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A SURVEY OF COOPERATIVE CREAMERIES nr HOUSTON COUNTY 

Wm. H. Dankers and E. F. Koller 

DTTRODUCTI 011 

In conducting this survey it was the purpose to determine what adjustments 
Houston county coope1~ati•re crt:iameries have rki.de to new trendR and developments in 
the dairy industryo Par";icul3.!' emphasis was placed on an analysis of the :factors af
fecting the efficiency o::' the cooperative c:-eameries in this area. The analysis 
should provide information of value to the managerst officials, members, and patrons 
of the creameries and cheese factories covered in the survey. Since the problem of 
many other dairy areas in the state is similar, this information should be of value 
to those associated with other creameries,. particularly in the surrounding territory. 

Houston County's Dairy Industry 

nouston county's dairy industry seems to have followed the same trend as that 
of the state and nation. According to Minnesota Annual Crop and Livestock statis
tics there was an increase in the number of cows and heifers two-years-old and over 
kept mainly for milk production from 1925 to 1935 with a slie;ht decline since that 
time. Milk production is to a considerable extent dependent upon feed conditions. 
Production in Houston county was larger in 1930 than in 1935 (figures covering the 
drought year of 1934), even though the number of cows was smaller. Comparative 
figures are given in Table 1. 

Year 

Table 1 - Trends in the Dairy Industry -
Cows and Heifers Two-Years*-Old 
and Over. Kept Mainly for Milk 

Production 

Houston County 

Milk Produced** 
(Gallons) 

~~~-~~~~~~~~~~~-~~~·~~~~~~~~~-~~-'-

1925 
1930 
1935 
1939 

18,900 
19,00E:l 
23,000 
22,000 

7,848,270 
8,844,556 
8,095,186 

Total Volume Manufactured in the County 

.. ----------

There are nine cooperative creameries, one private creamery, one cooperative 
cheese factory and one private cheese factory in Houston county. For purposes of 
compar~~~n, the volume manufactured by each plant was put on a butter equivalent 
basis. The peak in volume manufactured by all plants between the years of 1927-
1938 came in 1930 with slightly over 3 million pounds. The low point in volume dur
ing that period was in 1933 with only 2~ million pounds. The volume in 1938 again 
slightly exceeded 3 million pounds. Variations in volume of butter or equivalents 
manufactured by individual plants, by all plants, and the average per plant are 
shown in Table 2 (page 3). 

The volume manufactured per plant in Houston county (250,881) in 1938 is con
siderably below t~e volume per creamery for the state as a whole which in 1938 was 

*Minnesota Annual Crop and Livestock Statistics 

**U. S. Census 

(1) Since approxime.tely twice as much milk is required to make a pound of butter 
than a pound of cheese the volume of cheese reported was divided by two. 
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352,537 pounds.(l) When the survey was made the cooperating representative from each 
creamery or cheese factory was asked to estimate the maximum capacity of his plant 
with the existing building and equipment. When all these estimates a.re added to
gether, the total plant capacity of the 12 plants in Houston county is 6,450,000 
pounds. This is slightly over 2.1 times the capacity that was needed for making the 
butter in a year of high production such as 1938, and clearly indicates a burdensome 
unused plant capacity. Three creamery representatives reported a capacity of 
1,000,000 pounds or more for their ulant. One reported 800,000 pounds and the re
mainder reported a capacity of 400,000 pounds or less. 

ORGANIZATION STRUCTURE AND COOPERATIVE CHARACTER OF CREAMERIES 

Of the ten cooperative dairy organizations (nine creameries and one cheese 
factory) three were organized before 1900, three between 1901-1910 and the last three 
during the decade of 1921-1930. Ho cooperative organizations were started during the 
decade 1911-1920 nor after 1930. 

On December 31, 1938 two of these ten organizations were o~erating on a member
ship basis without any capital stock. One of the two had a membership fee of fifty 
cents and the other had a fee of $1.00. 

Two organizations had outstanding capital stock of less than $1000.00, five had 
between $2,000.00 and $5,000.00 and one had in excess of $10,000.00. The price per 
share of stock varied widely. One creamery sold shares for $1.00, one for $3.00, 
three for $5.00, two for $10.00, and one for $25.00. 

The desirable policy of retiring shares for those who move away has not been 
followed by most of these cooperatives. In most cases, however, it has been the 
policy to limit the sale of new shares to producers of milk or cream in the com
munity. 

Five organizations paid dividends on outstanding stock in 1938. One paid 8 per 
cent to patrons only, two paid 6 per cent, one paid 5 per cent, and one paid 3 per 
cent. The same rates were paid in 1936 and 1937, with the exception of the organiza
tion that paid 3 per cent, having paid 8 per cent and 6 per cent respectively in 1936 
and 1937. 

Only one organization paid patronage dividends as early as 1935, then paying 
2.5 per cent on the value of the business done. Three paid patronage dividends in 
1936, 1937 and 1938. The one organization has continued on a percentage basis with 
rates of 1.2, 1.4, and 1.4 per cent respectively. The other two have paid patronage 
dividends on a per pound basis, in one case being 5/8, 1/3, and 1/2 cents respectively, 
and in the other 1, 1 and. 1/2 cents. 

Legal Compliance as Cooperatives 

To be legally classified as a cooperative association it is necessary to compl~ 
with certain state and federal laws. Briefly the requirements are: 

1. One vote per member - proxy voting prohibited. 

2. Dividends on stock not to exceed 8 per cent - in 1933 this was changed to 6 per 
cent, so that all organizations incorporated in Minnesota since that date or hav
ing renewed their charters under the cooperative laws of 1923 - Chap. 326 are 
limited to the lower figure. 

(1) Department of Agriculture, Dairy and Food - St. Paul, Minnesota: "Minnesota 
Bulletin of Information on Creameries, Cheese and Ice Cream Factories, Milk 
Plants, Canneries and Bottlers" - 1939 



Table 2 - Changes in Volu.~e of Butter or Equivalents Manufactured - Houston County - 1938 

Year No. 1 ho. 2 l~o. 3 No. 4 Ho. 5 No. 6 J.llo. 7 lfo. 8 

1927 177,228 500,000* 150,256 501,039 169,464 34o,4o4. 156,489 235,110 
1928 180, 609 500,000* 193,138 4o6,372 203,133 322,265 153,745 247,867 
1929 197,756 500, 794 221,745 418,230 221,420 356,871 153,065 259,022 
1930 214, 772 495, 146 222,145 423,1614 194,367* 340,576 145,222 223,164 

1931 207,613 535,94o 190,385 354,736 167,313 293,469 126,94o 228,592 
1932 200,393 464,193 174,360 299,182 141, 173 257 ,170 121,732 216,355 
1933 229,084 361,605 207,103 308,045 156,005 245,372 132,687 198.179 
1934 239,991 377, 895 208,620 358,771 153,859 199,747 131,937 222,425 

1935 24o,377 343,450 253. 881 44o,465 146,530 184,617 133. 241 194,971 
1936 262,130 379,949 237,052 489,143 149,257 198,239 127,4o5 202,631 
1937 257,4o2 381,519 223,982 480,134 137,942 190,557 102,955 187 ,217 
1938 267,4o7 416,114 252,333 557,097 162,512 245,172 117,055 201,554 

l 
Total Volume Average c.:i 

I 
Year No. 9 No. 10 No. 11 No. 12 Manufactured per 

in the County Plant 

1927 187,966 173,901 0 91,992 2,683,849 243,986 
1928 207,181 135.980 0 100,427 2,650,767 240,979 
1929 222,836 145,098 50,000* 90,175 2,837,012 236,418 
1930 242,337 177,301 100,000* 84, 739 3,062,933 255,244 

1931 236,904 222,147 100,000* 74,525 2,738,564 228,214 
1932 234,702 255,303 100,000~ 60,430 2,524,993 210,416 
1933 230,065 278,241 100,000* 53,709 2,500,095 208, 341 
1934 199,046 298,479 104,990 25,195 2,520,955 210,080 

1935 193,869 318, 758 118,207 48,825 2,617,191 201,322 
1936 197,995 330,816 127,551 96,466 2, 798, 634 215,280 
1937 197. 683 312,167 119,186 101,023 2,691,767 207,059 
1938 212,681 369,328 117,912 91,407 3,010,572 250,881 

*"Estimated 



3. A limitation on the amount of capital stock to be held by an individual stock
holder. 

4. Shares of stock to be transferable only with approval of the governing board of 
the association. 

