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Executive Summary
General findings

The Farm Improvement and Marketing Cooperatives Loans Act (FIMCLA) program has served the
farm community well. However, as the economic context for agriculture and the lending environment
have changed, program use has waned sharply to a fraction of its previous level and continuesto
decline. A reversal of trendsis not foreseen, unless the externd lending environment changes suddenly.

FIMCLA's recent decline in program use (and thus decreased revenues from registration fees) occurs
smultaneoudy with an apparent increase in clams and a decrease in its recovery of losses. These facts
suggest that FIMCLA is not currently operating on afull cost-recovery basis. Since the program has
not implemented aforma performance measurement strategy, it is difficult to determine exactly why
FIMCLA program use has declined and why the program is not able to recover its cods.

Much of the evaluation deals with changes to program processes, essentialy because these questions
dominate the framework. The fact remains that the need for the program appears to have eroded, and
thet is the core finding of this sudy.

I ntroduction

FIMCLA, enacted in 1987, is designed to increase the availability of loans for the improvement and
development of farms and the processing, distribution, or marketing of farm products by cooperative
associations. Under the Act, the government guarantees 80% of the value of the asset purchased. The
Minigter isliable to pay the lender 95% of aloss sustained as aresult of aloan made, provided that the
requirements of the Act and the Regulations have been met. The financid inditution undertakesits own
due diligence to determine borrower digihility; it has accessto FIMCLA gaff for digibility rulings for
loans under the Act.

Replacing the Farm Improvement Loans Act (FILA) of 1944, FIMCLA increases access to credit for
both farmers and their cooperative associations. FIMCLA-guaranteed |oans are intended to help
borrowers improve farm assets, strengthen production, and/or improve financid viability. Borrowers
aso benefit from interest rates that are capped at 1% above prime, lower equity requirements, and
flexible repayment terms.
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Purpose of evaluation
This program has not been evaluated since its inception, and thisreview:

> addressesissues related to FIMCLA’ s design and relevance to the needs of the
agricultural community

> the program’s bility and appropriateness within the Canadian farm loan
business environment
> makes conclusions about program management effectiveness, results achievement, and

linkages to the Agriculturd Policy Framework
> addresses issues raised by the lending community (e.g., perceived need for amendments

to the program).
M ethodology

The evauation framework that guides this sudy identifies questions under Six evauation themes:
relevance, design and delivery, appropriateness, acceptance, results achievement, and
cost-effectiveness. The evauation used ten data collection methodologies to answer the evauation
questions. document review; adminidrative data andydss; interviews (Sx preliminary interviews, 37 key
informant interviews, 28 lender interviews, and 25 lender follow-up interviews); benchmarking (seven
comparison programs); client survey (383 respondents); FIMCLA awareness survey (117
respondents); and case studies (five joint case sudies with clients and lenders).

An advisory committee reviewed and commented on the eva uation methodology and preliminary
findings. The committee comprised representatives of: Agriculture and Agri-Food Canada (AAFC);
Canadian financid indtitutions including the Canadian Bankers Association and Farm Credit Canada;
the University of Manitoba; the Canadian Federation of Agriculture; and the Nova Scotia Department
of Agriculture and Fisheries.

Conclusions
Relevance

Due to changing economic and agricultural conditions, FIMCLA has become less relevant to the needs
of farmers. The number of loans has declined sharply and steedily in the last Six years (from 16,250 in
1996-1997 to 4,722 in 2002-2003), and few FIMCLA clients reported concern about their ability to
access credit. Some clients believed that they could negotiate financing with the same (or more
favourable) terms outside of FIMCLA. Additiondly, FIMCLA isnot available to the sectors of the
agricultural community that might benefit from improved access to credit such as beginning farmers and
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marketing cooperatives with non-farmer investors. Lenders reported using FIMCLA for: loans where
the available down payment is 20% (insteed of atypically higher rate); young producers, non-traditiona
sectors of agriculture; assetsthat are difficult to seize in the event of a default; and assets that do not
hold their vaue. Lendersindicated that increasing numbers of farmers are able to negotiate very
favourable terms (e.g., interest rates at less than prime). The average loan under FIMCLA is $34,000,
and only eight loansin 2002 were made a the celling level of $250,000, down sharply from the
program’s peek activity in 1997.

When asked how to make the program more relevant, lenders and program management suggested
that FIMCLA could expand itslists of igible uses. While lender and program management interest
exigs for such amendments (athough not al key informants supported al of the suggested
amendments), clients (i.e., those who successfully obtained a FIMCLA loan) expressed lessinterest in
change.

Although change can be accomplished within the regulations of the Act, before expanding the program
parameters, severd initid stlepsarein order:

> FIMCLA needsto claify its objective. Isit a program to assist farmers to access credit
with favourable terms and conditions, or isit a program to provide access to credit to
those who would not otherwise be able to obtain financing?

> A thorough agricultura credit needs assessment, including areview of other available
departmental programs, should be completed.

> A separate risk analysis should be completed for each potentid change in digibility for
loan use.

> Outcome measures need to be defined.

> The program must identify what is driving current losses and define a risk management

strategy.

Design and delivery

FIMCLA uses written materid (including its web ste) and a 1-800 information line to communicate
with lenders. The fact that lenders are well informed about FIMCLA and its operation suggests that
these processes are generdly effective. Since lenders are sufficiently aware of FIMCLA, improving
their awvarenessis unnecessary. Neverthdess, if FIMCLA is maintained, regular updates could help
keep lendersinformed of program processes and dert them to policy changes. This may improve
lenders ahility to correctly and efficiently execute defaults and claims processes. It may dso increase
lender uptake of FIMCLA.
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Although the agriculturd community is not widely aware of FIMCLA,, it is arguable whether seps are
needed to improve awareness of the program. Thisis because FIMCLA relies on lenders to determine
whether the program is an gppropriate product for their clients. Additiondly, given the current lending
environment, the primary benefit of increasing producers and marketing cooperatives awareness of
FIMCLA isthe public relations that results from the wider knowledge that AAFC is supporting the
agricultural community.

An important delivery issue revolves around claims procedures, which some lenders argued are
cumbersome and costly. The current processes are an important concern and may be afactor in
declining lender interest in using the program.

FIMCLA predates the APF and, therefore, was not designed to directly respond to the priorities
included in the APF. The terms and conditions of FIMCLA neither impede nor require consistency with
the APF, which means that FIMCLA has the potentia to address most areas of the APF. For example,
FIMCLA could be used (and in fact has been used by afew producers) to purchase manure storage
facilities or other equipment in support of the environment priority. However, formd linking of

FIMCLA to the APF could reduce program use if lenders see further conditions on loan uses. As wll,
performance monitoring for the program would need to show that loan uses supported the goals of the
APF, and this could be a difficult exercise.

Appropriateness

The overdl design of FIMCLA, namely aloan guarantee, is a proven and appropriate gpproach to
increasing the flow of credit to atarget borrower. As such, FIMCLA’slending activities are congstent
with its mandate,

There was some discussion about whether another entity could administer FIMCLA. While it is entirdy
feasble for another entity such as Farm Credit Canada (FCC) or Canada Smal Business Financing
Program (CSBF) to administer FIMCLA, most respondents did not believe that this would be
desirable because FCC is viewed as being in direct competition with financid indtitutions, and CSBF
does not specidize in agriculturd loans.

While there is some overlap (and therefore competition) between FIMCLA and other programs, there
is little duplication since programs differ in terms of their digibility criteriaand digible uses. In provinces
where programs similar to FIMCLA are available (e.g., Alberta and Québec), lenders tend to use the
provincia programs. This may be because provincia programs tend to be available to awider range of
gpplicants for awider variety of uses.

Acceptance
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Program managers support FIMCLA; however, they recognize that the program needs updating.
Lenders are generaly not satisfied with FIMCLA because, in their view, it is not relevant to the needs
of the agriculturd community and its administrative processes (especialy, default procedures and claims
Settlement) are too burdensome. Clients are generdly satisfied with FIMCLA.

FIMCLA does not have forma mechanismsin place to provide feedback on the program. If lenders
have questions or concerns regarding a registration or claim, they contact FIMCLA verbaly or in
writing.

Results achievement

Through its adminigtration of FIMCLA,, the program has delivered the activities asidentified in the
program logic mode!.

FIMCLA has not implemented forma processes to monitor performance, and it has not finalized a
Results-based Management and Accountability Framework (RMAF) or a Risk-Based Audit
Framework (RBAF) for the program. Although FIMCLA has established severa service delivery
gtandards, it does not monitor whether it is meeting these standards. Given that FIMCLA'’s
performance monitoring processes are limited, it is not possible to measure and/or comment definitively
on the intermediate and long-term outcomes of the program. That being said, it is clear from reviewing
the database that FIMCLA has extended agriculturd credit in favourable terms to many farmers,
particularly in Saskatchewan. However, relaively few marketing cooperatives have used FIMCLA,
which suggests thet the program has not been as effective in reaching this target population.

Regarding intermediate outcomes (with respect to producers), FIMCLA has probably had an impact in
terms of increasing the productivity of farming operations, increasing the efficiency of farming
operations, and making farming operations more sustainable. Once again, given marketing

cooperdives limited involvement in FIMCLA, it is not possible to comment on intermediate outcomes
for this agpect of the program.

With respect to longer-term outcomes, it would be logical to expect that FIMCLA has contributed to a
variety of expanson and modernization/innovetion initiatives acrossits portfolio of loans. The case
studies offer some evidence in support of this conclusion, but it is not possible to draw a clear line from
the loans to the long-term god's of the program. This would require a detailed follow-up on the usesto
which loans have been put, which would require an elaborate database and borrower follow-up.

Cost-effectiveness
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The volume of new FIMCLA loans has been steadily decreasing from 16,250 in 1996-1997 to 4,722
in 2002-2003. Since 1999-2000, the value of claims paid has been rising, while revenue from
registration fees has been fdling. Recoveries of clams paid have been inconsigtent. As such,
FIMCLA's cumulative net gain (registration fees plus recoveries from loan defaults, less clams paid
and adminigtration costs) has been trending negative. At the same time, FIMCLA management argues
that on an accrual bass, the program does not appear to be in arisky position. However, research
commissioned by the program confirms that the level of current new regidrationsiswell below the
breakeven point for the program. Given these two perspectives on the financid risk faced by the
program, astrong case exigts for afinancid review.

Program strengths and weaknesses

FIMCLA has along history that speaksto its core strengths. Viewing it over the past decade, the main
advantages involve its rationa e'relevance, lender/borrower acceptance, and efficient administration.
Recently, weaknesses and limitations have emerged, primarily as aresult of changing economic and
agricultura conditions, which have reduced the leve of regidrations. In Smple terms, farmers and
lenders have dternative sources of credit, which have reduced the rlative advantage of FIMCLA.

Options and recommendations

Recommendation 1

Suspend the program but continue to support the remaining portfolio of loans.
With program suspension, the Department would need to execute the following actions:

> Compare the costs (administrative and net expected recoveries less expected claims) of
maintaining the declining balance of the portfolio with the costs associated with
maintaining the program to demongtrate the net savings from suspending the program.

> Communicate with al lenders that, while new loans would not be registered, dl existing
obligations would be maintained.

> Communicate the rationale for program suspension noting that unit costs are rising and
regisirations have plummeted. The program no longer meets the breskeven
requirement. It is aso important to note that thisis not related in any way to ongoing
effortsto assst the farm community to dedl with crises such as BSE, snce FIMCLA
has little bearing on managing these issues.

> Cdculate the adminigtration needed to maintain the exigting portfolio of loans and adjust

daffing appropriaey.
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Recommendation 2
AAFC should undertake a credit needs assessment for agricultural producers.
This needs assessment should also:

> identify gapsin support for target groups such as beginning farmers and
marketing/production cooperatives.

> review al exigting credit sources for agricultura producers (private and public, federa
and provincid).

Recommendation 3
Undertake an immediate analysis of the financial risks associated with FIMCLA.

Thereis congderable uncertainty about the risk associated with FIMCLA, even if it were suspended.
Currently, program activity iswell below the breskeven point, and with regitrations continuing to
decline, the program is far from the cost recovery levels established four years ago. Independently of
what is done with FIMCLA, a genera needs assessment for credit support in the agricultural sector
would guide future public policy.

Observation

If program suspension is not an option, the program must urgently address some of its procedura issues
and broaden the digibility in an effort to at least stabilize demand. A return to previous program activity
levelsis unlikely in the absence of changed economic and industry fundamentals.

To limited extent, the decline in program use may reflect severa issues that lenders have in terms of
how the program is managed (i.e., default and claims processes) and limitations on igibility (such as
the low maximum loan amount - in the view of lenders - and redtrictions on loan uses, including the
excluson of beginning farmers). Addressing these issues may raise demand for the program somewhat,
but it is unlikely to reverse the steep decline in regidtrations experienced over the last Sx years.

If AAFC wishesto maintain FFIMCLA, some adjustments to the program are required:

> Program objectives require clarification.
> Loan celling could be increased, with the cavest that there appears to be little inherent
demand for an increase. Additiondly, the program must have an understanding of the
leve of risk associated with the inevitable increase in claims.
! FRA Ine



Agriculture and Agri-Food Canada IX
FIMCLA Final Report—October 4, 2004

> Review and analyse the risk associated with the expansion of digible loan usesinto
areas such as. purchase of land previoudy leased or rented; purchase of
supply-managed commodity quotas, purchase of feeder livestock; loans to beginning
farmers; and processing-related ventures.

> Claims processes need to be streamlined.

> Complete afinancia review to increase information on the factors driving clams and
recovery processes.

> Improve the program’ outcomes measures.

> Develop an augmented database to support better program monitoring.
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1.0 Introduction

The Farm Improvement and Marketing Cooperatives Loan Act (FIMCLA) isafederd government
program designed to increase the availability of loans for the improvement and development of farms
and the processing, distribution, or marketing of farm products by cooperative associations.* Under the
Act, the government guarantees 80% of the value of the asset purchased. The Minigter isliable to pay
the lender 95% of aloss sustained as aresult of aloan made, provided that the requirements of the Act
and the Regulations have been met. The financid inditution undertakes its own due diligence to
determine borrower digibility; however, it does have accessto FIMCLA saff for digibility rulings.

Replacing the Farm Improvement Loans Act (FILA) of 1944, FIMCLA increases access to credit for
both farmers and their cooperative associations. FIMCLA-guaranteed loans are intended to help
borrowers improve farm assets, strengthen production, and/or improve financid viability. Borrowers
aso benefit from advantageous interest rates, lower equity requirements, and flexible repayment terms.
FIMCLA was designed to rectify limitations of FILA.

1.1  Purpose of evaluation

Agriculture and Agri-Food Canada (AAFC) has hired, through a competitive process, Prairie Research
Associates (PRA) Inc. to conduct an evauation of FIMCLA. This program has not been evaluated
since it was enacted in 1987. The objectives of this evauation are to?

> addressissues related to the design and relevance of FIMCLA to the needs of the
agriculturd community

> assess the program’ s access bility and appropriateness within the Canadian farm loan
business environment

> make conclusions about program management effectiveness, results achievement, and
linkages to the Agricultura Policy Framework (APF)

> address issues raised by the lending community.

IRetrieved on October 14, 2003 from http://www.agr.gc.calmisb/nmp/fimclaloverview_e.html

2FIMCLA Request for Proposal, Annex B1. Page 5.

3The lendi ng community has requested consideration of specific changes to the program including:
coverage of beginning farmers, purchase of land previously leased or rented, loan limit increases, processing-related

ventures, 100% financing of new manure storage facilities, ad valorem taxes and duties, and supply- managed
commodity quotas.

! FRA Ine



Agriculture and Agri-Food Canada 2
FIMCLA Final Report—October 4, 2004

1.2  Overview of report
Section 2 describes the methodology employed for the evauation. Section 3 provides a profile of

FIMCLA, and Section 4 presents the research findings organized by evaluation issues. Section 5 offers
options and recommendations for the program.
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2.0 Methodology
This section presents the approach and methodologies used to conduct the evauation.

2.1 Evaluation issues

An evauation framework guides this evauation. The contractor revised the eval uation framework
included in the Request for Proposals (RFP) in consultation with the Advisory Committee and AAFC
Audit and Evauation Team. The bulk of the changes were made to link the evauation questionsto
indicators and data sources. The evauation framework appearsin Appendix A.

2.2 Datacollection methodology

This evauation utilized the following 10 data collection methodologies:

> preliminary interviews

> document review

> adminidrative data andys's

> benchmarking (program comparison)
> dient* survey

> awareness survey
> lender interviews

> lender follow-up interviews
> key informant interviews

> case studies.

Table 1 describes each methodology employed in the evaluation.®

“Note that throughout this report, the term “client” refersto agricultural producers and marketing
cooperatives that have successfully obtained a FIMCL A-guaranteed loan. That said, due to the nature of FIMCLA,
lenders are FIMCLA’s primary “client,” but the program is designed to primarily benefit “borrowers’ (i.e., agricultura

producers and marketing cooperatives).
! PEA I
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Table 1: Data collection methods

Method Description
Preliminary The study team conducted preliminary interviews with six key informants to orient the evaluation and
interviews to provide background for the key informant interviews. Based on suggestions from AAFC,

representatives of the following organizations participated in these informal interviews:

» FIMCLA
» Canadian Federation of Agriculture (CFA)

» Farm Credit Canada (FCC)
Credit Union Central of Saskatchewan (CUCS)

» caisses populaires Desjardins
Canadian Young Farmer Forum (CYFF).

v

v

To guide the interviews, the study team drafted two preliminary interview guides (consisting of
approximately 10 general questions each), one for government representatives and the other for
lenders. The AAFC Audit and Evaluation Team reviewed and approved each guide.

The interviews, conducted by teleconference, lasted from 30 minutes to an hour. In attendance were
members of the study team and representatives of the AAFC Audit and Evaluation Team. To
increase reliability and validity, interviews were audio-taped (with respondents’ permission), and
each interviewee received a copy of the interview notes for review and comment.

Finally, the study team, along with representatives of the AAFC Audit and Evaluation Team, met with
representatives of the Canadian Bankers Association (since they were unable to attend the Advisory
Committee meeting) and selected members who specialized in agricultural lending on October 16,
2003 to review the rationale for the project and the logistics of collecting information from lenders.
This meeting also identified issues ranging from basic principles of the evaluation to operating
practices that the banking community wished to see addressed in the evaluation. An important
contribution of this meeting was to identify the value in replacing the originally proposed
mailed/faxed lender questionnaire with a key informant interview approach to collect information
from lenders.

Document review

A review of documents resulted in the development of a program profile for FIMCLA. This program
profile sets the context for the evaluation and supports key questions in the evaluation framework
relating to relevance, design and delivery, and appropriateness.

In consultation with AAFC the following list of documents were identified as relevant:

» FIMCLA lenders guidelines

» Canadian Agricultural Co-ops Capitalization, Issues and Challenges: Strategies for the Future
(Ernst & Young)

Change Challenge Opportunity (Report of the Task Force)

AAFC DPRs, sections on FIMCLA

September 1999 Report of the Auditor General, Chapter 11 User Fees

AAFC response to the Auditor General’s report

FIMCLA (web site)

Agricultural Policy Framework (APF) (web site)

Canada Gazette

Risk Analysis Framework for the FIMCLA (Charles Grant)

Measuring FIMCLA Performance on an Accrual Basis (Charles Grant)
Study of Public Financial Guarantee Programs

Canada Small Business Financing Program
AMPA Evaluation

Treasury Board submission and any cabinet documents on the program
On-line business case document.

v Y ¥Y VYV YVvY VvV VYV Y vYyVvY VY V%V
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Table 1: Data collection methods

Method

Description

Administrative data
analysis

The objective of the administrative data analysis was to obtain summary statistics for the FIMCLA
program and to identify trends/relationships that support the evaluation framework. To facilitate the
completion of this task, FIMCLA management provided a copy of the database, stripped of personal
identifiers (i.e., name and address). As well, FIMCLA management provided a preliminary set of
summary statistics including:

» number of unique applicants by year, province, and organizational structure
» number of loans by province and organizational structure

» number of unique lenders by year and province

» number of claims by year and province
» number of defaults by year and province.

Benchmarking

Benchmarking allows the comparison of different programs on common dimensions to provide an
alternate perspective on relative program performance. The benchmarking analysis compares the
products, services, and practices of FIMCLA with those of other farm financial programs, especially
guarantee-type programs available to agricultural producers at the federal and provincial levels.

To facilitate the selection of programs for inclusion in the program comparison study, the contractor
developed two lists of potential programs based on the results of an Internet search. One list
included guarantee programs and the other included direct lending programs. Using these tables,
and in consultation with AAFC, the following seven programs were selected for inclusion in the
program comparison study:

1.Canada Small Business Financing Program (Industry Canada)

2 Alberta Farm Development Loans (Agricultural Financial Services Corporation)

3.Alberta Beginning Farmer Program Loan (Agricultural Financial Services Corporation)

4 Agricultural Value-Added Loan Program (Western Economic Diversification and Farm Credit
Canada)

5.Financiéere Agricole du Québec (FADQ)

6.Loans for Beginning Farmers and Ranchers (United States Department of Agriculture - USDA)

7 Feeder Cattle Loan Guarantees

British Columbia

Alberta

Saskatchewan

Ontario

Quebéc.

© a0 T

The benchmarking analysis compared FIMCLA to the selected programs on characteristics such as:

» program objective
» eligibility criteria
» eligible uses

» guarantee amount

» fees (i.e., application, registration, renewal, etc.)
» repayment period

> interest rates

» administration procedures

» claims procedures

» cost recovery procedures.

The information used in the program comparison was collected using a document review (program
data) and key informant interviews with managers active in delivering the program. Prior to
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Table 1: Data collection methods

Method

Description

beginning data collection, AAFC sent potential respondents an introductory letter that described the
research, introduced the contractors, and invited them to participate in the study. Prior to the
interview, respondents received a copy of the questions to help them prepare their responses.
Following the interview, respondents received the interview notes and/or a draft copy of their
program’s profile for review and comment.

Client survey

Privacy

Prior to selecting the sample for the client survey, the AAFC Audit and Evaluation Team asked
Information Management Services to review and approve the proposed protocol for the client survey.
This review determined that, to protect the identity of clients, the contractor could not have full access
to the FIMCLA database; thus, before sending the database to the contractor, FIMCLA management
removed all personal identifiers. This review also determined that, to further protect the identity of
clients, the AAFC Audit and Evaluation Team would be responsible for mailing introductory letters to
potential respondents while FIMCLA management would be responsible for managing the informed
consent process.

Sampling
The client survey included 383 FIMCLA clients, selected from the FIMCLA database.' The sampling
used the following steps:

» Only loan dates of January 1, 2000, to November 15, 2003, and fiscal years 2000 to 2003 were
included to focus the analysis on the current structure and operation of the program. This time
frame matches the reference periods used in all the data gathering, except the database
analysis, which used all loans as the reference population.

» Five thousand program participants® were randomly selected.

» These participants were then matched to the registration number, which was:
- the most recent loan date
- the highest registration number, in cases where multiple loans were issued on the same
date.

The contractor then verified that the distribution of the sampled participants closely reflected the
distribution of applicants overall. As such, many of the clients interviewed were grain farmers in
Saskatchewan, which reflects the overall distribution of FIMCLA clients.

The selected registration IDs were sent to FIMCLA management. Since the database does not
contain client telephone numbers, FIMCLA management used web-based telephone directories to
obtain telephone numbers for the selected clients.

