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Mr. Chairman, thank you for the opportunity to appear before the Subcommittee this morning.  My name is Armin Apple.  I am a farmer from McCordsville, Indiana and I appear here this morning as a borrower/stockholder of my local Farm Credit association, Farm Credit Services of Mid-America, as well as a director of AgriBank and the Farm Credit Council.  

As a bit of background, I started farming when I was a sophomore in high school with a tractor, borrowed equipment and 40 acres of rented land.  By the time I graduated from high school I was farming 250 acres with a crop share lease.  Today I farm over 1,400 acres of corn, soybeans and soybeans for seed.  

I have been borrowing money from Farm Credit since 1972.  My father, who also farmed, borrowed from Farm Credit before me, and my daughter and son-in-law who live in southern Indiana borrow from Farm Credit as well.  I know first hand what it means to have Farm Credit stand by you in good times and bad, and, as you can see, for over three generations my family has benefited from having access to a lender dedicated to serving agriculture and our rural community. 

This background is important because this Committee needs to understand that it is people like me that provide the direction to Farm Credit today, and it is people like me who will continue to do so in the future.  While we rely on excellent managers to run our institutions day-to-day and to make sure our institutions comply fully with all of the regulations and disclosure requirements associated with a modern financial institution, ultimately it is the farmer stockholders and the directors elected by those stockholders that keep these institutions true to serving our mission.  It is not in my interest, the interest of my daughter and son-in-law, or the interest of future generations to have Farm Credit lose its focus on serving agriculture and rural America. 

It is with this focus that the Farm Credit System undertook the HORIZONS project.  System directors and management together engaged in a strategic planning effort that studied carefully the dramatic changes that are occurring in agriculture and the rural communities on which agriculture relies.  We received input from more than a dozen different academic studies that we commissioned.  We involved people from throughout the country studying the various market segments that comprise agriculture as we find it today, and we asked them to consider what those trend lines meant for agriculture in the future.  We consulted with our local farm and commodity groups.  After doing this work, we then considered how current regulations and law limit the ability of Farm Credit institutions to meet customer needs.  

Our focus, therefore, was on understanding the trends, understanding what the likely needs of agriculture going forward would be and discovering how Farm Credit might best help meet those needs.  The net result was a long list of issues that needed to be addressed.  Only four legislative items met our internal criteria which focused us on 
seeking the changes in Farm Credit necessary to meet customer needs while keeping our focus on agriculture and rural America.  Mr. Stark will be describing those in detail shortly.  

I want to give you a feel for why change is necessary.  As the members of this committee know, in rural areas we all wear many hats.  As I have described, I am a farmer and a Farm Credit director, but I also am involved in my community in other ways.  I am a member of my local church board of trustees and the church council and I have been chairman of my local township’s volunteer fire department board.  In addition for the last twelve years, I was an elected County Commissioner for Hancock County Indiana and served for one-third of that time as the commission president.  I’ve got the scars to prove that I know what local government is all about – to face constituents when the roads don’t get plowed, water isn’t available or when taxes might need to be raised because we have a new mandate or two that needs to be addressed.   

Hancock County is directly east of Indianapolis and it is being impacted by suburban sprawl.  During my time as a county commissioner the population of the county increased by almost one-third to about 58,000 people.  We have experienced a considerable amount of consolidation in agriculture but so far much of that has been due to farmers retiring.  While some farmland has been lost to development, these retirements have freed up some land for those of us that lease crop land, but it also has meant that today there are fewer of us in row crop production to support the traditional business infrastructure which we require to stay in business.  

In a changing county such as mine, where there are about 600 farm proprietors remaining, the businesses we rely on start to change.  For instance, the typical small grain elevator disappears along with the local seed dealer and implement dealer.  As this happens, the local banker might even think twice about whether he should continue to have an agricultural loan officer on staff.  When that happens, they tend to lose interest in servicing farm-related businesses as well because these businesses may be one of dozens of business lending opportunities open to them.  For us producers, these businesses are a life-line.  When that infrastructure goes, our challenge to stay in agriculture becomes that much greater.  

But the other thing that begins to happen is that some in agriculture start to adapt as well.    With more concentrated population comes the opportunity to adjust a farm operation to higher value production, to value-added products or to turn to specialty crops.  A field of feed corn, might become a much more profitable field of sweet corn because you have a ready local market.  A soybean field might shift to sod because there are homeowners close by that will buy it.  What had been row crops might shift to vegetables that are readily sold at a local market.   If we are going to resist the temptation of cashing out to development and preserving agriculture and open space, we need to figure out how to get more income out of what we have.  And if we are going to do this successfully, we need access to a whole new set of farm-related businesses, different from what were there before.

