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Abstract Extra value is calculated for 65 agricultural cooperatives by subtracting an interest
charge on equity from net savings and also expressed as a percentage of operating
capital. Cooperative performance is examined by type of agricultural cooperative—
cotton, dairy, farm supply, fruit and vegetable, grain, sugar, and other—for 1992-96
and 2000-04. At least one cooperative of each type (except for sugar cooperatives)
was able to show positive extra value when equity was assigned a charge 10 percent
above the basic rate, while there were cooperatives of each type that showed negative
extra value at the basic charge for member capital. Dairy cooperatives represented
one-half of the top performers, while fruit and vegetable cooperatives represented one-
half of those with negative extra value in both time periods. Results showed that coop-
eratives of all types can be very able performers but that some cooperatives may not
be fully rewarding members for the use of their equity.

Key words: Extra value, extra-value index, cooperative, cotton, dairy, farm supply, fruit
and vegetable, grain, sugar, performance.
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Preface In response to inquiries concerning objective evaluation of the performance of cooper-
atives and cooperative management, an alternative method for cooperative members
to evaluate cooperative performance was introduced in previous USDA Rural
Development Cooperative Programs' research reports 166 and 212 and applied to
dairy cooperatives. This extra value method was developed because the conventional
measures of financial performance—return on equity, return on assets, return on oper-
ating capital, net margins on sales, net margins per unit, and so forth—do not yield
unequivocal results. In addition, whereas the value of a company's stock may be used
as a proxy for the company's performance and market value, cooperatives do not have
stock exchange prices for an evaluation tool.

The previous reports calculated extra value indexes for dairy cooperatives and showed
that this measure is an objective and definitive tool for comparing cooperative perfor-
mance in creating value for member-producers. Therefore, this report extends the
analysis by calculating the extra value index for agricultural cooperatives of all types.
Only cooperatives that were on Cooperative Programs’ “Top 100” list and for which
there were sufficient data for the years considered were included. Sixty-five agricultural
cooperatives met the criteria. The set of dairy cooperatives included in this study dif-
fers somewhat from the set of dairy cooperatives evaluated in Research Reports 166
and 212. Financial data for individual cooperatives are not disclosed.

The author wishes to recognize K. Charles Ling for his assistance in this project.
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Highlights The task of measuring the financial performance of cooperatives is made problematic
by the attributes of the cooperative form of business. Most of the commonly used
financial measures give an incomplete picture of a cooperative's performance.
However, the extra value approach used in this report enables a cooperative's use of
member-supplied funds to be fully measured—whether member capital is earning
more, or less, than it could in alternative investments. The value a cooperative gener-
ates over and above its expenses, including an opportunity cost for its equity capital, is
termed “extra value.” A positive extra value indicates that a cooperative has created
value by its operations, while a negative extra value means that a cooperative has
actually diminished the value of members' investment.

Extra value is measured by subtracting an interest charge on equity capital from net
savings. Three different interest rates are used for the charge on equity. The
December average British Banker's Association's London Inter-Bank Offered Rate
(Libor) plus 200 basis points provides the basic reference rate. This Libor + 2 “basic”
rate represents the commonly held opinion that banks in the United States will general-
ly extend loans to a firm with a better-than-average credit rating, at an interest rate of
about 200 basis points above the Libor. Extra value was also calculated at two higher
rates, the basic rate plus 5 percentage points and the basic rate plus 10 percentage
points, to reflect a range of risk premiums because investors consider equity invest-
ment riskier than debt.

For comparisons over time and among different types of cooperatives, extra value is
expressed as a percentage of operating capital. This common-sized index is thus
scale- and operating mode-neutral.

Extra value was calculated for 65 cooperatives that had been on USDA's top 100
cooperatives (based on revenue) list for at least 4 years in each of two 5-year time
periods—1992 through 1996 and 2000 through 2004. Looking at these two time peri-
ods allows for an examination of how cooperative performance progressed over time.
Additionally, averaging over multiple years should have helped minimize the impact of
extraordinary factors on results.

Performance was categorized into 5 groups according to the cooperatives' return on
equity and extra value generated at the three different interest rates:

I—Negative returns. Cooperatives in this group had a negative average return on
equity for the 5-year period.

II—Positive return on equity, but no extra value generated. These cooperatives
averaged positive return on equity for the 5-year period, but showed a negative extra
value when the basic rate was charged for equity capital.

III—Extra value generated at a basic interest charge for equity. These coopera-
tives were adding sufficient value through their operations to cover the opportunity
cost of member-supplied capital at a rate similar to what they would have had to pay
for debt capital.

IV—Extra value generated with a moderate risk premium on equity capital.
Cooperatives in this group showed positive average extra value when interest on
equity was charged at a 5-percent premium over the basic rate.
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V—Extra value generated with a higher risk premium charge for equity.
Cooperatives in this category were able to average positive extra value for the 5-year
period when applying a 10-percent risk premium (over the basic rate) to reflect the
historic risk premium for equity investment.

More cooperatives showed positive extra value (category III, IV, or V) in the second
time period (46 cooperatives) than in the first (39 cooperatives). The different types of
cooperatives followed suit, with the exception of the farm supply cooperatives where
there were two fewer cooperatives with positive extra value at any interest charge for
equity in the second time period. For 2000-04, all of the cotton cooperatives showed
positive extra value and over 80 percent of the grain and dairy cooperatives generated
extra value. A majority of the other types of cooperatives generated positive extra
value in the second time period.

Five cooperatives showed consistent and strong performance—generating extra value
with a 10-percent risk premium added to the basic charge for equity capital in both
time periods (category V). Three of these high-performers were dairy cooperatives.

Furthermore, except for farm supply cooperatives, cooperatives of each type were
found in the highest performance categories—IV and V, in 2000-04. This indicates that
a range of agricultural cooperatives is capable of performing admirably, regardless of
the product they may handle.

On the other hand, with the exception of cotton cooperatives, at least one cooperative
of each type failed to generate sufficient value to cover a basic charge for the use of
their members' equity. However, fewer cooperatives of each type (except for farm sup-
ply cooperatives) lost value in the second time period as compared to the first. In fact,
farm supply cooperatives were the only type where a majority dropped in performance
category between 1992-96 and 2000-04.

The 65 cooperatives were ranked according to return on equity and by their extra
value index at the three different interest charges. At the basic rate plus 10 percent
rate, four of the 16 dairy cooperatives ranked in the top 10 in 2000-04. Just three cot-
ton cooperatives were represented in the sample, two of which were in the top 10 in
2000-04. At the same time, a dairy cooperative showed the largest drop in rank
between the two time periods among the 65 cooperatives and a cotton cooperative
showed the second largest drop. Just one dairy cooperative was among the bottom 10
in rank—at the basic plus 10 percent rate.

Only two of the 9 farm supply cooperatives showed an improvement in rank between
1992-96 and 2000-04. Two other farm supply cooperatives ranked in the bottom 10,
while none were in the top 10, for 2000-04 at the basic plus 10 percent rate.

The highest ranking and lowest ranking cooperatives were fruit or vegetable co-ops. At
the same time, nearly three times as many fruit and vegetable cooperatives rose in
rank as declined in rank between 1992-96 and 2000-04. In contrast, a majority of the
other types of cooperatives fell in rank.

There was one grain cooperative in the top 10 for 2000-04, with two grain cooperatives
ranking in the bottom 10. Sugar cooperatives were the only type not to have a cooper-
ative in the top 10 in either time period. One of the other cooperatives (diversified, rice,
poultry, or livestock) showed the largest rise in rank of the 65 study cooperatives, land-
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ing in the top 10 for Extra Value Index (EVI)—up from the bottom 10 in the first time
period.

