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Introduction

Mr. Chairman and distinguished members of the Subcommittee, thank you for the opportunity to testify on the credit conditions in rural America.  I am here today representing the USDA state certified 34 state Coalition of Agricultural Mediation Programs (CAMP).  The purpose of CAMP is to serve as a presence and voice for the use of mediation in rural disputes.  CAMP serves as a clearinghouse and forum for sharing ideas; examining commonalties and differences; and for enhancing decisions about the conduct of rural mediation programs.

  State certified agricultural mediation programs were originally authorized by Congress in 1988 as a result of the 1980’s agricultural credit crises.  In 1988 Congress authorized USDA to develop and participate in State Certified Farm Mediation Programs under the USDA Farm Loan Mediation program as part of the Agricultural Credit Act of 1987.
At their inception, these programs functioned as federal/state partnerships to provide a confidential, neutral forum to discuss and resolve complex agricultural credit issues.  These programs facilitated rapid decision making by the involved parties and streamlined government involvement.  Furthermore, because of the nature of the process, stability and diversity was supported in rural economies.  Allowing states the flexibility to develop their own programs based on the needs of their state has proven to be a key element in the success and popularity of the programs.  

In 1994, Congress expanded the program beyond agricultural credit under the USDA Reorganization Act.  This Act authorized USDA to offer mediation as an option as part of the formal appeals process with respect to adverse decisions on USDA farm program issues.
Today, USDA state certified mediation programs continue to assist agricultural producers, their creditors and various USDA agencies to address loan problems, USDA adverse decisions and other disputes.  The programs do this in a confidential and non-adversarial setting outside the traditional legal process of foreclosure, bankruptcy, appeals and litigation.  The mediation process allows people to develop their own solutions based on the uniqueness of their situations.
Outlook

A survey conducted by the University of Minnesota Center for Financial Management in conjunction with the regional Centers for Risk Management Education on “Agricultural Financial Conditions 2009” resulted in 2,300 responses from agricultural professionals across all 50 states.  The distribution of the respondents to this survey is as follows:

	Ag Lenders
	21.1%

	Educators
	42.8%

	Crop insurance
	7.3%

	Consultants
	6.3%

	Other (Elevators, Cooperatives, Marketing brokers, Non-Profits
	22.5%


Based on the results of this survey, 84 percent of the respondents expect the probability that producers will experience financial stress in the next three years is high or very high.  Lender only responses showed that 54 percent of the lenders believe that the likelihood that agricultural producers will experience financial stress in 2009 is high and 26 percent believe the likelihood is very high.
In this same survey, 63 percent of the respondents indicated that 10 percent or less of the agricultural producers they work with are currently experiencing financial stress.  However, 28 percent of the respondents indicated that they expect at least 30 percent of the producers will experience financial stress in the next 3 years.
When questioned about the factors contributing to farm financial stress, the respondents to the survey ranked price/input cost margins and price volatility as having the highest impact.  These were followed by negative cash flows, inadequate business planning, lack of financial management skills, and tightening credit availability.
Survey respondents were also asked about changes in the documentation required of agricultural producers requesting financing from lenders in recent months.  In regard to this question, 26 percent of the respondents indicated no change, 56 percent indicated a slight increase, and 17 percent indicated a substantial increase.  

Perhaps the most interesting element of this survey was the response to “How well are producers equipped in terms of financial management skills to manage their business through a period of financial stress?”  The responses indicated that 74 percent are moderately equipped and that 8 percent are well equipped.  The survey results indicated that only 18 percent are poorly equipped.

CAMP Observations
As previously stated, there are 34 USDA state certified agricultural mediation programs.  Participating states include: Alabama, Arizona, Arkansas, California, Colorado, Florida, Illinois, Indiana, Iowa, Kansas, Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, Mississippi, Missouri, Nebraska, New Jersey, New Mexico, New York, North Carolina, North Dakota, Oklahoma, Rhode Island, South Dakota, Texas, Utah, Vermont, Virginia, Washington, Wisconsin, and Wyoming.
While not all states have a USDA state certified program, those that do, represent a broad cross section of agriculture in the United States.  Furthermore, while there is some commonality of the agricultural credit issues affecting each of these states, many more are regional in nature.  Therefore, for the purpose of this testimony, I will make observations based on three separate geographic regions of east, mid-west, and west.
East
CAMP states in Eastern United States have indicated that overall, agricultural credit is available.  However, the consensus is that there are challenges related to obtaining credit/financing that have not existed in the past.  Most of these challenges are risk related in that lenders are more closely reviewing credit worthiness.  Ultimately, because of overall economic instability, lenders are following good lending policies and practices and are being disciplined in their credit principals.  Concern exists in several states that there is not sufficient funding for Farm Service Agency direct loans to meet the current demand.
All CAMP states indicated high input costs and low prices were the primary concern of most producers and that margins appear to be tight across the board.  However, states in the east and particularly in the north east are reporting dire conditions for both conventional and organic dairy farmers.  Many if not most dairy farms are unable to cash flow under the current conditions and their equity positions have eroded.  As a result, several states have indicated that some dairy farmers are now using personal credit in an attempt to meet short-term farm credit needs.
Overall, the major issue appears not to be the availability of credit but rather the time it takes to secure credit.  This is particularly true in situations where the producer has had to find a “new” agricultural lender or obtain credit through the Farm Service Agency.
As a result of these conditions, eastern states indicated an increase in stress for both the borrower and the lender.  Mediation is proving effective in resolving agricultural credit 
disputes quickly and efficiently through the use of a neutral third party.  By bringing the parties to the mediation table, the process has allowed for farmers to determine how or if they will continue farming while working with their lenders to explore and develop options.
Mid-West

