
have had the guidance of carefully kept 
and systematically analysed records of 
their production methods and their fi
nancial operations. That these records 
have been a useful guide to them is in
dicated by the fact that their earnings 
are not only materially higher than the 
average earnings of other farms in the 
area, but they have been increased from 
year to year by a much larger amount 
than could be accounted for by changes 
in the price level. 

The authors have had an opportunity 
over the 25 years of this study to ob-

• 

serve the use the farmers have 
their records in planning ch 
their farm organization and 
to changing conditions. With the 
creasing size of farm business, the 
variety of new techniques 
available, the need for much more 
ital per farm unit, and the narr0 .. ~ 
margin between cash receipts and 
expenses, adequate farm records 
curately kept and carefully 
will become increasingly 
the future as a guide to successful 
cial management. 
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FINANCING FARMS 
with 100 Percent Loans 

An Analysis of Farmers Home Administration 

Ownership Loans in Minnesota 

Peter Heimberger and Reynold Dahl 1 

THE FARMERS HOME ADMINISTRATION, an agency of the 
United States Department of Agriculture, extends farm own

ership loans to families to assist them in becoming firmly estab
lished as farm owners. Farm ownership loans are made to tenants, 
farm laborers, sharecroppers, and owners of inadequately sized, 
underdeveloped farms. These loans can be used for the purchase 
of farms and, in the case of farm owners, for the enlargement or 
improvement of farms. 

There are certain unique features of 
thiS program which make a study of its 

·tivitics particularly important. For 
,ne thing, the program represents an 
·xtension of government credit in 
hich a part of the costs incurred is 
·t covered by the interest rate on the 

loans. 'furthermore, borrowers must be 
unable to obtain mortgage credit from 
commercial lenders on reasonable 
tfrms. This means that the loans are 
,f a risky nature, primarily because 
.he borrowers lack sufficient collateral. 
Farm ownership loans are made up to 
100 percent of the appraised value of 
farms. Thus, in many instances, bor
rowers have heavy debt loads with 

correspondingly high annual fixed pay
ments to be made from annual income. 

What is the scope of this program in 
Minnesota? What are the characteristics 
of these loans? On what size farms are 
the loans made? What is the income of 
borrowers relative to their debts? These 
are some of the questions which 
prompted this study of FHA farm own
ership loans in Minnesota. • 

Scope of the Study and 
Sources of Data 

A detailed study of 189 FHA farm 
ownership loans was made in nine 
counties in Minnesota. These counties 

1 
Peter Helm berger is a former staff member; Reynold Dahl is Assistant Professor, Depart

l!llellt of Agricultural Economics. The authors acknowledge with appreciation the assistance of 
~.._B. Jesness and E. Fred Koller of the Department of Agricultural Economics. Appreciation is 
_,expressed to the state FHA staff and the county supervisors. 

~
1 

For a study of FHA OJ?eratlng loans, see Reynold P. Dahl, Operating Loans of the Farmers 
Administration in Mmnesota, University of Minnesota Agricultural Experiment Station 

No. 443, June 1957. 
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Fig. 1. The counties and number of borrowers included In the survey. 

were selected as representative of dif
ferent types-of-farming areas. The sur
vey counties and the total number of 
farm ownership borrowers in each are 
shown in figure 1. The number of bor
rowers ranged from 10 in Olmsted 
County to 46 in Pope County. Only 
active borrowers were included in the 
study. 

6 

Information obtained on 
rower included the amount 
pose of the loan, repayment 
nancial progress during the 
the loan, the 1955 income and 
statement, and other important 
of the borrower's financial situaUOIIol 

Other data used in the analysis 
obtained from the state and 

oiJceB of the Farmers Home Adminis
tration. Before proceeding with the 
aaaJYSis of the loan sample, the de
weJopment, procedures, and scope of 
tbil program will be described. 

Development and Scope 
of the Program 

The Bankhead-Janes Farm Tenant 
Ad was passed by Congress in 1937. 
It authorized government funds for 
JoaDS to tenant farmers, croppers, and 
firm laborers for purchasi?g farms. 

Changes in 1946 authorized loans to 
farm owners for farm enlargement or 
improvement, gave preference to vet
erans. and authorized a mortgage insur
ance system to attract private capital. 
In 1956, provision was made for loans 
to farm owners for debt refinancing. 

The emphasis in the FHA farm own
tnhiP loan program has changed over 
tbe years with shifts in farm pros
perity. The program had its inception 
during years of depressed farm income, 
and in its early years loans were made 
on small farms with little emphasis on 
eftlcient-sized farm units. With the rise 
ln farm income associated with World 
War II came a change in policy with 
.-pect to farm size. The Farmers Home 
Administration Act of 1946 stressed the 
Importance of making loans on efficient 
family-type farms. Recently, however, 
alter a period of falling farm incomes 
FHA loan policy was liberalized. In 
1156 Congress authorized farm owner
lhip loans where the major purpose of 
tbe loan is refinancing of debts. The 
rHA now has authority to make loans 
for refinancing debts on both family
llized and less than family-sized farms. 
A further change is that the average 
value of family-type farms in the 
county is a limiting factor on the 
amount that can be loaned only when 
tbe loan is being made to acquire or 
tlllarge a farm. The comparable limit 
fGr farm development and improvement 
bns is now the "fair and reasonable" 
value of the farm. 
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Table I. Farm Mortgage Debt: Total Outs tand· 
lng and Amounts Held by the FHA, 

