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OPI:RATIN6 LOANS 
of the 

Farmers Home Administration in Minnesota 

Reynold P. Dahl l 

IT TAKES considerable capital to get started in farming. A 
modern farm requires more capital than generally is owned 

by many farmers. It is becoming increasingly necessary for 
farmers to obtain part of their capital by borrowing. Not all 
farmers have a credit standing making them eligible for commer
cial loans. Young men wanting to start farming often cannot 
obtain necessary credit because they lack collateral and dem
onstrated earning power. Other farmers have low incomes and 
hence cannot obtain adequate financing. The Farmers Home Ad
ministration, an agency of the United States Department of 
Agriculture, helps provide loans for selected individuals such as 
these. This program aims to serve only those individuals of sound 
character with reasonable prospects for success. The objective 
is to make loans based on sound farming practices on adequate 
size farms with the intention that the borrower can increase his 
income and repay the loan. 

This study analyzes selected aspects 
of the operating loan program of the 
Farmers Home Administration in Min-

Scope of the Study and 
Sources of Data 

The loan program of the Farmers 
Home Administration is administered 
It the county level by 51 county super-

visors in Minnesota. Since there are 87 
counties in the sta.te each supervisor 
typically serves more than one county. 
The location of each county supervisor's 
headquarters and the counties served 
by each supervisor are shown in 
figure 1. 

A detailed study of FHA farm op
erating loans was made in four county 
offices serving eight counties. These 
counties are shown in figure 1. They 
were selected as representative of dif-

1 
The author a cknowledges with appreciation the assistance of 0. B. J'esness and E. Fred ~~~of the Department of Agricultural Economics. Credit is also due Peter Heimberger, who 

::"th'""' with the field work and analysis, and appreciation is expressed to the state FHA staff 
- e county supervisors. 

1 
For reports of studies of farm operating loans of commercial lenders see: 

,.,. Sherwood 0 . Berg. E. Fred Koller, and 0 . B. Jesness, Loans of Production Credit Associa-
... .. ~ Minnesota Farmers, University of Minnesota Agricultural Experiment Station Bulletin ... rch 1952. 

-......_B. ~t' Dahl ~nd 0. B . J'esness, Agricultural Production Loans of Minnesota Country Banks, 
~ Y of Mmnesota Agricultural Experiment Station Bulletin 429, April 1955. 
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Fiq. 1. Lo cation of FHA county supervisors' headquarters, counties served by each 
and counties in which operating loans were studied. 

ferent types of farming in the state. 
Rice and Steele counties were selected 
as representative of a dairy area. Live
stock for meat production predominates 
in Jackson, Martin, and Faribault coun
ties located in southwestern Minnesota. 
Cash crops are important in Clay and 
Wilkin counties. Itasca county repre-
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sents the cutover area; farming is 
cally conducted on a small-scale 
in this area and nonfarm work 
quently supplements farm income. 

A total of 162 farmers had 
FHA operating loans in these 
counties as of December 31, 1954. 
entire 162 loans were included 

studY· The number of operating loans 
ranged from 36 in Jackson county to 

12 
in Wilkin county. 

Information was obtained on each 
case regarding the amount, terms, and 
purpOSe of each loan; how closely the 
bOJ'rower had met the scheduled loan 
repayments; financial progress during 
the period of the loan; and repayment 
capacity as indicated by the farm in
come and expense statement. 

Additional information used in the 
analysis was obtained from reports and 
publications of the state and national 
offices of the Farmers Home Adminis-

tration. 
An analysis of FHA operating loans 

will be made later but, first, operational 
aspects of the credit services of this 
organization and types of loans will be 
discussed. 

Characteristics of the 
Program 

The Farmers Home Administration 
loan program is not designed to com
pete with commercial lenders. Rather 
It is intended to serve only those indi
viduals who cannot obtain necessary 
credit from commercial lenders at rea
sonable rates and terms. The loans are 
made from funds appropriated annually 
by the Congress of the United States. 
Funds for certain loans may be ad
vanced by private lenders and are in
sured by the federal government. 

The basic objective of this credit pro
ll'&m as stated in the FHA regulations 
It "to enable farm families to become 
10undly established in a successful, well 
balanced system of farming." Necessary 
eredit and supervision are provided to 
Implement this goal. The borrower is 
requested to refinance his loan with a 
commercial lender as soon as he can 
ebtain the necessary credit at rates and 
terms prevailing in his locality. 
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Not all applicants receive loans. A 
county committee of the Farmers Home 
Administration determines the eligi
bility of applicants. This committee con
sists of three local people, at least two 
of whom are farmers. These men are 
selected for their knowledge of farming 
in their county and know what it takes 
for a farmer to succeed. The FHA 
county supervisor works closely with 
the committee and provides it in
formation on applicants and their 
planned farming operations. A county 
supervisor who serves more than one 
county has a separate committee for 
each county. The committee approves 
or disapproves the applicant on the 
basis of his character, industriousness, 
managerial capacity, and over-all po
tentiality for success. 

Supervision is a very important part 
of the Farmers Home Administration 
program. Before a loan is made a farm 
and home plan is drawn up with the 
supervisor. The long-term farm plan 
includes an analysis of the present farm 
organization with suggested adjust
ments in crop rotations, land use, and 
livestock enterprises to increase farm 
income. A short-term farm and home 
plan is drawn up each year to imple
ment the long-term plan. It includes 
crops and livestock to be raised during 
the year; income expected; expendi
tures for family living, farm operation, 
machinery; and provisions for debt re
duction. A loan will not be made un
less the prospects are reasonably good 
that enough income will remain after 
meeting expenses to repay the loan and 
other debts. Each borrower is required 
to keep farm and home records of in
come and expenses. This is required to 
show the results of the year's operations 
and to determine the changes needed 
in the future to further improve the 
farming operations. 

The county supervisor assists the bor
rower in carrying out the farm and 
home plan by making periodic visits to 
the farm. During such visits he is able 



to give technical advice and consulta
tion on farm production, management, 
and financial problems. 

Types and Volume 
of Loans 

The credit services of the Farmers 
Home Administration include four main 
types of loans: farm operating loans,• 
emergency loans, farm ownership loans, 
and soil and water conservation loans. 
The total amount loaned in Minnesota 
in the fiscal year ending June 30, 1955, 
was $5,527,455 (table 1). 

