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UNITED STATES DEPARTMENT OF AGRICULTURE 
see FARM SECURITY ADMINISTRATION 

Cincinnati ihre 

. September 19, 194e 

To: All Revional Directors Subject: Some Practical Aspects 
of Cooperatives 

pte hin ee i, my Q 

The attached booklet represents a contribution by Malvin L. Ross,/a mem~ 
ber of the staff in the Cooperative Division. -to bé considered 

as an FSA Instruction or as affecting in any way existing FSA procedure. 
This booklet is intended for use as educational reading material, since 

it treats of practical problems encountered in the organization and oper- 
ation of cooperatives. It should be particularly valuable to FSA borrower 
associations whose members usually have had little or no previous experi- 
ence with the business aspects of cooperative associations. 

The writer prepared this booklet in connection with some educational work 
he was doing, and it contains some valuable information in-the field of 
cooperative finance, management, and accounting. 

If you feel that this booklet should be placed in the hands of District 
and County RR Supervisors as a handy guide or reference material to sup- 
plement the Supervisors! Guide for Commmity and Cooperative Services, 
it is suggested that each Regional Office submit a request for an addi- 
tional supply to the Cooperative Division in the Central Office. 

Sincerely yours, 

KGG? te Tah 

Karl J. Magleby 
Assistant Director 
Cooperative Division 
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To those individuals who have recently become 

imbued with the cooperative vision and are now 

traveling the hard road toward the practical 
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FOREWORD 

The fascinating story of cooperatives has been expounded 
in many volumes, volumes that recount the tale of the struggle of 

the Rochdale pioneers to become established and that trace the 
growth of the movement in all parts of the world. Most of these 
discussions are concerned with a rendering either of the history 
or the philosophy of the movement. Few answer the practical pro- 

blems that cooperatives are certain to encounter. Problems such 
as what type of capital structure should be set up, how can more 

capital be raised, credit policies and distribution of dividends. 

It should be remembered that a cooperative is a form of 
business enterprise and consequently must observe all the principles 
that guide such organizations. But the cooperative is more than 
a business. If run properly, it offers to its members the oppor- 

tunity of democratic control. Every member is entitled to an 
equal voice in the management of his cooperative regardless of 
the extent of his financial interest. Further, the cooperative 

may offer a service to the community that a private business 

would disdain to perform because it was not profitable. 

1 Unless, democratic control, altruistic service, and 

other guiding principles of cooperatives are observed, it would 
seem unnecessary to establish a cooperative. It is much simpler 

to organize a private business and to start it functioning than 

to coordinate the thinking of 10 to 200 individuals or more and 
get them to agree on a plan of action. 

In the pages that follow, the writer has taken the 
financial or practical viewpoint in the various discussions. 
There has been an attempt, however, to temper the material view- 

point with cooperative philosophy. 



SECTION I 

SPECIAL APPLICATION OF FINANCIAL STATEMENTS TO 

COOPERATIVES . . 

Management 

In a paper of this type, it should not be necessary 
to delve deeply into the practical value of financial state- 

ments. Much of such information has been expounded fully in 
many standard texts or manuals on financial organization and 

management and it is desired here to present only facts and, 
sometimes, views that have been acquired through an intensive 

survey in the field of cooperatives. Whonever a statement is 
prescnted in this thesis that one might argue could be found in 
some published text, the writer will plead guilty on the grounds 

of necessity. That is, necessity, because of the desire to 

stress some particular relationship or to emphasize a fact. 

Financial statements are ce "must" in any well organized 
business of any size whatsoever. The-larger the organization, 

the greater the need for more claborate and more detailed state- 

ments. Closely aligned with this "must" is a second, end just 
as important a "mst" - adequately trained individuals who can 
interpret these statements. Of course, it is obvious that 
proper records must be kept in order to form a basis for these 
financial statcments. 

Most business today is out of the hands of the 
personally controlled orgenization with the owner familiar 
with the most minute details of all phases cf operation. The 
trend today is toward specialization and concentration, and 

the capable exccutive must be able to manage and guide his 

organization through the medium of reports. 

Cooperatives are largely in this type of management 
class. While many of the cooperatives start out in a small way, 
and usually never grow to any extent, they may expand and become 

a very definite factor to be considered in the competitive 

field if they are well managed and supported by their members. 

Since the managoment is never the entire ovner, financial 
statcments have the same importance in a cooperative that they 

have in a corporation. The management is, in a measure, ful- 

filling a trust, a responsibility placed in their hends that 

they must administer as faithfully as though they were handling 
their own wealth. 

- 2 



The two factors most responsible for a cooperative's 
success or failure are management and patronage. Since coop= 
eratives are relatively a new field in America and since many 
of the pcople who organize them have little or no knowledge 

of business practices, the mortality rate in the movement has 
been high. Cooperatives, to succeed, must follow all the 

precepts of good business management. Merely to have the 

general support and approval of the community is not suffi- 
cient. Poor management can run the best organized and sup- 
ported cooperative into the ground within a few years. 

That is why a management must be obtained that 
understands the value of financial reports and can intelli- 
gently interpret them to the. best advantage. With reports it 

ean check the resultof the practices that it has been following 
during the previous period and make necessary readjustments for 

the ensuing. period. Has there been an extension of too much 
credit? Is the inventory getting out of hand? Is the associa- 
tion still undercapitalized? Is it advisable to recommend the 
declaration of a dividend at this time? Are expenses being 
kept in-line? 

How does the profit percentages compare with previous 

periods and with concerns engaged in the same line of activity? 

How do operations compare to the budget established for the 
period? The answers to all these questions and many similar 

ones must be obtained by the manegement if it is to function 
properly. A management without proper financial statements 

or the ability to adequately interpret those statements my be 

compared to a blind man faltering down a strange street beset 

with many pitfalls. 

Investors or sharehclders 

There is a strong distinction between an investor or 
shareholder in a cooperative and the same type of individual 
in a corporation. The majority of investors in corporations 
are interested principally in returns and profits. They have 
purchased stocks or bonds in that corporation solely because 

they believed that such were good investments, and, as long 
as the corporation's profits were earned in the popular legiti- 
mate sense, gave no further thought to the practices that the 

corporation may have followed in order to achieve that aim. 

