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Cooperative Performance Profile

This cooperative performance profile reviews
the financial performance of cooperatives in the four
Great Plains states of Nebraska, Kansas, Colorado
and Oklahoma for the 26-year time period, 1980-
2005, and the performance of Farmers Cooperative
Elevator Company (FCEC), Isabel, Kansas. Multiple-
year averages are calculated for each multiple-year
segment 1980-85, 1986-88, 1989-1992, 1993-1995,
1996-98 and 1999-2004. These multiple year
averages are for the “same firms” that appear in all
the years in the segment.

Farmland Industries' database of local
cooperative financial statements is used as the source
of 1980-95 financial performance information and
the CoBank database is used as the source of 1996-
2005 financial performance information. Individual
co-ops are not identified from one database to
another, so calculations across databases are not
possible. All individual firm data is confidential. The
identity of each firm in the database is not provided.
Individual firm data is provided by FCEC and is
revealed only with FCEC’s permission. We are
grateful to Farmland Industries and CoBank for
sharing their databases with K-State for the purpose
of conducting research on cooperative finance issues.

The financial data provided can be used to
determine which characteristics are most closely
related to high profitability and to illustrate how an
individual cooperative's performance can be
compared to its own performance and the
performance of other cooperatives over time. At the
conclusion of this type of review, you should be able
to determine which strategies should be considered as
a way to maintain or achieve high profitability.

Three major questions are of interest in the
evaluation of the financial performance of
cooperatives in the Great Plains (GPC).

1. What has GPC performance been in the past?

2. What factors influence GPC profitability the
most?

3. What strategies can be used to improve GPC
profitability?

Three major questions are of interest in the
evaluation of the financial performance of FCEC.

1. How has FCEC's performance changed over the
1980-2003 time period and why?
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2. How does FCEC’s performance compare to the
performance of GPCs?

3. What strategies should be considered by FCEC
to improve future performance?

A standard financial analysis is utilized.

Selected ratios are calculated in four common
categories: profitability, liquidity, solvency and
efficiency. Ratios are also calculated for a fifth
category, product mix, such as grain sales to total
sales. Several measures are also provided in a sixth
category, size, such as sales and total assets.

Performance measures for each ratio are reported
in three ways for GPC.

First, the variability from the higher ratios to the
lower ratios is reported. Five measures are reported
in the "percentile values" section of the tables. They
are P95 (95th percentile), P75 (75th percentile or 3rd
quartile), P50 or median (middle, 50th percentile or
2nd quartile), P25 (25th percentile or 1st quartile)
and P5 (5th percentile). The P25, P50 and P75 values
are reported in the accompanying graphs that are
subtitled "Colorado, Kansas, Nebraska and
Oklahoma Cooperatives Percentiles."

Second, the GPC measures are divided into three
groups based on profitability. The profitability
measure, return on local assets, is used to determine
profit groupings. The profitability measure used to
form profit groups is return on local assets, where
returns are local or operational earnings before
interest and taxes and local assets are total assets
minus investments including regional investments.
This measure is described in more detail below.

The profitability groups are high, medium and
low. The top 25 percent of cooperatives by
profitability is the high group. The middle 50 percent
is the medium group and the bottom 25 percent is the
low group. An average is calculated for each group.
Grouping this way makes it possible to determine
which factors are associated with high or low
profitability and in what way. The high, medium and
low values are reported in the accompanying "profit
group means" graphs and "profit group mean values"
section of the tables.

Third, variability is also reported using a
statistical measure, coefficient of variation or CV.
CV is a measure of relative dispersion. It is
calculated as the standard deviation of the values in a
group divided by the mean or average of the values
and then multiplied by 100 to convert it to a
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percentage. The mean and the CV are reported in the
profit group portion of the tables. The CV allows us
to compare the variability of a measure, such as
return on local assets, between different years, such
as 1980 and 1990. It also allows us to compare the
variability of two or more different measures, such as
return on local assets and return on equity.

Performance measures for FCEC are calculated
for the same measures as used in the percentile and
profit groups. Both a value and a percentile are
provided for FCEC in the tables. The tables provide
profit group and percentile information on financial
measures for the years 1980-2005, and multiple year
averages noted above.

Multiple-year averages are calculated using only
those firms that are in the database for all the years
used in the multi-year average. Co-ops are identified
only by an identification number in the two separate
databases, making it difficult to match the data with
specific co-ops. Therefore, we cannot identify each
co-op’s financial information over the entire range of
years, 1980-2005.