Farm operating loans comprise the 
largest share of the total volume of 
FHA loans. ThesE} amounted to $3,778,-
764, or 68 percent of all FHA loans in 
Minnesota. The main purpose of operat
ing loans is to enable the borrower to 
make planned adjustments and im
provements in his farm business. In 
some cases funds may be included in 
the loan to refinance existing indebted
ness. 

At the time of this study the maxi
mum initial operating loan that FHA 
regulations permitted was $7,000 and 
the maximum outstanding loan balance 
of any borrower could not exceed 
$10,000. The repayment period was from 
1 to 7 years! The interest rate on these 
loans is 5 percent per year and the loans 
are secured by a chattel mortgage on 
the borrower's crops, livestock, and 
equipment. 

A total of 2,790 borrowers had FHA 
operating loans in Minnesota on March 
31, 1955. As shown in figure 2, all but 
one county in the state had loans of 
this type. Counties in the southwest and 
west central sections of the state had 
the largest number of such loans. 

Table 1. Types and Volume of Loans Made 
the Fa rmers Home Administration in N 

in the Fisca l Ye ar Ending June 30. 

Number of loans 

Subse-
Type of Joan . Initial quent 

Operating loans• -·-· 639 801 
Annual ------····-··-·- 106 
Emergency ........... ............. 647 5 
Farm ownership 

Direct ------
Insured -··---·-······· 

Soil and water 
conservation 

48 
45 

10 

Direct ·----··-··-- 0 0 
Insured -····--·---··-·-··· 5 0 

Total ··············-···-··-····- 1,490 816 

• Called production and subsistence loane 
1956. 

t Includes two special livestock Joana 
$3,900. 

Analysis of Operating 
Loans 

Of the 162 operating loan borrowen 
included in the study, 49, 30 percent, 
were beginning farmers (table 2). 
other 113 borrowers can be referred to 
as adjustment borrowers. They are ae
tive farmers who were granted 
credit to make improvements in 
farming operations. Many of these 
young farmers who had not been able 
to get sufficient commercial credit to 
organize their farming operations on 
profitable basis. 

The proportion of beginning farme~; 
was higher in counties in the 
part of the state. This may be due 
the higher capital requirements 
farming in this area. 

Age of Borrowers 

As shown in table 3, a sizeable 
of these borrowers were 
young men. The age of the 
at the time the initial loan was 

• Called production and subsistence loans until 1956. 
• Changes in 1956 permitted larger and longer-term loans. Referred to in a later section. 
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Fig. 2. Number of borrowers having Farmers H orne Administration operating 

lo ans, by counties, March 31, 1955. 

ranged from 21 to 54 years, with the 
average being 31 years. Approximately 
40 percent of the borrowers were less 
than 29 years old while nearly two
thirds were below 33 years. The average 
age of the borrowers who were begin
Ding farmers was 28 years, while that 
ot adjustment borrowers was 32 years. 
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Tenure of Borrowers 

Nearly 70 percent were tenants, 10 
percent were part owners, and 21 per
cent were owners (table 4). The per
centage of full owners and tenants 
varied by type-of-farming area. Itasca 
county had the lowest percentage of 

-rr 



Table 2. Number of Beginning Farmers by Type of Farming Area. 162 FHA Borrowera 
Eight Minnesota Counties. 1955 ' 

Number of borrowers 

Type-of-farming area Adjustment 

Southeast dairy 
(Rice and Steele Counties) -------------·-··-··- 18 

Southwest livestock 
(Martin, Jackson, and Faribault Counties) -····-······-·······-···························· 42 

Northwest crop 

(Clay and Wilkin Counties) -·---------··---··-·--·---·· 37 
Northern dairy 

(Itasca County) ···-····-·-·-·-···········---·············-·····-··-···········-··············-·················-··-·-·······- 16 

Beginning 
farmers 

IS 

24 

6 

4 

Eight counties --·-----··-----·------·---·---- 113 49 

Table 3. Distribution of 162 FHA Borrowers by 
Age. Eight Minnesota Counties, 1955 

Borrowers 

Percent Age of 
borrower Nun:_ber Percent cumulated 

years 
Less than 25 --·· 20 12.4 12.4 

25-28 -·--····-·····--······· 47 29.0 41.4 

29-32 ·-·· ························· 36 22.2 63.6 

33-36 ---··-··--·-· 30 18.5 82.1 
37-40 ---···--·-- 11 6.8 88.9 

41-44 ··-·············-·······-·-·- 12 7.4 96.3 

45-48 ·········-·················--·- 2 1.2 97.5 
49-52 --····---- 3 1.9 99.4 
Older than 52 -·-· I 0.6 100.0 

-- --
Total -··--············---· 162 100.0 

tenants, 35 percent, as compared with 
82 percent in the southwest livestock 
area. This is in line with observations 
that tenancy tends to be highest where 
land values are highest. 

One would anticipate the proportion 
of tenants to be higher among FHA 

borrowers than among all farmers. 
previously indicated, many of 
borrowers were young farmers 
getting established. It is often desi .... hlll 

for the young farmer with limited 
tal to use it to equip and stock an 
quate si2e farm as a tenant rather 
buying an inadequate farm and 
along with less working capital. 

The FHA requires that all tenant 
rowers have a written lease. The 
supervisor usually arranges a 
with the landlord and tenant to 
terms of the lease, planned 
operations, and major features of 
FHA program. It is important that 
landlord understand the terms of 
credit and the responsibilities of 
tenant. If a crop or livestock share 
is involved, the landlord must agree 
the crop and livestock program as 
posed in the farm plan. 

Leasing practices tended to vary 
type-of-farming area. Some types 

Table 4. Tenure of Borrower by Type-of-Farming Area. 162 FHA Borrowers. 
Eight Minnesota Counties, 1955 

Tenant 

Type-of-farming area Number 

Southeast dairy ----·--·----- 25 
Southwest livestock --········-···--···············-···-·······-· 54 
Northwest crop ................................................................ 26 

Northern dairy ··········----·-------······ 7 

Four areas ·····················-··············--·············-···-····· 112 

Percent 

8 

75.7 
81.8 
60.5 
35.0 

69.1 

Part owners 

Number Percent 

2 6.1 
s 7.6 
4 9.3 
5 25.0 

-
16 9.9 

7 
13 
8 

34 

~ were common in certain areas 
..,ct were rarely found in others. As 
sb wn in table 5, 42 percent of the 

0ant borrowers in Rice and Steele 
ten o li counties had 50-5 crop- vestock-share 
~s. In the southwest livestock area, 

110 
percent had crop-share-cash leases. 