An investor and particularly a shareholder in a 
cooperative is imbued with an entirely different cbjective. 
There are several basic distinctions between this individual 

and his contemporary in the corporation. He does more than 
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just invest in the cooperative, he also deals with it in a 

business sense; he is a patron; end he expects that organi- 

zation to render him some material service. .He is curious 
as to just how that cooperative is functioning because to 

him cooperatives are more than just a means of business, 

they are a way of living. 

There is no limitation placed on ownership of 

shares in a cooperative except that a member can not own 

more than a certain percentage of the total, usually not 
more than 10%. This limitation is superfluous because few 
individuals with o profit motive put money in a cooperative 
as investment. Interest on shares is limited to some nomi- 
nal amount, ranging from 5 to 8%, and no mettor how many 

shares are owned by a single individual, he is allowed only 
one vote.. The shares are purchased without any speculative 

intent because the association will offer to buy back any 

share at par or will sell’shares at par. The cooperative foll- 
ows the principle of open membership and will sell shares to 
any individual that mects its membership requirements. A so-= 

called "closed corporation” could never exist in a true cocp= 
erative. 

For those reasons the member should take an active 
interest in the affairs of a good ccoperative. +-After all, 
it is handling his produce or merchandise and his liveli- 

hood or success as an individual may depend entirely on its 

successful operation. In order to follow the cooperative's 

financial affairs intimately, it is necessary for him to be 
able to read and interpret correctly the coopcrative's finan- 

cial statements. 

Cooperative members arc hampered in this respect 
because many of them lack the required training to correctly 

interpret these statements. But they must master this knowledge 
if they are to effectively control and exercise sound judgment 

relative to the cooperative's operations. Toward this end, 

cooperatives annually set aside a portion of their earnings 

in an “educational fund". Now of course, all of that fund 
is not used to just train the members to read financial state- 

ments. A good portion of it is used to attract new members, 
train current members jn cooperative principles and their 
application ctc. However some of tho fund is applied toward 

training the mombers to analyze their statements in order 

thet they may become better members. 

As an educational device, some cocperatives have 
also attempted to simplify the conventional statement form 



° 

Pye 

to make it more readily understandable by the average member. 
In the appendix is included a type of simplified statement 
that has been designed with this end in view. Your attention 
is called to the absence of technical accounting terms and 
the substitution of common explanatory phrases. It is thought 
that these simple statements could be distributed for the 

members informetion but that the. technical and more detailed 

statement would be.made up for the information of the manage- 
ment and other interested parties. 

———s < 
Government - tax purposes 

Cooperatives enjoy an enviable position under the 
federal income tax law, capital stock tax law and under simi- 

lar laws in the various states in which they are organized 
or operate. The federal government as well as the state 
governments have recognized the practical value of coopera-= 

tives and their principles and have generally ruled that 

associations operating under such principles are exempt from 
various types of taxation. In this manner, the federal 

government and the various state governments have encouraged 

the further growth of this type of orgmization. 

The basis for this ruling in most cases is that the 
cooperative is organized on a non-profit basis. 

In order to obtain the various tax exemptions, the 
cooperative must apply to the Collector of Internal Revenue 
who will adjudicate the individual case. The basis for de- 
termining exemption consists of an examination of the asso- 

ciation's Articles of Incorporation, By-laws and also its 
financial statements. The financial statements are examined 
to learn the disposition of the association's earnings. If 
the earnings represented a sizeable: amount of the capital 

investment and were transferred in toto to a reserve account 

without crediting the members' or patrons account with a 

proportionate share of the earnings, the decision is likely 

to be adverse. The federal government does not disapprove of 

reserves, but it stands on the ground that if the association 

is organized on a non-profit basis, the profits or excess 

earnings must be either distributed to the members or. credited 

to their accounts. The state taxing authorities will generally 
follow the federal governments decision in the case. 

Needless to say, after the Collector of Internal 
Revenue has rendered a favorable decision, he has the peroga- 



tive to examine subsequent statements of the cooperative in 

order to make sure that they are still complying with the © 

requirements of their exemption. 

Creditors 

Creditors of a cooperative do not differ to any 
degree from the creditors of a corporation or any other form 

of business. They are usually divided into two classes, namely 

short term creditors and long term creditors. 

Short term creditors consist generally of other 
businesses that sell their merchandise on credit. Coopera~ 

tives strive to eliminate this type of creditor by buying for 

cash and thereby also taking advantage of cash discounts. 
The short term creditor would want a statement from the coopera- 

tive to ascertain its current position - he is interested in 
determining its possibilities of paying for the merchandise 

4n as short a period as possible. 

Long term creditors generally loan money for 
the purchase of fixed assets or working capital and in turn 
will take a mortgate on as much of the fixed assets as they 
can. Since cooperatives try to remain in as liquid a position 
as possible, they would naturally seek to avoid incurring any 

fixed debt or would try to liquidate any fixed debt as soon 
ag their earnings would permit. 

Long term creditors, who also might, in a sense be 
termed investors would want to know all the pertinent facts 

relative to the cooperative that could only be furnished by 

a financial statement. 



SECTION II 

CAPITAL STRUCTURE OF COOPERATIVES 

Equities 

The term “Equities” as used in cooperative’ accounting 
will generally signify the same thing that Net Worth signifies 
An corporate accounting. An attempt is made in using the term 
"Equity" to get away from the accumlated profit idea suggested 
in the term "Net Worth" and to stress the cooperative factors. 
Emphasis is placed on the sharing of the assets of the associa- 

tion in a more equitable fashion. 

The caption “*Undistributed Earnings", "Additional 
Members! Equities" or "Patrons! Equity Reserves" would aptly 
substitute for the expression "Surplus". Here too, the cor- 
poration profit concept is revised and cooperative principles 

inserted. Secondly, it is more adviseable to use some other 
term than "Surplus" when consideration is given to taxation. 
A cooperative should distribute its savings in a cooperative 
manner, and hence when a surplus is shown, it is necessary to 
prove that the patrons have been allocated an equitable share 

of that surplus. A more descriptive title would partially 
alleviate that problem. 

Should the association set up a reserve account out 
of surplus, continuing along in the same cooperative trend, it 

could be titled "General Reserves". Under this caption would 
appear Savings Retained from Prior Years and the Current Year's 

Savings. 

One of the first things striking a person who is 
studying cooperative statements for the first time is the climi- 
nation of the expression common & preferred stock and the sub- 

stitution of common & preferred shares. Thus the thought comota- 
tion of owming stock for profit is romoved. Shares brings forth 
the idea of greater equity - one share, one vote. The word 

Cooperative derived from the Scandinavian language literally 
means “share activity". 



