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Since my appointment by the Commissioner es a oovernmpnf-
o X a t î S n T  îîd 1 °  n o n l t0 r  jjn<* e v a ' ua te  с е к а 1 п 9°л„еаг пс aloperations and to assess the f e a s i b i l i t y  o f  set t ina  ud я

t l ! : ef î î l S S l n V ï S e™Sir?..Serï ,Ce f0r the Federat l0" I bavo
Th Л -Ф 1"

, Й - ^ - - ер0\ 1 °'f  December 31, 1973 shows among other  things a balance sheet of Assets and L i a b i l i t i e s

a n d ^ p p H c a ^ io ^ o f 1?0^ ^  F?!d? a" d 3 Statenent of Source 
this aEdl* UndS* . I t : . 1S 1 nteres t ing to note from
ri A?iSUdl Trtthe Fede/ ai:ion I s in ver  ̂ serious trouble f inan-  

I 3 suPP°r  ̂ my claim I must show \/ou that the Debt/ 
Equity rat io  of  the f irm is 92%. This in U s e l f  t e l l s  
JJe r olationship of long term debt to the to ta l  of lonq 
term debt and owner's equity. This is used as a measure of
c ia l  ’ i n l ? ' w * 10n 0 f, ,h l9b risk supports the fac t  that f inan-  
S b 2 V 2 St<î “t10ns W111 not be in favour o f  lending money to 
the Federation. I t  is also interesting to note that  since 
current receivables are slow in flowing into the corporation
s t l ^ t ^ ' a n T  de! f  "e t j rement and in te re s t  requirements con- 
M ап я п лтл immediate danger to the corporation's solvency. 
Sagem ent  in tms case has a balancing problem - to balance 
г к Г * Ь ' Гь ’ ]ow r isk ,  low y ie ld  uses against long-term, high 
r is k ,  high-yield uses of funds. While i t  is true that most 
of the corporation! 's earnings are the j o i n t  product of a l l  
of i ts  operating investments as a group an asset struc+ure
a r i lV p a ! !ei9hited toward sh° r t - t e r m  uses o f  funds w i l l  ordin-  
a n l y  earn a lower return on total  assets.  Money in the
D u t \ û h.KP Î Î 1S corP ° ^ tion has p r a c t i c a l ly  nothing - can be 
Ç ? L t0x ï s at a moments notice.  Plant and equipment, i e
invp«r?pH h°d spares have ver  ̂ l i q u i d i t y .  The funds’nvested here are recovered very slowly as indicated by the 
loss in the operation of the DC4 and Cessna 180. The sale of  
such assets of course wi l l  result  in a loss.

. . .  2



2

In assessing the inventory turnover of the Northern imaaos

Й ." о  № : - Г  l r n0i'e r - iS -89 0r le5s t * ™  one? т ® “S' ]VZ ;?aS *43*. A r i sing ratio is oresumDtive evidence
? turf ??ггУ1п9 coïts and potentialuo/re lo^se- from stock that will not sell. Buvina cost»- 
are high - with slow sales. In fact one reason f t
w a s h e d ’ hot/ ?ver ' f t  fs noted that  consignment У 
nay the Federation used government grant money to
pay sa lar ies .  The store broke even during 1 973 , and i t  ha<; 
agreed to complete with i ts  suppliers an Addit ion!"  pu chafl
Ka ! 3? n396deT? ! : f d ' f  Sf  • The defer!-ed Payment ? o r P“as t y?ar  Ï ? L 5?J ». 6* This is shown as a current liability when in
T ? ]ojO-term debt, (payment to be made by 1 978 ).
dpnH def,erred Payment is actually regarded as a divi­
dend but since the government has given a qrant the Federatin'
f f f s f f f c o f f f " ' 5- Whf  1? ««••pr1 sînrgnîStî:oV.eddeï; e°nd
?hows Lro pro??t 9’Ven " f2Ct £he audited stat*nent

