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From your Board of Directors 
and Management

It is a pleasure to report on your cooperative’s record 
breaking fiscal year which ended July 31, 2011. As you can 
see from the operating statement, the past fiscal year was 
the most profitable in North Central’s history. It was also 
one of the most challenging. Late 2010 brought a below 
average harvest and reduced grain handling volumes as a 
result of the limited acres planted due to a very wet spring. A 
condensed 2011 spring planting season followed, delaying 
field work up to two months in most areas, presenting even 
more challenges to both producers and your cooperative. 

We have always been a company that learns from the 
challenges that present themselves. By addressing and 
adapting to these challenges, we make ourselves stronger 
than before. Whether it is adding equipment, facilities, or 
additional employees, our focus remains on the needs of 
our customer.

The careful planning set in motion years ago showed its 
benefits this past May and June, with greater sales volume 
in virtually all agronomy product lines.  In 2007, we 
initiated a plan to double our agronomy division in five 
years. Not only have we done that, but we have tripled and 
even quadrupled most of our agronomy product lines in 
that time period.
	
We have successfully built up our working capital over 
the past few years to a level that allows us to obtain a 
sufficient operating credit line to handle the large volatile 
market swings now common to the industry. We did this 

while also reducing our local leverage ratio to make sure 
your cooperative stays strong.  As a result of this strength, 
we have been able to increase our capacity to serve our 
members as well as expand our reach throughout the 
territory with new locations and additional key personnel. 
This achievement is a direct testament to the foresight 
and planning the Board undertook years ago, as well as 
to our dedicated employee workforce who successfully 
implemented it.  

Looking forward, prospects are good for the coming 
year.  We have facilities and personnel in place to meet 
the challenges that lie ahead with a goal set for another 
successful year for you and your cooperative. We continue to 
keep our eyes on the future, understanding that anticipating 
our customer needs means planning and preparing and not 
simply reacting to situations as they happen.

At North Central, we place customer service as our number 
one priority above profitability. Our mission is to excel at 
providing high-quality services and products that grow 
member and cooperative profitability and success. We 
never take for granted that we exist to add value to our 
producer’s operations and know that we are not successful 
unless you are. This is reflected in our customer promise: 
People and programs dedicated to providing solutions to 
help you succeed.

A big thank you to all of our customers for your continued 
support and for the opportunity to earn your business in the 
coming year.  

Board of Directors: 
Left to right - front row: Derek Merkel, Mike Clements, Quentin Larson
Left to right - standing: Glenn Bode, Phillip Shanley, Rick Osterday, Bryan Bauer, 
Larry Olson,  Ken Olson, Jr., Dale Gill, Larry Vetch, Not pictured, Lynn Deibert
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Independent Auditor’s 
Report

The Stockholders and Board of Directors
North Central Farmers Elevator
Ipswich, South Dakota

We have audited the accompanying balance sheets of North Central Farmers Elevator as of July 31, 2011 and 
2010, and the related statements of operations, patrons’ equity, and cash flows for the years then ended. These 
financial statements are the responsibility of the Cooperative’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes consideration of 
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Cooperative’s 
internal control over financial reporting. Accordingly, we do not express such an opinion. An audit also 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion.

In our opinion, the financial statements referred to above present fairly in all material respects the financial 
position of North Central Farmers Elevator as of July 31, 2011 and 2010 and the results of its operations and 
its cash flows for the years then ended, in conformity with accounting principles generally accepted in the 
United States of America.

Aberdeen, South Dakota
October 27, 2011



3

Balance Sheets
July 31, 2011 and 2010
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Statements of operations
Years Ended July 31, 2011 and 2010

Statements of Patrons’ equity
Years ended july 31, 2011 and 2010
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Statements of Cash Flow
Years Ended July 31, 2011 and 2010
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Notes to financial statements 
July 31, 2011 and 2010

Note 1 - Principal Activity and Significant 
Accounting Policies

Nature of Operations

North Central Farmers Elevator (the Cooperative) is an agricultural cooperative 
organized for the purpose of marketing grain, supplying merchandise and providing 
service to its patrons. Revenues consist of grain sales and services (75-80%), 
agronomy (12-18%), petroleum sales and services (5-6%) and other (2%).
 
