The Economic Impact of Iowa’s Electric Cooperatives

Strategic Economics Group Whitepaper 

Prepared by Harvey Siegelman and Daniel Otto

December 2, 2004

Executive Summary

In addition to providing safe, reliable and reasonably price electric service to its members, last year Iowa’s electric cooperatives also:

· Contributed $10.8 million to the development of their communities,

· Invested the seed money that created $28 million of local community and business projects - stimulating more than $109 million worth of additional local spending,

· Managed a $308 million business that affected the jobs of more than 5,300 local residents that generated $168 million in local income and drove more than $900 million in local spending,

· Paid more than $11.5 million in local taxes (even though they are a non-profit organization),

· Invested an average of about $15 million in power generation and distribution capacity, and

· Still had enough left over to return $10.8 million to their member/customers.

Background

Beginning in July 2004, at the request of the Iowa Association of Electric Cooperatives, Strategic Economics Group conducted an extensive survey of the association’s member cooperatives.  This survey included information on the 2003 operations expenditures of the cooperatives, their expenditures on community and business programs, their charitable contributions, their community and economic development investments and their volunteer activities.  

All thirty-five member distribution cooperatives responded to the survey as well as five of the seven generation and transmission cooperatives whose service area includes Iowa.  In addition, the project staff crosschecked the operations information against reports that the cooperatives are required to file each year with the United States Department of Agriculture.

The project staff then built economic impact models for each individual cooperative, for the statewide total, and for three generation and transmission service cooperatives - Central Iowa Power Cooperative (CIPCO), Corn Belt Power Cooperative and Northwest Iowa Power Cooperative (NIPCO).  The economic impact models translate the initial spending into the ultimate effect on the economy of the area using an input-output model constructed by the project staff to reflect each local area.  

Structure of the Analysis

The analysis consists of three components:

1. Business and Community Development Programs – which includes business and economic development, community development and civic activities, educational development; housing assistance and employee off-hours volunteer activities.

2. Business and Community Investment Programs – this includes loan and grant programs and the leveraged investment projects that result.

3. Operations – this includes the management, operations and maintenance of the service delivery.

For each of these components and for the total, the project staff developed an economic impact using three criteria:

1. Output – this is a measure of the increased value of all goods, services and labor within the service area because of this economic activity.  At the state level, it would represent the growth in the Gross State Product.

2. Income – this is the measure of increased income as a result from this economic activity.

3. Jobs – this is the estimate of job growth that this activity will generate.

In each case – output, income and jobs – the total impact is the sum of three factors:

1. The initial economic activity of the cooperative (the direct impact);

2. The resulting business-related impact on its vendors and employees (the indirect impact); and 

3. The consumer-related impact of added payrolls and increased purchases other vendors in the surrounding community (the induced impact).

The project staff analyzed data for the three components, by the three criteria, by the three factors for each of the thirty-five distribution, three generation and transmission cooperatives and for the state totals.  The staff constructed individual IMPLAN-based input-output models for the 35 distribution coops, three of the regional generation and transmission coops and the statewide total.  In all, the staff constructed and analyzed 1,053 separate scenarios for this report.    

Electric Coops – Iowa’s $900 Million Industry

In 2003, the rural electric cooperatives and their support network added about $900 million in output to their local economies, while affecting the employment of more than 5,392 residents.  Their impact resulted in an increase in the income of more than $168 million.  The coops directly employed 1,284 workers in the delivery of services and another 931 in the generation of the power.  In 2003, the average salary of those workers was $33,855.  

Table 1.  Summary of Economic Impact






Component
Value of Output
Value of Income
Number of Jobs

Development
$14,208,253
$4,698,450
246

Investment
$109,611,761
$31,376,646
933

Operations
$778,043,854
$131,850,451
4,213

Total
$901,863,868
$167,925,547
5,392

The thirty-five distribution coops delivered service to about 200,000 households or businesses, or just fewer than 500,000 residents in their service areas.  In addition to delivering reliable, low cost utility service, they provided a substantial civic and economic development benefit to their communities.  For each resident, they returned an average of $25.75 in community, educational, housing and development activities.  They also provided an average of $56.14 per resident in community and business investments and $1,162 in purchases from local businesses.  All together, the coops directly or indirectly add $1,648 to the economy of their community for each of their resident members.

