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o , ‘ Assembly Comm:ltee on Agnculture
DATE @ bi @6 - ;, . - ;  - o
Moved by Zulowski secanded by i f@f

a3 55U 5B

. Clearinghouse Rule

AR e Appointment

e R Gther

AlS Amdt._

A/S Amdt kk '_'“_ ﬂf 5£0fAfSlAmdt
#;Azs Sub Amdt__ ‘
A/S Amdt
A/S Amdt__

.  '“f,to Als Sub Amdt_
to A/s Amdt
%%N; % ggl‘%, 1650

féiﬁéeﬁﬁg . [j Indeflnlte Postponement

to A/S Sub Amdt.

Be recommended fer

'“”[] Nonconkurrence

. Conflrmatlon

Not Voting |

.‘ Ott Alv;n (Chalr)

.kfward Dav1d (V;ce Chalr)

;; A1nsw0rth John f

| 2Zukowski, Ro

;"Reynalds, Mart;n,’

._‘Sprlnger,!Thﬂmas

{} Wllder M”chael

' _W Dueholm, Robert -

Totals

MOTION CARRIED H

MOTION FAILED []
s:\comclerk\rotlcall.l




;A:ssembly Committee on Agriculture A& ? Ui
e GbAE .

Moved by <5¥§f' :; ‘ - : Seconded by fg?q&jﬁ%ﬁﬁ%
AB_3550L SB , Clearinghouse Rule
AJR__ SJR ‘ : Appointment.
A : SR Other k i
A/S Amdt._ ‘ '
A/S Amdt , to A/S Amdt
*‘,A/S Sub Amdt o : : .
A/S Amdt . to A/S Sub Amdt k
AlS Amdt—___ ~ = to A/S Amdt___ to A/S Sub Amdt
Be recommended for: f]'lndefinite Postponement
| Passage - . ; ¢;f£3kTabling, '
o [] Introduct;cn - ‘_gfiii‘,;ﬁ, f]l”Cbncurreﬁcé o ;
 ﬂifAdopt1on éub  “‘ 'th[] Nonconcurrence o L
- U'[3 Conflrmatlon :

‘tf] Rejectlon ~ ”,I

Commlttee Member ”NotVVoting 1

< Ott Alv1n (Chalr)

. | Ward, Dav1d (VlCE Chalr)‘

'~~:HA1nsworth John‘

'Zukswskl Robert

: Hahn,‘Eﬁgené v
o1 Jen, Luther ' v

ronemus, Barbara o

.V Baldus, Al

";Reynolds, Martzn'

12, Sprlnger Thomas

13. Wllder, Mlchael

!

|

|

5 14. ‘Dueholm, Rubert
L

E

|

|

|

|

16. l : - 1
17. T
I 18s. , . Lood
L [roa: o e la T
MOTION CARRIED 5] ' MOTION FAILED [J

s:\comclerk\rolicall.l



pare_ 9-14-95

‘ Assémbly Committee on AgricUIture z

‘Moved by Olsin

Seconded by._ |

AB__ 951y : SB Clearinghouse Rule
AJR e SJR Appointment
A SR_ Other
A/S Amdt ‘ : -
A/S Amdt to A/S Amdt
* A/S Sub Amdt e ; -
AlS Amdt : to A/S Sub Amdt. , RS :
to A/S Amdt. — to A/S Sub Amdt

A/S Amdt

Be recommended for:

,',assage 9@3”-’.3 M

o0 Introductlon
o Adoptlon .

[j Rejectlcn

Ott, Alvin (Chair)

Committee Member

'{3 Indefinite Postponement
f{]'Tabling

O concurrence
'{]‘Nahc0ncurrence

' []ngnfi:mation

Ward, David (Vice-Chair)

-b-be N s

.1w§insworth Jéhn

Zukowski, Robert

Otte Cl;fford

e

5 .

6 hniiae nian
7. | Hahn, Eugene
8.;_9}Sen,~Lﬁther,

9 ~_Grbn9ﬁﬁs, Barbéréf

o

Béldus,~aiﬁ

li.‘ Reyﬁolds, Martin
12, | Springér, Thomas
13. | Wilder, Micﬁaei
14,,'Dﬁeholm, Robert
1i5.

16. | -

. |

18,

- Totals

MOTION CARRIED r

s:\comclerk\rollcall.l

MOTION FAILED L]



19953esﬁon

UPDATED ~ 4252/1 ~ ,
SUPPLEMENTAL rwnendment No. if App]1cable

Increase Costs - May be possible to Absorb,,v~ ~
Within Agency’s Budget Yes

Increase Existing Revenues |
Decrease Existing Revenues Decrease Costs

T
Increase Revenues 5. Types of Local Governmental Units Affe
Permissive Mandatory : Towns Villages
Decrease Revenues , 1 Counties Others
Permissive  Mandatory |  School Districts

o A#’w : ;~26 Approprwat1ons

farm assets relnvestment management loan guarantee
will have no fiscal impact on the Department of
Trade and Consumer Protection {DATCP) ¢ ;

, ;thorlze WHEDA to use part or all of the $650,000 in the
ical cleanup loan guarantee program under s.234.87. The
shed to be used to guarantee loans for cleanups of Vo
als. The use of part or all of the $650,000 could affect
e for performing cleanups of agricultural chemicals due to the
money was set aside so that loans could be provided to pay for
L Currently, the money set aside for agricultural chemical i
cleannp ‘has not<been used. The loan guarantee program was established in

gu‘ antéé7programeaé‘de:

i;ong‘ﬁange Fisca]~1mg1icatiuns

' ;wame'&vnone Noy |  Authorized Signature/Telephone No.

o FKrapp 24-071F




102 Mai :"& S&%’@QV P.O. Box 7/Cambridge, Wi 53523-0007/Tel 608 423-3241
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April 11,1995

State Represehtative Alvin Ott
P. O. Box 8953
Madison, WI 53708

Dear Representative Ott:

Enclosed is an article from Agrl Fmang_e_ magazine of March, 1995. It describes what
Illmo:s is domg in the are of Guarantees for agncultural loans. :

To date, llhno:s has lssued 1, 000 loans totaling $192 000 000. Losses have been
1.25% or a total of $240,000 over eight years, an average of $30,000 per year (not
a bad mvestment to serve 1,000 farmers).

Please call me if | can provide any other information for you. Al, | smcerely, :
R appreclate your efforts on behalf of our ag community. ‘

Smcerely, :

M&I BANK OF CAMBRIDGE : £

i wame R. Sxevers
President

DRS:mls

Enclosure



GOVERNMENT

GUARANTEES THAT WORK |

The state of Hlmms has a program that
~ other states may Want to copy to fill

. the gaps left b

~ the purchase of capital assets at a re-
. duced rate of interest. The loans are

- actually ma

principal and interest.

Qualified apphcants must be a bona
fide operator of a farm with more than

50% of their gross revenues coming

from farming. Other requirements are:

(1) net worth must be between $10,000

- and $250,000, (2) the borrower’s debt-

to-asset ratio must be between 40%
and 70% after the purchase, (3) collat-
eral must be adequate for the loan; and
(4) there must be sufficient cash ﬂow
- for repayment of the loan. ‘
- Loan funds are supposed to be used
for. new purchases of farmland, build-
ings, machinery, breeding livestock and
other capital assets. However, under
certain circumstances, it is permitted

to refinance some existing debt to im-

prove a lien position. Any refinanced

debt cannot exceed 50% of the total .

loan.

30-year amortization schedule, but still
balloon at the end of the fifteenth year
Rate caps have been established at

1.25% over national prime for loans

with an annually variable rate and 3%
over three- or five-year Treasury Notes

for loans that are fixed for three and -

five years.

David 'Wm:h exec- )

utive director of the IFDA claims, “The
restructuring program is designed to
consolidate and spread out a farmer’s
existing debt over a longer term pay-
back at a fair rate of interest. These
loans have i

48

The‘mammum loan amount is
$300,000, with a maximum term of 15
years. Real estate loans may carry a

FINANCE

The state of lllinois has

initiated two guarantee

programs that get raves
for user-friendliness.

c:1p and mtercst

Because these loans are used for
reﬂnancmg existing debt, an eligible
_borrower’s debt-to-asset ratio must

fall between 40% and 65%. The bor-

rower must also provide adequate col-

lateral, demonstrate sufficient repay-
~ ment ability and derive more than 50%
.. of his gross income from farming.