5. Net income, not set aside as a reserve fund or permanent surplus, to be distri
buted on the basis of patronage. 

6. Stockholders or members to consist of agricultural producers -- associations with 
as many as 10 per cent non-producers are considered as not being in compliance 
with the federal law. 

7. Business transacted with non-members shall not be greater in value than that 
handled by it for members. 

Under the federal and state laws cooperatives are exempt from the corporation 
income tax, only when they fully comply with these requirements. The Bank for 
Cooperatives likewise allows loans only with such provisions. 

The cooperative creameries in Houston county are experiencing difficulty in com
plying with some of these requirements. One creamery reported th-~t less than one
fourth of the butterfat was purchased from members and another reported about one
half. Several others were only slightly over the one-half mark, The greatest pro
blem seems to be that of keeping the ownership of the association in the hands of 
the patrons. Due to competition, financial stress, or a. mere oversight on the part 
of the board of directors, stock is not retired when former patrons leave the com
munity, retire, or discontinue their dairy enterprise. In only three cases out of 
the ten cooperatives 90 per cent or more of the stock was held by patrons. Four 
others could easily comply if only a small number of shares were retired or trans
ferred to producers. Two of the three ereameries now complying, met this -problem by 
amending their articles of incorporation and adoryting a membership plan. Such a plan 
may not fit all the organizations; however, the problem can also be met by reducing 
the par value of stock shares to make them more attractive to younger farmers. In 
most cases, however, the par value of cooperative creamery stock is already low in 
Houston county so that the solution to the problem is merely one of encouraging the 
retirement of non-producer stock and limiting future sales to those who are produ
cers. 

In 1938 one creamery and in 1937 two creameries paid a federal income tax. This 
outlay could well have been avoided and total costs reduced if the organization had 
been brought in line with federal requirements for coop era ti ves. As indicated by the 
number of non-producer shareholders most of the cooperative creameries in Houston 
county are not organized so as to be exempt from federal or state income tax. Most 
creameries were not assessed a tax either because they had a small net income or be
cause they had been exempted several years ago and had not been reviewed since. 
Proof for exemption rests with the cooperative. The need for action in making these 
creameries comply with state and federal requirements for cooperatives is very evi
dent. 

Management 

Five of the ten cooperatives have seven directors, three have six, one has nine, 
and another has five. In five associations the directors are elected every year, in 
two every two years, in another two every three years, and in one association the 
president, secretary, and treasurer are elected every year while the rest of the 
board are elected every three years. In four associations the directors meet once a 
month, in one they meet six times a year, in another five, in another four and in 
still another three times a year, In two associations the directors meet only twice 
a year. The function of the directors in the two last named associations is pretty 
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largely one of auditing rather than of directing the association. In three associa
tions both the secretary and treasurer are required to be stockholders, in five 
neither is required to be, in o.ne case the secretary is required to be a shareholder 
and the treasurer is not while in another the requirement is reversed in that the 
treasurer must be a shareholder while the secretary need not. Where exceptions are 
made it is the desire to obtain services of business men or others experienced in 
matters of accounting and finance. In two creameries the buttermaker is allowed to 
be a stockholder. In all but two cases the buttermaker regularly attends the 
directors' meetings. Only five of the ten creameries provide patrons with a printed 
annual report of the creamery operations. An annual report seems essential if the 
patrons are to understand their creamery business and to remain loyal to their 
organization. 

FINAHCilil'G 

Capital Requirements 

According to Table 3 the average amount of capital required by the ten plants in 
this country was approximately $17,500. The total assets of individual plants varied 
from $46,552 to $4,497. In Table 3 is shown that the average assets of these cream
eries were approximately $11,000 less than they were in 144 creameries selected from 
all parts of the state. 

Of the total assets of these creameries 71 per cent were invested in fixed 
assets in the form of land, buildings, and equipment. Buildings at their net or de
preciated value constituted 44.6 per cent of all assets. The most highly valued 
creamery building in the county was carried on the books at a net value of over 
$30,000 •. It appears that some creameries are overbuilt with the consequent result of 
poor plant utilization and higher operating costs. 

The net depreciated value of the equi:pment in these plants constituted 21.6 per 
cent of the total capital. It will be observed that this equipment is carried at 
only slightly more than half of its original value, which indicates a relatively high 
degree of depreciation and a growing need of replacements. 

The operating capital of these creameries including cash, receivables, and in
ventories, represented 23.6 per cent of the total capital or $4,096 per creamery 
(Table 3). This is considerably less operating capital than the $7,934 held by the 
average plant over the state. Cash constituted 11 per cent of all assets. General 
accounts receivable, which comprised 6.5 per cent of the total investment, included 
amounts due from local retailers and agencies to which butter is shipped. 

Sources of Capital 

Of the total capital of these creameries $5,821 per plant, or 33.5 per cent, was 
provided by creditors and $11,535 or 66.5 per cent, by the members of the associa
tions (see Table 4). Since 8.7 per cent of the capital represented amounts owed 
patrons on account, and since the largest proportion of patrons were also members, 
this amount may be considered as capital provided by members. This would bring the 
patron-member contributions to capital to 75 per cent of the total, or $13,038 per 
creamery. 

Table 4 shows that the average amount of capital provided by creditors on the 
basis of short-term notes is $2,207 which is considerably larger than for 144 plants 
in all parts of the state. 

Borrowing on the basis of mortgages and long-term notes was the source of less 
capital in this area than elsewhere in the state. The average amount of capital ob
tained in this way was $1,050 per plant or 6.1 per cent of all capital. 
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Table 3 - Asset Values of Ten Houston County Creameries Compared with 144 Creameries 
Selected from All Parts of the State, as of December 31, 1938 

Houston County Creameries 
Average % of 

144 Creameries 
Average % of 

value total value total 
value value 

Current Assets: 

Cash $1,856.68 10.70 $2,354.83 8.23 
Accounts Receivable-Patrons 52.73 .30 706.01 2.47 
Accounts Receivable-General 1,132.56 6.53 2,702.19 9.44 
Butter Inventory 309.17 1.78 480.36 1.68 
Other Products Inventory ll8.86 .68 594.92 2.08 
Supplies Inventory 566.52 3.26 962.44 3.36 
Prepaid Expenses 59.84 .35 133.40 ~47 

Total Current Assets $4,096.36 23.60 $7,934.15 27.73 

Investment Assets: 

Certificates of Indebtedness, 
etc. $817.89 4.72 $2,ll5.12 7.39 

Stocks, Bonds, etc. 57.01 .32 142.20 .50 

Total Investment Assets $874.90 5.04 $2,257.32 7.89 

Fixed Assets: 

Land $799.80 4.61 $966.78 3.38 
Buildings $9535.92 $15,061.40 

Re~. for Dep. Bldgs. 1796.88 4,264.38 
Buildings (Net) 7,739.04 44.59 10,797.02 37.73 

Machinery & Equipment $6848.32 $12,423.55 
Res. for Dep.-M.& E. 3097.71 6,209.94 
Mach. & Equip. (Net) 3,750.61 21.61 6,213.61 21.70 

Office Equipment $105.50 $360.37 
Res. for Dep.- O.E. 18.15 187.19 
Office Equip. (Net) 87.35 .51 173.18 .61 

Total Fixed Assets $12,376.80 71.32 18,150.59 63.42 

Other Assets: 

Cash in Closed Banks $243.69 .85 
Other Miscellaneous 7.23 .04 30.93 .11 

Total Other Assets 7.23 .04 274.62 .96 

Total All Assets: $17,355.29 100.00 $28,616.68 100.00 

Five creameries are entirely out of debt, while the indebtedness of the other 
five ranges from $435 to over $10,000. In several cases there is not any special 
provision for repayment of the loan. In one case the provision is for a repayment of 
$1,000 per year. In the case of the loan from the Bank for Cooperatives the monthly 
repayment is one and one-half per cent of gross sales. Borrowed funds have been ob
tained in various ways ranging from unsecured notes to a mortgage on the property. 
Many of the organizations were financed in the beginning with funds obtained on a 
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note endorsed by the directors. This is considered to be undesirable since it shifts 
the financial responsibility from all the members where it should be to the few 
directors who did the endorsing. 

Capital Provided by Members 

In Table 4 is shown clearly that members have furnished the largest proportion 
of the capital of these associations through the purchase of stock and the creation 
of surplus and net worth reserves. · 

Slightly over 21 per cent of the capital, or an average of $3,621 per associa
tion, wa~ obtained from the sale of capital stock. This is considerably less and 
only slightly more than half as much capital stock compared with the average creamery 
in the state. 