Cash and Cash Equivalents

The Cooperative considers checking, money market funds, deposits with the 
commission company, and all highly liquid investments with a maturity of three 
months or less when purchased to be cash and cash equivalents.

Use of Estimates

The preparation of financial statements in conformity with accounting principles 
generally accepted in the United States of America  requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting 
period. Accordingly, actual results could differ from those estimates. Significant 
accounting estimates reflected in the Cooperative’s 2011 and 2010 financial 
statements include the following:

	 Grain Inventories - Grain inventory quantities are based on measurements.  
	 Grain inventory is priced at local market including adjustment to market  
	 for estimated quality. These methods are consistent with acceptable industry  
	 practices. These estimated amounts may change materially within the near  
	 term. 

Concentration of Credit Risk

Due to the nature of its business operation, the Cooperative grants unsecured credit 
to its customers, substantially all of whom are local residents engaged in agri-
business.

The Cooperative maintains its cash balances in several financial institutions. The 
balances in the financial institutions are insured by the Federal Deposit Insurance 
Corporation up to $250,000. From time to time the Cooperative’s bank balances 
exceed this limit.

Receivables and Credit Policies

Trade receivables are uncollateralized customer obligations due under normal 
trade terms requiring payment within 30 days of the invoice date. Unpaid trade 
receivables with invoice dates over 30 days old bear interest at 1.5% per month. 
Payments for trade receivables are allocated to the specific invoices identified on 
the customer’s remittance advice or, if unspecified, are applied to earliest unpaid 
invoices.

Trade receivables are stated at the amount billed to the customer plus any accrued 
and unpaid interest. Customer account balances with invoices dated over 120 days 
old are considered delinquent. Interest continues to accrue on delinquent accounts 
until payment on the account is received. At July 31, 2011 and 2010, accounts 
receivable with balances greater than 90 days old were $257,883 and $1,672,127, 
respectively.

The carrying amount of trade receivables is reduced by a valuation allowance 
that reflects management’s best estimate of the amounts that will not be 
collected. Management reviews all trade receivable balances that exceed 
120 days from the invoice date and based on an assessment of current 
creditworthiness, estimates the portion, if any, of the balance that will not  
be collected.

Derivative Instruments and Hedging Activities

The Cooperative recognizes all derivatives on the balance sheets at fair value. 
Derivatives that are not formally designated for accounting purposes as hedges 
are adjusted to fair value through income. If derivatives are designated as hedges, 
depending on the nature of the hedge, changes in the fair value of the derivatives 
are either offset against the change in fair value of assets, liabilities, or firm 
commitments through earnings or recognized in other comprehensive income until 
the hedged item is recognized in earnings.

Inventories and Related Contracts

The Cooperative enters into exchange-traded futures contracts to reduce price risk 
caused by market fluctuations. By using exchange-traded futures contracts the 
Cooperative minimizes risk from market price fluctuations of grain inventories, 
forward cash purchase and sales contracts.

Grain inventories are stated at year end market bid price to producers. Exchange-
traded futures contracts, forward cash purchase contracts, and forward cash sales 
contracts are valued at market price.

Changes in the market value of grain inventories, forward cash purchase and 
sales contracts, and exchange-traded futures contracts are recognized in earnings 
immediately. Unrealized gains on forward cash purchase contracts and forward 
cash sales contracts are classified on the Cooperative’s balance sheets as current 
assets. Unrealized losses on forward cash purchase contracts and forward cash sales 
contracts are classified on the Cooperative’s balance sheets as current liabilities. 
Net unrealized gains and losses on exchange-traded future contracts are included 
with margin account cash on deposit, and shown as “Margin account equity” on 
the balance sheets. The margin account equity is classified on the Cooperative’s 
balance sheets as a current asset.

The Cooperative values merchandise inventories at the lower of cost or market with 
cost determined on the first-in, first-out (FIFO) basis.