‘Restructuring loans must be repaid
in 10 years or less, depending on the

- service life of the collateral. When real

estate is used for security, the loan may
jave a 30 year amortization wnth a 10-
year balloon.
he maximum amount of the re-
structured loan is $300,000. There are

interest rate caps set at 2.5% over the

one-year Treasury Bill for loans with

-an annually variable rate, and 3.5% over

the three- or five-year Treasury Note
for loans that are fixed for three or five

~ year periods.

Although lenders absorb the first

'15% of the loss on these loans, the Illi-
‘nois State Banking Department accepts

the IFDA guarantees just as they do
FmHA guarantees. Thus, the 85% guar-
anteed portion of these loans do not
count against a borrower’s loan limit.
This has allowed many small banks to

continue ﬁnancihg long-term customers
as their operations grow.
. IFDA applications are easy to fill

'out They run 11 pages which includes

two pages that are mostly text, a cover
sheet for real estate appraisals and a
two-page environmental review sheet
(used for real estate loans). Each loan
application is accompanied by a non-
refundable $300 application fee.

At closing, borrowers pay an addi-
tional .75% loan closing fee, less the
$300 already paid. The IFDA gets two-
thirds of the closing fee (or .5% of the
loan) and the bank keeps one-third (or

.35% of the loan). The bank is not
‘allowed to charge any other applica-

tion or closing fees. However, the bor-
rower is responsible for all costs asso-
ciated with abstracting, title examina-
tion, appraisals, and recording fees.
Wirth believes the program has been:
good for Nlinois Farmers. He says, “the
Guaranteed Programs are really an in-
cremental credit enhancement — they
will not make bad loans good. Nor
will they permit you to loan someone
money who should not have it.” In fact,
modest.

. loans.

By law, the total outstandmg balance
of loans under the Beginning Farmer
Guarantee Program cannot exceed $35
million. The total outstanding under the
“Restructuring Program” cannot ex-
ceed $I6O miilion. Since th

g .

Generally, the IFDA will get about
five to 10 applications per month for
the Debt Restructuring Program and
two to three applications for the Be-
ginning Farmer Guarantee Program.
That’s in addition to the applications
they receive for the Beginning Farmer
Bond Program, which uses tax exempt
bond financing. For further informa-
tion on all the IFDA programs, please
call IFDA at 217-782-5792. AF

Leslie Miller is vice president, lowa
State Savings Bank Knoxwlle
lowa.

Agri Finance m March 1995
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WISCONSIN FE’DEBAT‘ON,VGF‘COOPERATIVES‘ 30 West Mifflin Street, Suite 401 » Madison, WI 53703 ¢ Phone (608) 258-4400

e o Al oL &ﬂv&% j:g’
\ﬁJ'ohn e

wit 1 orre
July 31, 1995 > Q%if Shute, -0 2:00 g
o , witl of :
L Buue. ol
Kim Riese F&QM it oL

Dave Stute \

- Will Hughes
k . - ~ k ‘ Fourm ﬁSSl'S?‘ZUﬁLL '_@un\/e,sfmw
Re: - Farm Reinvestment Loan Guarantee Draft ~ Monup (or) Mortgage (svarand

I circulated the first draft of the farm reinvestment loan guarantee to Mike Krutza,
Dan Gorton, and Jack Ourada of Farm Credit Services and Dwaine Sievers of M&I
Cambridge and Mark Binversie of Firstar. I received responses from everyone
except Mark Bmversae Bruce Jones s response ( mcludmg hlS response to thls
,memo)lsatta ed St :

eral The feedback is positi e in that generaﬂy the program will help, ﬂle draftis -
Ve “f*close to what was expected and that ) movmg forward is desirable.

Sgeciﬁc Comments

S. 234 91 line 12- need to replace production credit association with farm credzt
service or add fedeml land credit associations and agricultural credit associations
in order to capture all of farm credit within the participating lender definition.

Also S. 234.91 line 12 - question whether owner/financing should be eligible since
they are parties to the transaction. Recommend excluding land contract loans from
ehgibxhty ( this will need d1scussum ﬁom a group).

S. 23491 '(2) (a) - need to ei‘arify the language to allow not just the purchase of
agricultural assets but also include labor costs associated with construction.
Suggested language ..to finance the acquisitzon of agncultural assets or costs of
zmprovement to agrzcultural assets.




Page 2

S. 234.91 (2) (c) - multiple loans should be allowed but the maximums should apply
to one farmer.

S. 23491 (2) (g) - it would be useful to define the priority order in collection when
an FmHA or SBA loan is also apphcable The current draft is not clear whether the
participating lender satisfies the first lien requirement without separating for FmHA
or SBA guarantees, or whether the first security lien must be separately identified.

It would be preferable and more workable to not have to separate collateral from
other guarantees. ( Note: we need to censult with WHEDA on thlS and perhaps also
thh FmHA and SBA) See the attached example - '

$.234.91 ) (- secondary loans should be allowed also.
S. 23491 (2) (h)- some exception may be needed for a case where a pre-existing
land contract would be folded into a new reinvestment loan or where a bridge loan

was in place. ( Note: this should be discussed in a group review meeting)

S.234.91 (3) (a) - asimple flat fee of 1.0 percent was suggested rather than
- eeomphcatmg the fee sehedule WHEDA needs to be consulted on fee amount

S 234 91 ( 3) (b) 1 hne 7 page 3 structurmg loan repayment based upon a smgle
annual interest payment is contrary to conventional lendmg practices. Most loans
are based on monthly interest and principal payments. The preference would be to
leave some flexibility in payment schedules. There may be a need to limit the length
of amortlzation aeeordmg to use of loan- thls should be dlscussed

S. 234.91 3) (b) 2. - the interpretation of this section is that the original percent of
guarantee remains constant through out the loan; is that correct?

I have attempted to consolidate the comments I have received into the above. I will
circulate these comments again with the suggestion that we get together as a group
as soon as you folks are ready. I am assuming that you can redraft before a group
meeting where we will use the group to provide final draft recommendations.

Please let me know what would work best for you.



UNIVERSITY OF WISCONSIN-EXTENSION
:  UNIVERSITY OF WISCONSIN-MADISON
CENTER FOR_ | UNIVERSITY OF WISCONSIN=PLATTEVILLE

DA'RY PROF"'ABIU TY ' | UNIVERSITY OF WISCONSIN=RIVER FALLS
DATE: July 27th, 1995
‘TO: Klleess '
Dave Stute
- FROM: Bruce L.’Joncs‘
RE . - FarmLoan Guarantec Program

B¢ have revxcwcd the ﬁrst draft of the Farm Loan Guarantcc Program and Will Hughes .
comments. Below you will find my reactlons to the draft and Will’s comments. Ihope my
thoughts are useful ~

I think we are well on our way to developing a valuable credit program for Wisconsin
~ farmers. You are to be commended for your contributions to this effort

23491 Q)@ 10 year acilities or land; 5 oo?,,.,jevarythmg lse.

23491 (2)(g) (Reactxon to Hughes comment) Perhaps we should say WHEDA guarantees will be
paid aﬂm other guarantees are exhausted G.e., SBA & FHA)

234 91 (2)(h) (Reactlon to Hughes commcnt) Land contract is emstmg ﬁnancm g Only new
mvestments should quality for WHEDA guarantce ‘

234.91 (3) (a) (Reaction to Hughcs comment) Suggested fee schedule:
1% of guarantee funds when the funds are $50,000 or less
1.5% of guarantoe funds when funds exceed $50,000

234.91 (3) (b) 1 - Set guarantee amount at start of year and collect fee on full amount at the start
~ of the year. ‘

234.91 (3) (b) 2 - Adjust guarantee amount annually in order to determine guarantee fee each
year.

Oﬁ" ce of the Director * 282 Animal Sciences Bldg. * 1675 Observatory Dr. * Madison, Wi 53706
Phone (608) 263-5665 * FAX (608) 262-9017 ° INTERNET: DAlRYPROFIT@WISPLAN.UWEX WISC.EDU

University of Wisconsin, United States Department of Agriculture and Wisconsin Counties Cooperohng
UW-Extension provides equal opportunities in employment and programming, including Title IX requ;remerﬁs
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FOR IMMEDIATE RE August 16, 1995
FOR FURTHER INF =
State Representa

IATION CONTACT:
ve Al Ott'

(608) 266-5831
(414) 989-1220

Madison...A proposal to provide a loan guarantee from the state for
loans made to farmers who are reinvesting, upgrading or modernizing
their operation will be debated by the Joint Subcommittee on Ag
Finance and Reinvestment which is co-chaired by State
Representatives Al Ott (R-Forest Junction) and John Ainsworth (R-
Shawano). . .