This lease calls for a share of the annual 
crops and cash for hay and pasture 
Jand. The most common terms of this 
.-e called for one-half of the corn 
and two-fifths of the small grain. 

crop-share-cash leases were also the 
predominant type in Clay and Wilkin 
counties. The most common lease called 
tor one-third of the crops. 

In better agricultural areas, the de
mand to rent good farms may exceed 
the supply of farms available. Under 
these conditions, landlords are in a 
position to be highly selective in choos
ing tenants and to obtain favorable 
)easing terms. 

An equitable lease is an important 
factor determining the success or failure 
of these FHA borrowers. Several county 
supervisors in southeastern Minnesota 
indicated that many borrowers having 
some types of 50-50 crop-livestock-share 
leases were experiencing difficulty. 

The type of 50-50 livestock-share 
lease that is satisfactory on a meat pro
ducing farm is likely to be inequitable 
on a dairy farm. Either a larger per
centage of the dairy income should go 
to the tenant or there should be some 
adjustment in the sharing of expenses 
in his favor. 

Size of Farm Business 

One factor having an important bear
ing on farm earnings is the size of farm 
business. While larger size does not 
guarantee larger earnings, it does give 
the opportunity for earnings, other 
things being equal. 

Size of farm business as measured by 
total acres operated by the FHA bor
rowers in this study compares favorably 
with the average size of all farms as 
indicated by the 1954 census. The av
erage size of all farms in the eight 
counties surveyed was 199 acres com
pared with 222 acres for the FHA bor
rowers (table 6). The average size farm 
varied by type-of-farming area. In all 
but one area, the northwest crop area, 
the farms of FHA borrowers were 
somewhat larger, on the average, than 
all farms in the area. The average size 
of all farms in Clay and Wilkin counties 
was 343 acres, while the farms of FHA 
borrowers in these counties averaged 
302 acres. Most of the FHA borrowers 
were located in the eastern part of 
these counties out of the Red River 
Valley proper. Farms within the valley 
tend to be larger. This may account for 
the smaller average size farm of FHA 
borrowers. 

Perhaps a better measure of farm size 
is the crop acres operated. A farm may 
be large in total acres, but if it has 
only a few crop acres, earning potential 
may be distinctly limited. The average 
crop acres per farm of the FHA bor-

Table 5. Type of Lease, 123 FHA Tenant Borrowers. Eight Minnesota Counties, 1955 

Cash 

~-~arming area Number Percent 

loutbeast dairy ..... ·-- 7 26.9 
loutbweat livestock 3 5.1 
llor1bwe11 crop ................... 3 10.0 
llortbem dairy 

-·~·~-· 6 75.0 
-

Four areas 
·~·· .. ~··-·-·· 19 15.4 

Type of lease 

Crop-share
cash 

Number Percent 

8 30.8 
47 79.7 

26 86.7 
2 25.0 

-
83 67.5 

9 

Crop-livestock· 
share 

Number Percent 

11 42.3 
9 15.2 

I 3.3 
0 0.0 

-
21 17.1 

Total tenant 
borrowers 

Number Percent 

26 100.0 
59 100.0 
30 100.0 

8 100.0 
--

123 100.0 



Table 6. Average Size of Farms of FHA Borrowers as Compared to Average Size of All 
Farms in Respective Areas. 1955 

Average crop acres 

Counties All farmers FHA 

Southeast dairy ............................................................................................ 
Southwest livestock ..... ................ ·········--···········--················-················ 
Northwest crop ........................................... ······················-··-··················· 
Northern dairy ......................... ·······-·-················· ......................................... 

Four areas ................ ··································································· 

rowers was the same as that of all 
farms in the eight counties, namely, 160 
acres. The average crop acres per bor
rower ranged from 73 acres in Itasca 
county to 223 in Clay and Wilkin coun
ties. The latter was the only area where 
the average crop acres of FHA borrow
ers was less than the average of all 
farms in the area. 

There was considerable variation in 
the crop acres- operated by the borrow
ers in the study. Of particular signifi
cance is the number of borrowers with 
relatively small farms. As shown in 
table 7, 45 percent of the borrowers in 
Itasca county had less than 70 crop 
acres. Nearly 10 percent of the bor
rowers in the southeast dairy area had 
less than 70 crop acres. Thirty percent 
of the borrowers in this area had less 
than 100 crop acres. Farms of this size 
are probably too small to provide an 
adequate living for a farm family under 
present technology. 

FHA county supervisors are urged to 
use minimum resources guides in mak-

102 121 
160 165 184 
296 223 343 

40 73 132 
-- --

160 160 199 

ing lo.ans. Such guides have been 
up by the supervisor in each 
upon consultation with the 
agent, soil conservation men 
others. These guides indicate th~ 
mum number of crop acres, 
and equipment needed by a 
operator for various types of 
most common in the county. An 
ample of a ty pical minimum 
guide for Todd County is shown 
table 8. 

It is impossible to define preciselJ 
minimum size farm in any 
county. It varies with such things 
the productivity of the soil and 
managerial capacity of the 
Nevertheless, these guides should 
of considerable value in a loan 
gram such as this. If the county 
mittee and the supervisor think 
terms of a minimum farm unit in 
proving loans, the chances of 
a loan on a farm that is too small 
provide an adequate income to 
operator should be reduced. 