Shares = common and preferred 

The established concept of corporate structure holds 
truc for cooperatives to a great extent. The current practice 
for the mjority of cooperatives is to base the capitalization 
of the organization on either common shares alone or in a com= 

bination with preferred shares. 

If the shares are exclusively of one class, ieee, 

common, they are usually of a high par valuc, ranging from $50 
to $100 and in some instances even higher. There are disad- 

vantages to this type of capitalization: The high par value of 

the share necessarily limits ownership to those individuals who 
can afford to lay out a large sum of money at one time. This 
would climinate a number of potential sharcholders who perhaps 
usc the services of the cooperative and are entitled to join, 
but are forced to remain as non=momber patrons. 

In the writer's opinion ono of the better methods of 
capitalization would conform to the following plan: The par 
value of the common share is set at some low nominal valuc, pre- 
ferably at the $5.00 level. Any amount less than that docs not 
give the shareholder a definite fecling of having made a financial 
investment in the company. He is, therefore, not likely to have 

the same fecling of responsibility in the cooperative's welfare 
as he would, were he to invest a more sizeable sum. The reader 

must realize, however, that any amount is to be tempered accord- 

ing to the income level of the people the cooperative is to serve. 
Cooperatives as a rule deal with the low or middle income groups 
and consequently, it is believed. that $5.00 would be the proper 

amount to set the par value of the common share. 

No cooperative could properly be financed on merely 
this small investment in common shares. The writer says small 
investment in common shares, because he would limit the sale of 

common sheres to only one per patron. No person who was not a 

patron would be pormitted to purchase a common share. The 

management of the cooperative would rest solely in the hands 
of the people it was to serve and a safeguard would thus be 

established to ensure that the cooperative wuld function for 

the greatest benefit of the patrons and not just the share- 
holders. 

Raising additional capitel would be a major problem 
of a cooperative organized in this fashion. For this purpose, 

the writer would lean heavily on the sale of non=-cumulative 



shares. The interest. rate on this. class of shares would be sect 

at some low value, certainly not more. than 6% end preferably at 

even a lower rate. The rate is usually limited by State law. 
The par value of this share would range from. $1.00 to $50. This 
class of stock should be sold to all intercstcd individuals, 

whether or not they are patrons. No limit. should be placed on 
any individuals holding, but care should be taken that the state 
law is not violated, because some state's cooperative laws for- 

bid any single polars of more than 10% of the outstanding 
shares. 

The share retains mentioned in the following section 
could also be applicd toward the purchase of preferred shares. 

Considerable emphasis has been placed on the thought 
that preferred shares should be of a low par value. In this 
manner the emount of patronage retains in cach patron's account 
would reach the value of a preferred share more rapidly. The. 
patron then could receive something more tangible for his contri- 
bution then merely a bookkecping entry. 

Should the sale of shares prove to raise an insuffi- 
ciont amount of capital, there are various government lending 
agencics established to aid the cooperative. The two Icading 

agencies are namely, the Farm Credit Administration and the Farm 

Sccurity Administration. There will be no attempt made to 
explain their loan requirements here, as that would be out of the 

sphere of this papor. 

Retains for share purchase 

Cooperatives having shares of high per valuc have 
adopted the device of stock retains to cnable non-member patrons 
who are not able to purchase a share to acquire ovrmership on an 

installment plan. This method of share retains takes two forms: 

1. Patronage dividends declared payable to patrons 
on their past year's business are credited to this account, if 

the patron is not already a mmber. The dividends accumulate 
annually until such time as they are cqual to one share, at 
which time, the patron will receive the title to the share and 
his patronage credit account will be closed. 

Some associations however, do not wish to carry: patron- 
age credit accounts an indefinite period for the patron. © Their 

By-laws stipulate therefore, that if after a certain period, 
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usually not more than five years, the patron does not supply 
sufficient additional capital to enable the association to 
issue at least one share, the patron's balance in the account 
after that period will be closed out. The patron will lose 
the benefit of those retained dividends and they will be 
credited to an educational fund or a general reserve. 

2. The other method of share retains is to assess the 
patron a nominal extra charge per certain unit volume of sales. 
Thus if the cooperative in question were a grain elevator, the 
patron would be charged 2¢ extra per bushel handling charge. 
Of course, the patron should be made to fully understand that 
this deduction is not an extra expense, but is in reality a 
capital contribution based on his ability to ‘pay. 

This system of retains should not be construed to 
apply solely to associations having shares of high par value. 
It is a suitable device for any cooperative to effect when it 
is in need of raising additional capital. As it will be shown 
under the revolving capital plan, it is an excellent means 
by which fresh capital can be continually introduced into 
the association. | 

Shares — Revolving 

4. successful co-op must be controlled by its cur- 
rent active patron-members. Co-ops in the past have been 
organized along traditional corporate lines of common and 
sometimes preferred shares thus ignoring the above basic 
rule. For as time went on, many of the original members 
became inactive, but retained their membership in the asso- 
ciation because it was profitable investment. The co-op's 
policies then became dictated by these inactive members and 
many times the policies were decided on the basis of greatest 
return on their investment rather than on the basis of giv- 
ing the best service to the patrons. <A situation of this 
type does not tend to keep a cooperative in a healthy con-— 
dition and in time it may possess all the evils that it was 
organized to combat. : 

A major difficulty of many cooperatives is inad-— 
equate capital. Many of the co-ops are organized on the 
veritable "shoe string" and if they are to survive, they must 
raise additional capital by the sale of shares, which is 

oftentimes a difficult task in a poor community. An 
alternative to that is the retention of all excess savings; 
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that is, all earnings over those allocated to necessary . 
reserves. ae 

Another means of raising additional cepital is 
through the medium of patron retains, heretofore mentioned, 
assessed in each dollar's sales. 

Periodically, either semi-annually or annually, 
the association will issue to the patron one of the follow 
ing to indicate his current capital contribution: 

1. Certificate of Indebtedness ~- without due date 
2. Common or preferred shares 
3. No tangible evidence, but merely a bookkeeping entry 

Following the above mentioned procedure it can be 
thus seen that capital can be accumulated through either a 
restriction in the declaration of cash dividends or by collect~ 
ing retains. After a certain period of time has elapsed, the 
capital requirements of the organization may be satisfied and 
it should be satisfactory to declare a cash dividend. This 
dividend is used to pay off the oldest outstanding claims of 
the members. It is precisely at this time that the revolving 
Capital plan comes into action. For it can be seen that if 
the oldest capital contributions will be retired, this will 
eutomatically eliminate the capital contributions of those 
members who have ceased to patronize the co-op, and just leave 
in the cooperative the capital of the members who are actively 
engaged in using its services. 