; th ittee will be listening to testimony from
anyone who attend hearing and wishes to speak on Thursday,
August 31 at 9:00am in Room 1 (in the basement) of 119 Martin
Luther King, Jr. Boulevard (the same building which housed the
temporary Assem Chambers). , .

MemberSij tﬁ

The proposal, dubbed the farm asset reinvestment management (FARM)
program, is a result of a previous public hearing held by the
subcommittee at il t v

of agricu

‘iss in par
Speakers brou
serious about
some banks
reinvestment
help £fill thi

concerns about the group of farmers who are
nizing and have a proven track record, however,
y to manage the risk d with major
. The FARM proposal is leveloped to
and alleviate some of the risk for lenders.

Under the p ], 11d
administered the Wisconsin Housing and Economic Development
Authority (WHEDA), much like the CROP loan guarantee program which
has been very successful. Loans are to be made to farmers
currently operating farm premises to finance the acquisition of
agricultural assets or the costs of improvements to agricultural
assets. . . e

, the loan guarantee program would be

Interested farmers, lenders and other persons are encouraged to
attend the hearing and offer their opinions.

ALVIN R. OTT
~ State Representative
~ 3rd Assembly District

Office: s , . ‘Home:
318 North : Toll-free P.O. Box 112

P.O. Box 8953, State Capitol - : Legislative Hotline: Forest Junction, Wisconsin 54123

(608) 266-5831 , 1(800) 362-9472 (414) 989-1240

Ranking Member: Agriculture, Forestry and Rural Affairs / Member: Environmental Resources; Labor and Job Tralning
;@\ Printadt an rarsusliar mnensre



SUBMITTAL LEGISLATIVE REFERENCE BUREAU
"FORM = ~ Legal Section Telephone' 266-3561
‘ ‘ 5th Floor, 100 N Hamilton Street

The attached draft is submmed for your mspecuon Please check eac:h part carefully, procfread cach word, and
SIgn on the appropnate lme(s) below

~ Date: 8/21/95 . To: Representative Ott
\ | | Relating to LRB drafting number: LRB-4252

~ Topic
Creation of a loan guarantee program for farm asset reinvestment

; §ub]egt(s)

Econ. Development - misc.

1. JACKET fhé‘dr‘aft‘foriinimductidn o

: in the Senate or the Assembly (check only (me) Only the requester under Whose name the
draftmg request is entered in the LRB's draftmg records may authonze the draft to be jacketed. Please
allow one day for the preparation of the required cop,i‘es. ‘

2. REDRAFT. See theéhanges indicated or r’attached

A revised draft will be submitted for your ,apprOVal with changes incorporated.

If tiie analys1s mdlcates fhat a ﬁscal esﬁmate 1$ reqexred beeeuse the proposal makes an appropnatmn or
‘increases or decreases ex1stmg appropnatmns ar state or general lccal government ﬁscal hablhty or . k
revenues you have the opuon to request the flscal esnmate prmr to mtroductmn If you choose to
mtroduce the proposai without the fiscal estimate the flscal estimate Wlli be requested automatlcally upon
introduction. It takes about 10 days to obtain a fiscal estimate. Requesting the fiscal estimate prior to

introduction retains your ﬂexibility for possible redrafting of the proposal.

If you have any questions regarding the above procedures, please call 266-3561. If you have any questions
relating to the attached draft, please feel free to call me.

Pamela J. Kahler, Legislative Attorney
Telephone: (608) 266-2682



Representative Al Ott\\i i
Date: August 30, 1995

Re: LRB 4252/1 - relating to a loan guarantee program for the
acquisition or improvement of farm assets (Farm Asset _
Reinvestment Management program)

I am introducing LRB 4252/1 as the result of testlmony heard by the
Joint Subcommittee on Ag Finance & Reinvestment which is co- chas,red
by Representatlve Alnsworth and myself - ,

LRB 4252/1, also known as the F A R.M. proposal seeks to address
an "equity gap" problem facing farmers with a proven track record
who are serious about relnvesta.ng and/or expandlng their operation.
However, a problem arises when the lender isn’t quite ready to
manage the risk involved with reinvesting. The loan guarantee
program will be administered by WHEDA, much 1like the very
successful CROP program. , ~

I have worked with Cate Zeuske at WHEDA, Will Hughes of the
Wisconsin Federation of Cooperatives and Bruce Jones at UW-Madison
to develop the F.A.R.M. proposal. For further information on the
blll, please reffer,to the LRB analysn_s below

ALVIN R. OTT
State Representative
3rd Assembly Dis?rici

If you weul: llkektc cosponsor LRB 4252/1, please contact my offlcef2311“

at 266 5831 by Wednesday, September 6th.

; Analys:.s by~thé'Legislativé,;Referénce Bureaiz .

Under current law, the Wlsconsm Housing and Eccncmlc Development
Authority (WHEDA) guarantees collection of loans from the Wisconsin development
reserve fund (fund) for the recycling, stratosphenc ozone protection, clean air, small
business, business improvement, targeted development, nonpoint source pollution
abatement and agricultural chemical cleanup, agricultural production, agricultural
production drought assistance, agricultural development and cultural and
architectural landmark loan guarantee programs. This bill creates a farm assets
reinvestment management loan guarantee program.

"OVERj-*

Office: Home:
318 North Toll-free P.O. Box 112
P.O. Box 8953, State Capitol Legislative Holline: Forest Junction, Wisconsin 54423
(608) 266-5831 ‘ 1 (800) 362-9472 (444) 989-1240

Ranking Member: Agriculture, Forestry and Rural Affairs / Member: Environmental Resources; Labor and Job Training
&% Printed on recycled paper :



~ The bill authorizes WHEDA to guarantee collection from the fund of a portion
of the principal of an eligible loan made to an eligible borrower by a participating
private lender. For any eligible loan, the principal amount that WHEDA may
guarantee may not exceed the borrower’s net worth or 25% of the loan principal,
‘whichever is less. An eligible borrower is a farmer who is currently operating farm
- premises and whose debts do not exceed 85% of the farmer’s assets. An eligible loan
is one for the acquisition of agricultural assets, defined as machinery, equipment,
facilities, land or livestock, or for the cost of improvements to facilities or land. The
agricultural assets must be purchased, and the improvements must be made, for
agricultural purposes. The total outstanding guaranteed principal amount of all
loans to an individual borrower that WHEDA may guarantee under the program
may not exceed $100,000, or $50,000 if any of the loans is affected by any other state
~ or federal credit assistance program. The bill specifies that WHEDA must charge
an annual service fee for each loan guarantee, to be deposited in the fund to back up
loan guarantees under the program. The amount of the fee is based on the
outstanding guaranteed principal amount. The bill also limits the term of a
guarantee to 5 years if the loan is for the acquisition of machinery, equipment or

livestock or for improvements to facilities or land. The term may not exceed 10 years

if the loan is for the acquisition of facilities or land. @ ‘ - ;
- The total outstanding guaranteed principal amount of all loans that WHEDA
may guarantee under the program may not exceed $10,000,000. The bill reduces the
total outstanding principal amount of all loans that WHEDA may guarantee under
the agricultural production loan guarar CROP) from $30,0 0 to

ural pr

dditio

uaranteed and the maximum nt that WHEDA may
guarantee under the stratospheric ozone protection loan guarantee program, the
clean air loan guarantee program or the nonpoint source pollution abatement and
 agricultural chemical cleanup loan guarantee program, WE EDA may increase the
amount that it guarantees under the new program by the amount of any such
differences. The amount that WHEDA may guarantee under any of the specified
‘programs must then be reduced by the amount by which the total guaranteed
principal amount under the new program was increased on account of the difference
under the specified program between its guarantee limit and the amount actually
guaranteed. , ,

For further information see the state fiscal estimate, which will be printed as

an appendix to this bill. |




~ Fritz Ruf Tommy G. Thompson : Edwin J. Zagzebski

Executive Director : Governor ~ Chairman

August 31, 1995

Testimony of Fritz Ruf, Executive Director
WISCOHSID Housmg and Economic Development Authonty (WHEDA)

Joint Subcommittee on Agncultural Finance and Reinvestment
~ LRB Number 4252: Farm Asse,t,Remvesnnent Manageme,nt Fund

Chairmen Ott and Ainsworth and members of the Joint Subcomxmttee on Agncultm'al Finance
and Reinvestment, thank you for this opportunity to testify on LRB Number 4252, a bill
creatmg FARM, or the farm asset reinvestment management fund.

