 
and service bought and prices paid by 
partons in a purchasing and service as
sociation. Changes in volume of pro
ducts handled are significant indicators 
of progress. These changes usually affect 
the per unit cost of handling and the 
resulting price paid to patrons in a mar
keting association, or savings made for 
patrons in a purchasing or service asso
ciation. 



Operating Statement 

--------Cooperative Marketing Association 
January 1, 19_, to December 31, 19_ 

Retmns from Products Handled 
Cash advance to patrons ........................................ . 
(1) Inventory, beginning of year ................. . 
Less (2) inventory, end of year .................... . 

Gross margin ................................................................. . 

Operating Expenses: 
Labor and wages ...................................................... ... 
General supplies ........................................................... . 
Fuel ......................................................................................... . 
Light and power ........................................................ . 
General repairs ........................................................... . 
Other plant expenses ............................................... . 
Depreciation: buildings .......................................... . 
Depreciation: machinery and equipment 
Depreciation: delivery equipment .............. . 

General and Administrative Expenses: 
Office salaries ................................................................ .. 
Directors' fees ............................................................. .. 
Payroll taxes .................................................................... . 
Local taxes ....................................................................... . 
Insurance ......................................................................... . 
Office supplies ............................................................. .. 
Advertising and printing ..................................... .. 
Telephone and telegraph ................................... . 
Auditing ............................................................................. . 
Annual meeting expense ..................................... .. 
Depreciation: office equipment .................... . 
Bank service charges .............................................. .. 
Miscellaneous items ................................................. .. 

Total Expenses 
Balance Due Patrons-Net Margin 

$412,534.20 
10,453.47 

833.57 
2,245.13 

725.00 

$422,987.67 
6,974.20 

22,800.00 
5,321.40 
3,867.07 
3,311.40 
1,390.23 

713.19 

3,803.70 

1,850.00 
1,185.00 

928.00 
1,527.30 

684.65 
723.00 
504.60 
123.20 
352.65 
359.05 

61.62 
51.50 

199.50 

$480,275.69 

416,013.47 

64,262.22 

41,206.99 

8,550.07 

$ 49,757.06 

$ 14,505.16 

A combined income and expense statement is not sufficient by 
itself. An operating statement of income and expense should 

be prepared for each major department. From such statements 
the per unit operating cost for each enterprise can be determined. 
Per unit costs are significant in indicating the efficiency of a busi
ness. Inefficiency and small "leaks" in some departments, if not dis
covered at an early stage, may soon drain off all savings from ef
ficient operation in other departments and cause real difficulty to 
the association. 
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Audits Are A Must 

Audits, by competent professional 
accountants, should be made at least 
once each year in all cooperative asso
ciations. Audits help avoid errors in ac
counts and provide a good basis for finan
cial analysis. An auditor who is familiar 
with the particular line of business and 
well versed in cooperative association or
ganization and operating procedures, 
can also give much valuable assistance 
( 1) in setting up a satisfactory account
ing system, ( 2) in explanation of income 
tax record requirements and reports, ( 3) 
in suggesting desirable financial and 
management policies, and ( 4) in more 
efficient methods of operation. 

A thorough audit, explained and open
ly and frankly discussed before all mem
bers at the annual meeting, is the best 
means of creating a sense of security and 
of promoting members' confidence and 
goodwill. In any discussion there is no 
substitute for accounting data as a source 
of accurate and reliable information. 

The cost of an audit depends largely 
on the condition of records and on the 
type of audit made. The cost is less 
if audits are made regularly and if the 
association follows the auditor's sug
gestions for improving accounting 
methods than if audits are irregular and 
if records are poorly kept. 

Special Considerations 

Responsibilities of Directors Responsibilities of Management 

To elect well qualified directors is a 
major responsibility of cooperative mem
bers. A well qualified director will: 

l. Place the interest of the associa
tion above his own personal interest and 
represent the association in its entirety, 
and not just the member-patrons from 
his own community. 

2. Strive to keep general and overall 
control with a well informed member
ship. He must not let his cooperative be
come just a directors' or managers' asso
ciation. 

3. Give careful and continuous atten
tion to the business affairs of the asso
ciation and strive for continued and 
increased efficiency. 

4. Do careful and independent think
ing and then express himself, but re
main an openminded teamworker who 
realizes that views of individual directors 
cannot always prevail. 

5. Give necessary time to directors' 
meetings and to other deliberations, and 
apply good reason and common sense 
to all problems. 
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A major responsibility of cooperative 
directors is to arrange for good manage
ment and employ a well qualified general 
manager. A well qualified manager will: 

l. Study the association's business and 
problems and continuously strive for up
to-date efficient and effective methods 
and procedures. 

2. Keep directors informed about asso
ciation business, operating affairs, and 
needs as an aiel in improving the policies 
of the association; then accept and carry 
out business and management policies 
laid down by the board of directors. 

3. Give directors, members, and pa
trons complete and accurate accounting 
of the association's operating affairs and 
financial condition as a means of keep
ing them well informed and interested. 

4. Be courteous and tactful with pa
trons, members, directors, employees, 
and others dealing with the association, 
but grant no special privileges or favors. 

.5. Assume responsibility in community 
affairs, in the interest of good citizenship 
and to acquaint the community with his 
association's program and value. 



How Income Taxation Applies to Cooperative Associations 

All cooperative associations pay real 
estate, personal property, excise, and all 
other regular taxes. 

As the term implies, an income tax 
applies only where there is income. Co
operative asstJciations that carry on their 
operations at cost have no corporate in
come of their own to which corporate 
income tax can be applied. 

Cooperative marketing associations 
that distribute any financial balances re
maining at the end of. the year to their 
~atrons, in cash or credits, in proportion 
to the amount of business handled per 
patron are, in effect, allocating final pay
ments for goods delivered. Such amounts 
are income to the patrons; therefore there 
is no corporate income to the association. 

Similarly, cooperative purchasing and 
service associations that distribute bal
ances at the end of the year to their 
patrons, in cash or credits in proportion 
to the amount of business handled per 
patron, are refunding the overpayments. 
Such refunds represent savings to pat
rons; therefore there is no corporate in
come to the association. 

The principle applies to all coopera
tive associations. It recognizes the basic 
fact that net margins handled in the 
manner indicated do not constitute cor
porate income to the association. Any 
business association that follows this 
principle of operation-even though it is 
not called a cooperative association
would be accorded similar treatment. 
On the other hand, if a cooperative asso
ciation does not allocate net margins on 
the basis of patronage, the undistributed 
amount is subject to corporate income 
tax. 

Proper handling of net margins (net 
balances clue patrons) in line with in
come tax requirements is a complex 
matter and is in a rather continuous 
state of change. It is the result of changes 
in tax Jaws and regulations, both Federal 
and state, and through interpretations of 
these statutes and resulting regulations 
by the courts. Therefore, it is essential 
that directors of cooperative associations 
keep fully informed and up-to-date about 
tax matters, and seek the advice of com
petent professional advisors at frequent 
intervals. 

Does Your Cooperative Measure Up? 

A cooperative association that is properly located, has sufficient 
volume, keeps accurate and complete records, and has sound manage
ment and well informed directors, is in a position to serve its member
patrons efficiently and effectively. However, it is important to keep mem
bers well informed of the progress made and of obstacles to more rapid 
progress. Directors must carry out this responsibility; it can be accom
plished with the help of accurate, complete records and thorough audits. 
However, records are of value only insofar as the management and di
rectors understand them and make use of them in improving the busi
ness of the association. 
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