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MWisconsin State Assembly

P.O. BOX 8952 - MADISON, WI 53708

March 1, 1995

The Honorable David Prosser
Speaker, State Assembly
101 MLK

Dear Speaker Prosser:

This letter is to inform you that we have formed the Joint Subcommittee on
Ag Finance and Reinvestment. As the chairmen of the Rural Affairs Committee and

the Agriculture Committee, we will serve as co-chairmen of the subcommittee.

The following members of the State Assembly will serve on the Joint
Subcommittee on Ag Finance and Reinvestment:

Representative John Ainsworth, Co-Chair
Representative Al Ott, Co-Chair
Representative Robert Dueholm
Representative Barbara Gronemus
Representative Frank Lasee
Representative Luther Olsen
Representative Mike Wilder

The purpose of the Joint Subcommittee on Ag Finance and Reinvestment will
be to review the existing opportunities in agriculture finance for the broad
spectrum of farmers - from the entering farmer to the farmer who wants to
modernize his or her operation to the exiting farmer. After this review, the
subcommittee will identify the gaps that exist in agriculture financing and
determine whether the state can fill in these gaps. -If so, we will attempt to
develop appropriate state public policy.

Please feel free to contact either or both of us if you would Tike to
discuss this further.

Sincerely,
LoD
Repreéentative John Ainsworth, Co-Chair Representative Al 0tt, Co-Chair

Joint Subcommittee on Ag Finance and Reinvestment

€3 Printed on recycled paper



Directions to March 16th hearing of the Joint Subcommittee on Ag
Finance and Reinvestment:

Take John Nolen Drive to Broom Street. Turn left on Broom Street.
Go about one block and turn right on Wilson Street. Go one block
and turn left on S. Hamilton Street. Go one block and turn right
onto Doty Street. Go about 2 1/2 blocks and there will be a
parking ramp on your right.

The hearing will take place at 119 Martin Luther King, Jr. Blvd.
From the parking ramp, go back the way you came one block. 119
Martin Luther King is on the corner of Doty and Marting Luther
King. Go in the front door and take the elevators to your left.
Go down one floor and exit to the right, then left. Hearing Room
1 will be on your left.
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An Overview of Credit Conditions in Wisconsin Agriculture

Prepared by
onies; Associate Professor of Agricultural Economics
University of Wisconsin - Madison

of . .the .
fnance and*Reinvestment:

In the last decade, the financial condition of Wisconsin agriculture has
changed dramatically. Nearly ten years ago we were in the midst a *“farm
financial crisis® that caused problems for almost everyone who has connected
to Wisconsin’s agricultural economy. Farmers were struggling to earn incomes
and stay current on their loans. Farm lenders were desperately trying to work
out some lending arrangements to forestall the foreclosures that were being
suggested by regulators. Input supply firms and farm machinery dealers also
experienced income problems that could be traced back to the financial
stresses of farmers. In general there were few rural residents that were not
experiencing some level of adversity as a result of the farm financial crisis.

For the most part, Wisconsin’s agricultural economy has bounced back
nicely in the last five or so years. Farm incomes have trended up, farm land
values have increased at modest rates, and farm debt positions have returned
to manageable levels. These turnarounds in the agricultural economy has
solved many of the problems that existed 10 years ago. However, this economic
recovery in agriculture has not eliminated all the financial problems of
Wisconsin farmers.

Having spent ten years working themselves out of some difficult
situations, Wisconsin farmers, particularly those in dairy, are not faced with
the challenge of deciding what they need to do to make their farming operators
competitive in the future. Some producers are looking at expansion options
while others are considering investments in equipment or other technologies
that could boost productivity and efficiency. It is quite probable that the
majority of Wisconsin farmers will decide that they should go forward with
their plans to re-structure or re-tool their farming operations. However this
does not mean they will be able to carry out their plans. Farmers can only
make these adjustments in their operations if they can access the financial
capital they need to purchase farm assets such as cows, machinery, equipment,
and land.