Although the capital provided from surplus in these creameries is large, amount
ing to $7,578 per association, it is considerably less than the amount provided from 
this source by other cooperative creameries (see Table 4). Apparently the creameries 
in this county have not had as many opportunities to retain annual earnings in a per
manent surplus account. Probably these creameries have not as generally financed 
their needs by large butterfat deductions which have not been allocated to the credit 
of member capital accounts. 

Table 4 - Liability and Net Worth Values of Ten Houston County Creameries Compared 
with 144 Creameries Selected from All Parts of the State as of December 31, 
1938 

Current Liabilities: 

Accounts Payable - Patrons 
Accounts Payable - General 
Short-term Notes Payable 
Accrued Expenses 

Total Current Liabilities 

Fixed Liabilities: 

Mortgages, Bonds and 
Long-term Notes Payable 

Total Liabilities 

Net Worth: 

Capital Stock Outstanding 
Surplus 
Reserves 
1938 Earnings 

Total Net Worth 

Total Liabilities and Net Worth: 

Houston County 
Creameries 
Average · % · of 
value total 

value 

$1,503.31 8.66 
683.55 3.94 

2,206.93 12.72 
377.00 2 .• 17 

$4,770.79 27.49 

$1,050.00 ~.05 

$5,820.79 33.54 

$3,621.10 20.86 
7,578.44 43.67 

141.78 .82 
193.18 1.11 

$11,534.50 66.46 

$17,355.29 100.00 

144 Creameries 
Average % .~f 
value total 

$3,945.20 
875.70 

1,133.45 
616.41 

$6,570.76 

$1,349.50 

$7,920.26 

$6,658.95 
12,207.46 
1,027.62 

802.39 

$20,696.42 

$28,616.68 

value 

13.79 
3.06 
3.96 
2.15 

22.96 

4.72 

27.68 

23.27 
42.66 

3.59 
2.80 

72.32 

100,00 
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Financial Ratios 

The current ratio. which is the ratio of current assets to current liabilities 
and. which is a commonly u.sed indicator of the current solvency of a business, is very 
low for this group of creameries.. A cooperative creamery should have current assets 
at least equal to current liabilities. and a current ratio of 2 to 1 is recommended. 
In five cases the current ratio was below a 1 to 1 relationship indicating a pressing 
shortage of working capital and limited debt paying ability. Three creameries had 
ratios over a 1 to 1 basis but only two had a better than 2 to 1 ratio,. The low cur
rent ratio is the result of highly competitive situation in some cases. and due in 
general to poor financial direction. Such a situation should be corrected since it 
is costly and, generally unsound. 

PATRONAGE AND VOLUME OF :BUSINESS 

The efficiency of a creamery is highly dependent upon its volume of business. 
It is a well-known principle that as the volume of production is increased to the 
point of maximum capacity of plant, labor and management, the per unit costs of 
operation tend to decline. As previousl~ indicated, several cooperative creameries 
in Houston county have gained volume. The volume of others has declined. Many of 
the organizations do not have a chance of expanding their volume to a point of maxi
mum capacity under present circumstances. Important operating gains and lower costs 
per unit could be obtained if the volume per plant could be increased. 

Factors Making for a Change in Supply 

The supply of butterfat available for a particular creamery is,generally speak
ing, determined in two ways: 

1. The amount of butterfat produced in a specific territory. 

2. The patronage that such a creamery can get from that territory. This again rests 
upon a number of considerations, such as: 
a. The interests of producers in a cooperative creamery - involves the ability of 

the creamery management and producers to work together. 
b. The number of competing butterfat buyers serving the community and the competi-

tive practices they have adopted. 
c. Assembling methods offered producers by the various buyers. 
d. Butterfat buying policies. 
e~ Sideline and other services. 
f. Location of the trading center for the area. 
g, Prices paid for butterfat - no doubt the strongest single influence• 

Patronage Relationships 

In 1938 the total number of patrons for these ten creameries of Houston county 
was 1513 or an average of 151. The range was from 89 to 257 patrons. The number of 
stockholder patrons in the nine cooperatives was 1040 which is slightly less than 77 
per cent of the total number of patrons for these cooperatives. One creamery had 
more non-shareholders than shareholder patrons while another creamery had an equal 
number of each. 

Maintaining Cooperative Loyalty 

A considerable portion of the patronage of these creameries is provided by pro
ducers who are cooperatively minded and who prefer the cooperative method as an 
equitable way of marketing. In many instances this loyalty to the cooperative move
ment outweighs the price incentives competing butterfat buyers may offer• 
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In connection with the maintenance of loyalty to cooperatives it rrnist be pointed 
out that cooperative organizations, such as these creameries, are business organiza
tions. If such organizations expect to maintain their patronage it is necessary that 
they operate their business as efficiently and effectively as the competitors. A 
temporarily higher price, offered by competitors as a means of tempting patrons of 
cooperative organizations to sell to them, must be clearly distinguished from more 
permanent higher prices arising from greater efficiency of operation. 

Assembly Methods and Competition 

One creamery reported daily delivery of cream in summer with four deliveries in 
May and September, and three during the winter. Two creameries received four de
liveries in the summer and three and two respectively in the winter. The other seven 
all received three deliveries in summer and two in the winter. Of the total amount 
of cream assembled by the ten creameries, approximately 79 per cent was delivered in 
privately owned trucks, 19 per cent by individual patrons and less than two per cent 
by groups of patrons. The development in assembly methods has been quite different 
in this county as compa~ed to many others. The transition has been from team and 
wagon cream routes rather directly to truck routes. In many other counties the 
transition has been from team and wagon routes, to individual hauling, to truck 
routes, and in some more recent organizations merely from individual hauling to truck 
routes.. As compared to other counties more cream is hauled in 11 patron-owned11 trucks 
in Houston county,. and the routes are shorter. Th~ longest route reported was 55 
miles as compared to 135 miles in Watonwan county.~lJ The variation in these truck 
routes is indicated by the range in total route mileage per creamery of approximately 
5 to 55 miles. One creamery has only one truck route, one has four, three have five, 
two have six and three have seven different routes. The largest number of truck 
routes per creamery in Watonwan county in 1938(1) was three. There seemed to be a 
definite feeling that truck routes are necessary. The reasons given were: 

1. It prevents the loss of patrons who would otherwise sell to neighboring creameries 
that do provide truck service (in most cases this is definite competition between 
cooperative creameries). 

2. It provides a means of meeting the competition from packers who operate trucks in 
the county. 

3. Patrons want the service and are willing to pay for it. 

None of the creameries owned their own trucks. The amount paid truckers for 
hauling varied from 1. 7¢ to 3.0¢ per pound. One creamery paid all haulers and 
another paid some on the basis of 50¢ per cwt. of cream. Variations in rates paid 
haulers of one creamery were as large as 1.0¢ per pound in one case, and 1.1¢ in 
another, due to differences in road conditions and the volume of cream procured for a 
given mileage. Three creameries make a deduction for hauling from the patron's ac
count, equal to the rate paid the trucker. This is the most equitable way of han
dling the procurement account. Even though different rates are paid to their truck
ers, five creameries make a flat rate deduction from patrons' accounts of 2 cents per 
pound. Since a considerable number of truckers receive more than 2 cents per pound 
for hauling, the difference is charged to general operating costs. This gives an 
advantage to patrons in a less accessible location and penalizes those more favorably 
located. A few creameries reported a slight margin over the total cost of hauling by 
deducting 2 cents per pound from the patron's account, since a large proportion of 
the butterfat was being delivered for less. One creamery paying truckers on a 50 
cents per cwt. basis for hauling deducted 40 cents per cwt. from the patron's account. 

(1) Wm. H- Dan.leers and E. F. Koller, 11 A Survey of Cooperative Creameries in 
Watonwan County 11 , Mimeographed pamphlet No. 54 - November, 1938. 
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One creamery made no special deductions and charged all hauling to general operating 
expense. Such accounting procedure provides for a considerable disadvantage in the 
comparative net·price that can be quoted producers. 

There was some feeling that it is more difficult to maintain quality during the 
summer when cream was hauled in a truck over the route. The quality problem has 
definitely arisen out of an attempt to solve another problem, that of meeting compe
tition and giving additional service. It needs careful consideration for solution at 
the present time, particularly in an area such as Houston county where deliveries of 
cream are made less frequently than in many other areas of the state. 