Minnesota. January 1 

Total farm 

Year 
Amount of mortqHAe 

debt held by F 
mortgage 

debt 

1,000 percent 1,000 
dollars o!tota1 dollars 

1950 .......................... 6,038 2.2 276,807 
1951 _, ....................... 6,854 2.2 306,104 
1952 ........................... 7,120 2.1 335,796 
1953 .............................. 7,446 2.1 361,646 
1954 ............................. 7,459 2.0 382,598 
1955 ___ ,, ____ 7,653 1.9 410,503 
1956 ...... ___ , .... ,_ 7,423 1.6 452,533 
1957 ----------- 7,508 1.5 489,874 

At present, farm ownership loans held 
by the FHA constitute a small propor
tion of the total farm mortgage debt in 
Minnesota (table 1). In 1957, FHA loans 
outstanding totaled $7.5 million, or 1.5 
percent of the total farm mortgage debt 
in the state. In fact, the FHA's share of 
the total has decreased slightly since 
1950. For the United States as of 1957, 
FHA loans outstanding totaled $290 
million, which was 2.9 percent of the 
total farm mortgage debt. In the fiscal 
years 1948 through 1955, the amount of 
FHA farm ownership loans made in 
Minnesota averaged $1,067,761 per year. 
In the fiscal year 1957, $1,751,015 in 
FHA farm ownership loans were made 
in Minnesota. While the amount of 
these loans has varied from year to 
year, the program has not been expand
ed significantly since its inception. 

FHA farm ownership loans are of two 
types, direct and insured. Direct loans 
are made out of funds appropriated an
nually by Congress for this purpose. 
The funds for insured loans are ad
vanced by private lenders such as 
banks and insurance companies. They 
are insured by the government. As 
shown in table 2, the number of both 
direct and insured loans made in Min
nesota each year has fluctuated consid
erably since 1948. The number of in
sured loans has fluctuated more than 
that of direct loans. A variation in the 
number of applicants having the re
quired 10 percent downpayment for an 
insured loan is one factor. Another is 



the relative attractiveness of the rate 
of return on such loans to private in
vestors. This fluctuates with rates on 
alternative investment of funds. In 
1954 the rate to the lender on insured 
loans was increased from 3 to 3.5 per
cent to attract more private capital. A 
further change in 1955 with this end 
in mind made the government the 
mortgagee for an insured farm owner
ship loan. The lender holds the note. 
Formerly the lender was the mortgagee 
and held both the mortgage and the 
note. As a result of this change, insured 
FHA loans are no longer classified as 
real-estate loans, and lenders, such as 
banks, who have limitations on the 
amount of real-estate paper they may 
hold, can participate to a greater extent. 

The volume of insured loans made in 
the United States in fiscal 1955 in
creased 80 ,percent over the previous 
year. With rises in other interest rates, 
insured FHA loans may again be rela
tively unattractive to lenders. 

As to the geographical distribution 
of loans in Minnesota, most of the loans 
are made in the north and relatively 
few are made in the south (figure 2). 
Roughly speaking, the higher the land 
values, the higher the tenancy rates and 
the lower the number of farm owner
ship loans made. In southern Minne
sota, market value of farms is often 
considerably higher than earning
capacity value as determined by an 
FHA appraiser. Therefore, a borrower 
must have considerable capital of his 
own even with a 100 percent loan. 

Procedures of the Fann 
Ownership Program 

The farm ownership program is 
ministered at the local level by 
supervisors and county committees. 
county committee consists of three 
members; two must be farmers. 
main functions of a county committi 
are to certify as to the reasonable 
of farms and applicants' eligibility, 

Borrowers come into contact with 
FHA almost solely through the 
supervisors. In addition to admuulfl 
ing the loan, the supervisors advise 
direct the borrowers on proper 
management and financial procedm. 

Direct loans can be made for 
cent of the appraised value of the 
whereas the recipient of an insured 
must have a 10-percent 
Farm ownership loans are 
over a 40-year period, and at 
the interest rate is 41h percent. 
ed loans, the commercial lender 
31h percent and the FHA 1 percent. 

An upper limit is placed on the 
of loan when the purpose of the 
is to acquire or enlarge a farm. 
limit is the average value of 
type farms as determined for 
county by recommendation of the 
county committee. As to the 
size, the aim is that the loan plus 
borrower's capital be sufficient to 
able the borrower to establish a 

An efficient-sill 

Table 2. Number of Direct and Insured Initial Farm Ownership Loans Made in Minnnola 
during the Fiscal Years 1948-1955 

Insured loans 
Year 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 

Number 
33 
92 

···--·········· .. -····-······-··-·-·····--·--··-·-- 116 
93 
6 

25 
13 
45 
48 
87 

8 

Percent 
29.5 
54.1 
48.5 
47.7 
13.6 
28.7 
25.0 
48.4 
47.5 
53.7 

78 
123 
102 
38 
62 
39 
48 
53 
75 

45.9 
51.5 
52.3 
86.4 
71.3 
75.0 
51.6 
52.5 
46.3 

Proportion of tenancy 

0-4.9 D 
5-14.9 ~ 

15-24.9 -

25-34.9 m 
35 and over -

ftt. Z. Number of FHA farm ownership loans by counties, March 31. 1955, and tenant-operated 
farms as a percentage of all farms, 1954. 

IDOugh to provide for farm operating 
IDd family living expenses as well as 
debt repayment. 