The objective of this paper is to provide the reader information about
some farm credit issues. The issues we will consider in this paper are: 1)
financial conditions in Wisconsin agriculture; 2) existing federal and state
farm credit programs; and 3) potential new uses for loan guarantee programs.
markets. Hopefully the information presented in this paper will be helpful to
policymakers who want to ensure that Wisconsin farmers will have ready access
to the financial capital that is needed to fund expansions and investments in

new equipment and technology.

Financial Conditions in Wisconsin Agriculture
In this section we will consider some information that shows how the

financial condition of Wisconsin agriculture has changed over the years. The
financial variables we will consider are: 1) farm business income; 2) debt to
asset ratios; and 3) average per acre value of farm real estate. The source
of this information is the Economic Research Service of the United States
Department of Agriculture.

Figure 1 shows how farm business income varied during the 1949 to 1992
period. This graph shows two interesting things. First it shows that farm
business income has been trending upward at an increasing rate. This is
encouraging because it suggests that farm income is likely to be higher in the
future. The second important thing shown by figure 1 is that, since about
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1980, farm business income has become much more volatile than it was in
previous years. This increased variability in farm income is a cause for
concern because it may be a signal that farmers incomes are not going to be as
stable in the future.

The debt to asset ratios reported in figure 2 show that except for the
period from 1981 to 1988, farmers debts have generally been equal to roughly
20 percent of the value of farm assets. During the 1981 to 1988 period,
however, farmer debt to asset ratios were generally above the norm of 20
percent. These higher debt to asset ratios for the 1981 to 1988 period can be
traced to precipitous declines in farm land values low farm incomes during the
first half of the 1980s.

Figure 2 clearly shows that since 1984 the debt to asset ratio has
steadily moved down towards the normal level of .20. This improvement in the
debt to asset ratio occurred because farm income rose and real estate values
moved back to pre-crisis levels. The return to a debt to asset ratio of .20
is a signal, of sorts, that agriculture is back to a "normal* financial
position.

Figure 3 presents the average per acre value of Wisconsin farm real
estate for the 1950 to 1994 period. 1In addition to the actual per acre real
estate values, the figure also reports some trend data that shows how real
estate values have generally been changing over time.

From figure 3 we see that actual real estate values are roughly the same
as the time trend values in all years, except for the period from 1976 to
1986. This period where noticeable differences are observed between actual
real estate values and time trend values is the time when speculative forces
were at work in the farm real estate market. In the first half of this period -
land value rose to successively higher levels. In the later half of the
period, real estate values plummeted until they came back in line with the
long run trend for real estate values. This return to "normal* appears to
have occurred in 1986. The similarities between actual and time trend values
for farm real estate in the most recent years would seem to be evidence that
Wisconsin farm real estate values have regained the stability they exhibited

prior to 1976.

Existing Federal and State Farm Credit Programs
Both the federal and state governments have established credit programs

that are intended to assist farmers in gaining access to financial capital.
The federal farm credit programs are administered by the Rural Economic
Community Development Service (RECDS). This federal agency is better known by
its former name, which was the Farmers Home Administration. The state’s farm
credit programs are administered by the Wisconsin Housing and Economic
Development Authority (WHEDA). We will now consider some of the credit
programs that are administered by these government agencies.

The primary mission of the RECDS is to provide credit assistance to
farmers who cannot meet the credit standards of financial institutions in the
private sector. This means RECDS works with "high risk" farmer borrowers who
are likely to default on loans. The federal government has been willing to
take on these risks in order to help beginning farms, with minimal equity, get
their start in farming.

There are a variety of ways that the RECDS provides credit assistance to
beginning farmers. This agency sometimes provides low interest rate loans
directly to farmers but it more frequently guarantees loans that farmers are
able to obtain from banks, farm credit service centers, and other credit
institutions. These loan guarantees are typically for 90 percent of principal
and interest. Farmers can use this guarantee program to get both operating
credit and real estate mortgages.