This bill would create in WHEDA a loan guarantee program to help farmers upgrade and
modernize their operations. It is our understanding that this program would be directed to
farmers with a proven track record and desire to expand their operations. We agree that the
market would support such a program and it would complement Governor Thompson’s Dairy

2020 Imtlatlve

A’S e e , ; tijas m agncultural ﬁnance f"?We have

operated the CROP Fund since 1985 and have served more than 16,000 farmers with
agricultural production loan guarantees. We offer the Beginning Farmer Bond Program
through Wisconsin lenders and have made loans totaling more than $1.5 million. We also
‘offer the Agnbusmess Fund to help processors and marketers of Wisconsin’s raw agricultural
commodities. We are experienced in agricultural ﬁnance issues and beheve we could
effectxvely admxmster the FARM Fund s

Having rev1ewed the draft legislation, I am compelled to make a two observations about
FARM that may be of interest to ﬂ:llS subcommittee.

First, the amount of money to be guaranteed under FARM would be substantaaliy higher than
that guaranteed through the CROP Fund. FARM guarantees could be as much as $100,000
on a $400,000 loan. Conversely, the maximum CROP guarantee is $18,000 on a $20,000

loan. This distinction is an important one..

1 South Pinckney Street, Suite 500« Post Office Box 1728 « Madison, Wisconsin 53701-1728 » (608) 266-7884
Main Fax (608) 267-1099 « Single Family Fax (608) 266-0729 « Legal Fax (608} 267-1463
101 West Pleasant Street, Suite 206 « Milwaukee, Wisconsin 53212 » (414) 227-4039 « Milw Fax (414) 227-4704

WISCONSIN HOUSING AND ECONOMIC DEVELOPMENT AUTHORITY
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WHEDA has a respon31b111ty to W:sconsm S taxpayers to prudently underwnte and approve
all loan guarantees made through the Wisconsin Development Reserve Fund. As the
guarantee amount on an individual project rises, our review becomes more in depth.
Therefore, this committee should not assume that WHEDA will administer the FARM Fund

_ in the same way CROP is operated. Our Board and staff will take a much closer look at
FARM guarantees simply because the amount of risk on an mchvzdual project is much hlgher

Second FARM would be ﬁmded with resources now dedicated to the CROP Fund WHEDA

is presently able to guarantee CROP loans in the total amount of $30 million. We have in

recent years been operating in the $25-$27 million dollar range. As FARM Fund activity

rises toward the $10 million limit, the amount available in a given year through CROP will

~ decrease. This trade-off may uit,lmately have an effect on some farmers seekmg ﬁnancmg :
through CROP : . . ; ‘ ,

, In concluswn FARM isa program that WHEDA can market and operate for the benefit of
those farmers seeklng to reinvest in their operations. We appreciate Chairman Ott’
leadership on this issue and 1 would be happy to answer any questions.




A/ Brief Discussion of the Farm Assets Reinvestment Management (F A.R.M)
Program

Prepared by

Bruce L. Jones, Director, UW Center for Dairy Profztablhty
- August 31, 1995

SITUATION

Established farming operanons need to mvest in efficient technologies and/or expend

- operations to allow for the entry of the next management team for the farm busmesses -

. In many cases these farmers have the ablhty to generate profxts and pos1t1ve cash flows
but lenders are reluctant to extend credit to these farmers because their debt to asset
positions would rise to unacceptable levels. These "high" debt to asset positions are
directly related to these farmers’ lack of equity capital.

STATE RESPONSE

Guarantee program that will fill the ' equity—gap that is preventing some farmers from
~ obtaining the loans they need to mvest in assets such as . da1ry Sows, machmery,y -
~ equipment, facﬂmes and real estate , . , . i'

PROS AND CONS OF PROPOSED PROGRAM
PROS | ' |

1) No new fundmg since this program uses guarantee funds that ‘were prevmusly
authorized for WHEDA C.R.O.P. ‘

2) Limited total loss exposure - @ $10 million

3) Leverages state dollars by limiting guarantees to the lesser of 25 percent of a loan
or the net worth of the borrower. A lender allows has the option of extending
more credit if the lender is willing to take the risk ( i.e., guarantee equals 20 % of

loan amount).

4) No need for state to establish lending agency because lenders will make and
service loans.



5)

Program is hkely to be self funding since administrative and operating cost will

" be covered by "service fee".

6)

Controls on program easily implemented

| A)  Limit on total program

CONS

1

2)

4)

2

B)  Limit on individual loan guarantee ,
C)  Underwriting standards easily monitored on loans

Program comes at the expense of WHEDA CROP loans

Greater loss exposure in md1v1dua1 loan than with WHEDA CROP ( $100 000 vs
' $20 OOO ) ' ‘

| Could allow some farmers to get mto "high risk" situations that could be stressful

1f the agricultural economy weakened

Only a limited number of farmers will helped by this program ( $10,000,000
distributed at a rate of $100,000/farm will allow 100 farms to obtain credit
through this program ) ~

Trme commmnent on the loans extends beyond one year whxch means loan funds .



WISCONSIN LEGISLATIVE COUNCIL STAFF MEMORANDUM

One East Main Street,’ Suite 401; P.O. Box 2536 Madison, WI | 53701-2536
Telephone (608) 266—-1304 :
Fax (608) 266-3830 '

September 11, 1995

TO: MEMBERS OF THE SUBCOMMITTEE ON AGRICULTURE FINANCE
. _AND REINVES'IMENT ;

FROM: " : Dave Stute, Director

 SUBJECT:  Follow-Up to August 31, 1995 Public Hearing

~ This memorandum, prepared at the requESt of the Cochairpersons of the Subcommittee
on Agriculture Finance and Reinvestment, takes up topics discussed by the Subcommittee at the
conclusion of its August 31, 1995 public hearing on Assembly Bill 556, relating to a loan

guarantee program for the aoqu1s1tlon or nnprovement of farm assets. This memorandum first
‘ drud; then dxscus an am endment :

Assembly Blll 556 among other thmgs, proposes to utxhze the unused $650 000 of
guarantee capacity provided to the agricultural chemical cleanup loan guarantee program under
s. 234.87, Stats. Representative Skindrud inquired as to the relationship between this program
and the agncultural chemical spill fund funded by checkoffs and fees on agncultural chemicals.

There is no relatlonshlp between the two programs. The agricultural chemical cleanup
loan guarantee program is administered by the Wisconsin Housing and Economic Development
Authority (WHEDA) and is funded from the Wisconsin Development Reserve Fund under s.
234.93, Stats. At the time this loan guarantee program was enacted in 1991, sufficient funds
were appropriated to WHEDA to underwrite the loan guarantees newly made available. These
funds, which were placed in the Development Reserve Fund, are under the control of WHEDA,

 which is an independent entity separate from the state.

The Agrichemical Management Fund is a separate, nonlapsible trust fund under s. -
25.465, Stats. It consists of the proceeds of various license and user fees imposed under ss.
94.64, 94.65, 94.68, 94.685, 94.703, 94.704, 94.705, 94.72 and 94.73, Stats., relating to the
fertilizer, soil and plant additives, pesticides, commerc1al feed and agricultural chemical cleanup




programs These revenues are dep051ted into the Agnchenucal Management Fund and bien-

nially appropriated by the Leglslature for agricultural chemical-related programs under s. 20.115

(7), Stats., including agrichemical management, groundwater protection, fertilizer, soil additives

- and commercial feed regulation, pesticide regulation, administration of the agncultural chemical
cleanup program and chermcal and container dlspesal ‘ o

Attached to this memorandum isa copy of WLCS: 0344/1, wlnch would amend Assem~
bly Bill 556 as follows :

) ' pro uly 1, 18
than $10 nnlhon of unused CROP authonty to be used for the F£ ; ,
be directed to manage the CROP and FARM programs in such a fashion that the total amount of
loans guaranteed under both programs would never exceed $30 mllhon, thch is the amount of

current guarantee authonty under the CROP program

ica matter, if the F k

approach taken mkthe amendment, if there i is unused guarantee capa01ty in the CROP program at
the time the FARM program is up and running g no more than $2 rmlhon of such unused eapac1ty

(‘1)‘ ‘ant theFARM program “s "txal mroad on CROP’s guarantee authonty to only
6. 7% of total CR.P authonty ' , -

(2) Allow for a second (1997 crop year) year’s expenence under the revised CROP
program before increasing the amount of guarantee authority available to the FARM

program.