The actual size of the loan depends 
Oil the borrower's need and the value 
of the farm. The value of the farm is 
liMed on its earning capacity as de
llrmined by an FHA farm appraiser. 
laming capacity value or appraised 
Yllue is arrived at by capitalizing the 
net income that a typical operator could 

9 

earn on the farm. The county commit
tee may certify a fair and reasonable 
value higher than the value recom
mended by the appraiser if the appli
cant has outstanding managerial ability. 
A higher value may also be certified 
if the long-term farm plan shows possi
bilities of net income greater than that 
contemplated by the appraiser, or that 
the farm is particularly desirable and 
greater development is planned. 



Applicants for farm ownership loans 
are screened carefully, and must meet 
certain qualifications before becoming 
eligible. The number of applicants for 
these loans far exceeds the number of 
initial loans granted. For instance, from 
the 1950 through the 1956 fiscal years, 
6,751 Minnesotans submitted applica
tions for farm ownership loans, but only 
798, or 12 percent, received them. From 
the many applicants, FHA administra
tors attempt to choose the best quali
fied. 

One very important requirement is 
that applicants must not be able to 
obtain financing at reasonable rates, 
not above 5 percent, and terms from 
other sources. For this reason the FHA 
does not compete directly with com
mercial lending institutions. 

Other requirements are that the bor
rower must be a citizen of the United 
States, have ~had sufficient farming ex
perience, be reasonably free of debt on 
his stock and machinery, and be of 
honest character. 

For the benefit of both the lender and 
the borrower, the FHA provides a pro
gram of supervision. Long-term farm 
and home plans are drawn up by the 
supervisor and the borrower which 
are designed to make the farming op
erations efficient and profitable. Annual 
farm and home plans are also drawn 
up, and these plans outline the steps 
necessary for the attainment of the 
long-run objectives. The annual plans 
deal with the expected annual income 
and its disposition between operating 
and living expenses, debt repayment, 
and capital outlays. Borrowers are fur
ther required to keep financial records 
of income and expenses. 

Table 3. Average Initial Farm Ownership Loans 
and Number of Borrowers by Type of Loan. 

189 Borrowers. Minnesota. 1956 

Type of loan 

Tenant purchase ................................. ... 
Farm development ............................. . 
Farm enlargement ............................. . 
Special real estate ............................. . 
Building improvement ................. . 

Amount Borrowers 

dollars 
9,812 

11.135 
8,472 
2,138 

450 

137 
33 
10 
8 

10 

Analysis of Farm 
Ownership Loans 

In the following analysis the 
tive is to present in broad terms 
characteristics of all FHA borro"'...,. 
the counties surveyed. 
will be given, however, to 
with below-average chances of 
If losses and disappointments are 
minimized, nearly all borrowers 
pay their loans in full and on 

SIZE OF LOANS AND USE 
OF FUNDS 

It is important that a loan be of 
size as to enable the borrower to 
lish an efficient-sized farm 

The 189 borrowers 

The average value of 
farms in a county serves as an 
limit on the size of loans. These 
limits and average loans, excluding 
cial real estate and building 
ment loans, are shown in 
every county surveyed, except 
County, the average value of 
type farms was more than 
high as the average loan. 
rowers generally had little 
their own, the size of their 
fleets rather closely the value of 
farms. The size of some of these 
loans suggests that many loans 
been made on small farms. 

If further improvement or 
ment is deemed necessary after the 
position of the initial loan, a 
may receive a subsequent 
189 borrowers, 10 received 
loans, averaging $2,364. 

'(lillie 4. FHA Farm Ownership Loans: Upper 
1,1111• on Size of Loans and the Average 

J,oaDS of 180 Borrowers in 9 Minnesota 
Counties. 19ss•t 

==' Upper limit on 
Average loan size of loan 

~ dollars dollars 

~ 
CIGf .... 
tftiOD:I 
.-s ..... ...... 
IIIPGY 

6,020 18,000 
6,150 16,000 
8,610 28,000 
9,780 22.000 

10,680 26,000 
13.500 34,000 
13,930 28.000 
14.730 28 ,000 
15,290 32,000 

-:-;fo1111ation was not available for nine bor...,.,.. 
t Special real estate and building improvement 

...., are not included. 

Although the FHA prefers not to 
make loans to applicants with excessive 
debt on stock and machinery, 26 farm 
ownership borrowers were indebted for 
J'BA operating loans. The average op
.. ting loan was $4,113. The percentage 
ot farm ownership borrowers indebted 
ear operating loans is much higher for 
lbe United States as a whole than for 
JGnnesota. In Minnesota, as of June 30, 
11116, only 16 percent of the 1,493 farm 
ownership borrowers were indebted for 
operating loans, whereas the corre
IPOJlding figure for the United States 
wu 49 percent. 

At the time of the closing of the 
loan, a borrower may have capital of 
bJI own; in this case he will be ex
pected to invest his own funds in addi
tion to the loan. Thus the capital out-
117 of the borrower at the time the 
loan was made may exceed the size of 
tbe loan. 

'l'be tenant purchase borrowers, on 
lbe average, devoted most of their 

funds, 87 percent, to the purchase of 
the farm, the remainder being used for 
farm improvements (table 5). Although 
refinancing could not be a major pur
pose of a farm ownership loan at the 
time of this study, an average of 36 
percent of the funds of farm enlarge
ment loans and 59 percent of the funds 
of farm development loans were de
voted to the refinancing of existing 
debts. 

INCOME AND EXPENSE 
ANALYSIS 

As part of their financial records, bor
rowers are requested to compute an
nual income and expense statements. 
An average income and expense state
ment for 181 borrowers was calculated 
for the year 1955 (table 6). 