The demands for assistance from the RECDS are typically greater than the
amount of funds the agency has available to make direct loans and/or loan
guarantees. This is a problem that will only be solved if the federal
government authorizes the RECDS to expand its lending activities. This is not
likely to happen, however, given that the federal government is trying to curb

spending.
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Wisconsin has been helping farmers get operating credit for
approximately 10 years. The states operating credit program is referred to as
CROP, which stands for Credit Relief Outreach Program. This lending program
was initiated in 1985, when the farm crisis was at its peak. WHEDA
administers this program that is targeted at farmers who have debt to asset
ratios in the range of .40 to .70 and the ability to generate positive cash
flows. Under this program, lenders have received 90% loan guarantee on
operating loans of $20,000 or less and farmers have received an interest rate
reduction of 2%. The cost of this interest rate adjustment was born by WHEDA
versus lenders. This arrangement allowed lenders to earn returns on CROP loans
that were near the market interest rate while farmers obtained credit at
below-market rates. Wisconsin lawmakers decided to eliminate this interest
subsidy for CROP loans this year.

Last year Wisconsin initiated another farm program which is intended to
provide credit assistance to beginning farmers. This special credit program,
which is also administered by WHEDA, makes use of a tax-exempt bonding program
authorized by the Internal Revenue Service (IRS). This program allows a
lender to receive a tax-exempt bond in exchange for a farm loan that would be
subject to federal income taxes. The conversion of taxable loans to tax-
exempt bonds creates tax savings that lenders can use to write reduced
interest rate loans to beginning farmers. Thus the benefit of this program is
cheaper credit for beginning farmers. .

To date, the Beginning Farmer Loan Program been a bit of a
disappointment because few loans have been made through this program. Some
persons argue that the lack of participation in this program can be blamed on
IRS regulations which say that exchanges between family members are ineligible
for tax-exempt bonding programs. This argument probably has some validity,
but it is hard to believe the restriction on family transfers is the only
reason this program has not had greater participation.

The Beginning Farmer Program’s lack of success could be a signal that
the program is missing the mark. This program provides interest rate relief
to beginning farmers but it does nothing to control the risks of lenders.

This lack of benefits for lenders could be the reason that participation in
the program has not been as high as hoped.

New Uses of Loan Guarantee Programs

It is interesting that the participation in the CREDS and WHEDA loan
guarantees programs have been good while the Beginning Farmer Program has
floundered. This information seems to suggest that controlling lenders risks
versus reducing the costs of loans is the best action government can take to
ensure that farmers have access to financial capital. Intuitively this makes
sense because lenders will generally be more willing to extend credit if the
risk of loan losses is low. Since loan guarantees reduce lenders risk, it
follows that guarantee programs would increase farmers’ access to credit.

The loan guarantee programs of CREDS and WHEDA help beginning farmers
and financially-stressed farmers but they offer no assistance to other groups
of farmers who do not the equity positions needed to obtain the additional
credit. The groups of farmers who are experiencing type of credit problem
are: 1) established farmers who need to replace or up-grade obsolete equipment
and buildings; 2) farmers who need to expand in order to allow family members
to join the business; and 3) older farmers who want to sell their farms to
their offspring. Guarantee programs could help solve the credit problems of
these groups of farmers.

The credit problems of the farmers mentioned above stem from their lack
equity. The loan guarantees could be used to cover the “equity-gaps" that are
preventing these farmers from getting the new credit they need to upgrade
their farming operations. Thus this type of guarantee program would be useful
to lenders who have to manage risks at the same time they are trying serve the
needs of farmer borrowers. The target for this program would probably be
established farmers who have a history of profits and a relatively strong
financial position (a debt to asset ratio of, say, .50 or less). The
guarantees made under this program would only apply to “new credit* extended




to farmers.
If state government would implement a loan guarantee program like the

one proposed here, a considerable number of the state’s farmers could gain
access to the credit they would need to expand dairy herds, build new

facilities, buy new equipment, or purchase farms. These farm investment
activities should boost farmers’ earnings and stimulate other economic
activity the state’s agricultural system. Given the economic gains that could
be derived from an *equity-gap* loan guarantee program, it would seem that
the state would want to take a serious look at this program that could be
modeled after the CROP program that has been successfully been administered by