It was indicated in a number of cases that there was considerable competition 
from other cooperative creameries both from within the county and from outside. Such 
competition is evident in many different parts of the county. This is due to the un
used plant capacity of most plants in the county, previously referred to, and to the 
improvement of roads which has resulted in lower procurement costs from more distant 
areas. That there has been a considerable change in the percentage of the total 
volume manufactured by each plant is indicated in Table 5. A change of one per cent 

Table 5 - Percentage of Total Volume Manufactured by Each of Twelve Dairy 
Manufacturing Plants in Houston County - 1933-1938 

Total 
Volume- Percentage of Total Manufactured by Various Organizations To-

Year Pounds* A J3 C D E F G H I J K L tal 

1933 2,500,095 9.81 12.33 14.46 9.16 9.20 11.13 6.24 8.28 5.31 7.93 4.00 2.15 100 
1934 2,520,955 7.92 14.24 14.99 9.52 7.90 11.84 6.10 8.28 5.23 8.82 4.16 1.00 100 
1935 2,617,191 7.05 16.83 13.12 9.18 7.41 12.18 5.60 9. 70 5.09 7.45 4.52 1.8'7 100 

1936 2,798,634 7.03 17.48 1.3.58 9.37 7.07 11.82 5.33 8.47 4.55 7.24 4.56 3.45 100 
1937 2,691,767 7.08 17.84 14.17 9.56 7.34 11.60 5.12 8.32 3.82 6.96 4.43 3.76 100 
1938 3,010,572 8.14 18.51 13.82 8.88 7.06 12.27 5.40 8.38 3.89 6.69 3.92 3.04 100 

*Total pounds of butter or butter equiva~ents manufactured by the 12 dairy manufac
turing plants. 

or more of the total county volume is a significant change, because it represents a 
much larger change on the basis of the individual plant volume, particularly in the 
small er plan ts•· 

There is an excessive number of truckers operating in several parts of Houston 
county, particularly the southwestern and northeastern sections, and the competition 
for the farmers' cream is unusually severe. There is considerable overlapping of co
operative and private creamery routes. When it is observed that as many as five 
organizations follow the same road with their trucks and in some cases backtrack on 
that same road, the wastes and high procurement costs of such a system become evident. 
Since the producers' price is the consumers' price minus marketing costs, such expen
sive methods eventually reflect back to the producer in lower butterfat returns. The 
only way to avoid such duplication of services and outside competition is to develop 
greater efficiency in the marketing system within the county. Adjustments that will 
allow for large volume production, full utilization of plant capacity and lowered 
costs are needed. A failure to make readjustments in the county may result in fur
ther competition between cooperatives as well as an expansion of truck routes by out
side organizations, a further reduction in volume of some of the plants now operating 
in the county, a further jeopardizing of efficiency in these plants and a lower net 
price to many of the butterfat producers in the county. 
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Butterfat Buying Policies 
(YI~· 

All ten creameries make settlements on a pool basis. The bi-~y pool is the 
most common and is used by seven creameries. Three use a monthly pool period. Pay
ments are in most cases made three weeks after the close of the pool period, namely 
on the fifth of the month for the first half of the previous month and on the twen
tieth for the last half. Two creameries make payments two weeks after the close of 
the pool period and another two delay payments for a month. One creamery also buys 
for cash at one cent below the contemplated pool price. In another case a creamery 
buys from a cream station which in turn buys for cash. The account at the creamery 
is, however, handled on the regular pool basis. Six creameries made cash advances 
and four did not. Four out of the six made cash advances up to 100 per cent of the 
amount patrons had coming. In one case the amount advanced was determined by the 
secretary and in another case the amount was limited to five or ten dollars. In 
general it seems that the amount of such allowances has been rather arbitrarily de
termined a.epending somewhat upon the security of the individual making the request. 
The general opinion seemed to be that cash advances were burdensome because of the 
extra clerical cost involved, and the necessity of having a larger amount of operat
ing capital. In spite of these objections, however, the opinion was unanimous that 
such procedures were necessary in order to meet competition of other type of buyers 
who were offering these services. 

A problem encountered is that of distributing equitably the cost of operations 
to the product handled in the pool period. The allocation of certain costs such as 
taxes, insurance, management, and depreciation makes this problem even more diffi
cult. In all cases these creameries followed the correct procedure of distributing 
expenses more or less over the period during which the materials and equipment were 
to be used. 

There is considerable lack of uniformity,, however, in methods of determining the 
price to be paid patrons for butterfat. In some cases the average total cost of 
manufacturing a pound of butter the previous year is used as a flat rate for covering 
expenses during the pool period. In other cases this is supplemented by a special 
deduction as a sinking fund. In some cases such expenses are arbitrarily determined 
by the board of directors or by the secretary and operator of the creamery. These 
11 expenses 11 are then deducted from the gross returns to determine the amount available 
to patrons. A serious attempt is being made by most creameries to stay in line with 
the price paid by other cooperative creameries and private buyers, in an attempt to 
meet competition. It is evident that some boards of directors have shaved down the 
so-called "actual expenses" at times, in an attempt to meet the competition. In a 
number of cases no allowance is made for depreciation of buildings and equipment 
while in a few other cases the amount allowed is not equal to the actual depreciation 
incurred. 

The price difference between various grades of cream is in all cases determined 
arbitrarily by the board of directors. In all creameries the price difference be
tween sweet cream and No. 1 is 1 cent per pound. The sweet and No. 1 cream is 
churned separately, both in summer and winter in only three creameries. In another 
case they are churned separately in summer but not in winter. 

Two creameries reported that they were not getting any No. 2 cream. Six cream
eries churned the No. 2 with the No. 1 cream, one sold it to a packer buyer and 
another sent it back with the farmer. Because the majority of the creameries in 
Houston county do not churn the sweet and No, 1 cream separately, and the No. 2 cream 
is mixed in, the quality of cream in one churning varies in those cases from sweet 
cream to No. 2. To the extent that the quality of butter is reduced by such proce
dure, the producer of a higher quality product does not receive full compensation for 
his efforts. 
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MEASUREMENT OF CREA.MERY EFFICIENCY 

Patrons of a cooperative creamery usually measure the general economic effi
ciency of their organization by the price which it pays for butterfat. These pay
ments are not always a reliable measure, however, because some creameries pay their 
patrons more than is warranted by their annual receipts, while others retain consid
erable amounts for capital expansion. The measure of general economic efficiency 
used in this study, therefore, is the net return available for the payment of each 
pound of butterfat handled. This figure, or index of general economic efficiency, 
was determined by taking the actual payments made to farmers for butterfat, adding to 
these payments any cream hauling charges absorbed by the creamery, and then adding 
the net gain (or subtracting the net loss) reported for the year in the adjusted 
operating statement. In this form the index indicates what the creamery could have 
paid per pound of butterfat delivered at the plant without affecting the amount of 
its net worth in either direction. 

What a creamery can pay for butterfat is determined mainly by the efficiency of 
its (a) manufacturing and (b) marketing operations. The most satisfactory measure of 
creamery manufacturing efficiency is the cost of manufacture per pound of butter 
made. The efficiency of the marketing operations of a creamery is reflected by the 
net price received per pound of butter sold. 

MANUFACTURING OPERATIONS 

Labor and Management 

Differences in the manufacturing efficiency of creamery plants depend to a large 
extent upon variations in the administration of labor and management. Labor and 
management costs in Houston county creameries represent 31.6 per cent of all operat
ing costs. In a total operating cost of 2. 801 centE-, the aiTera;ge labor cost of 
these creameries wa~ 0.886 cents per pound of butter made (see Table 6). In 173 co
operative creameries selected from all parts of the state, the average per unit labor 
cost was 0.875 cents, which is only slightly below the average for this county (see 
Table 6). 

There is a considerable variation in the labor costs of individual creameries, 
because of the widely varying conditions under which they operate. In one plant in 
the county these costs were as low as 0.649 cents a pound. In another plant, labor 
costs reached an upper limit of 1.201 cents a pound. 

Some of the more important factors responsible for these labor cost variations 
are: 

1. Differences in the volume of output, 
2. Differences in the a~ount of labor employed and its utilization, 
3. Differences in the rate of wages paid to employees. 

The analysis of the labor costs of these plants shows that the larger volume 
plants tend to have lower per unit labor costs than the plants with the lower volume. 

The average wage (including commissions) paid the operator in this county was 
$1,983. One operator received as little as $1,080 annually, while at the other end 
of the scale one received more than twice that amount in salary and commissions. 
Operator salaries in Houston county conform closely to the average for the state. 