Informed consent

After FIMCLA management obtained the telephone numbers of respondents, the AAFC Audit and
Evaluation Team mailed introductory letters to participants selected through the sampling process.
The letter informed respondents that AAFC was undertaking an evaluation of FIMCLA and that it
hired PRA to complete the research. The letter briefly described the research and the benefit of
participating in a client survey. As well, the letter informed clients that the telephone interviewer who
called them to complete the questionnaire would have basic information on their loan (i.e., year of
loan, financial institution that issued loan, amount of loan, purpose of loan, default status). The letter
also outlined the fact that basic information was made available to interviewers to help participants
respond to the questions. The letter explained that personal information and survey responses
would be kept confidential. Finally, this letter included an informed consent procedure in the form of
a toll-free telephone number that potential respondents could use to remove themselves from the

FRA Ine
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Table 1: Data collection methods

Method

Description

contact list if they did not wish to participate. It also included toll-free numbers that respondents
could call if they had questions about the evaluation or research process. About 70 individuals
called FIMCLA management to remove themselves from the contact list or to ask questions about
the evaluation.

Approximately one week after mailing the introductory letters (sufficient time for potential
respondents to opt out of the survey), FIMCLA management forwarded the contact information for the
sample to the contractor. The contact information was linked to key loan information so that
interviewers could prompt respondents to encourage memory; thereby improving the quality of the
data captured.

FRA Ine
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Table 1: Data collection methods

Method

Description

Client survey
continued

Informed consent continued

The evaluation team anticipated that, after receiving the introductory letter, some clients may contact
their lender to ask about the evaluation. Thus, it was important to ensure that lenders were aware of
the evaluation. To inform them of the evaluation, FIMCLA management sent them a letter describing
the research and the implications it had for them. In addition, FIMCLA management posted a brief
description of the evaluation on its web site.

Questionnaire

After review by AAFC the survey instrument was pre-tested with 70 English-speaking respondents. A
representative of the AAFC Audit and Evaluation Team listened to tapes of some of the pre-test
interviews. Following the pre-test, revisions to the questionnaire were made in consultation with the
AAFC Audit and Evaluation Team and FIMCLA management.

The contractor managed field operations through its call centre in Winnipeg, using computer-aided
telephone interviewing (CATI). Interviewers initiated all calls to Québec participants in French. They
attempted at least five call-backs before replacing a selected respondent. Interviewers recorded
open-ended responses verbatim. These responses were then coded into specific response
categories for analysis. The data was then migrated from CATI to SPSS, cleaned,’ and analysed to
support the relevant questions in the evaluation framework.

Non-response analysis

Non-response analysis involves comparing the characteristics of respondents to the selected
sample. Based on this assessment, if the sample categories diverge by more than 5%, the data
would be weighted.* The sample categories selected for analysis include province and size of loan.
In this case, the data does not need to be weighted since responses do not diverge by more than
5%.

Awareness survey

Because of the need to ensure informed consent on the part of program participants, obtaining
unaided awareness of FIMCLA among potential clients was not possible within the regular client
survey. As a supplement to the methodology, to assess whether the general agricultural community
is aware of FIMCLA, the contractor conducted a short survey with agricultural producers to test their
unaided awareness of FIMCLA.® Using its internal database of producers, the contractor completed
surveys with 117 farmers across Canada. Note that the awareness survey excludes Québec since
the contractor’s database does not include producers in this province.

Lender interviews

AAFC and the consultant met with the Canadian Bankers Association (CBA) and various banking
representatives active in lending to agricultural producers. The objective of this consultation was to
determine the optimal method to collect information from lenders on FIMCLA. Based on feedback
from the CBA, it was determined that the best way to collect the required information was to use a
structured interview process starting with senior managers in lending institutions. At this level,
issues of broad policy could be discussed. These respondents could then refer the research team
to key contacts at operational levels. The contractor completed 28 lender interviews.

The development of the key informant list began with lenders who were members of the Advisory
Committee. AAFC sent a letter to these individuals to inform them about the evaluation and request
their participation in an interview. Once they agreed to participate, the contractor contacted them to
schedule a telephone interview. The intent of these interviews was to gain a general understanding
of the structure of the financial institutions and to gain insight into how policy decisions regarding
agricultural lending are made. At the end of the interview, the interviewer asked the interviewee to
identify someone in an operational position who could be interviewed. This process continued until
the contractor gained a complete understanding of the steps a loan goes through at a particular
financial institution.
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Table 1: Data collection methods

Method

Description

Lender follow-up
interviews

Based on the findings of the draft evaluation report, the AAFC Audit and Evaluation Team and
FIMCLA management determined that a second round of lender interviews was needed to clarify
several issues raised throughout the evaluation. The AAFC Audit and Evaluation Team sent an e-
mail to all lenders who participated in an initial interview to let them know that the contractor would
be conducting a second round of interviews. The contractor then contacted the lenders to see if they
were willing to participate in another interview, and if so, to schedule an interview time. The
interviews were conducted over the phone, lasted about 25 minutes, and covered a number of
topics including: loan limits, client profile, risk management, marketing cooperatives, and the APF.
Twenty-five of 37 lenders participated in a follow-up interview.

Key informant
interviews

The contractor interviewed 37 key informants, representing one of the following groups:

» program staff (n=7)

» lenders (n=9)°

» non-participating marketing cooperatives (n=4)"

» provincial and territorial ministries of agriculture (n=4)
» officials for similar loans programs (n=4)

» representatives of the CFA (n=5)

» producer associations (n=2)

» other federal government representatives (n=2).

The contractor conducted the interviews by telephone, in the respondent’s preferred official
language. The interviews were approximately 45 minutes in length. A representative of the AAFC
Audit and Evaluation Team monitored several of the interviews.

The contractor contacted all key informants to invite them to participate in a telephone interview.
Following the initial contact, the contractor sent the key informant a letter from AAFC, which
described the evaluation and invited them to participate in an interview. After agreeing to participate
in an interview, respondents received a copy of the interview guide to help them prepare their
responses. With permission, interviews were audio-recorded to ensure accuracy. Additionally,
interviewees were provided the opportunity to review and comment on the notes taken during their
interview.

Case studies

The contractor completed five joint case studies with clients and lenders. Using the results of the
client survey and key informant suggestions, the contractor selected four loans issued to producers
and one loan issued to a marketing cooperative for inclusion in the case studies. The case studies
were selected to provide a variety of loan amounts and uses as well as provincial representation.
The case studies included one loan issued in Saskatchewan, one in Manitoba, two in Ontario, and
one in Québec.

Once the cases were selected, the contractor contacted both the client and lender to solicit their
participation in the study. The contractor provided both parties with an introductory letter that
described the research and explained the case study protocol. Since the case studies required extra
time from agricultural producers as well as more detailed personal and farm financial information,
the contractor offered clients an incentive of $100 for their participation.

The case studies involved separate telephone interviews with clients and lenders. As well, clients
completed a short, written questionnaire. A representative of AAFC Audit and Evaluation Team
monitored some of the interviews.

Notes:

1

To maintain confidentiality until informed consent had been provided by program participants, FIMCLA management provided the

consultant with a copy of the database that had been stripped of personal identifiers.

FRA Ine




Agriculture and Agri-Food Canada 10
FIMCLA Final Report—October 4, 2004

Table 1: Data collection methods

Method | Description

2 The terms “participant” and “client” are used interchangeably. The term respondent refers to a participant/client/lender in the context of a
specific survey. The context will make the reference clear.

The CATI system is programmed to guide appropriate responses and to manage skip logic. Errors can still occur (often caused by a
respondent changing his/her response at a later point in the questionnaire). These errors are tracked and eliminated in the preliminary
analysis using SPSS to check for out of range values and ineligible responses.

Weighting is an algebraic adjustment to the data to ensure that the sample matches the population on selected characteristics.

For the past year, PRA has been building a sample of agricultural producers located in all provinces but Québec.

Note that these interviews are included in the interviews that are replacing the survey of lenders.

7 Note that this evaluation used several methodologies to collect data regarding marketing cooperatives: lender interviews, interviews
with non-participating marketing cooperatives, and case studies. Despite this, it was difficult to obtain insight into marketing

cooperatives’ experience with FIMCLA. This may be because few marketing cooperatives exist, and therefore, few have registered
loans with FIMCLA.

3.0 Overview of FIMCLA

This section describes the FIMCLA program, including program amendments, terms and conditions,
default procedures, and program activity.

3.1 Amendments to FIMCLA
This section identifies the amendments that have been made to FIMCLA.
3.1.1 Changes from FILA

When FIMCLA was enacted in 1987, several substantive changes from the previous FILA had been
made. These changes included:

> introducing aloan regigration fee of 0.50% of the guaranteed loan amount (to partialy
offset adminigtration costs)

> increasing the maximum outstanding loans per borrower from $100,000 to $250,000

> dlowing for fixed-rate loans, loan consolidation, and re-financing

> guaranteging up to $3 million for farmer-owned marketing cooperatives for value-added

marketing, processing, or distribution projects.®

6Treasury Board Submission. March 30, 1998. Page 5.
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3.1.2 1995 amendments

In June 1995, FIMCLA was amended to reflect concerns raised by agricultura producers, lenders, the
Standing Joint Committee for the Scrutiny of Regulations, and past audits. The new regulations for
FIMCLA came into force on May 31, 1999, and the substantive changes from the previous regulations
include (refer to Appendix C for further detail):’

> increasing the five-year aggregate principa amount of loans
> increasing the registration fee
> changing the formula for determining the maximum fixed interest rate
> defining the nature of security to be taken for guaranteed loans
> expanding the definition of digible activities
> increasing the time frame within which loans must be registered.
3.2 Terms and conditions®
This section outlines the terms and conditions associated with a FIMCL A-guaranteed loan.
3.2.1 Current eligibility criteria
FIMCLA-guaranteed loans are available to:
> farmers’ who are actively engaged in farming® for the purpose of earning a profit in
Canada a the time the loan is requested and own or have aleasehold interest in the
farmland where he/shelit is currently performing afarming activity

> farmer-owned marketing cooperatives.'

7AAFC. Extract Canada Gazette, Part 1. March 31, 1999, pp. 850-852.

8Much of the information in this section was obtained from the FIMCLA Lender’s Guidelines.

SFIMCLA defines afarmer as “an individual , partnership, corporation, or cooperative association that is
engaged in farming in Canada.”

©rmeLa defines farming as “the production of field-grown crops, cultivated, uncultivated, and
horticultural crops; the raising of livestock, poultry and fur-bearing animals; the production of eggs, milk, honey,
maple syrup, tobacco, fibre and wood from wood lots.”

HEIMCLA defines amarketi ng cooperative as a“ co-operative association incorporated under the laws of
Canada or a province for the purpose of processing, distributing or marketing on a co-operative basis the products
of farming, of which, each member or shareholder is afarmer.”
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Beginning farmers*? holding companies, companies engaged in financing, and gpplicants who intend to
farm are not digible for FIMCLA loans.

3.2.2 Loan limits
The maximum vaue of FIMCLA loansthat afarmer can hold a one time is $250,000. Farmer-owned
cooperatives may carry a maximum of $3 million in FIMCLA loans. Loans may be granted for the lesser
of 80% of the appraised value of the property or the purchase price. However, consolidation loans may
include 100% of the outstanding principa baance.

3.2.3 Loan uses

Under FIMCLA, digible loan uses include:

> equipment

> building/congtruction

> additiona land (i.e., land in addition to the land the applicant current owns or has a
leasehold interest in)

> breeding livestock
> consolidation/refinancing of FIMCLA loans
> cooperative loans.’®

Examples of indigible loan usesindude:

> borrower’ s labour

> refundable taxes (i.e., GST, PST, or Custom Duties)
> recregtiona vehicles

> quota purchases of dl kinds

> operating loans

> loans for the purchase of short-term feeder livestock
> working capital .**

Please see Appendix D for acomplete list of digible and indigible loan uses.

2an applicant is no longer considered to be a start-up farmer when the lender and the borrower can
demonstrate that the farm operation is established. One way of demonstrating that one is established is to show
farming income earned in Canada on either an income tax return or an interim financial statement at the time the loan
is being requested.

BEIMCLA Lender's Guidelines,

Y pid.
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3.2.4 Interest rates

Therate of interest on FIMCLA loans can be ether floating or fixed. The lender and the borrower may
agree to change from afloating interest rate to afixed interest rate (and vice versa) at any point
throughout the loan. As defined in the Act, the maximum rate of interest is™

> Foating interest rate: equa to the caculated prime rate of the lender plus a maximum of
1% (asthat rate isfixed daily during the term of the loan)

> Fixed interest rate: equa to the published residentia mortgage rate of the lender for a
comparable term plus a maximum of 1% (as thet rate is fixed on the date the funds are
disbursed or on an earlier date agreed to by the lender and the borrower).

3.2.5 Repaymentterms

The maximum repayment period for al purposes, including dl loans extended for
consolidation/refinance, is 10 years. However, loans to finance the purchase of additiona land may be
repaid over aperiod not exceeding 15 years. For cooperative |oans, the maximum term is 20 years for
the purchase of land or the congtruction of any building or structure and 10 years for al other purposes.

Repayments to the loan principa must be made at least annudly, with the first principal payment
occurring no later than 12 months from the date of the first disbursement. Note that principa payments
do not have to be equa and that equal, blended payments of principa and interest are permitted.

3.2.6 Security

At thetime aloan is made, FIMCLA requires the lender to take a security interest that isreflective of its
norma lending practice. A lender may take secured or unsecured corporate guarantees for the full
amount of the FIMCLA loan.

3.2.7 Loanregistration and charges

Lenders must register FIMCLA loans within 60 days of the date on which the first disbursement is
advanced for al purposes. However, lenders have up to 180 days from the first disbursement to register
congruction loans.

BNote that lenders may charge rates lower than the maximum rate indicated.
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When registering aloan, lenders must enclose a cheque or draft in the amount of 0.85% of the tota loan
amount with the completed registration form. The registration fee and lender’ s administration charges'®
may be added to the loan, provided that the tota amount of the loan, including the 0.85% fee and the
lender’ s charges, do not exceed $250,000.

3.3 Loans in default

Lenders have a maximum of 18 months from the date of default to submit aclaim for loss. FIMCLA
defines the default date as* the day after the day on which a payment under a loan was scheduled
to have been made, but was not made.” *’

164 lender may charge a borrower an administration charge in respect of aloan up to a maximum of: the
lesser of 0.25% of the loan principal, or $250 if the loan isfor less than $250,000; or in the case of marketing
cooperatives with loans of $250,000 or more, 0.1% of the loan principal. If alender charges fees outside of this range,

aclaim can be disqualified.
!PHA Ine
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If aloanisin arrears and it appears that the Stuation cannot be rectified, the lender should:

> submit a Report of Default on the Loan within:
- gx months from the default date (but not before three months) for farm
improvement loans
- 15 days of the default date for coopertive loans.

> attempt to devise a suitable repayment program with the farmer or cooperative.

> if arepayment program cannot be agreed upon, demand the balance of the loan by
regisered mail and begin action to saize the security held in support of that loan in
accordance with provincid laws and the Farm Debt Mediation Act.

> submit aclaim for loss after taking al appropriate actions to collect from dl possble
sources to redize on security.

Note that, with FIMCLA’s gpprova and dependent on the financid circumstances of the guarantors,
lenders can negotiate compromise settlements.

The Miniger's maximum liability in favour of an individua lender’stota claim for losses sustained for dl
loans made during afiscd year at time of clam and for four years preceding (regardless if loans were
issued to producers or marketing cooperatives) is amaximum of:

> 90% of thefirst million registered during the five-year period

> 50% of the second million registered during the five-year period
> 10% of the remaining amount registered during the five-year period.

The Minigter is subrogated in dl the rights of the lender once aclam is paid. The loss sharing ratio for
government to lender is 95% to 5%.

3.4 Program activity

This section presents a high level scan of agricultural trends and an overview of FIMCLA program
activity.
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3.4.1 General agricultural trends
To place FIMCLA in context, it is helpful to review the generd agriculturad community.
According to the 2001 Agriculturd Census:

> The number of farms has decreased 12% from 280,043 in 1991 to 246,923 in 2001.'8

> The average age of agricultural producers hasincreased from 47.5 yearsin 1991 to
49.9 yearsin 2001.%° If this trend continues, succession will be an important issue for
many farm owners.

The Farm Financid Survey provides useful indght into farm operators financid Stuations:

> Average farm liabilitiesin 2002 were $210,000, with net increase in borrowings of
about $27,000 (average amount of new loans).

> Saskatchewan (the largest user of FIMCLA), at $128,200, has the lowest value of

ligbilities per farm.

> More than one-quarter of farms (28%) reported having no debt, while 7% of farms
report high debt (debt/assets >50%).

> Smal and medium-size farms (revenues < $100,000) are more likely to have no debt

(41%) than large farms (revenues > $100,000 - 15%).

Overdl, these trends point to increasing concentration of farm operations and conservative reliance on
debot financing.

Bstatistics Canada, Census of Agriculture 2001. Farm operator data. Initial release. Table 1. Number of
farms and selected averages by number of operators per farm, by province, Census Agricultural Region (CAR) and
Census Division (CD) 2001.
Bstatistics Canada, Census of Agriculture 2001. Farm operator data. Initial release. Table 11. Farm operators
by number per farm and selected variables, by province, Census Agricultural Region (CAR) and Census Division
(CD) 1996 and 2001.
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3.4.2 FIMCLA activity
Note that al figures for 2003 are current to November 15, 2003.
Registrations

Figure 1 shows that the number of FIMCLA registrations mirrors the number of FIMCLA applicants.
The number of regigtrations per fiscal year ranges from ahigh of 19,867 in 1994 to alow of 4,721 in

2002. Similarly, the number of applicants per fiscal year ranges from alow of 3,899 in 2002 to ahigh
of 16,763 in 1994. Since 1994, the number of registrations and applicants has been trending sharply

downward.
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Figure 1

FIMCLA is not the only federa |oan guarantee program that has been experiencing this downward
trend in loan regigtrations. The CSBF and Canada Mortgage and Housing Corporation (CMHC)
mortgage loans have adso seen adeclinein regigrations. For example, CSBF regidrations have
decreased from 16,635 in 1999-2000 to 11,142 in 2001-2002. Recently, CMHC announced that it
was diminating the down payment requirement on its loan guarantee for firgt-time home purchasers.
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The rationale gppears to be to meet the increasing competition from GE Capitd, agloba financia
sarvices company, which has increased its share of this market segment to over 25%.%°

An important conclusion of this study, confirmed in lender interviews, is that interest rates are
historicaly low, and, more importantly, that the financia services sector has innovated and become
more competitive in the higher risk sector of borrowers traditionaly served by loan guarantee
programs.* Coupled with the decline in registrations, as shown below, this raises basic questions about
the rationale for guarantee programs such as FIMCLA.

Value of registrations over time

Figure 2 provides the tota value of new FIMCLA regidtrations per year over the period of 1988 to
2003.

> Aswith the number of registrations, the totd value of regigtrations has aso been
trending downward since 1997.

> The inflation adjusted vaue of regigrations follows the current vaue but at adightly
lower leve.

> Although the totd vaue of regisirations has been decreasing, the average vaue of loans
has remained fairly congtant.

> Thetotd vaue of loans registered in 2002 is $160 million ($80 million as of November
2003), and the average value is $34,000 ($33,000 as of November 2003).

> In 2002, the average value of FIMCLA loans per gpplicant, $41,000, was somewhat
higher than the average value per regigtration, $34,000. Thisreflects the fact that
applicants may have more than one FIMCLA |oan.?? Nonetheless, the average value of
regigtrations for those with multiple FIMCLA loansis below $50,000, whichisa
modest level compared to the purchase price of new equipment.

207 recent article in the Economist (August 14, 2003) confirms this trend in the US residential mortgage
industry.

2LAnillustration of thistrend isthe entry of a Dutch bank (Rabobank) into agricultural finance in the United
States. The head of the bank states that “with the farming industry consolidating globally, farmers will want a global
financial ingtitution.” The Economist, August 28, 2004, p. 68

22 s discussed throughout the report, several factors may explain the low (in the view of FIMCLA
management) average loan amount. For example:

> FIMCLA isused as part of afinancing package.
The entire cost of new equipment is not financed since old equipment is used as a down payment.
Some loan uses have lower average values.
Some lenders use FIMCLA to finance used equipment.
The average value of liabilities for agricultural producersis $210,000, which is below the FIMCLA
maximum loan amount of $250,000. Additionally, liabilities are likely spread across more than one

financing source.
! FRA Ine

v v v v



Agriculture and Agri-Food Canada 19
FIMCLA Final Report—October 4, 2004

> The median vaue of loansin 2002 is $21,617, which reinforces the modest
contribution FIMCLA makes to farm finance>®
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Figure 2

As shown in Figure 3, while Saskatchewan has the highest cumulative dollar vaue of regidrations, the
average vaueis lower than that of other regions, except Manitoba. Thisis likely because ahigh
proportion of Saskatchewan producers are involved in grain production, which is not as capitd-
intensive as livestock production.

23The fact that the median is about $10,000 less than the average underscores the fact that afew larger
loans affect the mean value. Half the borrowers have loans |ess than the median.
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> Table 3 shows that the average vaue of loans varies by |oan use.

{SIE [OP 4< SPUSZACY]) 5.42E] JO N BA ZBEIZAY

On average, the highest vaued loans are land, consolidation, and building loans.

Some loan uses have low average vaues (livestock, improvements, and

repairs).

Over the last three years, the average vaue of loans for additiona land,

equipment, and implements has been trending upward.

Table 2: Average value of loans by use
Use 2000 2001 2002

Additional land $56,924 $58,547 $64,260
Consolidation $54,323 $52,459 $50,267
Buildings $40,417 $38,482 $40,538
Equipment $28,162 $29,897 $35,616
Implements $24,943 $27,051 $28,736
Livestock $25,931 $25,981 $24,327
Improvements $21,871 $18,691 $21,525
Repairs $11,287 $7,418 $8,091
Other $6,750 $4,652 $2,800
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> About 4% of all registrations are valued at $100,000 or more, and 14% of applicants®
have received loans valued at $100,000 or more.

24Note that the figures for applicants consider al loans an applicant has registered with FIMCLA. Thus, an
applicant may have paid off aloan and subsequently taken out another.
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Table 3 reveds a sharp decline in the number of registrations vaued a $100,000 and

over.®

- Over time, the number of registrations in each vaue category has decreased.

- Few clients are registering loans of $250,000.

Table 3: Annual registrations by value class (excluding marketing cooperatives (n=139,396)

vear | <5000 | e | ‘sionsss | seavsss | 09 | (5100000

Number of registrations

1997 14,028 626 172 79 70 947
1998 7,975 244 83 44 46 417
1999 6,893 196 64 31 38 329
2000 5,917 176 47 26 26 275
2001 5,343 169 57 26 23 275
2002 4,387 169 63 24 24 280
2003 2,260 87 27 9 8 131
Total 46,803 1,667 513 239 235 2,654
Note: To demonstrate that few registrations are for loans of more than $100,000, the last column (Total > $100,000)
sums the number of registrations with loan amounts greater than $100,000.

These figures refer to single loan registrations and not multiple registrations for one client.
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Registrations by province

As shown in Table 4, the mgority of FIMCLA loans registered are for producers and/or marketing
cooperatives in Saskatchewan (61%). Just over 1in 10 regigtrationsisfor producers located in Alberta
(13%), and just under 1 in 10 isfor producersin Ontario (8%) and Manitoba (8%). The remaining

11% of loans are spread throughout the other provinces.

