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I    mTBOPUCTK» 

The cate study which follows involves the construction of a plant 

to proceas grain sor^ium into sterch, dextrose, and ar.imal-feedby-producta. 

To nske tfcia preaentatioo feasible, hundreds of pages of «cientific, technical, 

marketing, rana ¿eroe nt, and legal studies have been omitted.    Supporting 

financial schedules hart been eliudiiatad, and the principal financial figures 

have been ausarle«* and simplified.    Likewise, detail d salea projections 

and financial forecasts have been omitted.   Tht texts of proposed contracts 

between the partiea involved run to almost 100 pages, and these have been 

eliminated, as have the corporate charter and by-lava. 

Although thia omitted information would demonstrate the high degree of 

expert atydy which was put into the project, ve will take all thia for granted 

and preaent only the material that bears most directly on the bank's credit 

decision. 

fltia paper is largely the result of the patient assistance of Messrs. 
^#d!Pl! ¡L 3fSw,dorf •** William C. Pierce, both of the Chaaieal Bank 
Hew York Trust Company, neither of whom, however, are responsible for 
any errors of fact or opinion contained in these pages. 
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n_p'j>rARY OF RAC:;CR. 'JX TN^ORî^ATT'N 

Coo, pera ti ve Grain Growers,   Inc.   was   for.e-I   i-,   i    •    :     .,      . 

feroern   in and around  Heartland,  Nebraska.?    The  V<0 far-rr-     ,- . '  .-  ^ 

nur.'jerc   JT shares  of   carrón and preferred  stop1;   in  th" ccr.m- .•••*,••• 

of Directors   is   composed of five of  the  far-ner-owners olcL-to^  ' .   »>^   >• 

owners.     In addition to the  President, vho is one  of the Direct.^.-.,  U, 

salaried  staff eoneists of a professional rrerager,  a professioneJ 

accountant, and a anali management,  clerical, and maintenance staff,  tota :\i-.. 

about eight people in all.    The cooperative owns four grain elevatore ard 

storage equipment vtlued at $U,500,000 in Heartland. 

The owners formed the company to buy,  store, and market their grains. 

The company is kept up to date on projected harvests and market demand,    when 

the market is strong,  the company alto purchases grains from non-owner 

farmers in the area,    in recent years, however, supply has chronically 

exceeded demand. 

Agricultural cooperatives have a long and interesting history in the United 
States.    Thay are owned by the community or group that they serve, but 
on an individually voluntary basis.   Those who wish to participate 
purchase    shares of stoek.    Cooperatives have been formed to run gas 
stations, food freezers, hardware stores, and other services important 
to the firming cotsaunlty. 

1*i© particular type of cooperative that ve are concerned with here is an 
incorporated marketing cooperative which proposes to process, as well as 
collect and sell,the produce of its owners.    Such cooperatlvee ere not 
conducted for corporate profit.    Produce Is purchased from farmers, both 
owners and non-participants, at fixed prices.    At the end of the year, 
earnings are distributed according to a formula which includes (l) a 

^dividend to the owners baaed on the numberof shares held, and (2) a 
patronage" payout apportioned among all user-farmers according to how 
heavily they patronized or used the cooperative's facilities.    Owner- 
farmers' patronage is computed at a higher rate than that of non-owners. 

Because of their spedai history and nature, such cooperatives are given 
special treatment in American law.    They are exempted from certain provicions 
of anti-trust legislations.    laws regulate the payment of dividends and 
patronage.    Most Important, coopératives are given significant exemptions 
fr.m corporate taxes. 
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'•   "*' ***•+•'.'   '     ni leinte   ihr r.ìt.tinufi   wer-sM { ;-,   .• 

:'rî  ,,:"'/ •"""'•   '•   f      :   ?•• *   owners,   t^  carpnratirin propre«»«   • 

* * *'"'   w*   "11!lw ^*nt vhieh  *• expected  to product rtarrh n:,1   1<-x.r „;,. 