Property and Equipment

Property and equipment are stated at cost. Depreciation is calculated using the 
straight-line method over the estimated useful life of the units of property and 
equipment. Expenditures for maintenance and repairs are charged to income 
as incurred. Additions and betterments are capitalized. The cost and related 
accumulated depreciation of property and equipment sold or otherwise disposed 
of are removed from the accounts and gain or loss is reported as current year’s 
revenue or expense. The range of estimated useful lives is as follows:

Investments

Investments in cooperatives held by the Cooperative are stated at cost and consist 
primarily of stock and deferred equities. The Cooperative believes it is not practical 
to estimate the fair market value of such investments. 

The Cooperative has ownership interests in agriculture-related limited liability 
companies or partnerships. The investment in these entities is reported using the 
equity method, which is the Cooperative’s original cost plus the proportionate share 
of undistributed earnings and losses, less cash distributions received.

Descriptions	E stimated Useful Lives

Buildings	 7 - 40 years
Equipment	 5 - 20 years
Vehicles	 4 - 10 years
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Income Taxes

Deferred income tax assets and liabilities are determined using the liability method. 
Under this method, the net deferred income tax asset or liability is determined based 
on the tax effects of the temporary differences between the book and tax bases 
of the various balance sheet assets and liabilities and gives current recognition to 
changes in tax rates and laws.

The Cooperative has adopted the provisions of FASB Accounting Standards 
Codification Topic ASC 740-10 (previously Financial Interpretation No. 48, 
Accounting for Uncertainty in Income Taxes). The Cooperative will recognize 
future accrued interest and penalties related to the unrecognized tax benefits in 
income tax expense if incurred. The Cooperative is no longer subject to federal 
tax examinations by tax authorities for year before 2007 and North Dakota state 
examinations for years before 2007.

Fair Value Measurements

The Cooperative determined the fair value of certain assets in accordance with 
the provisions of FASB Accounting Standards Codification Topic ASC 820, Fair 
Value Measurements, which provides a framework for measuring fair value under 
generally accepted accounting principles.

Fair value is defined as the exchange price that would be received for an asset in 
the principal or most advantageous market for the asset in an orderly transaction 
between market participants on the measurement date. It is required that valuation 
techniques maximize the use of observable inputs and minimize the use of 
unobservable inputs. The standard also establishes a fair value hierarchy, which 
prioritizes the valuation inputs into three broad levels.

Level 1 inputs consist of quoted prices in active markets for identical assets or 
liabilities that the reporting entity has the ability to access at the measurement date. 
Level 2 inputs are inputs other than quoted prices included in Level 1 that are 
observable for the related asset. Level 3 inputs are unobservable inputs related to 
the asset.

Presentation of Taxes

The State of South Dakota and cities within the State impose a sales tax on certain 
sales to non-exempt customers. The Cooperative collects that sales tax from 
customers and remits the entire amount to the State. The Cooperative’s accounting 
policy is to exclude the tax collected and remitted to the State from revenue and 
cost of sales.

Employee Lease

At times during the year, the Cooperative leased employees to companies of which 
the Cooperative has an invested interest. The lease includes employees’ salaries, 
taxes and employee benefits. Employee lease income for the years ended July 31, 
2011 and 2010 was $257,765 and $287,491, respectively.

Advertising

Advertising costs are expensed as incurred. The advertising cost was $419,875 and 
$346,284 for the years ended July 31, 2011 and 2010, respectively.

Loan Fees

Other assets subject to amortization include loan fees. Loan fees are being 
amortized on a straight-line basis over the life of the related loan.

Debt Service Reserve

The Cooperative maintains a debt service reserve account in accordance with loan 
agreements. The Cooperative is required to make one payment of $100,000 per 
year.

Pension Plan

The Cooperative participates in a multi-employer defined benefit and 401(k) 
pension plans covering all eligible employees. Contributions to the plan are 
administered by an independent trustee and are charged to expense as payments 
are made to the fund.

Subsequent Events

The Cooperative has evaluated subsequent events through October 27, 2011, the 
date which the financial statements were available to be issued.