Table 4: FIMCLA registrations by province, all registrations, 1988-2003

Province Number* Percent
(n=147,871)
Yukon 8 0%
Northwest Territories 11 0%
British Columbia 2,571 2%
Alberta 18,591 13%
Saskatchewan 90,410 61%
Manitoba 11,984 8%
Ontario 12,199 8%
Québec 7,302 5%
Newfoundland and Labrador 45 0%
Prince Edward Island 2,460 2%
New Brunswick 1,505 1%
Nova Scotia 781 1%
Unknown 4 0%
Total 147,871 101%

Note: Total may not sum to 100% due to rounding.
*The database contains 147,947 registrations, including 76 registrations that were subsequently
cancelled. Therefore, this document reports on 147,871 valid registrations.

Other characteristics

> The mgjority of FIMCLA users are sole proprietors (72%). Sightly fewer than one-
fifth of the users are partnerships (18%). The remaining users are cooperatives® (6%)

and corporations (5%).

%Note that it is suspected that corporations may have been mislabeled as cooperatives when entered into
the database, thus inflating the actual number of cooperatives.
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Cooperatives and corporations have alow totd dollar vaue of registrations but
ahigh average value of loans. Thisis not unexpected since these types of
operations tend to be larger than sole proprietors and partnerships.

> Three-quarters of the FIMCLA registrations were made to grains and oilseeds (52%)
or hog (24%) operations.?” The remaining registrations were made to vegetable (10%),
dairy (7%), beef (6%), and other (1%) operations.

Hogs have a high total dollar vaue of loans but alow average value compared
to other commodities.

Rdative to other commodities, few loan regidtrations are associated with fruits,
poultry, and pulse crops, however, the loans associated with these commodities
tend to have high values. The database does not provide any information to
explain this phenomenon. That said, it is reasonable to believe that fruit, poultry,
and pulse crop operations are ng higher-value |oans because their
production operations are typicaly capital intensive and therefore may require
specidized buildings and equipment for storage, ventilation, drying, etc.

Loans used by operations producing grains and oilseeds appear to have a
lower proportionate default rate (percent of defaults as a proportion of
percentage of total loans) compared to |oans used by operations producing
other commodities.

> Producers most commonly use FIMCLA loans to purchase farm implements (61%b)
such as combines, hay baers, tractors, or farm trucks. Another quarter use FIMCLA
loans to purchase livestock (15%) or additiond land (9%).

Implements have a high tota vaue of regidrations but alow average vdue.
Higher cost items such as land, buildings, and consolidations have higher
average vaues but lower total values. Thetotal values are lower because the
number of registrationsin these categoriesis lower.

Loans used to purchase implements appear to have alower risk of default than
loans used to purchase livestock.

"Note that prior to 1999, the FIMCLA database used a combined commodity category for registrations
related to beef and hog operations.
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35 Profile of FIMCLA clients

The case studies completed as part of this evaluation provide insght into the types of dlients who use
FIMCLA. While producers were able to provide some information about their revenues and
outstanding debt, they found it difficult to discuss theimpact of FIMCLA on their farming operation.
Table 5 outlines the case sudy findings.

»

Case study one examines a 200-acre farm located in Québec. The producers have 60
head of caitle and use the land to grow whest to feed their cattle. The farm is owned by
acouple around 60 years of age who have been in the farming business for over 32
years. The couple inherited the farm from the husband' s father, and they operate the
farm in partnership with their son. They brought their son in as a partner last year with
the ideathat he would eventudly take over and make aliving out of the farm. The
producers used a FIMCLA loan for about $60,000 to purchase anew tractor. The
equipment it replaces was described as old and inappropriate. The lender assessed the
couple sfinancid stuation asrisky. Of relatively mature age, the couple has three other
loans (no further information was provided when prompted), their salaries were
reported by the lender as low, and they were not able to make a down payment on the
loan. The lender noted that since the client did not provide adown payment, IMCLA
reduced the guarantee rate from 95% of losses to 76%. The tractor itself was used to
secure the loan over aperiod of seven years.

Case study two involves amixed farm in Saskatchewan. The farm consists of 3,000+
acres, 50% is owned, and 50% is rented. The main crops grown on the farm are durum
whest, oats, pess, and spring wheet. Fifty head of cattle are raised on the farm. The
producer is the sole proprietor of this farm, which was established in 1981. However,
the producer initidly ran the farm in partnership with his brother. In 1988, the farm
experienced some financid difficulty resulting from a drop in commodity prices,
drought, and a grasshopper infestation. Consequently, the producer engaged in a
volunteer transfer of 13 quarters of land to its lender. At thistime, the producer’s
brother decided to quit farming and the remaining partner decided to continue running
the farm as a sole proprietor. The producer then rented this land from the financia
ingtitution for a period of about five years. This producer took out a FIMCLA
guaranteed |oan for $120,000 to purchase five quarters of land located next to hisfarm.
The lender reported that FIMCLA was the best option for this loan asit would have
been difficult for the producer to make a 25% down payment on the loan. FIMCLA
was more suitable because it only requires a 20% down payment. The lender noted
that the producer used some of the other land he owned as added security for the loan
and that the land purchasad is of margina qudity and islikely only suitable for cattle.
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> Case study threeisacash crop (soy and corn) operation in Ontario. Thefarm, in
operation for 39 years, conssts of 1,200+ owned acres and 300 rented acres. The
producer runs the farm in partnership with hiswife. The producer dso runsasmal
elevator processing business. This producer holds severd loans including two
mortgages, a consolidation loan, and two term loans. This producer used FIMCLA to
purchase a new combine for the farm. The producer used the trade-in of his old
combine as a down payment on the loan. The trade-in covered gpproximately haf of
the cost of the combine, leaving $130,000 to finance through FIMCLA. The producer
reported that he has had FIMCLA loansin the past and likes the product. He indicated
that he specificaly asked for aFIMCLA loan when purchasing the combine. The
lender described this particular operation as medium-low risk.

> Case study four looksat asmdl farm located in Manitoba. The farm congsts of over
150 acres, 150 ewes, and 300 range-fed chickens. The farm aso usudly has 25 to 30
head of cattle; however, the operator did not purchase any cattle this year because of
the BSE crigs. Thisfarm is structured as a sole proprietorship, athough the producer’s
wife owns the land. Along with operating the farm, the producer often engeges in off-
farm work such as grinding tree sumps and driving a potato truck. His wife works
part-time as a hairdresser. This operation began about 30 years ago with 700 acres, a
160 sow farrow to weanling operation, and 300 head of cattle. However, 15 years
ago, the hog barn burned in afire and it was not feasible to rebuild. Seven years ago,
the producer downsized his operation because of health concerns. This producer
expects to continue farming as long as hedth dlows him to. This producer took out a
FIMCLA loan for $10,000 to purchase 110 head of sheep. This producer does not
have any other loans, however, in the past he has, at times, had difficulty making
payments on loans. Therefore, the lender suggested the FIMCLA program since the
producer’ s credit history indicated that heis higher risk.

> Case study five examines a marketing cooperative located in Ontario. A FIMCLA
loan was part of the financing package to establish this cooperative. The cooperdtive,
established in 1997, consists of about 40 Ontario chicken producers. The cooperative
purchased a 4,000 square foot processing plant to add value to the poultry its members
raise. The cooperative has since expanded the processing plant to 30,000 square feet.
The cooperative currently processes about 30% of its members product. Sinceit is not
ableto processdl of its current members products, it is not accepting new members.
The financing package the cooperative negotiated to Sart this busnessincludesa
mortgage for the land and building, aloan for equipment, and operating capitd. The
cooperative s lender suggested usng FIMCLA to finance some of the equipment the
cooperative was purchasing. The lender noted that FIMCLA was an attractive option
because the cooperative was risky since it was a new venture. The cooperative reports
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that the FIMCLA loan was for about $250,000. The account manager for this client
(and not the account manager who originaly issued the loan) speculated that the [oan
was limited to $250,000 because the former account manager was not aware that the
maximum loan amount for marketing cooperatives was $3 million. Another possible
explanation is that the FIMCLA loan was part of afinancing package offered to the
client and the $250,000 represents the amount the financid ingtitution was not able to
lend to the client.
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Table 5: Case study overview

husband’s father
Farming for 32 years

Case study #1 Case study #2 Case study #3 Case study #4 Case study #5
Profile of operation » Quebec Saskatchewan » Ontario » Manitoba » Ontario
» 200 acres 3,000+ acres » 1,200+ acres » 150 acres » Marketing
» Wheat (feed) Durum wheat, oats, |[»> Soy, corn » 150 ewes cooperative
» 60 head of cattle peas, spring wheat |[> Husband and wife » 300 range-fed > 40 producer-
» Husband and wife Sole proprietor partnership chickens members
partnership Farming for 23 years | » Farming for 39 years | » Sole proprietor (wife |» Poultry processing
» Farm inherited from owns land) » Established in 1997

» Farming for 30 years

Profile of financial
situation

Combined income
$70,000

Revenue (2003):
$180,000

Debt outstanding
(2003): $320,000
Member of financial
institution for 4 years
Holds two loans used
to purchase land,
total value of
$180,000, 12 year
terms, interest rates
of 7.25% and 6.25%
Small equipment
loans with Farm
Credit Canada,
interest rate is 0.25%
lower than “bank”
rate, required down
payment is 5% less

» Debt outstanding
(2004): $1.5 million

» Two mortgages: 15
year term, interest
rates of 8% and 8.5%

» Two term loans: used
to buy out another
farm and purchase
equipment, 10 and
15 year terms,
interest rates of 7.5%
and 6.75%

» Member of financial
institution for 4 years

» Operating loan

» Term loan to pay
down short-term debt

» Annual revenue $12
million

» Mortgage: 15 year
term, floating interest
rate

» Operating loan:
Floating interest rate

Risk rating (lender)

>

Risky

Good debt-
serviceability but
sometimes runs short
of cash

Medium-low risk

» Original lender not
available for
comment.

Average risk, although
higher risk at start-up
(new business)
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Table 5: Case study overview

Case study #1

Case study #2

Case study #3

Case study #4

Case study #5

Profile of FIMCLA loan

$60,000

Purchase tractor
No down payment
(reduced guarantee
from 95% to 76%)
7 year term

$120,000

Purchase land

20% down payment
Interest rate:
prime+1%

15 year term

$130,000

Purchase combine
Used trade-in for
$130,000 down
payment

Interest rate: prime +
0.5%

5 year term

$10,000

Purchase 110 ewes
Interest rate as per
client: prime + 2.5 to
3%

Interest rate as per
lender: prime + 1%

$250,000
Purchase equipment

Interest rate: prime
+1%

Experience with
FIMCLA (payment
history and/or
difficulties)

Client missed one
payment; made two
payments the
following month.

Client made required
payments.

Lender had to cancel
FIMCLA loan
because of clerical
errors.

Lender re-issued
loan using one of its
own products.

Client missed
payments
Negotiated
compromise
settlement to sell
ewes to pay off
FIMCLA debt

Client made required
payments.

Outcome of loan

Replace equipment
that was old and
inappropriate.

Loan helped
producer expand
land base and
diversify into peas

New combine made
farm more efficient -
can accept GPS
equipment, uses less
fuel, and works faster.

None - loan defaulted

Allowed cooperative
to purchase
equipment it needed
to run business
(cooperative did not
indicate what type of
equipment it
purchased).
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40 Findings

This section of the report draws on dl the lines of evidence to respond to each question in the
evauation framework.

4.1 Relevance

4.1.1 Consistency with APF

Evaluation question: Are the objectives and mandate of FIMCLA consistent with the APF?
Summary response:

The APF postdates FIMCLA; however, components of its five dements. business risk management,
food safety and food qudity, environment, renewal, and science/innovation broadly aign with the
generd godsof FIMCLA. At the sametime, FIMCLA goals are specific and its digible uses support
some APF dements more than others.

An important caution is that requiring lenders to show how any given loan gpplication supports the APF
aswell as FIMCLA could discourage program use even further. For programs delivered by third
parties, in this case the financid services sector, it isimportant to be explicit about the scope of digible
activities. The APF isagenera agreement, designed to create a framework to guide federal and
provincid governmentsin their efforts to “move agriculture into the 21t century.”

Detalils:

In June 2001, the federd, provincid, and territorial Ministers of Agriculture pledged to jointly develop
“an agriculture policy that is comprehensive, integrated and ensures that farmers have the tools to
address issues, be competitive and capture opportunities in the areas of science, food safety and
environmenta stewardship.”?® The god of this policy is “to foster an economic and socia advantage for
Canada to help ensure Canadian producers and agri-food companies not only meet these challenges,
but capture the opportunities they present for continued prosperity.”?

2Retrieved on October 17, 2003 from http://www.agr.gc.cal/ch/apf/index_e.php?section=info& page=gen
29
Ibid.
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Table 6 outlines the APF sfive priority areas and their associated gods. It dso identifies the extent to
which each priority area of the APF alignswith FIMCLA. (Refer to Section 3.2.3 for alist of
FIMCLA’sdigible loan uses))

Table 6: APF priority areas and goals

Priority area

Goals

Degree of alignment with FIMCLA

Food safety and
food quality

To adopt recognized food safety and quality systems throughout
the food continuum.

To put in place comprehensive tracking and tracing systems
throughout the food continuum in order to increase our capacity for
targeted, effective responses to potential disease or contamination
outbreaks, and to meet consumer preferences and commercial
requirements.

To share critical food safety and surveillance information among
governments.

Medium

Comment: Itis conceivable that a
FIMCLA loan for equipment would
increase the farmer’s capacity to
support increased food safety and
food quality. The force of these
goals is clearly on larger systems.

Environment

To reduce water contamination from nutrients, pathogens, and
pesticides.

To reduce agricultural risks to soil health and reduce soil erosion.
To reduce particulate emissions, odours, and greenhouse gases.
To ensure compatibility between biodiversity and agriculture.

Medium - High

Comment: Loans for new
equipment clearly could be used to
reduce contamination. One must
recognize that most producers
believe that environmental initiatives
will cost them money but will not
increase profits.

Renewal To enable beginning farmers to acquire the skills and expertise to  |Low - Medium
manage their business and adapt to evolving consumer
preferences and new scientific advances. Comment: FIMCLA does not
To engage farmers in the continuous upgrading of the skills support beginning farmers or skills
needed to farm in an evolving sector. development. Investing in
To provide farmers with the strategic management skills they need (information technology (IT) systems
to make their farms as profitable as possible. (hardware and software) could be
To provide farmers with access to a wide range of choices to an eligible use.
enhance their future quality of life.

Science and To support and increase: Medium - High

innovation - research and development in environment, food safety and

food quality, renewal and risk management

- the adoption of new economic opportunities generated from
innovative agriculturally-based products

- collaboration and coordination across market, policy and
scientific disciplines, among research organizations, and
throughout the agri-food production and processing chain.

Comment: FIMCLA clearly supports
the acquisition of equipment and
new technology.
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Table 6: APF priority areas and goals

Priority area

Goals

Degree of alignment with FIMCLA

Business risk
management

» To move from safety nets towards risk management.

» Business risk management should promote:
more rapid adoption of the food safety and environmental
practices supported by the other elements of the framework
the expansion and diversification of the farm business

through new applications of science
the enhancement of managerial and strategic planning skills

made possible through renewal.

Low - Medium

Comment: Once again new
equipment (including IT) could be
eligible under FIMCLA and could be
aligned to the APF.

Note: To ensure the accuracy of the goals, the descriptions have been taken directly from the APF.

In support of the APF s Business Risk Management priority, AAFC established an "outcome project”
for FIMCLA as part of its "planning architecture.” The target client for this project is agricultura
producers. The immediate outcome is producer participation in lending programs, and the end outcome
isincreased sector viability and profitability.

The eigible uses of IMCLA guarantees clearly could be interpreted as supporting the priorities
outlined in the APF. For example, FIMCLA guarantees may be used (and in fact have been used by a
few producers) for the purchase of manure storage facilities or for building construction or renovation.
Both of these uses support the APF s environment priority.

One could reasonably expect that improved access to credit supports components of the business risk
management priority areain that producers could use the guarantee to finance improved food safety
and more environmenta ly-friendly practices. That said, there is no evidence to suggest thet thisisa

priority for producers or that they would choose to use a FIMCLA guarantee |oan for these purposes.
Additiondly, it is difficult to ascertain how FIMCLA could (or that it should) support new gpplications
of science or the enhancement of managerid and strategic planning skills. Given the current structure of
FIMCLA, these broader activities or objectives are not within the scope of the Act or program.

Key informants report that FIMCLA has the potentia to address dl areas of the APF. FIMCLA
appears best suited to help producers obtain financing to purchase fixed, tangible assets that they
require to carry out initiatives under the APF. Respondents provided severd examples of how
FIMCLA could be used to support the APF:

> Food Safety and Quadlity: investment in capacity to trace products from “ the gate to
the plate”

> Environment: to finance the purchase of manure storage facilities and establishment of
shelter belts
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> Renewd: to finance the purchase of equipment required for dectricity generation,
machinery upgrades, and improve profitability®
> Business Risk Management: access to credit, different ways of managing risk

> Science and Innovation: athough respondents mentioned this priority ares, they did not
provide any specific examples of how FIMCLA could address thisitem.

During the follow-up interviews, lenders further described how APF priorities were or could be linked
with FIMCLA loan use. Again, lenders speculated that al areas of FIMCLA could be linked with the

APF. Areas most often mentioned include Business Risk Management, Environment, and Food Safety
and Food Quality. Specificaly, lenders suggested that:

> Business Risk Management mainly helps lenders manage the risk of the agricultura
portfolio. Lenders said that they are able to lend to more producers (or to lend greater
amounts) than they could have if FIMCLA did not exigt.

> Under the Environment priority, producers could use FIMCLA to purchase manure
dorage facilities, fud storage provisons, and renewable energy sources (i.e., wind
energy). It could also be used to help protect water sources.

> FIMCLA links Food Safety and Food Quality in that producers could use FIMCLA to
purchase equipment, update their operation to meet HACCP (Hazard Andlysis and
Critica Control Point) guidelines, purchase separate storage bins for geneticaly
modified products, &tc.

> Science and Innovation and Renewd links to farm efficiency and modernization, which
aregodsof FIMCLA.*

> Internationa issues relate to the export of products and include the BSE issue.®

FIMCLA isnaot formally linked to the APF in the sense that its goa's can be mapped to the gods of the
APF. In fact, to specify aformal linkage may require forcing consstency by specifying and monitoring
how assets financed by FIMCLA are used by producers and marketing cooperatives, which would be
acomplex and costly task.

ONote that respondents’ perceptions of how FIMCLA could relate to the “renewal” priority do not reflect
the goals of the priority.

31see footnote 30.

32Note that international issues do not fall under the parameters of the APF. This demonstrates that some
lenders do not fully understand the intent of the APF.
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Forcing a closer dignment with the APF has implications for IMCLA management, lenders, and
clients

> Adminigration costs may increase Snce demondrating consstency with the APF may
require amore detailed specification of digible uses.

> More complex digibility requirements may further discourage lenders and dients from
using the program.

> FIMCLA would need to monitor usage of the assetsto verify that they are being used
in ways that promote the intended APF outcomes and impacts.

> Finaly, if lenders were required to judtify loans as supporting the APF, it is possible that
“creative’ judtifications could become more common, leading to increased disputes
over clams.

4.1.2 Consistency with needs of agricultural community

Evaluation question: Are the objectives and mandate of FIMCLA relevant to the needs of the
agricultural community including marketing cooperatives (e.g., larger farming operations,
climate change, ageing farm popul ation)?

Summary response:

Due to changing economic and agricultura conditions, FIMCLA has become less relevant to the needs
of the agriculturd community than it was when it was first established. Program useis dedlining, and few
FIMCLA clients are concerned about their ability to access credit. Additionaly, FIMCLA isnot
available to the sectors of the agricultural community that could benefit from improved access to credit
(e.g., beginning farmers and marketing cooperatives with non-farmer investors).

Details:

Asmentioned in Section 1.0, FIMCLA'’ s objective isto increase the availability of loans for the
improvement and development of farms and the processing, distribution, or marketing of farm products
by cooperative associations. Given this objective, FIMCLA’ s target population is primary producers
and marketing cooperatives of any size, in dl areas of agriculture

Thefirs gepto ng whether FIMCLA is rlevant to the needs of the agriculturd community isto
determine the needs of the agriculturd community. To do this, interviewers asked FIMCLA dlientsto
identify the main challenges producers like themsdaves will face over the next five to ten years. Survey

33As noted in Section 3.2.1, FIMCLA excludes beginning farmers, holding companies, companies engaged
in financing, and applicants who intend to farm.
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resultsreved clients have concerns about commodity prices (70%), the cost of inputs such as fertilizer,
herbicides, and fud (53%), and Bovine Spongiform Encephal opathy (BSE) or Mad Cow Disease
(23%).%* Only 3% of respondents have concerns regarding the availability of credit, which suggests that

producers are not finding it difficult to access financing. Table 7 ligts the concerns respondents most
often mentioned.

3This reflects a case of Mad Cow Disease reported in Albertain 2003, which prompted several countriesto

ban imports of Canadian cattle and beef. Note that telephone interviews occurred in November and December 2003.
At that time, the second discovery of a BSE casein the US linked to Canada had not occurred.
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Table 7: Perceived challenges in next 5-10 years
Q9. What are the main challenges producers like yourself will be facing over the next 5-10 years?

Perceived challenge _%

(n=383)

Commodity prices 70%
Input prices 53%
BSE 23%
Weather 19%
Financial concerns (i.e., cash flow, production costs, cost of equipment/land, etc.) 12%
Government: policy/regulations/exchange rates 7%
Marketing 4%
Pest/disease control 4%
Availability of credit (i.e., availability of loans, interest rates) 3%
Efficiencylyields 1%
Other challenges 6%
None 2%
Don’t know/no response 2%
Note: Respondents could provide more than one answer. Total may sum to more than 100%.

The second step to assessng whether FIMCLA is rdevant to the needs of the agricultura community is
to obtain key informant opinion. Most respondents mentioned that FIMCLA increases the agricultural
communities access to credit through lower interest rates and more flexible repayment terms. That
sad, some respondents noted that demand for FIMCLA is decreasing, suggesting that FIMCLA may
be of lessening relevance to the current needs of producers and marketing cooperatives. Respondents
reported that FIMCLA is not relevant to the agriculturd community in generd, for two main reasons.

> The maximum available FIMCLA loan limits and the lit of digible uses are too
redrictive.
> Some producers can obtain more favourable interest rates outside of FIMCLA and

avoid the regigtration fees associated with the program.
Many of the respondents who indicated that FIMCLA, in its present form, is not relevant to the needs
of the agricultural community agree that, with some revison, FIMCLA could have a continuing role to
play intoday’s agriculturdl and lending sectors (see Section 4.1.4).

While most respondents believe that the needs of marketing cooperatives are smilar to the needs of
agricultural producers, some noted that marketing cooperatives tend to need a longer amortization
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period (such as 15 years). One lender noted that it can take a marketing cooperative two to three years
to generate a positive cash flow, and as such, a desirable financing program for marketing cooperatives
would delay the first payment or require interest-only payments for the first couple of years. Severd
respondents believe that FIMCLA does not support the needs of marketing cooperatives since
cooperatives with non-farmer investors are indligible for the program.