Table 7. Number of Crop Acres by Type of Farming Area. 162 FHA 
Borrowers. Eight Minnesota Counties, 1955 

Southeast dairy Southwest livestock Northwest crop 

Cumulated Cumulated Cumulated 
Crop acres Number percent Number percent Number percent 

Less than 70 ············-·· 3 9.1 0 0 2 4.6 9 

70- 99 ·····- ................ 7 30.3 5 7.6 1 6.9 4 

100-139 ............................. 11 63.6 18 34.9 7 23.2 7 

140-179 ······················-····· 10 93.9 23 69.7 2 27.9 0 

180-219 ..............•................... 2 100.0 7 80.3 11 53.5 0 

220-259 ·························-······· 0 9 93.9 4 62.8 0 

260 and more .................. 0 4 100.0 16 100.0 0 

- - - -
Total ·······-········-· .. ·· .. ·· 33 66 43 20 
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Table 8. Minimum Resources and Efficiency Required for Successful Family-Type 
Farming. Todd County, Minnesota 

-- Production 
Size of 

A cres and Per acre business in 

Syat~m of 
Crops and number of or per man work 
livestock animals animal Total units 

IGI1DJ.J19 -- days 

Dail'Y• hogs, Cows ··················-··············-·····-····· ......... 14 240 3,360# Bf. 200 

a11d poultry Bull and young stock ............... 8 16 
Hogs (sows and feeders) ...... 5 (8 lit.) 7 56 21 
Hens ........................................................ 250 14 3,500 doz. 55 
Corn ......................................................... 30A 35 1.050 bu. 40 
Silage ....................................................... lOA 17 
Oats ................................................. 20 A 35 700 bu. 14 
Alfalfa ....................................... ...... 20A 2V2 50 T. 16 

Total farm ........................... 160A 379 
Crop acres .... _ . .................. 80A 

MiniJnum equipment: Tractor, plow. cultivator, tractor mower , wagon, drag, fie ld cultivator, loader, side 
delivery rake, corn p lanter, drill, binder , m ilking machine, efficient and adequate buildings. 

Several of the supervisors in the 
counties surveyed indicated a need for 
revision of their minimum resources 
cuides. They felt that their guides 
showed minimums that were too low. 
Recent developments in agricultural 
technology coupled with lower farm 
product pr ices have probably increased 
the minimum size unit in most areas. 

Size of Loans 

As shown in table 9, only 18 percent 
of the bor rowers receiv ed initial loans 
of $7,000. The typical size initial loan 
which is m easured by the median was 
$4,690, that is, half of the initial loans 
were larger and half were smaller than 
this amount. 

If the initial loan is not sufficient to 
satisfy the borrower's needs, supple
mental loans can be made. Of the 162 
borrowers in the study, 84, or 52 per
cent, received supplemental loans. Of 
the borrowers who received supple
mental loans, 70 percent received only 
one such loan and 18 percent received 
two supplemental loans. As shown in 
table 10, 85 percent of these loans were 
less than $2,000 and the median loan 
was $830. 

The total amount loaned to most of 
the borrowers in the study was well be-

11 

Table 9. Size of Initial Loan. 162 FHA 
Borrowers. Eight Minne.;'ota 

Counties, 1955 

Borrowers 

Size of Cumulated 
initial loan Number Percent percent 

Less than $ 1,000 ............ I .6 .6 
$1.000-1.499 ...................... 5 3 .1 3.7 

1.500-1,999 ...................... 9 5.6 9.3 
2,000-2,499 .................... 10 6 .2 15.5 
2,500-2,999 ...................... 10 6.2 21.7 
3,000-3.499 ........................ 10 6.2 27.9 
3,500-3,999 ........................ 20 12.3 40 .2 
4,000-4.499 ........................ 11 6.8 47.0 
4,500-4.999 ................... 9 5.6 52.6 
5,000-5,499 ··········-··········· 7 4.3 56.9 
5,500-5,999 ...................... 17 10.5 67.4 
6,000-6,499 ........................ 14 8.6 76.0 
6,500-6,999 .............. 9 5.6 81.6 
7,000 .......................... ......... 30 18.4 100.0 

--
Total ................................. 162 

Table 10. Size of Supplemental Loans. 162 FHA 
Borrowers, Eight Minnesota Counties. 1955 

Borrowers 

Size of supple- Cumulated 
menta! loan Number Percent percent 

Less than $250 . 4 3.1 3.1 
$ 250- 499 ................... 18 14.2 17.3 

500- 749 ................... 35 27.6 44.9 
750-1 ,249 ....... 26 20.5 65.4 

1,250-1.999 ..................... 25 19.7 85.1 
2,000-2,999 ........... 12 9.4 94.5 
3,000-4,999 ................... 7 5.5 100.0 

Total ............... 127 100.0 



low the $10,000 maximum. The largest 
loan was $9,700. The median total 
amount loaned was $5,850. 

Use of Loan Funds 

Before a loan is made the borrower's 
capital needs are reviewed carefully by 
the county supervisor. A detailed 
budget is drawn up which includes 
amounts and uses to which the loan 
funds are to be put. Loan funds cannot 
be used for purposes other than those 
stipulated in the budget without obtain
ing approval of the county supervisor. 
All checks drawn by the borrower on 
loan funds must be countersigned by 
the county supervisor. 

As shown in table 11, approximately 
two-thirds of the funds of initial loans 
were used for the purchase of inter
mediate-term assets, such as livestock, 
machinery, and equipment. The largest 
share of the funds obtained on initial 
loans was used for livestock purchases, 
41 percent on the average. This was 
true for each individual type-of-farming 
area as well. Most of the livestock pur
chased was dairy cows or breeding live
stock such as brood sows. About one
fourth of the average initial loan was 
for purchases of machinery and equip
ment. 

Refinancing was also an important 
use of the loan funds of initial loans, 
taking 22 percent on the average. How
ever, when this study was made, re
financing could not be the major pur
pose of a loan. In other words, refinanc
ing had to be secondary to the credit 

advanced for major adjustments in 
borrower's farming operation, such 
expansion of the livestock entern..: •• -:l 
Most of such refinancing involves 
or production credit association 
mortgage loans. The borrowers neecsm, 
refinancing could not obtain necessar, 
credit from banks and PCA's for ex. 
pansion or adjustments in their opera. 
tions. Inadequate collateral or low in
come was usually the reason. 

Nearly one-half of the funds 
vanced on supplemental loans went 
purchases of machinery and equipment 
Twenty-two percent were used for live
stock purchases. While only 11 percent 
of the initial loan funds were used for 
operating expenses, 26 percent of 
supplemental loan funds were advanced 
for this purpose. 