The multiple-year averages may appear
inconsistent with the averages of individual years.
This occurs because the multiple-year averages only
include those firms which have data for all the years
in the multiple-year period. The number of
cooperatives included in each individual year and
multiple-year average is reported in the "N" column.
Note that the multiple-year average "N" is less than
any of the individual years "N" included in the
average. Since it is the lower profit firms that
generally drop out over the years, the multiple-year
average will be different than the amounts for
individual years would seem to indicate.

FCEC’s values are reported on the percentile set
of graphs. The percentile information is the most
useful way to compare a local's ratios to other
cooperatives' ratios and to its own performance in
different periods.

Forty-two different measures are calculated in
six different categories. In addition to the standard
financial analysis categories of profitability, liquidity,
solvency and efficiency, measures are calculated
related to product mix and size. Since ratios with the
same name are frequently calculated differently by
different analysts, a detailed description of each ratio
is provided. Ratios are expressed as percentages
unless otherwise stated.

The information on each measure is reported in
Tables 5-1 to 5-42. Two graphs summarize some of
the information. The first graph presents the
percentile information and FCEC’s own
performance. The second graph presents the profit
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group information. The graphs are Figures 5-1 to 5-
84.

The ratios that are most highly correlated to
profitability are gross margin rates, current ratio,
equity to assets, and gross income to personnel
expense. The factors that the general manager or
CEO has the most control over include all of these
except equity to assets. The most emphasis will be
placed on these "controllable" factors.

Be careful when comparing your performance to
the performance of a group of companies like those
included in this profile. The best comparisons to an
industry group are those where the members of the
group are very similar or homogeneous and they are
operating in a similar industry environment. In
reality, the members of this group are somewhat
diverse and they are operating in somewhat diverse
environments. They all are local co-ops doing grain
marketing and/or farm supply business from the
selected states, but we have not selected companies
based on size, product mix or other characteristics.
Comparing your performance to the group is useful
because you see the industry changes from year to
year and the industry environment is highly
influential since it is based on fundamental factors
like acres farmed and bushels produced.

The best comparisons are to compare yourself to
yourself, from year to year, looking for absolute
improvement, over a series of years. But it is also
very valuable to compare yourself to the industry and
look for relative improvement using the percentile
measures, since the industry environment is a big
driver of individual firm performance.

Profitability

Profitability ratios measure a company's return
on sales, equity or assets. Returns are reported on the
income or operating statement and may be net
earnings or some sub-category of income. The equity
and asset may be total or some sub-category as
shown on the company's balance sheet.

Twelve profitability ratios are calculated. Their
names and sequential numbers are as follows:
P1:return on local assets, P2:cash return on local
assets, P3:return on total assets, P4:return on equity,
P5:return on sales, P6:return on regional investment,
P7:return on other investment, P8:return on total
investment, P9:gross margin percent, P10:grain gross
margin percent, P11:farm supply gross margin
percent, and P12:other sales gross margin percent.

All ratios are expressed as a percentage by
multiplying the ratio by 100 except where noted.
Return on local assets is the profitability measure
upon which profit groups are based.
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P1: Return on Local Assets

Description. The formula is Return on Local
Assets (ROLA) = Operating Earnings Before Interest
& Taxes (OEBIT) / Local Assets (LA). LA is
calculated as total assets minus total investments.

This ratio is the best measure of the company’s
local operations performance. Therefore, it is also
viewed as the best single measure of the general
manager's (CEO's) performance since regional
cooperative, joint venture and other income is
generally not under the control of the general
manager.

Interest expenses are excluded because they are
charges for debt financing of the assets. Financing is
viewed as more of an owner or board decision than a
management decision.

Income tax expenses are excluded because they
are based on decisions about (1) nonpatronage
(nonmember) business and (2) income distribution to
allocated or unallocated accounts and qualified or
nonqualified accounts. These are primarily board
decisions.

See Table 5-1 and Figures 5-1 and 5-2.

P2: Cash Return on Local Assets

Description. The formula is Cash Return on
Local Assets (CASHROLA) = [Operating Earnings
Before Interest & Taxes (OEBIT) + Depreciation] /
Local Assets (LA).

This ratio is a measure of the company’s
operations performance. It is similar to ROLA except
CASHROLA adjusts for depreciation on the co-op’s
assets. Some cooperatives are growing by adding
new fixed assets and therefore have relatively high
depreciation expenses (a non-cash expense). Others
are not growing and have very low depreciation
expenses. This measure provides a more uniform
comparison between co-ops who add fixed assets and
those who don’t.

See Table 5-2 and Figures 5-3 and 5-4.
P3: Return on Total Assets

Description. The formula is Return on Total
Assets (ROTA) = Total Earnings Before Interest &
Taxes (TEBIT) / Total Assets (TA).