Note 2 -  Notes Receivable

Notes receivable are due from the following:

Prescription Agronomics, LLC, 6% note 
due December 31, 2011

Total

Note 3 -  Accounts Receivable

Accounts receivable aging analysis:

 0-30 days
31-60 days
61-90 days
Over 91 days

Total

Note 4 -  Inventories

The major classifications of the grain and merchandise inventories are:

Grain:
	 Wheat
	 Other small grains
	 Corn
	 Soybeans
	 Sunflowers

	 Storage Liability

Merchandise:
	 Agronomy department
	 Feed department
	 Oil department

Less merchandise reserve

Total
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Notes to financial statements 
July 31, 2011 and 2010

Note 5 -  Market Position

The net cash position consists of the following:						         The net basis position consists of the following:

 

Note 6 -  Property and Equipment

Property and equipment consists of the following:		                 The following construction in progress is included with buildings:

Note 7 -  Investments

The Cooperative has the following investments in other organizations:

 The Cooperative has the following investments in other cooperatives:

Note 8 -  Mortgages and Notes Payable

Short-term debt is as follows:

Long-term debt is as follows:
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The mortgages are all secured by real estate, buildings and fixtures owned by the 
Cooperative. All property securing mortgages are in Edmunds and Faulk Counties, 
South Dakota.

Long-term debt maturities are as follows:

Significant covenants of the Farm Credit Service of America agreement are as 
follows:

Working Capital: The Cooperative shall maintain a working capital (current assets 
minus current liabilities) of $7,500,000 at year-end.

Debt Coverage Ratio: The Cooperative shall maintain a debt coverage ratio of 1.25 
to 1 at year-end.

Note 9 -  Line of Credit

The Cooperative has the following line of credit, which comes due every March 31 
and can be renewed annually. The credit line has a variable interest rate, currently 
2.5%, and is payable upon demand. In addition, there is a term line of $1,000,000, 
which expires on March 31, 2013. The Cooperative has pledged all Cooperative 
current assets as collateral and agreed to maintain working capital amounts to 
secure and maintain the line of credit. The provisional overline portion can only be 
drawn upon after approval from ADM-Benson Quinn. Terms are as follows:

 There was an outstanding advance of $29,428,320 on the line of credit at July 31, 
2011. There were no advances on the line of credit at July 31, 2010. Significant 
covenants of the agreement are as follows:

Working Capital: The Cooperative shall maintain a working capital (current assets 
minus current liabilities) of $7,500,000.

Local Net Worth: The Cooperative, shall at all times, maintain a local net worth 
(total net worth less any investments and equities in other corporations, partnerships 
or cooperatives) of no less than $15,000,000.

Note 10 -  Grain Contracts Payable

The Cooperative has the following current credit-sales contracts outstanding:

 

Note 11 -  Grain Contracts Payable - Deferred

The Cooperative has the following long-term credit-sale contracts outstanding with 
a due date greater than one year.

 

Note 12 -  Condo Storage

The Cooperative has entered into two 15 year condo storage contracts with patrons. 
These contracts lease storage space to patrons for a total fee $1.45 and $1.70 per 
bushel with $0.08 and $0.05 per bushel fee per year. This storage space currently 
can only be used for corn, soybeans and wheat. Residual guaranteed buy back value 
after 5 years will be $0.80 and $0.85 per bushel, reduced by $0.08 and $0.05 per 
year thereafter. 

Note 13 -  Fair Value Measurement

The following table presents assets and liabilities included in the balance sheets 
that are recognized at fair value on a recurring basis and, indicates the fair value 
hierarchy utilized to determine such fair value. Assets are classified, in their 
entirety, based on the lowest level of input that is a significant component of the 
fair value measurement.

 
 

Condo Storage Contracts______________________________
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Notes to financial 
statements 
July 31, 2011 and 2010

Note 14 -  Pension Plans

The Cooperative participates in a defined contribution thrift plan (401(k)). Under 
the terms of the plan, qualifying employees may elect to contribute to the plan 
a percentage of their compensation; such contributed compensation may be 
partially matched by the Cooperative up to the maximum of 2%. The Cooperative 
contributed to the thrift plan for the years ended July 31, 2011 and 2010.

The Cooperative participates in the Co-op Retirement Plan, which is a multiple-
employer defined benefit plan that covers substantially all of their employees. The 
Cooperative made contributions and paid administration costs for the years ended 
July 31, 2011 and 2010.