The monthly wage of first helpers ranged from $40.00 to $90.00. 
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Creamery operators in the county are paid according to three principal methods: 

1. The straight salary, 
2. A salary with a commission based on output, 
3. Commission based on output. 

Three operators were paid on a straight salary basis. Five were employed on 
the salary and commission plan, and one on a straight commission basis. The type of 
salary plan used varied considerably; there were no two plants paying their operators 
on exactly the same basis. Only three plants in the county provided their operators 
with butter and cream at no charge. 

Creamery Manufacturing Expense 

Variations in manufacturing expenses, other than labor, account for a large pro
portion of the variation in the total per unit operating costs of the creameries in 
this county. The average of these expenses including such items as packing supplies, 
salt, fuel, power, light, taxes, insurance, and depreciation (see Table 6) is 1.637 
cents per pound of butter made, or 58.4 per cent of total operating costs. The manu
facturing expense of the individual creameries in the county varied from a low of 
0.850 cents per pound to a high of 2.139 cents, a spread of approximately 1.3 cents. 
It will be observed that the per unit manufacturing expense in this county is 
slightly above the average of 1.377 cents a pound in 173 creameries selected from 
all parts of the state (Table 6). 

An important factor accounting for the variation in the manufacturing expense of 
these plants is the difference in their volume of output. Other factors accounting 
for variations in manufacturing expenses were the use made of the various cost 
elements and the prices paid for these items. By examining the various component 
elements of manufacturing expense, some of these variations may be pointed out. 

Supplies--The per unit outlay for packing supplies varied from o. 766 cents to 
0.304 cents per pound. The plants with a large volume of local sales tended to have 
a higher per unit packing expense. Some'of the creameries were ap-parently able to 
effect better purchasing arrangements than others, thereby keeping their supply ex
penses at a low level. Some creameries obtained supplies at lower prices because 
they purchased in quantities, meriting discounts. Some creameries achieved the same 
advantage by pooling their purchases with neighboring creameries. Several creameries 
in the county purchased a large proportion of their supplies through the cooperative 
supply department of the Land O'Lakes organization. 

The kind of container used in shipping butter explains some of the variation in 
packing expense. Two creameries were shipping butter in fiber boxes, one in wire 
baskets, and the remainder in tubs. The per unit package cost of those shipping in 
fiber boxes averaged considerably less than those packaging butter in tubs. 

Fuel, power, light, water, and refrigeration--In the use of fuel, power, and re
frige.ration, the larger volume plants in the county have an advantage over the 
smaller plants. The larger plants generally have an opportunity to utilize their 
fuel and power more effectively than the smaller plants. 

Six of the ten creameries in the county used wood as fuel. Prices paid for 
wood varied from $4.50 tcr $6.00 a cord. In spite of the advantage of local fuel·sup
plies, it will be noted that the per unit fuel costs of plants in this county are 
quite distinctly above an average for 173 plants selected from all parts of the 
state. 
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In contrast to operating practices in other parts of the state, only four of 
the ten creameries in the county used electrical power. Most of the plants used 
steam or Diesel engines to operate their machinery. Although per unit power costs 
appear to be lower in this county than elsewhere in the state, this is largely due 
to failure properly to allocate added fuel costs to power expense. It is significant 
that combined per unit fuel and power cost for the county is higher than for the 
state as a whole (see Table 6). 

Building and equipment expense--Building and equipment expense, including taxes, 
insurance, repairs, and depreciation, represents 16.5 per cent of operating costs in 
this area. These items vary greatly because of differences in volume, cost rates, 
location, size of facilities, and utilization. Such costs are relatively fixed, 
hence the cost per unit decreases rather significantly as volume increases. 

The annual taxes (exclusive of social security taxes) varied from $37.00 per 
plant to $628.00. The average tax per plant was $181.00. The per unit outlay for 
taxes varied from 0.034 cent to 0.151 cent. Per unit personal property and real 
estate taxes in the county are considerably below the average for the state. 

The annual cost of insurance averaged $136.00 per plant. In per unit terms, in
surance expense amounted to 0.048 cent and ranged from 0.021 cent to 0.075 cent. 

All but two of the cooperative crea,,~eries in Houston county were making a pro
vision for the depreciation of their facilities. Creameries are often tempted to 
neglect this intangible expense when pressed by serious competition. Failure to pro
vide for depreciation leads to an understatement of costs and an overstatement of the 
amount earned on each pound of butterfat handled. Creameries neglecting their de
preciation charge should recognize that such a policy amounts to paying out a part of 
the capital to the patrons in higher butterfat prices. Since such a policy gives the 
producer higher butterfat prices than those justified by efficiency of operation, it 
may serve as an unfair competitive device. In order to keep the costs of these 
plants. on a comparable basis in this analysis, an average rate of depreciation was 
taken on the fixed assets of the creameries which had not provided for this item in 
their operating statement. 

The ratio of the pounds of butter made to the investment in fixed assets shows 
that most of the Houston county creameries are making rather effective use of their 
plant facilities. The average ratio for 173 creameries in all parts of the state is 
approxi~fely 18 pounds of butter manufactured per dollar invested in fixed 
assets.~11 The ratios of the various plants in this county are as follows: 5.6, 
9.8, 10.1, 14.9, 23.6, 30.0, 35.4, 37.7, 38.3, and 41.3. Thus only four creameries 
in the county have a ratio below the average of the state. A low ratio indicates 
over-investment in plant facilities relative to the volume of butter manufactured. 
It is generally accompanied by high per unit building and equipment costs. 

General and Administrative Expense 

General and administrative expense consisting of directors' fees, office 
salaries, office supplies, telephone, auditing, advertising and donations amounted to 
0.233 cent per pound, or 8.3 per cent of all operating costs. General and admini
strative expenses varied from 0.104 cent per pound to 0.426 cent. The average outlay 
for this purpose was $652 per creamery. 

Office salaries, amounting to $340 per creamery, represent the largest item in 
this group of expenses, The outlay varied from $120 to $890. These salaries con
sisted mainly of payments to the operator, the bookkeeper, or other association 

(1) See Koller and Jesness, 11Minnesota Cooperative Creameries 11 , Minnesota :Bulletin 
333. 
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Table 6 - Operating Costs of Ten Houston County Creameries Compared with 173 
Creameries Selected from All Parts of the State, 1938 

Items 

Volume (+ps. of butter mfgd.) 

Operating cost items: 

Manufact~ring expense: 

Packing supplies 

General supplies 

Salt 

Fuel 

Power, light, water, refrig. 

Social Security taxes 

Taxes 

Insurance 

Repairs 

Depreciation - buildings 

Depreciation - equipment 

Miscellaneous 

Manufacturing expense total 

Labor and mgt. expense 

General and adminis, expense 

Interest on loans 

Total operating cost 

Houston County Creameries Average 
Your Average Highest Low* of 173 
cream- of 10 cost cost cream-
ery plants plant plant eries 

Av. of 30 
highest 
ret~rn 

crefimeri es 

280,125 416,114 252,333 394,066 554,997 ---

---

(cents per 1 b. of butter mad.e) 
0.452 0.304 0.396 0.355 0.328 

.239 .317 .099 

.038 .027 .050 

.260 .409 .132 

.115 .202 .079 

.056 .036 .041 

.065 .151 .034 

.048 .067 .060 

.104 .122 ,014 

.085 .158 .159 

.160 .346 .099 

.015 

1.637 2.139 1.163 

.886 .803 .904 

.233 .287 .213 

.045 .144 

2.801 3.373 2.280 

.173 

.032 

.171 

.138 

.045 

.095 

.042 

.086 

.080 

.148 

.012 

1.377 

.875 

.274 

.025 

2.551 

.161 

.033 

.155 

.081 

.032 

.083 

.073 

.119 

.024 

1.257 

.752 

.233 

.027 

2.269 

*Figures of next to the lowest cost plant were used, because figures of the lowest 
cost plant were not comparable in all respects. 

officials for their services in keeping the accounts ,and records of the association. 
The outlay for bookkeeping varied with the number of patrons served, the volume of 
local sales, the amount of sideline sales, and the detail with which the fundamental 
accounting records were kept. The association secretary kept the books in seven 
creameries, the operator in one, and a regular bookkeeper in two. 