-r »   juality ai.T.tlar tu that prrduced   fro- e>rn,    Therr   is   only  ore  -th.-r 

corrpany  in the r nun try which haa  auch a  «orrfhur. Mllinf plan*:,   v>   ïralr 

Hefinern,  Inc.  plan*  in Dalla«,  Taaaa. 

The cct-.panj   plans to algi an agree «nt with a lar«!« processor and 

*ol«aal«r of daxtroaa and atarchaa,  th« Aserie«r¿ Grain Proluctt Corp. 

African «rain la to agra« to fumtah technical apsis tane«-  ir th* eonatructian 

of th* plant, to mpply mmmmnt jmimmmi to run th« plant, aal to 

•gre* to purchase of th« output «utmr amount« th«y f«el thay can a«ll 

xmâmr their brani ìmbml.    asarlo«» Opti« »111 revive fee« for It« t««Bfileal 

•ni na nahmen t mrvtem, ani 25* of the profit« of the company for ta« yaars 

Tfce project involva« the following eoa ta which will be incorrai over a 2k 

month perioi (OOO'a Omitted): 

ÏMïYi 
Engineering Coat« 

Building« 
Michinery and In« telle ti on 
Initial Working. Capital 

f 300 
1,000 

500 
2,800 
8,090 

810 
lis, see 

fte company propiaae to obtain the $13,500,000 «• foils*« (OOO'a 0»itt«4): 

New Capital Paid in by 
Agricultural Bank for Cooperative« 
Commercial Bank Term Loan 
Co»B»rilal tan«   touitr   far» Loan 

•     500 
8,000 
?,000 
3*000 wfiwr 

The 500 Fermera are each to raice $1,000 in exchange for shares of 

preferred stock (vhicr vould be pledged to the bank). 



.-     -HHí-íT  •>  p   ih»  ^.-r.r-jltî.r«;   '*• *   ! •• 

-"'in»:    ly   «   first   "nt^.w.    T    ..,,th   r.   .    .It.-.   ,•;.,••   *• 

•»!• /nr >rs  ani  .ilwg ,-f   ''nri, < ti#»g,     T^f.ee  fu-«-.  v<>,l!     .   •   •    • 

tukf».;   i-vr,  »n<!   t» *   irsi   t.i ^e   ^rigid . 

Ri*  -e iperetivi   la   prop.T»!^ that the  - ^   •creiti,    -m k    •  • •   ', 

part  f"•,.•-•..,.»•.  lian-   (l) A $2,000,000   ,#r*  lr*r. secured  ir.   •• e     r.   :<•      ' 

"MrtaMt  •»»  the  9x latin« end  propoaad  propertleg  of Coo^r«'•: • .     ...-<ì   .     .   .... 

Ir*-.,   {*>)   the  plMi» ai ÂMrieen CJraln Produci»   "om.'r  .«.<i  >•••*•*    ,-•., 

"•rktiing  fava up to U,X0,OOC pur year, ind  th* deferral   .^f ti  -ir ?,'     -   . ... 

profite fret th« new plant until ti» laan Is  «tpaid;  (2) m equity  ì,-»n „t 

$3,000,a» io be atewed by (a) ill «M exit ting and r»w ut. »e* ir, y,   ^o^rn'iv.-, 

(b) mrae>ttn« ea* traete betete« indivi lo«]  f«n»rt awì the en<>p»>r«Uv«> i»>- >-.-ììì- 

I 
for • re tat nage at $€,25 per ewt,f    mnñ (e) frontiraory notes rroa  tu- iudl/i Hai 

faretre tatuilo« $3,000,000. 