The results of this analysis show that at least one of each type of cooperative (with the
exception of sugar cooperatives) in at least one of the two 5-year time periods consid-
ered, was able to add value sufficient to reward members for the use of their capital at
a rate akin to the historic return to equity capital. Conversely, there were also coopera-
tives of every type that could not cover a basic charge for the use of member capital in
at least one time period. Furthermore, for dairy, fruit and vegetable, and grain coopera-
tives, performances ranged from category I to category V.

The rankings allow cooperative performance to be judged relative to each other's per-
formance. While all the cooperatives operated in the same general economic condi-
tions of each time period, some saw their performance improve, while others’ wors-
ened between the two periods.

Several factors (such as a cooperative’s pricing policies or the value of intangible
cooperative benefits) are elusive to quantify and thus are not reflected in the various
financial performance measures, including the extra value measure.

The exercise of measuring cooperative performance by the extra value method tells us
that cooperatives of all types can be very able performers but that some cooperatives
may not be fully rewarding members for the use of their equity.
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Measuring the Performance of Agricultural
Cooperatives

Carolyn Betts LiebrandRural DevelopmentRural Business-Cooperative Service/USDA

Introduction

The task of measuring the financial performanceof cooperatives is made problematic by the nature ofthe cooperative form of business. In particular, manyof the commonly used financial measures (return onequity, return on assets, net margins on sales, net mar-gins per hundredweight of milk, and so forth) do notaccount for the cost of using members' equity infinancing a cooperative's operations. Furthermore,cooperatives do not have a stock market valuation tooffer a timely reflection of the value of the cooperativeas a proxy for its performance (Ling 2006). As a result,members' ability to judge their cooperative's perfor-mance is incomplete. However, members need to beable to fully evaluate their cooperative's performance.The more complete the measure of cooperative perfor-mance, the better equipped the board is to guide thecooperative and to evaluate and reward cooperativemanagers.The relative use of equity versus debt impacts thecommon performance measures in different ways.(This is illustrated in Table 1 where two hypotheticalcooperatives are compared. Cooperatives A and B areassumed to be alike in every way—except for thedegree to which they use member equity.) For exam-ple, two measures—net margins and return to equity—are impacted in opposite fashion by the relative use ofdebt and equity. A given cooperative with relativelyhigher use of debt will have higher interest expenseand therefore lower net margins. At the same time, therelatively lower use of equity would result in a propor-tionately higher return on equity. In contrast, if thecooperative were to use relatively less debt and moreequity, the reverse would be true.

Thus, one shortcoming of the financial perfor-mance measures frequently used is that equity is con-sidered “free” capital by these ratios. But equity doesindeed have a cost associated with it—it's just not onepaid out with a line item on the operating statement.The cost is the potential earnings forgone by not mak-ing an alternative investment, known as the “opportu-nity cost” of making one investment over another. Ifmembers' capital was not committed to the coopera-tive, they could invest it elsewhere. The rate that mem-bers could realize in alternative investments is oneway to reflect the cost of the cooperative's use of theircapital.A measure that takes into account the cost ofmember equity was introduced in USDA's ResearchReport 166 and further refined and simplified inResearch Report 212. In both reports, this measure ofcooperative performance—called extra value—wasapplied to evaluate dairy cooperative performance.This report extends the application of this extra valuemeasure to all types of agricultural cooperatives.
Measuring Extra Value

The extra value approach used in this report fol-lows the concepts embodied by the extra value mea-sure developed by USDA Rural DevelopmentCooperative Programs staff (Ling 1998 and 2006).Members can evaluate their cooperatives' use of mem-ber-supplied funds—whether their capital is earningmore, or less, than it could in alternative investments.A positive extra value indicates that a cooperative hascreated value by its operations, while a negative extravalue means that a cooperative has actually dimin-ished the value of members' investment.
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For the two cooperatives that hypothetically dif-fer only in their relative use of debt and equity, Table 1illustrates how they generate equal extra value,regardless of the way they were financed.  While thecommon financial measures yield different results forCooperatives A and B, the extra value these two coop-eratives generate turns out to be identical. Thus thesetwo cooperatives’ operations each generated $32,000 invalue above the cost of all their inputs, including acost for using member capital.Alternatively, if the appropriate charge for capital(both debt and equity) was higher, neither Cooperative

A nor B created enough value to cover their total costs.Both cooperatives’ operations decresed value by $18, 400.While the sterile example in Table 1 serves itspurpose in showing the strength of the extra valuemeasure in theory, in reality, no two cooperatives arealike. To begin with, agricultural cooperatives varydramatically in size and scope. Some market raw com-modities, such as grain, while others provide produc-ers supplies for the farming operations, and othersprovide both. Some are narrowly focused while othersengage in a variety of enterprises. In addition, somemay perform basic marketing functions while othersengage in further processing, manufacturing, supply-

2

Table 1—Comparison of two cooperative using a variety of performance measures

Cooperative A Cooperative B Comparison

Total assets $1,000,000 $1,000,000 =
Operating Capital 560,000 560,000 =
—financed by debt 60,000 310,000 A<B
—financed by equity 500,000 250,000 A>B
Sales 5,000,000 5,000,000 =
COGS 4,500,000 4,500,000 =
Gross margin 500,000 500,000 =
Operating Cost 440,000 440,000 =
Operating margin 60,000 60,000 =
Cost of debt 5.0% 5.0% =
Interest on debt 3,000 15,500 A<B
Net savings 57,000 44,500 A>B

Return on equity 11.4% 17.8% A<B
Return on operating capital 10.2% 7.9% A>B
Return on assets 5.7% 4.5% A>B
Net margins on sales 1.1% 0.9% A>B
Charge for equity 5.0% 5.0% =
Interest on equity 25,000 12,500 A>B
__________________________________________________________________________________________________
Extra Value 32,000 32,000 =
Extra value index 5.7% 5.7% =
__________________________________________________________________________________________________
Cost of debt 14.0% 14.0% =
Interest on debt 8,400 43,400 A<B
Net savings 51,600 16,600 A>B

Return on equity 10.3% 6.6% A>B
Return on operating capital 9.2% 3.0% A>B
Return on assets 5.2% 1.7% A>B
Net margins on sales 1.0% 0.3% A>B
Charge for equity 14.0% 14.0% =
Interest on equity 70,000 35,000 A>B

_______________________________________________________________________________________________
Extra Value (18,400) (18,400) =
Extra value index -3.3% -3.3% =
__________________________________________________________________________________________________