This ratio is a measure of the company’s total
performance. It is similar to ROLA except ROTA
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includes all sources of income and all assets.
Earnings are measured before interest to adjust for
leverage differences between companies, and can
also be viewed as the return to a company that
finances its assets 100 percent with equity and no
debt. Earnings are measured before income taxes to
adjust for the fact companies incur taxes based on
different income distribution practices and other
unique factors. ROTA therefore measures the basic
earning power of the company. Cooperatives are
using many different leverage financing strategies
and many different income distribution strategies.
This measure provides a more uniform comparison
between co-ops who use diverse strategies.

See Table 5-5 and Figures 5-9 and 5-10.
P4: Return on Equity

Description. The formula is Return On Equity
(ROE) = Net Earnings (NE) / Member's Equity (ME).

This ratio is the best measure of returns to a
company’s owners, or in the case of most co-ops, to
the member-owner-patrons. Therefore, it is the best
single measure of the board of directors'
performance.

Net earnings provide the source of patronage
refunds, both cash and retained. They also provide
the source of the cash to pay cash patronage refunds
and redeem retained patronage refunds in the long
run. Therefore, they represent the source of profits
paid to patrons based on patronage.

See Table 5-3 and Figures 5-5 and 5-6.
P5: Return on Sales

Description. The formula is Return on Sales
(ROS) = Net Earnings (NE) / Total Sales (TS).

This ratio is a measure of business profitability
as it relates to total sales. It is closely related to ROE
because it uses net earnings as the measure of profits.
It is also influenced by product mix. Companies with
high grain sales relative to farm supply sales will
tend to have lower return on sales than companies
with higher farm supply sales. Therefore, be careful
when comparing yourself to this comparison group,
since your sales mix may be very different than most
of those in the group and the group will have a wide
variation in sales mix.

See Table 5-4 and Figures 5-7 and 5-8.
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P6: Return on Regional Investment

Description. The formula is Return On Regional
Investment (RORI) = Regional Patronage Refunds
(RPR) / Regional Investment (RI).

Care must be taken when comparing this return
to ROLA. Other factors in transactions with
regionals, such as prices, products and services, will
influence a local's co-op’s operating earnings and are
reflected in ROLA rather than in RORI. If the
exchanges between the regional and local are at
competitive market prices then the comparisons are
sound. But if they are higher or lower, this influences
both the local co-op’s operating earnings, through
higher or lower cost of sales for purchases from the
regional, and through higher or lower gross margins
for sales to the regional.

See Table 5-6 and Figures 5-11 and 5-12.
P7: Return on Other Investment

Description. The formula is Return on Other
Investment (ROOQI) = [Total Other Income (TOI) -
Regional Patronage Refunds (RPR)] / Other
Investment (Ol). Ol is usually calculated as total
investment minus regional investment.

Many cooperatives have invested in both other
cooperatives and in other companies, often as joint
ventures. RORI measures return in cooperative
investment. ROOI measures return to these other
outside investments. Most of these other outside
investments are in companies connected to the
cooperative, such as a grain joint venture organized
asan LLC. As in the RORI measure, care must be
taken when comparing this return to ROLA or RORI
since there may be unique factors in the transactions
with these companies, such as lease payments,
income distribution, prices, products or services that
will influence a local's co-op’s operating earnings
and are reflected in ROLA rather than in ROOI.

See Table 5-7 and Figures 5-13 and 5-14.
P8: Return on Total Investment

Description. The formula is Return on Total
Investment (ROTI) = Total Other Income (TOI) /

Total Investment (OI).

This ratio is a measure of the company’s return
on all outside investment, both regional and other. It
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can be compared to ROLA but with the cautions
noted for RORI and ROOI. One interesting
comparison is which returns more, local assets or
outside investment assets?

See Table 5-8 and Figures 5-15 and 5-16.
P9: Gross Margin

Description. The formula is Gross Margins
Percentage (GMP) = Gross Margins (GM) / Sales.

This ratio measures the difference between
purchase price and sales price. It is a good indicator
of pricing strategy. It measures the ability to get good
price terms (good deals) in purchases of farm
supplies and sale of grain compared to transactions
with patrons. Since it normally includes both grain
and farm supply businesses and since gross margins
are usually much lower in grain than farm supply, the
grain and farm supply mix will influence this ratio.
Separate grain and farm supply gross margins are
provided in this performance profile but do not
include accurate sales and gross margin mix
information many cooperatives including for FCEC.

See Table 5-9 and Figures 5-17 and 5-18.
P10: Grain Gross Margins

Description. The formula is Grain Gross
Margins Percentage (GGMP) = Grain Gross Margins
(GGM) / Grain Sales.