Cooperative contributions and costs on behalf of its employees for years ended July 
31, 2011 and 2010 were $1,127,047 and $1,081,414, respectively.

Note 15 -  Income Taxes

The Cooperative pays income taxes on savings that are not allocated to patrons. 
The provision for income taxes consists of the following:

 Deferred taxes are recognized for differences between the basis of assets and 
liabilities for financial statement and income tax purposes. The differences relate 
primarily to the depreciation of property and equipment using the straight-line 
method for financial statement reporting and the use of federal income tax lives and 
methods that are primarily shorter and allow for the use of accelerated methods like 
bonus depreciation and the cost of capitalized inventory. The deferred tax assets 
and liabilities represent the future tax return consequences of those differences, 
which will either be taxable or deductible when the assets and liabilities are 
recovered or settled. 

The deferred tax assets and liabilities in the accompanying balance sheets include 
the following components as of July 31, 2011 and 2010.

The following is a reconciliation between income tax expense at the statutory rate 
applied to income before income tax and income tax expense are recorded in the 
statements of operations:

 

Note 16 -  Patrons’ Net Proceeds Payable

Patrons’ net proceeds are debts which were unconditionally payable to patrons 
in cash and were current liabilities on the balance sheet dates. Each patron had 
subscribed an equal amount to the revolving capital and the Board of Directors, 
in their sole discretion, can accept up to 80% of the subscriptions and collect them 
by setting off each subscriber’s debt to the Cooperative for his subscription against 
the debt to him. Because current liabilities will thus be reduced and the revolving 
capital increased by the Board approved percent of the patrons’ proceeds payable in 
equity, that amount has been excluded.  The Board of Directors approved that 60% 
and 0% of the subscriptions should be offset against the debt for the years ended 
July 31, 2011 and 2010, respectively.

Note 17 -  Patrons’ Equity

Organized Without Capital Stock

At a special meeting on February 7, 2006, the members of the Cooperative 
approved restated articles of incorporation and by-laws changing to a membership 
cooperative association organized without capital stock.

Revolving Capital

The revolving capital account was established for the purpose of acquiring 
non-stock capital. The revolving capital credits are non-dividend bearing. The 
Cooperative maintains a record of the holders of these credits and amounts 
allocated to each holder. The principal source of additions to the revolving capital 
credits is the contribution by each patron of his share of the patrons’ net proceeds. 
Revolving capital credits may be retired at any time by the discretion of the Board of 
Directors. Revolving capital credit retired during the periods ended 2011 and 2010 
was $315,354 and $280,384, respectively. The Cooperative holds a first lien on 
each revolving capital credit for any indebtedness of the holder to the Cooperative.

Capital Reserve

The capital reserve account was established for the purpose of providing a reserve 
against which this Cooperative may charge losses and other charges which 
properly could be charged against the surplus of a business corporation for profit. 
In accordance with the Cooperatives’ by-laws, an amount was determined by the 
Board of Directors for the 2011 and 2010 net proceeds and all of the non-patron 
net proceeds were deducted from the net proceeds and transferred to the capital 
reserve.

Note 18 -  Leases

The Cooperative has entered into several agreements to lease equipment and real 
estate. These leases are based upon scheduled terms of one to five years with options 
of renewal on certain leases. Several of the leases provide for buy-out provisions 
at the end of the lease term. Lease and rent expense under terms of the leases and 
operating rentals was $2,250,820 and $1,181,279 for 2011 and 2010, respectively.

Future minimum lease payments are as follows:
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Note 19 -  Commitments and Contingencies

The Cooperative is contingently liable for the grain stored for others at its facility. 
The Cooperative guarantees the quantity and quality of all grains stored to be the 
same as when the grain was received. Stored grain consists of warehouse receipts, 
grain bank, and open storage.

A contingency exists for either gains or losses on exposed market positions 
resulting from market price or basis changes, either up or down, from prices at the 
balance sheets date. Grain market positions are affected by buying and/or selling 
actual grain commodities or grain contracts. The market position indicates the 
Cooperative’s position at the close of business on the balance sheets date.

