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May 15, 2007

The Honorable Tim Johnson
United States Senate

136 Hart Senate Office Building
Washington, DC 20510

Dear Senator Johnson:

[ know that I speak for all of the members of the South Dakota Bankers Association in
wishing you God’s speed in your rehabilitation efforts. We are all praying for your full
recovery and look forward to your return to the Senate. Please extend our thanks to
Laura Swanson for the time she spent with the members of the South Dakota Bankers
Association on May 8. She is very knowledgeable always attentive to banking industry
concerns.

The intent of this letter is to document concerns raised by bankers with regards to the
changes in the Farm Credit Act being sought by the Farm Credit System via the 2007
Farm Bill. I want to be clear that the members of the SDBA strongly oppose the
expansionist provisions embodied in a report commonly known as the Horizons Project.
This plan is being sold as nominal changes in Farm Credit System lending authorities
needed to foster economic development in rural America. Close examination of the
proposed language leads one to clearly see the Farm Credit System’s increasing appetite
for financing large corporations, home mortgage lending anywhere but in rural America
and dilution of farmer ownership of cooperatives through a dismantling of stock
ownership rules. Those are hardly nominal changes in the authority for the sole
government sponsored enterprise with direct lending authority, created as a means to
providing a dependable, affordable source of credit to agricultural producers in the post-
depression era.

Lending in Rural America

Community banks have long been the primary provider of capital for agricultural
producers and main street businesses in South Dakota communities both large and small.
Evidence of that community commitment can be found in the fact that banks have
physical presence even in the smallest of South Dakota towns. According to the FDIC,
there are 480 offices of insured financial institutions operating in South Dakota. Contrast
that to the fact that the Farm Credit System maintains 9 locations in the state. Those
banks and branches translate into local jobs, payroll and tax support for towns, cities and
local schools. During our meeting, several bankers provided examples of the types of




support they provide for the continued betterment of their home community; by financial
support of projects like community centers and local medical facilities and through
banker’s volunteer efforts through local service clubs and economic development
organizations. Bankers cannot choose to serve only the credit needs of the well-
established farmers, ranchers and business owners in their communities. They take
chances on young farmers, small and beginning farmers and fledgling small business
owners because those people are critical to the long-term economic vitality of South
Dakota’s towns and cities. Banks are able to serve the needs of borrowers with higher
risk profiles because they can balance the overall risk with borrowers with stronger
income statements and balance sheets. The increasing tendency for Farm Credit System
lenders to aggressively target larger, well-established farmers and ranchers will gradually
diminish the ability of community banks to serve the full spectrum of credit needs in their
local communities.

During our meeting, we offered evidence questioning the Farm Credit System’s
commitment to small farmers and young, beginning farmers:

o Historically over 90 percent of Farm Service Agency guaranteed loans have been
made by community banks. A significant portion of those guaranteed loans are
made to small farmers and young and beginning farmers. At best that only leaves
10 percent attributable to the Farm Credit System, raising questions about the
level of commitment of FCS lenders to small farmers and to young and beginning
farmers. In testimony before the House Agriculture Committee’s subcommittee
on Conservation, Credit , Energy and Research on March 27, Mr. Doug Stark of
the Omaha-based Farm Credit Services of America told committee members that
there was really nothing in the Horizons Project for young and beginning farmers.

0 80 percent of the Farm Credit System loan growth in 2006 was in loan amounts in
excess of $1 million.

We respectfully suggest that this information does not support the Farm Credit System’s
claim that expanding its lending powers will result in a renewed focus on the credit needs
of rural America. Under its present mission, the Farm Credit System’s philosophy is to
finance large, well-established, wealthy producers. We seriously doubt that expanding
the System’s business lending authority would result in a different outcome.

Lending for Renewable Energy Development

During its infancy ethanol pioneer Broin Industries was financed by a small community
bank in Scotland, SD. Once the potential profitability of ethanol plants was well
established, the Farm Credit System became an aggressive player in financing those
plants. In fact the System’s aggressive growth in funding for ethanol plants recently led
the Farm Credit Administration to issue a letter to all System lenders expressing concerns
about the concentration of FCS loans in this area. You can draw your own conclusions as
to whether or not the Farm Credit System needs to expand its lending authority to be able
to fund corporately owned renewable energy production facilities.