The average cash farm income of 
these borrowers was $5,936 which, after 
a deduction for cash farm operating 
expenses, allowed a net cash farm in
come of $2,130. Cash farm operating 
expense does not include an allowance 
for depreciation. These borrowers had 
about $4,000 invested in machinery and 
equipment; assuming a depreciation 
rate of 10 percent, the depreciation al
lowance amounts to $400. Deducting 
this allowance from net cash farm in
come leaves $1,730, which barely covers 
the family living expenses. Thus the 
average farm operation, after providing 
for operating and family living ex
penses, provided nothing for debt re
payment. The nonfarm income averag
ing $883 was essential, th.en, for debt 
retirement. 

The average family living expenses 
were $1,674, but this was the cash out-

lillie 5. Anrage Use of Available Funds at Time of Receiving Loan According to Type of Loan. 
180 FHA Farm Ownership Borrowers. Minnesota• 

lllpo.iaOil of available capital Farm development Farm enlargement Tenant purchase 

dollars 
...._ price of land ................................................................... .. 
0.. elf CODatruction. repairs, and development 3,532 

....._ ····-·-······························-············································ 7,395 

... ciHelopment ................................................................................... 1,532 

percent dollars percent dollars percent 
...•..•.. 4,362 45.0 8,954 87.2 

28.3 1,831 18.9 1.318 12.8 
59.4 3.506 36.1 
12.3 

• lalormation was not available for nine borrowers. 
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Table 6. Averaqe Income and Expense State· 
ment of 181 Farm Ownership Borrowers, 

Minnesota. 1956 • 

Dollars 

Cash farm income ...... .......................................................... 5,936 
Cash farm operatinq expenses .............................. 3,806 

Net cash farm income ---·-·----·--- 2,130 
Nonfarm income --···-·-··-·--····-···-·-··--··--·-··-· 883 

Net cash income ··············-··-··-·--··-··········--·················.... 3,013 
Family livinq expenses -···---·············--·-··················-· 1,674 

Amount a vailable for debt retirement and 
capital expenditures ·-·-··· ··-·---·····- 1,339 

• Eiqht borrowers did not have complete in
come and expense statements. 

lay; in addition to this the family had 
farm products to use in the home and 
a house to live in, as cash expenses for 
house maintenance were included with 
cash farm expenses. 

There wai a considerable variation in 
the amount of net cash farm income 
among borrowers (table 7). Of 181 bor
rowers, about 5 percent lost money on 
their farming operations and 24 per
cent made less than $1,000. This means 
that the farming operations of 24 per
cent of the borrowers did not net suffi
cient income to cover family living 
expenses, even excluding depreciation. 
On the other hand, the top one fourth 
of these borrowers had a net cash farm 
income of $3,000 or more. 

The annual income and expense 
statements of these borrowers indicate 
that many had low farm earnings. Some 
borrowers may experience hardship in 
retiring debts and providing adequately 
for family living unless substantial non
farm income is earned. 

If the borrower's farm business is to 
be relied on for debt repayment, then 
the ability to repay debts depends on 
net cash farm income. This in turn is 
dependent upon two inseparable fac-

Net cash Number of Percent 
farm income borrowers of total 

dollars 
Less than 0 ···-·--·--- 10 5.5 
0-499 ··-····----· 14 7.7 
500-999 ·-·-·····--···· 19 10.5 
1,000-1,999 ···-·---··-··-·- 52 28.7 
2.000-2,999 ····-···-·····--··· 37 20.5 
3,000-3,999 ........................ 31 17.1 
4,000-5,999 ····-···-···--···· 11 6.1 
6,000-7.999 ·------ 5 2.8 
Above 7,999 -·---·--·- 2 1.1 

- - -
Total ................................ 181 100.0 

tors which have an important 
on earning capacity. These are the 
herent productivity of the farm and 
managerial capacity of the 
Many accept the price of a farm 
reflection of its earning capacity. It 
price of a farm accurately reflects 
earning capacity, one would expect 
find a high relationship between 
appraised value of the farm and 
net cash farm income. 

A correlation analysis showed 
relationship to be negligible for 
sample borrowers for the year 
Even though appraised value is 
on earnings over a long period of 
one would still hope to find 
gree of relationship between 
value of the farms and net 
income in a given year. The 
low relationship indicates that 
factor affecting income, that is, 
gerial capacity of the borrower, 
scures the true relationship 
appraised value of a farm and 
income. This leads to the 
that earning capacity as expressed 
appraised value cannot be the sole 
for extending the loan. It may 

• Using regression techniques, the following equation was employ ed: 
where X1 = a + b X s 

Xi = the net cash farm income for 1955, and 
X. = the certified value of the farm 

For those borrowers surveyed, the coefficient of correlation was r = 0.20. 
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Tables. Gross Income for Commercial Farms of Different Sizes. Minnesota. 1954* 

Percent of commercialfarms with -Ilia 
following gross incomes 

~of Numberof 
~dd farmS ;z.6V U -.tO,"t:;J:I' iJ):lO,UUU•"t,:r::JI:r 

~ - -··---··-·····---·· .. -· ................ - 5,020 

__ .. _ - ·-- -- .. __ . --- $10,000 
$5,000-9,999 and more 

,;. 49 -------·--··-··-· 16,835 
99 -------··--- 38,899 

• ··-····--·-- 55,749 .... , 
- Gild over ·-··-··-···-·-··--·-----· 26,406 

-;-Source: The 1954 U. S. Census of Aqriculture. 

tc~uallY as important to appraise accu
ratelY the potential ability and mana
prial capacity of a borrower. 