               



ing branded products to retail markets, and so forth. Itgoes without saying that the diverse nature of opera-tions will require different levels of capital usage.One way to neutralize the effect of this diversityof cooperative structures and operations is to expressextra value as a ratio. Extra value divided by the coop-erative's operating capital indicates the rate at which acooperative is creating extra value. Operating capitalrepresents the financial resources available to coopera-tive management to run the business.Thus from our example, despite differences incapital structure (with all other things being equal),both Cooperative A and B created value at a rate of 5.7percent when interest on debt and equity is 5.0 per-cent. However, if the appropriate interest charge fordebt and equity is 14.0 percent, each cooperative'svalue is reduced at a rate of 3.3 cents per dollar ofoperating capital.Extra value can be calculated from the informa-tion commonly found in cooperatives' financial state-ments. The only item that won't be found on standardfinancial statements is an interest charge for equity.Thus, the charge for equity capital must be assumedfor calculating extra value. Furthermore, a representa-tive interest rate paid by each cooperative for its debtcapital may be difficult to arrive at due to the widerange of financing arrangements in and among cooper-atives, depending on their particular situation witheach creditor and/or debt instrument. However, forthis extra value calculation, there is no need to deter-mine a rate for the cost of debt capital since the cost ofdebt is reflected in operating expenses and subse-quently, net savings. In this way, the extra value mea-sure allows a cooperative's particular situation in debtmarkets to be preserved. Each cooperative may face aunique charge for its debt due to the nature of its oper-ations, its past performance, and the particulararrangements it secures with available creditors,among other things. This method follows the revisedcalculation used by the creators of the value addedmeasure in subsequent research (Davis 1993).Additionally, for any interest-bearing equity, thecharge paid out would also be reflected in expensesand thus this equity would not need to be included inthe extra value calculations as “member equity. ”The Extra Value calculations are as follows:
EEEExxxxttttrrrraaaa    VVVVaaaalllluuuueeee    ====    NNNNeeeetttt    ssssaaaavvvviiiinnnnggggssss    ----    IIIInnnntttteeeerrrreeeesssstttt    oooonnnn    EEEEqqqquuuuiiiittttyyyy

Interest on equity = member equity x interestrate for equity

EEEExxxxttttrrrraaaa    VVVVaaaalllluuuueeee    IIIInnnnddddeeeexxxx    ====    EEEExxxxttttrrrraaaa    VVVVaaaalllluuuueeee    ////    OOOOppppeeeerrrraaaattttiiiinnnngggg    CCCCaaaappppiiiittttaaaallll    xxxx    111100000000
Operating capital = fixed assets + net work-ing capital
Fixed assets = non-current assets
Net working capital = current assets minus cur-rent liabilities

Data

USDA annually publishes a summary of thefinancial performance of the 100 largest (based ongross sales) agricultural cooperatives. These are notnecessarily the most profitable, just the largest in termsof sales. Agricultural cooperatives that had financialinformation in this USDA database for at least 4 yearsin each of the two 5-year time periods: 1992 through1996 and 2000 through 2004, were included in thisanalysis (Table 2). Looking at these two time periodsallows for an examination of how cooperative perfor-mance progressed over time. Cooperatives that wereon the Top 100 list, but had data missing for more thanone year in either of the 5-year periods were notincluded. Averaging over 5-year time periods (or 4years in select cases: one cooperative in the first timeperiod and 12 cooperatives in the second) should havehelped to minimize the impact of extraordinary factorson results.Table 3 shows how the study cooperatives in 2004compared with the top 100 cooperatives of 2004. Innumbers, they represented 65 percent of the top 100cooperatives. Their combined total assets made up 60percent of 2004's top 100 cooperatives' assets, whiletheir net savings only came to 50 percent. Thus, thestudy cooperatives as a group had proportionatelysmaller total assets and net returns than the 100 topcooperatives. Furthermore, they appeared to be lowerearners as a group, representing just 46 percent of theextra value generated by the top 100 in 2004 when a 5-percent interest charge is made for equity capital.(Note that the extra values in Table 3 reflect weighted-averages for the two groups of cooperatives.)The cooperatives were grouped into 7 generaltypes—cotton, dairy, farm supply, fruit and vegetable,grain, sugar, and “other” cooperatives, according totheir main source of revenue. The few diversified(where both marketing and supply operations gener-ate significant revenues) rice, poultry, and livestock
3
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Table 2—Agricultural cooperatives included in the study

Cotton______                    ___3 Fruit and Vegetables________15
Calcot, Ltd. Blue Diamoond Growers
Plains Cotton Cooperative Cherry Central Cooperative
Staple Cotton Cooperative Citrus World, Inc.

Diamond Walnut Growers
Knouse Foods Cooperative
National Grape Cooperative

Dairy_______                    __16 Naturipe Berry Growers
Agri-Mark, Inc. Norpac Foods, Inc.
Alto Dairy Cooperative Ocean Spray Cranberry
Associated Milk Producers, Inc. Pacific Coast Producers
Cass-Clay Creamery Saticoy Lemon Association
Dairylea Cooperative Sunkist Growers, Inc.
DARIGOLD/Northwest Dairy Assoc. Sun-Maid Growers
First District Association Sunsweet Growers
Md. & Va. M.P. Tree Top, Inc.
Michigan Milk Producers
O-AT-KA Milk Producers
Prairie Farms Dairy Grain____________________13
St. Albans Cooperative Ag Processing, Inc.
Swiss Valley Farms Aurora Cooperative
Tillamook County Creamery Champaign Landmark
United Dairymen of Arizona Cooperative Elevator
Upstate Milk Cooperative Farmers Cooperative

Farmers Grain Terminal
Frenchman Valley

Farm Supply___                    _9 Harvest Land Cooperative
CF Industries, Inc. Heartland Cooperative
Farm Service Cooperative Pendleton Grain
Fruit Growers Supply Ray-Carroll Co.
Growmark, Inc. South Dakota Wheat
Intermountain Farmers West Central Coopertive
MFA Incorporated
MFA Oil Company “Other”____________________6
Tennessee Farmer
Universal Cooperative Alabama Farmers (Diversified)

Equity Cooperative (Livestock)
Farmers’ Rice Cooperative (Rice)
Gold Kist, Inc. (Diversified)
Land O'Lakes, Inc. (Diversified)
Producers Rice Mill (Rice)

Sugar_____________________3
American Crystal
Minn-Dak Farmers
Southern Minnesota Beet Sugar

Total 65

   



cooperatives in the data set were combined in the“other” category. The fruit and vegetable group con-tains cooperatives that focus on a specific set of fruitsor of vegetables. Farm supply cooperatives are orga-nized to secure the inputs farmers need in their farm-ing operations; however, many cooperatives whosemain business is marketing a specific commodity alsosell farming inputs to members. In particular, mostgrain marketing cooperatives also sell fertilizer, fuel,and/or offer agronomy services. Some dairy coopera-tives, whose main line of business is marketing theirmembers' milk, also sell dairy feed and other dairyand farming supplies, but these sales represent only asmall portion of total sales.The study cooperatives differed somewhat fromthe types of cooperatives on the top 100 cooperativeslist in 2004. The study cooperatives had proportionate-

ly fewer grain cooperatives than those on the top 100list (20 percent versus 35 percent), and relatively morefruit and vegetable cooperatives (23 percent versus 14percent). Keep in mind that the specific cooperativeson the top 100 list change from year to year, whereasthe study cooperatives were the same set of coopera-tives for all the years studied.
Interest Rates

Key to calculating extra value for each coopera-tive is the charge that has to be assigned for the use ofmember equity in cooperative operations.Theoretically, a charge equal to the interest rate a coop-erative pays for its debt capital would represent an“opportunity cost” for the equity used by that cooper-
5

Table 3—Extra value estimates for Top 100 cooperatives and study group of cooperatives, 2004

Study
Study cooperatives:

Top 100 cooperatives1 Top 100

Number Share

Cooperatives 100 65 65%

Million dollars

Total assets 25,104 15,143 60%

Operating Capital 15,527 9,480 61%
—financed by debt2 9,982 6,020 60%
—financed by equity 5,545 3,460 62%