In assessing the sales revenue according to total assets 
employed the audited financial statement of 1973 shows that 
V  ?s ?s was re4u1 red to support $0.43 of sales Suroris- 
ingly the 1972 statement gives the same ratio. In other words
hSrjf..JShn0 lnd]cati™  of growth. Although the corporation 
itar?eHC?aSed air?rart and spares - expanded its store and 
frnl^ c t a i oChasl"? а9е^сУ through CIC they have not moved
ÎIÎÎt»HV?-2 por tl0n* In fact there is indication of over­capitalization of assets which will reflect a decline in the 
growth or a major loss for such a small corporation

Iîerti°9 p?oks1of the aircraft QIX were reviewed together with 
reveals 31 he "fol fowling. f Г°т the p11ot- 7h2 evide»c*

Usage of DC4 - Jan. 1 5 , 1973 to Dec. 4, 1973 

User Hours Minutes Total Amt. $
Non-Revenue 
Holman Island 
Grise Fiord 
Igloo1i k 
Rankin Inlet 
Gjoa Haven 
Spence Bay 
Grt. Whale & 
Bel chers 
Coral Harbour 
Coppermine 
Repulse Bay

42 05 $ 18,90024 50 1 1 ,175
8 05 3,640

1 1 45 5,325
9 50 4,425
7 50 3,375
8 45 3,975

29 05 13,090
2 20 1,050

28 25 12,663
49 0 22,050
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User

Pell y Bay 
Others

To ta!

Ho u r s Minutes

6G5
5

10
0

10

Total Amt. S

$272 ,22b 
2,700

$374,593

wi thh73%aofUthePtipe end o f ' t h e ^ o ^ f  W3S the Mggost user -
used for oT05sh%  o°n5 W L î M e ' ï ï  Г *
The amount of goods hauled intn pftn „  nit?rl0 Ре1,У Bay.
with V (.000 pounds hauUd oùt‘°/e!!y^^,'"carvinâ°00e??Und?.
u?iL°<44nU 1n9h9°0dS in and out of Р е П у ’вау v/as9$ n g t350 ^  using $450 per hour for the DC 4. Therefor* thr>
fuJ4ly ВрУ C?-°Pe <-«ivo fo r  $152 ;875 on other Si?k - hauïî™  fuel from Resolute and goods from Rowley Island. aulinc

amount.of freight hauled by the DC4 from Yellowknifp
Bay1 l - t h G Mes‘ w«  674 .0 D0 pounSs!01 e n y 1f

D ha 0 In° L  ïUr ness' For e^mPle Grise Fiord had 1 ; г1£4» ?olman Island 4 trips, Coppermine 5 trips, Gioa Havpn
Spence Bay 1 trip, Rankin Inlet 2 trips Ialoolik ? 

& ’£*• Coral Harbour 1 trip, Belcher and Groat^ha I ÎS trips 
Repulse Bay 9 trips and Pelly Bay 126 trips. P ’

Il4fia7?nt! ^ S^ tei;’ent sl?ows that avenue from the aircraft was 
an  ̂the operating expense was $389,760 plus interest

S l s H f t F M  r - - S £ “

й- в щ г .5 -я №
!™%Гр*?:г ;;,;,г, 'й  ,гж»“ “ " >,s <>, „ г.
DC4
Depreci a tio n 
Estimated cost 
Less repair of two engines 
1 @ 85.45; of 27,000 
1 0 69.75% of 27,000

Est. present value a f te r  
shutdown Dec. 4, 1973

30,224

23,058
18,832
41,890

$112,000

81,776

$ 39,886

Therefore overcapita l ized by $72,114

.. . 4



-  Л -

The Cessna 180 was purchased for 
Depreciation $5500
Value Dec. 31, 1973

Overcap 1 ta 1ized

in total the aircraft operation had a loss 
of

Mouse operation - Pelly Bay 
Undercharged to Co-oneratives 
Overcapi ta 1i za tion DC4 
Undercharged Cessna 180 
Overcapitalization Cessna