; There is some question in my mind whether or not 
this revolving capital plan should also eliminate the common 
Shareholders. In an organization where the cost of a common 
share is very nominal, say $1.00 to $10, there might be some 
doubt expressed as to whether that share should be retired. 
If the co-op is organized properly, a definite limitation 
would be placed on the amount of interest payable on that 
share as dividends and ell excess savings would be declared 
as patronage dividends. 

It can, therefore, be seen that the share would 
not be held because it was-a profitable investment, but merely 
because the shareholder still wanted to maintain some interest 
in the cooperative. Perhaps he was one of the original incor- 
porators and though it was impossible for him to deal with the 
co-op any further, he did not want to give up all connections 
with it. The counsel of these older members who may have been 
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constantly encountering and solving the past problems of the | 
co=op might prove to be of inestimable value in present and 

future operations. : 

A provision should be made in the revolving capi- 
tal plan whereby all other shares.or forms.of capital contri- 
bution might bo retirod, but the common stock would remain 

in force.in 

Should this procedure be followed and the associa-~ 
tion had common shares of a low par value outstanding in the 
hands of inactive members, they could always retire their. 
investment by resale back to the co-op. The co-op should 
always make some provision for the retirement of any common 

shares that the members desire to liquidate. 

If the common share has a high par value, then it 
would be advisable to retire that also under the revolving 
capital plan. 
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"This chart illustrates the operation of the revolving 

capital plan. In the illustration chosen it takes 5 years 
for the capital to start rotating. Each one of the blocks 

represents 1 year's deductions. It will be observed that 
in 1937 the association was able to retire the initial 
capital paid in during 1932. In 1938 the association 
retired the stock issued as evidence of retains in 1933, 

and so on through the years. It will be noted that the 

squares for different years are of different size, indi- 

cating the fluctuating volume of the several crop years." 

"Organizing A Farmers' Cooperative" ~ 5. D. Sanders, 
Farm Credit Administration p. 8. 
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Membership Certificates 

Some cooperatives prefer not to issue any capital 

shares, but instead sell membership certificates. In most 
instances, these certificates are non-transferable except with 
the consent of the association and generally are not redeom- 
able. They offer the owner the same privileges that wuld 
ordinarily accrue to a common stockholder, with the exception 

of the above-mentioned provisions. They range in price from 
50¢ to $100, the value usually being set at the incom level 
of the patrons. . 

eget 2 Sc eat ndaoctatin li 

Certificates of indebtedness are closely aligned with 
the peculiarities of cooperatives, but oftentimes are used in 

corporations under a differont title. 

Cooperatives, as statcd before, gonerally have 
capitalization troubles. As mentioned undor “Retains”, con- 
servative cooperatives will not declare cash dividends when 
they are trying to build up their capital structure. When a 
period's operations are sufficiently successful to warrant 
declaring a dividend, tho patrons and shareholders might be 

issucd in licu of cash, certificates of indebtedness to indi- 

cate their interost in the association's carnings. 

It should be noted that patrons were included along 
with shareholders as receiving these certificates of indcbtcd- 
ness. ‘If a cooperative is to comply with the federal income 
tax law, it must distribute dividends to all patrons, even 

if they are not shareholdors. 

The certificates of indebtedness will be of two types: 

1. Without due date - 

If the association is indefinite as to when it will be 
able to redecm these certificates, its wisest policy would 

bo to declare the certificates and not set any particular 

date on which they would be redcemed. In such instances, 
the certificates would not be considered a liability 

of the association, but should be carried in the 

equity section of the bolance sheet and considered 
to be of lesser liquidating valuc than any share issuc. 
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With due date = 

Associations that issue certificates of this type are 

fairly certain that they will be able to redeem them at 
some contemplated future date. These certificates repre- 

sent actual liabilities of the association and should be 
carried on the balance sheet in that category, their exact 

position being determined by the proximity of the period 
in which they are falling due. 

These certificates are also issued not because of a divi- 

dend declaration, but as evidence of the association's 

indebtedness to a creditor. Certificates sold in this 

fashion should be regarded as though they were term notes 
payable, and generally they would not draw interest. 
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SECTION III 

CREDIT POLICY . . 

Cash basis 

One of the fundamental tenets of the cooperative” 
philosophy has been the attempt to operate on a strict cash 
basis. Now it is true that many students of finance and econom 
ics will bring up countless arguments and point out thousands 
of examples of how and why credit is absolutely essential in 
our modern system of commerce. One cannot help but agree with 
many of their arguments but the irrefutable proof of the opposite 
contention is the fact that many of the present day cooperatives 
extend little or no credit to their patrons. 

In the initial period of the cooperatives it is usu- 
ally necessary for them to obtain a loan from some financial 
source in order to be able to purchase facilities. Cooperative 
philosophy does not disagree with this practice, but it demands 
that this loan be paid off as speedily as possible. A transac- 
tion of this type can be considered to be of an extraordinary 
nature and not encountered in the daily course of operations. 

The daily operations of buying and selling of the 
ordinary trading cooperative should rest mainly on cash tran- 
sactions. It is not necessary that the cooperative pay spot 
cash for its purchases unless it can derive a greater financial 
discount for so doing. Otherwise it would be just as prudent 
to follow the usual credit terms of the trade. 

On the other side of the operations, namely, selling, 
the same principle should be observed. All sales to patrons 
should be made for cash only. One of the greatest causes of 
failure in cooperative ventures is the injudicious extension of 
credit to patrons. As stated before, cooperatives deal with the 
middle or low income groups and while no attempt is being made 
on the writer's part to cast aspersions on their integrity, 
credit is often granted to them in such volume that it becomes 
practically impossible for them to repay the account. 

As might be expected there are a number of modifica- 
tions to such e drastic policy. Cooperatives adopt them, com— 
plaining that competition forces them to it. This is not quite 
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true. A good number of retail and wholesale organizations are 
established on a cash principle and in almost every line of en- 

deavor. Added to this argument is the thought that if the patrons 
had been sufficiently educated the "coop way", their demands for 
credit would cease. 