Diff.
Net savings 1,155 573 50% (%-age

points)
Return on equity 12.9% 10.4% -2.5
Return on operating capital 7.4% 6.0% -1.4
---------------------------------------------------------------------------------------------------------------------------------------------------------------------------
Imputed charge for equity 5.0% 5.0%
Extra Value 878 400 46%
Extra value index 5.7% 4.2% -1.4
---------------------------------------------------------------------------------------------------------------------------------------------------------------------------
Imputed charge for equity 10% 10%
Extra Value 601 227 38%
Extra value index 3.9% 2.4% -1.4
---------------------------------------------------------------------------------------------------------------------------------------------------------------------------
Imputed charge for equity 15% 15%
Extra Value 323 54 17%
Extra Value Index 2.1% 0.6% -1.5

1 Weighted average
2 Includes minority interest in subsidiaries
SOURCE: Chesnick, USDA

                       



ative (Ling 2006). In other words, if a cooperativedoesn’t use members' capital, it would have to payanother entity for capital with which to run the coop-erative. Thus, the cost of member equity to the cooper-ative could be valued at what it would have to pay tosecure the capital from another source.Therefore, this report uses the same charge forcapital that was used in previous applications of theextra value measure—the “Libor + 2.” This rate is eachyear's December average British Banker's Association'sLondon Inter-Bank Offered Rate (BBA Libor for U.S.dollar loans with a 12-month maturity) plus 200 basispoints. Libor + 2 represents the commonly held opin-ion that banks in the United States generally willextend loans to a firm with a better-than-average creditrating, at an interest rate of about 200 basis pointsabove the Libor (hence it is termed the “basic rate” inthe following analysis). This rate is applied across allcooperatives on the member capital they use and is aconsistent and simple way to account for the basic costof member equity (see table 4 for the rates used).But, the real question may be: What is the rate atwhich members would be comfortable investing theircapital in the cooperative as opposed to some otherinvestment? This is the opportunity cost to the mem-ber supplying the capital. It is commonly held thatequity is riskier for the investor than debt is for lend-ing institutions. Finance academics have noticed that,historically, the return to equity capital has averagedabout 9 percent above the rate of return to debt-hold-

ers (Davis 1993). Other business analysts noted in theearly 1990s that stockholders have received an averagereturn that was six percentage points above long-termgovernment bonds, noting that the rate was higher formore volatile stocks and lower for more stable stocks(Tully). Therefore, following the methodology present-ed in Research Report 212, extra value is calculated inthis analysis at the basic rate, as well as basic rate plus5 percent and basic rate plus 10 percent to indicate per-formance for a spectrum of risk levels.All three rates reflect valid considerations of thecost of equity capital. The basic rate (LIBOR plus 2 per-cent) reflects the opportunity cost to the cooperativefor using equity capital as opposed to debt capital. The“Basic + 5” and the “Basic +10” rates reflect two levelsof members' risk premiums.
Results

Individual cooperative data cannot be revealedby USDA; thus, the results are presented in the form ofperformance category and rank among the group ofcooperatives. The cooperative codes, do, however,reflect the nature of the cooperative operations. Thecooperative codes beginning with “C” are cotton coop-eratives, “D” = dairy cooperatives, “FS” = farm supplycooperatives, “FV” = fruit and vegetable cooperatives,

6

Table 4—British Banker's Association, London Inter-Bank Offered Rate (Libor), actual over 360-day basis;
study interest charges on equity

Basic Rate Basic Rate
Libor, 12-month maturity, Basic Rate +5% risk + 10 risk

Year December average (=“Libor+2%”) premium premium

1992 4.1298 6.1 11.1 16.1
1993 3.7987 5.8 10.8 15.8
1994 7.5719 9.6 14.6 19.6
1995 5.5045 7.5 12.5 17.5
1996 5.7629 7.8 12.8 17.8

Simple average 7.4 12.4 17.4

2000 6.2374 8.2 13.2 18.2
2001 2.4167 4.4 9.4 14.4
2002 1.5773 3.6 8.6 13.6
2003 1.4960 3.5 8.5 13.5
2004 3.0151 5.0 10.0 15.0

Simple average 4.9 9.9 14.9

        



“G” = grain cooperatives, “OTH” = other types-con-sisting of diversified, rice, poultry and livestock coop-eratives, and “S” = sugar cooperatives.
Performance categories—As in Research Report212, performance was categorized into five groupsaccording to the cooperatives' return on equity andextra value generated at the three different interestrates. Table 5 shows the number and types ofcooperatives falling into each category for the two timeperiods.

I. Negative returns. Cooperatives in this group hada negative average return on equity for the 5-yearperiod. In other words, their net margins aver-aged below $0, and it follows that the extra valuemeasures also were negative. Four cooperatives(two sugar cooperatives, a dairy, and one “other”cooperative) fell into this category during thefirst period (1992-96). Five cooperatives (two fruitor vegetable cooperatives, one farm supply, andone grain cooperative) showed negative returnsin the second period (2000-04).
II. Positive return on equity, but no extra value gen-erated. In this case, the cooperatives averagedpositive return on equity for the 5-year period.However, they did not generate value beyond thecost of the equity capital at the basic rate (LIBOR+ 2 points), which means they showed a negativeextra value. In theory, if they had borrowed thecapital instead of relying on members to supplyit, their net margins would have been negative.There were 22 cooperatives in the first time peri-od and 14 in the second whose net margins wereinsufficient to cover a basic charge for the use oftheir members' capital. Only sugar cooperativeswere not represented in the first time period, andonly cotton cooperatives were not represented inthe second. Farm supply and sugar cooperativeswere the only types to show an increase in thenumber of cooperatives in this category from1992-96 to 2000-04.
III. Extra value generated at a basic interest chargefor equity. These cooperatives averaged positiveextra value over the 5-year period, even aftersubtracting a basic charge for the use of membercapital. These cooperatives were adding enoughvalue through their operations such that theycovered the opportunity cost of member-sup-

plied capital at a rate similar to what they wouldhave had to pay for debt capital (LIBOR + 2). Itgoes without saying that the return on equity forthese cooperatives (and for groups IV and V) wasalso positive. There were 19 cooperatives in cate-gory III in the first time period; while in 2000-04,nearly half-again as many, 28 cooperatives, werein this performance category. All types of cooper-atives were represented in this category in eachtime period, with the exception of cotton cooper-atives in the first period.
IV. Extra value generated with a moderate risk pre-mium on equity capital. Cooperatives in thisgroup showed positive average extra value wheninterest on equity was charged at a 5-percent pre-mium over the basic rate. Members may not viewinvestment in the cooperative the same as theywould an alternative investment vehicle. Instead,they may accept a lower return on investment, inpart as a cost of cooperative membership or,alternatively, as the value of having a cooperativewith which to do business. Yet, since the riskassociated with an equity investment is some-what higher than a loan made by a lender, somesort of premium over the basic rate is warranted.The number of cooperatives in this group wassimilar between the two time periods—eight inthe first and seven in the second. There weren'tany cotton or “other” cooperatives in this groupfor either time period. Additionally, farm supplycooperatives were not represented for 2000-04.There were three dairy cooperatives, two graincooperatives, and one fruit or vegetable coopera-tive in this category for each time period.
V. Extra value generated with a higher risk premi-um charge for equity. Cooperatives in this catego-ry were able to average positive extra value forthe 5-year period when a 10-percent risk premi-um was added to the basic interest charge forequity. This is designed to reflect the opportunitycost to members for investing their capital in thecooperative rather than in an alternative invest-ment (where the historic risk premium is thoughtto be around 9 percent). Twelve cooperativeswere in this category in the first period, and near-ly the same number, 11, in the more recent set ofyears. There were five dairy cooperatives, twocotton cooperatives, two fruit or vegetable coop-eratives, one grain cooperative, and one “other”cooperative in this highest performing group for
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Table 5—Performance of agricultural co-ops in the two 5-year periods, 1992-96 and 2000-04, by category