It should be emphasized that the 
earning capacity of these borrowers was 
fairly represented by the income for 
Jt55. Statistics on crop yields for those 
counties surveyed indicate that, with 
tbe exception of Murray County, 1955 
was an average, if not better than av
erill', crop year. Prices, however, were 
clown from previous years in 1955. The 
l(innesota farm price index fell from 
273 (1935-1939 = 100) in 1951 to 198 in 
1155. 

SIZE OF FARMS AND 
EARNING CAPACITY 

It is important that borrowers have 
IUftlcient land to provide adequate 
Mmings for both family living and 
debt retirement. This is not to say that 
lbe number of acres is the sole de
terminer of farm earnings, but studies 
ol farm records in Minnesota show size 
of farms to be an important factor in 
farm l.'arnings. 

What size should a farm be to provide 
lllequate income? Although the appro
priate size depends somewhat on each 
llituation, recent statistics on farm in
CIDine9 and sizes offer valuable insights 
IDio the problem.• Emphasizing crop 
llCI'el as a measure of the size of farms, 
IIIOit farmers in Minnesota with less 
tban 100 crop acres had gross incomes 
ol less than $5,000 (table 8). In this 
table a commercial farm is defined as 

81 12 4 3 
64 29 6 
27 44 26 3 

8 26 47 19 
2 10 35 53 

one which produces at least $1,200 gross 
income, or provides more than one half 
of the family's total income. In Minne
sota, about 93 percent of those farms 
with less than 50 crop acres and 71 per
cent with more than 49 but less than 
100 crop acres had gross incomes of less 
than $5,000. On the average, about two 
thirds of a farm's gross income is 
needed to pay farm expenses. Of a 
$5,000 income, about $1,700 would be 
left after farm expenses are paid. This 
is about what these FHA borrowers 
spent for family living. It appears like
ly, then, that farmers with less than 
100 crop acres will experience hardship 
in providing for both family living ex
penses and debt repayment from farm 
income. 

In 1956, nearly 11 percent of the bor
rowers farmed less than 69 crop acres 
and . 27 percent farmed less than 100 
crop acres (table 9). Since the time of 
the initial loan, many borrowers in
creased the amount of land farmed by 
enlarging their farms or by renting 
additional land. Thus the farms on 
which initial loans were made had 
fewer crop acres than borrowers were 
farming in 1956. For example, of 189 
borrowers, 15 percent received initial 
loans on farms with less than 70 crop 
acres, and 36 percent received initial 
loans on farms with less than 100 crop 
acres. This indicates that certain admin
istrators and some county committees 
within FHA may not have a satisfactory 
concept of an efficient-sized unit in the 

-'...~'!!_ }xample, see S. A . Engene and T. R. Nodland, "How Big Should A Farm Be?", 
---.a arm and Home Science, Vol. XIV, No. 3, May 1957, pp. 6- 7. 
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Table 9. Frequency Distribution of 188 FHA 
Farm Ownership Borrowers According to 

the Number of Crop Acres Farmed, 
Minnesota, January 1, 1956• 

Borrowers 

Crop acres Number Percent 
Cumulated 

percent 
0- 69 ··-· ··-----····--·-· 20 10.6 10.6 

70· 99 ······-·-·······-········-- 31 16.5 27.1 
100-139 ···············-··········-·- 59 31.4 58.5 
140-179 ···-·····-···-·····-··--· 42 22.4 80.9 
180-219 ····-----···-·······-- 22 11.7 92.6 
220-259 ····-···-·---·······-- 7 3.7 96.3 
260-499 ------------- 7 3.7 100.0 
500 and over ------ 0 0 100.0 

- --
Total ------- 188 100.0 

• Information was not available for one bor
rower. 

counties surveyed. To make a loan on 
an insufficient-sized unit is to do the 
borrower a disservice, for if the farm 
business is too small, borrowers will 
find it difficult, if not impossible, to 
repay debts and to provide adequate 
income for family living expenses. 

The FHA does not encourage borrow
ers to rent additional land. The objec
tive is that all loans will be made on 

farms of sufficient size, thus mltlgatl 
the need for more land. If, howevei! 
borrower can increase his earninG
renting land, it appears reasonable 
he be allowed to do so. Of the 189 
rowers, 30 rented, on the average, 
acres of additional land. 

FINANCIAL PROGRESS OF 
BORROWERS 

Upon entering the farm 
program, borrowers must constru..t 
ginning balance sheets showing 
financial position prior to receiving 
loan, and they are further requirecf1 
construct a balance sheet 
Average beginning and ending 
sheets for the 189 borrowers have 
calculated (table 10). No precise 
can be assigned to the beginning 
ance sheet, but the average 
had been with the program 6.2 
as of January 1, 1956, the date of 
ending balance sheet. 

The beginning balance sheet 
that borrowers, upon entering the 
program, had accumulated 

Table 10. Average Beginning and Ending Financial Statements, 185 FHA Farm 
Ownership Borrowers, Minnesota• 

Beginning 

Dollars Percent 

Assets 

Land and buildings ----·····-·-·-·-···-------··---··-····-····-··---···--·--···-····-
Crops, seed, and feed ····--·-··------·----------·---··------··-·-···-·--
Livestock ·····-·-··-····-· ·····-··········-··-·-·-················-········---·······-·----·---··--··········· 
Machinery and equipment ............ ·······-·············-···············-····-····-·········· 
Household goods ·······-·········-··--····················-·-···············-····-················--······--
Quick assets ..... ·····-·········· ·················--······-····································· ........................... .. 