Respondents offered different views on which sectors of the agricultura community need FIMCLA the
most. Some believe that FIMCLA should target smdler operations while others suggested that if
smaller operations cannot make it on their own, FIMCLA should not be there to “string them along.”
Many respondents argued that clients who are well established and have a good financia track record
do not need FIMCLA since they can obtain financing with lower interest rates outside of FIMCLA; in
fact, some respondents noted that preferred clients can obtain interest rates that are below prime.
Severd respondents recognized that while FIMCLA may not be suitable for established producers, it
can be quite important for some groups that are not currently digible for IMCLA such as sart-up
producers and marketing cooperatives with non-farmer investors.

The fact that some respondents, especialy lenders, do not believe that FIMCLA is relevant to the
agricultural community could partidly explain the declining number of FIMCLA regigrations. If lenders
do not believe FIMCLA meets the needs of producers and marketing cooperatives, they will not
suggest the program to their clients. Thisis problematic for the program because it relies on lendersto
suggest the program to their clients. It isimportant for lenders to want to use FIMCLA because as
discussed in Section 4.2.1, clients are largely unaware of FIMCLA independent of information
provided from lenders.

External conditions have aso affected the relevance and need for FIMCLA.. Higtoric low interest rates
prevailing in Canada, increased competition among financid inditutions, and the consolidation of farms
due to economic pressures have made access to capital essier.

4.1.3 Need for program
Evaluation question: Isthere a continued need for the program?
Summary response:

Clients need for FIMCLA is clearly much lower now than it was when the program was first
edtablished. The sharp decline in regigrations, dong with the fact that some clients believe that they
could negotiate financing with the same (or more favourable) terms outside of FIMCLA, demondirates
less demand for the program. Aswdll, lenders reported that there is grester competition among financia
ingtitutions and that increasing numbers of their clients (not necessarily FIMCLA) are able to negotiate
very favourable loan terms without the need for a government guarantee.
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Borrowers who appear to need financid ass stance the most are: young/beginning farmers; those who
can only manage a down payment of 20%; those involved in non-traditiond (i.e., risky) sectors of
agriculture; or those who are purchasing assets that are difficult to seize or do not hold their value. That
being said, it is not clear the extent to which these needs are not being met (or would not be met outside
of FIMCLA) or that aloan guarantee program such as FIMCLA s the best approach to meeting these
needs.

Detalils:

As noted in Section 3.4.2, the number of FIMCLA regigtrationsiis trending downward, which suggests
that the need for FIMCLA is not as srong as it wasin the past. To help determine whether thereis
continued need for FIMCLA, it isimportant to understand when and how lenders and clients use the

program.

Lenders reported that they use the same assessment criteria (e.g., equity position of client, debt
serviceability, etc.) for dl loans. They typicaly use IMCLA for:

> equipment loans because FIMCLA offers arepayment period of up to 10 years while
traditiond financing typicaly offers repayment periods of five to seven years. Some dso
mentioned thet financid inditutions will opt to use FIMCLA for older equipment.

> clientswho are only able to make a down payment of 20% since traditiona loans often
require a down payment of 25-35% or, in some cases, up to 50%.

> young producers with less experience farming, security, and equity.

> non-traditiond sectors of agriculture such as elk and white-tailed deer which are more
risky.

> loans where it can be difficult to seize assetsin the event of a default such as

renovations, repairs, livestock, and fencing.

> loans where the value of the asset is lower than the vaue of the loan; for example,
$40,000 in renovations may only increase the value of an asset by $20,000.%°

Based on these considerations, lenders are mogt likely to use FIMCLA for clients that pose a higher
risk than the financia indtitution iswilling to accept. To assessrisk, many lenders are using a technique

SEmeLa management notes that this loan use would be ineligible for the guarantee unless the borrower
offered other security to compensate for the total value of the loan.
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known as credit scoring.® This risk management technicue enables lenders to identify the type of dlient
requesting credit and therefore manage risk more successfully. As such, the terms and conditions a
client receives on aloan are dictated by the credit score. Lenders indicated that they will suggest
FIMCLA to clients whose credit score islower than they are comfortable with or to clients who can
receive more favourable terms and conditions through FIMCLA.

The mgority of lenders report that clients could probably have qudified for financing without FIMCLA,
but may not have received the same terms and conditions on the loan. Outside of FIMCLA, clients may
have been charged a higher interest rate®” or been required to provide alarger down payment or
additiond security.

An additiona methodology used to test for continued need was to ask clientsif they went to their
financid indtitution today, would they be able to arrange for a $100,000 loan with good terms including
an interest rate of prime plus up to 1%. About haf (54%) believe that they could negotiate aloan with
these terms. Those 141 respondents who did not think that they could negotiate this loan thought that
there would be arequirement for more collateral (55%), the loan would be for less than the full
amount (40%) or they would be charged a higher interest rate (39%).

Clients dso offered opinions as to whether their FIMCLA-guaranteed loan would have been gpproved
if the program was not available. Over 8 in 10 (84%) beieve that their [oan would have been

approved. Reasons for this belief include having agood credit rating (35%), having agood relaionship
with their lender (28%), and having sufficient capita, assets, or collaterd (22%). The 23 respondents
who did not believe their loan would have been approved said it was because they did not have enough
collateral or down payment (24%), had a heavy debt |oad (12%), or had poor credit (12%0).

Respondents then indicated whether they thought that their loan would have had the same terms and
conditionsif it had not been FIMCLA guaranteed. Sightly more than one-quarter of respondents
(27%) believe that their loan would have had the same terms and conditions, suggesting that FIMCLA
may not be rlevant for these clients. The 6 respondentsin 10 (58%) who did not think the loan would
have had the same terms and conditions said that the loan may have had a higher interest rate (82%),
required alarger down payment (17%), or had a shorter repayment period or required more frequent
payments (16%). Note that 15% of respondents could not provide a response to this question.

36Although the lender interviews concluded that some lenders are using credit scoring, it is not possible to
determine how many lenders are using credit scoring and to what extent.

$"When usi ng FIMCLA, most lenders automatically apply the maximum allowable interest rate. According
to lenders, the reasons for this are: prime + 1% is a competitive rate, the financial institution cannot make a profit if it
offersalower rate, and the risk associated with clients using FIMCLA does not warrant alower rate. Those who do
not automeatically apply the maximum allowable interest rate said that they will occasionally offer a“good” client a
lower rate or they try to give their client a better rate because FIMCLA is government guaranteed.
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Teephone interviewers aso asked respondents which of 11 expenditures they were planning in the next
year, the next five years, or not in the next five years.

> The top anticipated expenditures in the next year include:
- land development (37%)
- major repair or overhaul (30%)
- building construction, renovation, or repair (29%)
- purchase of breeding livestock or beestock (25%).

> The main expected expendituresin the next five years are:
- building construction, renovation, or repair (46%)
- purchase of new farm implements (45%)
- purchase of land now rented or leased (42%)
- purchase of other additional land (41%).

> Many are not planning the following expendituresin the next five years:
- purchase of supply managed commodity quotas (92%)%®
- purchase or upgrading of manure storage facilities (89%)*
- purchase or installation of electrical systems or fixed equipment (80%).

Note that the fact that the majority of respondents are not planning to purchase supply managed
commodity quotas or manure storage facilities in the next five years may reflect the fact that many of the survey
respondents are grain farmers in Saskatchewan. However, it is also important to recognize that producers with these
characteristics are the dominant users of FIMCLA.

1pid.
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Table 8: Future plans
Q12. Please tell us if your farming operation is planning any of the following in the next year, the five years, or not within the next

five years.
Future plans Within next Within next five Not_within next Don’t know/
year years five years no response
a. Purchase of new farm implements 17% 45% 36% 1%
b. Purchase or installation of electrical systems or 6% 14% 80% 1%
fixed equipment
c. Purchase of land you now rent or lease 9% 42% 46% 3%
d. Purchase of other additional land 4% 41% 49% 6%
e. Purchase of breeding livestock/beestock 25% 24% 50% 1%
f. Land development 37% 24% 39% 1%
g. Building construction, renovations or repair 29% 46% 24% 1%
h. Major repair or overhaul 30% 34% 35% 2%
i. Purchase or upgrading of manure storage facilities 2% 8% 89%* 1%
j. Purchase of supply managed commodity quotas 2% 4% 92%* 1%
k. Purchase of feeder livestock 17% 19% 62% 2%

* Note: Few clients are planning the purchase of manure storage facilities or quota in the next five years because 72% of the clients surveyed are
from Saskatchewan (where the predominant agricultural activity is grain production). However, the client survey sample closely represents the
characteristics in FIMCLA's client base, and this table presents a good picture of clients’ future plans.

Respondents then indicated if they were planning any other magjor expenditures in the next year. Over 8
in 10 (83%) said that they were not planning any other mgjor expenditures. Those who were, most
frequently said that they were planning to purchase inputs (5%) or fixed equipment (3%). Interviewers
aso asked respondents what other mgjor expenditures they were planning in the next five years. About
three-quarters (74%) said that they were not planning any other mgjor expenditures. Most often, those
who were expecting additiona expenditures said it would be for implements (7%6), buildings (4%), or
fixed equipment (3%).

4.1.4 Potential amendments

Evaluation question: Isthere a need to amend FIMCLA to include provisions for (but not
limited to): beginning farmers, purchase of land previously leased or rented, loan limit increases,
processing-related ventures, 100% financing of new manure storage facilities, ad valorem taxes
and duties, supply managed commodity quota?

Summary response:

Under the assumption that FIMCLA would be retained, current FIMCLA regulations offer severa
opportunities for amendments. This section offers suggestions for revisons based on key informant
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opinion. The options and recommendations section of this report (Section 5.0) further discusses these
suggested improvements.
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Detalils:

Asmentioned in Section 4.1.2, some respondents said that there is a continued need for FIMCLA,
provided that some amendments are made to the program. To help determine whether amendments
should be made to FIMCLA, interviewers asked clients, lenders, and key informants what changes
(reflective of the amendments suggested by the lending community) they would like to see made to the
program. While key informants provided a number of suggestions, their responses indicate no clear
course of action.

On the other hand, many lenders argued that FIMCLA requires severa amendments. Most commonly,
respondents suggested that the FIMCLA [oan limit of $250,000 for individua producersistoo low. As
part of the follow-up interviews, lenders explained why the maximum loan limit should be increased.
They reported that farms are becoming larger and that, as aresult, their financing needs are increasing.
Lenders aso noted that the cost of farming in genera isincreasing and that, as a consequence, farm
debt isincreasing. For example, they asserted that a combine aone can cost more than $250,000 and
that it is not uncommon for land purchases to exceed $400,000. In addition, buildings and quota
purchases can cost upwards of $300,000. As such, a producer can reach the FIMCLA maximum
amount with just one purchase. To further explore the issue of maximum loan limits, lenders
participating in afollow-up interview were asked who their potentia clients would be if the FMCLA
maximum was increased. Mogt lenders indicated that their client profile would not change. They would
amply use FIMCLA to lend more money to the same clients. The loan uses also would not change;
clients would continue to use FIMCLA loans to purchase equipment, land, buildings, livestock, etc.
Despite these comments, statistics obtained from the FIMCLA database do not support the need to
increase the maximum loan limits. According to the database, few clients are reaching the FIMCLA
maximum of $250,000. In fact, the average vaue of loans is below $50,000.

To help determine whether producers are not accessng FIMCLA because the maximum loan limit is
too redtrictive, interviewers asked lenders participating in a follow-up interview how many requests
from farmers for loans greater than $250,000 their financia indtitution had rejected in the past five
years. Severd lenders did not have access to information on rejection rates, and those that did were
only able to provide anecdota evidence or “guesstimates.” Most producers who provided a response
estimated that they rgjected 10 loans or fewer per year, dthough afew said that they rejected between
30 and 50 loans per year. It isimportant to note that the estimates lenders provided in response to this
question may represent their own persond client portfolio, the portfolio of one branch of the financia
ingtitution, or the financid ingtitution as awhole. Regardless, it does not gppear that gpplications are
rejected because the maximum FIMCLA loan limit is too retricitve. Rather, applications, whether
FIMCLA or not, are typically rejected because of debt serviceability or cash flow issues (i.e, the
lender does not believe that the gpplicant will be able to make payments on the loan).
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Lenders also argued that the list of eigible usesfor FIMCLA istoo restrictive and should be expanded
to include the purchase of supply managed commodity quota, financing of operating capitd, the
purchase of feeder livestock, the purchase of any land (not just additiond land), financing of manure
gtorage facilities, and ad valorem taxes (as indicated in the CBA’ s letter to FIMCLA management).
During the follow-up interviews, lenders pointed out that demand for these uses can vary across
Canada. For example, demand for financing supply-managed commodity quotais more prominent in
Ontario and Quebec than in Saskatchewan. They aso suggested that demand for financing manure
gtorage facilities could increase depending on the environment priority of the APF. As part of the
follow-up interviews, lenders aso estimated how many of their current clients (not just FIMCLA
clients) have loans over $250,000 for these purposes. Most did not have access to this information but
sad that at least some of their clients have loans for these purposes. However, it is not clear for how
many of these clients the loan amount exceeds $250,000.

Some a0 suggested revising the digibility criteriato include beginning farmers and marketing
cooperatives with non-farmer investors, and to increase the amount of purchase price that can be
financed to 85% or 90%. Note that lenders did not mention the issue of ad vaorem taxes (dthough one
program manager mentioned thisissue).

While many respondents suggested revisonsto FIMCLA, some argued againgt pecific amendments.
For example:

> One respondent questioned the need to extend FIMCLA to beginning farmers since
establishing afarm is no different than establishing any other type of business*

> While many agreed that FIMCLA could be expanded to include new generation
cooperatives,*! afew respondents cautioned that new generation cooperatives are high
risk due to their poor management.

> Severd key informants do not believe that FIMCLA should include the purchase of
guota as an dligible use because quota has no vaue and countries such as the United
States and European Union are continually lobbying for the remova of supply
management at World Trade Organization negotiations.

40Key informants noted that the rationale for excluding beginning farmers from FIMCLA at the onset of the
program was that they typically do not have equity and are inherently more risky than established agricultural
producers.

New generation co-ops (NGCs) are similar in structure to marketing cooperatives; however, one important

difference isthat NGCs may have non-farmer investors.
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> Some financid ingtitutions do not alow producers to finance ad vaorem taxes since
they often receive arebate for these charges (i.e., GST rebate). Lenders suggested that
producers who wish to finance these charges can use an operating loan for this
purpose.

Some respondents noted that certain aspects of the FIMCLA process required amendment, although
they did not suggest a strategy for revising the program. Aress that respondents said require revision
include:
> changing the definition of a beginning farmer so that an exising farm operation that
changesiits operating structure is not considered a start-up operation. Thismay aso
include easing the requirement for land ownership.
> amending the program guidelines so that if a partnership is dissolved and the financid
indtitution is following normal business practices, the remaining partner/client does not
have to pay out the loan.
> expanding the time limit by which dients must make purchases.

> modifying the processes that alender must follow for revison of loan termsif aloan
defaults.
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To assess which suggestions carry meit, interviewers asked clients if they had ever been in astuation
where they needed a FIMCLA guarantee but the purpose was not digible. About 1 respondent in 6
(17%) reported having been in astuation in which she needed a FIMCLA guarantee but the purpose
of the loan was not digible for the program. These 32 respondents reported that the following uses
were not digible for aFIMCLA loan: land purchases (n=6), purchase of vehicle/farm trucks (n=4)*,
and operating costs (n=3). Other responses, each mentioned by only one or two respondents, include:
line of credit, buildings, renovationg/repair, equipment/machinery, consolidation/refinancing, and
livestock. See Table 9.

Table 9: Uses that are difficult to finance
Q29. FIMCLA only guarantees loans for certain purposes. Have you ever needed a loan where a FIMCLA
guarantee would have helped, but the purpose of the loan was not eligible for FIMCLA?
Q30. [If yes] What purpose was not eligible?
%

(n=188)
Purpose difficult to finance, but not eligible for FIMCLA
Yes 17%
No 75%
Don’t know/no response 8%
Purpose that was not eligible (n=32)
Land purchases 19% (n=6)
Vehicles/farm trucks 13% (n=4)
Operating costs 9% (n=3)
Other 41% (n=13)
Don’t know/no response 19% (n=6)

4Note that the purchase of farm trucksis an eligible use under FIMCLA.
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As Table 10 shows, interviewers then offered respondents five scenarios to evaluate whether a

FIMCLA guarantee would be helpful.

> Over 9in 10 respondents (95%) said that FIMCLA would be helpful for purchasing

equipment or financing improvements

> Almost 9in 10 (88%) sad that it would be hepful for purchasing land previously

leased or rented.

> About 6 in 10 said that it would be helpful if they were:
- buying a new manure storage facility (63%)

- a member of a marketing co-oper ative that needed financing (60%)
- buying supply managed commodity quotas (57%).

Table 10: Demand for other uses

Q31. 1 am going to provide you with a series of situations. For each situation, please tell me if
you or your operation would benefit from a FIMCLA-guaranteed loan.

Other uses

Yes

No

Don’t know/no
response

Purchase equipment or finance improvements

95%

3%

1%

o |®

Buy supply managed commodity quotas

57%

24%

19%

o

Purchase land previously leased or rented

88%

7%

5%

d. Buying a new manure storage facility

63%

28%

9%

e. Member of a co-operative that needed financing

60%

18%

22%

Many clients indicated that they (or their operation) would benefit from a FIMCLA-guaranteed |oan for
the uses tested; however, this does not mean that they are planning any of these purchases or
improvements within the next five years (see Table 8). Responses to this question smply imply thet if a
producer were to obtain aloan for one of these purposes, a FIMCLA-guaranteed |loan may be
beneficid. These responses do not imply that the respondents would require or usea FIMCLA

guarantee to acquire the loan.
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4.2 Design and delivery

The questions in this part of the framework dedl with operationa and process features of FIMCLA.
421 Awareness of FIMCLA

Evaluation question: What isthe level of awareness of FIMCLA among lenders?
Summary response:

Lenders are well informed about FIMCLA and its operation, athough there are some difficulties with
the default and claims processes. It is not clear whether these difficulties are the result of alack of
awareness of the processes or whether they are Smply aresult of the processes being too onerous for
lenders.

Details:

Lendersindicated that they are sufficiently aware of FIMCLA.*® They noted that their financia
indtitution provides them with in-house training on the program.** A couple of interviewees mentioned
that about two years ago, representatives of FIMCLA came to their indtitution and gave them a seminar
on the program. Respondents found this seminar very ussful and would appreciate additiona seminars
in the near future. Aswill be discussed in Section 4.2.2, improvements could be made in terms of
communication between lenders and FIMCLA as well as between financid ingtitutions head offices
and branches. Additionally, some lenders have concerns regarding the default and claims processes
(see Section 4.3.1). These difficulties may result from alack of awareness of the processes or it could
smply result from the fact that some lenders find the processes complex and time consuming.

Evaluation question: What is the level of awareness of FIMCLA among clients?
Summary response:
The agricultura community, both agricultura producers and marketing cooperatives, is not well aware

of FMCLA. However, lendersissuing FIMCLA loans make sure thair clients are aware that they are
receiving a FIMCLA guaranteed loan. This reflects the fact that FIMCLA relies on lenders to suggest

“Note that this paragraph focuses on FIMCLA guarantees issued to producers since few respondents had
experience lending to marketing cooperatives. While few lenders have experience lending to marketing cooperatives
(many have not even received an application from a marketing cooperative), they appear to be aware of this aspect of
the program.

YA few respondents noted that the need to train staff can deter financial institutions from using FIMCLA.
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the guarantee to clients. Higtorically, the FIMCLA guarantee has not been a product that clients
request.

Details:

Lenders agreed that, before obtaining a FIMCLA loan, clients/producers are not sufficiently aware of
FIMCLA.* However, they also noted that when receiving aloan, producers are 100% aware thet it is
FIMCLA guaranteed because lenders tell clients that the loan they are receiving is FIMCLA

guaranteed and explain to them why thisis the best option. Additiondly, clients are thought to be aware
of the guarantee because they must sign an additiona form and pay aregidration fee. Lenders dso
reported that, two or three months after recelving the loan, many clients forget that they have a
FIMCLA-guaranteed loan. Given FIMCLA' s delivery mechanism, thisis a product that lenders will
suggest to ther clients; it isnot a product that clients will request. Lenders believe that this ddlivery
mechanism has been effective. They indicated that if they believe FIMCLA will benfit their dients, they
will suggest it as an option.

To test agricultural producers unaided awareness (not necessarily FIMCLA clients), telephone
interviewers asked 117 respondents if they had heard of FIMCLA. Few respondents (n=28) had
heard of the program. Interviewers then provided those 89 respondents who had not heard of the
program with a brief description of FIMCLA and, again, asked them if they had heard of the program.
Following this description, afew additiona respondents (n=14) recalled hearing of the program.

Totest clients awareness of FIMCLA directly, interviewers asked respondents whether they recalled
having heard of FIMCLA before they were contacted about this evaluation. About haf (49%) recdled
having heard of FIMCLA before the evaluation. As shown in Table 11, most of the 188 respondents
who had heard of FIMCLA before the evauation (80%) said that they found out about it when they
goplied for aloan.

Bsome respondents said that clients in Saskatchewan are generally more aware of the program than
elsewhere. Thisisreflected in the higher uptake rate in the province.
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Table 11:  Awareness before evaluation
Q4. Before you were contacted for this evaluation, were you aware of this program?
Q5. Can you recall where you first heard about FIMCLA?

%
(n=383)

Aware of FIMCLA before evaluation
Yes 49%
Where first heard of FIMCLA (n=188)

When received loan 80%
Word of mouth 5%
Past experience 3%
Written material 3%
Cannot recall/don’t know/no response 9%

Interviewers also tested respondents’ recalled awareness of FIMCLA at the time of their loan
gpplication. Almost 7 respondents in 10 (69%) indicated that they were aware that they were applying
for aFIMCLA-guaranteed loan. Virtualy al (95%) of the 264 respondents who were aware that they
were gpplying for aFIMCLA loan said that it was because the bank told them so.

Another aspect of client awareness that isimportant to explore, is their understanding of loan
guaranteesin generd aswell as FIMCLA specificdly. Clients believe that 1oan guarantees reduce
financid indtitutions’ risk of lending (41%), reduce or guarantee®® the interest rate charged on aloan
(23%), or incresse the availability of credit (15%). More than one-quarter (27%) did not know or
could not provide aresponse. See Table 12 for a complete list of responses.

8t is not clear that respondents who said FIMCLA “guarantees’ the interest rate recognize that FIMCLA

can reduce the interest rate on aloan. Therefore, both the terms “ guarantee” and “reduce” are used to describe
comments relating to interest rates.
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Table 12:  Objective of loan guarantees

Q16. Please describe, in your own words, what a loan guarantee does.

Purpose of loan guarantee

%
(n=383)

Reduces risk for lender

41%

Reduces/guarantees interest rate

23%

Increases access to credit

15%

Helps producers make purchases

7%

Guarantees producer will get money

3%

Gives confidence

3%

Lowers down payment

3%

Lowers collateral requirement

2%

Does not help producers

1%

Other

8%

Don’t know/no response

27%

Note: Respondents could provide more than one answer. Total may sum to more than 100%.

Respondents a so reported, from what they have been told or from what they understand, how
FIMCLA is supposed to help producers like themsealves.

> More than 6 respondents in 10 reported that FIMCLA s intended to increase

producers accessto credit or provide better terms on loans (i.e., lower interest rates).