Today’s farmers have many things to manage.  Many have off farm jobs and I see many responsibilities being contracted out to others that may have more expertise and more training to do a job both right and more efficiently.   Applying pesticides in an urbanizing area comes with the potential for many problems.  Even producing organic vegetables to meet a market opportunity requires us to seek out expertise on an ongoing basis that may not have existed in our area before.  These new farm-related business players that we come to rely on, as well as the old ones that still remain, both require access to a ready, reliable and understanding capital provider whether it be at a time of start up or to support on-going business operations.  They need a lender that can work with them, one that understands agriculture and what it takes to be successful in this new environment.

Another significant new opportunity for agriculture has been in the area of renewable fuels.  As the committee knows Farm Credit has been heavily involved in supporting the ethanol industry.   While we share the belief that the economic benefits of these projects should stay in the hands of agriculture and other local individuals to the extent possible, the challenge that we already face is that the scale of the required investment to achieve success is enormous.  This clearly means that farmers are not going to be the only ones that are the majority investors in projects that will convert a significant portion of our fuel from being oil based to carbohydrate based.  Not all farmers are willing to risk all of the retirement equity in their land to achieve a national policy goal of greater energy independence, and we should not expect them to do so either.  As these new locally based plants change to include more non-farmer ownership, the limitations of current law prevent Farm Credit from continuing to make our significant experience available as a direct lender to the bio-based, renewable fuels industry.   

The bottom line is this.  When the current version of the Farm Credit System’s enabling law was written back in 1971, the Congress made clear that one of the purposes of the System was to support farm-related businesses necessary for efficient farm operations.  In the thirty-six years since then, the types of businesses on which farmers rely have changed dramatically, as have the business organizational structures that are being used to manage the risk of these businesses.  Unfortunately, the language that limits the System’s ability to serve farm-related businesses has not kept pace and it now needs to be revised. 

Mr. Chairman, the HORIZONS project was a good faith, focused effort to determine what the future needs of our customers will be and how we can help meet those needs.  I mentioned that there were many recommendations that did not involve legislation – I want to mention just two of those so you have a feel for what I am talking about  -- one involves a Farm Credit System-wide task force to study the programs we have in place to serve the needs of young, beginning and small farmers.  
Each Farm Credit association already has in place programs targeted specifically at serving the needs of young, beginning and small farmers and we are doing a good job of serving them.  Just so you know, in 2006 Farm Credit in total made about $5.4 billion of direct loans to young farmers – those under the age of 35 and representing our next generation of farmers.  My local association this year will provide over $1million in grants just to support education, training and other programs to assist young farmers in the four states we serve.  In my association about 80% of our farm loans are to individuals that are either young, beginning or small.  Despite the excellent record we already have, our Farm Credit System task force is working to identify and implement even more creative ways for us to work with these groups.  

Another task force is looking at the issue of diversity – what can we do to successfully recruit more minorities into our workforce, into our directorship and to make sure we are meeting the needs of all farmers.  We believe our loan portfolio reflects the demographics of today’s agriculture, but we need to make sure that we are doing everything we can to serve the changing face of agriculture as well.  

As a Farm Credit director I take very seriously my responsibility for the stewardship of this System.   The Congress charged us with ensuring that Farm Credit be a permanent system of credit for agriculture which will be responsive to the needs of all types of agricultural producers having a basis for credit.  While some may think it is good sport to whine about their perceived competitive disadvantage in the face of our efforts, every day in the marketplace there are beneficiaries to our mutual competitive zeal and those are your constituents and my fellow farmers and rural residents.  If the competitive landscape were so lopsided, how is it that commercial banks have about 60% of the market share and Farm Credit has about 30%?  

We bring the benefit of access to national money markets to agriculture and rural America packaged in a cooperative organization that our farmers own.  After celebrating our first 90 years of doing so last year, we look forward to another 90 years of success for the future.  What Mr. Stark will describe for you are the proposed incremental changes to what Farm Credit is already doing.  They won’t change our focus, our mission or our ownership, but only improve our ability to serve the changing needs of your agricultural and rural constituents.   I will be happy to answer any questions you might have.  
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