Total assets ........................... ····-··-·--··········-····---········································· 

Liabilities and net worth 
FHA land debt -···--····--·--·-·--··--··-····-···-·-·----------·····-----·
Other land debt ---------···--···-···---··-·-··-·------··---·-········-· 
FHA chattel debt ----------------·-··----··-·---
Other secured debtt -·-···-------·--··--------·---·----
Total unsecured debt ·----·--·-·-----··-- ----······-·-·-· 

Total debts 

Net worth __ ---··--·----··-··----···--··-·----

2,401 
1,232 
2,908 
2,608 

929 
486 

10,564 

0 
1,542 

0 
1,394 

324 

3 ,260 
7 ,304 

Total liabilities and net worth ··-··· ·-····-·····---··--··----·---·-·· 10,564 

• Information waa not available for four borrowers. 
t Includes all chattel debt on beginning financial statement. 
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22.7 
11.7 
27.5 
24.7 

8.8 
4.6 

100.0 

0 
14.6 

0 
13.2 
3.1 

30.9 
69.1 

100.0 

11,764 
1,526 
3,793 
3,985 
1,338 

225 

22,631 

8,544 
50 

578 
1,881 

601 

11.654 
10,977 

22,631 

ed on the average at $10,564 of 
~cb $7,304 represented owner equity 
.ad $3 260 were debts. By January 1, 

total assets had increased to 
Jtll8831. Most of this increase was, of 
~ directly attributable to the farm 

~hip loan and the increase in real ·::te. All other asset items, except 
quick assets, increased in real terms 
bUt fell as a percentage of total assets. 

Since borrowers were relying on debt 
IDaJlcing, it's not surprising that the 
ratio of net worth to total assets (equity 
rado) fell. The equity ratio did, how
tftl', fall rather drastically from 69.1 
percent to 48.5 percent. The average 
bofTOWer as of January 1, 1956, had a 
Ma¥Y debt load amounting to 51.5 per
CIIIlt of total assets. Given severe price 
.,rations and weather variability, an
DUAl income may not always provide 
far fixed debt payments. Under adverse 
price and/or weather conditions, such 
a..vy debt loads could easily lead to 
clellnquency. 

Dr. William Cavert, of the Farm 
Credit Administration, on the basis of 
Jdl studies has concluded that the great 
majority of farm operators in southeast 
Jlinnesota could not carry a debt load 
amounting to 50 percent of assets. He 
bued his conclusions on the farm rec
CII'ds of 157 farmers in the southeast 
farm management service over the pe
riod from 1949 to 1954. These farms are 
better than average, and yet the short
IP on debt payments would have been 
tze'1 per farm. Since, of course, many 
farmJ fall short of the average perform
IDee, Dr. Cavert inferred that many 
farmers . in southeastern Minnesota 
CIOUld not support debts of 50 percent 
of usets.• 

It seems reasonable to infer from Dr. 
Cavert's studies that the probability of 
debt delinquency may be fairly high 
b Minnesota farmers when debts ex
-.cl 50 percent of assets. 

More than half of these FHA borrow
.. had equity ratios of less than 50 

Table 11. Frequency Distribution of 185 Bor· 
rowers According to the Ratio of Net 

Worth to Total Assets, Minnesota. 
January 1, 1956• 

Ratio of net worth 
to total assets Number 

Less than 20 ·-----·-·--·-····- 9 
20-29 .. ·······---··--·········-----······· 16 
30-39 ······-·----···-·······--··············-·· 27 
40-4 9 ······················--···-·······--······-· 4 7 
50-59 ·····--···--·······-······-··-·······--· 39 
60-69 ····-···--····-·-·······-···········-- 17 
70-79 ---------···----········- 16 
80 and above --·-···-- 14 

Borrowers 

Cumulated 
Percent percent 

4.9 4.9 
8.6 13.5 

14.6 28.1 
25.4 53.5 
21.1 74.6 

9.2 83.8 
8.6 92.4 
7.6 100.0 

• Information was not available for four bor
rowers. 

percent. Nearly 28 percent of the bor
rowers had equity ratios of les" than 
40 percent and 14 percent had equity 
ratios of less than 30 percent (table 11). 

In general, borrowers with both FHA 
farm ownership and FHA operating 
loans had the lowest equity ratios. 
Nearly 88 percent of these borrowers 
had equity ratios of less than 50 per
cent, and 35 percent had equity ratios 
of less than 30 percent. The FHA should 
make a greater effort to avoid making 
farm ownership loans to applicants un
less they have sufficient operating assets 
relatively free of debt. 

REPAYMENT RECORD OF 
BORROWERS 

Although farm ownership loans are 
amortized over a 40-year period, bor
rowers often leave the program long 
before the 40 years expire. Borrowers 
must leave the program as soon as they 
are able to refinance their loans at com
mercial lending institutions. 

The average borrower had been on 
the program about 6 years by 1956 and 
still owed the FHA $8,483. Of the 189 
borrowers, 20, or 11 percent, were de
linquent on their loans by an average 
amount of $392. On the other hand, 105 
borrowers were ahead of schedule by 
an average amount of $684. 

... 'pJ'ann Credit Administration of St. Paul, Can Capable Farmers Handle Debts Equivalent 
ercent ot Assets? Circular 54-4, March 3, 1954. 
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Considering all FHA farm ownership 
borrowers in Minnesota as of June 30, 
1955, 11 percent were delinquent on 
their payments by three months or 
more. The rate of delinquency was 
higher for all farm ownership borrow
ers in the United States, 13 percent, 
than for those in Minnesota. 