WHEDA for a decade.
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Wisconsin Land and Building Values
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FIGURE 3
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FINANCIAL OUTLOOK FOR WISCONSIN
AGRICULTURE

PRESENTED BY
BRUCE L. JONES
ASSOCIATE PROFESSOR &
EXTENSION SPECIALIST
JANUARY 5, 1995

FOR THE
WISCONSIN AGRI-BUSINESS COUNCIL, INC
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Wisconsin Farm Balance Sheet
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Wisconsin Farm Balance Sheet
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Firstar Bank

FIRSTAR

March 16, 1995

ive Alvin R Ot
Co-Chair Jt. Subcommittee on Ag Finance & Reinvestment
P O Box 8953, State Capital )
Madison, W1 53708-8953

Dear Rep. Ott:

Firstar Bank Manitowoc is a $225,000,000 bank located in Manitowoc, Wisconsin. We presently
have $82,000,000 in agricultural loans with 2 high percentage guaranteed by the Rural Economic
& Community Development or WHEDA. We have found the guaranteed loan programs to be
very beneficial to not only protect our Bank's interest but also to structure loans to give customers
the best interest rates and repayment terms available.

We feel that there are some issues and areas that should be reviewed to improve the agricultural
finance industry in the state of Wisconsin.

1. Separate Personal Property Collateral Lines
AstheagxiaﬂNrdin@stychangestoh:germoreeﬂidﬁopaaﬁom,tbeﬁnandal
industry needs to change along with it. We would Iike to be able to separate collateral
when refinancing debt. A bank could then make a $400,000 guaranteed loan with
RECDﬂmissewredbylivestockandanon-gtMeedloancmﬂdbemadethatis
secured by machinery and equipment. We would also like to see a revision to allow
additional liens on the same collateral. In this situation we could make a guaranteed
loan behind an in-house loan and secure it with a second lien on all personal property.

2. Father-Son Transfers
Current RECD regulations state that the applicant must be the owner-operator of the
farming operation to qualify for a real estate loan. We would like to see the regulation
revised 10 allow a lender to provide operating credit to the son or father/son
partnership with an guaranteed operating loan and provide long term financing to the
father, who still owns the real estate, with a guaranteed farm ownership loan. This
would allow banks to help young farmers get started while reducing the risk of the
outstanding credit with the father. It is rare that the son has the capital to buy into
both sides of the operation or for the father to be able to sell both sides of the
operation due to tax consequences.

Firstar Bank Manitowoc: Two Rivers Office: Lakeview Office:

1651/ Wastungron S 1516 Woshingion Strast 1708 Memariy! Drive

PO Bux 1230 e Rivers, Wiseongin b4243 Mansewee, Wisaengn 4220
Maontowoe, Wegisman $4227 1200 L1471 7493 1308 414,682 468!

AIAFGED AL A/ 153 1334 FAX 4147682 33068 TAX

AVIGHD W ENAX
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3. Raise Guaranteed Loan Limits
As the cost of inputs, machinery and equipment, real estate and building costs continue
to increase, there is a need to raise the present guaranteed loan limits. We would like
10 see the maximum raised from $700,000 to $1,000,000 plus.

4 Family Farm
Redefine the "Family Farm" definition to open the guaranteed loan program up to the
larger family operations we see in all areas of agricultural.

5. Streamlined Application Process
ExpandtheRECDCemﬁedLoanPrognmtomcluderealmteloans Streamline the
WHEDA program for lender’s who utilize the program on a regular basis.

6. WHEDA Crop Loans
We have been a regular user of this program. We feel the main benefit is the guarantee
it offers. It provides our bank with a low risk financing tool to provide short term
financing to & farmer who has limited collateral to offer as security.

Firstar Bank Manitowoc feels very strongly that the agricultural industry is a very integral part of
the overall economy in the state of Wisconsin. We see the numerous guaranteed loans programs
a2 an important tool in working with the farming community. Thank you for the opportunity to
present our ideas and knowledge of the agricultural finance industry to your Subcommittee.