The Cooperative is contingently liable for any tax assessments that may arise 
regarding returns which have not had final acceptance by tax authorities.

The Cooperative is contingently liable for any future costs which may arise by 
directive of federal and state regulatory agencies, relating to air, water and waste 
management in the handling of agricultural products.

The Cooperative is the general partner of several limited partnerships. The purpose 
of the limited partnerships is to own grain storage facilities adjacent to and utilize 
the elevating, handling and related facilities of the Cooperative. The partnership 
leases unto the Cooperative and the Cooperative rents the facility with conditions 
and terms set forth. The partnerships have borrowed funds from Farm Credit 
Services of America, Omaha, Nebraska. The limited partners are obligated for their 
share of their investment. As a guarantor of the indebtedness owed on July 31, 
2011 and 2010 in connection with the financing arrangement, the Cooperative is 
contingently liable for $895,192 and $75,006, respectively.

The Cooperative guarantees to Farm Credit Services of America notes, indebtedness, 
and liability incurred by Prescription Agronomics, LLC, Ipswich, South Dakota, of 
which the Cooperative is a 50% owner. The operating line of credit available is 
$300,000 with an outstanding balance on July 31, 2011 and 2010 of $299,985 and 
$299,900, respectively. The long-term note balances as of July 31, 2011 and 2010 
were $151,871 and $246,574, respectively. The Cooperative is contingently liable 
for the above balances with their unlimited guarantee.

The Cooperative guarantees to Farm Credit Services of America, payment due on 
that certain note, indebtedness and liability incurred by North Star Energy, LLC; 
Selby, South Dakota of which the Cooperative is a 47.46% owner. Their operating 
line of credit available is $250,000. There was no outstanding balance on the line of 
credit as of July 31, 2011 and 2010. The long-term note balance as of July 31, 2011 
and 2010 was $58,714 and $76,781, respectively. As a guarantor of the indebtedness 
owed in connection with the financing arrangement, the Cooperative is contingently 
liable up to the maximum amount of 59% of the term loan. The contingent liability 
as of July 31, 2011 and 2010 was $34,642 and $45,554, respectively. 

Montana Dakota Utilities Company, Bismarck, North Dakota, is the beneficiary of 
a $386,191 irrevocable letter of credit issued by Dacotah Bank, Aberdeen, South 
Dakota. Montana Dakota Utilities Company installed infrastructure to distribute 
natural gas to North Central Farmers Elevator at the West Bowdle location. For 
a term of five years, Montana Dakota Utilities Company has the ability to draw 
on the line of credit to recoup costs associated with the infrastructure additions 
if certain projected consumption targets are not met. The letter of credit has an 
expiration date of October 1, 2015. The amount of the letter of credit may reduce 
annually dependent upon consumption of natural gas. A certificate of deposit for 
$200,000 issued by Dacotah Bank has been pledged as security. No amounts had 
been drawn on the letter of credit as of July 31, 2011.

Montana Dakota Utilities Company, Bismarck, North Dakota, is the beneficiary of 
a $1,700,000 irrevocable letter of credit issued by Dacotah Bank, Aberdeen, South 

Dakota. Montana Dakota Utilities Company installed infrastructure to distribute 
natural gas to North Central Farmers Elevator at the Craven and Sun Terminal 
locations. For a term of five years, Montana Dakota Utilities Company has the 
ability to draw on the line of credit to recoup costs associated with the infrastructure 
additions if certain projected consumption targets are not met. The letter of credit 
has an expiration date of February 1, 2017. The amount of the letter of credit 
may reduce annually dependent upon consumption of natural gas. A certificate of 
deposit for $500,000 issued by Dacotah Bank has been pledged as security. No 
amounts had been drawn on the letter of credit as of July 31, 2011.

The aggregate amount of required payments for the purchase of natural gas at July 
31, 2011 is as follows:

The Cooperative has entered into an agreement with the Cooperative Finance 
Association, Inc. (CFA) to provide financing to certain patrons of the Cooperative 
for purchases of goods and services from the Cooperative. The loan fund available 
to the Cooperative is $7,500,000. The Cooperative guarantees for non-collectable 
patron loan amounts at one of the three levels, 0%, 10%, 30%, or 100% The 
amount of aggregate guarantee at any one time is not to exceed $1,200,000. As a 
guarantor of the indebtedness owed in connection with the financing arrangement, 
the Cooperative is contingently liable for the $857,771.