$10 Million to Support Business and Community Development Programs

This component of the study includes four areas covering the spectrum of community and civic programs to which the local coops made substantial contribution during the year.  The coops contributed about $10.8 million to these community programs - about evenly split between cash and in-kind contributions.

In addition, the initial spending resulted in an additional $2 million of business-related and consumer-related secondary spending in the community, based on the input-output analysis.  Figure 1 illustrates the distribution of program spending:
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Table 2 lists examples of the business and community development programs that cooperatives in Iowa funded in 2003.

Table 2.  Business and Community Development Programs, Direct Impact






Business and Community Development Programs
Cash Contributions
Goods and Labor
Total

Business and Economic Development

Membership in groups dedicated to economic expansion
$680,113
$106,182
$786,295

Key accounts activity
$440,704
$253,733
$694,437

Industrial park development 
$189,200
$126,547
$315,747

Shell/spec building construction or acquisition
$287,555
$414,638
$702,193

Value-added agricultural   processing
$17,598
$1,569,501
$1,587,099

Grants and loans (excluding REDLG)
$714,446
$12,900
$727,346

Capital credits lent to members for investment projects
$359,750
$0
$359,750

Other business/commercial/economic development activities 
$147,337
$130,657
$277,994

Total Business and Economic Development
$2,836,703
$2,614,158
$5,450,861

Community Development & Civic Activities

Job training assistance and professional development training
$90,537
$88,780
$179,317

Community recreation – youth and/or adult
$35,313
$4,507
$39,820

Police, fire and ambulance fund raising assistance
$14,834
$35,496
$50,330

Day care/elder care assistance
$124,973
$0
$124,973

Senior assisted living development
$175,250
$16,961
$192,211

Charitable donations
$159,250
$22,899
$182,149

Other community development activities
$57,508
$58,039
$115,547

Total Community Development and Civic Activities
$657,665
$226,682
$884,347

Educational Development

K-12 schools assistance
$22,823
$41,684
$64,507

Support of local community youth organizations 
$19,735
$4,385
$24,120

Scholarships
$48,424
$3,270
$51,694

Support of other youth programs
$299,092
$25,132
$324,224

Support of county fair activities and programs
$24,976
$19,357
$44,333

Electric safety awareness programs
$20,955
$50,543
$71,498

Generation plant tours
$18,868
$4,669
$23,537

Other educational development activities  
$24,137
$14,804
$38,941

Total Educational Development
$479,010
$163,844
$642,854

Housing Assistance

New housing development assistance
$766,080
$87,800
$853,880

Housing rehabilitation
$220,328
$41,200
$261,528

Mortgage/down payment assistance for homeowners
$130,470
$24,800
$155,270

Wiring assistance/advice
$70,150
$243,598
$313,748

Other housing activities assistance
$117,089
$160,974
$278,063

Total Housing Assistance
$1,304,117
$558,372
$1,862,489

Employee off-hours volunteer time

Uncompensated employee volunteer labor (hours)
 
84,333
84,333

Average employee hourly wage rate
 
$23.08
$23.08

Total value of volunteer labor
 
$1,946,219
$1,946,219

Total Direct Impact of Programs
$5,277,494
$5,509,274
$10,786,769

Coops Leveraged $2.1 Million in Investments into a $108 Million Impact

This component of the study includes grant and loans awarded by the U.S. Department of Agriculture.  The local rural cooperative is often required to provide matching funds for these grants and loans.   The project staff included three loan and grant programs in this analysis:

1. Rural Economic Development Loan and Grant Program (REDLG), which provides low or no interest loans to promote sustainable rural economic development and job creation.

2. Revolving Loan Funds re-lends to businesses and community investment prospects the funds that the coop received from loan collections after deducting necessary operating expenses and debt payments.

3. Intermediary Lending Program was by the U.S. Department of Agriculture to finance business facilities and community development projects in rural areas through loans made to intermediaries who re-lend funds for business facilities or community development. 