> Just under 1in 10 (8%) smply said that it is agovernment guarantee.

> About 3 respondentsin 10 did not know or could not respond.
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Some of the “other” responses provided include providing benefits to the farming operation (4% - i.e,
helping to expand/diversfy farm or improve cash flow) and reducing risk to lenders (3%). See Table
13.

Table 13:  Perceived purpose of FIMCLA
Q7. From what you have been told, or from what you yourself understand, how is the
FIMCLA program supposed to help producers like yourself?

Perceived purpose of FIMCLA (n:(?83)
Provide access to credit/better terms on loans 62%
Government guarantee 8%
Provide benefits to farming operation 4%
Reduce risk to lenders/increase confidence 3%
Does not help producers 1%
Don’t know/no response 29%

Note: Respondents could provide more than one answer. Total may sum to more than 100%.

Although client awareness of FIMCLA islow, lenders gppear to be informing them of the program.

Evaluation question: Should steps be taken to improve clients' and/or lenders’ awareness of
FIMCLA?

Summary response:

Lenders are sufficiently aware of FFIMCLA, and therefore, improving lenders awareness of FIMCLA
is not necessary. However, continuous updates on FIMCLA could help keep lenders informed of
program process and dert them to policy changes. This may improve lenders ability to correctly and
efficiently execute defaults and claims processes. It may aso increase lender uptake of FIMCLA.

The agriculturd community is not widdy aware of FIMCLA. Nonethdless, it is arguable whether steps
are needed to improve awareness because, even if the agriculturd community is aware of FIMCLA, it
isdill up to the lender to determine if FIMCLA isa product it wants to use for a particular client. Even
if aclient requests a FIMCLA-guaranteed |oan, it does not mean the lender will issue this type of loan.
Thelender may suggest or “talk” the client into another product that is, in the view of the lender, more
gopropriate for the client. Given this, “client” awareness of FIMCLA is not asimportant as lender
awareness gnce the program relies on lenders to determine if FIMCLA is an appropriate product for
ther clients. Additiondly, given the current lending environment, it seems that the primary benefit of
increasing the producers and marketing cooperatives awareness of FIMCLA is the knowledge that

! FRA Ine



Agriculture and Agri-Food Canada 54
FIMCLA Final Report—October 4, 2004

AAFC is supporting the agriculturd community (although this was not the primary benefit or intent of
the program when it was first established).

Details:

Many respondents reported that FIMCLA has undertaken a number of activities to inform the
agriculturd community —including lenders — of the program. Examples include meeting with lenders, the
Canadian Bankers Association, producers groups, and cooperatives. Aswell, FIMCLA attends trade
shows, distributes printed materials such as brochures and newdetters, and maintains aweb site.
Despite these promotiond activities, some respondents believe that clients and lenders are not
sufficiently aware of FIMCLA.

Some respondents mentioned that it is more important to focus on the lending community since they are
the ones suggesting FIMCLA to clients. Interviewees aso noted that there is an ongoing need for
promotion to lenders because of the employee turnover that financid inditutions experience.

Marketing cooperatives use of FIMCLA has been low. One explanation is that marketing
cooperatives have not made extensive use of FIMCLA smply because few marketing cooperatives
exist. Another possible explanation is that, according to some key informants, FIMCLA did not
extensvely market the marketing cooperatives aspect of the program because claims for these types of
organizations tend to be large. An dternative explandion is that some financia ingtitutions are under the
impression that lending to marketing cooperativesis riskier than lending to producers. During the
follow-up interviews, afew lenders stated that marketing cooperatives are more risky than other forms
of farm ownership because they perceive theindividua producer member as investing aslittle as
possible in the cooperative. This meansthat it is difficult for the financid inditution to collect on aloan if
the marketing cooperative defaults because individua members are not hed financidly ligble for the
loan. Another impediment to increased use by marketing cooperativesistheindigibility of operations
with non-farmer members.

In addition to widening the digibility, other measures to increase participation of marketing cooperatives
include continuing to inform and educate the agricultural community (both agricultural producers and
marketing cooperatives) and lenders about FIMCLA. As one lender noted, account managers may not
think to use FIMCLA for marketing cooperatives since they do not have a good understanding of this
form of agriculturd ownership.

In terms of the FIMCLA program as awhole, lenders may benefit from further explanation of the

processes they are required to complete in the event of a default or claim. Additiondly, client interest in
FIMCLA may increase if they knew more about the program.
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4.2.2 Administration processes

Evaluation question: What processes are in place to facilitate communication between
FIMCLA and lenders? How effective are these processes?

Summary response:

FIMCLA uses written materid (including its web ste) and a 1-800 information line to communicate
with lenders. While these processes are generdly effective, key informants suggested afew
improvements.

Details:

The main sources of information on FIMCLA are the Lender’ s Guidelines booklet, a 1-800 information
line, and aweb ste. Many respondents reported that FIMCLA aso distributes information packages to
lenders head offices. However, they noted that thisis not an effective process since lenders may
distribute their own bulletins about FIMCLA policies and/or decisons to their branches insteed of the
FIMCLA-provided materids. These lender-produced bulletins are not officid FIMCLA
correspondence and therefore may or may not be accurate. Another problem isthat the processes
some lenders use to trandfer information from head offices to individua branches may not be efficient.

Some lenders noted that few mechanisms are in place to communicate with and provide feedback to
FIMCLA. Those that arein place are perceived as weak. For example, afew lenders mentioned that
they receive varying opinions from FIMCLA gaff when questions are asked. Additiondly, some
lenders reported the need to improve communication regarding recent changes or policy decisons
related to FIMCLA. It isnot clear whether the need for improved communication is on behdf of
FIMCLA adminigtration or lenders. It appears that FIMCLA administration provides new information
on the program to financid inditutions head offices, which is then passed on to individua branches. A
couple of respondents suggested that an interactive web Site or designated contacts for lenders could
help address these issues.

A few interviewees noted that athough they have a copy of the Lender’s Guiddines, they would like
additiona written information about the program. Most often, respondents said that they would like a
checkligt of things they need to do and obtain when issuing a FIMCLA guarantee.

For the most part, lenders appear to have access to the information they need to administer FIMCLA

and do not have difficulty accessing assistance from FIMCLA. However, there have been instances
when lenders have received conflicting information from FIMCLA.
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Evaluation question: What processes are in place to monitor performance? How effective are
these processes?

Summary response:

FIMCLA has not implemented forma processes to monitor performance, and it has not finalized a
Results-based Management and Accountability Framework (RMAF) or a Risk-Based Audit
Framework (RBAF) for the program. Although FIMCLA has established severd service delivery
gandards, it does not monitor whether it is meeting these standards. Given this, IMCLA’ s current
performance monitoring processes are not effective.

Details:

Some key informants noted that FIMCLA isin the process of developing its RMAF/RBAF. Since
these documents are not findized, FIMCLA does not have formal processes in place to monitor
performance. Once these documents are findized, FIMCLA may have defined performance
measurement standards and can then begin to monitor its performance.

At the time of this evaluation, FMCLA'’ s performance measurement strategy can be characterized as
informa and tends to revolve around service ddivery standards. According to key informants, current
sarvice ddivery sandards are:

> registration turnaround of 1-2 days
> preliminary review of clams processing in 1-2 weeks
> compromise settlements findized in 5 days.

However, FIMCLA performance in relation to these service deivery standardsis not monitored.

4.2.3 Performance outcomes

Evaluation question: What are the outcomes (performance measurement) for the key
managerial activitiesin terms of: providing support to lenders, assessing and processing lender
claims, recovering FIMCLA losses, and negotiating compromise settlements?

Summary response:
FIMCLA has not implemented aformal performance measurement strategy. Thus, it is not possble to

measure and/or comment on the outcomes of this strategy. That said, one areain which FIMCLA'’s
performance appears to be declining isin terms of recovering FIMCLA |osses.
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Detalils:

This question was intended to identify and assess the outcomes associated with FIMCLA’ s key
managerid activities. However, snce FIMCLA has not implemented aforma performance
measurement system for these activities, it is not possible to measure and/or discuss them. Thus, the
response to this question discusses severd of the less formal processes FIMCLA uses to support its
key managerid activities

Providing support to lenders

FIMCLA has attempted to provide lenders with the support they need to administer FIMCLA.. Lender
guiddines, information sessons, and other printed materids are available to financid inditutions involved
in the adminigtration of FIMCLA.. Lenders have little difficulty registering FFIMCLA loans and
completing the gpplication forms; however, some lenders find the default and claims processes more
complex and time consuming. A few lenders mentioned receiving conflicting information regarding
program guidelines and procedures from FIMCLA.. Lenders may benefit from additiona information or
training on the default and clams requirements and procedures.

Assessing and processing lender claims/recovering FIMCLA losses

It isimportant to note that FIMCLA program staff do not handle the claims recovery process, rather, it
is handled by the AAFC’s Corporate Management Team. It is not clear whether there are formal
processes to recover losses. If they exigt, these processes should be outlined in the program’s RBAF.
However, as of this report, FIMCLA had not developed an RMAF or RBAF.

According to recoveries staff, the processinvolves several steps. The recoveries team receivesfiles
requiring recoveries from FIMCLA. These files contain a summary report, including the origind amount
of the loan, amount outstanding, whether a compromise settlement was negotiated (and the details), and
whether there was a bankruptcy. Staff aim to make initial contact with the individua responsible for
loan within 30 days and complete the recovery within two years (dthough some files have been active
for more than 12 years). Recoveries staff continue to try to collect on aloan aslong asthey are not
gtatute barred (each province hasits own guiddines, but the average istwo to Six years). To date,
formal service ddivery standards have not been established.

Aswill be discussed in Section 4.6, FIMCLA’s recovery of clams paid out has been declining.
Recoveries gaff were unable to explain why the recovery rate of dlamsis declining. They speculate that
it is because: 1) they are understaffed” or 2) producers are Ssimply not able to pay given the current

4" The recoveries team includes about ei ght officers. Recoveries officers are responsible for 10 to 15
programsincluding FIMCLA.
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economic environment. That said, staff could not provide any evidence to substantiate this. The
recoveries team does not record any Satistics, and it does not provide FIMCLA management with any
written reports. Records of this sort may help determine why recoveries have been declining.

Negotiating compromise settlements

Lenders FIMCLA administration, and the Department of Jugtice (DOJ) areinvolved in negotiating
compromise settlements. Lenders submit proposed compromise settlementsto FIMCLA. FIMCLA
reviews the proposas and forwards the onesiit agrees with to the DOJ for fina approva. The DOJ

must gpprove al compromise settlements, regardless of the amount outstanding. Respondents noted
that this can be alengthy process.

4.2.4 Response to OAG recommendations

Evaluation question: To what extent have the recommendations presented in the 1999 Report
of the Auditor General (OAG report), Chapter 11 - Agricultural Portfolio-User fees been
addressed?

Summary response:

Through itsrisk andys's study (2001-2002), FIMCLA responded to the first recommendation included
in the OAG report; however, it has not fully addressed the second recommendation.

Details:
Background

In 1999, the Office of the Auditor General (OAG) conducted an audit on activities surrounding user
charges over the past five yearsin AAFC, the Canadian Food Inspection Agency (CFIA), and the
Canadian Grain Commission (CGC). AAFC's Market and Industry Services Branch has only one user
charge — the charge to register FIMCLA-guaranteed loans. The government defines external user
charges as “dl non-tax revenues related to the provision of goods, regulatory and non-regulatory
services, or rights and privileges, from all sources, whether generated in Canada or abroad, from
persons or organizations external to the federal government.”#8

OAG recommendations and AAFC’ s response

48Report of the Auditor General. User Charges. September 1999, pp. 11-7.
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The OAG report included 17 specific recommendations*® dl of which are gpplicable to AAFC. Many
of the recommendations surround issues of costing capabilities, service standards, fee structures and
their impact, and cumulative impact sudies.

AAFC hasinitiated processes to address each of the OAG's recommendations. The two
recommendations that have a direct impact on FIMCLA are:

1. The organizations should take steps to improve their costing capability in order to
improve their management of user charges and to enhance public confidence in the
adminigration of user charges.

2. The organizations should improve public information on the likely impacts of proposed
fees, including adminigtrative and other costs and monetary and non-monetary benefits.

To address the first recommendation, FIMCLA undertook arisk analyss sudy. The objectives of the
study were:

> “the measurement and forecast of FIMCLA expected |osses as a means of ng
the financid exposure and contingent ligbility of the Minister and Government under
FIMCLA

> assessment of the FIMCLA fee structure and its impact on the maintenance of full-cost
recovery

> initiation of a flexible eectronic data system capable of addressing the first two

objectives on ademand bass and of offering timely indgght into the performances of
FIMCLA loan guarantees by region, business structure, commodity, purpose, and
financid ingtitution.”°

In its 2001-2002 and 2002-2003 annua reports, FIMCLA indicated that itsrisk analysis sudy
concluded that current program fees were a an appropriate level to cover administration expenses and
future |osses under the loan guarantee.> However, no evidence of public information sources that
discuss the impacts of the user fee was found.

Pseethe Report of the Auditor General, September 1999, Chapter 11 for a complete listing of the
recommendations. Pages 11-34 to 11-35.

50Grant, C., and Toichoa, G. Risk Analysis Framework for the Farm Improvement and Marketing Co-
operatives Loans Act. July 2001. Pageii.
SINote that AAFC cannot confirm whether FIMCLA is operating at full cost recovery until afinancial audit

is completed. Refer to Section 4.6 on cost-effectiveness.
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4.3 Appropriateness

This section reports on the appropriateness of the FIMCLA service delivery modd and compares
FIMCLA to other products available to the agricultura community. It dso examines whether
FIMCLA’slending activities have been consagtent with the program’ s mandete.

4.3.1 Design appropriateness

Evaluation question: Isthe FIMCLA service delivery model, including lender’ sroles and
responsibilities, the most appropriate design?

Summary response:

In genera, the overdl design of FIMCLA is appropriate for the ddlivery of the program. However,
important improvements are indicated to revise and/or streamline processes surrounding defaults and
dams

Details:
Lenders and administering FIMCLA

At most financia indtitutions, typicaly, three to four departments participate in the FIMCLA process.>
An account manager is respongble for meeting with the client and collecting information regarding the
requested financing and the farming operation’ s financid Situation. Information collected may include
income tax returns, notice of assessment, inventory, and net-worth statements. The account manager
forwards dl of thisinformation to an adjudicator who assesses the risk of the gpplication. Thisis
typicaly done using credit scoring. The adjudicator tells the account manager what financing options are
available to the client. After findizing the decision to use IMCLA, the account manager forwards the
loan information to a documentation department, which is responsible for completing the paperwork
and regigtering the loan with FIMCLA. Specid loans departments handle dl defaults and claims
processes. Because of this operating structure, many lenders would like to see FIMCLA streamline its
own process and become e ectronically based.

The mgority of lendersinterviewed bdieve that the claims process is a mgjor weakness of FIMCLA.
Interviewees reported that the claims process is onerous. Some respondents mentioned that they have
not sent in claims because of past experiencesin which the government had rejected asimilar dam.
Severd interviewees beieve that FIMCLA regects a high percentage of claims and looks for reasons to

52At some credit uni ons, the account manager is responsible for all aspects of FIMCLA loans.
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rgect clams. It isimportant to note that if FIMCLA recelves a questionable claim, it consults with the
Department of Justice to determine whether the claim should be paid.

Since 1988, lenders have made 716 claims on the guarantee, with the percentage of clamsto
registrations per province ranging from <1% to 2%. Overdl, FIMCLA has rgected 20% of clams,
and 47% of claims requested are unpaid.> Figure 4 shows that the percentage of unpaid claims varies
from year to year. Although the data does not support the view that the percentage of rgjected clamsis
increasing, the fact that many lenders view this as a problem is cause for further investigation. Some key
informants speculated that claim rejection rates may decrease if FIMCLA relaxed the conditions
specified in its legidation (such as declaring aloan in default as soon as a payment is missed).

Percentage of claims rejected
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Figure 4

The claims experience varies by lender. Some noted that the default processes used by FIMCLA
adminigration are too rigid. They mentioned difficulty around rescheduling payments indicating that
FIMCLA had to be involved at every step. Additiondly, severa lenders noted that if an annua
principal payment is one day late, they will not be able to collect on the guarantee. Others indicated that
FIMCLA was quite forgiving and paid their claim even though they included “ innocent
documentation mistakes.” Some of the lender complaints about FIMCLA’s claim process may arise
from the fact that FIMCLA relies on another section within AAFC to coordinate and manage the
clams recovery process.

Sy npaid claims includes rejected claims, closed claims (i.e., claims that lenders ceased to pursue), and
unpaid amounts of claims paid.
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Given the difficulties some lenders have experienced with the default and claims processes, some
believe that the FIMCLA guarantee is not worth anything because financia ingtitutions will not be able
to collect on it anyway. This may be leading some lenders to not consider the FIMCLA guarantee as a
financing option.

It isworth noting here that FIMCLA adminigtration has afiduciary duty to protect the assets of the
Crown. In most loan guarantee programs (such as Canada Student L oans and the Canada Mortgage
and Housing Corporation Mortgage Guarantee), the lender should be required to make dl reasonable
effort to secure payment. If the loan guarantee is too easy, then lenders could off load the entire risk (up
to 80% of the loan vaue) to the government. Finding balance between refusing al clams and accepting
aclam the ingtant a payment is late represents a centra adminigtrative challenge for programs such as
FIMCLA. The recent farm crises (drought, low prices, and BSE) are likely to test these claim
procedures further in the near future.

Despite the difficulties some lenders have had with the claims process, it gppearsthat thereislittle
demand for a claims apped process. Respondents indicated that provided the lender has a good
working relationship with FIMCLA, an informal process works well. Nonetheless, interviewees could
see the benefit of aformal processin cases where alender and FIMCLA reached an impasse.

Concerns regarding the service delivery model

Key informants have severa important concerns regarding FIMCLA’ s service ddivery modd. Thefirgt
concern isthat with the third-party delivery mode, if the third party loses interest in the program, the
number of regigtrations will decline. The second concern is that lenders often do not find out if aloan
they have booked isindigible for FIMCLA until the clam stage. One key informant suggested thet the
issue should be resolved if FIMCLA moves to on-line loan regigtration. In addition to this, lenders
noted that, compared to traditional loans, FIMCLA loans can require afew additiona hours of work to
prepare, especidly if aclam is made on aloan. Some said that because of the extrawork

(i.e,, additiona forms, extradue diligence, and extra steps to send in fees and forms), FIMCLA does
not fit well with ther daily activities.

There was some discussion around whether another entity could administer FIMCLA. Whileit is
entirely feasble for another entity to administer FIMCLA, most respondents did not believe that this
would be desrable:

> Interviewees noted that it would be a conflict of interest for Farm Credit Canada

(FCC) to adminigter the program. The main reason for this bdlief is that lenders view
FCC asadirect competitor (refer to Section 4.3.2 for more detalls).
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> Canada Small Business Financing Program (CSBF) was dso mentioned as a potentia
candidate. However, afew respondents believe that because the CSBF does not
gpecidize in agriculturd loans, it cannot provide producers with the most favourable
terms.>
4.3.2 Comparison with other programs

Evaluation question: In what manner and to what extent does the program complement other
loan programs? Overlap/duplicate other loan programs?

Summary response:

FIMCLA overlaps and therefore competes with some of the comparison programs. However, the
degree of the overlap (and consequent duplication) varies with the comparison programs’ digibility
criteriaand digible uses. FIMCLA faces the greatest competition in provinces where programs similar
to FIMCLA are available (e.g., Alberta and Québec).

Detalils:

To assess whether FIMCLA complements or overlaps with other |oan programs, the contractor
completed a program comparison exercise.> The programs selected for inclusion in the program
comparison were;

Canada Small Business Financing (CSBF) Program (Industry Canada)

Alberta Farm Development Loans (AFDL) (Agriculture Financia Services Corporation)
Alberta Beginning Farmer Program (Agriculture Financid Services Corporation)
Agriculturad Vaue-Added Loan Program (Farm Credit Canada and Western Economic
Diversfication)

Financiére Agricole du Québec (FADQ)

Loans for Beginning Farmers and Ranchers (US Department of Agriculture)

7. Feeder Cattle Loan Guarantees™®

a. British Coumbia

b. Alberta

c. Saskatchewan

d. Ontario

~AwbdpE

o U

SNote that this program is administered by Industry Canada, not AAFC. However, as the agricultural
industry becomes more “business-like,” Industry Canada’ sinvolvement with agriculture is expected to increase.

SSRefer to Section 4.6 for acost comparison of benchmarking programs and FIMCLA.

N ote the Feeder Cattle Loan Guarantee programs for each province are designed and administered
independently of each other.
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e. Québec.

Program objectives

As demondtrated in Table 14, most of the programs included in this study share the objective of
increasing the availability of credit to the agriculturd sector (aside from the CSBF, which targets smal
business’’). However, these programs differ in terms of the segment of the sector that they target.
FIMCLA isafar-reaching program in that it essentidly targets al segments of the agricultural sector.
Some programs, such asthe AFDL and FADQ, aso target al sectors of agriculture but are limited to
residents of their respective provinces. Other programs, such as the Alberta Beginning Farmer Program
and the Loans for Beginning Farmers and Ranchers, limit financing to young and/or beginning farmers.
The provincia feeder association loan guarantee programs, which are quite Smilar across jurisdictions,
are limited to specific segments of the livestock industry.

Table 14: Program objectives

Year L
Program . Objective
9 established J
FIMCLA 1988 To increase the availability of loans for the purpose of the improvement and development of farms and
the processing, distribution, or marketing of farm products by cooperative associations.
1. CSBF 1960s To increase the availability of loans for the establishment, expansion, modernization, and improvement
of small business enterprises.
2. AFDL 1973 To make short, medium, and long-term financing available quickly to farmers at a reasonable cost.
3. Alberta Beginning | 1974 To assist Alberta farmers to start and develop viable operations.
Farmer Program
4. Agriculture Value- | 1997 To improve access to patient debt capital for small and medium-sized agricultural processors. (Note:
Added Loan “Patient” debt capital refers to long-term venture capital that allows companies sufficient time to mature
Program into profitable organizations - http://www.sba.gov/financing/capital/equity.html)
5. FADQ 1936 To sustain and promote, in a perspective of lasting development, the growth of the agriculture and
(current form agri-food sector.
2001)
6. Loans for 1994 To make more loans to beginning farmers and ranchers, thereby lowering the age of farmers and
Beginning Farmers ranchers in the United States.
and Ranchers
Feeder programs
7a. BC 1990 To help cattle and sheep producers raise calves or lambs to heavier weights before selling them.
7b. AB 1938 To enable producers to acquire cattle/sheep for growing and finishing.

5’Note that the CSBF is the sister program to FIMCLA and therefore does not provide financing to the
agricultural sector. These loan guarantee programs were established in the 1960's. At the time of their inception,
these programs, along with a fisheries improvement |oans program, were jointly administered by the Department of
Finance. Later, at atime unknown to the key informants, these programs were split into three independent programs.
Since the separation, the fisheries improvement loans programs has been canceled and CSBF has been given the
authority to register loans that are made to businessesin the fisheries industry.
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Table 14: Program objectives

Year L
Program . Objective
9 established J
7c. SK 1984 » To assist Saskatchewan residents to establish production associations and to borrow funds on the
strength of a government guarantee to the lender.
7d. ON 1990 (pilot study) » To assist cattle producers who are members of feeder finance cooperatives by guaranteeing loans
1992 (permanent made to purchase cattle.
program)
7e.QC 1996 » To support three key goals of the strategic plan for the beef industry, which are to:
increase the profitability and competitiveness of operations involved in beef production,
slaughtering, and end-use activities
increase the proportion of cattle slaughtered by operations in Québec (compared to the proportion
of cattle that are sent for slaughter outside of Québec) .
support the growth and diversification of the agricultural operations.