This ratio measures the difference between
purchase price and sales price of grain. It is a good
indicator of pricing strategy for the grain department.
It also measures the ability to get good price terms in
sales of grain compared to grain purchase
transactions with patrons.

See Table 5-10 and Figures 5-19 and 5-20.
P11: Farm Supply Gross Margins

Description. The formula is Farm Supply Gross
Margin Percentage (FSGMP) = Farm Supply Gross
Margin (FSGM) / Farm Supply Sales.

This ratio measures the difference between
purchase price and sales price of farm supplies. It is a
good indicator of a cooperative’s pricing strategy. It
also measures the ability to get good price terms in
purchases of farm supplies compared to sales of
supplies to patrons. Data for this measure was only
available through 1995.

See Table 5-11 and Figures 5-21 and 5-22.
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P12: Other Sales Gross Margin Percent

Description. The formula is Other Sales Gross
Margin Percent (OSGMP) = Other Sales Gross
Margin (OSGM) / Other Sales (OS). OSGMP is
usually calculated indirectly as total gross margins
minus grain gross margins and minus farm supply
gross margins. OS is usually calculated indirectly as
total sales minus grain sales and minus farm supply
sales.

This ratio measures the difference between
purchase price and sales price of other sales. Itisa
good indicator of a cooperative’s pricing strategy for
other sales. Local grain marketing and farm supply
co-ops generally don’t have substantial other sales.

See Table 5-12 and Figures 5-23 and 5-24.
Liquidity

Liquidity ratios measure a company's ability to
meet short-term obligations. These are obligations to
make payments within 12 months or less for items
such as debt, inventory and payroll. Optimum
liquidity, not too high or too low, leads to high
profitability. Many companies use working capital as
the primary liquidity measure when managing
liquidity. However, when comparing companies, as
we do in this profile, working capital is not a good
measure, since it will vary widely, based on the size
of the company. A ratio is a better way to compare
companies.

One liquidity measure is calculated, L1: current
ratio.

L1: Current Ratio

Description. The formula is Current Ratio (CR)
= Current Assets (CA) / Current Liabilities (CL).

This ratio measures the ability to meet current
liabilities and is not expressed in percentage form. It
is a key measure of short-term financial strength and
the adequacy of cash flow to meet near-term
obligations, take advantage of favorable terms of
trade, such as cash discounts on purchases, and avoid
finance charges on payables.

It is a key liquidity measure useful in comparing
one organization to another. However, the best
comparisons are to compare you to yourself.

Other useful liquidity measures for this purpose
are cash and working capital. Since they are
expressed in total dollars, they are not useful in
comparing different organizations.
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Caution must be used in evaluating liquidity
based only on the CR. Some cooperatives have
financing strategies that utilize long-term debt, such
as patron Certificates of Investment, in place of
short-term debt, or they have other strategies that
make the accounting definition of CR and working
capital look unusually high or low. Often these
strategies provide sufficient liquidity while at the
same time minimize the cost of capital and thereby
improve profits.

See Table 5-13 and Figures 5-25 and 5-26.

Solvency

Solvency ratios measure a company's ability to
meet its long-term debt obligations. Solvency is also
called leverage. Solvency measures the extent to
which assets are financed by equity or debt. High
solvency implies high proportions of equity. High
leverage implies high proportions of debt. Optimum
solvency leads to high profitability.

Three solvency measures are calculated. Their
names and sequential numbers are as follows: S1:
equity to assets, S2: adjusted equity to assets, and S3:
retained earnings to total equity.

S1: Equity to Assets

Description. The formula is Equity to Asset
(ETA) = Members' Equity (ME) / Total Assets (TA).

This ratio measures the proportion of total assets
financed by members' equity. It is a key measure of
long-term financial strength and solvency. The most
important financial decision made by a board is the
level of solvency it prefers to see maintained. In a
turbulent economic environment, such as that facing
agribusinesses, a strong balance sheet is essential for
survival and prosperous growth. Equity is a shock
absorber to absorb unexpected economic shocks, and
a reserve to use to take advantage of unexpected
opportunities. Both will occur frequently during the
21% century. Your cooperative needs to be prepared
for them. This is a key to your long-run performance
as a business and your ability to serve your patron-
customers.

Solvency can be too high or too low. A happy
medium should be maintained for solvency as well as
for liquidity. The general guideline is to minimize the
cost of debt and equity capital. The cost of debt
capital is the interest charge.