Sincerely,
FIRSTAR BANK MANITOWOC

Vbl i

Mark R. Binversie
Vice President
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FISCAL YEAR 95 FARMER PROGRAMS
FUNDING STATUS

FY 95
ALLOCATION
RECEIVED
$17,004,415
Beg Farmer $4,677,000
$21,681,415
1 YR/LOC $13,314,000
7 YR $53,256,000
w
IA 1 YR/LOC $2,063,000
IA 7 YR $5,515,170
BF IA 1 YR/LOC $1,376,000

$75,524,170

= GQuaranteed Farm Ownership
= Guaranteed Operating Loan
Beginning Farmer

Interegt Assistance

SDA = Socially Disadvantaged

OBLIGATED
AS OF
3/15/95

$16,927,415
$1,029,220

$17,956,635

$3,505,920
$12,245,530
$240,000
$5,479,170

$0

$21,470,620

BALANCE NUMBER AMOUNT
AVAILABLE PENDING PENDING
3/15/95  3/15/95 3/15/95
$77,000 0 $0
$3,647,780 0 50
$3,724,780 0 $0
$9,808,080 0 50
$41,010,470 0 $0
$1,823,000 0 $0
$36,000 42 $6,309,210
$1,376,000 0 $0
$54,053,550 42 $6,309,210
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ALVIN R. OTT

- ' State Representative
March 7, 1995
are 3rd Assembly District

Mr. Mike Krutza ‘ :
Farm Credit Services of
North Central Wisconsin, ACA
611 S. 32nd Avenue, P.0. Box 1089 . .
Wausau, WI 54402-1089 h

Dear Mr. Krutza:

“Thank you for agreeing to address the Joint Subcommittee on Ag Finance and
Reinvestment. The public hearing will take place on Thursday, March 16th at
10:00am in room MLK 1 of 119 Martin Luther King Jr. Blvd., Madison, WI.
Directions to the hearing room are enclosed.

Representative John Ainsworth and myself serve as co-chairs of this
subcommittee. We have invited you and about nine other individuals in various
aspects of agricultural finance to address the subcommittee. As the new chairmen
of the Assembly Rural Affairs and Assembly Agriculture committees, Representative
Ainsworth and myself have been approached several times regarding gaps in
agricultural finance opportunities in Wisconsin. It is our hope that this
subcommittee can address this issue and if necessary, develop appropriate public
policy. This is the first meeting of the subcommittee and we are hoping to
receive background regarding most of the agricultural finance opportunities
available for farmers.

I am requesting that you provide a 5-10 minute presentation to the
subcommittee on your involvement in agricultural finance, any needs you feel are
not being met 1in agricultural finance, any gaps you feel may exist in
agricultural finance and what, if anything, the state should be doing in the
agricultural finance arena. Please feel free to hand out literature to the
subcommittee members and to use visual aids if necessary. Please contact Kim in
my office at (608) 266-5831 as soon as possible if you will need any audio-visual
equipment as it is not readily available in the hearing room.

Thank you again for agreeing to provide valuable input to the subcommittee.
Please don't hesitate to contact me if you have any questions.

Sincerely,

ol

Al Ott
Co-Chair, Jt. Subcommittee
on Ag Finance & Reinvestment
State Representative
3rd Assembly District

Enclosure
office: | B " Home:
318 North Toll-free P.O. Box 142
P.O. Box 8953, State Capitol ‘ Legisiative Hotline: Forest Junction, Wisconsin 54423
(608) 266-5834 1 (800) 362-9472 (414) 989-1240

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




ALVIN R. OTT

. State Representative
March 10, 1 ,
arch 10, 1995 3 4 Assembly District

Mr. Joe McCaw
TelmarK, Inc.
Fax: 414-367-4243

Dear Mr. McCaw:

Thank you for agreeing to address the Joint Subcommittee on Ag Finance and
Reinvestment. The public hearing will take place on Thursday, March 16th at
10:00am in room MLK 1 of 119 Martin Luther King Jr. Blvd., Madison, WI.
Directions to the hearing room are enclosed.