Credit up to amount of patron's interest in Co-op 

This is a device which some cooperatives use as a 
means of granting credit to patrons and yet is an excellent 
check toward that bugaboo of most cooperatives — over-—extension 
of credit. <A goodly percentage of the cooperative's patrons 
are shareholders or have made a partial payment toward a share 
of stock. In some instances this partial payment may have been 
made because of a patronage refund earned in a previous period. 
Most shareholders, too, will have had patronege credits in their 
accounts that had been declared but not distributed because of 
the cooperative's desire to build up its capital. In this method 
then, the patrons are ellowed a purchase credit up to the emount 
of their investment in the cooperative. Thus, while the liquidity 
of the accounts is not assured, the cooperative does have the as— 
surence that it will not suffer any loss due to credit extension. 
If all means of collection fail, the patron can be asked to for- 
feit his stock, or his patronage credit can be cancelled out 
against his outstanding indebtedness. 

Maneger's reserve 

A few cooperatives put the responsibility for tne 
credit policy squarely on the shoulders of the manager. He is 
informed that the essociation should operate solely on a cash 
basis and if any credit is extended, he will be financially 
liable if collections are not made. To establish a definite 
financial liability, the cooperative deducts a certain per- 
centege of the meneger's salary. end commission and sets it 
eside in a reserve similer to ea reserve for bed debts. For ex- 
emple, one cooperative at Elgin, N. D. operating a service 
station, had accounts receivable in the amount of $2,800 and 
had established a managers reserve of $1,960. The manager's 
total salary and commissions thet year amounted to $2,000 and 
out of that sum $600 had been withheld to be set aside in re- 
serve egainst possible bed debts in tne outstanding accounts. 

A large deduction as this may eppear to be severe 
egeinst the manager but it serves as an excellent device to 
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meke him ceutious in granting credit and will greatly tend to 
keep the association on a cash basis. 

Another useful purpose to which the manager's reserve 
may be put is in the matter of inventory shrinkage. It should 
be the manager's responsibility to see that adequate controls 
are maintained over the stock on hand. Any unreasonable short- 
ages should properly be reimbursed by him. Thus in gasoline, 
a shrinkage of 24 is ellowed in the gross volume. Al] shrink- 
eges over that emount would be charged against the manager's 
reserve. 



_8T9-< 

SECTION IV 

POOLS . . 

One of the most popular of all cooperative acti- 
vities is to be found in the field of pools. Attempting 
to describe a pool briefly and taking up each item in more 
deteil later, let us consider a tomato canning plant. The 
principles applicable to its opsrations will probably be 
the same es in any other type of pool activity. 

The grower before the season has even started 
hes signed a marketing agresoment with the cooperative 
cennery to deliver e certain number of bushels of tomatoes 
at harvest time to the cannery. 

At harvest time he brings his tomatoes to the 
cemnery end receives a slip which indicetes the amount of 
tomatoes delivered end their grede. If he desires, end most 
of them do, he can receive a small cash edvance from the can- 
nery on his tomatoes to cover harvesting end delivery expenses. 

The tomatoes are processed by the cannery, canned 

end 2ither sold immediately or held for a favorable merket. 
As the cenned tomatoes are sold, more advances are made to 
the grower. The total of all these edvances at no one time 
should exceed « certain percentege of the market value of 
the rew tomatoes. Following this method, the cooperative 
will be certein that it is paying less for the tomatoes than 
their relative value in the finished product. 

Finelly efter all the processed tomatoes have been 
sold, the expenses of the pool are computed, deducted from 
the selling price of the tomatoes, certain reserves are set 
aside for the cooperative, the remainder of the sales proceeds 
ere distributed to the growers and the pool is closed. 

The cennery does not possess title to the tomatoes 
end the grower relinquishes his title to his particuler to- 
matoes end obtains e proportionate interest in the entire 
lot of tomatoes contributed by all the growers. The entire 
lot of tomatoes is known as the pool. 

This very hurriedly is the operation of the pool. 
Its most distinguishable features are? 



1. All producers products are lumped together in a com- 
mon pool and each contributor only receives e proportionate 
shere in the whole with possible allowances for differences 
in grade. ' , 

2. The products usually are not sold to the cooperative, 
but ere only handled by it for ell the members. 

- The following will be an eleboration on the oper- 
ation of the pool--taking up the technicel features and 
attempting to clarify them. An emmination of the sample 
pool operating statements carried in the appendix also might 
prove of value. 

Merketi esment 

The growers in signing this egreement, contract 
to deliver a certein amount of their produce to the pool. 
If the harvest is poor end they fail to meet the quota tnsey 
heve egreed to deliver, the grower is not penalized. If the 
grower reises end harvests the anticipated crop and then 
fails to deliver the produce to the cooperative, he is penal- 
ized e certain cash amount for every bushel he fails to 

deliver. 

Although most cooperatives have the ability to 
assess this penalty and enforce its collection through legel 
meens, the majority of them depend upon community censure as 
atmeans of collection. If the grower is "thickskinned" and 
a good number of them are, the coop will fail to collect its 
penalties. 

Unless the cooperative does make a strenuous effort 
to collect these penalties, it might be the beginning of its 
downfall. ach year more of its egreements with the members 
will be violated with impunity if the growers find it more 
profiteble to sell their goods elsewhere. Without a certain 
volume, the cooperative will be unable to meet its fixed é 
overhead and it will be forced to fold up—-lost through the 
blindness of its uncooperative members and its own weakness 
in refusing to enforce the merketing egreement. Thon the 
cooperative's competitors having forced its dissolution cen 
Chsrge or pey the prices they choose and the grower will find 
himself at their mercy. . 
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Advences 

The initial edvance is made to the grower at the 
time he delivers his produce to the cooverative. This advance 
generelly covers only the growers! out-of-pocket costs for 
harvesting end delivering the crop. It should not exceed more 
than a certain percentege of the market value of the raw product 
end is often less. Nothing additional is paid to the grower 
until after the processed product is sold on the market. 

As the finished product is being.sold, the grower 
receives edditionel edvences. Th: cooperative mst be. 
careful not to advance to the grower his entire proportion— 
ete share of the selling price. A sufficient reserve should 
be withheld to provide for any future decline in selling 
price which in normel times often occurs. A sufficient” 
reserve must elso be maintained until all expenses of the 
pool ere determined. Final settlement is not made with the 
growers until the entire inventory is liquidated and all 
possible exoenses of the pool have been taken into account. 