Terms and( Repayment 
of Loans 

The fact that a large proportion 
operating loan funds was used for 
purchase of intermediate-term 
suggests that the length of time 
quired by borrowers to repay the 
would usually exceed one year. At 
time of this study, the maximum 
payment period was 7 years. This 
revealed that the period freq 
approaches this limit. As shown in 
12, only 13 percent of the initial 
had terms of less than 5 years, 
about 53 percent had terms of 6 1~ or 
years. 

The promissory note for such 
coincides with the length of the 

Table 11. A Breakdown of the Average Initial and Supplemental Loan by Use of Loan 
Funds. 162 FHA Borrowers, Eight Minnesota Counties. 1955 

Use of loan funds 

Refinance .... ····················~········--··-.. ·-·······-··-····-···-······················-··-·········· 
Livestock ..... . 
Machinery and equipment ........... ----···· .... ---------.. ----
Operating expense ---------.. ·-------- ...... -------

Average Joan 

Initial loans 

Amount 

$1,010 
1,910 
1.220 

490 

$4,630 

12 

Percent 

21.8 
41.2 
26.3 
10.7 

100.0 

258 
556 
304 

$1,171 

table 12. Term of Initial Loan. 162 FHA 
Borrowers. Eight Minnesota 

Counties. 1955 

Initial loans 

term of loans Number Per t Cumulated .--- cen percent 

years 
a.-a than 4.0 .. 

t.0-4.4 
U·4.9 
!JI-5.4 
u-5·9 
1,0-i-4 
1.5-'-9 
u 

3 

17 
34 
12 
8 

61 
26 

- --- 162 

1.9 1.9 
.6 2.5 

!0.5 !3.0 
21.0 34.0 
7.4 41.4 
4.9 46.3 

37.7 84.0 
16.0 100.0 
--

100.0 

ment program with prov1s10ns for in
stallments geared to anticipated farm 
income. The chattel mortgage on the 
borrower's crops, livestock, and equip
ment which secures the note is renewed 
periodically, usually once a year, to 
keep it up to date. The purpose of the 
improvements and adjustments facili
tated through the loan is to increase 
farm earning capacity. Consequently, 
the size of repayment installments are 
made to increase over the life of the 
loan {figure 3). 

The length of the repayment period 
for supplemental loans was shorter than 
that of initial loans because these often 
are used for operating expenses. Such 
loan funds must be repaid out of the 
currt•nt year's income. One-third of the 
supplemental loans had terms of less 
than 1 year (table 13). When supple
mental loans are used for capital pur
dlast>s, the r epayment period is longer. 
Approximately 55 per cent of the sup
plemental loans had terms of 4 years 
or more. 

How closely did the borrowers meet 
the scheduled installments on their 
loans? Of the 562 fully repaid install
ments made by the 162 borrowers, 48 
percent were paid on or before the due 
date, while 52 percent were paid after 
the due date. As table 14 shows, 46 per
ctDt of the postpaid installments were 
Dlid within 1 month after the due 

13 

date. Nearly one-quarter were not paid 
until 6 months after the due date. 

Financial ?regress of Borrowers 

The average borrowers in this study 
had been on the program approximately 
2lh years. A comparison of the average 
beginning and ending financial state
ments of these borrowers is a means of 
evaluating financial progress. 

The financial statement as taken from 
the first farm and home plans shows the 
financial resources of the borrowers be
fore receiving FHA credit. The average 
borrower had total assets of $10,339 
when he started. As of January 1, 1955, 
the average borrower's total assets. 
amounted to $15,328. Nearly all of the 
increase in total assets came in ma
chinery, livestock, and crops. Livestock 
increased from 13 to 23 percent of total 
assets. In fact, livestock showed the 
greatest increase both in absolute 
amounts and as a percentage of total 
assets (table 15). 

Average net worth increased from 
$5,787 to $7,561, an increase of approxi
mately $710 per year. As a percentage 
of total assets, however, net worth de
clined from 56 percent to 49 percent. 
This is not surprising since these bor
rowers had taken on new debts in the 
form of an FHA loan. 

These data show that the financial 
progress of the borrowers, on the aver-

Table 13. Term of Supplemental Loans. 162 
FHA Borrowers. Eight Minnesota 

Counties, 1955 

Supplemental loans 

Cumulated 
Term of loan Number Percent percent 

years 
Less tha n 1 .. ---------------- 42 33.1 33.1 
1.0-1.9 .......... ___________________________ 5 3.9 37.0 
2.0-2.9 ----------.. -----·----........... 3 2.4 39.4 
3.0-3.9 ... ---------.. ------------------- 7 5.5 44.9 
4.0-4.9 ---·-.. ----·-·------"-·" 31 24.4 69.3 
5.0-5.9 ........ _______________ 24 18.9 88.2 
6.0-over ------------- 15 l1 .8 100.0 

--
Total __ ------------ 127 100.0 

:I 
i ·, 
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Fig. 3. FHA promissory note and chattel mortgage. The term of the note coincides wttJa 
anticipated length of the repayment period. The chattel mortgage. which s ecures the note. 
renewed periodically to keep it current. 
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14. Classification of 562 Paid Installments on FHA Operating Loans as to Whether They 
fCJble Were Paid Before or After the Due Date, Eight Minnesota Counties. 1955 

z,.o
9

th of time in Prior satisfaction 
.,oaths from due date and on due date 

a.- than 

l 
I 

' 4-6 

I -- ·-·- ·------··-····----··-·····---- 78 
-- ----··-····-··----·--·-·-······-----···---····- 67 

7-12 
Nor• than 12 

37 
24 
15 
18 
33 

272 

Number ot installments 

Post 
Percent satisfaction Percent 

28.7 75 25.9 
24.7 57 19.7 
13.6 25 8.6 
8.8 22 7.6 
5.5 41 14.1 
6.6 36 12.4 

12.1 34 11.7 

-- -- --
100.0 290 100.0 

age, has been comparatively slow. It 
should be pointed out, however, that 
farm prices declined over this period. It 
is more difficult for young farmers such 

85 these, who have a heavy debt load, 
to absorb price declines. The index of 
Minnesota farm prices declined from 
212 (1935-39 = 100) in June, 1952, to 201 
In January, 1955, a decline of 26 per
cent. Moreover, in intermediate credit 
such as this where farm adjustment and 

reorganization are frequently involved, 
earning capacity may not reach its 
maximum until the latter years of the 
loan. 