Total Loss on Aircraft Operation

$ 17,500 

12,000

$ 5,500

$ 10 ,000
70 ,21 6
72 ,114
9,000
5,500

$1 66 ,830

There is no indication as to what Co-operative received the 
most benefit but the usage figures would indicate that Peily 
Bay Co-operative received the most benefit without paying its 
full share. There can be no doubt that the Pelly Bay Co-cp- 
erative_requires air transport for resupply. However, the 
Federation should not subsidize this Co-operative, it would 
seem that management did not take care to charge at Kast 
exact cost of operation. Over and above this there are 
observations that must be mentioned concerning the operation 
of the Federation.

i. A gasoline stockpile at Repulse Bay was not mentioned in 
the auditor's report. This stockpile consisted of some 
450 barrels of aviation fuel. This was not listed as an 
asset. The management has since sold some of this fuel 
to another firm. In my opinion this is a very haphazard 
way of doing business.

2. The Federation has sold duffle ($10,000) to CIC for resale 
to Co-operatives. At the same time the Federation was 
negotiating a loan from the Federal Government, the manage­
ment _ bo rrowed money from CIC to pay creditors. These 
creditors were given preference as was CIC for its loans 
to the Federation. Legal advice to the contrary was not 
adhered to. In the borrowing of money between CIC and 
management no promissory notes were signed and the books 
and records are kept by CIC.

... 5
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3. The CIC has a bank account controlling the Federation's 
receivables. Transfers of money were jnade between CIC 
and the Purchasing Division accounts us and when required 
with no promissory notes. The methods used were forms of 
payables*, the current loan to the Federation would rise 
and rail. In my opinion a very poor way of doing business.

4. It should be noted that the Cambridge Bay Co-operative 
has been trying for two years to get an audit from the 
Federation in order to meet income tax payments. As yet 
this has not been done. Spence Bay has been trying to get 
an audit for the last year and has not succeeded.

5. The Grise Fiord Co-operative has not been able to get 
resupply from the Quebec Federation although Grise Fiord 
has paid ail of its payables. The reason is that CIC 
purchasing has not paid Grise Fiord's creditors. In my 
opinion a most distasteful way of treating a client.

6. The travelling expenses for the Federation was moderately 
high; $21 ,424. The head office - management alone spent 
over 10 per cent of its expenditure on travel.

In my opinion the state of present affairs can be attributed 
to the Federation taking on large projects that it could not 
handle. It spent money in trying to make money for itself 
instead of servicing the people it was supposed to serve and 
that is the Co-operative, be it Paulatuk or Cambridge Bay. If 
any one Co-operative can be singled out as receiving the most 
benefit it would have to be Pelly Bay.

The reason for the losses on the aircraft and on the overall 
operation can be attributed to poor management, poor advice by 
the Board of Directors to management or a combination of both.

My recommendations to the Board of Directors are as follows:

1. A management review be made immediately by hiring an 
independent consultant to assess the present management.

2. The DC4 operation under the Federation cease with a 
recommendation that the aircravt and spares plus the Cessna 
180 be sold on the open market.

3. The Purchasing Division as operated by CIC cease to operate 
and that the signing authority given to J. Casey be 
rescinded with all records of accounts taken over by the 
Federation.

. . .  6
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4. That the Federation consult with individual Co-operatives 
for the purposes of levying a percentage fee on gross 
sales, so that the Federation can receive monies for Its 
services to the Co-operatives.

5. That the Federation undertake a new expediting-purchasing 
service as outlined in Alternative if3 attached, The 
government would be willing to help on resupply and would 
be willing to give one man for one year at no expense to 
the Federation in setting up a feasible system.

6. The Federation should seriously consider an alliance with 
the Federated Co-ops from southern Canada. With the 
expertise the southern co-operated can muster many of the 
purchasing and expediting problems would be solved.

For your Information and consideration.

Alex G. Gordon.