For belence she>t purposes, edvances to growers 
is considered a current esset only when such edvances have 
been made prior to any commodity being received by the asso- 
ciation for inventory. Such advances would be made for the 
purpose of purchasing seed, fertilizer etc. At all other 
times, the edvancss are closed into the general pool account 
end are not shown seperately on the balances shest. 

Inventories 

The question of valuation of inventories in pools 
is e controversiel issue. It might be considered to nave no 

valuc other then thet of the expenses applicable to that pool. 
Tne proponents of this idea cite the common practice employed 
in general accounting to value inventory at cost or market 
whichever is the lower. But-cerrying through on this tnome 
leeds to absurdity. The important fector in pocls is that 
the essocietion never purcheses the major rew product. The 
inventory would then b> vastly understated, if only the actual 
costs were set up for belancs shest purposes. | 

It is necessary. to determine, th2refore, some val- 
vation for the commodity delivered to the pool. In the cese 
of products that are not processed and are sold completely — 
et frequent intervels, the cost of the commodity could be ~ 
considered as thet amount returned to the producers. This 



solves the problem rather neatly for that type of product, 
but whet about those commodities thet require processing end 
may be carried on the balence shest for one or more periods 
before the pool is closed? 

A method thet hes been adopted by canning associa- 
tions and by various other types of essociations having pro- 
ducts requiring long processing periods somewhat violates the 
esteblished- accounting rule for inventorizs.. Under this method, 
the value of the inventory is computed at the market selling 
price less selling costs which averags: about 254 of the market 
price (See appendix 3 C). Some cooperatives also set up a 
reserve for possible merket fluctuations and deduct it from 
the inventory velue shown on the balence shest. 

Kquities in Pools 

"In determining how to show the indicated members’ 
equity in unsold commodity in tne belance sheet, we must for 
the moment: refer to the current esset section of our balance 
sheet wherein we find that the unscld commodity hes been 
valued at the market and the estimated selling costs deducted 
therefrom. 

Some cooperatives show the indicated member's equity 
in unsold commodity in the net worth section; however, there 

is considerable argument as to the correctness of this proce- 
dure. 

Members marketing agreements differ widely as to 
how the distribution of returns is to bs made, therefore, in 

my Opinion an iron cled rule cannot be leid down regarding this 
point end where the emount determined es members! equity in 
unsold commodity will be shown depends, to a great cxtent, upon 

the terms of the merketing agreement. 

An exemination of & number of marksting agreements 

leads me to believe that any amount determined as mombers' 
equity in unsold commodity at the dete of the balance sheet, 
should be roflected es a current liability for two reasons: 

(2) The unsold commcdity hes been shown in the current 
essst section of the balanc2: shact as a liquid 
esset, woich under normal conditions will be sold 
during the operating cycle of th: cooperatives. 



(b) The marketing agreement usually provides that after 
operating expenses and e proportionate emount of the 
generel overheed expenses plus authorized reserves 
have been deducted, the remaining balance shall. be ~ 
distributed to the members. (This will under normal 
conditions take place in whole or part during the 

operating cycle of the SbaperEtave lt 

I don't believe that the members equity-in unsold 
commodity could be construed to fall into the surplus class 
in the net worth section. 

If the markcting agreement should provide that the 
directors have the power to declare the emount and designate 
the time of distribution, then it would probebly be desirable 
to designate a separete caption 'Indicated members equity in 
unsold commodity’ end set it right after ‘current liebilities' 
end before 'deferred end long term liebilities!."1 

The ebove discussion seems to cover the topic 
ef "Equities" thoroughly and leeves little more to be said. 
In the writer's personal experience acquired in reviewing a 
good number of reports of associations operating under a pocl 
basis, it has been found that the majority of these reports 
indicate that the credit balances of the members in the pool 
or their equity is carried in a separate section just below 
the current liability section. 

A situation that crops up more often than it should, 
occurs when the entire inventory of the pool has been liquid- 
eted, the pool is closed and it is determined that the pool 
has eae debit insteed of a credit balance. The ceuse of this 
condition is the result of over-advances to the members. If 
the association would have had the prudence to only pay out 
tc the members a certein percentege of their proportionate 
return, they would have evoided this pitfall. 

The question of its proper classification on the 
belence sheet has soverel solutions. Some associations 
forseeing this possibility have established reserves for con- 
tingencies, which they charge thereby closing out the account. 
In my opinion, this is not the proper procedure. 

1 Interpretation of Financiel Statements — B. T. Dodder — 
speech 8/18/36 - To Stockholders of Baltimore Benk for Coop- 
eratives. . 



The reserve for contingencies account has been 
built up by prior yeers' ellocation from the surplus eccount. 
Perticipants of prior yzers' pools contributed to the reserve 
es well as members of the current year's pool. Since the cur- 
rent yeer's members benefited to-the extent of the debit bal- 
ance in the pool, it does not seem correct to charge the asso- 
cietion! S reserve. 

Amore just and equitable plan would be to attempt 
to collect from each member the emount of his overpayment. If 
this course is decided upon, then the total of these overadvan- 
ces can be considered an asset. Whether it can be considered 
es a current asset would of course depend upon its collection 
possibilities. Some essociations classify it as a current asset 
efter eccounts receivable end then deduct e reserve for bad debts 
cerrying out only thet portion of the debit belance that is 
conservetively deemed to be collectible. It can also be placed 
under its own separate caption near tne end of the asset side 
of the balence shect. 

Other associations realizing the difficulty of liqui- 
dating these eccounts after the money has once been paid out 
heve passed e rule that proceeds of future pools will be with- 
held from those members heving pest overadvances until such 
time es their proceeds exceed the amount of the overadvance. 

Charges and Credits 

Accounting for pools can be considered to be handled 
on the same basis es ons would treat items going into the pro- 
fit and loss eccount. Thet is, separate accounts are set up 
for each of income end expense items. Some associations close 
these accounts out to the pool account at periodic intervals, 
but the mejority of ths essociations hold the accounts open 
until the pool is closed, or at leest until such time as all 
charg2=s end credits except the finel balancing entry going to 
the account have been entered. 

Normal chargas to the pool account would be all the 
expense items. Normal credits to the pool eccount would be 
the incomes accounts, such as receipts from the sale of inven- 
tory and cther miscellaneous receipts pertaining to the pool. 

When an association is op2rating severel pools at 
one time the problem of unallocable 2xpenses always arises. As 



this problem however, is not strictly a pool problem but be- 
longs more in the realm of cost eccounting, th> same procedure 
thet is followed in determining allocetion of costs should be 
‘observed. 