Size of farm business, as represented 
by total farm assets, varied appreciably 
by type-of-farming area. As of January 
1, 1955, average total assets ranged from 
$17,783 in the southwest livestock area 
to $9,781 in Itasca county. Average total 
assets for the southeast dairy area and 

Table 15. Average Beginning and Ending Financial Statements, 162 FHA Borrowers, 
Eight Minnesota Counties• 

Beginning 

Assets 

QWck assets ····- ·-······--···-·-··-·-·-----·········--·----·········-··· 
Crops. seed, and feed ··--·-·-······· ····--··-·---····-····--·---···--·----
Productive liveslock --· ··---· ··-·-·--·--·--··--·-·
llachinory and equipment ---·--····---·····-···--·---
Pianllture and household goods -······-···-··-····-·-·····--·-···---·-···-··
Laad and buildings ---········---········ 

Total assets 

Dollars 

267 
817 

1.334 
2,636 
1.164 
4,121 

10,339 

Liabilities and net worth 

~11 payable·········-·····-·-···-··-···--·······--·-··--·······--··-·-···-···-·········-··· 445 
OU..r unsecured debts --···--··-·-··-·----·--·-··--··-----··--··· 59 
I'IIA chattel debts --···----·----·--··----·-····-------------
Oilier secured debts ---··--·--- ·-·----····----·-··--·-- 1.576 

Total liabilities other than land debt ·--···-···-··--······--····-·--· 
Land debt 

Total liabilities 
Net worth ···---......... -.................................. -......................... -............... __ _ 

2,080 
2,472 

4,552 
5,787 

Percent 

2.6 
7.9 

12.9 
25.4 
11.3 
38.9 

100.0 

4.3 
.6 

15.2 

20.1 
23.9 

44.0 
56.0 

folalliabilities and net worth ..... -···-·--- 10,339 100.0 

Ending 
(January, 1955) 

Dollars Percent 

200 1.3 
1.530 10.0 
3,482 22.7 
4,180 27.3 
1,351 8.8 
4,585 29.9 
-

15,328 100.0 

737 4.8 
46 .3 

3 ,758 24.5 
707 4.6 

-- --
5,248 34.2 
2,519 16.5 
-

7,767 50.7 
7,561 44.3 
--
15,328 100.0 

• The ending financial statement was taken as of January 1, 1955, for all borrowers. The begin . 
.... llatement, however, was taken as of the date when the individual borrowers entered the program. 
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Table 16. Change in Net Worth from Beginning Financial Statement to January 1. 1955 
162 FHA Borrowers, Eight Minnesota Counties ' 

Borrowera showing 
increase 

Change in net worth Number Percent 
---

Less than $1.000 ......... -------·-·--·-·--···--·-·····-··---· 28 23.3 

$1,000-2,999 ...... ·-···--··--············-----··-········-·-·-··-······-···-···--···-··· 42 35.0 
3,000-4,999 ..... ...... ....................................................................................... 28 23.3 4 
5,000-6,999 ................................. ...... ................................ ........................... 12 10.0 0 

7,000 and more -------·-···-·-·-············ .. ·····-···-·························-····· 10 8.4 2 
-- -

Total' ---··-----···-··-----·-·-------.. --······-···---·-· 120 100.0 40 

• Two borrowers bad no change in net worth. 

the northwest crop area were $17,165 
and $12,730, respectively. FHA chattel 
debt was also higher in the southern 
areas. Net worth also increased more 
in the southern areas. The increase in 
net worth from the beginning financial 
statement to January 1, 1955, was $2,670 
in the southwest livestock area. In the 
southeast dairy area, net worth in
creased by $2,428. In the northwest crop 
area and Itasca county the increases 
were $136 and $1,286, respectively. 

Individual borrowers varied consid
erably in changes in net worth. Of the 
162 borrowers, 120, 75 percent, showed 
increases in net worth while 40 had 
decreases (table 16). About 58 percent 
of those with increased net worth 
showed increases of less than $3,000. 
However, nearly 20 percent had in
creases of $5,000 or more. This indicates 
that some of the borrowers had made 
substantial financial progress in the 
program. Of the 40 borrowers showing 
a decrease in net worth, 85 percent 
had decreases of less than $3,000. 

It was previously pointed out that 
the average borrower in this study had 
an owner equity in his farm business 
of about 50 percent as of January 1, 
1955. However, there was considerable 
variation in the owner equity of the 
individual borrowers. As shown in 
table 17, only about 20 percent had 
owner equities of 65 percent or more 

Table 17. Distribution of 162 FHA Bono-.l 
Net Worth to Total Assets Ratio, January 1, 

1955, Eight Minnesota Counties 

Net worth to 
total assets ratio Number 

Less than .IS -·-·- 3 1.9 
.15-.24 --····---·-···-·-- 9 5.6 
.25-.34 ............. -···-···-·--·---··· 18 1l.J 
.35-.44 ....................................... 34 21.0 
.45-.54 ....................................... 42 25.9 

.55-.64 --········-···-·················· 25 15.4 

.65-.74 ....................................... 19 11.7 

.75-.84 -···-·-··---··--··--·- 9 5.6 
More than .84 ____ 3 1.8 

Total ...... -·----· 162 100.0 

while 20 percent had equities of 
than 35 percent. These low equity 
point to the relatively high debt 
that these borrowers were carrying. 

How high a debt load can established 
farmers carry? William Cavert, Directoe;~ 
of Research for the Farm Credit 
ministration of St. Paul, made a 
of this problem. Cavert reports that 
earnings of a substantial proportion 
the 160 farmers in the southeast 
management service in the years 
through 1952 would have fallen 
short of the amount needed to carry 
debt equivalent to 50 percent of 
assets.• These farmers are 
average both as to size of farm 
and ability. It is not surprising, 

• Farm Credit Administration of St. Paul, Can Capable Farmers Handle Debts .. ~ ....... ~ 
to 50 Percent of Assets? Circular 54-4, March 3, 1954. 
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quently, that these FHA borrowers, 

111
anY of whose debts exceed 50 per

cent of their assets, would show com
paratively slow financial progress. This 
would be particularly true in recent 
years when farm income has been de-

clining. 