Performance
Category Criteria

__________________________________________________________________
Positive Positive Positive
EVI @ EVI @ EVI @

Negative Positive Basic Basic Basic 1992-96 2000-04
Group ROE ROE Rate +5% +10% average average

0 Cotton 0 Cotton
1 Dairy 1 Dairy
0 F. Supply 1 F. Supply

I X 0 Fruit & Veg 2 Fruit & Veg
0 Grain 1 Grain
1 Other 0 Other
2 Sugar 0 Sugar
4 5

1 Cotton 0 Cotton
4 Dairy 2 Dairy
2 F. Supply 3 F. Supply

II X 9 Fruit & Veg 5 Fruit & Veg
4 Grain 1 Grain
2 Other 2 Other
0 Sugar 1 Sugar
22 14

0 Cotton 1 Cotton
4 Dairy 5 Dairy
4 F. Supply 5 F. Supply

III X X 3 Fruit & Veg 5 Fruit & Veg
5 Grain 8 Grain
2 Other 3 Other
1 Sugar 1 Sugar
19 28

0 Cotton 0 Cotton
3 Dairy 3 Dairy
2 F. Supply 0 F. Supply

IV X X X 1 Fruit & Veg 1 Fruit & Veg
2 Grain 2 Grain
0 Other 0 Other
0 Sugar 1 Sugar
8 7

2 Cotton 2 Cotton
4 Dairy 5 Dairy
1 F. Supply 0 F. Supply

V X X X X 2 Fruit & Veg 2 Fruit & Veg
2 Grain 1 Grain
1 Other 1 Other
0 Sugar 0 Sugar
12 11

                      



2000-04. Dairy cooperatives were the only typesto show an increase in the number of coopera-tives in this category between 1992-96 and 2000-04.
Overall, more cooperatives showed positive extravalue (category III, IV, or V) in the second time period(46 cooperatives) than in the first (39 cooperatives).The different types of cooperatives followed suit, withthe exception of the farm supply cooperatives wherethere were two fewer cooperatives with positive extravalue at any interest charge for equity in the secondtime period. For 2000-04, all of the cotton cooperativesshowed positive extra value, and over 80 percent ofthe grain and dairy cooperatives generated extravalue. And, a majority of the other types of coopera-tives generated positive extra value in the second timeperiod as well.Table 6 shows the performance category of eachcooperative for the two time periods and the change inperformance category from the first period to the sec-ond, if any, for each cooperative. Five cooperativesshowed consistent and strong performance—generat-ing extra value with a 10-percent risk premiumcharged for equity capital in both time periods (catego-ry V). Three of these high performers were dairy coop-eratives (D2, D10, and D11), while the others were acotton cooperative (C6) and a fruit or vegetable coop-erative (FV1). There were five more high performers—cooperatives that performed at performance level IV orbetter in both periods (D7, D9, G13, G15, and FV4).Additionally, a cotton cooperative (C3) rose fromcategory II to category V, while another cooperative(OTH5) rose from category I to category V! A graincooperative (G8) improved two categories to categoryV for the second time period.Five cooperatives improved their performance tocategory IV in 2000-04—three dairy (D12, D18, D14), afruit or vegetable cooperative (FV17), and a sugarcooperative (S16). A grain cooperative (G15) main-tained its performance in category IV for the two timeperiods, while another grain cooperative (G13)dropped from category V.Thus in 2000-04, cooperatives of a variety oftypes were found in the highest performance cate-gories-IV and V, with the exception of farm supplycooperatives. (However, one farm supply cooperativeperformed in category IV and one in category V in1992-1997.) This indicates that a range of agriculturalcooperatives is capable of performing admirablyregardless of the product they may handle.

Cooperatives of every type were represented inperformance category III for 2000—04, where nearly 40percent of these were also in category III for 1992—96. Nearly equal numbers had improved to cate-gory III (nine cooperatives) as had declined to categoryIII (eight cooperatives). There were more cooperativesin performance category III in 2000—04 than in 1992—96 for each type, except sugar cooperatives and“other” cooperatives, where there were the same num-ber of cooperatives in both time periods.Seven cooperatives maintained lackluster perfor-mance over the two time periods—not generating anyextra value when a charge is imputed for memberequity (category II). Over one-half of these were fruitor vegetable cooperatives (FV45, FV29, FV57, andFV60), while a dairy (D54), grain (G51), and another(OTH62) cooperative made up the rest. Six coopera-tives dropped to category II in 2000—04. One-half ofthese were farm supply cooperatives (FS48, FS53, andFS58) while a dairy cooperative (D50), a fruit or veg-etable cooperative (FV36), and another cooperative(OTH55) declined to category II.One sugar cooperative improved from category Ito II in 2000—04. The members of S49 may be some-what encouraged by their cooperative's improvementfrom its negative average returns for 1992—96.Finally, five cooperatives fell to category I for2000—04. Two fruit or vegetable cooperatives (FV59and FV65) along with a grain (G63) and farm supply(FS64) cooperative fell from category II, while a dairycooperative (D61) fell from category III.This shows that, with the exception of cottoncooperatives, at least one cooperative of each typefailed to generate value sufficient to cover a charge forthe use of their members' equity in either time period.However, with the exception of farm supply coopera-tives, there were fewer cooperatives of each type thatlost value in the second time period compared to thefirst. Furthermore, members of the 12 cooperativesthat either fell to category I in 2000—04 or stayed incategory II for both time periods may be most con-cerned with their cooperative's performance. One-halfof these lackluster performers were fruit or vegetablecooperatives (FV45, FV29, FV57, FV60, FV59, FV65),accompanied by two grain (G51, G63), two dairy (D54,D61), one farm supply (FS64), and one other coopera-tive (OTH62).
Rankings—Table 7 groups the cooperatives accordingto type and presents the performance categories andranks according to EVI at the basic plus 10 percent rate
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Coop Performance Category Change
Code 1992-96 2000-04 Period 1:2

FV1 V V =
D2 V V =
C6 V V =
D10 V V =
D11 V V =
FV4 IV V UP 1
D7 IV V UP 1
D9 IV V UP 1
G8 III V UP 2
C3 II V UP 3
OTH5 I V UP 4
-----------------------------------------------------------------------------
G13 V IV D 1
G15 IV IV =
D12 III IV UP 1
D18 III IV UP 1
D14 II IV UP 2
FV17 II IV UP 2
S16 I IV UP 3
-----------------------------------------------------------------------------
OTH19 V III D 2
FV23 V III D 2
FS26 V III D 2
G41 V III D 2
C52 V III D 2
G28 IV III D 1
FS34 IV III D 1
D37 IV III D 1
OTH20 III III =
FV21 III III =
FS24 III III =
G27 III III =
G32 III III =
FS33 III III =
S35 III III =
G38 III III =
G39 III III =
D42 III III =
FV47 III III =
OTH22 II III UP 1
G30 II III UP 1
FS46 II III UP 1
D25 II III UP 1
FV31 II III UP 1
D43 II III UP 1
FV44 II III UP 1
G56 II III UP 1
D40 I III UP 2
-----------------------------------------------------------------------------