Given these objectives, FIMCLA faces various levels of competition with the comparison programs.
One way to determine the level of competition isto compare program digibility and digible uses.

In terms of program digibility, the programs in this sudy share some smilar digibility criteriaincluding
resdency (e.g., permanent residence of province) and age requirements (e.g., 18 or 19 years of age).
These programs dso specify tha loan gpplicants must be engaged in farming or, a the very minimum,
plan to become engaged in farming (again, for reasons previousdy mentioned, this excludes the CSBF).
An additiond requirement of the provincid feeder association loan guarantee programsis that
gpplicants must be a member of afeeder association in their province of residence.

The CSBF and the Agriculture Vaue-Added Loan Program have severd digibility criteria based on the
gze of the business applying for financing. For example, gpplicants to the CSBF must be a for-profit
business with sdes of less than $5 million in the year of the loan, and gpplicants to the Agriculture
Vaue-Added Loan Program must have annua sdes of |ess than $20 million and employ fewer than

250 workers.

Other sgnificant differences between these programs are related to digible uses. Basad on the digibility
criteriaand eligible uses, Table 15 identifies the level of competition between FIMCLA and the

comparison programs.

Table 15: Level of competition between FIMCLA and comparison programs

Program

Level of competition Comments

1. CSBF

None Primary agricultural producers are not eligible for the CSBF.

Organizations involved in value-added processing may be eligible for
CSBF guaranteed loan.

If CSBF agricultural producers were eligible for CSBF, these two
programs would be in direct competition. In the past, these two
programs actually operated as a single program.
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Table 15: Level of competition between FIMCLA and comparison programs

Program

Level of competition

Comments

2. AFDL

High (Alberta)
None (rest of Canada)

The eligible uses for these programs and FIMCLA are very similar.
However, one important difference is that the AFDL can be used to
finance operating capital and quota purchases while FIMCLA cannot.

This program is only available to producers in Alberta.

3. Alberta Beginning Farmer
Program

None

Beginning farmers are not eligible for FIMCLA.

If FIMCLA were available to beginning farmers, it would be in direct
competition with the Alberta Beginning Farmer Program. However, as
with the AFDL, the Alberta Beginning Farmer Program is only available
to producers in Alberta and its list of eligible uses differs slightly from
FIMCLA (i.e., the Alberta Beginning Farmer Program can be used to
finance operating capital and the purchase of quota).

4. Agriculture Value-Added
Loan Program

None

The Agriculture Value-Added Loan Program targets value-added
agricultural processors while FIMCLA targets primary producers.

Eligible uses for financing through the Agriculture Value-Added Loan
Program include final stage research and development, pre-commercial
and commercial product development, and development of internal
markets. FIMCLA's eligible loan uses target purchases relating to
primary production such as machinery and equipment.

5. FADQ

High (Québec)
None (rest of Canada)

The eligible uses for these programs and FIMCLA are very similar.
However, one important difference is that the AFDL can be used to
finance operating capital and quota purchases while FIMCLA cannot.

This program is only available to producers in Québec.

6. Loans for Beginning Farmers [None This program is only available to producers in the United States.
and Ranchers
7. Provincial feeder programs None FIMCLA guaranteed loans cannot be used to finance feeder livestock.

If FIMCLA's list of eligible uses was expanded to include feeder
livestock, FIMCLA would be in direct competition with these provincial
feeder programs. However, financing through the feeder programs is
only available to producers who belong to a feeder association. As
well, these provincial guarantee programs are not available in all
provinces.

Other factors that may influence the degree of competition between FIMCLA and the comparison
programs are the terms and conditions of the financing or guarantee.

» Fees. Along with the Alberta Beginning Farmer Program (0.5% of loan amount), FADQ
(0.75% of loan amount), and AFDL (1%-1.5% of loan amount, shared with lender),
FIMCLA®® (0.85% of loan amount) fees are among the lowest when compared to other

%N ote that under FI MCLA, lenders can also charge an administration fee equal to the lesser of 0.25% of the
loan principle or $250 for loans up to $250,000 and .1% of the loan principle for loans over $250,000.
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programs included in this study. CSBF fees are the highest with aregistration fee of 2% of the
loan amount and an annud fee of 1.25% (dthough the annud feeis charged to lenders, it can be
passed on to the borrowers through the interest rate).

» Guarantees. The percent of lossesthat a program guarantees ranges from 80% under the
Agriculture Vaue-Added Loan Program to 100% under FADQ. FIMCLA guarantees 95% of
losses. CSBF pays claims on 90% of the first $250,000 of lossesin alenders account, 50% on
the next $250,000, and 10% on al remaining losses.

» Interest rates. Some programs, such as FIMCLA and CSBF, set maximum interest rates and
offer borrowers the option of afloating or fixed interest rate. Floating rates are typically based
on prime while fixed rates are based on the residentid mortgage rate. FIMLCA’sfloating rate is
prime + 1% and itsfixed rate is the resdential mortgege rate + 1%. These rates are lower than
CSBF sfloating rate of prime + 3% and fixed rate of the resdentia mortgage rate + 3%. Other
programs, such as AFDL and FADQ), vary the interest rate charged according to the term of the
loan. AFDL interest rates range from prime + 1% to prime + 1.5%, whereas FADQ' s interest
rates range from residential mortgage rate - 0.6% to the resdentia mortgage rate - 0.3%.

» Repayment terms. Programs tend to offer different repayment terms for different loan
purposes. Typicaly, programs set longer repayment terms for large purchases such as land.
FIMCLA,> CSBF, AFDL, and the Agriculture Vaue-Added Loan Program offer a repayment
term of 10 years. FADQ offers arepayment term of up to 30 years, and Loans for Beginning
Farmers and Ranchers offers repayment terms of seven years for operating loans and 40 years
for farm ownership loans.

» Down payment requirements. Down payment information was not available for a number of
programs. Those that specified down payment requirements, CSBF and the Down payment
Farm Ownership Loan of the Loans for Beginning Farmers and Ranchers program, indicated
that borrowers must have cash to cover 10% of the purchase price. Thisis lower than
FIMCLA'’s requirement of 20%.

In conclusion, thereisllittle overlap between FIMCLA and the programs included in the comparison
andyss. Where thereis overlap in terms of digible uses, the digibility criteriaand/or terms and
conditions of the loans differ (which in turn affects the level of competition between FIMCLA and the
comparison programs). One observation is that provinces that have programs that are Smilar in nature
to FIMCLA (i.e., Québec and Alberta) have lower uptake rates than provinces that do not have smilar
programs.

%Note that FIMCLA offersa repayment period of 15 years for land loans and 20 years for coop loans.
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Although FCC, as awhoale, was not included in the benchmarking analys's, potentid overlap and
duplication with FIMCLA exigts. Thisis because both FCC and FIMCLA are nationa programs with
the broad objective of increasing Canadian agricultural producers accessto credit. FCC offers
producers awide variety of financing programs, some of which target smilar usesas FIMCLA. As
such, there is no doubt that in terms of some loan uses, FIMCLA isin direct competition with FCC.
However, two important differences are that: 1) FCC programs are not delivered by banks; and 2)
FCC loans are not government guaranteed. While it is outside the scope of this evaluation, a detailed
andysis of the smilarities and differences between FCC and FIMCLA is an opportunity for further
research.

4.3.3 Consistency of lending activities with program mandate

Evaluation question: Are FIMCLA lending activities consistent with FIMCLA’s program
mandate?

Summary response:

FIMCLA'’slending activities are congstent with its mandate.
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Details:

Respondents believe that FIMCLA’ s lending activities have been consistent with the program mandate.
Any incong stencies become known when aclaim on the guarantee is made. If the loan has not been
made within the program’ s guiddines, the claim is denied.

4.4 Acceptance

This section reports on stakeholder’ s acceptance of FIMCLA. It also discusses what mechanisms are
available for stakeholders to provide feedback on the program.

4.4.1 Stakeholder acceptance

Evaluation question: Isthe current FIMCLA program acceptabl e to stakeholders?

Summary response:

Program managers support FIMCLA; however, they recognize that the program needs updating.
Lenders are generdly not satisfied with FIMCLA because, in the view of many, it is not relevant to the
needs of the agriculturd community and its adminigtrative processes are too burdensome. Clients are
generdly stisfied with FIMCLA.

Details:

Program managers support the objective of FIMCLA but redlize that the program needs revision. For
example, as suggested by key informants, improvements could be made to help FIMCLA respond to
the APF, new technology, beginning farmers, and additional categories of loans.

Some lenders reported that they are becoming more reluctant to use FIMCLA because of their
perception that FIMCLA isrgecting a high percentage of claims. As previoudy mentioned, many
lenders are not satisfied with FIMCLA because the program has not evolved to meet today’ s needs.
Mogt clients seem satisfied with the terms and conditions of FIMCLA loans. As Table 16 shows,

virtudly al respondents (97%) said that they are at least somewhat satisfied with IMCLA. This
includes 56% who are very satisfied.
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Table 16: Satisfaction with FIMCLA

guarantee loan program?

Q34. Overall, how would you rate your satisfaction with the FIMCLA

%
(n=383)

Very satisfied

56%

Somewhat satisfied

41%

Not very satisfied

1%

Not at all satisfied

<1

Don’t know/no response

3%

For severd features of the FIMCLA program, interviewers asked clients to rate whether the limitation
was too high, about right, or too low. In each case, more than haf of the respondents thought the
limitation was about right. The exception is the maximum loan amount for marketing cooperatives

where 48% of respondents thought the amount was about right.

> For example, FIMCLA guarantees |oans of up to $250,000 for producers. When
asked if this amount was appropriate, 60% of respondents thought the amount was
about right and 28% thought the amount was too low. Interviewers asked those 107
respondents who thought the amount was too |ow, how much FIMCLA should
guarantee. Most of these respondents (57%) thought FIMCLA should guarantee
between $500,000 and $749,999. Responses ranged from $300,000 to $5 million,

with an average of $590,000.

> FIMCLA guarantees |oans of up to $3 million for marketing cooperatives. When asked
if thisamount was gppropriate, about haf (48%) thought the amount was about right.
Some 7% thought the amount was too low, and 26% did not know or did not respond.
Of those 27 who thought the amount was too |ow, respondents said that FIMCLA

should guarantee between $5 million and $10 million. Just over 44% of those

respondents who thought the amount was too low said that FIMCLA should guarantee

loans up to $5 million.

> Interviewers told respondents that FIMCLA guarantees up to 80% of the purchase
price for aloan (meaning that a down payment of 20% is required on aloan) and asked
whether this amount was appropriate. Almost 8 in 10 (79%) said the amount was

about right and some 1in 7 (14%) said it was too low.
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> When informed that FIMCLA charges aregigtration fee of 0.85% of the amount of a
loan, about 6 in 10 (62%) said the amount was about right and one-third (33%) said
the amount was too high.

4.4.2 Mechanisms for feedback

Evaluation question: Are there formal mechanisms to provide feedback on the program (loan
guarantees/appeal process)?

Summary response:

FIMCLA does not have forma mechanismsin place to provide feedback on the program. Lenders will
contact FIMCLA verbdly or in writing with questions or concerns regarding aregisiration or claim.

Detalils:
Client contact with FIMCLA

Mogt clients have not contacted FIMCLA adminigtration for any reason. In fact, only 3% of
respondents reported having contacted FIMCLA either by phone, in person, or by Ietter.

Mogt clients heard of FIMCLA through their lender, and little need exigts for clients to have any
interaction, forma or informal, with the program.

Lender contact with FIMCLA

Lenders frequently interact with FIMCLA gtaff in two ways. First, lenders and their associations
communicate — both verbaly and in writing — about genera policy issues and operationd problems they
may be encountering. Second, and most importantly, lenders and FIMCLA gtaff interact on the claims
process. Neither method is formalized, but the program relies on these informa methods of
communication. One respondent noted that aforma claims appeal process could reduce the amount of
resources required to address a claim because the program would not have to ded with the same case

repestedly.
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45 Results achievement

Results achievement can best be described in terms of the “results chain” expressed in the program
logic modd (see Appendix A). Thislogic mode identified the following three key eements or “business
lines”

1 Farm Improvements Loan (FIL)
2. Federa Loan Guarantee System
3. Co-operative Marketing Loan (CML).

This section discusses the results achievement of these three dements and their activities, outputs, and
outcomes.

45.1 Activities

Evaluation question: In what manner and to what extent has the FIMCLA program achieved
itsintended activities as identified in the FIMCLA Program Logic Model?

Summary response:

Through its adminigtration of FIMCLA, the program has delivered the activities asidentified in the
Program Logic Modd.

Details:

Activities refer to what the program does operationdly under each key eement. Based on dl lines of
evidence, it is clear that the program has performed al required steps for each activity:

> Farm Improvement Loan (FIL) activities include application processing, implementing
eigibility procedures, adminigstering and registering loans, implementing regidration,
default and claims processes, and effecting collections process for claims made.®

> Federal Loan Guarantee System activities involve the enacting of legidation and
regulations to support the program, designation of lenders, developing awareness of the
program and its conditions, determining and paying claims, and recovering losses.

s important to note that lenders actually execute many of these processes in the course of accepting
loan applications from clients. Increasingly, lenders are embedding FIMCLA processes within their own on-line
applications processes.
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> Co-operative Marketing Loan (CML) activities include those associated with the
FIL, except that these are applied to |oans made to cooperatives.

For each key dement, FIMCLA managers designate lenders, and they become informed of FIMCLA
igibility and have incorporated gpplications processng within their own ingtitutional procedures.
Program managers and staff tend to be more active at the back end, namely, vaidating default and
claims processes and handling the collections process. Based on interviews with key informants, and
the long-term nature of the program, it is gpparent that the program compl etes the activities enumerated
in the logic modd. However, severd important process issues have emerged in the course of the
evauation, which are discussed in the find section on conclusions and observations.

45.2 Outputs

Evaluation question: In what manner and to what extent has the FIMCLA program achieved
itsintended outputs as identified in the FIMCLA Program Logic Model?

Summary response:

Asthe FIMCLA database demondtrates, the program has achieved its output of issuing loans a no
more than legidated maximum interest rates. However, for reasons discussed below, it is not possible
to determine whether clients received more flexible repayment terms.

Detalils:

According to the logic modd, the FIL and CML key outputs are loans* at no more than legislated
maximum interest rates and more flexible repayment terms.” All of the evidence collected by
annud reports and by this evauation confirms that most FIMCLA |oans have been made at the ceiling
rate (prime plus 1%). In fact, most lenders automatically apply the maximum alowable interest rates.
As such, adanger exigs that the legidated maximum (ceiling) rates may have become the effective
minimum or flow rates. The most common reasons for goplying the maximum dlowable interest rate are
that: 1) prime plus one percent is acompetitive rate, 2) the financid ingtitution cannot make a profit if it
offers alower rate, and 3) the risk associated with clients usng FIMCLA does not warrant alower
rate.

A few lenders indicated that they may offer a“good” client an interest rate thet is lower than the
maximum alowable. These lenders noted that the interest rate offered depends on the relationship with
the client as well asthe client’s credit rating, debt serviceability, and ability to leverage hisher debt.
Despite this, it is worth noting that some key informants indicated that their large agricultura clients are
able to obtain much lower rates outsde of FIMCLA. This means that the client does not have to pay
the fees associated with FIMCLA. It also means that lenders can issue the loan using one of their own
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products and therefore do not have to complete the administrative processes associated with FIMCLA.
In summary, FIMCLA tends to serve smal and medium-sized farmers, and these clients may not be
able to shop for better rates.

Formaly, in addition to the fixed interest rate, a FIMCLA |oan has a legidated repayment period of 10
years and aminimum down payment of 20%. Whether the loans actudly involve “ more flexible
payment terms’ isdifficult to ascertain, Snce any loan has arange of atributes, forma and informd.
Forma attributes include collaterad requirements, repayment options, loan to vaueratio, etc., while
informd attributes include how a lender manages alate payment. Since the context of aloan varies by
lender, borrower, loan purpose and general economic environment, determining whether FIMCLA has
resulted in loans that are more flexible than average requires detailed information on al FIMCLA loans
compared to areference group of al other farm loans. Such a comparison is not possible with the
information available to the program or to this evauation. It is possble that some borrowers are able to
negotiate loans that have both alower interest rate and a more flexible repayment schedule.

45.3 Outcomes

Evaluation gquestion: In what manner and to what extent has the FIMCLA program achieved
the anticipated immediate, intermediate, and longer-term outcomes/impacts identified in the
FIMCLA Program Logic Model?

Summary response:

In terms of immediate outcomes, FIMCLA has increased access to credit for producers, particularly in
Saskatchewan. However, rlatively few marketing cooperatives have used FIMCLA, which suggests
that the program has not been as effective a reaching this target population.

Linking intermediate and long-term outcomes to FIMCLA is chdlenging. Farmers and lenders believe
that FIMCLA has had some impact in terms of increasing the productivity of farming operations,
increasing the efficiency of farming operations, and making farming operations more sustainable. Given
marketing cooperatives limited involvement in FIMCLA, it is not possble to comment on intermediate
outcomes for this aspect of the program. With respect to longer-term outcomes, dl that can be said is
that FIMCLA has probably contributed to a variety of expansion and modernization/innovation
initiatives across its portfolio of loans. However, in the absence of a detailed study that tracks how
loans were used, it is not possible to connect FIMCLA to specific outcomes of modernization and/or
innovetion.

Details:

The logic modd identifies two immediate outcomes for FIMCLA:
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> Farmers have increased access to farm improvement loans.
> Mar keting co-operatives have increased access to loans for farm processing,
distribution or marketing.

Marketing cooperatives have had limited involvement in FMCLA. Lenders suggested that this may be
due to the fact that this form of farm organization is inherently risky, or typicaly has wesk management,
which discourages lenders from making loans. FIMCLA regulations dso limit lending to co-ops with
non-farmer members (“new style’” farmer co-ops).

With respect to accessto loans, higtoricdly, the high levels of activity certainly confirm thet lenders did
use the program and that it did increase access to credit. Thisis particularly true in Saskatchewan,
where provincid legidation limits the ability of banksto cdl loansissued to family farms. In that
province, arguably amgor “player” in Canadian primary agriculture FIMCLA clearly became avitd
catdys to increasing farm credit. At the sametime, its role in Québec has been much less important,
largely because of provincia programs that compete favourably in their terms and conditions.
Additiondly, according to the client survey, some producers (27%) believe that they could have
received aloan with the same terms and conditions outside of FIMCLA.

The intermediate gods of FIMCLA relae to farm expangon and modernization/innovation as well as
vaue-added processing, diversfication, and market expansion by cooperatives. The low participation
of co-ops precludes a conclusion on the intermediate outcome of the program on these types of farm
operations. However, it is possible to gain some ingght into the intermediate outcomes using the client

SUrvey responses.

Clientsrated, on ascae of 1 to 10 where 1 isno contribution at &l and 10 isamaor contribution,
FIMCLA's contribution to their farm in terms of eght different items.

> About 7 respondentsin 10 said that FFIMCLA made some contribution (including about

haf who sad it made amgor contribution) in terms of:

- increasing the productivity of the farming operation (72%, including 50%
who sad it made amgor contribution)

- increasing the efficiency of the farming operation (69%, including 48% who
sad it made amgjor contribution)

- making the farming operation more sustainable (69%, including 47% who
sad it made amgor contribution).

> Almogt 6in 10 (59%) said that FIMCLA made some contribution in terms of helping
to modernize the farming operation.

> About 4 in 10 said that it made some contribution in terms of ;
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- expanding one of the business lines of the farming operation (49%)
- helping to diversify the farming operation (46%)
- updating the technology used on the farming operation (43%).

> Approximatdly one-third of respondents indicated that the following three anticipated
outcomes of FIMCLA were not applicable to their |oan:
- updating technology used on farming operation (35%)
- helping to diversify the farming operation (32%)
- expanding one of the business lines of the farming operation (31%).

> In terms of updating technology, clients who received loans to finance improvements
were more likely to indicate that FIMCLA made amgjor contribution to their farming
operation, while those who used the financing to purchase livestock were the least likely
to report this.

> In terms of modernizing the farming operation, respondents with more than 40 years of
farming experience were the most likely to indicate that FIMCLA made no contribution
in this regard. Clients producing fruits or grains and oilseeds were the mogt likely to
report that FIMCLA made amgjor contribution to modernizing their operation. Most
often, clients who obtained loans for building construction or renovation and land
development said that FIMCLA made amgor contribution to their operation.

Many key informants agreed that FIMCLA has supported modernization and diversfication initiatives.
For example, some respondents noted that FIMCLA has enabled operations to modernize through the
purchase of better equipment and handling systems. Interviewees noted that, because of the maximum
loan amounts and repayment terms, FIMCLA has had less impact in terms of expanson. Severd
reported that modernization, diversification, and loan terms and conditions should lead to improved
profitability, athough afew mentioned that profitability would not increase because loans are spread
over alonger repayment period.

Respondents participating in the case sudies found it difficult to discuss the net impact of FIMCLA on
their farming operation or marketing cooperative. Essentidly, they reported that the main benefit of
FIMCLA was that it enabled them to purchase an asset/item they needed for their operation.

Severa lendersreported that FIMCLA has had little impact on producers. Other lenders recognized

that FIMCLA enables financid inditutions to issue loans to clients who otherwise may not have
received aloan due to redtrictions on the inditution’slocal lending limits.
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4.6 Cost-effectiveness

Cogt-€effectiveness may be interpreted as the cost of producing aunit of outcome. In a program such as
FIMCLA where the outcomes are diffused across severd dimensions (i.e., farm expansion and
modernization/innovation initiatives), cost-effectiveness should be viewed as some measure of relative
efficiency and cost recovery.

Evaluation question: What is the cumulative total volume of loans guaranteed under FIMCLA?
What are the cumulative AAFC costs associated with FIMCLA?
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Summary response:

The volume of new FIMCLA loans has been steadily decreasing from 16,250 in 1996-1997 to 4,722
in 2002-2003.%! Since 1999-2000, the vaue of claims paid has been rising, while revenues from
regigtration fees has been falling. Recoveries of clams paid has been inconsstent. As such, despite a
clam loss of only 0.64% over the life of FIMCLA (since 1988),%? in recent years FIMCLA’ s net gain
has steedlily been trending downward.

Details:
Table 17 (next page) provides statistics on the operation of FIMCLA since 1995. Note that program
use has declined by 68% since 1995-1996 and that claims paid have increased, while registration fees

have declined as have recoveries of clams paid.

FIMCLA'’s administration budget increased from $567,000 in 1996-1997 to $1 million 1997-1998.
Treasury Board authorized the increase to enable FIMCLA to:

> respond to increased demand

> place more emphasis on default and claim prevention
> establish a performance measurement model
> invest in technology and information bases to support the above eements aswell as

financid controls and reporting systems.

Table 17 dso shows that the administrative costs per registration have climbed from alow of $35in
1996-1997 to a high of $213 in 2002-2003.

The apparent increase in clams paid is partidly the result of a couple of large marketing cooperative
clams. In 2001-2002, FIMCLA paid a marketing cooperative claim in the amount of $1.5 million.