Occasionelly expens*s ere incurred by the association 
prior to the operation of the pools. These should be handled as 
e deferred expense and thus shcwn on the balanc2 sheet. After 
the pools are started, the expenses should be distributed to 
the proper pool and handled in the prascribsd manner. 
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SECTION V 

PATRONAGE REFUNDS .. 

We have said thet cooperetives are orgenized on a 
non-profit besis. It is difficult to sell goods or services 
éat oxect cost beeause this is not known until ths close of 
the opereting period. Associations have therefore establisn— 
ed the principle of selling’ at market price. At the close of 
the period, the excess earnings available for distribution to 
the patrons are determined. 

If the association operates just one enterprise or 
engeges in just one type of service the problem of oa, 
tion is relatively simple. The refunds are declared as a 
certain aS igeapiaie of the patron's purchases during tine yoer. 

Complexities develop if.the associetion hes more 
then one "depe ertment" in operetion. For example, prectically 
every grain elevator has.a farm and feed supply business 
connected with it, and many of them also dispense gesoline,- 
petroleum end euto supplies. Thus the effeirs of the elevator 
fell into at leest two'distinct departments. The Farm Secur- 
ity Administretion has promoted a numb2r of farmer cooperatives 
throughout the United Stetes thet carry on numerous activitiss. 
As @ nucleus the essociation might heve a purchasing and 
merke ting Behr Ne With it might be esscciated a cotton gin, 
ea warehouse, e medical health progrem and sundry cther acti- 
vities. This. ‘association could conceivably have four or 
five distinct and separate departments; some opereting at a - 

savings, some at e loss and some just breaking even. 

Should the association distribute the savings only 

to the patrons of those departments that came out ahead during 
the lest period or should it distribute equally to ‘ell petrons 
regardless of tho department. in which tasy carried on their 
business? 

It might be asked why th> cooperative doesn't dis-— 
eg operetion of the departments that are functioning at 
& loss. This illustretes one of the generel distinctions be- 
sige e cooperative end e business orgenized—for—profit. A 
cooperative is formed for the primery purpose of serving its 
petrons in the most efficient manner possibl>: end if there 
ere some services that are considered essential in the com- 
munity but which cennot be operated except on a loss, the 



cocperative will still continue tc operate those departments 
in so fer as it can. The cooperative , however, should care- 
fully enelyze those department's opereticns and correct their 
defects in an endeaver to ‘put the departments on a paying 
basis. 

11a! ere pea: as the cooperative is operating that de-. 
pertment at a loss the other departments would have to maintain 
it. Following that thought a second question would arise. 
Does it seem equitable to further support it by declaring a 
patronage dividend payable to the patrons cf that department? 

This seems to be a just contention and one that is 
worthy of consideration. The writer hesitates to put himself 
out on a limb on this debateble subject, but if pressed, would 
be inclined to favor the idea of peying patronage dividends tc 
patrons cf only those departments that have excess savings. 
Payment of dividends would be restricted’ to the-extent of the 
net income:of the entire association.- In other words, the 
excess earnings of the individual Enna should be held 
“back in e sufficient amount to cover eny deficit that might 
exist in some departments of the cooperative. This cnly sounds 
like common’ sense and: I'm sure that no controversy will arise on 
that Kap 

Against the ebove conclusion, however, many cocp— 
erative orgenizations erronecusly do not publish detailed 
statements of operation brcken down by departments. If. the 
various departments! carnings ‘exceeded the other depertments' 
losses, this information’ would not be disclosed on the con-— 
solidated statement. Only the net balance or savings would 
be shown. In this situation the asscocietion is free to declare 
a generel patronage dividend payeble to all patrons. 

. The question cf patronage refunds is one cf the most 
controversial issues in the cooperative movement and in the 
above brief discussion, tne writer did little more than high 
light some cf the more important points. 
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SECTION VI 

RETAINS — DEBT REPAYMENT 

A great many loans have been made and ere being made 
te cooperative organizations as well as to other types of busi- 
hess enterprises which provide for « fixed emount of principal 
repayment each year. Against this type of fixed principal re~ 
payment, another and a more realistic’ form of repayment, has 
been devised. | . 

This form calls for a schedule of repayments based 
on the ability of the association to repay. The association's 
"ability" is determined usually by its gross income for the 
period.: A certein minimum annual paymsnt is established which 
the association must meet no matter what its income may be for 
the period. If the gross income exceeds e certain figure, how- 
ever, a portion of the income beyond that amount must also be 
applied toward the debt retirement. 

Repayments might also be based on some figure other 
than a percentage of gross income. It might rest on gross 
volume. If based on volume the rate of payment would be es- 
teblished as so many cents or fractions of a cent per unit 
handled by the association. For exemple, a creamery might 
have to pay a fraction of a cent for every pound of butterfat 
handled, an elevator would pay e cent or so for every bushel of 
grain handled, or so many dollars for every carload shipped. 

This method of previding for repayment is commonly 
referred to as a "retain" - that is an amount is set aside or 
retained out of every unit or doller handled by the essociation. 
It is very similar to the retain previously discussed but dif- 
fers, of course in the basic application - namely the former was 
used for capital building purposes, while this type is used for 
debt retirement. Some edvocates of this method call it the most 
equitable form of repayment, because the amount is based on the 
essocietion's carning capacity. 

An inequitable situation arises however, when interest 
on the debt is considered. If the loan is to run for a period 
of twenty yeers, during the first half of the loan period the 
patrons will be charged a good deal more for interest expense 
by the association than the patrons during the second half of 
the loan period. These in turn will be cherged more than the 



petrons thereafter who will not be essessed any interest charge. 
A suggestion has been made that the interest peid by the associ- 
ation should be capitalized and then amortized over the life of 
the fixed asset. In this manner, all of the patrons will te 
cherged through the operating expenses with only their just 
portion of ell the loan retirement. 

If the retain plan is to function satisfactorily, 
scrupulous observence must be maintained by interested parties 
(the creditors, end management of the cooperative), that the 
essociatign is setting aside regularly in some designated fund, 
the agreed reteins. If this is not done, the association is 
very likely to find that when the payment becomes due, it has 
tied up its cash in inventories, accounts receiveble, fixed 
assets, etc. 