Table 6—Performance categories for individual cooperatives, 1992-96 and 2000-04

Coop Performance Category Change
Code 1992-96 2000-04 Period 1:2

D50 V II D 3
FS48 IV II D 2
FV36 III II D 1
FS53 III II D 1
OTH55 III II D 1
FS58 III II D 1
FV45 II II =
G51 II II =
FV29 II II =
D54 II II =
FV57 II II =
FV60 II II =
OTH62 II II =
S49 I II UP 1
----------------------------------------------------------------------------------
D61 III I D 2
FV59 II I D 1
G63 II I D 1
FS64 II I D 1
FV65 II I D 1

    



for 2000-04, as well as the changes in these indicesfrom 1992-96 for each cooperative. (Complete rankingsaccording to return on equity and extra value at thedifferent interest charges for both time periods can befound in appendix Table 1. The top 10 cooperativesaccording to EVI at the basic plus 10 percent rate in2000-04 are also in the top 10 according to return onequity (ROE) and EVI at the basic plus 5 percent rate.Just one cooperative, D10, falls out of the top 10 and isreplaced by D11 when ranked according to EVI at thebasic and the basic plus 5 percent rates. Four of thesetop 10 cooperatives—FV1, D2, C6, and D10, as well asD11, were also in the top 10 rank in 1992-96.)The rankings allow cooperatives’ performance tobe judged relative to each other's performance. Whileall the cooperatives operated in the same general eco-nomic conditions of each time period, some saw theirperformance improve, while others’ performanceworsened between the two periods. Thus, cooperativesmay want to assess the reasons their performanceimproved, or declined, relative to the performance ofother agricultural cooperatives. Only four cooperativesranked in the top 10 in both time periods; one-half ofthese were dairy cooperatives (D2 and D10). Fivecooperatives ranked in the bottom 10 in both time peri-ods—three of which were fruit or vegetable coopera-tives (FV57, FV59, and FV60).CCCCoooottttttttoooonnnn    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—Just three cotton coopera-tives were represented in the sample, two of whichwere in the top 10 in 2000-04. While one cooperativedropped by just two positions to sixth position, theother two cooperatives showed wide swings in perfor-mance—C3 improved 48 positions to rank third, whileC52 fell by 46 positions to rank 52 out of the 65 studycooperatives. These changes were the second largestincrease and decrease in rank, respectively, among the65 study cooperatives.DDDDaaaaiiiirrrryyyy    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—Four of the 16 dairy cooper-atives ranked in the top 10. D2 was a consistent highperformer—ranking second in 2000-04 and first in1992-96. Two cooperatives (D7 and D9) improved 10and nine positions, respectively, to land in the top 10.D14 showed the largest improvement in rank, improv-ing 36 positions to 14 out of the 65 cooperatives.Meanwhile, D50 fell 47 positions to 50, the largest dropbetween the two time periods among the 65 coopera-tives. Just one dairy cooperative, D61, was among thebottom 10 in rank.FFFFaaaarrrrmmmm    ssssuuuuppppppppllllyyyy    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—Just two of the ninefarm supply cooperatives showed an improvement inrank between 1992-96 and 2000-04. FS24 improved 14positions to 24, the highest rank held by a farm supply

cooperative, and FS46 improved 10 positions to 46.Two farm supply cooperatives ranked in the bottom 10(FS58 and FS64). More than three-fourths of the farmsupply cooperatives (78 percent) declined in rank—thehighest proportion for any of the types of cooperatives.FS26 fell out of the top 10—from seventh in 1992-96 to26th for 2000-04.FFFFrrrruuuuiiiitttt    aaaannnndddd    vvvveeeeggggeeeettttaaaabbbblllleeee    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—Fruit andvegetable cooperatives showed the widest range inperformance. FV1 improved one position to rank firstin 2000-04, while FV65 fell 18 positions to last. FV4improved 15 positions to fourth—the only other fruitor vegetable cooperative in the top 10. Four of the 15fruit and vegetable cooperatives (27 percent) were inthe bottom 10, where all but last place FV65 hadimproved their rank from 1992-96. More of the fruitand vegetable cooperatives had improved their rank(73 percent) than had declined in rank (27 percent).Moreover, proportionately fewer fruit or vegetablecooperatives declined in rank than among the othertypes of cooperatives.GGGGrrrraaaaiiiinnnn    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—One grain cooperative (G8)improved 25 positions to eighth place while two graincooperatives fell in rank to the bottom 10 (G56 andG63) for 2000-04. More than twice as many grain coop-eratives fell in rank (69 percent) as improved in rank(31 percent) between the two time periods.SSSSuuuuggggaaaarrrr    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—One of the three sugarcooperatives, S16, improved 36 spots to 16—the high-est ranking sugar cooperative, while S35 fell nine slotsto 35. The lowest ranking sugar cooperative (S49) hadimproved four positions. Sugar cooperatives were theonly type not to have a cooperative in the top 10 ineither time period.OOOOtttthhhheeeerrrr    ccccooooooooppppeeeerrrraaaattttiiiivvvveeeessss—One of the six other cooper-atives (diversified, rice, poultry, and livestock), OTH5,showed the largest increase in rank of the 65 studycooperatives—rising 53 positions to fifth. Meanwhile,OTH19 dropped out of the top 10 to 19 for 2000-04,and OTH55 fell 24 positions to 55. OTH 62 remained inthe bottom 10.
Group averages————The simple average of the indi-vidual cooperatives' performance is shown in Table 8.The 65 study cooperatives averaged positive extravalue in both time periods at the basic plus 5 percentrate, a category IV performance. In other words, onaverage, the cooperatives had positive net marginsafter subtracting a moderate charge for the opportuni-ty cost of equity. For 2000-04, this group of agriculturalcooperatives created 2.3 cents in extra value for everydollar of operating capital expended, on average,
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Performance Category  Rank at EVI Basic + 10%

Coop Change Change

Code 2000-04 Period 1:2 2000-04 Period 1:2

C3 V UP 3 3 48

C6 V = 6 -2

C52 III D 2 52 -46

D2 V = 2 -1

D7 V UP 1 7 10

D9 V UP 1 9 9

D10 V = 10 -5

D11 V = 11 -1

D12 IV UP 1 12 10

D14 IV UP 2 14 36

D18 IV UP 1 18 23

D25 III UP 1 25 20

D37 III D 1 37 -22

D40 III UP 2 40 23

D42 III = 42 -17

D43 III UP 1 43 -8

D50 II D 3 50 -47

D54 II = 54 -8

D61 I D 2 61 -19

FS24 III = 24 14

FS26 III D 2 26 -19

FS33 III = 33 -12

FS34 III D 1 34 -14

FS46 III UP 1 46 10

FS48 II D 2 48 -35

FS53 II D 1 53 -25

FS58 II D 1 58 -21

FS64 I D 1 64 -4

FV1 V = 1 1

FV4 V UP 1 4 15

FV17 IV UP 2 17 40

FV21 III = 21 13

FV23 III D 2 23 -12

Performance Category  Rank at EVI Basic +10%

Coop Change Change

Code 2000-04 Period 1:2 2000-04 Period 1:2

FV29 II = 29 1

FV31 III UP 1 31 1

FV36 II D 1 36 -12

FV44 III UP 1 44 4

FV45 II = 45 10

FV47 III = 47 -7

FV57 II = 57 2

FV59 I D 1 59 5

FV60 II = 60 5

FV65 I D 1 65 -18

G8 V UP 2 8 25

G13 IV D 1 13 -1

G15 IV = 15 -1

G27 III = 27 16

G28 III D 1 28 -12

G30 III UP 1 30 14

G32 III = 32 -9

G38 III = 38 -2

G39 III = 39 -12

G41 III D 2 41 -32

G51 II = 51 11

G56 III UP 1 56 -7

G63 I D 1 63 -9

OTH5 V UP 4 5 53

OTH19 III D 2 19 -11

OTH20 III = 20 9

OTH22 III UP 1 22 17

OTH55 II D 1 55 -24

OTH62 II = 62 -1

S16 IV UP 3 16 36

S35 III = 35 -9

S49 II UP 1 49 4

Table 7—Cooperative performance category and ranking 2000-04, with changes from 1992-96