Calculating the cost of equity capital is very
difficult. One simplifying factor is the fact that equity
capital in most cooperatives remains at par value
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(i.e., does not appreciate or depreciate) and pays no
dividends. The cost to the business appears to be
zero, suggesting the co-op should maximize the use
of equity and minimize the use of debt. From a
manager's perspective this is a very attractive
strategy. However, the board should take the patron-
owner's perspective that places a cost on equity
capital.

The cost to the patron is the cost of the initial
investment and the opportunity cost of the capital.
Most equity investment is "earned™ by doing business
with the co-op and receiving a patronage refund. This
may have an immediate cost or benefit to the patron,
depending on the level of cash patronage refunds and
tax obligations. Equity that is directly invested by a
patron or is retained from the co-op's patronage
revenue or earnings also has an opportunity cost. The
opportunity cost is the value to the patron if the
equity capital was used elsewhere such as in the
patron's own business. One simple estimate of this
value is the cost to the patron of borrowed or debt
capital. This is because the equity, if distributed to
the patron in the form of an equity redemption, could
substitute for debt capital.

In general, equity financing should be increased
if the cost of equity is less than the cost of debt. It
should be decreased if the opposite is true. However,
a sufficient level of equity should be maintained to
prevent insolvency in the case of unexpected losses
that result in loss of equity. A general guideline is to
maintain equity to assets of at least 50 percent but no
more than 75 percent with 60-65 percent the
recommended range. Nevertheless, some high profit
cooperatives consistently have solvency levels lower
or higher than the general guideline.

Equity to assets is calculated using fiscal year-
end data. The amount of assets can vary widely
during the year due to the seasonality of operations.
Therefore, care must be taken when comparing a co-
op’s ETA to other co-ops. We recommend using an
adjusted value that adjusts for this seasonality. Our
next solvency ratio is an adjusted equity to asset
measure.

See Table 5-14 and Figures 5-27 and 5-28.
S2: Adjusted Equity to Assets

Description. The formula is Adjusted Equity to
Asset (ADJETA) = Members' Equity (ME) / [Total
Assets (TA) - Current Liabilities (CL)].

This ratio measures the proportion of total assets
financed by members' equity while taking into
account the seasonality of a co-op’s fiscal year end. It
accounts for the different fiscal year ends that occur
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throughout the cooperative sector. An adjustment is
made to total assets by subtracting current liabilities.
This means total assets are non-current assets
(investments and fixed assets) plus working capital, a
more stable value throughout the year. It is also a
measure of long-term financial strength and
solvency.

See Table 5-15 and Figures 5-29 and 5-30.
S3: Retained Earnings to Total Equity

Description. The formula is Retained Earnings
to Total Equity (RTETE) = Retained Earnings (RE) /
Total Equity (TE).

This ratio measures the proportion of equity that
is not allocated to individual patrons. Since it is
unallocated, it is not eligible for redemption and is
not expected to be redeemed. In general, retained
earnings are accumulated by retaining non-patronage
income, net of taxes. Some cooperatives also
distribute some patronage income to retained
earnings. In recent years, there has been a trend
among cooperatives to create higher retained
earnings by distributing higher proportions of
patronage income to retained earnings.

A minimum amount of retained earnings is
useful to absorb losses that the co-op chooses not to
distribute to patrons by canceling allocated equity.
Equity itself is a risk buffer, and retained earnings is
a buffer within the overall equity buffer.

Also, many co-ops prefer permanent or
unallocated equity capital to revolving or allocated
equity capital since revolving (i.e., equity eligible for
redemption), allocated equity in a cooperative is like
debt. It must be serviced, normally through some
type of redemption program.

A high level of retained earnings is commonly
discouraged for two reasons. First, members may be
tempted to sell the co-op to get their share of these
earnings. Second, a co-op with little allocated equity
and high retained earnings may not be viewed as
member-owned, a generally recommended principle
underlying the cooperative form of business.

Data on retained earnings was available from the
database only for the years 1996-2005. Data for
FCEC was available only for 1996-2005.

See Table 5-16 and Figures 5-31 and 5-32.

Efficiency

Efficiency ratios measure how efficiently a
company is operating and using its resources,
including assets and people. Optimum efficiency
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leads to low costs, high revenue and high
profitability. Efficiency ratios are also called activity
ratios.

Based on our research and experience with local
cooperatives, it is clear that efficiency is the most
important driver of profitability. You should put
special emphasis on being efficient. These measures
will help give you a broad picture of your efficiency
over time and how you compare to other companies.
The effectiveness of your leaders and the
productivity of your people are the true drivers of
efficiency and profitability.