Over the past 15 years, these programs on average have brought $2.1 million into Iowa each year, creating or retaining 474 jobs annually.  These jobs indirectly supported additional businesses and individuals in Iowa communities.  These programs stimulated $28 million in investment projects with a total annual impact on their local economies of nearly $110 million - affecting more than 930 jobs. Figure 2 illustrates this impact.
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Table 3 shows the statistics for loan and grants programs in Iowa over the past 15 years. 

Table 3.  Business and Community Investments, 1989-2004

 
 
 
 
 
 

Grant and Loan Program
 Loans and Grants 
Total Project Investment
New 
Jobs
Jobs Retained
Total Jobs Impacted

 

 


 

 Rural Economic Development Loan and Grant
$12,264,250
$172,166,815
1,326
782
2,108

 Revolving Loan Fund
$17,179,357
$239,686,560
1,155
3,740
4,895

 Intermediary Relending Program
$3,450,000
$11,625,913
86
59
145

Total for the 15-year period
$32,047,607
$422,460,788
2,542
4,581
7,113

Annual Average Direct Impact of Investments
$2,136,507
$28,164,053
169
305
474

Some examples of the investments made by the cooperatives include:

· Armstrong Rim & Wheel business Expansion in Estherville 

· Spec buildings in Wilton, Harlan and Humboldt 

· RM Corporation startup in Baxter 

· M&I Dehy expansion in Manning

· Medical Building construction in Mapleton

· Industrial Hardfacing expansion in Lamoni

· Barker Co. expansion in Keosauqua

· MFI Industries expansion in Winterset

· Miller Loader expansion in Larchwood

· Heartland Pork expansion in Iowa Falls

· Milk Unlimited startup in Atlantic

· Plum River Fault Line Golf in Preston

· Pella Plastics expansion in Pella

· Southwest Iowa Egg in Massena

· American Tool & Engineering in Greene

· Co-Line Welding, Inc. in Sully

· Rosewood Farms (Food Processing) in Sigourney

· ECI in Manning

· Heartland Resources Soy Adhesive startup in Oelwein

· Seguin Moreau startup in Bloomfield

· Pine Lake Ethanol startup in Steamboat Rock

· Commercial building construction in Earling

· CoLine Welding expansion in Sully

· Riverside Paper expansion in Mt. Pleasant

· New Industrial Park in Grundy Center

· Aluma Ltd. Expansion in Bancroft

· Northern Pipe Products startup in Hampton

· Power Lift expansion in Jefferson

· Big River Ethanol startup in Burlington

· City of Allison

· Colwell Fire Station

· Fredericksburg Development Corporation

· North Iowa Fabrication in Rockford

· City of Aplington

· Mick Gage Plumbing & Heating in New Hampton

· Custom Wood Products in Charles City

· Country Maid in West Bend

· Aspen Hills and Conductive Circuits in Garner

· City of Corwith

· Franklin Hospital

· Graettinger Economic Development Corporation

· Northern Pipe in Hampton

· City of Wall Lake Community Center

· Iowa Turkey Growers Coop in Sigourney

The $308 Million Operations of the Coops Affects 4,200 Local Jobs

Iowa’s electric cooperatives every day serve rural homes, farms and businesses in all 99 counties.  In the process of doing this they generate and purchase power, buy equipment and supplies, pay employees and generally run a business.  During 2003, that business spent more than $308 million in their communities.  In addition, the power plants in Iowa from which the cooperative purchased their power spent another $295 million in the state.  Table 4 shows the direct impact of the coop operations.

Table 4. Operations Expenditures






Expenditure Category
Total for all REC Operations (1)
Estimated Impact on Generation Plants (2)
Totals






 Total cost of electric service
$593,632,087
 
 

Less: cost of purchased power
$295,418,413
$295,418,413
 

 Equals: cost of electric service management
$307,963,674
 
 






 Number of full time employees
1,284
901 
2,185

 Payroll - expensed
$43,469,974
$30,495,043
$73,965,017

 Average wages per employee
$33,855
$33,855
 

 Average productivity per employee
$239,847
$317,145 
 






(1)  Reported annually by RECs to USDA


(2)  Number of employees = cost of purchased power divided by the average wages per employee.  Payroll

expensed = estimated employees for generation plant times average employee wages.