For balance sheet purposes, the retain set aside to 
meet the loan repayment requirements is handled merely as a 
sinking fund might be handled — not as a current asset but 
probably in a caption located just below the current asset 
group. . 
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written in accordance with the writers' conclusions which were 
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Appendix 1. 

OP-ASSOCT ATION 

Balance Sheet 
December 31, 1942 

ASSETS 

The Asset side of the balance sheet has 

been cmitted because there is no apparent 
difference between e belance sheet cf a 

ccoperative and any other type of business 
in that respect. 

LIABILITIGS & BQUITIES 

Current Liabilities 

Accounts Payable $ 

Accrued Texes 
Accrued Interest 

Notes Payable Maturing 
Total Current Liebilities 

Deferred Inccme 

Petronage Refunds — Pricr Yeers 

Certificates of Interest (with due 
date -maturing 

Deferred Liabilities 
Notes Peyable — Not matured $ XX 
Revolving Fund Contribution (Evidenced 

by Certificates of Interest with 
due date 

Total Deferred Liabilities 
Total Liabilities 

Equitiss 
Capital or Membership Shares 
Common Sheres 
Preferred Sheres 
Retains for Shere Acquisition 
<a at of Interest (without due 

date 
Total Capitel or Membership Shares 

sheheks: 

Additional Members Equitiss $ 
Denetions $ 
General Reserve 

Sevings — Prior Yeers 
Savings - Current Year 
Total Additional Members Equities 
Total Equitics 

Total Liabilities & Equities 

Ba 69 Ba Ba 

eS 

Bib) BAe 

$ XX 
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Appendix 2. 

COOP—ASSOCTIATION 

Operating Statement 
January 1, 1941 to December 31, 1941 

Trading 
Net Sales 

Less: Cost of Sales 

Gross Margin on Sales 

Service Department 
Fees, Rentals & Assessments 
Less: Direct Expense 

Gross Income on Services 

Gross Inccme 

Administrative & General ense 

Net Operating Income or Loss 

Add: Non-cperating Income 

Purchese Discounts 

Gain on Sele of Fixed Assets 

Totel Non-cperating Income 

Less: Non-operating Expense 

Interest 

Bed Debts 

Loss on Sele cf Fixed Assets ete. 

Tetel Non-operating Expense 

Net Savings (tc Belence Sheet) 

bd bi 

Exhibit B. 

$ XX 

$ XX 

XX 

$ XX 

(Note: Schedules should suppert ell items when necessary. ) 
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Appendix 3 A. Exhibit C. 

POOL SUMMARY 

Total Distritution Belence 

for tc Open 
Month Closed Pocls Pools 

Seles 

Expenses: (Sch. C-1) 
Processing 
Selling 
Administretive 

Totel Uxpenses 
Patrons Proceeds 

Deductions: 
Advences Dok $ XX $ XX 
Reserves XX XX XX 

Other XX XX XX 

Total Deductions oe rnc ae? RN D XX 
Excess Income over Cherges > XX > XX > XX 

*Add: Inventory (Sch. C-2) xX ped XX 
* Patrons Equity 

*Ceorriced to Balance Sheet. 

To be used only when association has more than one pocl. 
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Appendix 3 8B. Pool No. 
POOL OP7RATING STATEMENT 

Schedule C-1 
Name of Commodity __ 

Items 

Income fron Sales 5 XX 

Processing; Exvense 
Lator 
Containers 

Utilities 

Insurence 
Depreciation 
hepeir & Maintenance 
Other : 

Total rrocessing: p XA 

es 

B26: Bo 69 FS 85 Be 

Selling itxpense 
Selaries 
Brokerege & Selling 
Grading 
Levels 
Lebor ellowance 
Advertising 
Semples 
Discount .\llowance 
Delivery Ixpense 

Other 
Total Selling: XA 

3 

B46) 65 bo Be po Bo Bi ee 

Administretive ix oense 
Seleries 
Comnunicetions 
Directors! fees 
Rent 

Stationary & rrinting 
Other 

fotal Administrative 
Grand Total Expense 
Fetrons Proceeds o AX 

Gs 

By £2 Ba Bao Bs 
s 

Lese Deductions: 
Advances $ XX 
Reserves KA 

Other XX 

Totel Deductions AA 

Excess Income Over Charges ? 
Inventory (Sch. C-2) 
Petronas tauity > KA 

STATISTICAL 

Comnodity (uantity Size 

Make < schedule C-l for exch pool operated during the period. 
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Appendix 3 C. Schedule C-2 

Inventory 

tf 2 3 2 5 6 7 
Size and Merket Less eo 

Commodity Grades Guantity Price /mcunt Sclling @xpense. Net 

ye Ra Se $ Xx i ae ey oe 

a 
Totnk (40 Schedule C1) $ xx 

| 

(This Schedule illustretes hcw inventory is computed at selling price.) 
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Appendix 4 A. 

Simplified statement form fcr ccoperatives 

BLANK ASSOCIATION 

Balance Sheet 

December 31, 1941 

WHAT WH OWN 

Cesh cn hand, end in the bank, which can be 
. used to pay debts, weges and other expenses $ 1,800.69 

Cesh which we will not use immediately, which 
is temporarily invested in (neme cf investment) Nene 

Amcunts cwed to us by cur members and cthers for 
goods, etc., scld tc them on credit 600.00 

Merchandise and materials which we have on hand 
for sale or for use by cur asscciation 6,100.00 

Gost of lend we own 1,000.00 

Value cf buildings and cther land improvements 
needed to do business 2,000.00 

Value of equipment and tcols needed to do business 900.00 

Value cf other things we own, not listed ebcve 200.00 

Total Value cf what we own $12,600.00 

WHAT WE OWE 

Unpaid bills for gocds and expenses $ 200.00 

Employees wages 100.00 

Mortgege loan and interest 7,600, 00 

Total of cur debts 7,900.00 

DIFFERENCE © 

The value cf what we cwn exceeds our total debts by $ 4 ,'700..00 
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Appendix 4 B. 

BLANK ASSOCIATION 

Operating Statement 

For the Pericd from Januery 1, 1941 tc December 31, 1941 

We received income from sales amcunting to $ 9,500.00 

Which ccst us 6,000.00 

Leeving e difference of $ 3,000.00 

We received rental end cther income amounting te 2,000.00 

Making our total income of $ 5,500.00 

Our totel expense of doing business amcunted to 1,200.00 

This resulted in net earnings for the period in the emcunt of $ 4,300.00 
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