3) Give the 1997 Leglslature an opportunity to modlfy one or both programs while the
FARM program is still in its initial phase, if the Legislature so desires.

This portion of the proposed amendment is an initial response to the Subcommittee’s
dlrectlon to develop a means of phase-in; obviously, other approaches can be devised.

b. The amendment @m_e_s those pomons of the draft which propose to utilize unused
loan guarantee authonty under the stratosphenc ozone protectlon, clean air, nonpoint source




3.

E pollunon abatement and agncultural chemxcal cleanup loan guarantee programs for the FARM
program.

Durmg the course of pubhc testlmony on Assembly Bill 556, the followmg addmonal
suggestlons for change were made

a. Substltute a one-tlme 1 .0% loan guarantee origination fee for the draft’s current
imposition of an annual service fee of 1.0% for amounts of guaranteed loan not exceedmg
$50,000 and 1.5% for amounts of guaranteed loans exceeding $50,000.

b Revxse the maxunum amount of loan guarantee whxch is avarlable under the FARMk

r c. Revxse the draft to clanfy that the prohxbmon on usmg proceeds of guaranteed loans '
to refinance any other loan or forbearance does not apply to loan commitments or loans made
earlier than the issuance of the FARM- -guaranteed loan, but still part of the same loan “package i
Such earlier 1oans would technically be “eutstandmg loans.

‘ d. Grant additional ﬂexrblhty for parttclpatmg lenders by allowing them to take secu-
rity interests in all appropriate agrlcultural assets available to secure the repayment of a
guaranteed loan , [The draﬁ currently requxres that a security interest be taken in the assets

between the CROP and FARM programs [The attached amendment aﬁer, the completron of the ~
| phase-m penod, wﬂl have that eﬁ’ect.] ; , :

Please contact me at the Leglslatlve Council Staff ofﬁces 1f you wxsh further mfonnatlon
or dlscussmn on thxs toptc . :

DJS:jt::j'l;kja

Attachment



ALVIN R. OTT
 State Representative
3rd Assembly District

To: Assembly Agriculture Committee,Members
From: Representatlve Al Ott, Chalrman

Date: Septemberxlz, 1995

Re: ,September*l4,executiVe session

Attached is a memo prepared by Dave Stute, Director of the
Wisconsin Leglslatlve Council, which is a follow-up to the August
31 public hearing on AB 556 (F.A.R.M.) held by the Joint
kSubcommlttee on Ag Finance and Relnvestment.' At the end of the
memo is an amendment to AB 556 which will be discussed by the
subcommittee on September 14 prior to the executive session of the
Agrlculture Committee.

,Please review the memo and amendment prior to Thursday. It is my
intention to have a recommendation on AB 556 from the subcommittee
to the full Agr lculture Committee so that we can hold an executive
session on AB 556 on Thursday. As was noted earlier, we will also
~hold an execut1ve“sess&on on AB 546 (nght to Farm) on Thursday

: Thank You"

REMINDER: We will be meeting in MLK 1 on Thursday, not the GAR

Hall
Office: « ' Home:
348 North Toll-free P.O.Box 112
P.O. Box 8953, State Capitol Legislative Hotline: Forest Junction, Wisconsin 54123
(608) 266-5831 1(800) 362-9472 (414) 989-1240

Ranking Member: Agriculture, Forestry and Rural Affairs / Member: Environmén?ci Resources; Labor and Job Training
@ Prinfed on recycled paper
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Memorandum

September 22, 1995
Representatwes Al Ott and Luther Olsen

John Manske Du'ector of Govemment
- Rela’clons ,

AB 556 and LRB 1630/ I

Michael Krutza Dan Gorton, Will Hughes &
~ Cate Zeuske

' When the Assembiy Joint Subcommittee on Ag Finance and Reinvestment made
'recomm&ndatlons on AB ‘55 FARM) September 14kto the full Assembly Comm1ttee on

$50 000” on line 15 and all of hne 16 (“ if any of the loans is affected by any other

state or federal credxt assistance program ) The effect would be that the loan would be
of n from the WI. development reserve fund if “The
ed prm pal amount of all loans made to the borrower that are

guaranteed under th15 sécuon w11 ~not exceed $100 00

I have talked with Mlchaei Krutza CEO, Farm Credit Servxces North Central WI. and
Dan Gorton, CEQ, Farm Credit Services Western WI., and they both feel strongly that the
amendment should be advanced in the Assembly. Including the $50,000 figure is overly
restrictive in that it lessens the value of the program for significant individual farm
expansions. In addition, the language as written means that a subordination will

typically be required before the lender moves ahead on a loan application, which will add
time and cost to the borrower.




Legislative Fiscal Bureau :
One East Main, Suite 301 + Madison, WI 53703 « (608) 2663847 « Fax: (608) 267-6873

September 28, 1995

TO: : Me‘mbers‘ :
~ Joint Committee on Finance

FROM: ,’Bbb’Lang, ‘Diréctor

SUBJECT: Asscmbly Substitute Amendment 1 to 1995 Assembly Bill 556: Farm Assets
Reinvestment Management Loan Guarantee Program

Assembly Substitute Amendment 1 to Assembly Bill 556 would create a farm assets
reinvestment management (FARM) loan guarantee program, administered by the Wisconsin
- Housing and Economic Development Authority (WHEDA). On September 25, 1995, the

~Assembly Committee on Agriculture adopted ASA 1 on a vote of 10 to 3 and recommended the

~ bill for passage, as amended, on a vote of 10 to 3.

SUMMARY OF ASA 1

Beginning with loans for which applications for guarantee are made after the effective date
of the bill, ASA 1 to AB 556 would create a FARM loan guarantee program and require
- 'WHEDA to guarantee a portion of the principal of eligible loans made by lenders participating
in the program. Funding for FARM loan guarantees would be provided from amounts in
WHEDA'’s Wisconsin Development Reserve Fund (WDRF) that are not being used to fund
guarantees under a separate program backed by the WDRF, the agricultural production loan
guarantee program, also known as CROP. Under current law, the WDRF backs guaranteed loans
made by private lenders under a total of 10 loan guarantce pmgrams (including CROP). The
WDREF also funds the administrative costs of the loan guarantee programs and pays interest
subsidies for two of the 10 programs -- CROP and the tourism loan guarantee program. '

Under ASA 1, FARM loan proceeds could be used to finance, for agricultural purposes,
the acquisition of agricultural assets (machinery, equipment, facilities, land, or livestock) or the
cost of improvements to facilities or land. Loan proceeds could not be applied to the outstanding
balance of any other loan or forbearance. The interest rate and loan terms, including any fees



or charges, would be approved by WHEDA, while the lender would be required to obtain a
security interest in the assets of the borrower sufficient to secure repayment of the.loan. For
loans made to finance the acquisition of machinery, equipment, livestock, or the cost of
improvements to facilities or land, the term of WHEDA'’s loan guarantee could not exceed five
years. For loans used to acquire facilities or land, the term of the loan guarantee would be
limited to 10 years. | |

Farmers eligible for a FARM loan guaranteed by WHEDA-would be those currently
operating farm premises who have debts, including a FARM loan, which do not exceed 85% of
~ the farmer’s assets, including the value of the agricultural assets to be acquired or the
- improvements to be made with the proceeds of the loan. The applicable definition of "farmer"
and "farm premises" would be the current law definitions of these terms under the worker’s
compensation laws. The substitute amendment would require that the lender consider the

farmer’s assets, cash flow and managerial ability to be sufficient to preclude voluntary or
involuntary liquidation during the term of the loan. o ‘

Under ASA 1, a participating lender would include a bank, farm credit service (including
a production credit association, federal land credit association or agricultural credit association),
credit union, savings bank, savings and loan association or other person who makes loans for °
acquisition or improvement of agricultural assets and who has entered into an agreement with
WHEDA. The substitute amendment would specifically exclude a seller under a land contract

from the applicable definition of "participating lender."

The substitute amendment would limit the total outstanding principal amount of all FARM
loans an individual farmer could receive to $100,000, or $50,000 if an e FARM loans were
affected by any other state or federal credit assistance program. In addition, the portion of the
principal of an eligible loan that WHEDA could guarantee would be limited to the borrower’s
net worth or 25% of the total loan amount, whichever is less, calculated at the time the loan is
made. For example, if a farmer received a FARM loan totalling $100,000 and his or her net
worth exceeded 25% of this amount or $25,000, the substitute amendment would limit WHEDA'’s
guarantee to $25,000. ; i i .