Note 20 -  Related Party Transactions

The Cooperative conducts business with three of the companies in which it is an 
owner. The transactions are made at arm’s length through the normal course of 
business. The details of accounts and dollar amounts involved as of and for the 
years ended July 31, 2011 and 2010 are as follows:



13

Note 21 -  Fair Value of Financial Instruments

The carrying value of financial instruments classified as current assets and 
liabilities, such as cash, receivables, accounts payable and short-term notes and 
other obligations approximate fair value due to the short-term maturity of these 
instruments.

The Cooperative’s investments in other cooperatives are stated at cost. There is 
no established market for these investments and it is not otherwise practical to 
determine the fair value of investments in other cooperatives.

The Cooperative’s other investments are accounted for on the equity method. There 
is no established market for these investments and it is not otherwise practical to 
determine the fair value of these investments.

The fair value of long-term borrowings is $22,518,000 and $21,986,526 as of July 
31, 2011 and 2010, respectively. Fair value has been determined based on the net 
present value of the future cash flows of the fixed rate notes based on current rates 
for similar instruments.

Note 22 -  Contingencies

As a result of an incident involving an employee of the Cooperative at its Warner, 
South Dakota location, the U.S. Occupational Safety and Health Administration 
(OSHA), conducted an investigation and subsequently assessed civil penalties in 
the amount of $378,000. The Cooperative has appealed the proposed penalties.

The appeal is expected to be resolved in the near term, but because the Cooperative 
is unable to predict the final outcome with certainty, the entire amount has been 
recorded as a liability is the accompanying financial statements. Any penalty 
actually paid by the Cooperative, would not be covered by insurance nor would it 
be deductible for federal income tax purposes.

Notes to financial statements 
July 31, 2011 and 2010

Schedules of Receipts & Sales: Years Ended July 31, 2011 and 2010	

				    2011 Receipts	 2010 Receipts	 2011 Sales	 2010 Sales
			 
	 Grain Department
		  Spring Wheat	 12,533,755	 13,347,821	 13,416,280	 13,220,009
		  Winter Wheat	 2,782,095	 3,635,443	 3,183,702	 2,479,696
		  Rye		 (44)	 9,517	 5,256	 4,355
		  Oats	 158,920	 189,161	 168,463	 197,081
		  Corn	 24,126,931	 30,885,468	 24,984,532	 31,479,672
		  Soybeans	 11,216,515	 16,154, 333	 11,286,118	 16,284,049
		  Millet	 9,688	 (460)	 9,840	 22,894
		  Sunflowers	  1,489,290	 1,383,010	 1,500,380	       1,522,519
		
			   Total grain department (bu.)	 52,317,150	 65,604,293	 54,554,571

	 Screenings (tons)			    811	 570						    

	 Agronomy Department
		  Dry fertilizer			   83,135	 54,897
		  Liquid fertilizer			   32,496       	 26,766     

			   Total agronomy department (tons)			   115,631     	 81,663     						                        	                 

	 Feed Department
		  Feed (tons)			   10,940       	 10,153     
			  	 		                    	                 
	 Oil Department
		  Gasoline (gallons)			   2,640,300	 2,171,406
		  Fuels (gallons)			   7,226,597	 5,590,710
		  Kerosene (gallons)			   648	 1,021
		  Oils (gallons)			   46,861	 42,649
		  Anti-freeze (gallons)			   3,097	 3,266
		  Grease (pounds)			   4,913	 4,112
		  Tires (units)			   255	 2,735
		  Tubes (units)			   914	 1,010
		  Batteries (units)			   567	 541
		  Filters (units)			   3,780	 3,762

		

65,210,275
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Agronomy:
A winter with above normal snowfall gave way to a very 
short planting window this past spring, presenting a number 
of challenges that we worked hard to address. Timelines 
were condensed when it came to inputs and many growers 
were forced to rethink earlier planting plans. As a result, 
your cooperative focused its attention to helping our patrons 
revise their crop plans.   
     