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A study of the accounting systems in this group of creameries revealed a con
siderable need for improvement if the records are to serve as an effective tool in 
increasing the efficiency of operations and the net returns paid the farmers. At 
least seven of the ten creameries had not adopted a complete double entry system. A 
complete monthly operating statement is a minimum accounting necessity in any busi
ness. However, only three plants in the county reported keeping monthly operating 
statements. Since the average outlay for record-keeping purposes in this county is 
below the state average, the creameries in this area could well afford to pay more 
for the services of someone well-trained and proficient in this line. 

Only two creameries in the county have their books audited regularly by profes
sional auditors. Six more plants reported periodic audits by members of the board 
of directors or other local people. Two plants reported no audits. The outla;y for 
a reliable audit is generally considered as an investment paying large dividends by 
every successful organization in any line of business. An audit is not merely a 
check on the honesty of creamery officials; its most important value is the aid which 
it provides to those responsible for the management of the business. Some auditing 
services offer an excellent analytical service with their audits which creamery of
ficials in various parts of the state claim has saved their associations hundreds of 
dollars. Since the audit outlay in this county is less than half of that for the 
state as a whole, the plants here could, with advantage, consider the adoption of 
this improvement. 

Interest on Loans 

Because of the strong financial position of most of the creameries in the 
county, interest payments amounted to only 0.045 cent a pound, or 1.6 per cent of 
total operating costs. The per unit interest charge varied from zero in six plants 
free of debt to 0.209 cent a pound in one plant having a considerable debt. 

Total Costs 

The total operating cost in this group of plants is 2.801 cents a pound (see 
Table 6). The range in the total costs of these nine creameries is as follows from 
low to high: 2.043, 2.280, 2.456, 2.626, 2.817, 2.867, 2.968, 3.009, 3.338, and 
3.373 cents per pound. 

The 1938 total per unit operating cost of the creameries in Houston county ex
ceeds the average cost of 2.551 cents of 173 creameries selected from all parts of 
the state by one-fourth cent per pound. The average cost of the 30 highest return 
creameries selected from the aforementioned group of 173 plants is considerably below 
the average for the county. One of the principal explanations of the higher costs of 
operation in this area is the lower average volume of output. The Houston county 
plants manufactured an average of 280,125 pounds of butter in 1938 as compared with 
394,066 pounds for the 173 plants and 554,997 pounds for the 30 highest return or 
most efficient plants. 

MARlGllTING OPERATIONS 

The efficiency with which creameries market their butter is reflected in the net 
price received. The average price received by those ten creameries for all butter 
sold in 1938 was 26.185 cents a pound. This compares with an average price of 
26.447 cents received by 173 plants in all parts of the state, and an average price 
of 27.060 cents received by the 30 plants showing the highest average return for 
butterfat. Average net prices received for butter by individual creameries in the 
county during 1938 ranged from high to low as follows: 26.853, 26.641, 26.309, 
26.306, 26.254, 26.140, 26.049, 25.997, 25.696, and 25.652 cents per pound. It will 
be observed that only two creameries had butter prices exceeding the average of 173 
plants in all parts of the state. 
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Some of the more important factors giving rise to these variations in butter 
prices are: Differences in (1) the volume of output; (2) markets in which butter is 
sold; (3) transportation costs; (4) sales outlets; (5) methods of packaging; (6) kind 
of butter; (7) quality of butter; and (8) variation in seasonal production. 

Effect of Volume of Output on Price 

For the state as a whole larger volume plants tend to receive higher prices for 
butter sold. In this county fact.ors other than volume ap-parently had a more impor
tant influence on prices received for butter since the largest plants did not re
ceive the highest prices. 

Effect of Market Outlets on Price 

Some variations in price received for butter may be explained by differences in 
th~ markets in which it is sold. According to Table 7, these creameries sold 5.7 per 
cent of the butter to their patrons, 16.2 per cent to other local customers, and 
78.1 per cent was shipped. 

Table 7 - Total Butter Sales of Ten Houston County Creameries, 1938 

Market 

Patron 
Local 
Shipped 

Value 

$44,652 
124,060 
565,621· 

$734,333 

Pounds 

161., 528 
453,618 

2,189,338 
°2,""804' 484 

Q;uantities 
Per cent 

5.7 
16.2 
78.l 

100.0 

Butter sold locally--Creameries generally obtain a considerable price advantage 
in selling butter locally •. From Table 8 it may be seen that Houston county cream
eries obtained about on.e and one-half cents more per pound on local sales than 
shipped sales. By selling locally, freight charges and other selling charges in
volved in shipping butter may be avoided. The average price received by each cream
ery for butter sold locally each month during 1938 and 1939 is shown in Appendix A. 

The proportion of butter sold to local customers other than patrons varied from 
no such sales in two plants to 18 and 67 per cent respectively in two other plants 
which were selling large amounts of butter in the nearby LaCrosse retail market. 
Four of the plants sold more than 10 per cent of their butter output in local mar
kets. 

Butter sales to patrons--According to Table 8 there was an average advantage of 
1.809 cents a pound in selling butter to patrons as compared with that obtained by 
shipping. It will be observed that the creameries in this county also received a 
higher average return on their patron butter sales than on other local sales. 

Shipped sales--Since the largest proportion of butter in all but one of the 
creameries in the county is shipped, it is variation in this portion of the sales 
which largely determined the net price received on all butter. Average net receipts 
from butter shipped by creameries in the county during 1938 varied from high to low 
as follows: 26.856, 26.119, 26.028~ 26.002, 25.952, 25.830, 25.819, 25.671, 25.383, 
and 25.102 cents a pound. 

It will be observed that only one creamery in the county received an average net 
price on butter shipped which exceeded the average net price of 26.258 cents per 
pound received for butter shipped by 173 creameries selected from all parts of the 
state. The creameries of the county should ane.lyze this matter in greater detail in 
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Table 8 - Sales of 
Selected 

Ten Houston County Creameries Compared with 173 Creameries 
from All Parts of the State, 1938 

Item 

Butter sales: 

Volume of butter sales (lbs.): 

Shipped sales 

Local sales 

Patron sales 

All butter sales 

Price received (cts. per lb.): 

Shipped sales 

Local sales 

Patron sales 

All butter sales 

Other product sales: 

Milk and cream sales (in$) 

Buttermilk sales (liquid and 
dried) (in $) 

Houston County Creameries Average 
Your Average of 173 
cream- of 10 High 

plant 
Low cream--

Av. of 30 
highest 
return 

ery plants plant eries creameries 

218,934 439,553 100,927 340,373 474,205 

45,362 250,900 none 28,062 46,333 

16,153 28,448 7,491 25,543 33,978 

280,449 556,120 117,055 393,978 554,516 

25.835 26.856 25.102 26.258 26.915 

27.349 28.431 26.911 27.865 28.064 

27.644 28.578 27.158 27.417 27.700 

26.185 26.853 25.652 26.447 27.060 

$ 123 $1,186 none $4,166 $5,072 

$ 749 $2,694 $ 140 $ 867 $1,475 

order to determine the factors responsible for this situation. Factors such as 
methods of quoting prices on butter, transportation charges, quality of butter, and 
sales outlets should be studied in order to effect further improvement. 

Fiv?. creameries shipped their butter to Chicago markets, including f~ur to H. C. 
Christians Company, and one to c. H. Weaver Company. Two creameries sold to Land 
O'Lakes Creameries, two to Swift and Company, and one to the National Butter Company. 

There is still ample opportunity for the improvement of the quality of Houston 
c~unty butter. Relatively small proportions of butter were sold on a 93-score basis. 

The average monthly prices received for butter shipped by the various creameries 
during 1938 and 1939 is shown in Appendix B. Appendix C shows the monthly variation 
in the average price received from the sale of all butter by the various plants. 

By-Product Sales 

The income derived from the sale of butter was supplemented in varying amounts 
by the sale of buttermilk. The average income per year from this source was $749 for 
each creamery as compared with an average of $867 obtained from this source by plants 
all over the state. All but one creamery in this county were selling the largest 
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proportion of their buttermilk to local farmers at prices varying from 20 cents to 
56 cents per barrel. One plant had facilities for drying this product. Most of the 
plants have too small a quantity of buttermilk to warrant the installation of expen
sive drying equipment. An arrangement by which several plants in the area combined 
their product for drying would be a sound procedure, if dried buttermilk prices 
reached a level to warrant installation of additional equipment of this kind. 

Sideline Enterprises 

Compared with creameries in many areas, particularly in the western part of the 
state, the Houston county plants have a very small volu..~e of sideline business. 