FIMCLA’s net gain has tended to fall. This demongrates that FIMCLA is experiencing losses that
need to be covered. These losses are aresult of decreasing revenues from loan registrations, increasing
clams paid, and decreasing recoveries of losses.

61AAFC Annual Reports. 1996-2003.
%as reported by FIMCLA management.
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Table 17: FIMCLA - General financial trends
1995- | 1996- | 1997- | 1998- | 1999- | 2000- | 2001- | 2002-
1996 1997 1998 1999 2000 2001 2002 2003
Number of new loans 14,806 16,250 15,946 8,641 7,628 6,304 5,659 4,722
registered ('000)
Value of new loans registered | $371,922 | $488,759 | $516,885 | $259,174| $215,998 | $189,087| $178,732($160,425
($°000)
Claims paid ($'000) $1,537 $1,664 $691 $2,258 $881 $963 $2,524 $2,792
Loan registration fees ($ '000) $1,860 $2,443 $2,559 $1,296 $1,630 $1,574 $1,527| $1,372
Recoveries of claims paid out $1,149 $1,199 $791 $709 $308 $344 $158 $255
($°000)
Administration costs ($ '000) $567 $567 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000
Administrative cost per $78 $35 $63 $116 $131 $159 $177 $213
registration
Net gain ($'000)* $905| $1,411| $1,659| ($1,253) $57 ($45)| ($1,839)| ($2,165)

Note: Claims paid out in a fiscal year are not necessarily related to loans issued in the same year and could include
claims paid out against guarantees issued under the former Farm Income Loans Act (FILA).
*Net gain = (loan registration fees + recoveries of claims paid out) - (claims paid + administration costs)
FIMCLA annual reports (1995-1996 to 2002-2003).

Because clams paid and recoveries pertain to loans made in previous years, the “net gain” can be
mideading. By using athree-year moving totd,®® it is possible to present a more stable picture of the net
gain, as shown in Table 18. The data below show that, over time, the value of clams has remained
fairly consistent at between $3.8 million and $4.6 million.** It gppearsthat the declinein net gain is
broadly due to decreasing |oan regigtration fees, decreasing recoveries of clams paid, and increasing

clams pad. The sysemétic decline in net gain suggests that an audit of the claims and recoveries
processes would be useful (see Section 5.0 for alist of key questionsthat could be included in a

financid review).

3Note that the three-year moving total for 1997-1998 is derived by summing the data for 1995-1996, 1996-
1997, and 1997-1998. This same processiis followed for each subsequent year.
®4Claims paid increased significantly in 2002-2003. Thisis likely due, in part, to the large marketing
cooperative claim paid in 2001-2002.
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Table 18: FIMCLA - General financial trends (three-year moving total)

1997-1998 | 1998-1999 1999-2000 2000-2001 2001-2002 2002-2003

Number of new loans registered 47,002 40,837 32,215 22,573 19,591 16,685
('000)
Value of new loans registered $1,377,566| $1,264,818 $992,057 $664,259 $583,817 $528,244
($°000)
Claims paid ($ '000) $3,892 $4,613 $3,850 $4,102 $4,368 $6,279
Loan registration fees ($ '000) $6,862 $6,298 $5,485 $4,500 $4,731 $4,473
Recoveries of claims paid out ($ $3,139 $2,699 $1,808 $1,361 $810 $757
'000)
Administration costs ($ '000) $2,134 $2,567 $3,000 $3,000 $3,000 $3,000
Net gain ($'000) $3,975 $1,817 $463 ($1,241) ($1,827) ($4,049)

Note: Claims paid out in a fiscal year are not necessarily related to loans issued in the same year and could include claims
paid out against guarantees issued under the former FILA.
Net gain = (loan registration fees + recoveries of claims paid out) - (claims paid + administration costs)

FIMCLA annual reports (1995-1996 to 2001-2002).

It isaso possble to examine FIMCLA claims using accrua accounting, which recognizes the claim
when it was incurred, not when it was paid. As shown in Table 19, according to the accrud method of
accounting, FIMCLA'’ s claims have been decreasing since 1999. However, an important caution is that
accrud cdlamstend to lag cash daims since, on an accrud basis, any future clams will be discounted
back to the year the |loan was issued.

Table 19:  Accrual claims versus cash claims
Cash Accrual
Fiscal year accounting accounting
$'000
1997 $691 $1,090
1998 $2,258 $1,068
1999 $881 $2,255
2000 $963 $379
2001 $2,524 $84
2002 $2,792 $0
Source: AAFC annual reports and FIMCLA management.
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Over the padt five years, the net gain for the program has consstently trended down. This counters the
findings of the cost recovery study®® completed in 2001, which identifies a breskeven vaue of $230.1
million in new regigrations. Thisis much higher than the current level of new regidrations. Further, this
suggests that the combination of weakening fees, growing clams, and lower recoveries, could threaten
the cost recovery basis of the program.

Evaluation question: Are the costs comparable to those of other lending programs?
Summary response:

Thisevauation relied on publicly available sources of cogt information for other lending programs. The
level of information available in these sources does not support cost comparison analyss. Information
that was available for comparison programs shows that as the volume of |oans a program issues
increases, S0 doesthe totdl vaue of loansissued. This suggests that programs issuing fewer loans are
not necessarily issuing higher value loans. Additionaly, FIMCLA'’s daim rate of 1% is Smilar to the
rates of 1%—2% that other programs report.

Details:

The nature of other |oan guarantee programs varies greetly, which complicates cost comparisons.
Idedlly, full benchmarking involves agreements with reference programs/organizations to share
production and cost information beyond that which is available in public financid statements. That level
of benchmarking is beyond the resources available for this study. Accordingly, cost comparisons with
other programs can only be generd.

Table 20 provides generd information for each program included in the program comparison. Much of
the information is not available (cdls blank) or not gpplicable (/a), reflecting the limits of the program
comparison process.

> The number of loansissued in 2002 varies by program. The CSBF records the highest
number of loansissued per year, primarily because it is available to smal busnessesin
many indugtries. Other programs examined in this study are only available to the
agriculture industry. In the agriculture sector, the most used programs are the Alberta
Cattle Feeder Loan Guarantee (~10,000), the Beginning Farmer and Rancher Loan
Program (8,633), and the FADQ (6,503). The least-used program isthe Agriculture
Vaue-Added Loan Program (~20). FIMCLA fdlsin the middie with 4,721 |oans.

65Grant, Charles W. and Gabriel Toichoa. Risk Analysis Framework for the Farm Improvement and
Marketing Cooperatives Loans Act. July 2001.
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> As expected, the programs that issued the highest volume of |oans also issued the
highest value of loans (CSBF issued 11,142 loans worth $915 miillion, and FADQ
issued 6,503 loans worth $938 million). The exception is the Québec Feeder
Asociaion Loan Guarantee program, which issued 267 loans worth $116 million.
> Little information was available regarding claims on the guarantees. Most programs
indicate clams of 1%—-2% since their inception, and clearly, FIMCLA isin line with
cdamsof 1%.
The information in Table 20 does not support cost comparisons among the programs.
Table 20: Program statistics, 2002
Program Ngzgg;/of Numper of Valu_e of Number of claims Valqe of
members loans issued | loans issued (% of loans) claims
FIMCLA n/a 4,721 $160 million 1.6% $2 million
1. CSBF (2001-2002) n/a 11,142 $915 million 7.1% $38 million
2. AFDL n/a 661 $23 million (1% n/a
3. Alberta Beginning Farmer Program n/a 754 $89 million n/a n/a
4. Agriculture Value-Added Loan n/a ~20 confidential information
Program
5. FADQ n/a 6,503 $938 million 106 $5.4 million
6. Loans for Beginning Farmers and n/a 8,633 US$851 million 2.2% n/a
Ranchers (2003)
Feeder programs
7a. BC 16/ 1,300 n/a n/a n/a n/a
7b. AB 0/~7,000 ~10,000 $44 million (1% n/a
7c. SK 123/6,313 n/a $26 million n/a n/a
7d. ON 21/1,057 n/a $52 million n/a n/a
7e. QC (2001) 11/ 134,213 267 $116 million n/a n/a

47 Program strengths and weaknesses

Evaluation question: What wer e the strengths and weaknesses of the program?

FIMCLA has along history that speaksto its core strengths. Viewing it over the past decade, the main
advantages involve its rationa erelevance, lender/borrower acceptance, and efficient administration.
Recently, weaknesses and limitations have emerged, primarily as aresult of changing economic and

agricultura conditions.
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Strengths

Rationale

The FIMCLA program has a strong and well-tested rationde. Government has a history of asssting
specific groups to manage risks associated with capital investment. The mortgage guarantee program of
Canada Mortgage and Housing Corporation and the Canada Student Loan program are two national
examples of long-standing |oan guarantees. Other orders of government offer a comprehensive array of
loan guarantees to farmers.

Under this model, by charging a modest regisiration fee to borrowers, government can build financia
capacity that can be used to manage the program and settle claims arising from defaults. Lenders
extend loans at favourable rates, borrowers benefit from access to capital, and government produces a
long-run socia benefit in the form of additiond stability to key sectors of the economy. The direct result
isan incremental supply of credit, especialy to viable farmers that present some riskier dementsto
lenders.

Relevance

Farmers reported that the two most commonly recognized benefits of FIMCLA are the longer
repayment term (10 years) and the lower interest rate (prime + 1%). Also important is the low down
payment requirement (20%). Lenders reported that for many clients, especialy the smdl and medium-
Szed farmers presenting ariskier profile, they most likely would still have issued the loan; however, the
terms and conditions may not have been the same. Higtorical usage has been high, especidly during
periods when interest rates have been higher. FIMLCA has been arelevant element of federa support
for farmers.

Further, despite the existence of Smilar programsin many provinces, FIMCLA provides broader
coverage in terms of loan use and/or nationd digibility. Asanationd program, FIMCLA offers uniform
accessto farmersin dl parts of Canada

It isimportant to note that FIMCLA has become less rlevant to larger farm operations for two
possible reasons:

> Current interest rates are a historic lows. Farm operations with good “financids’ are
able to negotiate terms that are more favourable than the IMCLA celling rate of prime
plus 1%.

> The agriculturd consolidation over the past decade, the growth of capitd-intensve
operations (livestock), and the emergence of more corporate forms of ownership have
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created financialy stronger units that can access more diversified capital sources
(equity, retained earnings aswell as deht) &t relatively low cogt.

Just because FIMCLA is available everywhere does not mean that it is used uniformly. The uptake of
FIMCLA islower where “competitor” programs exigt, notably Québec. Use in Saskatchewan is much
higher than anywhere dsg, reflecting the existence of provincid legidation that limits seizing farm
properties in the event of aloan defaullt.

It isworth noting that FIMCLA has the potentia to support the new APF. Nothing in the approved
loan uses impedes borrowers from using the program to make on-farm improvements that are
congstent with the goals of the APF (see Section 4.1.1).

Design, delivery, and appropriateness
Loan guarantee programs work under the following conditions:

> many clients, so that a smdl regigtration fee can support the required administretive
costs

> financid capacity to meet dlams from regidration revenues and recoveries from prior
clams paid to lenders..

Higtoricdly, FIMCLA has managed this balance effectively, with a positive net gain (fees plus
recoveries, less clams and administrative costs). At that time (roughly 1992-1997), FIMCLA was an
gppropriate and efficient model for extending access to capital while providing arisk management
dructure for lenders. However, the environment has changed. Unit administrative costs (per [oan) are
now much higher, and regigtrations have plummeted, which cdls into question the program’s basic
desgn and ddlivery.

Acceptance

For the most part, lenders are aware of the program and use it when they need to offer aloanto a
client with ariskier profile. Some lenders reported that the ceiling of $250,000 istoo low and argued
that this calling limits greater use. However, the fact that regidtrations have plummeted indicates that the
program is not accepted by lenders, who are the critica ingtrument for extending credit to farmers who
are unable to access financing conventiondly.

Aswell, farmers often do not know about the program until alender indicates that their risk profile

warrants either less favourable terms and conditions or registration in the FIMCLA program. Most
borrowers accept the registration fee as afair cost for being able to get the loan on better terems and
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believe that FIMCLA has alowed them grester access to loans than they otherwise would have had.
However, the fact is that these borrowers form aincreasingly smaler subset of farmersin generd.

Success/impacts
Although the program does not track outcomes, the client survey suggests that the loans have been

associated with innovation and modernization of farm operations. This provides evidence that
FIMCLA has supported activity that is consstent with the APF.
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Weaknesses

Weaknesses of FIMCLA have emerged in the last few years and rlate to the rationae of its digible
gpplicants and the balance between receipts and revenues (design and ddlivery).

Rationale

The rationae for continuing FIMCLA isvery weak. The fact that program use has declined sharply
cdlsinto basic question the rationde for the program’ s continuation. The average value of FIMCLA
loansis very low, and very few loans are a the maximum dlowable level of $250,000. Findly, the
origina premise that FIMCLA be a cost recovery required annud regigtrations of $174 million and a
net surplus of $33 million. In 2003, the program managed $80 million (as at November 2003) in new
registrations and had a net loss of $2 million (2002-2003). Trends continue to show erosion in usage
and net gain. The demand for this program has shrunk, and it questionable whether the program is
operating on afull cost recovery bass.

The argument that FIMCLA must be maintained to assst farmers to dedl with current problems such as
BSE, poor crops, and trade disputesis flawed. These crises reflect a short-term need of liquidity, not
the long-term investment to assst farms to modernize and become sustainable. It is unlikely thet lenders
would be willing to use FIMCLA to share the risks associated with rescuing a livestock operation with
asurplus of maturing calves.

The evidence collected in this report aso supports a comprehensve needs assessment for agricultura
credit. Once needs are established and quantified, the next step isto review the role of a government-
backed loan guarantee program in the contexts of emerging trends in the financia services sector and
other available credit sources such as the Farm Credit Corporation and various provincia programs.

Design and delivery

If the program were to be maintained, and based on the client surveys and lender interviews, the list of
approved loan uses requires little change, except for the possible addition of loans to buy feeder
livestock for farmers that are not members of afeeder association. Thiswould be a minor adjustment.
More limiting are the regtrictions on the digible borrowers. A weakness of the program is the restriction
on lending to beginning farmers and cooperatives with non-farmer investors. In generd, FIMCLA has
not been used in lending to co-ops, but most key informants do not ascribe thisto deficienciesin
FIMCLA but rather to the fact that few marketing cooperatives exist and those that do are perceived

asrisky.

Also problemétic is the requirement for aloan to be paid in the event that a partnership is dissolved,
rather than being reassigned to the surviving partner in accordance with norma business practices.
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Findly, the requirement for the lender to work immediately with IMCLA gaff in the event of a default
rather than firgt trying to reschedule the terms and conditions contravenes normal business practices and
incresses the adminigirative burden on program saff. On the other hand, such quick involvement could
offer important insght into the nature of the default, which may contribute to a speedier acceptance of a
clam, apoint that will be reviewed in Section 5.0.

Oneimportant design issue is whether the lender or the farmer is the client. The research showed that
while lenders are aware of the program, many farmers are not. On the face of it, thiswould suggest that
amarketing campaign directed to lenders would increase registrations. For example, the high ratio loans
(low down payments) that are guaranteed by CMHC to firgt-time buyersis awiddy known program. It
is hard to know whether the marketing of this program by CMHC drives demand or whether the
lenders, and especidly red estate brokers and devel opers promoted the program. At any rate, the
anaogy between FIMCLA loans and home mortgagesisweak. Lenders use FIMCLA to manage the
risk for equipment and land loans, afraction of the total farm value. Second, it is unlikdly that if the
agricultural producers and marketing cooperatives were more aware of the program, they would
gpproach their financid inditution for aloan. Remember, the loan must be for an approved use and
may have adightly lower interest rate with alower down payment than might be required under
conventiond financing. This research has shown that many farmers get this deal anyway and therefore
do not need a FIMCLA-guaranteed loan. In the find analys's, an expanded marketing campaign to
inform farmers about the program is unlikely to raise program usage and will certainly add to cogt, with
an unlikely offset in the form of increased registration revenue.

Cost-effectiveness

Lenders have indicated that the costs of the FIMCLA program for them are not in the registration
process, but in the complexities of the default and claims processes (including the regection of claims).
This may be contributing to the dowing rate of regidration, sSnceit is primarily lenders that determine
when to register aloan under the FIMCLA program.

Thereault of risng dams and fadling regigrations is that the net gain is aso declining, which in turn raises
concerns about the cost-recovery and risk-management processes of FIMCLA. Program management
commissioned a codt-recovery study in response to comments by the Auditor Generd, but it has yet to
complete an RBAF, which would systemétically identify the risks and explain how these risks would be
managed. Of course, unit adminigtrative costs continue to rise because the same infrastructure is
servicing asmdler regidration base.

Outcomes

It isdifficult to link FIMCLA loans to the expected intermediate and long-term outcomes for the
program. These outcomes relate to farm expangon and modernization/innovation for individua farms
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and value-added processing, diversification, and market expansion by co-ops. In principle, the digible
loan uses support these outcomes, but they could equaly support the replacement of aging equipment.
FIMCLA maintains information on the use of the loan, but not on how the acquired asset supports the
outcomes. Collecting thisinformation is of little interest to lenders, and ingting that the gpplicant state
whether the purchased equipment will contribute to modernization or innovation islikely to produce
unanimous affirmations. After dl, it seems“obvious’ that replacing an old truck with anew oneis
modernization. To strengthen outcome reporting, the program could study the feasibility of gathering
data that links loan use with the expected outcomes.
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5.0 Options and recommendations

Thisreport has shown that program activity is afraction of its previous level, and continues to decline.
No one we interviewed forecasted areversal of these trends, unless the externd lending environment
changes suddenly. It isimportant to note that FIMCLA had its peak in 1995-1996, when interest rates
were higher than today, but not at the inflationary levels of the 1970s and 1980s. However, increasing
interest rates aone are unlikely to provoke areversa of current registration trends.

What seems to have occurred are other trends. First, and many we interviewed concurred, is that
farmers have become larger and more sophigticated. Mogt andysts have been arguing that farmers need
to embrace value added and seek economies of scae, and this has happened. An increasing number of
famersare in fact very large businesses who are wel able to negotiate favourable terms with lenders.
Second, lenders have introduced innovative financid arrangements. Asde from leasing and joint
ventures with equipment dedlers to offer credit at the point of sale, many non-financiad companies are
entering the lending market. GE-Capitd is but one example of a manufacturer that has become very
activein lending.

Recommendation 1

Suspend the program but continueto support the existing portfolio of loans.

With program suspension, the Department would need to execute the following actions:

> Compare the costs (administrative and net expected recoveries less expected claims) of
maintaining the declining balance of the portfolio with the costs associated with
maintaining the program to demongtrate the net savings from suspending the program.

> Communicate with al lenders that, while new loans would not be registered, dl existing
obligations would be maintained.

> Communicate the rationale for program suspension noting that unit costs are rising and
regisirations have plummeted. The program no longer meets the breskeven
requirement, It is aso important to note thet thisis not related in any way to on-going
effortsto assst the farm community to dedl with crises such as BSE, snce FIMCLA
has little bearing on managing these issues.

> Initiate the needs assessment without delay to communicate the intent to determine need
and develop policy and programming as gppropriate.

> Cdculate the administration needed to maintain the existing portfolio of loans
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Recommendation 2

The department should undertake a credit needs assessment for agricultura producers with aview to
identifying gaps in support for target groups such as beginning farmers and marketing/production
cooperatives. This needs assessment should a so:

> Review al exigting credit sources for agricultura producers (private and public, federa and
provincid).

> Using the previous two studies, develop an integrated credit policy for agriculture that may or
may not include FIMCLA in its present or an amended form.

Recommendation 3

Considerable uncertainty exists about the risk associated with FIMCLA. Currently program activity is
well below breskeven, and with regigtrations continuing to decline, the program is far awvay from cost-
recovery. An immediate andysis of the financia risks associated with FIMCLA is needed.

Observation

If suspensionsis not an option, the program needs to urgently address some of the procedura issues of
the program and broaden the digibility in an effort to stabilize demand.

To limited extent, the decline in program use a <o reflects severa issues that lenders have in terms of
how the program is managed (i.e., default and claims processes) and limitations on igibility (such as
the low maximum loan amount — in the view of lenders — and redtrictions on loan uses, including the
excluson of beginning farmers). Addressing these issues may raise demand for the program somewhat,
but it may not reverse the steep decline in registrations experienced over the last Six years. If AAFC
wishes to maintain FIMCLA, some adjustments to the program are required.

> FIMCLA objectives. The objective of FIMCLA is. “ to increase the availability of loans for
the purpose of the improvement and devel opment of farms and the processing,
distribution or marketing of farm products by co-operative associations.” This objective
may be intended to achieve one of two goas:

- to provide the agricultural community with access to credit with favourable

terms and conditions
- to provide access to credit to those who would not otherwise be able to

receive financing.
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Depending on the prevailing economic environment, these gods may conflict with
eigibility criteria. Thefirst god implicitly focuses on producers who are higher risk since
those with a proven financid track record are usudly able to obtain financing & an
interest rate that is below prime + 1%. Under this objective, IMCLA appears to be
focusing on the smal to medium producer with awesk financial capacity. However, the
guiddines dso require that a borrower must qualify for financing in accordance with the
financid inditution’s norma business practice, dbet with less favourable terms. This
could contradict the first god of the program. As such, the objective of FIMCLA must
be clearly defined.

> Loan ceiling and loan uses. The potentid to expand the loan cealling and digible loan uses
exigs. However, any such expansion would require a needs assessment and risk analysis for
each use. Issues that would need to be considered for these potentid expansions include:

- Loan ceiling: Some key informants recommended that the low uptake reflects alow
loan celling of $250,000. Given the cost of modern equipment and the capitalization of
many farms, this ceiling appears low. On the other hand, few clients expect that they
will experience poor access to credit, and very few FIMCLA loans and/or clients
actudly “push” againg this ceiling. The fact thet the average levd of FIMCLA
indebtednessis less than $50,000 undermines the case for an increase in the ceiling.
Additiondly, the fact that average total farm borrowings are $210,000 (2002 Farm
Financiad Survey) does not support an increase to the FIMCLA loan limit.

- Purchase of land previously leased or rented: Using FIMCLA for land purchases
may not be required since conventiona mortgages include the property as sufficient
security againgt defaullt.

- Purchase of supply-managed commodity quotas: Results of the client survey show
little interest in the purchase of supply-managed commodity quotas within the next five
years. The large Saskatchewan base for the program is afactor in such aresponse.
However, issues surrounding potential World Trade Organization action against supply
management cloud the acquisition of these property rights. An additiond consideration
is that quota prices could increase as additional credit becomes available.

- Purchase of feeder livestock: Provincid feeder association loan guarantees are
availablein most provinces for the purchase of feeder livestock, athough membership is
required. As a cautionary note, including the purchase of feeder livestock as an digible
loan use may place FIMCLA in the position of lending for operating credit and not just

term credit (i.e,, not lending againgt atangible asst).
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- Beginning farmers. Thereis both lender and dient interest in including beginning
farmers as digible borrowers under FIMCLA. However, opening FIMCLA to this
client group may expose the program to additiond risk, which may result in increased
clams. Another congderation is that the maximum loan limit may be a limiting factor for
beginning farmers wishing to use FIMCLA to finance inter-generationd farm trandfers.
The risk potentia for FIMCLA needs careful review. Additiondly, before expanding
FIMCLA to include beginning farmers, AAFC should have a clear picture of what
other programs are available to assst beginning farmers.