In 2003, the business-related vendor spending (indirect effect) and consumer-related (induced effect) added another $92 million and $82 million respectively.  The total impact on spending was more than $778 million.  Table 5 summarizes the economic impact of business operations of Iowa’s coops.

Table 5.  Total Operations Impact






Operations Spending
Output
Income
Jobs

Direct Impact - Coops
$307,963,674
$43,469,974
1,284

Direct Impact - Generation plants
$295,418,413
$30,495,043
901

Business-related Impact (indirect)
$92,365,456
$31,830,169
958

Consumer-related Impact (induced)
$82,296,311
$26,055,265
1,070

Total Impact of Operations
$778,043,854
$131,850,451
4,213

Participation by Individual Cooperatives

On average, Iowa’s electric cooperatives committed $224,548 of their resources to local business and community development programs.  While the mix of programs and the share of contributions varied with each cooperative, the dedication to local area betterment was unmistakable.  

During 2003, the employees of Iowa’s cooperatives volunteered 84,333 hours of their free time to community and civic projects – an average of 1,818 hours per cooperative.  The value of that time in the workplace would have been nearly $2 million.

Table 6.  Business and Community Development Programs, Participation by Individual Cooperatives







Business and Community Development Programs
Participating Coops
Total 

Spending
Average Spending
Highest Spending

Business and Economic Development

Membership in groups dedicated to economic expansion
32
$785,295
$7,088
$36,430

Key accounts activity
29
$694,437
$9,883
$50,000

Industrial park development 
11
$315,747
$9,021
$170,000

Shell/spec building construction or acquisition
4
$702,193
$20,063
$418,593

Value-added agricultural   processing
10
$1,587,099
$38,260
$1,184,921

Grants and loans (excluding REDLG)
9
$727,346
$8,460
$140,000

Other business/commercial/economic development activities 
29
$637,744
$7,027
$57,000

Total Business and Economic Development
34
$5,449,861
$99,801
$1,642,069

Community Development & Civic Activities

Job training assistance and professional development training
13
$179,317
$5,123
$70,130

Community recreation – youth and/or adult
20
$39,820
$1,138
$12,920

Day care/elder care assistance
3
$124,973
$3,571
$124,791

Senior assisted living development
5
$192,211
$5,492
$175,000

Charitable donations
32
$182,149
$3,347
$33,170

Other community development activities
26
$165,877
$3,449
$30,000

Total Community Development and Civic Activities
32
$884,347
$22,119
$210,621

Educational Development

K-12 schools assistance
25
$64,507
$1,836
$10,076

Colleges and Universities assistance
6
$9,175
$191
$3,500

Scholarships
23
$51,694
$1,285
$6,000

Support of other youth programs
23
$324,224
$3,139
$17,581

Support of county fair activities and programs
28
$44,333
$1,158
$4,375

Electric safety awareness programs
31
$71,498
$1,617
$8,000

Generation plant tours
6
$23,537
$591
$6,892

Other educational development activities  
31
$53,886
$1,525
$10,630

Total Educational Development
35
$642,854
$11,342
$36,886

Housing Assistance

New housing development assistance
11
$853,880
$24,397
$393,080

Housing rehabilitation
8
$261,528
$7,472
$34,028

Mortgage/down payment assistance for homeowners
8
$155,270
$4,436
$19,410

Wiring assistance/advice
19
$313,748
$8,964
$79,591

Other housing activities assistance
16
$278,063
$7,288
$132,943

Total Housing Development
30
$1,862,489
$52,558
$393,080

Employee off-hours volunteer time

Uncompensated employee volunteer labor (hours)
32
84,333
1,818
25,552

Average employee hourly wage rate
 
$23.38
$21.30
$20.52

Total Value of volunteer labor
 
$1,971,931
$38,728
$524,334

Total

$10,811,481
$224,548
$1,673,808

Jobs Impact

While about half of the jobs that Iowa’s electric cooperatives affected in 2003 were jobs in the utility industry, 15% of the jobs were in the professional and technical services field and 6% each in of the retail and transportation sectors.  Figure 4 illustrates the distribution of jobs in the local economies that the operation of the coops affected.
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Tax Impact

While Iowa’s electric cooperatives are exempt from income taxes as a not-for-profit membership organization, in 2003 they did pay more than $11.5 million in local property tax replacement.  The distribution cooperatives paid the equivalent of property taxes to their local governments of $3.3 million and the generation and transmission cooperatives paid another $8.2 million.
Investment in Infrastructure and Electric Service Capacity

Since the mid-1930’s, when Iowa farmers first started forming electric cooperatives, they have invested in power generation plants and the distribution infrastructure.  The current value of that capital investment exceeds $997.5 million.  