We are pleased to report that we are seeing tremendous 
growth within our agronomy division. Not only did that 
growth take place in our core business territory, but also in 
new areas where we added assets to serve a new customer 
base.

In 2011, we saw impressive increases in all areas, 
including fertilizer, seed and chemical, as well as in 
spreading and spraying acres. For the first time, North 

Central’s fertilizer volumes topped 100,000 tons and seed 
sales surpassed $20 million, both impressive milestones for 
your organization.

Strides to better serve our patrons continue by adding 
application equipment, additional blending capability 
and liquid fertilizer storage. We are excited to begin a 
new venture in an aerial LLC, offering another service to 
provide solutions to make our producers successful in their 
operations. We are also proud to expand the ranks of skilled 
staff, which reinforces the commitment we have to investing 
in our communities as a local employer.

At North Central we are always looking to provide you, the 
customer, with the resources you need to drive profitability.  
As your agronomy partner, we take pride in the trust you 
offer to us and we look forward to working for you each and 
every day.

Energy:
Just as it was in 2010, 2011 brought similar growth within 
North Central’s energy division with sales of refined fuels 
outpacing the previous year. Final totals indicate we fell 
just shy of 10 million gallons, with diesel volume up 29% 
over the last year. As it is every year, fuel market volatility 
remains high and we have taken steps to manage that risk, 
especially when handling the amount of gallons that we do.

During the last fiscal year, we successfully introduced and 
implemented the Level Management System, or “LMS” 
program, giving customers alternatives to our existing fuel 
service and allowing more options when it comes to pricing.  
Expansion in our energy department includes the addition 
of trucks to our existing fleet, two large storage facilities, 
as well as additional energy specialists that are available to 
help customers with marketing advice and product service.

Feed/Farm Supply:
2010-2011 was a very successful year for North Central’s 
feed division. Significant increases in feed tons and product 
variety have put us on track to reach our goal of becoming 
a gold level Land O’ Lakes dealer.  

Our successful partnership in Dakotaland Feeds, an LLC 
23% owned by North Central, continues to serve producers 
throughout the region, providing quality, competitive 
feeding solutions for their livestock. Our team of experts 
is available to assist producers and provide rations and 
nutritional advice for their operation.

Our Farm Supply division is pleased to offer our patrons 
a number of new products including flatbed, utility, and 
enclosed trailers.  Westfield augers, livestock equipment, as 
well as Traeger grills are all products we carry, and we look 
forward to expanding into new product lines.  

Your business is what keeps North Central successful. We 
want to thank our area producers for their continued support 
as we provide them with the very best products and service 
for their farming and ranching operations.



North Central Farmers Elevator
PO Box 366
Ipswich, SD 57451

Presorted Standard
U.S. Postage Paid
Presort Plus, Inc.

A year in Review

Grain:
Grain sales of $387 million from a handle of 54.5 million 
bushels proved to be very successful with a profit of over 
$4 million in your cooperative’s grain division. Even 
though we faced a reduction in grain handle of 10 million 
bushels because of spring 2010 prevented planted acres, 
we were able to meet or exceed handling margins for each 
commodity. 

Another year of extreme market volatility brought on because 
of increased demand and world grain production problems 
brought huge price swings to the grain markets. Higher prices 
gave opportunity for producers to price grain at very profitable 
levels. These higher prices were met with farmer selling, 
resulting in the largest hedged grain positions in our history. 
The strength in the grain market also brought the challenge 
of managing cash flow. Margin calls from rising market  

prices resulted in the use of borrowed funds of up to $100 
million. The strength of NCFE’s balance sheet and the 
long term relationships we have with our financial partners 
brought us through the challenging time.

Investments made the past few years in increased storage, 
faster receiving and larger dryers have and will continue to 
prove beneficial in the coming years.  Additional investments 
will need to be made in the near future as we continue to see 
the expansion of corn acres across our trade territory.

Our business is built on service to you, the customer/owner.  
We thank you for that business and even though we had a 
great 2011, we know that we can’t rest on our laurels. We 
will continue to work hard to earn your business each and 
every day. 