Xn ittppcrt of their resueat, th« cooperative offers the f dimity «utc^-i** 
5 

«1*  tett: 

•ThU t s one of tfce Mtl-«ovtrntMi«tl teli*» «tallar to the af-Heui turai if-.-ri-T- 
umnt banks la oto« cotatritt.    UHM bai** supply the  long-ter- errili 
retta tremante of agricultural cooperatives, yfeieh credit   .ust,  by i», :*• 
i«cur*d by unencumbered first -icrtpgee  on plant. 

it 
X.t. In «ht event of iefault,  the bank Houli be entitled tu receive Ï   .?    far 

«»eh 100 pounds of grain targhi» received under contract from th« far-»• uy 
the coopérative. 

5 
At «it ita» tli» • rail Milt report by an Independent publie account in« Hn 

vai submitted,    the «uditori expressed an   unqualified    opini tu.. 
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I22gEftArcvE omm GROWERS mc 

SLj^gffiAMTm IALUKT. zu?** 

«SARS Eit® May 31, 

Curr«nt Aia«t3« 
Time Aaavta 
Qtt»r Ai—t« 
fcmjbgg— 

1,5Q§ 

T 

1965 

39? 
1,55* m 

In« Liabilities 

BgaBT" UM «ni í*pii,l 

192 km 
m 

C««h 
f*eaiv«bl«a-Net 
Startgi è Haailifif Bte«lv»bl« 
Irvamtari«« 
Prepaid Insurance 

*T m 
37 

ia 

H.A. 
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COOPERATIVE GRADÌ OFT VERS,   IT 
RÜÁWUífi, »ftfttóKA  

FIVE ímm' ecamfttfivi UQOœ sraroaanr 
immum>. 000»• ¿wiwy  

FISCAL YIAHB ENDED MAY 31, 

Salts 
Gott of Sosia Solid 
^•Margin  

¿Ä M      M      Í2Í       1962 

3,539 
.liter 

3,376 2,8ie 
g.,605 
-Tir 

1,605 
1>50 

2,8I»0 
g,6P5 

151 

Handling ft Storage 
ftrrtniiit 
fotti áarenuee 

»•* operating i 
Mai 
Margin" 

BET 
%68 
TFT 

Other Bevano« 
Other &tpen#e 
Not Incoo« * 

89 
36 

W 

lUl 
Mi %e 

hi 

w 

Dividends 
Special It—a 
Jtncreaae in 
Retained Bernings 280 

82 

106 

77 
íes 
275 

70 

33* 

61 

319 

The Cooperative paya no tane«.    C.f. fn. 2, p. 2, para.  ì. 
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r. •.-- .j.. 

:"  ' v*i; ^'-i''.:  t-^ls   proposal,   the norsraercial   rank nctei  the   fell-vir.. • 

^ '   :*r '  '.nr... v*::  reasonably cr.fi ler.t that the  cont and  Ucr.r.ira: 

•..'ti et-,   .ìfì-:.K -...-en  prepared  by a  ccr.pete it and  re,uta!,lo  cr.gineerir.,:  fir-, 

vire «-curat.*. 

r)  IV.iTe was no probier In  insuring sufficient raw natericis  for iru.it 

for  the  ,«lr.r,t,  sine.» the farmers were tied to the cooperative,  ani since 

t.: 're was a  chronic over-supply of sorghum. 

(3) The bank felt that the major ncn-financial problem wac the rarket- 

ability of  the .output of starch and dextrose due to (a) its very limited 

production in the past and (b) its untested ability to compete with carn- 

ieri^ producta which had gained wide acceptance.    The bank was concerned 

that it might take »one tin» to develop    consumer acceptance and demnd for 

these products, and hence that «le projetions might be overly qptlalrtle. 

Sinee the cooperativa had no fir« mrfceting agree*nta or contracts which would 

guarantee the sale cf output,7 the bank felt that marketing might be a «jor 

risk in the project.   American Grain Products Corp. had not commited itself 

t3 take a fixed amount of output, but only 'what it felt it could sell."    In 

view of the profits African Grain stool to sake on the plant,8 the bank felt 

that the company should have been willing to accept an expanded role, especially 

in regard to marketing. 