Income and Expense Analysis 

Complete income and expense rec
ords of each borrower were taken from 
the 1954 records. Analysis of these data 
throws light on the debt repayment 
ability of the borrowers. 

Average borrower income and ex
pense statements for each type-of-farm
ing area are shown in table 18. Gross 
cash farm income ranged from $6,870 
in the southwest livestock area to $1,630 
in Itasca county. Cash farm operating 
expenses also were the highest in the 
southwest livestock area. The net farm 
income over operating expenses was the 
same in this area as in the southeast 
dairy area, $2,240. Net farm income 
over farm operating expense was only 
$260 in Itasca county. 

The amount of income from all 
sources other than farming varied by 
type-of-farming area, being highest in 
Itasca county where it averaged $1,910. 
In this area, in fact, nonfarm income 
exceeded gross farm income by $540. It 
was also high in the northwest crop 
area where it averaged $1,350. Nonfarm 
income averaged $610 and $560 in the 
southwest livestock and southeast dairy 
areas, respectively. 

Net farm income and nonfarm income 
provide the means for family living, 
capital outlays, and debt repayment. 
This ranged from $2,850 in the south
east dairy area to $2,170 in Itasca 
county. 

Capital expenditures of borrowers in 
the southwest livestock and southeast 
dairy areas exceeded the amount avail
able for that purpose by $940 and $220, 
respectively. In other words, the aver
age borrower in these areas went fur
ther into debt by these amounts during 
1954. The average borrower in the 
northwest crop area and Itasca county 
applied $450 and $570, respectively, 
toward the repayment of debts. 

Table 18. Average Income and Expense Statements by Type-of-Farming Area, 162 FHA 
Borrowers, Eight Minnesota Counties, for Year 1954 

Caah farm income ~··-·-·---·-····-··--·-··-···-----··---·--
Cash farm opera ting expense -------·-----·-·-·--· 

Net over operating expense ·-·-·······-·······--···-····-··············-
Nonfarm income ........................................................................... _ ........ . 

AYaliable for Jiving, capital expenditure, and debt 
repayment ............................................................................................. . 

Cash family Jiving expense 

AYailable for capital expenditure and debt repay-

ment -· ... ·--·-.... ·-·-·--···-· ---·---
Capital expenditures -----····-----······-----·····--

AYailable for debt repayment 
lanotment in machinery Janua 
Alulual depreciation 20 percent per year 
Eac.u of capital expenditures over depr 
Amount available for debt repayment if capital 

expenditures were restricted to replacements --
TOia1 nonreal estate debt January l, 1955 ____ _ 

T01a1 land debt January 1, 1955 --··-----·----·-

Southeast 
dairy 

$5,560 
3,320 

2,240 
610 

2,850 
1.410 

1,440 
1,660 

-220 
4,052 

810 
850 

630 
$6,198 
$3,348 
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Southwest 
livestock 

$6,870 
4,630 

2,240 
560 

2,800 
1,610 

l,l90 
2,130 

-940 
5,050 
1,010 
1,120 

180 
$6,513 
$2,388 

Northwest 
crop 

$3,960 
2,610 

1,350 
1,350 

2,700 
1,300 

1,400 
950 

450 
3,660 

732 
218 

668 
$3,785 
$2,650 

Northern 
dairy 

$1,630 
1.370 

260 
1.910 

2,170 
1.270 

900 
330 

570 
2,641 

528 
-198 

372 
$2,651 
$1.300 

I 

! jl l 
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In three out of the four areas pur
chases of machinery and equipment in 
1954 exceeded depreciation, assuming 
an annual depreciation rate of 20 per
cent.• If capital expenditures had been 
restricted to replacements, the amount 
that would have been available for debt 
repayment would have been about $630 
in the southeast dairy area, $180 in the 
southwest livestock area, $668 in the 
northwest crop area, and $372 in Itasca 
county. The average debts, both nonreal 
estate and real estate, of the borrowers 
in the four areas also are shown in table 
18. Assuming debt repayment capacity 
at the 1954 level, it would take the av
erage borrower in the northwest crop 
area about 6lh years to repay his non
real estate debts, if the real estate debt 
were amortized ~ on a 30-year basis. 
Under the same assumptions, nonreal 
estate debts would be repaid in 8 years 
in Itasca county and 12 years in the 
southeast dairy area. A much longer 
period of time would be required in 
the southwest livestock area. 

It is of interest to note that in Itasca 
county the average farming operation 
did not carry itself. Net cash farm in
come in this area averaged only $260. 
This is not sufficient to cover the de
preciation of machinery and equipment 
which would amount to approximately 
$528. However, the above net cash farm 
income is not wholly indicative of the 
value of the farming operations to the 
family. The cash farm income, for ex
ample, does not include the cash value 
of food produced on the farm for home 
use. In addition, the farm may have 
provided less expensive housing for the 
family than if they had lived elsewhere. 
It is significant that when nonfarm in
come is added to net farm income in 
Itasca county, the resultant amount 
available for family living, capital ex
penditures, and debt repayment com
pares favorably with other areas. 

At the time of this study, FHA lend. 
ing authority did not provide for loana 
to part-time farmers. Loans could be 
made only on adequate sized family 
farms where the prospects were reason. 
ably good that the farming operation 
would yield enough to pay the operat. 
ing expense, family living, and repay. 
ment of debts. Loans could not be made 
to farmers who were relying signift. 
cantly on nonfarm work. As a result, 
few new loans were being made in 
Itasca county in 1955 since part-time 
farming is very common in this area. 

A recent change in FHA lending 
authority, however, provides for Joana 
to part-time farmers. This, together 
with several other changes in FHA 
regulations, will be discussed subse
quently. 

Importance of Careful 
Selection 

A review of the cases of borrowers 
who left the program during the five 
fiscal years, 1950-54, gives some indi
cation of the effectiveness of the selec
tion of borrowers. For this period 8 per
cent of those leaving the program be
came collection cases, 28 percent repaid 
in full but discontinued farming, while 
63 percent repaid their loans and con
tinued to farm (table 19). "Collection 
cases" are those who have not repaid 
all of their debt and for whom no chat
tel or real estate security remains to 
support the loan. 

The fact that nearly 40 percent of the 
borrowers involved in this classification 
did not become established farmers in· 
dicates the importance of utmost care 
in selection to hold losses and disap
pointments to a minimum. 