Nine efficiency measures are calculated. Their
names and sequential numbers are as follows: E1:
fixed assets net to gross, E2: gross income to
personnel expense, E3: gross income to depreciation
expense, E4: gross income to interest expense, E5:
gross income to other expanse, E6:gross income to
total expenses, E7: sales to working capital, E8: sales
to adjusted assets and E9: sales to net fixed assets.

E1: Fixed Assets Net to Gross

Description. The formula is Fixed Assets Net to
Gross (FANG) = Net Fixed Assets (NFA) / Gross
Fixed Assets (GFA).

This ratio measures the extent to which fixed
assets have been depreciated out. It is an indicator of
the age and condition of these assets. A better ratio
would be the ratio of current age to expected life, but
this information is not available in standard financial
records. It is also helpful to look at the trend in the
size measure, net fixed assets, to see what the pattern
of growth has been.

See Table 5-17 and Figures 5-33 and 5-34.
E2: Gross Income to Personnel Expense

Description. The formula is Local Gross Income
to Personnel Expense (GIPE) = Local Gross Income
(GI) / Personnel Expense (PE). It is not converted to
a percentage. It measures how many dollars of gross
income are generated for each dollar of personnel
expense.

This ratio measures how effectively personnel
are used to generate gross income. It is one of most
important financial efficiency measures because it is
highly correlated profitability. High efficiency leads
to high profitability. We strongly recommend
monitoring this measure.

Gross income is not always highly controllable,
year to year, due to uncontrollable industry factors,
such as crop failures. But over the longer run, good
management can significantly improve gross income,
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given the industry environment. Personnel expenses
are one of the largest and most controllable expenses
in a cooperative's operations. This ratio will be lower
in high service businesses than low service
businesses. However, all marketing strategies should
result in good overall profitability including a high
service strategy.

This ratio is also a good indicator of the quality
of the management team and employees. Managers
can have substantial influence on this factor if given
sufficient operating flexibility by the board. Another
factor that can influence the GIPE ratio is the
geographic spread of the trade territory. If operations
are widely scattered, this reduces the efficiency of
personnel because they can't be shared between
locations as easily and must cover a bigger
geographic area to service a given volume of
business.

See Table 5-18 and Figures 5-35 and 5-36.

E3: Gross Income to Depreciation Expense

Description. The formula is Local Gross Income
to Depreciation Expense (GIDE) = Local Gross
Income (Gl) / Depreciation Expense (DE). It is not
converted to a percentage. It measures how many
dollars of gross income are generated for each dollar
of depreciation expense.

This ratio measures how effectively fixed,
depreciable assets are used to generate gross income.
This ratio measures how the cost of the use of the
firm’s assets, depreciation, relates to the
corresponding sales resulting from this use of assets.
This ratio will be higher for firms with efficient use
of assets to generate sales, and lower for firms with
lower asset use efficiency.

See Table 5-19 and Figures 5-37 and 5-38.
E4: Gross Income to Interest Expense

Description. The formula is Local Gross Income
to Interest Expense (GIIE) = Local Gross Income
(GI) / Interest Expense (IE). It is not converted to a
percentage. It measures how many dollars of gross
income are generated for each dollar of interest
expense.

This ratio measures how effectively debt is used
to generate gross income. It measures how the cost of
debt, interest, relates to the corresponding income
resulting from the money borrowed. This ratio will
be higher for firms with efficient use of debt to
generate income, and lower for firms with less
efficient use of debt financing. Highly leveraged
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companies with substantial interest bearing debt will
have relatively low ratios.

See Table 5-20 and Figures 5-39 and 5-40.

E5: Gross Income to Other Expenses

Description. The formula is Local Gross Income
to Other Expenses (GIOE) = Local Gross Income
(GI) / Other Expense (OE). It is not converted to a
percentage. It measures how many dollars of gross
income are generated for each dollar of other
expense. Other expense (OE) is calculated indirectly
and is total expenses less personnel, depreciation, and
interest expenses, which are measured in the previous
measures.

This ratio measures how effectively gross
income is generated per dollar of other expenses
incurred. It is also a good indicator of the quality of
the management team and employees. It explains
how efficiently they are allocating their expenses to
generate the gross income of the cooperative.

See Table 5-21 and Figures 5-41 and 5-42.
E6: Gross Income to Total Expenses

Description. The formula is Gross Income to
Total Expenses (GITEXP) = Gross Income (Gl) /
Total Expense (TEXP). It is not converted to a
percentage. It measures how many dollars of gross
income are generated for each dollar of total expense.

This ratio measures how effectively gross
income is generated per dollar of total expenses used.
It is also a good indicator of the quality of the
management team and employees. It explains how
efficiently they are allocating their expenses to
generate the gross income of the cooperative. A ratio
of less than one results in a loss in local operations.