(«0 Th« second ajar area of risk lies in the proposed financing program: 

A, 12,003,000 Tarn Loan:    The second mortgage would probable have no 

7 
SUCh *L^yk* ? f,y'   contrilct frcBl American Grain Products Corp. Of. Author 

credit .valuation by Correlai Banks of Industrial Financing SopSS*' 

Cf '  V'll UÌJ7: !gp"    Pr0fit 3h*rln« tc American Grain   and ' Leys Mktg. & Mst    Pees ' 
?.V   Us" f WW* t0 AmriCmi Grtln-    » «Mitlon, Aerici; Srïfn' ' 
*:wld probably have a markup on the produce sold under its  x*n label. " 
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value  in liquidation because  (i) a  forced sale w.iuld  brir.¿; i   L-J-» ¡ rice a:.i {[.) 

funds  from the forced sale would probably all gc to satisfy the  first   „rt, ;;, ? 

held by the Agricultural Bank for Cooperatives.     Uie  plant'r, irincij«! value   Is 

as a going concern, and  therefore a second mortgage  is  of oni¿  cai,¡oc tura L valu.:. 

The vmlue of having American Grain's fees and profits deferred  i:-.   inender, t. 

on the assumption that the profit projections will be realised.    This  In tort, 

depends on the successful marketing of output, as di3cussed above.    If, as the 

bank feared might happen, problems developed in rerketing, these    secondary' 

supports of the loen would be of little value. 

B 13.000.OOP "gqulty" für» Losa:    The bank felt that the former-owners 

were not putting up e high enough proportion of the funds, since $3,000,000 of the 

$   3,500,000 wes to be borrowed,    the bank would nomelly like to see a one to 

one debt to equity ratio. 

la any case, the badi fût that this $3,000,000 lean was alao Inadequately 

secured.   Ine veJ» of the atee! «klon «e* to be püaged to tue bank depended 

on the mrketing and earning» success of the yen ture.    In any case, it would be 

virtually worthless la liquidation or default. 

The promissory notes fro* the 500 individual farmers are of little value to 

the bank because it would not be poUtâeally poaeible for a large ^t-of-town 

bank to try to eoHaet on tbeee a©*»* if trouble developed. Aiserican Juries 

ara notorioualy «»eef%4M* to the pU#* of the sneli independent farmer who 

1« being «êmmA" by «to wealthy eat-of-towi bank, «gardless of the realitiee 

of the situation.   In addition, the oAniBittratlve expetieea and problem of 

looking for payaent to 500 iatóviA»ela living in a dlatant part of the country 

mtìm thee* notte of very liadted value. 

In suamry, the only practical source the bank ©an look to for repayaient 

la earnings, and earning, are dai**** on the aerketing of an unproven product 

produced by a cooperative now to thia kind of buemees.   Should tbeaa «minga be 

lower than expected,    the bank would have no recouree to any otfcer dependable 

source of repayant.   And there i. too «uch uncertainty about th... projected 
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earnings for the bank to make  the loans as  proposed. 

V    THE BANK'S PROPOSALS 

The bank finally offered  three acceptable alternativer,  t.   C:.'••: ?rat>:ve 

Grain Growers,   Inc. upon the basis of which it would be villini; to ; roccei. 

(1) American Grain Products Corp. would guarantee the entire bonk debt 

of $5,000,000. 

(2) If American Grain vere unwilling to guarantee the entire $5,¿CO,000. 

they could guarantee the regular term loan portion of $2,000,COO.    The 

$3,000,000 in equity funda could then be raised by having the farmer-ownera 

borrow Individually or collectively fro© local Nebraska banks which might 

be more willing to depend on them for payment than an out-of-state bank. 

(3) American Grain Products Corp. could guarantee to purchase a fixed 

amount or percentage of the plant1 • eapaci%     at fixed prices, thereby 

insuring a level of profitability iufficient to retire Hie bank debt. 
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