- Processing-related ventures: Currently, co-ops represent asmall fraction of the client
base, which, according to some key informants, is due to the inherent riskiness of
farmer co-ops. Including co-ops with non-farmer members, who are experienced
manufacturers and business people that are able to manage risk, may enable FIMCLA
to make a stronger contribution to the goa of increasing vaue-added production.

> Claims processes. Some lenders reported that the claims process is becoming onerous. This
can become a disincentive for lenders recommending FIMCLA. That said, FIMCLA hasa
fiduciary respongbility to ensure that lenders have taken every action possible to collect on a
defaulted loan. Rejecting too many claims could encourage lenders to reduce program
participation, while easy acceptance of claims increases cost and risk to the Crown. The
chalengeisto work with lenders to balance due diligence in managing defaults with rapid
processing/accepting of clams. A key to thisis transparency, where lenders and FIMCLA saff
have ahigh levd of information and shared understanding of the processes needed to maintain
program integrity. Theintroduction of aforma claims process may help dleviate some of these
difficulties

Bdancing the reporting respongbilities of lenders and FIMCLA is an important eement of the
necessary risk management for aloan guarantee program. Optionsto achieve thisinclude a
forma protocol to manage this process (in place of theinforma processes that have worked
until now), providing lenders with timely updates on policy decisons, informing lenders if
documentation ismissing or inadequately completed at the time of registration, and providing
lenders with information on program guiddines and practices. Each of these changes would
have implications for program cost, and any decison to change adminisirative processes would
need to be made in this light. Reviewing whether more formal and streamlined procedures to
resolving clams are needed is one possible gpproach to deding with thisissue.
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>

Financial review. The cost and revenue picture for FIMCLA has changed since the risk
anaysis conducted in 2001. The recent large claim paid on a defaulted loan to a co-op aside,
clamsare risng. Declining recoveries and afew other large clams are dso behind the losses
for the program. Key questions for afinancid review include:

- determining the nature of claims (are they related to size of loan, loan use, risk
appraisal)

- reviewing adminigrative cogts in settling claims and securing recoveries

- reviewing the potentid to use the database to create a probability model for forecasting
defaults (note that this would require an augmented database)

- reca culating a breskeven regigtration fee within the current economic environmen.

Outcomes measures. Short-term outcomes, such as the increase of credit, are easy to
establish. Measuring longer-term outcomes is the chalenge, especidly the attribution of
FIMCLA loans to the expansion and modernization/innovation of borrower operations. Based
on the case studies and client reports of loan use, this has probably been achieved. However,
looking to the future and how FIMCLA will support the APF, increasing the reliability and
vdidity of the outcome measures would be useful. Thisimplies that the program needs to
complete an RMAF (as it has committed to do), within which a performance measurement
strategy would be defined. The FIMCLA database is a strong platform for such a performance
system. Using regular client surveysto track farm development and including fuller descriptions
of the intended use of the acquired asset at the time of registration are two possible approaches
to collecting information that would improve the program’ s ability to monitor outcomes.

Program monitoring. An augmented FIMCLA database has the potentid for contributing to
program monitoring. To do this, the current database would need to include more information
than just the FIMCLA loans made to each client. It would need to include information on other
loans, other details on credit history, and information on farm operation. Such data on other
debt is routinely collected by lenders in establishing the credit worthiness of the borrower and
would alow the program to track usage of FIMCLA rdative to other debt financing. Currently,
the database does not even have phone numbers with which to conduct client follow-up, and
without this, program monitoring will be complex and costly.
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General conclusion

FIMCLA has served the farm community well, but the economic context for agriculture has changed
and the lending industry has become more competitive. The need for the program gppears to no longer
exis. The farmers whose loans are il registered under the program are likely to be able to access
credit at reasonable termsiif the program ceases. As such, this evaluation concludes that AAFC should
suspend FIMCLA. Most important the department needs to commission a comprehensive needs
assessment to determine whether the agricultural community needs access to long-term investment (as
opposed to the short-term liquidity offered by various rescue packages). If aloan guarantee program is
indicated as a need, then the procedura and adminigtrative changes suggested above would be a good
place to start with arevised program.
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Table 1: FIMCLA evaluation framework

Evaluation questions

Indicators

Methodology/Data source

RELEVANCE

1. a) Are the objectives and mandate of FIMCLA
consistent with the APF?

Consistency of policy context for FIMCLA and APF
Opinion of AAFC, provincial officials, Canadian Federation of
Agriculture (CFA)

Document review
Key informant interviews (government)

b) Are the objectives and mandate of FIMCLA
relevant to the needs of the agricultural
community including marketing cooperatives
(e.g., larger farming operations, climate change,
ageing farm population)?

Alignment of needs and provisions under FIMCLA
Client opinion

Lender opinion (users and non-users)

Role of FIMCLA in farm finance

Synthesis of findings

Document review

Key informant interviews (government,
clients, lenders, non-users)

Surveys (clients, lenders)

Case studies (clients, lenders)

» Number of loans by program objective

» Number of loans by purpose
» Number of loans by type of operation

» Number of loans by size of operation
» Number of loans by financial status of

operation
» FIMCLA as % of producer debt load

(Note: this will only demonstrate the need of
producers who have used the program).

AAFC administrative data analysis
Case studies (clients, lenders)

2.Is there a need to amend FIMCLA to include
provisions for (but not limited to):
» beginning farmers
» purchase of land previously leased or rented
» loan limit increases
» processing-related ventures
» 100% financing of new manure storage
facilities
» ad valorem taxes and duties
» supply managed commodity quotas?

Alignment of needs and provisions under FIMCLA
Perceived importance by AAFC, provincial officials, lenders,
cooperative associations, and CFA

Client opinion

Document review
Benchmarking
Key informant interviews (government,

clients)
Survey (clients, lenders)

Case studies (clients, lenders)
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Table 1: FIMCLA evaluation framework
Evaluation questions Indicators Methodology/Data source
3.Is there a continued need for the program? » Evolution of value and number of loans » AAFC administrative data analysis

Opinion of AAFC, provincial officials, lenders, cooperative
associations, and CFA

Client opinion

Factors influencing lenders' decision to use FIMCLA

Evidence of unnecessary duplication or overlap with other programs

Reasons for declining number of loan registrations

v

Key informant interviews (government,
clients, lenders, non-users)
Surveys (clients, lenders)

Case studies (clients, lenders)
Benchmarking

DESIGN AND DELIVERY (MANAGEMENT EFFECTIVENESS)

4. a) What is the level of awareness of FIMCLA
among lenders?
b) What is the level of awareness of FIMCLA
among clients?
¢) Should steps be taken to improve clients'
and/or lenders' awareness of FIMCLA?

Percentage of lenders who are aware of FIMCLA
Percentage of clients who are aware of FIMCLA
Opinion of government, clients, lenders
Synthesis of findings

Survey (clients, lenders)
Key informant interviews (government,
clients, lenders)

5. a) What processes are in place to facilitate
communication between FIMCLA and lenders?
How effective are these processes?

Whether management processes are adequate

Evidence of communication policy

Clarity of program information available (brochures, press
releases, presentations, etc)

Opinion of AAFC, provincial officials, lenders, cooperative

associations, and CFA
Opinion of lenders

Document review

Key informant interviews (government,
lenders)

Survey (lenders)

b) What processes are in place to monitor
performance? How effective are these
processes?

Evidence of performance measurement strategy
Opinion of AAFC, provincial officials, lenders, cooperative

associations, and CFA

Document review
Key informant interviews (government)

6. To what extent have the recommendations
presented in 1999 Report of the Office of Auditor
General (OAG report), Chapter 11- Agricultural
Portfolio-User Fees been addressed?

Evidence of actions taken to address recommendations in the

OAG report
Opinion of AAFC, provincial officials, lenders, cooperative
associations, and CFA

Document review
Key informant interviews (government)
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Table 1:

FIMCLA evaluation framework

Evaluation questions

Indicators

Methodology/Data source

7. What are the outcomes (performance

measur

ement) for the key managerial activities

in terms of:
» providing support to lenders
» assessing and processing lender claims

> reco

vering FIMCLA losses

» negotiating compromise settlements?

Identification of recovery/negation processes

Timeliness of response to lenders

Opinion of government, lenders

Time required to process guarantee applications (opinion of
FIMCLA administration)

Assessment of lender claim processes (administrative and legal)
Time required to process lender claims (opinion of FIMCLA
administration/lenders)

Time required to recover FIMCLA losses (opinion - FIMCLA
administration)

Key informant interviews (government,
lenders)

Survey (lenders)

Case studies (Ilenders)

AAFC administrative data analysis
Document review (sample of FIMCLA
compromise settlement cases)

8. How effi

ective is the technology infrastructure

that supports the FIMCLA service delivery

model?

(To be completed by another contractor)

The existing organizational structure defines management
responsibility for decision-making.

The existing control framework defines segregation of duties and
performance responsibilities.

Events and transactions are traceable to an employee who is
supervised and whose work is reviewed.

Policies and procedures describe the system, functionality, and
objectives.

Application controls ensure authorized, accurate, and complete
processing of transactions, from input through processing, to
output of information.

Errors/irregularities as transactions going through e-system are
detected, corrected, and prevented.

Existing technology infrastructure effectively supports the FIMCLA
service delivery model.

The technology requirements of FIMCLA will be optimized by the
implementation of the proposed FIMCLA-on-Line project.

Document review - FIMCLA legislation
and guidelines; proposed
FIMCLA-on-Line project document and
web site accessibility (hits)

Interviews - IT management

Review current logic models of the
applications or develop one if none exists
Review current business model
surrounding the application

Test controls

APPROPRI

ATENESS
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Table 1: FIMCLA evaluation framework

Evaluation questions

Indicators

Methodology/Data source

9. Is the FIMCLA service delivery model, including
lenders' roles and responsibilities, the most
appropriate design?

Evidence of similarities/gaps compared to other similar programs
Evidence/perception of inconsistencies redundancies in the
FIMCLA service delivery model (government, lenders)
Identification of steps that expedite/impede the processing of loan
guarantee applications/lenders' claims

Identification of barriers to implementing FIMCLA in individual
provinces (government, lenders)

Perceived feasibility (government officials) of
realigning/integrating FIMCLA with other AAFC support programs
(i.e., Business Risk Management, Farm Credit Canada, and the
APF initiative)

Document review (FIMCLA legislation and
guidelines)

Benchmarking

Key informant interviews (government,
lenders)

Case studies (Ilenders)

Survey (lenders)

10. In what manner, and to what extent, does the
program:
» complement other loan programs?
» overlap/duplicate other loan programs?

Evidence/perceived effectiveness of linkages between FIMCLA and
other farm loan or business loan programs/organizations
Evidence/perception of complementarities with other similar
programs

Evidence/perception of unnecessary overlap/ duplication with other
similar programs

Identification of methods to streamline any duplication

v

v

v

v

Document review

Benchmarking

Key informant interviews (government,
lenders)

Survey (lenders)

Case studies (lenders, clients)

11. Are FIMCLA lending activities consistent with
FIMCLA's program mandate?

Evidence/perception of consistency between lending practices and
the requirements of the FIMCLA legislation and guidelines
Summary of loan purpose

Summary of loan use

Summary of loan amount

Summary of loan terms and conditions

v

v

v

Document review (FIMCLA legislation and
guidelines)

AAFC administrative data analysis

Key informant interviews (government,
lenders)

Case studies (clients, lenders)

ACCEPTANCE

12. Is the current FIMCLA program acceptable to
stakeholders?

Stakeholders' satisfaction with the FIMCLA program

Key informant interviews (government,

clients, lenders, non-users)
Survey (clients, lenders)
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Table 1: FIMCLA evaluation framework

Evaluation questions

Indicators

Methodology/Data source

13. Are there formal or informal mechanisms to
provide feedback on the program?
» loan guarantees
» appeal process

Evidence of feedback mechanisms/appeal process
Perceptions of borrowers, lenders, and AAFC program staff

v

v

Document review (procedures manual)
Survey (clients, lenders)

Key informant interviews (government,
clients, lenders)

ACHIEVEMENT OF RESULTS/IMPACTS (SUCCESS)

14. In what manner and to what extent has the
FIMCLA program achieved its intended
activities as identified in the FIMCLA Program
Logic Model (Appendix B)?

Evidence that intended program activities took place
Clients' and lenders' awareness of FIMCLA

Perceived accessibility of lenders

Perceived/assessed availability of information on FIMCLA

v

v

v

v

Document review
Key informant interviews (government,

clients, lenders)
Survey (clients, lenders)

Case studies (clients, lenders)

15. In what manner, and to what extent, has the
FIMCLA program achieved its intended outputs
as identified in the FIMCLA Program Logic
Model (Appendix B)?

Evidence that intended program outputs were produced
Identification/perception of level of risk of loans

Perceptions of whether loan would have been issued in the
absence of FIMCLA (if so, how would the terms and conditions have
differed)

Summary of loan terms and conditions

% of defaults that were recovered
% of defaults where a compromised settlement was reached

v

v

v

v

v

Document review

Key informant interviews (government,
clients, lenders)

Survey (clients, lenders)

Case studies (clients, lenders)
Administrative data analysis
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Table 1: FIMCLA evaluation framework

Evaluation questions

Indicators

Methodology/Data source

16. In what manner, and to what extent, has the
FIMCLA program achieved the anticipated
immediate, intermediate, and longer-term
outcomes/impacts identified in the FIMCLA
Program Logic Model (Appendix B)?

Immediate:
» Perceptions of whether FIMCLA has facilitated farmers' access to
farm improvement loans
» Perceptions of whether FIMCLA has facilitated access to farm
product processing, distribution, or marketing loans by marketing
cooperatives
Intermediate:
» Perceptions of whether any significant changes in farm expansion
and modernization/innovation are attributable to FIMCLA
» Perceptions of whether any significant changes in value-added
processing, diversification, and market expansion by cooperatives
are attributable to FIMCLA
Longer term:
» Perceptions of whether any sustained increases in agricultural
productivity may be attributed to FIMCLA
» ldentification of reasons for decline in number of FIMCLA registered
loans
Note: The results for this question will be largely based on key
informant/respondent assessment. Statistical attribution will likely not be
possible.

» Key informant interviews (government,
clients, lenders)

» Survey (clients, lenders)

» Case studies (clients, lenders)

17. What unintended benefits and outcomes
resulted from the program (and not the loan)?

» Evidence of unintended benefits and outcomes of the guarantee
» Evidence of positive/negative influence on lenders' operations
» Estimate of probability of loss versus actual loss

» Key informant interviews (government,

clients, lenders)
» Survey (clients, lenders)
» Case studies (clients and lenders)

18. What were the strengths and weaknesses of
the program?

» Perceptions of government, clients, and lenders
Synthesis of findings

v

» Key informant interviews (government,
clients, lenders)

» Survey (clients, lenders)

» Case studies (clients, lenders)

COST-EFFECTIVENESS
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Table 1: FIMCLA evaluation framework

Evaluation questions

Indicators

Methodology/Data source

19. What are the cumulative AAFC costs
associated with FIMCLA?

Net sum of accumulated AAFC costs associated with the
administration of FIMCLA
Cost per FIMCLA loan compared to other programs

Document review (annual reports)
Benchmarking

AAFC administrative data analysis

20. What is the cumulative total volume of loans
guaranteed under FIMCLA?

The cumulative total amount of loans guaranteed under FIMCLA
(1988 - 2002)

Document review (annual reports)
AAFC administrative data analysis

21. Are the costs comparable to those of other
lending programs?

Comparison of the loan loss rate of FIMCLA with the loss rates of
other similar programs. (Loan loss ratio is calculated based on loss
made in a given year over total value of the portfolio in that same
year.)

Comparison of amount FIMCLA charges for insurance fees, fees to
negotiate loan, and renewal fees with other similar programs

Benchmarking
Document review (annual reports)

FEA |ne
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Key
Elements

Activities

Outputs

Outcomes
(Immediate)

Impacts
(Intermediate)

Impacts
(Longer Term)

FIMCLA PROGRAM LOGIC MODEL

Farm Improvement
Loan (FIL)

Federal Loan
Guarantee
System

Co-Operative
Marketing
Loan (CML)

|

|

!

Process FIL Applications
Implement FIL eligibility
procedures
Grant/Administer FILs
Register FIL

Implement revision of loan
terms procedures
Implement FIL Default
Procedures

Implement FIL Claim
Procedures

Effect & Complete FIL
Collections Procedures

. Enact Farm Loan Act

. Administer FIMCLA

. Designate Lenders

. Verify CML eligibility

. Process revision of
terms

. Develop Awareness

. Support Lenders

. Process Default

Reports

. Determine & Pay
Claims.

. Recover Loss (Part or
Full)

Process CML Applications
Implement CML Eligibility
Procedures
Grant/Administer CMLs
Register CML

Implement revision of loan
terms procedures
Implement CML Default
Procedures
Implement CML Claim
Procedures

Effect & Complete CML
Collection Procedures

|

|

!

. Farm Loan Guarantee

Act
. Easily Accessible Array
. of Lenders Co-operative farm product
. Farm improvement loans ”
. . A Lender Support marketing loans at no
at no more than legislated X
X R system more than legislated
maximum interest rates ) ; : B
and more flexible . Easily Accessible Info maximum interest rates
on FIMCLA and more flexible
repayment terms.
. Recoverable Lenders repayment terms.
Losses
. Recoverable FIMCLA
Losses
. . Marketing co-operatives have increased
. Farmers have increased access to farm . -
-t > access to loans for farm product

improvement loans.

processing, distribution or marketing.

Farm expansion and modernization/innovation initiatives.
Value-added processing, diversification and market expansion by cooperatives.

. Agricultural productivity is increased and sustained.

Figure 1
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1995 FIMCLA Amendments

In June 1995, FIMCLA was amended to reflect concerns raised by agricultural producers, lenders, the
Standing Joint Committee for the Scrutiny of Regulations, and past audits. The new regulations for
FIMCLA came into force on May 31, 1999, and the substantive changes from the previous regulaions
indude®®

> increasing the five-year aggregate (over al lenders) principa amount of loans (the cap)
that can be guaranteed under the Act from $1.5 billion to $3 billion

> increasing the registration fee payable by the borrower for |oans guaranteed under the
Act from 0.5% of the loan amount to 0.85% of the loan amount (to offset the increased
possibility of defaults resulting from the increase in the program cap and to cover
program operating costs)

> changing the formula for determining the maximum interest rate thet lenders can charge
for fixed interest rate loans from a prime-rate formulato a maximum of the lender’s
resdentia mortgage rate plus 1% (to encourage lenders to consstently offer fixed term
loansingtead of only when the formula makes the practice cogt-efficient for lenders)

> defining the nature of security to be taken for guaranteed loans (to improve the
safeguards on guaranteed loans and contribute to controlling |osses)

> expanding the definition of digible activities (see Section 2.2.3) to include:

- the purchase of crop storage condominiums, which would reduce
storage/handling costs and increase marketing efficiencies

- fees and charges, which would give producers the option of terming the costs
over thelife of the loan

- costs associated with obtaining security for igible purposes other than the
purchase of additiond land, which dlows loan guarantees for the common
practice of mortgaging property in order to finance afarm project.

AAFC dso made the following two changes to the administration of FIMCLA®’

%6AAFC. Extract Canada Gazette, Part 1. March 31, 1999, pp. 850-852.
67 AAFC. Extract Canada Gazette, Part 1. March 31, 1999, Page 847.
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> alowing the regigration of loans more than 60 days from the date on which the first
disbursement is advanced (for al purposes except congtruction), providing the lender
can show good cause

> alowing the registration of congtruction loans more than 180 days from the date on
which the firgt disbursement is advanced, providing the lender can show good cause.
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FIMCLA LOAN USES

Under FIMCLA, digible loan usesinclude:

> “Equipment Loans...

for the purpose of financing the purchase, ingdlation, renovation, improvement
or modernization of equipment necessary for the operation of the farm
excluding the labour cost attributed to the proprietor.

> Building/Congtruction Loans...

made to the proprietor of afarming operation who is, or isto become, the
owner of the building through construction or purchase; is or isto become, the
owner or the tenant of the building and the loan is made for the purpose of
financing the renovation, improvement or modernization necessary to the
farming operation, excluding the labour cost attributed to the proprietor
involve the purchase, movement to, and ingdlation on afarm of complete or
partidly complete structures and, if necessary, the completion of the initia
structures; the repair or overhaul of fencing if the cost exceeds $2,000; the
congiruction of aroad or driveway on afarm.

> Additional Land Loans...

made to the proprietor of afarming operation who: is to become the owner of
additiona land necessary for the farming operation for the purpose of financing
the purchase of additiond land including any building or structures....In order to
meet the requirements of FIMCLA for additional land, the gpplicant must be
ether the owner of or have aleasehold interest in the land which the gpplicant is
presently farming and the purchase would be in addition to this land, hence
‘additiond land.

> Livestock Loans...

the purchase of livestock, including cattle, sheep, goats, and other ruminants,
swine, poultry, bees and fur bearing animals, other prescribed animals such as
deer (including the white-tailed deer), ek, bison, dpaca, llama, game birds, and
rhea.

Note: Short term feeder livestock are not digible, horses are digible for
breeding purposes only, not for riding stables, sport, or pets.
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Consolidetion/Refinancing Loans..

- only loans origindly made to an igible applicant for an eigible purpose under
the Act or Regulations can be consolidated/refinanced

- only loans granted under FIMCLA may be consolidated/refinanced by the
lending indtitution where |oans originated...consolideting/refinancing of a
lender’ s ordinary loans, (loans other than those granted under FIMCLA, but
coming within the purposes of FIMCLA) must be referred to another lender

- loans by athird party, originaly made for the purposes digible under FIMCLA
(eg., another financid inditution, implement dedler, contractor), can be
consolidated/refinanced under FIMCLA.

Co-operative Loans.”%

The following are some specific examples of digible uses

>

>

“the dearing, bresking, irrigation and reclaiming of land

the conservation of soil and the prevention of soil erosion by the planting of trees and
shelter belts

the purchase, movement to and ingtdlation on afarm of complete or partialy complete
dructures and, if necessary, the completion of the ingtaled structures

if the cost is $2,000 or more, arepair or overhaul of fencing

if the cogt is $2,000 or more, the purchase and the planting of maple trees for maple
syrup production and the purchase and planting of fruit trees, Christmas trees and
ginseng

the congtruction of aroad or driveway on afarm

the codts of land transfer taxes and survey, appraisal and legd costs relating to the
purchase of additiond land

the purchase of a crop storage condominium

the cogt of obtaining security on existing assets (including premiums for life and/or
disability insurance)

the costs of afee or charge referred to in section 17 of the regulations.”®®

%8EIMCLA Lender’s Guidelines.

%pid.
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Examples of indigible loans usesindude:

“Borrower’s labour

Refundable taxes (i.e., GST, PST or Custom Duties)
Equipment for the sole use of custom work

Recregtiond vehicles

Quota purchases of al kinds

Operding loans

Loans for the purchase of short-term feeder livestock
Stock in trade

Improvements to or the congiruction of afamily dwelling
Share purchases

Permits and licenses

Goodwill

Vehiclesfor persond uses

Labour or services provided by the borrower/proprietor
Intangibles such as research and devel opment costs or prepaid expenses
Working capitd

Congtruction of equipment

L ease agreement

Cut flowers for the retall market.””

Olpid.