ASA 1 would also limit the total outstanding guaranteed principal amount of loans to all
borrowers that WHEDA could guarantee. Before July 1, 1996, this amount would be the lesser
of $3 million or the difference between $30 million and the total outstanding principal amount
of all loans guaranteed under the CROP program. (The current guarantee authority for the CROP
program is $30 million.) From July 1, 1996, to June 30, 1997, the limit would increase to the
lesser of $5 million or the difference between $30 million and the total CROP outstanding
principal amount, and beginning July 1, 1997, the limit would be established as the lesser of $10
million or the difference between $30 million and the total CROP outstanding principal amount.
The substitute amendment would reduce the CROP outstanding loan guarantee limit by the total
outstanding principal amount that is guaranteed under the FARM program. The effect of these
provisions is to limit total outstanding guarantee authority under both the CROP and FARM
programs to $30 million. P f _
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~ In addition, ASA 1 would direct WHEDA to charge a guarantee origination fee on each
FARM loan. The amount of the fee would equal 1% of the loan’s guaranteed principal and
would be collected and remitted to WHEDA by the lender. The substitute amendment directs
WHEDA to place the fee revenue in the WDRF to be used to guarantee FARM loans.

Finally, ASA 1 would add a reference to the FARM program to current law provisions
which exempt certain WHEDA records from a requirement that such material be open to the
public. ASA 1 would also exempt FARM loan guarantees from applicability of the insurance
statutes in the same manner as under current law for the other loan guarantee programs
administered by WHEDA. : |

FISCAL EFFECT

ASA 1 to AB 556 requires WHEDA to charge a guarantee origination fee on every FARM
loan it guarantees, equal to 1% of the loan’s guaranteed principal amount. If a lender makes a
loan of $100,000 (the limit provided for in the substitute amendment), WHEDA is authorized to
guarantee, at most, $25,000 of this amount. The guarantee origination fee required by ASA 1
would equal 1% of this amount, or $250. This amount would be collected by the lender and
forwarded to WHEDA, which would deposit the funds in the WDRF. Because a new program
is created by ASA 1, it is not possible to estimate the revenue which 'WHEDA may receive from
this fee. However, if the first year maximum guaranteed outstanding loan principal amount of
$3 million provided in the substitute amendment is reached, WHEDA could guarantee no more
than 25% of this amount, or $750,000, and charge no more than 1% of the guaranteed amount,

The substitute amendment would not affect the broader issue of a declining WDRF balance
and the relationship of this declining balance to WHEDA'’s ability to guarantee loans under all
of the programs backed by the WDRF. This issue was last addressed by the Committee during
 its executive action on 1995 AB 56 (February, 1995), which converted the CROP program from
one requiring reauthorization every two years to a permanent loan guarantee program.

During the Committee’s executive action on AB 56, concerns were expressed that payments
from the WDREF for loan defaults, interest subsidies under the CROP and tourism loan guarantee
programs, and WHEDA’s WDRF-related administrative expenses were contributing to a depletion
in the level of reserves in the WDRF. This was cause for concern because of WHEDA's
recommendation that the WDRF maintain $1 in reserves for each $4 in total loan principal and
outstanding loan principal that WHEDA was authorized to guarantee. Under this recommended
ratio, the total amount of loans WHEDA would be able to guarantee under all of the programs
backed by the WDRF would fall as the WDRF was depleted over time.

In response to these concerns, the Committee adopted an amendment to AB 56 which |

codified WHEDA's recommended 1:4 ratio of WDRF reserves to total principal and outstanding
principal which WHEDA is authorized to guarantee under all of the programs backed by the
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‘balance in the WDRF and to ensure that the cash balance is sufficient to meet statutory
requirements to: (a) pay all outstanding claims under the programs guaranteed by funds from the
WDREF; and (b) fund guarantees under all of the programs guaranteed by the WDRF at the 1:4
ratio described above. While these modifications embodied current WHEDA practice, the intent
of the amendments was to clarify the Committee’s understanding and expectation that WHEDA’s
ability to guarantee loans under all of the programs backed by the WDRF is restrained by the
amount of the WDRF fund balance. Each of these provisions was enacted.

WDRF. The Committec also amended AB 56 to direct WHEDA to regularly-monitor the cash

Under ASA 1 to AB 556, funding to back FARM loan guarantees would come from
amounts available in the WDRF from unused CROP loan guarantee program authority.
Therefore, it is not necessary to provide additional funding to guarantee FARM lbans,  The
substitute amendment also provides an additional revenue source to the WDREF in the form of
guarantee origination fees. These two provisions, however, will not be sufficient to reverse the
declining balance in the WDRF without other adjustments, unrelated to enactment of the FARM
program, to the WDRF. As a result, WHEDA will continue to be required, over time, to reduce
‘the total amount of loans it may guarantee under all of the programs backed by the WDREF to

* recognize the declining WDRF balance.

Prepared by: Jim Auron

Page 4
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| To best mustrate the legzslatsve intent, |t may be mstructwe to compare the FSA guarantee with

| the intent of the WHEDA gurarantee Briefly, the FSA uarantee offers a lender a guarantee

based on some predetermmed % of . Th antee is whn!iy basedona pro-rata %

of whatever loss ‘may develop. For example, the max. real estate loan ehg:bie foran FSA

guarantee is $400,000—THEN, the % guarantee is negottatediestabhshed by the ongmatmg

lender and FSA at some level between 75% and 90% as most common. Two examples of this

| guarantee could be 1--the 400,000 loan is guaranteed @ 90%. Default occurs and the asset is

| sold with a iass of $200,000. The FSA guarantee of 90% then is triggered and the originating

| lender receives a check for $180,000 (ie.90% of the loss). OR another example 2—the

; ‘$400 000 loan is guaranteed the same. Default occurs and the asset is sold for $390,000, with
a loss of $10,000. The FSA guarantee of 90% is triggered and the originating lender receives a

check for $9,000. !

(next page) ,

The tegxs!atwe mtent of the FARM program (Wheda guarantee) was fo prowde lower equaty
producers with a program which would help with the “equity gap”. Attempts to define
alternatives to cure this equity gap where eventually defined as some “predetermined static
level of guarantee which would serve to close the equity gap”. Further attempts to define this
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! predetermmed amount were legistatively intended to be an absolute rather than a % or prc»rata
guarantee. The language supports this intent...."max. guarantee amount i is 25% of loan

amount, (note the following maximum absolute $ amounts) of $100,000 or Farmers net warth,
whichever is less OR if other state or federal credit assistance programs are used concurrently
with the FARM program, the guarantee amount is limited to the lesser of the Farmers net worth

or $50,000. “ The language clearly indicates the predetermined absa!ute $ of guarantee
UNLIKE the % of loan guaraﬂtee offered by FSA.

In our view, this represents signifi icant operatlonal differences. The Wheda guarantee has
intended features which were to assure some equity at some predetermined level. The 25%
was intended to serve as the basis for determining that level, not to serve as a pro-rata
guarantee amount. Using the previous loan example, assume the maximum loan the farmer
had was $400,000 and the farmer had no other credit assistance programs and his net worth
was $75,000. The ‘guarantee amount predetermmed at loan inception would be the lesser of
his net worth or 25% of the loan NOT to exceed $100,000. Therefore the predetemmed
~ guarantee amount (or equlty gap offered by Wheda) is $75,000. Therefore, the maximum at
~ risk for Wheda is $75,000. Thus in example 1 above, the Wheda max. would have been
f tnggered and although the loss was $200,000--Wheda would pay the participating lender ;
$75,000. In example 2, the loss was $10,000 and Wheda would pay the pamcxpahng lender the
$10,000. Interestmgly, if this example incl luded an FSA guarantee, then any recovery of
monies from Wheda would be distributed on a prorata basis with FSA, ie the participating lender
does not in effect double the guarantee if FSA is also involved. An additional way to illustrate
the legislative intent could be to omit any reference to the 25% guarantee (agam it only serves
to set the predetermined level of guarantee) and use the legisiative language of a guarantee
- amount of $50,000 or $100,000 dependent on other credit assistance programs, but at no time
. shal the $ amount guaranteed exceed the farmers net worth Bettamhne the srgmﬁcant and

yagamst loss———the Wheda guarahtéé was :htended to cure ah 'equxty ';gapr, thus structufed to
‘prowde‘ a predetermined and a,bsalute level of guarantee.