when a charge for equity capital with a 5-percent riskpremium over the basic interest rate was applied.However, if members' risk premium was 10 percent,the 65 cooperatives fell short of being able to paymember-producers this premium by $0.01 for eachdollar of operating capital utilized, on average.Grouping the cooperatives according to theproduct (predominantly) handled showed a range ofperformance. Again, the results presented are the sim-ple average of the individual cooperatives' perfor-mance. Cotton cooperatives outperformed the other

types—generating positive extra value with a 10-pointrisk premium charged for equity (performance catego-ry V) in both time periods. Dairy cooperatives per-formed almost as well—but dropped to performancecategory IV for 2000-04, missing members' expecta-tions by an average of just $0.008 per dollar of operat-ing capital when equity was charged a 10-percent riskpremium over the basic rate.The other five types of cooperatives all per-formed at category III for 2000-04, averaging positiveextra value when charged a basic rate for their use of
12
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equity capital. Grain cooperatives generated an aver-age of $0.02 in extra value for each dollar of operatingcapital used after accounting for a basic charge forequity. Along with grain cooperatives, farm supplycooperatives and other cooperatives performed at thecategory III level in both time periods, while fruit andvegetable and sugar cooperatives had improved theiraverage performance from category II in 1992-96.(For the weighted average group results, seeappendix Table 2. Suffice it to say that for the coopera-tives in this study, the weighted average was lowerthan the simple average in both time periods. Thisindicates that for this set of cooperatives, one or moreof the larger cooperatives performed less well than thegroup. For 2000-04 this held true within each groupexcept for the fruit and vegetable cooperatives wherethe weighted average was above the simple average—indicating one or more large cooperatives added rela-tively more value than the group.)
Conclusions

There are likely a variety of reasons that coopera-tives of one type may perform generally better orworse than another. The most obvious is that the mar-ket conditions for one particular commodity may dif-fer from the market circumstances for another. Themarket for tree fruit is impacted by different factorsthan milk markets. Farm supply operations face differ-ent operational challenges than cotton marketing.Moreover, each agricultural commodity type is subjectto its own unique set of competitive and institutionalfactors that may impact a cooperative's ability to createvalue. At the same time, even within a commoditytype, the market environment may vary according tothe geographic region or market segment in which thecooperative operates.However, the results of this analysis show that atleast one of each type of cooperative (with the excep-tion of sugar cooperatives) in at least one of the two 5-year time periods considered, was able to add valuesufficient to reward members for the use of their capi-tal at a rate akin to the historic return-to-equity invest-ments. Conversely, there were also cooperatives ofevery type that could not cover a basic charge for theuse of member capital. Thus, it appears that the abilityto generate, or lose, value is not exclusive to coopera-tives of one type or another. In fact, for every type ofcooperative where there were more than three cooper-atives in the group, performances ranged from catego-ry I to category V. Furthermore, the range of perfor-

mance within each group indicated that factors otherthan the commodities handled also play a role in howwell a cooperative performs.That said, among the highest performers, dairycooperatives represented one-half of the 10 coopera-tives that performed in category IV or V in both timeperiods. On the other end of the performance spec-trum, fruit and vegetable cooperatives representedone-half of the 12 cooperatives that performed in cate-gory I or II in both time periods. Furthermore, no farmsupply cooperatives performed better than the catego-ry III level in 2000-04.While the performance of fruit and vegetablecooperatives ranged from the highest-ranked coopera-tive to the lowest, a majority (73 percent) moved up inrank relative to the 65 study cooperatives between1992-96 and 2000-04. In contrast, a majority of the cot-ton, dairy, farm supply, grain, and “other” coopera-tives fell in rank. Moreover, farm supply cooperativeswere the only type where a majority (two-thirds, infact) of the cooperatives dropped in performance cate-gory between 1992-96 and 2000-04.Beyond the external economic and market factorsimpacting cooperative performance, cooperatives'pricing policies—the prices a cooperative pays mem-bers for commodities/charges for farm inputs—impactthe various measures of financial performance, includ-ing the extra value measure. The prices paid, orcharged, by a cooperative directly impact the level ofthe cooperative's net margins. As net margins areinfluenced, so is the resulting extra value measure. Forexample, a marketing cooperative may pay membershigh prices or premiums for their production, whichmeans their cost of goods sold will be an elevatedamount, lowering net margins and extra value accord-ingly. On the other hand, some marketing cooperativesmay pay relatively low prices enabling the cooperativeto show larger net margins and extra value (appendixTable 3). In the same way, a farm supply cooperative'scharges for its products and services may be relativelylower (or higher), lowering (or raising) the coopera-tive's income and impacting the cooperative's bottomline correspondingly. Thus, the relationship betweenprofits and value to investor-owners (members) of acooperative business may not be as clear-cut as for aninvestor-owned business. Both the strength of thecooperative to its members as users (price levels) andas investor-owners (extra value) must be taken intoaccount.To one degree or another, cooperatives offer valu-able, and frequently intangible, benefits that cannot beexpressed in terms of dollars and cents. Thus, these
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Table 8—Performance of study cooperatives, simple averages by type of cooperative, 1992-96 and 2000-04

Extra Value Index
___________________________________

Equity
BASIC BASIC BASIC share of
RATE RATE RATE Performance operating

ROE (LIBOR +2) +5 +10 category Rank capital
_______________________________________________________________________________________

1992-96 Averages
All (65 cooperatives) 11.9% 4.0 0.3 (3.4) IV 74.5%
Cotton (3 cooperatives) 18.3% 10.1 5.7 1.3 V 1 88.0%
Dairy (16 cooperatives) 17.0% 8.9 5.1 1.2 V 2 76.6%
Farm Supply (9 coops) 10.5% 2.4 (1.2) (4.9) III 4 73.2%
Fruit & Veg. (14 coops) 6.2% (1.1) (4.6) (8.1) II 6 69.7%
Grain (13 cooperatives) 10.7% 2.4 (1.6) (5.6) III 5 79.5%
Other (6 coops) 8.3% 0.6 (3.0) (6.5) III 3 70.4%
Sugar (3 cooperatives) 1.9% (2.8) (5.7) (8.6) II 7 58.5%

2000-04 Averages
All (65 cooperatives) 12.2% 5.6 2.3 (1.0) IV 66.7%
Cotton (3 cooperatives) 22.9% 15.5 11.3 7.1 V 1 83.2%
Dairy (16 cooperatives) 12.5% 6.6 2.9 (0.8) IV 2 73.7%
Farm Supply (9 coops) 5.1% 0.1 (3.3) (6.7) III 7 67.9%
Fruit & Veg. (14 coops) 5.6% 0.5 (2.4) (5.3) III 6 58.7%
Grain (13 cooperatives) 8.1% 2.0 (1.5) (5.0) III 5 69.2%
Other (6 cooperatives) 9.3% 2.4 (0.4) (3.2) III 3 56.1%
Sugar (3 cooperatives) 6.2% 0.5 (2.0) (4.6) III 4 50.7%