Since most of the plants are located in small communities, even the market milk and 
cream sales are small, averaging $123 per plant in 1938 as compared with an average 
of $4,166 for plants representative of all parts of the state. 

Three plants handled no sidelines whatsoever. The other seven plants handled 
some cheese and dairy supplies primarily as an accommodation to their patrons and not 
in order to supplement their net income. 

RETURNS AVAILABLE OH BUTTERFAT HANDLED 

Variations in the efficiency with which these creameries have conducted their 
manufacturing and marketing operations are reflected in the net returns available on 
each pound of butterfat handled. The average net return of the Houston county plants 
in 1938 was 29.298 cents per pound of butterfat. The butterfat returns of this group 
of plants arranged from high to low is as follows: 29.881, 29.861, 29.790, 29.661, 
29.507, 28.960, 28.858 1 28.767, 28.753, and 28.606 cents per pound• The difference 
in the returns of the highest and lowest plant in the county is 1.275 cents a pound. 

Appendix D shows the monthly variations in the prices paid for sweet cream but
terfat by the various creameries in the county. The average price paid for all but
terfat received by these creameries is shown by months in Appendix E. 

The average butterfat return of 29.298 cents a pound for the Houston county 
creameries may be compared with the average return of 30.164 cents a pound for 173 
plants selected from all parts of the state. It will be observed that none of the 
creameries in the county had butterfat returns in excess of this average. The aver
age return for butterfat of the 30 highest return plants in the aforementioned group 
of 173 was 31.642 cents a pound. The average butterfat return of all the creameries 
in Houston county was about two and one-third cents a pound below that of this group 
of highly efficient plants. These comparisons further emphasize the necessity of im
proving the manufacturing and marketing operations in this area. It is apparent that 
the butterfat receipts of farmers in this county could be increased considerably by 
changes and improvements in creamery operations. 

CONCLUSIONS AND SUGGESTIOUS 

This study has revealed that the cooperative creamery industry of Houston county 
is confronted with changes and economic problems common to the industry in other 
parts of Minnesota. In several instances it was indicated that the problems of 
creameries in this area are greater than elsewhere. Probably the problems confronted 
are greater because the affected creameries have made relatively less progress in ad
justing their organizations and operations to the important developments which the 
industry has experienced in recent years. 

Manufacturing Operations 

The wide variation in ouerating efficiency of these plants suggests that much 
ca.n be gained through improved plant operations, The principal obstacle to better 
manufacturing operations and lower per unit costs is that the volume of output of 
most of the plants is insufficient for the most effective use of the buttermaking 
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facil it i es. The only permanent solution of this problem is the consolidation of the 
smaller plants. To make this change as painless as possible, it would be well to 
consolidate those plants first which are nearly depreciated and which could not be 
replaced except at great cost to butterfat producers in the area. Certainly no 
plants should be replaced or large expendi tu.res made for equipment without first giv
ing careful consideration to the advisabil:.ty of consolidating some of the existing 
units. With (four or five) less plants serving tbis a.res., plant costs could be con-
siderably reduced. :Beside the advantage .n· efficiency, larger plants could obtain 
the advantage of flexibility in the manufaeture of more than one product and the op
portunity for the further use of by-products. With more efficient plant operations 
the remaining creameriee in the county would find less competition from dairy plants 
entering the area from long distances for their butterfat supplies. 

A large share of the success of a creamery depends upon the efficiency of the 
operator-manager. Rapidly changing technological developments in the industry and 
increasingly complex business problems demand that cooperative boards empl0y only men 
of superior ability and training to manage their plants. Operators and o~her 
employees should pariodically be required to supplement their training in order that 
the plant may benefit from the adoption of latest developments in the industry. 

The creameries of this county have not exhausted the economies to be derived 
from more effective purchasing arrangements. By working together in purchase pools, 
and otherwise, the costs of various supplies and services could be reduced further. 

Reliable accounting and statistical information is indispensable in efficient 
plant management. It must be re-emphasized that most of the plants in the county 
could effect important economies by adopting the recommended uniform accounting sys
tem for Minnesota creameries. 

Marketing Operations 

The fact that most Houston county creameries are netting less than the average 
plant in the state on their butter, and especially on the portion which is shipped, 
suggests the urgent need for improvement in this direction. Each step in the market
ing process should receive careful analysis with the aim of correcting defects. 
Q;u.ality of product can be further improved. Transportation charges may be reduced. 
Sales outlets might be asked to cooperate in reducing butter marketing margins. 

Some marketing gains may also be obtained from the reduction of the number of 
plants serving the area. Various analyses of butter marketing show that the larger 
plants enjoy an advantage in selling their products. 

Membership Relations 

With the improvement in highways and transportation facilities, butterfat produ
cers have had opened to them several alternative outlets for their products. Attrac
tive prices and a wide variety of service inducements have frequently been offered to 
wean patrons from their cooperatives. Through sheer indifferance and sometimes 
through failure to operate efficiently, many cooperative creameries have lost patron 
members to other plants in their area. This study shows that most of the creameries 
of Houston county confront difficult membership problems. 

To solve the membership problem and thereby strengthen the cooperative status of 
their organizations, cooperative associations should make and follow definite ple.ns 
to keep the ownership of stock or membershi·p as nearly as possible in the hands of 
patrons. Patrons should be encouraged to "be:~omA !llembers, and membership should be 
made reasonably easy to acquire. Patrons who b2.come stockholders in their coopera
tive tend to tal{e a greater interest in the welfare of the organization. 

If the cooperative creameries of this county and throughout the state are to ad
just their organization and operations successfully and quickly to the ever-changing 
conditions in the industry, the understanding and suppcrt of well-informed members 
and creamery officials are necessary, It is of increasing importance that officers 