The diﬁerences are prafound Admimstratwely, this lmphes the Wheda must be iast out and in
essence it is subordmated debt. ,

Many of the cun'ent procedures are unnecessaryxiy restrictive and pumtwe and conﬂlct with the
legislative intent.

For example the procedures exlude the use of Farm Credit forms and require subscnpﬂon to
Wis. Bankers forms. lnierestmgly, Farm Credit forms are acceptable for the Wheda CROP
program.

Refinancing existing debt is excluded. Clearly there are instances where the timing of closing
transactions will theoretically create a debt which then is existing debt. The best solution within
the intent of the legxs ation would be to offer a “window” of time to close the Wheda guarantee.
The issue it seems is the debt was for the purposes intended for eligiblity of the Wheda FARM
guarantee.

It s understood that farm residences are ineligible and thus must be carved out of the
application. As a practical matter, this appears to contribute to unnecessary additonal costs
and further, in the event of liquidation, its highly likely the farm unit in total would be liquidated.

Without these changes, it is unlikely the intent of the program will be realized.




LOAN UNDERWRITING

FARM Manual - Chapter’m |

Example: Loanamount of $350 000, Borrower's net worth is $132,000, combmed with
a Farm Service Agency guaranteed {oan

The Guarantee will be the lesser of:

25%,of the loan yamount k $87,500
Borrower's net worth $132,000
Maximum FARM Guarantee $50,000

/WV

"Exampie: : Loan amoun of 000, forrowers net wor , on N0-0 er*state :
: or federai lcans are bemg utilized. : :

Max:mum FARM Guar mee is  $50.000- f ~
aximurm FAF RV ‘uarantee percentage cs $50 000 /$350 000 14% .

" The Guarantee will be the lesser of:

~ 25% of the loan amount $87,500,
Borrowers net worth = $63,000

Max;mum FARM Guarantee percentage is $83 000 /$350 000 = 18%.

D. GUARANTEE PAYMENT

- & The Guaramee payment is calcu!ated by multzplymg the Guarantee percentage tames the )
9 eutstanding principal amount of the loan aﬂer the sa!e of collateral and application of sale
proceeds to the FARM Loan.

E. LOAN GUARANTEE TERM

The maximum term of the loan guarantee ;s ten (10) years for the acquisition of facﬁmes ,
or land. The maximum term of the loan guarantee is five (5) years for the acquisition of
other agricultural assets or improvements to facilities or land. NOTE: Separate netes ,
must be executed for five (5) year assets versus ten (10) year assets. ‘

The Guarantee is effective ihe date of the Note ~

Amortization cannot exceed the useful life of the secunty The amamzaiion may exceed
the term of the Guarantee. The purpose of the program is to provide quasi-equity up front,
not shelter the Lender's risk indefinitely. There should be adequate equity in the Collateral
in year six or eleven for the Lender to make a non-guaranteed loan busmess dec;s;on

7
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teed under this section will not exceed $100,000, or
$50,000 if any of the loans is affected by any other state
or federal credit assistance program.

(d) The rate of interest and the loan terms, including
any associated fees or charges, are approved by the au-
thority. ‘

(e) The participating lender obtains asecurity interest
in assets of the borrower sufficient to secure repayment
of the loan.

() The proceeds of the loan are not apphed tothe out-
standing balance of any other loan or forbearance.

(3) ELIGIBLEFARMERS. A farmeris eligible fora guar-
antee of a loan under this section if all of the following
apply at the time the loan is made:

~ (a) The farmer is currently operating farm premises.

(b) The amount of the farmer’s debts, including the
loan; does not exceed 85% of the farmer’s assets, includ-
ing the value of the agricultural assets to be acqmred or
the 1mprovements to be made, w1th the proceeds of the
loan.

(c) The pamcxpaung lender considers the farmer’s

assets, cash flow and managerial ability sufficient to pre-
clude voluntary or involuntary liquidation during the
term of the loan.

(4) ORIGINATION FEES. The authority shall charge a.
‘guarantee origination fee on every loan guaranteed under
- thissection. The amountofthefeash [be 1% of aloan’s

> (5) GUARANTEE OF COLLECTION. (a) Subject to par.
(c), the authority shall guarantee collection of a percent-
age of the principal of a loan eligible for a guarantee un-
dersub. (2). The rincipal amount of an eligible loan that

thc authority may guarantee may not exceed the borrow-

1995 Assembly Bill 556

er’s net worth or 25% of the total loan amount, whichever
is less, calculated at the time the loan is made.

(b) The term of a loan guarantee for a loan made to
finance the acquisition of machinery, equipment or live-
stock, or the cost of improvements to facilities or land,
may not exceed 5 years. The term of a loan guarantee for
aloan made to finance the acquisition of facilities or land
may not exceed 10 years.

(c) Except as provided in 5. 234.93 (3), the total out-
standing guaranteed principal amount of all loans that the
authority may guarantee under par. (a) may not exceed
any of the following:

1. Before July 1, 1996, the lesser of $3,000,000 or the
difference between $30,000,000 and the total outstand-
ing principal amount of all loans guaranteed under s
234.90.

2. On and after July 1, 1996, and before July 1, 1997,
the lesser of $5,000,000 or the difference between
$30,000,000 and the total outstanding principal amount
of all loans guaranteed under s. 234.90.

3. On and after July 1, 1997, the lesser of
$10,000,000 or the difference between $30,000,000 and
the total outstanding principal amount of all loans guar-
anteed under 5. 234.90.

SECTION 4. 234.93 (1) (d) of the statutes is created to
read: ‘

234.93 (1) (d) To be used for guaranteeing loans un-

. ‘ders 1, fees collected under s. 234.91 (4). e
~ SEcTION 5. 600.01 (1) ®) 8. of the.statutes is
; ,amended to read

234 67, 93, 68, 234.69, 234.765, 234. 82 234 83,

234.87, 234.90, 234.905 and, 234.907 and 234.91.
SECTION 6. Initial applicability.
(1) This act ﬁrst applies to loans for which applica-
tion for guarantee is made on the effective date of this ‘

- subsecnon




WISCONSIN LEGISLATIVE COUNCIL STAFF MEMORANDUM
One East Main Street, Suite 401; P.O. Box 2536; Madison, WI 53701-2536
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DATE:  October 9, 1995 | ‘ |
TO:  REPRESENTATIVE ALVIN OTT; OTHER INTERESTED LEGISLATORS

FROM:  David J. Stute, Director -

 SUBJECT:  Assembly Substitute Amendment 1 to 1995 Assembly Bill 556, Relating to
Loan Guarantee Program for the Acquisition or Improvement of Farm Assets

This memorandum describes Assembly Substitute Amendment 1 to 1995 Assembly Bill
556, which establishes a farm assets reinvestment management (“FARM?”) loan guarantee pro-
gram within the Wisconsin Housing and Economic Development Authority (WHEDA). The
proposed FARM program would guarantee repayment of a portion of loans made by lenders to

o e ac n of agricultural assets and impr to agricultural =~

'On September 14, 1995, the Assembly Committee on Agriculture recommended adop-
tion of Assembly Substitute Amendment 1 by a vote of Ayes, 10; Noes, 3; and recommended the

Bill, as amended, for passage by the same vote.
The propgsed FARM p:fo’giam has the following principal"features:

A. DEFINITIONS
'Sighiﬁcant definitions in the Substitute Amendment are as follows:

1. “Agﬂcﬁlmral assets” means machinery, equipment, facility, land or livestock.

2. “Participating lender” means a bank, credit service, credit ﬂﬂfﬁn, savings bank,

savings and loan association or other person who makes loans for the acquisition or improve-

* ment of agricultural assets and who has entered into an agreement with WHEDA. A seller under
a land contract is excluded from the definition of “participating lender.” ‘ '




making nnprovements to facﬂmes or land. Assets must be acqmred and mprovements made for
agricultural purposes. o , o

3. The total amount of loans to one partlcxpant which may be guaranteed by WHEDA
under the FARM program may not*exceed,;,SIOO 000, or $50,000 if any of the loans are affected
by any other state or federal credit assistance program (e.g., programs operated by the Small
Busmess Adrmmstratxon or the Farmers Home Adnnmstratlon) ) . .