Change
All (65 cooperatives) 0.3 1.6 2.0 2.4 = (7.8)
Cotton (3 cooperatives) 4.6 5.4 5.6 5.8 = 0 (4.8)
Dairy (16 cooperatives) (4.5) (2.3) (2.2) (2.0) dn 1 0 (2.9)
Farm Supply (9 coops) (5.4) (2.3) (2.1) (1.8) = (3) (5.3)
Fruit & Veg. (14 coops) (0.6) 1.6 2.2 2.8 up 1 0 (11.0)
Grain (13 cooperatives) (2.6) (0.4) 0.1 0.6 = 0 (10.3)
Other (6 coops) (1.0) 1.8 2.6 3.3 = 0 (14.3)
Sugar (3 cooperatives) 4.3 3.3 3.7 4.0 up 1 3 (7.8)

benefits are not reflected in the extra value measure.These benefits may include such things as: the guaran-tee of a market for the member's products, a reliablesource of farming inputs, reduced price risk, farm andmarketing services, representation in policy and regu-latory matters, enhanced bargaining power, marketcoordination, and so forth (see Liebrand).Cooperatives incur expenses in providing these bene-fits, but don't generally directly assess members forthem. In addition, some functions that cooperativesperform serve the broader market, benefiting membersand nonmembers alike. However, only the membersshare in the cost of providing these market-wide func-tions.Finally, one may wonder about the dozen studycooperatives that lost value at the basic rate in both

time periods and yet remain ongoing concerns, as wellas the 25 cooperatives that were able to generate extravalue only with a minimal charge for equity in one orboth time periods. Perhaps members of these low per-formers feel adequately compensated for the use oftheir equity capital through relatively higher payprices/lower supply and service costs. Possibly, mem-bers of these cooperatives place sufficient value on theintangible benefits of cooperative membership—aswell as things like their belief in the cooperative formof business, traditional loyalty to their cooperative,and so forth—that they accept a lower premium forthe use of their equity. Alternatively, quite possibly thecooperatives and their members were unaware thatthe cost of their equity capital was not being covered.Several investor-owned companies that began to con-
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sider their full cost of capital also found they had beenposting negative extra value for years, unbeknownst totheir managers (Tully).In conclusion, this exercise of measuring coopera-tive performance by the extra value method tells usthat cooperatives of all types can be very able perform-ers, while some cooperatives may not be fully reward-ing members for the use of their equity.
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Appendix Table 2—Performance of study cooperatives, simple averages by type of cooperative, 1992-96
and 2000-04

Extra Value Index
__________________________________

Equity
BASIC BASIC BASIC share of
RATE RATE RATE Perf. operating

ROE (LIBOR +2) +5 +10 category Rank capital
_________________________________________________________________________________

1992-96 Averages
All (65 cooperatives) 9.6% 1.5 (1.9) (5.3) III 67.9%
Cotton (3 cooperatives) 20.8% 11.4 7.1 2.9 V 1 84.7%
Dairy (16 cooperatives) 11.5% 3.1 (0.6) (4.3) III 4 73.5%
Farm Supply (9 coops) 4.6% (1.9) (5.5) (9.1) II 6 71.6%
Fruit & Veg. (15 coops) 7.7% 0.3 (2.9) (6.0) III 5 63.0%
Grain (13 cooperatives) 16.4% 6.5 2.9 (0.8) IV 2 72.3%
Other (6 cooperatives) 13.2% 3.7 0.5 (2.7) IV 3 63.8%
Sugar (3 cooperatives) -0.2% (4.1) (6.8) (9.6) I 7 55.0%

2000-04 Averages
All (65 cooperatives) 7.4% 1.4 (1.5) (4.4) III 58.2%
Cotton (3 cooperatives) 17.2% 11.0 6.7 2.4 V 1 85.6%
Dairy (16 cooperatives) 12.0% 5.4 1.5 (2.3) IV 2 76.2%
Farm Supply (9 coops) 1.9% (2.1) (5.4) (8.8) II 7 67.5%
Fruit & Veg. (15 coops) 8.7% 2.1 (0.6) (3.3) III 4 54.3%
Grain (13 cooperatives) 7.5% 1.7 (1.7) (5.1) III 5 68.4%
Other (6 cooperatives) 8.4% 1.5 (0.7) (2.9) III 3 44.2%
Sugar (3 cooperatives) 3.6% (0.7) (3.2) (5.6) II 6 49.5%
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Appendix table 3—Comparison of different cooperative pricing policies

Cooperative pay price level
______________________________________________________________________________________

Premium above Less than
At prevailing prevailing prevailing
market prices market prices market prices

Total assets $ 1,000,000 $ 1,000,000 $ 1,000,000
Operating capital 560,000 560,000 560,000
—financed by debt 60,000 60,000 60,000
—financed by equity 500,000 500,000 500,000
Sales 5,000,000 5,000,000 5,000,000

COGS 4,500,000 4,600,000 4,400,000

Gross margin 500,000 400,000 600,000
Operating cost 440,000 440,000 440,000
Operating margin 60,000 (40,000) 160,000
Cost of debt 5.0% 5.0% 5.0%
Interest on debt $ 3,000 $ 3,000 $ 3,000

Net savings 57,000 (43,000) 157,000

Return on equity 11.4% -8.6% 31.4%
Return on operating capital 10.2% -7.7% 28.0%
Return on assets 5.7% -4.3% 15.7%
Net margins on sales 1.1% -0.9% 3.1%

Charge for equity 5.0% 5.0% 5.0%
Interest on equity $ 25,000 $ 25,000 $ 25,000
______________________________________________________________________________________________________
Extra Value $ 32,000 $ (68,000) $ 132,000
Extra value index 5.7% -12.1% 23.6%
______________________________________________________________________________________________________

Producer impact $ 0 $ 100,000 $ (100,000)

         



USDA Rural Development

Rural Business and Cooperative Programs

Stop 3250

Washington, D.C. 20250-3250

USDA Rural Development provides research, management, and

educational assistance to cooperatives to strengthen the

economic position of farmers and other rural residents. It works

directly with cooperative leaders and Federal and State agencies

to improve organization, leadership, and operation of cooperatives

and to give guidance to further development.

The cooperative segment of Rural Development (1) helps farmers

and other rural residents develop cooperatives to obtain supplies

and services at lower cost and to get better prices for products

they sell; (2) advises rural residents on developing existing

resources through cooperative action to enhance rural living; (3)

helps cooperatives improve services and operating efficiency; (4)

informs members, directors, employees, and the public on how

cooperatives work and benefit their members and their

communities; and (5) encourages international cooperative

programs. Rural Development also publishes research and

educational materials and issues Rural Cooperatives magazine.

The U.S. Department of Agriculture (USDA) prohibits

discrimination in all its programs and activities on the basis of

race, color, national origin, gender, religion, age, disability, political

beliefs, sexual orientation, and marital or family status. (Not all

prohibited bases apply to all programs.) Persons with disabilities

who require alternative means for communication of program

information (braille, large print, audiotape, etc.) should contact

USDA’s TARGET Center at (202) 720-2600 (voice and TDD).

To file a complaint of discrimination, write USDA, Director, Office

of Civil Rights, Room 326-W, Whitten Building, 14th and

Independence Avenue, SW, Washington, D.C. 20250-9410 or call

(202) 720-5964 (voice or TDD). USDA is an equal opportunity

provider and employer.

    