Patronage Impact

 “Under present law, an entity must be operated on a cooperative basis in order to be treated as a cooperative for Federal income tax purposes. Although not defined by statute or regulation, the two principal criteria for determining whether an entity is operating on a cooperative basis are: (1) ownership of the cooperative by persons who patronize the cooperative; and (2) return of earnings to patrons in proportion to their patronage.” – Energy Policy Act of 2003

Here is how patronage works.  After the cooperatives pay all bills each year and after they invest the necessary funds in buildings and other capital expenditures, the money that remains is the ‘margin’.  In a traditional business, economists call this ‘profit’.  Cooperatives return this money to their members in proportion to their previous electric service usage.  In 2003, the cooperatives in Iowa returned $10.8 million to their individual members.

Summary

This year, the Iowa Association of Electric Cooperatives conducted the first in a series of comprehensive member impact surveys.  Thirty-five distribution and five generation and transmission coops responded.  The results provide a picture of the magnitude of impact these cooperatives have on their local economies and on the state.  

In 2003, these coops affected $901.8 million in additional spending in their communities, resulted in $167.9 million in additional income and 5,392 additional local jobs.  The operations of the cooperatives accounted for about 78% of the job increase.  The investment and development spending accounted for 17% and 5% respectively.

In addition, coops invested nearly $1 billion in utility capacity and infrastructure over their 68-year history – an average of about $15 million per year.  In 2003, they paid more than $11.5 million in local taxes.  They did all of this and were still able to return $10.8 million to their member/customers in patronage ‘dividends’.

Organizations

Iowa Association of Electric Cooperatives:  The Iowa Association of Electric Cooperatives, based in Des Moines, Iowa, represents 37 distribution and six generation and transmission cooperatives in Iowa. Formed by the rural electric cooperatives in 1942, IAEC performs many vital functions for its members, including: 

· legislative representation at the state and national levels 

· safety programs, demonstrations and campaigns 

· education and training programs 

· communication resources and services 

· a statewide disaster plan to help restore power quickly and safely during emergencies 

· review of utility regulations

· the award-winning Iowa REC News, a monthly magazine specifically for rural Iowans; and

· a statewide health care plan for cooperative employees and their families.

Iowa Area Development Group:  The Iowa Area Development Group was organized in 1985 to serve businesses interested in expanding or locating within the member-owned and municipal electric service areas of Iowa. Hundreds of expanding companies have entrusted IADG with their site selection needs.  IADG has assisted with over 800 successful business expansions and new locations. This growth represents capital investment of more than $2.2 billion and over 26,000 new jobs. IADG services are offered at no charge to new and expanding businesses.

Strategic Economics Group – Strategic Economics Group, based in Des Moines, Iowa, was founded in 2001 by Harvey Siegelman and Daniel Otto. The company assists organizations to:
· Develop analytical tools for business and government 

· Build return-on-investment and cost-effectiveness models for public and private enterprises 

· Prepare economic outlook briefings for workshops, seminars and company board meetings 

· Analyze and map market demand for new and expanding investment projects

Harvey Siegelman served as Iowa’s State Economist for the 20 years.  He is an adjunct professor of economics at Drake University and president of Strategic Economics Group.  Dan Otto is professor of economics at Iowa State University and senior economist with the Strategic Economics Group.







� Harvey Siegelman retired in 2001 after serving as Iowa’s State Economist for the previous 20 years.  He is an Adjunct Professor of Economics at Drake University and president of Strategic Economics Group.  Dan Otto is Professor of Economics at Iowa State University and Senior Economist with the Strategic Economics Group.  The Iowa Association of Electric Utilities commissioned this report.


� (sec. 42009 of the House bill, secs. 2403 and 2406 of the Senate amendment, and sec. 501 of the Code) 
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