Representative John Ainsworth and myself serve as co-chairs of this
subcommittee. We have invited you and about nine other individuals in various
aspects of agricultural finance to address the subcommittee. As the new chairmen
of the Assembly Rural Affairs and Assembly Agriculture committees, Representative
Ainsworth and myself have been approached several times regarding gaps in
agricultural finance opportunities in Wisconsin. It is our hope that this
subcommittee can address this issue and if necessary, develop appropriate public
policy. This is the first meeting of the subcommittee and we are hoping to
receive background regarding most of the agricultural finance opportunities
available for farmers.

I am requesting that you provide a 5-10 minute presentation to the
subcommittee on your involvement in agricultural finance, any needs you feel are
not being met in agricultural finance, any gaps you feel may exist in
agricultural finance and what, if anything, the state should be doing in the
agricultural finance arena. Please feel free to hand out literature to the
subcommittee members and to use visual aids if necessary. Please contact Kim in
my office at (608) 266-5831 as soon as possible if you will need any audio-visual
equipment as it is not readily available in the hearing room.

Thank you again for agreeing to provide valuable input to the subcommittee.
Please don't hesitate to contact me if you have any questions.

Sincerely,

Al Ott
Co-Chair, Jt. Subcommittee
on Ag Finance & Reinvestment
State Representative
3rd Assembly District

Enclosure
:
Office: Home:
3418 North Toll-free P.O. Box 112
P.O. Box 8953, State Capitol Legislative Hotline: Forest Junction, Wisconsin 544123
(608) 266-5831 v 1 (800) 362-9472 (414) 989-1240

Ranking Member: Agriculture, Forestry and Rural Affairs / Member: Environmental Resources; Labor and Job Training
@ Printed on recycled paper
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-345- w4 March 13. 1995 State Representative
i1 arch 13, 1995 5§ Assembly District

Mr. Ray Ellenberger
USDA Rural Economic and Community Development Services
Fax: 4(4-367-42A8
N5 345 - Yyl
Dear Mr. Ellenberger:

Thank you for agreeing to address the Joint Subcommittee on Ag Finance and
Reinvestment. The public hearing will take place on Thursday, March 16th at
10:00am in room MLK 1 of 119 Martin Luther King Jr. Blvd., Madison, WI.
Directions to the hearing room are enclosed.

Representative John Ainsworth and myself serve as co-chairs of this
subcommittee. We have invited you and about nine other individuals in various
aspects of agricultural finance to address the subcommittee. As the new chairmen
of the Assembly Rural Affairs and Assembly Agriculture committees, Representative
Ainsworth and myself have been approached several times regarding gaps in
agricultural finance opportunities in Wisconsin. It is our hope that this
subcommittee can address this issue and if necessary, develop appropriate public
policy. This is the first meeting of the subcommittee and we are hoping to
receive background regarding most of the agricultural finance opportunities
available for farmers.

I am requesting that you provide a 5-10 minute presentation to the
subcommittee on your involvement in agricultural finance, any needs you feel are
not being met in agricultural finance, any gaps you feel may exist in
agricultural finance and what, if anything, the state should be doing in the
agricultural finance arena. Please feel free to hand out literature to the
subcommittee members and to use visual aids if necessary. Please contact Kim in
my office at (608) 266-5831 as soon as possible if you will need any audio-visual
equipment as it is not readily available in the hearing room.

Thank you again for agreeing to provide valuable input to the subcommittee.
Please don't hesitate to contact me if you have any questions.

Sincerely,

Al Ott

Co-Chair, Jt. Subcommittee

on Ag Finance & Reinvestment
State Representative

3rd Assembly District

Enclosure
Office: Home:
348 North . Toll-free P.O. Box 142
P.O. Box 8953, State Capitol Legislative Hotline: Forest Junction, Wisconsin 54423
(608) 266-5831 1(800) 362-9472 (414) 989-1240
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