4, The loan s mterest rate and terms are approved by WI-IEDA

5 The parﬂclpatmg Iender obtams a security interest in assets of the borrower suffi-
cient to secure repayment of the loan p

6. Loan proceeds are not apphed to the outstandmg balance of any other loan or
forbearance. - e ,

‘ A farmer is ehgxble for a loan guarantee under the FARM program 1f at the tlme the loan .
is made ,

1. The farmer is currently operatmg farm premlses

2. The farmer’ s debts mcludmg the loan, do not exceed 85% of the farmer’s assets ‘
including the value of assets to be acquired or improvements to be made w1th the proceeds of the

loan.

3. The participating lender considers the farmer’s assets, cash flow and managenal
ability sufficient to preclude liquidation dunng the term of the loan.

s

/,-‘* A

If the above reqmrements are met, WHEDA may guarantee coilecuon ofa portion of the
principal of an eligible loan. The amount guaranteed may not exceed 25% of the total loan
amount or the borrower’s net worth, whichever is less. The term of the loan guarantee may not
exceed five years if the loan is made to finance the acquisition of machinery, equipment or
livestock or the costs of improvements to facilities or land. The term of the guarantee may not
exceed 10 years if the loan is made to finance the acquisition of facilities or land.




WHEDA must charge a guarantee origination fee on every loan made under the FARM
program. The fee is 1% of the loan’s guaranteed principal and must be collected by the
participating lender and remitted to WHEDA. WHEDA must deposit all such origination fees
into the Wisconsin Development Reserve Fund, to be used to guarantee additional loans under

the FARM program.

S EF UARAN . A

Currently, WHEDA may guarantee at any one time up to $30 million of loans made
under the agricultural production loan guarantee program established under s. 234.90, Stats.
(commonly referred to as the “CROP” program). The FARM program would utilize a portion of
CROP’s guarantee capacity for the guarantee of loans made to acquire agricultural assets or

financing improvements. The use of this existing guarantee authonty would be phased in as
follows: e

'1 . Before July 1, 1996, WHEDA may guarantee under the FARM program the lesser of
$3 million or the difference between $30 million and the total outstanding principal amount of
all loans guaranteed under the CROP program.

2. On or after July 1, 1996, and before July 1, 1997, WHEDA may guarantee under the
FARM program the lesser of $5 million or the difference between $30 million and the total
. outstandmg prmcxpal amount of all loans guaranteed under the CROP program

: n or e dt the total outstandmg pnncxpal of
all loans guaranteed under the CROP program. [In other words, the maximum amount which
eventually may be guaranteed under the FARM program is $10 million. If WHEDA uniformly
guaranteed loans at the 25% maximum participation, an overall total of $40 million of loans
affected by the pmgram would result. ]

Assembly Substitute Amendment 1 incorporates the following departures from 1995
Assembly Bill 556 )

1. The Bill proposed to allow unused WHEDA guarantee authority under four other
programs to be utilized in the FARM program. The Substitute Amendment deletes tlns use of

unused guarantee capacity in these other programs.

2. The Bill required a parﬁcipanng lender to obtain a security interest only in agricul-
tural assets acquired or improvements made with proceeds of a guaranteed loan. The Substitute
Amendment directs the lender to obtain a security interest in all assets of the borrower sufficient

to secure repayment of the loan.
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3. The Bill proposed an annual service fee on every loan guarantee under the FARM
program; the annual fee was 1% of outstanding guaranteed principal not exceeding $50,000 plus
- 1.5% of the outstandmg guaranteed principal exceeding $50 000. The Substitute Amendment

substitutes a one-time 1% guarantee origination fee

4. The Bill proposed to nnmedlately utlhze up to $10 million of guarantee authority
under the CROP program for the FARM program. The Substitute Amendment phases in the use
of CROP guarantee authonty as described above.

: Please contact me at the Legislative Council Staff offices if you wish further mformatlon
regarding 1995 Assembly Bxll 556. . '

DJS:jl:ksm;kja




ALVIN R. OTT
State Representative
3rd Assembly District

Testlmonv on Assemblz Bill 556
October 3lst 1995

Thank you Chalrman Lasee and Commﬂtee Members

DuringfdﬁiSc:uss:idns on ren‘ewing:‘t‘he Credit Relief Outreach Program (CROP)
last spring, | was apprOachedby some individuals‘intérested in exploring the idea
of broademng the use of CROP iundmg for "equn:y gap“ f:nancmg for farmers After

‘ lthe Iegxslatson renewmg the CROP program was sngned into iaw, 1 began workmg ,
with these mdwiduais on Assembiy Bill 556 also known as the Farm Asset
Remvestment Managemem or FARM program.. Simﬂar to CROP, the FARM
program is a, !oan guarantee prqgramwmch wm be administered by the Wlsconsm
Housing and Economiq‘ff:Developrﬂent Authority (WHEDA). |

An "equity gap“ prdblem arises for a farmer when their equity isn’t quite

enough to get a conventronai man to be used for an upgrade m their farming

. ,operatlon The new facmtles, equ:pment inan appraisal that

doesn’t equai the sum of pre\nous appralsais plus the cost of the new assets

therefore creatmg an "equnty gap. " The farmer may run an excellent operation and
have a good credlt ratmg hawever thls “equlty gap" COuw prevent hlm or her from
obtammg a retoolmg loan ‘

AB 556 authanzes WHEDA to guarantee 25% of a loan made to a farmer by
a pnvate lender tor the acqu:smon of agr:cultural assets and improvements to
agncuitural property ‘The loan may not be used to finance extstmg debt. An
eligible borrower is a farmer who is currently operatmg farm premlses and whose
debts do not exceed 85% of the farmer’s assets. ' '

Funding for the FARM program will be phased in over the next several years
using some guarantee authemy thatis currently authmzed for the CROP program.

Office: ! : e ‘Home:
318 North Toll-free : P.O. Box 112
P.O. Box 8953, State Capitol ‘ ‘Legislative Hofline: Forest Junction, Wisconsin 54423
(608) 266-5831 1 (800) 362-9472 (414) 989-1240

Ranking Member: Agriculture, Forestry and Rural Affairs / Member: Environmental Resources; Labor and Job Training
@ Prinfed on recycled paper
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While it is too early to tell, we may see a decline in the usage of CROP because of
the eﬁminati‘on of the 2% interest subsidy passed by the Le,gislature earlier this
year. This may free up some of CROP’s guarantee authority for the FARM program.
Nonetheless, I feel that Wisconsin farmers wiﬂbefﬂeﬁt from expanding the uses of
CROP money to those uses authorized under the proposed FARM program. As the
"R" in the FARM acronym s;tands for, AB 556 éncourages reinvestment in our
agri:cultural inyduStry;and therefore is an investment in the future of farming in
Wisconsin. o | ‘

; Assemb!y Bill 556 was passed by a vote of 98-0 m the Assembly and | urge
this comrmttee to support the bill. Thank you for your time and consideration.

-END-
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mﬁawﬂwﬂﬂﬁ Prupuvaas
public hearing ‘

A proposal 8 ?55% _oms guarantee from the state for loans Emaw to farmers
who are reinvesting, c@m&&zm or annszﬁsm their operation will be debated by the
Joint Subcommittee on ‘Ag Fin ance and Reinvestment, which is co-chaired by State
Representatives Al Ot (R- moa t Junction) and John Ainsworth (R-Shawano).

Members of the sub ommittee will listen to testimony on Thursday, August 31, at
9 am. in Room 1 (in the 5»%8@:0 of 119 Martin Luther Hnama Jr. Boulevard (the
same EEEm which housed the temporary Assembly Chambers). ‘

_ dubbed the farm asset reinvestment management %Zaé program,
%: ofa Easocm mcgn hearing held by the subcommittee at which time indi-
\ls representing <§,c=w£$m_o~. agricultural finance were invited to address the
~members regarding farmers' financial needs that were not being met. One issue in par-
ticular that was B“maa,.sam the "equity gap" issue. Speakers brought up concerns
the group of farmers who are serious about modernizing and have a proven track
anoau ‘however, some gawv,‘ag.n ready to manage the risk involved with major-
reinvestment in farms. The FARM proposal i is being developed to help fill this "gap"
and alleviate some of the risk for lenders. e , o
Cm 1 the proposal, the loan wz&m:ﬁo,?cma_s“éoc& be administered by the Wis-
ousing and Economic Development Authority (WHEDA), much like the
Joan guarantee program which has been very successful. Loans are to be made
farmers currently operating farm premises to finance the acquisition of mmﬁcczia 2
assets or the costs of wa?déaosa to agricultural assets. 4y § m.E«B.S M\Nm 11y
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