Borrowers who have not paid their 
loans and who have no real estate se
curing their loans are classified as col
lection-only cases. In order to minimize 
losses, the FHA must minimize the 
number of collection-only cases. Over 
the period 1951-1956, collection-only 
cases accounted for 2.8 percent of those 
borrowers leaving the program in Min
nesota (table 12). 

It will be recalled that the FHA aims 
at establishing farm families soundly in 
agriculture. From this point of view, 
most borrowers who pay their loans in 
full but who do not remain on the farm 
can be considered as having failed to 
achieve the objectives of the program. 
It can be argued that these borrowers 
received valuable training and experi
ence under the program. However, it is 
also true that they lost time in making 
a change from farming to some other 
line of work. 

During the period from 1951 through 
1956, borrowers who paid their loans 
in full and moved off the farm plus 
collection-only cases accounted for 
nearly 37 percent of those borrowers 
leaving the program (table 12). Thus 
slightly more than 6 out of every 10 

borrowers who left the program 
this period successfully 
objectives of the FHA program. 
this same period, the percentage 
rowers leaving the farm ranged 
low of 32.3 percent in 1953 to a higb 
43.0 percent in 1956. 

The percentage of borrowers who 
not remain on the farm after 
the program was higher for the 
States than it was for Minnesota 
the period from 1951 through 
percent of all FHA farm ownership 
rowers in the United States who 
the program did not remain on 
farm (table 13). This percentage 
rather stable over the period in 
tion. These data indicate the impon1111 
of careful selection of both 
and farms in a loan program 
this. 

Many farmers leaving the 
sold their farms and were thus 
pay off their loans. In periods of 
land prices, borrowers may eYn<>rl_. 

losses by selling their farms. 
edly, the proportion of 
cases would rise in such an event. 

The FHA Farm 

How does the operation of the 
farm ownership loan program fit 
the present agricultural situation? 
recent years American agriculture 
produced a greater output of 

Table 12. Farm Ownership Borrowers Reclassified from Active Caseload. Minnesota, 
Years Endinq March 31, 1951-1956• 

Year 

1951 
1952 
1953 
1954 
1955 
1956 

Paid-up borrowers 
Did not 

Remained on farm remain on farm 

-·-···-------···--·-··-··--····- 69 
86 

-·--··---------···-------- 88 

Total 

68 
56 
65 

-······ ···-··-· --------···-·-- 432 

percent 
65.7 
64.2 
67.7 
66.0 
58.9 
57.0 

63.4 

• Source: Farmers Home Administration. 

percent 
33 31.4 
43 32.1 
41 31.5 
32 31.1 
36 37.9 
45 39.5 

-
230 33.8 

16 

3 
5 
1 
3 
3 
4 

-
19 

3.7 
.8 

2.9 
3.2 
3.5 

2.8 

1 13 Farm Ownership Borrowers Reclassified from Active Caseload, United States, 
fab • · Years Endinq March 31, 1951-1956• 

~ Paid-up borrowers 

Remained on farm 
percent 

2,309 62.5 ... ... -- ~---······---
2,692 64.4 

liP - --···-----·· 
1.937 55.8 - - . - . --·---·-·-· 
1.592 56.1 ... ____ ..................... 
1,430 55.5 .... - ----····-····-··-··· 
1,824 56.7 ... ....- __ ........ --......... 
--

Total -··-···-····· 11,784 59.0 

~ &ource: Farmers Home Administration. 

products than present markets have 
beell able to absorb, causing a serious 
decline in prices. Farm income, as a 
result. has gone down and various gov
ernment programs such as price sup
ports and the soil bank have been de
acned to bolster declining prices and 
ancomes. It has become more and more 
apparent, however, that one of the basic 
needs is a downward adjustment in 
wicultural production, particularly in 
those commodities deemed in surplus. 
Adjustments are needed in both land 
and people. 

In the present context of excess pro
ductive capacity in agriculture it is 
questionable if there is a need for the 
ftiA to bring more people or more 
land into farming. Rather, in many 
recions, the need is for productive re
IOUrces to move in the opposite direc
Uon. This imposes on the Farmers Home 
Administration the need for very care
ful selection of borrowers if it is not 
to work at cross-purposes with our 
present farm policy objectives. 

Although agriculture has suffered be
cause of excess production in recent 
rears. we are still faced with the prob
lem of helping young people get started 
m farming. The stated objective of the 
FHA program is that of assisting farm 
'*nilies in becoming soundly estab
Uihed in farming. Getting started in 
firming is becoming more difficult due 
to larger capital requirements asso
ciated with changes in agricultural 
tlc:hnology and mechanization. The 

Did not 
remain on farm Collection-only cases Total 

percent percent 
1,325 35.8 63 1.7 3,697 
1,401 33.5 87 2.1 4,180 
1,467 42.2 71 2.0 3,475 
1,174 41.4 70 2.5 2,836 
1,083 42.0 65 2.5 2,578 
1.325 41.2 69 2.1 3,218 
-- -
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--
7,775 38.9 425 2.1 19,984 

FHA program provides a means where
by young people who have the neces
sary character and abilities but lack 
capital can start farming or achieve 
farm ownership. However, if the pro
gram is to serve the best interests of 
the borrowers, agriculture, and the gen
eral public, only those who show real 
promise of becoming successful com
mercial farmers and for whom there 
will be need as replacement for retir
ing farmers should be selected for 
loans. There are, no doubt, farmers who 
would be able to achieve farm owner
ship with 100 percent loans, but select
ing these individuals is a real problem 
because methods of selection are neces
sarily quite subjective in nature. Errors 
in judgment of an applicant's character 
and ability are unavoidable, but they 
should be minimized if the program is 
to serve its purpose. 

