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Good morning Chairman Etheridge and members of the subcommittee.  My name is David Herring and I work for East Carolina Farm Credit.  I am a branch manager based in Kinston, North Carolina.  East Carolina Farm Credit is a member of the Farm Credit System.  Like all other Farm Credit institutions, East Carolina is owned and governed by the farmers and ranchers to whom we lend.

East Carolina Farm Credit based in Raleigh, has more than $850 million in loans outstanding to farmers, ranchers, farm-related businesses, rural homebuyers, and others in rural North Carolina.  Farm Credit has, through East Carolina and our sister organizations in North Carolina, more than $2.7 billion outstanding in North Carolina through some 29,000 loans.

East Carolina’s Kinston Branch, which I manage, provides about $40,000,000 in loan volume in our local area.   In addition to my branch manager duties, I am a licensed property and casualty and life and health insurance agent. 

I am here today to talk about the importance of crop insurance to our customer/owners and to the safety and soundness of our financial institutions.  Farm Credit plays a unique role in the crop insurance industry.  As a provider of crop insurance, we work to improve access to crop insurance products for our customers.  As a financial institution, we rely on crop insurance as a backstop for many of the loans we make to farmers.  As a farmer-owned cooperative, we work to provide the most efficient crop insurance delivery system for our farmer-owners.
Farm Credit serves as an insurance agent in the crop insurance program – selling policies underwritten by insurance companies.  Importantly, Farm Credit institutions do not underwrite coverage and bear no risk of loss on crop insurance policies.

Farm Credit’s network of nearly 100 customer-owned financial institutions provides crop insurance services to farmers throughout the nation.  With approximately 10% market share in crop insurance, Farm Credit institutions combined to sell more crop insurance to customers than any other single industry provider.  For crop year 2007, Farm Credit collected some $494 million in premiums.  In crop year 2006, Farm Credit collected about $464 million in premiums.

With more than $72 million in crop insurance revenue in 2006, Farm Credit institutions collectively, ranked as the 31st largest insurance agency of any kind operating in the United States.  Farm Credit sells policies underwritten by almost all of the major crop insurance companies.  However, about 75% of the policies sold by Farm Credit are underwritten by RCIS and Rain & Hail.

By law, Farm Credit is required to offer farmers at least two choices for crop insurance coverage.  Farm Credit is prohibited from requiring lending customers to obtain crop insurance from Farm Credit.

I would like to take this opportunity to give my personal testimony as to the Federal Crop Insurance Program and its importance to the financing of the farmers of Eastern North Carolina.  

In reflecting back to the summers of 1977 and 1985, both years were disastrous due to drought.  At the time, crop insurance was carried by only a small percentage of the farmers.  As crop losses accumulated, many family farms where forced into bankruptcy or foreclosure. Without a crop insurance safety net, many farmers couldn’t pay their debts.  This kind of financial stress in farmers ripples through a financial institution, especially one like Farm Credit that lends almost exclusively to production agriculture.  

Since 1987, when approximately 582,000 acres were insured by Federal crop insurance compared to in excess of 3.1 million acres in 2005, the farmers of Eastern North Carolina have been able to handle many disasters including drought, excess rains, and hurricanes all with the help of the Federal Crop Insurance Program.  Crop insurance is now a critical component of a farmer’s risk management strategy.  

For many of our farmer/borrowers, we require crop insurance coverage to be in place as a condition of providing a loan.  With the requirement of crop insurance we as lenders are able to have affordable controls in place to transfer the risk of loss of equity and repayment capacity from the individual farmer to the insurance company.  The guarantees offered through crop insurance give stability to an individual farmer’s income and with assignments in place a guaranteed source of repayment to the lender.  For many farmers – and especially for young and beginning farmers – this is essential.
Serving the financial needs of the agricultural community involves taking risk.  Prudent management of a loan portfolio is necessary to manage that risk.  For our financial institution, a requirement that some farmers carry crop insurance is an important tool that helps us manage that risk.  

Before requiring a farmer to carry crop insurance as a condition of extending that farmer a loan, we make a logical and objective analysis of the facts.  We evaluate the borrower’s past performance, repayment terms, collateral, strength of capital and capacity and existing loan conditions relative to the loan risk.   For some farmers, credit would not be available without the protection that crop insurance gives the lender.
In part due to the crop insurance programs in place foreclosures are at an all time low with credit quality at an all time high.  In the United States over 245 million acres are insured today through Federal Crop Insurance compared to less than 49 million acres in 1985.  Changes to the crop insurance program that increase cost or reduce coverage to farmers would significantly weaken the safety net for our farmers.  We encourage subcommittee members, as you write this Farm Bill, to preserve the strength of the crop insurance program and ensure that farmers can continue to rely on it in the years to come.

Mr. Chairman, I also want to encourage the committee to ensure that farmer-owned cooperatives – like Farm Credit System institutions – are not unnecessarily inhibited in offering crop insurance policies to their customer/owners.  Over the past few years, USDA’s Risk Management Agency has repeatedly attempted to adopt procedures defining how cooperatives can participate in crop insurance.  Each of these attempts would have resulted in fewer and less satisfactory options for farmers who want to purchase crop insurance  

We understand that the agency is again moving forward in this effort.  We encourage the committee to examine RMA’s proposal and provide guidance to the agency so that cooperatives can continue to play an important role in providing their members with crop insurance coverage.

Thank you for inviting me to testify today.  I would be happy to answer any questions.