See Table 5-22 and Figures 5-43 and 5-44.
E7: Sales to Working Capital

Description. The formula is Sales to Working
Capital (SWC) = Total Sales (TS) / [Current Assets
(CA) - Current Liabilities (CL)].

This ratio measures how efficiently the company
supports sales, in terms of working capital. Working
capital is the net current assets needed to support
operations. The larger the co-op the more working
capital is needed. The most efficient co-ops can
support more sales per dollar of working capital than

O:\FCECIsabel\Section 5\FCEC-CPP-V2.doc

5-8

the least efficient. However, co-ops with very low
liquidity, due to low profits and low cash flow, have
unusually high ratios. Care must be taken in
interpreting the ratio. Very low and very high
numbers may be signs of inefficiency or poor
liquidity management.

See Table 5-33 and Figures 5-65 and 5-66.
E8: Sales to Adjusted Assets

Description. The formula is Sales to Adjusted
Assets (SATA) = Total Sales (TS) / [Total Assets
(TA) - Current Liabilities (CL)].

This ratio measures the proportion of total sales
supported by total assets while taking into account
the seasonality of a co-op’s fiscal year end. It
accounts for the different fiscal year ends that occur
throughout the cooperative sector. An adjustment is
made to total assets by subtracting current liabilities.
This means total assets are non-current assets
(investments and fixed assets) plus working capital, a
more stable value throughout the year. The most
efficient co-ops can support more sales per dollar of
adjusted assets than the least efficient.

See Table 5-34 and Figures 5-67 and 5-68.
E9: Sales to Net Fixed Assets

Description. The formula is Sales to Net Fixed
Assets (SNFA) = Total Sales (TS) / Net Fixed Assets
(NFA).

This ratio measures the proportion of total sales
supported by the use of a co-op’s fixed assets. Highly
efficient companies can generate substantial sales per
dollar of net fixed assets. If a company has not been
buying new fixed assets then depreciated fixed assets
may cause a distortion to this ratio.

See Table 5-35 and Figures 5-69 and 5-70.
Product Mix

Product mix measures help describe the nature of
the company compared to other companies in the
group. For example, a major factor is the relative
amount of grain business compared to farm supply
business. Our research indicates that on average, high
grain business co-ops are more profitable than low
grain sales co-ops. Also, it helps for you to know
how you profile on these factors, compared to the
other companies in the group of companies you are
being compared to.
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Nine product mix measures are calculated. Their
names and sequential numbers are as follows: M1:
product sales mix: grain to total, M2: product sales
mix: farm supply to total, M3: product sales mix:
other to total, M4: gross margin mix: grain to total,
M5: gross margin mix: farm supply to total,
M#6:gross margin mix: other to total, M7: gross
income mix: other operating to gross income, M8:
gross margin to gross income, and M9: farm supply
margin to gross local income.

M1: Product Sales Mix: Grain to Total

Description. The formula is Product Sales Mix
Grain to Total (GSTS) = Grain Sales (GS) / Total
Sales (TS).

This ratio measures the relative proportion of
sales accounted for by grain. A logical concern is
whether attempting to achieve high relative levels of
grain business is a good or bad strategy.

See Table 5-36 and Figures 5-71 and 5-72.

M2: Product Sales Mix: Farm Supply to Total

Description. The formula is Product Sales Mix
Farm Supply to Total (FSTS) = Farm Supply Sales
(FSS) / Total Sales (TS).

See Table 5-37 and Figures 5-73 and 5-74.
M3: Product Sales Mix: Other Sales to Total

Description. The formula is Product Sales Mix
Other to Total (OSTS) = Other Sales (OS) / Total
Sales (TS).

See Table 5-38 and Figures 5-75 and 5-76.
M4: Gross Margin Mix: Grain to Total

Description. The formula is Gross Margin Mix
(GMM) = Grain Gross Margins (GGM) / Total Gross
Margins (TGM).

This ratio measures the relative proportion of
gross margins received from grain buy-sell
transactions. It provides information similar to the
PSM ratio. The GMM ratio is a better measure of the
relative importance of grain business since it is not
affected as much by price volatility as the PSM ratio
and more closely parallels physical volumes.

See Table 5-39 and Figures 5-77 and 5-78.

M5: Gross Margin Mix: Farm Supply to Total
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Description. The formula is Gross Margin Mix
(FSMM) = Farm Supply Gross Margins (FSGM) /
Total Gross Margins (TGM).