Home Mortgage Lending

During our meeting, bankers offered evidence of their commitment to lending for the
purchase of homes in our small communities. We also offered evidence of a lack of such
commitment on the part of the Farm Credit System. As you know, the Farm Credit
System currently has the authority to make home loans in rural areas and in towns of
2,500 or less population. It might be useful for you to know that in South Dakota, there
are 287 towns with populations less than 2,500 and 25 towns where the population
exceeds 2,500. For the record, I have attached a copy of the results of an analysis of
residential real estate mortgages filed in some of South Dakota’s most rural areas,
counties where there is no town greater than 2,500. Study results show that our
community banks are making the bulk of the rural housing loans and with rare
exceptions, the Farm Credit System isn’t exercising their current authority.

FCS is seeking to increase their home mortgage authority to include cities up to 50,000 in
population. In South Dakota, FCS would be restricted from home mortgage lending only
inside the city limits of Sioux Falls and Rapid City. | am aware of no credible study
indicating that any shortage of available home mortgage credit exists in South Dakota,
particularly in towns the size of Aberdeen, Watertown, Huron, Brookings, Pierre or
Mitchell. Absent such evidence, there is no logical reason to expand the System’s home
mortgage lending authorities.

Diminishing the Cooperative Ownership Structure of the Farm Credit System

The Farm Credit System was set up as a farmer / borrower-owned cooperative primarily
to assure that system lenders remained focused on serving the needs of producers of crops
and livestock. The System is asking Congress to substantially water down that
cooperative structure. No longer would a prospective member be required to purchase
stock in an amount equal to the lesser of $1,000 or 2 percent of the amount borrowed.
Individual Farm Credit System associations would be able to set their own stock purchase
requirements. Implementation of such a provision would move the System further away
from its cooperative foundation.

Taxpayer Subsidy for the Farm Credit System

Community banks in South Dakota pay both a federal income tax at marginal rates
exceeding 35 percent and also pay a state bank franchise tax at a rate of 6 percent of
taxable income. The effective tax rate of the Farm Credit System last year was 3.4
percent on income of $2.46 billion. Over the past five years, FCS profits have exceeded
$10 billion, creating a tax subsidy in excess of $3 billion. Given the current level of the
federal government’s annual budget deficit, expanding the lending authorities of this tax-
favored government sponsored enterprise seems ill-advised.

Inclusion of the Horizons Project in the 2007 Farm Bill

The last time the Farm Credit Act was amended was during the financial bailout of the
Farm Credit System in the 1980s. That bailout was accomplished through the passage of
legislation separate and distinct from the Farm Bill. That bailout, like the changes in the
Farm Credit Act proposed to achieve the objectives of the Horizons project, constitute
substantial changes in public policy.




The text of the proposed changes to the Credit Title of the Farm Bill has only been
available for public review since March 27, 2007. It is my understanding that the House
Agriculture Committee subcommittee on Conservation, Credit, Energy and Research
intends to mark up its portion of the 2007 Farm Bill on May 22 or 23, 2007, less than 2
months later. SDBA members strongly believe that if Congress intends to consider any
change to the System’s enabling legislation, changes should be introduced in bill form,
separate and distinct from the 2007 Farm Bill. Doing so would provide for a more
comprehensive review and debate over the public policy issues surrounding the
substantial expansion of Farm Credit System lending authorities and ownership structure.

Community bankers in South Dakota experience increasing competitive pressure each
year from the Farm Credit System for their biggest, most-financially sound customers. By
giving this aggressive, growth-oriented government sponsored enterprise increased direct
lending authority in the name of rural development, Congress could well create the
unintended consequence of drying up the market for tax-paying community banks,
particularly in the most rural areas of our country. Hence approval of the Farm Credit
System’s Horizons Project could eventually lead to rural destabilization, not rural
development.

We respectfully ask that you opposed the addition of the Farm Credit System Horizons
language to the 2007 Farm Bill. We also request that you share these concerns with
specifically with Senator Harkin, Chairman of the Senate Committee on Agriculture,
Nutrition and Forestry and also with the members of the Senate Banking Committee.

Thank you again for your willingness to serve the interests of South Dakotans in the
United States Senate. Please feel free to contact me anytime I can be of service.

Best regards,

Qa A B

Curt Everson
SDBA President

Enclosure