Evaluation of a man's character 
prospects for success depend mainly 
judgment. The committee is aided 

• A substantial share of the machinery of these borrowers was used machinery 
purchased. 
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Table 19. Borrowers Reclassified from the Supervised Active Caseload Durlnq 
Specified Fiscal Years, Minnesota• 

====-- Nonsupervised 
Paid -up 

Total active and Did not continue Continued 
borrowers collection only to farm to farm 

Number Percent Number Percent Number Percent Number Percent 
year 
~- I. 1949-June 30, 1950 978 100.0 88 9.0 244 24.9 646 66.1 

Julf I. !950-July I. J95L. 1.303 100.0 82 6.3 452 34.7 769 59.0 

Julf I. !951-July I, 1952 •. - 1.186 100.0 119 10.0 347 29.3 720 60.7 

Julf I. !952-July I. 1953 .... 864 100.0 67 7.8 246 28.5 551 63.8 

Julf I. !953-July I. 1954- 789 100.0 65 8.2 169 21.4 555 70.3 
-- -- -- - -- -- -- --

total .... ----·· 5,120 100.0 421 8.2 1,458 28.5 3,241 63.3 

• Source: Farmers Home Administration, Washington Office. 

reference letters and other inquiries in 
making decisions on applicants. Also, 
one or more of the committee may per
sonally know the applicant. Neverthe
less, the screening process is difficult 
and mistakes are inevitable. The best 
that can be hoped for is to minimize 
the errors in selecting applicants. 

Changes in FHA 
Lending Authority 

An act of Congress in 1956 broadened 
the Jmding authority of the Farmers 
Home Administration, liberalized the 
regulatiOns, and provided additional 
funds. The changes come in four major 
catt•gories. 

I. The loan limit on operating loans, 
that is, those financing purchases of 
farm equipment, livestock, etc., was 
raisPd from $10,000 to $20,000. 

2. The repayment period on operat
ing loans may be extended from 7 to 
10 years in hardship cases. 

3. Refinancing of existing debts pre
VIously could not be the major purpose 
of a loan. Now loans to refinance exist
ing debts on both farm chattels and 
farm real estate are permitted. 

4. Authority was added to permit 
loans to part-time farmers. To be eli
gible an individual must be a bona fide 
farmer who is currently depending on 
farming for the major portion of his 
livelihood. 
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The broadened lending authority may 
enable the FHA to be of greater assist
ance to young farmers with limited 
capital. However, successful operation 
will call for even more careful selection. 

Summary and 
Conclusions 

This study analyzes 162 operating 
loans of the Farmers Home Administra
tion in eight Minnesota counties. Nearly 
one-third of the borrowers were be
ginning farmers. The average age of all 
borrowers was 31 years. 

Nearly 70 percent were tenants, 10 
percent were part owners, and 21 per
cent were owners. However, tenure of 
borrowers varied by type-of-farming 
area. The FHA requires all tenants to 
have a written lease. The most com
mon lease in the southeast dairy area 
was a 50-50 crop-livestock-share. Crop
share-cash leases were the predominant 
type in the southwest livestock area 
and the northwest crop area. An equit
able lease is an important factor affect
ing progress of borrowers. 

Size of farm business has an impor
tant bearing on farm earnings. The 
average size of all farms in the eight 
counties surveyed was 199 acres com
pared with 222 acres for the FHA bor
rowers. There was considerable varia
tion in size of farms of individual bor
rowers. Thirty percent of the borrowers 
in the southeast dairy area had less 



than 100 e:rop acres. Farms of this size 
may be too small to provide an ade
quate living. FHA county supervisors 
are urged to use minimum resources 
guides as a precaution against making 
loans on farms that are too small. 

The median initial loan was $4,690. 
Approximately half of the borrowers 
also received supplemental loans. The 
median supplemental loan was $830. 

The largest share of initial loan funds 
were used for livestock purchases, 41 
percent on the average. Machinery pur
chases and refinancing accounted for 26 
and 22 percent, respectively, of the 
initial loan funds. Nearly one-half of 
the supplemental loan funds were used 
for machinery purchases and about one
quarter of the supplemental loan funds 
were used for OR_erating expense. 

More than half of the initial loans 
had terms of 6lh or 7 years. The loans 
were set up with installments geared 
to anticipated farm income over the life 
of the loan. The chattel mortgage that 
secures the promissory note was re
newed periodically to keep it current. 

The average borrower had been on 
the program for about 2lh years. He 
started with total assets that averaged 
$10,339 and these had increased to 
$15,328 on January 1, 1955. Average net 
worth increased from $5,787 to $7,561. 
Of the 162 borrowers, 120 showed in
creases in net worth while 40 showed 
decreases. The average borrower had 
an owner equity in his farm business 
of about 50 percent on January 1, 1955. 
However, there was considerable varia
tion in owner equity of individual bor
rowers. Nearly 20 percent had equities 
of less than 35 percent. This points up 
the relatively high debt load that these 
borrowers are carrying. 
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Income and expense records of 
borrowers in 1954 showed that net 
income over farm operating 
ranged from $2,240 in the 
dairy and southwest livestock 
$260 in Itasca county. Income 
sources other than farming was 
stantial in Itasca county and the 
west crop area where it averaged 
and $1,350, respectively. 

Net farm income and nonfarm 
provide the means for family 
capital outlays, and debt 
The range in this amount was 
between areas. It ranged from 
in the southeast dairy area to 
in Itasca county. 

The average borrower in the 
west livestock and southeast dairy 
went further into debt by $940 and 
respectively, during 1954. Capital 
penditures averaged more than 
amount available for this purpose 
these areas. The average borrower 
the northern areas applied about 
toward repayment of debts. 

Approximately 60 percent of the 
rowers who left the program 
the five fiscal years 1950-54 repaid 
loans in full and continued to farm. 
remaining 40 percent did not 
established in farming. This 
the importance of utmost care in 
tion of applicants to hold losses 
disappointments to a minimum. 

Broadened lending authority was 
vided by Congress in 1956. The 
ers Home Administration can now 
larger loans for longer terms, 
part-time farmers, and loans 
financing is the major purpose. 
will enable the agency to be of 
assistance to young farmers, but 
cessful operation will call for 
more careful selection. 
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