See Table 5-40 and Figures 5-79 and 5-80.
M®6: Gross Margin Mix: Other to Total

Description. The formula is Gross Margin Mix
(OSMM) = Other Gross Margins (OGM) / Total
Gross Margins (TGM).

See Table 5-41 and Figures 5-81 and 5-82

M7: Gross Income Mix: Other Operating to Gross
Income

Description. The formula is Gross Income Mix
(GIM) = Other Operating Income (OOI) / Gross
Income (GI).

This ratio measures the relative proportion of
gross income accounted for by other operating
income. Other operating income comes primarily
from services such as grain storage, grain drying and
fertilizer application. Therefore, a high service
organization will tend to have a higher ratio. Many
analysts have suggested that grain marketing and
farm supply agribusinesses should increase their
emphasis on services to increase profitability,
believing that farmer customers want more services
and will pay for them.

See Table 5-23 and Figures 5-45 and 5-46.
M8: Grain Margin to Gross Income
Description. The formula is Grain Margin to
Gross Margin (GIGRI) = Grain Gross Margins
(GGM) / Gross Income (GlI).
See Table 5-42 and Figures 5-83 and 5-84.
M9: Farm Supply Margin to Gross Local Income
Description. The formula is Farm Supply
Margin to Gross Local Income (GIFS) = Farm
Supply Gross Margins (FSGM) / Gross Local Income
(GLI).
See Table 5-43 and Figures 5-85 and 5-86.
Size

Another possible influence on profitability is
size. Many economists believe that there are
significant economies of size that result in higher
profits for larger businesses. Some research results
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confirm this is generally true, although size is an
extremely weak predictor of profitability. Many other
factors appear to be more important. Nine measures
of size are evaluated: S1: local assets, S2: net fixed
assets, S3: total assets, S4: total sales, S5: total
members equity, S6: local earnings, S7: regional
earnings, S8: net earnings and S9: retained earnings.
We also look at the relationship between local assets
and the profitability of local operations.

S1: Local Assets

Description. Local assets are chosen as the best
measure of size. LA equals total assets minus
investments. Investments are almost entirely
investments in regional cooperatives.

See Table 5-24 and Figures 5-47 and 5-48.
S2: Net Fixed Assets

Description. Net Fixed Assets (NFA) is a
measure of firm size. NFA is the cost or value of all
physical property and property improvements,
furniture, and equipment, less accumulated
depreciation expenses.

See Table 5-27 and Figures 5-53 and 5-54.
S3: Total Assets

Description. Total Assets (TA) is a measure of
firm size. TA is the total of all current assets (cash,
accounts receivable and inventories), investments
and net fixed assets.
See Table 5-28 and Figures 5-55 and 5-56.
S4: Total Sales

Description. Total Sales (TS) is another measure
of firm size. TS is the total of all grain, feed,
fertilizer, chemical, petroleum product and other
sales by the cooperative.
See Table 5-26 and Figures 5-51 and 5-52.
S5: Total Members Equity

Description. Total Members Equity (TME) is a
measure of firm size. TME is the total of all equity

accounts on the firm's balance sheet.

See Table 5-29 and Figures 5-57 and 5-58.

S6: Local Earnings
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Description. Local earnings (LE) is a measure
of size and profitability for the local operation. Like
ROLA, LE is a measure of earnings generated from
local operations.

Interest expenses are excluded because they are
charges for debt financing of the asset. Financing is
viewed as more of an owner or board decision than a
management decision.

Income tax expenses are excluded because they
are based on decisions about (1) nonpatronage
(nonmember) business and (2) income distribution to
allocated or unallocated accounts and qualified or
nonqualified accounts. These decisions are also
primarily board decisions.

See Table 5-30 and Figures 5-59 and 5-60.
S7: Regional Earnings

Description. Regional Earnings (RE) is a
measure of size based on patronage refund income
received from the regional cooperatives. Unlike LE,
RE is a measurement of non-local earnings. Regional
investment levels and regional performance result in
measurable differences between net earnings and LE.

See Table 5-31 and Figures 5-61 and 5-62.
S8: Net Earnings

Description. Net earnings (NE) is a measure of
size and profitability for the entire operation. Unlike
ROLA, NE is a measure of local and non-local
earnings. Regional investment levels and regional
performance result in measurable differences
between NE and LE.

See Table 5-25 and Figures 5-49 and 5-50.
S9: Retained Earnings

Description. Retained earnings (RE) is a
percentage of net earnings that is not paid to
shareholders in dividends. The amount is reinvested
into the business or used to pay debt.

See Table 5-32 and Figures 5-63 and 5-64.

Crop Production Relationship [Note —
this information has not been prepared

yet.]
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