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and members alike are kept informed concerning the economic problems facing the in-
dustry and t~e specific business operations of their association. A sound education-
al program, informational literature, periodic accounting reports, and statistical 
comparisons are a vital necessity to the cooperative association seeking to maintain 
a position of leadership in the area it serves', 

Appendix A - Prices Received for Local Butter - Houston County 
1938-39 

Month No.4 No.8 No.3 No.9 No.7 No.2 No.10 No.6 lifo. 5 

1938 

Jan. 33~67 31.73 34,90 33.04 36.83 33.86 32.22 32.00 34.00 

Feb. 31.43 37.02 32.52 30.81 34.96 31.48 30.04 28.69 30.00 

Mar. 30.87 27.28 31.64 28.l.8 32.47 30.48 29.28 28.38 29.50 

Apr. 28,21 30.14 28.86 27.30 31.00 28.34 26.19 28.00 25~00 

May 26.98 24.35 26.94 26.62 28.24 26.46 25.64 23.83 24~41 

June 26.67 26.17 26.54 25.67 27.00 26.04 24.87 26.00 25\f OO 

July 26.88 25.68 26.75 25.72 26.00 26.04 25.28 27.00 27.00 

Aug, 26.91 25.94 26.71 25 •. 19 27.55 26.03 25.41 27.00 27.00 

Sept~ 26:44 25.38 26.70 25.~5·9 26.22 26.0'5 25. ofi 2'1!.GO 3''1'.'50 

Oct. 26.39 26.15 26.71 25.47 26.35 26.03 25.46 2'7.00 28.00 

Nov. 26.71 27.76 28.02 2?;14 27.27 26.47 26.61 27.50 29.00 

Dec. 28.08 26.62 28.33 27.41 27.'32 27.80 27.17 27.50 28.50 

1939 

Jan. 26,37 26.50 27.31 26.32 25.09 26.63 25.9 28 28 

Feb. 26,35 27.71 26.28 26.00 25.75 26.61 25.81 28 27.37 

Mar. 24.26 26.15 24.10 23.18 25~00 24.15 23.69 25 24 

Apr. 22.53 24.35 22.96 21.19 23.91 23.16 21~83 24 23 

May 23.37 23.73 23.83 22.86 23.27 23.16 22.91 25 24 

June 21.95 26.34 24.30 23.47 23.50 24.11 23.84 24 24e90 

July 23.73 24,47 24.22 23.28 23.50 24.05 23,18 24 24.90 

Aug. 24.03 25,04 24.78 23.95 24.27 24.04 23.41 25 25 
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Appendix B - Prices Received for Butter Shipped - Houston County - 1938-39 

Month No.4 No.a No.3 No,9· No.7 No.2 No.10 No.6 No.5 

1938 

Jan. 30.98 31.81 32.46 31.09 32.19 31.90 32.54 32.00 31.40 

Feb. 28.44 28.63 29.73 28.11 29.30 29.21 29.00 28.65 29.40 

March 27.65 27.97 29.07 28.55 28.45 28.46 28.68 28.38 28.10 

Apr. 24.25 25.14 26.34 25.96 24.99 25.92 25.47 25.63 25.20 

May 23,34 24.36 25.25 24.58 24.54 24.85 25.21 25.23 24.41 

June 23.48 24.49 25.05 24.43 26.10 24.96 24.85 25.00 24.79 

July 23.57 24.15 24.85 24.52 24.50 24.98 24.82 25.00 24.60 

Aug. 23.41 24.09 24.67 26.50 24.50 24.86 24.72 24.75 24.63 

Sept. 23.53 24.00 24.70 24.38 24.50 25.32 24.71 24.75 24,90 

Oct. 23.85 24.00 24.77 24.12 25.00 25.08 24.70 24.75 24.73 

Nov. 26.22 25.37 26.60 25.46 25.67 26.98 None 26.12 26.20 

Dec. 25.21 26.03 26.64 26.36 26.90 27.80 None 26,50 25.73 

1939 

Jan. 24.12 24.35 24.95 25.35 25.00 24.98 24.93 24.28 

Feb. 24.12 24.25 24.96 23.32 22.22 24.93 24.94 24.62 

Mar. 21.34 22.64 22.70 22.30 21.16 21.82 23.43 22.93 22.00 

Apr. 21.14 20.58 21.20 20.81 21.50 21.60 21.23 20.69 21.25 

May 21.57 21.57 22.70 21.86 22.90 23.06 22.99 22.62 22.40 

June 21.38 22.16 23.26 . 22.50 22.6 23.04 23.29 23.19 23.10 

July 22.36 22.07 22.90 22.09 23.07 22.64 23.16 22.86 22.71 

Aug. 22.33 22.32 23.12 22.45 24.1 23.31 • 22. 73 23.20 22.so 
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Appendix 0 - Prices Received for Ail Butter - Houston County - 1938-39 

Month No.4 No.a No.3 No.9 No.7 No.2 No.10 No.6 lfo.5 

1938 

Jan. 31.72 29.51 32.82 32.10 32.28 31.16 32.28 32.00 31.63 

Feb. 29.16 29.51 30.00 28.53 29.5 29.51 30.11 28.64 29.23 

Mar. 28.21 27.88 29.40 28.56 28.59 28.69 29.11 28.37 28.25 

Apr. 24.80 25.72 26.61 26.16 25.19 27.47 26.30 26.23 25.23 

May 23.72 24.36 25.36 24.79 24.66 24.98 26.96 25.02 24.50 

June 23.87 24.49 25.16 24.58 26.12 25.05 24.89 25.16 24.80 

July 24.06 23.94 25.02 24.69 24.54 25.08 25.69 25.37 24.73 

Aug. 24.00 24.30 25.02 24.66 24.70 24.99 25.15 25.13 24.86 

Sept. 24.32 24.20 24.92 24.58 24.65 25.42 25.55 25.31 25.07 

Oct. 24.68 24.32 24.97 24.67 25.12 25.23 25.44 25.33 25.00 

Nov. 26.44 25.75 26.85 25.82 25.90 26.89 26.61 26.61 26.40 

Dec. 26.45 26.03 26.91 26.92 26.25 26.35 27.17 25.58 25.93 

1939 

Jan. 25.00 24.66 25.30 25.61 25.00 25.28 25.91 25.82 25.04 

Feb. 24.92 24.14 25.18 23.98 22.44 25.20 25.81 25.69 24.76 

Mar. 22.32 22.74 22.93 22.51 21.59 22.14 23.69 23.30 22.10 

Apr. 21.61 21.12 21.46 20.87 21.68 21.80 21.70 21.32 21.38 

May 21.96 21.89 22.83 21.93 22.93 23.07 22.96 22.92 22.53 

June 21.94 22.56 23.35 22.64 22.62 23.13 23.60 23.28 23.22 

July 22.48 22.26 23.15 22.28 23.26 22.81 23.18 23.05 22.83 

Aug. 23.00 22.66 20.18 22.71 24.18 23.40 23.37 23.52 23.00 
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Appendix D - Prices Paid for Sweet Cream Butterfat - Houston County - 1938-39 

Month No,4 No.8 No.3· No.9 No.7 No.2 lfo .10 No.6 No.5 

1938 

Jan. 34,08 36 36.24 35.47 34.67 36.43 37.57 37.00 34 

Feb. 31.50 33 34.00 32.99 31.45 33.49 33.49 32.75 32 

Mar. 30.0b 31 33.25 31.00 29.79 31.99 33.00 31.00 31.5 

Apr. 26.00 30 30.28 29.00 26.85 30.10 29.51 28.50 27 

May 25.00 27 28.11 28.00 26.24 27.93 28.46 28.25 26.5 

June 25.00 27 27.75 27.00 25.50 28.42 27,40 28.25 27 

July 25.25 27 28.00 27.00 25.35 27.99 29.00 28.25 27 

Aug. 25.25 27 28.00 27.84 25.16 27.99 28,49 28.25 27 

Sept. 24.50 27 28.00 27.43 25.23 27.99 29.00 28.25 27.6 

Oct. 25.75 27 28.00 27.00 25.26 28.60 28.51 28.25 28 

Nov, 27.50 28 30.09 28.17 26.19 29.53 30.00 28.25 29 

De,c. 27.50 29 29.42 29 .. 00 26.39 28.43 29.54 29.00 28.A 

1939 

Jan. 26 27.87 29 28.42 25.66 27.43 28 28.25 28 

Feb. 25,75 24.25 27.47 27 -24. 76 28 28 28.25 27 

Mar. 22.75 26 24.86 24 22.41 24.46 26 25.25 24 

Apr. 21.75 23 24.04 22 21.35 23.99 24.49 23.75 23 

May 22.25 25 25.20 23.6 22 25.46 25.41 24.25 24 

June 22 25 25.69 25 22.7 25.46 26 25.50 25 

July 22.75 25 25.47 24 22.3 25.00 26 25.00 25 

Aug. 23.25 25 26.27 24 26 26.52 26 25.50 25.50 
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Appendix E - Prices Paid for All Butterfat - Houston County - 1938-39 

Month No~t1 lfo. 8 1'To.3 No.9 No.7 £.To. 2 No.10 Ho.6 No.5 

1938 

Jan. 34.43 35.99 36.20 35.23 34.66 36.36 37.56 36.49 34 

Feb. 31.39 33 33.94 32,96 31.44 33.36 33.41 32.25 32 

Mar. 29.79 30.97 32.91 30.59 29.79 31.87 32.89 30~85 31.5 

Apr. 25.76 29.97 29.59 28.45 26.85 29.86 29.35 28.23 26,93 

May 24.64 26.95 27.48 27.30 26.24 27.64 28.21 27.92 26.31 

June 24.62 26.94 27.04 26.12 25.50 28.06 27.04 27.67 27.00 

July 24.82 26.90 27.16 25.97 25.35 27.42 28.45 27.57 26.50 

Aug. 24.79 26.93 27.13 26.50 25.16 27.35 27.89 27.50 26.44 

Sept. 24.92 26.92 27.19 26.68 25.23 27.43 28.53 27.54 27.06 

Oct. 25.33 26.94 27,29 26.17 25.26 28.10 28.22 27.72 27,72 

Nov. 27.31 27.99 29.31 27.54 26.19 29.28 29.85 29.01 28.90 

Dec. 27.42 28.99 29.27 28.75 26.39 28.37 29.52 28.88 28.39 

1939 

Jan. 25.89 27.86 28.89 28.16 25.66 27.36 27.99 28.14 27.98 

Feb. 25.67 28.00 27.38 26.82 24.76 27.95 27.99 28.21 26.97 

Mar. 22.54 25.99 24.62 23.66 22.41 24.36 25.93 25.11 23.96 

Apr. 21 .. 51 23.00 23.83 21.58 21.35 23.85 24.36 23.62 22.94 

May 21.78 24.97 24.63 22.89 22 25.19 25.23 23.94 23.84 

June 21.66 24.94 24, .• 82 24.17 22.7 24.99 25.53 24.94 24.67 

July 22.37 24,90 24.56 23.22 22.3 24-.47 25.46 24.31 24.53 

Aug. 22.89 24.92 25.41 23.18 26 25.97 25.43 24.77 25.06 
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