Yellowknife, N.W.T. 
June 3, 1974.



Purchasing Division - as part of CACFL 
Y el 1 ov/kni f e. in Head Office

Vo 1 ume of Sales 
A1 rcraft Operation $2,000,000

400,000

Cost of Goods Delivered 
1% fee to Co-ops $2,400,000

140,000

Cost to Co-ops $2 ,540,000
Gross Margin 

Expenses :
$ 140,000

Warehouse Rentals 
0 & M trucks, Ы  dgs. 
Salaries: Buyers

Expediters (2) 
Typist

Travel
Telephone, telex 
•Office Suppl ies 
Office Space 
Mi sc.
Depreciation Trucks

24.000 
2,000

15.000
20.000
7.000
5.000
4.000 
1 ,000

• 2,000
2.000 
1,500

•

Operating Capital $283,500 
Cost of OC 0 13% 36,885

'

Total Expenses 130,355

Net Return to Federation: Profi t: $ 9,645
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Alternative 03 

(First Year Operation)

Setting Up Expediting Service «

Volume of Sales

Commercial Aircraft Expense

(Should be less because use only when 
required so- costs are prorated)

Cost of Goods Delivered

3% purchasing fee

Total Cost to Co-ops

Gross Margin

Expens es :

Salaries: 1 Purchasing Agent
* Expediter 20,000

1 Clerk Typist 7,000
0 & M Truck 500
Travel 2,000
Telephone, telex 1,500
Office supplies 500
Mise. 500
Depredation truck 500

32,500

Operating Capital 30,000
Cost of O.C. 0 13% 3,900

36,400

Net Return to Federation

Savings to Co-ops

Sale of DC4, Spares, &
Cessna 180 60,000
Sale of 2 Trucks 3,000

* i, \ »

( 2 , 0 0 0 , 0 0 0

400,000

$2,400,000 

60,000 

$2,460,000 

$ 60,000

f

$ 23,600

$ 80,000
I

I

63,000 « t • • •

. • • • 2
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Net Return to Federation (1st year)
$ 86,600

s v

cut°off^nnn^*^nP t h e  suP|)lier we know immediately when to 
gi£esfthe Federation0» o °W p?yil!9 .Со-operatives/ This also 
J pH soÜ  to i«;îîuS.t,e?,e9e t0 j“d9e ffe,d oper,l,t"! and

d1h^ r ? htnhlS !!eJh0d the ?ost of f r e i 9ht shipment goes 
fhl k 1 } ach Co-operati ve - the onus must be placed on 
the business requiring the goods - if vou рйп'+Ррлу ул...

hfï!6c T̂ fi-r£? S5tlo.n~shojrrcf^rrot have to suffer thp iAcefe 
to-operatlve s J u v e j g o r j ^ ^ ---

“ad^iniîïi-îfr?1 tGrnaîiv? the Federation does not have 
admin-istrative headaches of running an airplane plus
suffering unforeseen expenses on this type of operïlion.



Alternative #1

By Using Present Agency (CIC) & Expediting at Churchill

Charging a 7% purchase fee with 2% going to the 
Federation.

1. Vo1ume of Sales 1974 $2,000,000

2. Federation Aircraft Expense 400,000

3. Cost of Goods delivered $2,400,000

4. 7% fee to Co-ops on Cost of 
Goods Bought 140,000

5. To tal Cos t to Co -ops $2 ,540,000

6. Return to Federation (140,000-100,000) 
Working Capital Required (Aircraft) 
Cost of Working Capital (1335)

$ 40 ,000 
$ 200,000 
$ 26,000

Net return to Federation $ 14,000

The only thing I do not like about this alternative is 
that CIC would control records, a bank account and 
incidentally they or Mr. Cas-ец. also owns Grosser Parts, 
a supplier - any orders pTWed with his own firm gives 
extra profits - and we must also look at his past record 
of preferring himself to other creditors on payment of 
accounts.

D