More harm than good may result 
when loans are made to individuals 
whose prospects for success in farming 
are limited. In such cases, a loss to the 
public is sometimes involved and the 
program has failed in its objective. In
dividuals who fail frequently leave 
farming and they may have lost time 
in making an adjustment from farming 
to some other line of work. 

Another facet of the selection prob
lem concerns the farms on which farm
ownership loans are made. Farms 
should be large and adequate enough 
to provide for operating expenses, fam
ily living, and debt retirement. 



The debt-repayment capacity of a 
farm of less than 100 crop acres is lim
ited under most types of farming in 
Minnesota. Farms have grown larger 
in recent years to adapt to changes in 
technology and mechanization. The 
FHA program should be tailored to 
such changes. 

What chances do borrowers have to 
achieve farm ownership with 100 per
cent loans? Some students of agricul
tural finance argue that such a debt 
load is too heavy. Recipients of 100 per
cent loans incur heavy debts and must 
therefore make a large fixed payment 
each year. Given the high income varia
bility in farming, a borrower's annual 
income may not always provide for a 
big mortgage payment. Thus, it may be 
that accumulation of more owner capi
tal is essential to farm ownership. If 
this is true, it- may then be argued that 
the individuals involved would benefit 
by starting as tenants on an efficient
sized farm. Be this as it may, indica
tions are that borrowers can succeed 
in this program only if both borrowers 
and farms are selected carefully. 

Summary and Conclusions 
This study seeks to acquaint the 

reader with the FHA farm ownership 
loan program, and further analyzes 189 
farm ownership loans in Minnesota. 
These loans were taken from nine coun
ties representative of different types of 
farming areas in the state. 

The 189 borrowers received farm 
ownership loans averaging $9,589. In 
all but one county the upper limit on 
the size of loan was more than twice 
as large as the average loan. Of these 
borrowers, 137 received tenant purchase 
loans averaging $9,812. Of this amount, 
$8,954 was used for purchasing the farm 
and the remainder was used for farm 
improvements. Ten borrowers received 
farm enlargement loans and 33 received 
farm development loans, the averages 
of which were $8,472 and $11,135, re
spectively. A substantial proportion of 
these loan funds, 36 percent of the av-

erage farm enlargement loan 
percent of the average farm 
ment loan, was used to refinance 
ing debts. 

In addition to their initial farm 
ership loans, 10 borrowers received 
sequent loans averaging $2,364, 
received FHA operating loans 
ing $4,113. 

The average farm had $5,936 of 
farm income in 1955. This 
proximately covered the farm 
ing expenses, family living 
and depreciation, with nothing 
debt repayment. Nonfarm 
these borrowers, however, was 
stantial, averaging $883. This then 
roughly the amount for debt 
ment. 

About one fourth · of the 
had a net cash farm income 
than · $1,000. In these cases the 
did not cover even the cash 
ing expenses. Such borrowers need 
farm income to cover part of 
living expenses as well as debt 
ment. 

A low relationship existed 
appraised value of the farms of 
borrowers and their net farm 
This is partly due to the 
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farming skills among borrowers 
attests to the importance of judginJ 
ability of borrowers. 

Size of farm as measured by 
cropland has an important 
farm earnings. Census figures 
the probability is high that a 
less than 100 crop acres will 
gross farm income of less than 
A $5,000 farm income would just 
cover farm expenses, family living, 
necessary capital purchases, with 
ing left for debt repayment. 
quently, the debt-repayment 
of farms of less than 100 crop 
may be limited. 

Over one fourth of these 
farmed less than 100 crop acres in 
This indicates that some county 
mittees and supervisors may 
reexamine their concepts of an 
sized farm. 

'J'bese borrowers carried heavy debt 
)lids· The _avera~e borrower had an 
equity in hiS busmess of ~8.5 percent 
,. January 1, 1956. Lookmg at indi
fidual borrowers, 28 percent had an 

111
uity of less than 40 percent and 14 

percent had an equity of less than 30 
,-cent. In general, borrowers with 
bO&b FHA farm ownership and operat
IM loans had the lowest equity ratios. 

'l'be average borrower had been on 
die program about 6 years by 1956, and 
sdll owed the FHA $8,483. Of the 189 
a.orrowers, 20, or 11 percent, were de
linQuent on their loans by an average 
JIDOuPt of $392. On the other hand, 105 
bOITOwers were ahead of schedule by 

111 average amount of $684. 
During the six fiscal years 1951 

dafOU&h 1956, a total of 681 borrowers 
were reclassified from the active FHA 

19 

ownership loan caseload in Minnesota. 
Of this number, 63 percent paid their 
loans and remained on the farm. The 
remainder left the farm. These data 
indicate the importance of careful selec
tion of both borrowers and farms in this 
loan program if disappointments and 
losses are to be held to a minimum. 

Careful selection of borrowers is also 
needed if this program is not to work 
at cross-purposes with our present farm 
policy objectives. If the program is to 
serve the best interests of the borrow
ers, agriculture, and the general public, 
only those should be selected for loans 
who show real promise of becoming 
successful commercial farmers and for 
whom there will be need as replace
ment for retiring farmers. Furthermore, 
only they stand a better than average 
chance of success with 100 percent loans. 
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