Most of the mid-western state programs echoed the observations made by the eastern states regarding the agricultural credit situation.  The majority of states indicate a reasonably stable agricultural credit market.  However, several states indicate that there as been a substantial increase in demand for both direct and guaranteed Farm Service Agency loans and while many of these loans have been approved, many loans remain unfunded.  Also, several states indicate substantial increases in financial stress calls and an increase in complexity when compared to last year.
Several states indicate an anticipated increase in the value of farm production.  However, this anticipated increase is being outstripped by the increase in production costs. States with dairy continue to see an economic decline in the industry.  Also, poultry integrators, pork producers, cow/calf and feeder cattle operations are experiencing profit losses as a result of high input cost and low prices.  The poultry industry has experienced closed facilities, reduced flock placements, and a reduction in grower contracts.
Isolated bank failures have resulted in farmers having a short time period to find financing and when financing can be found, collateral requirements are more stringent.  Also, bank mergers and decentralization have resulted in changes in the way farmers have traditionally been financed.  On longer can a farmer amortize a loss year over several years but rather the farmer is forced to obtain outside financing.
As interest rates increase, farmers that are dependent on financing will continue to see downward pressure on profitability and their ability to cash flow.  Lenders are more closely scrutinizing cash flow and the value of collateral.  Because of increased credit 
restrictions, more and more farmers may be forced to use credit cards to finance their operations.
USDA state certified mediation programs in the mid-west are utilizing mediation to empower individuals to resolve difficult financial situations by providing them with confidence and the ability in a neutral setting to make and consider objective, business-based solutions.  This allows producers and their creditors to mediate and resolve the situation rather than being subjected to a decision imposed by a court.

Several mid-west state programs provide free financial counseling prior to mediation.  Ono-on-one intensive counseling allows the producer to consider the feasibility of restructuring.  Ultimately, this assists both the borrower and the lender to negotiate objectively and effectively in the course of mediation.

Mediation has a substantial impact on rural communities.  Helping one farmer restructure their operation to stay in business has an impact on: fuel dealers, seed and input suppliers, agricultural lenders, commodity storage facilities, schools, local businesses, extended family members involved in the operation, and many others.  In Kansas, statistics indicate that one in five individual’s occupations relate to agriculture.  From the standpoint of the multiplier effect, it is estimated that for every dollar of farm income, 2.38 dollars are generated in other income throughout the state.
West
Generally, the overall crop situation in the west is strong.  Adequate sources of credit are available to strong borrowers with fewer sources available to moderate or weak agricultural borrowers.  Not unlike other parts of the country, high input prices have taken a toll on profitability.  Also, the low milk prices and high feed costs have adversely affected dairy producers throughout the west.  
Conditions are worse in Colorado as a result of the FDIC takeover of New Frontier Bank, the largest agricultural lender in the state.  Again, dairy producers, particularly those that were financed at New Frontier Bank are suffering from the current credit situation.  Many dairy producers are finding it extremely difficult to find new financing.
Cattle feeders throughout the west are exercising extreme caution as a result of reduced profitability.  Also, many input suppliers have constrained their credit policies such that all but the most credit worthy are COD and those with strong credit are net 30.

While traditional sources of agricultural credit for small and medium sized operations remain stable, agricultural credit for very large and/or specialized operations seems to be more limited or at least less time sensitive.  Also, there are states in the west where Farm Service Agency lacked sufficient funding to fund all direct loan requests.  As a result, there are producers mid way through the production cycle that have loans approved that have not yet received the loan proceeds.
USDA state certified mediation programs continue to utilize mediation and financial counseling to assist both borrowers and lenders in resolving agricultural credit disputes.  The mediation process promotes calm and rational discussion by the parties to identify goals and options and to construct a plan that will benefit both the borrower and the creditor.  Also, early intervention and counseling has proved effective in avoiding potential crisis that would otherwise lead to court ordered actions.
Summary
Overall, agricultural producers and agribusinesses that depend heavily on credit could be constrained.  This is especially true with respect to dairy, poultry, cattle feeding and pork production.  Farmers that are closely tied to local rural banks tend to have secure long-term relationships that should mitigate much of the economic crisis’s effect on farm loans.  However, without adequate funding for Farm Service Agency direct loans, many 
producers that have weak to moderately weak credit could find it difficult to secure adequate financing.
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