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The Farm Credit Administration (FCA or Agency) Accountability Report for Fiscal Year
(FY) 2000 consolidates the reporting requirements of the Chief Financial Officers Act of
1990, the Government Performance and Results Act of 1993 (GPRA), and several other

statutes covering public accountability.

This report covers FCA'’s activities from October 1, 1999, through September 30, 2000,
with mention of some subsequent events and future plans. FCA'’s annual Performance
Report required by GPRA is presented on pages 38 through 44. It contains actual
performance achieved in FY 2000 compared with the performance goals set forth in
FCA’s Annual Performance Plan for FY 1999 and 2000.

Financial statements were prepared under standards developed by the Federal Account-
ing Standards Advisory Board and reporting instructions issued by the Office of
Management and Budget. We are proud of achieving an unqualified audit opinion for
FY 2000, the seventh consecutive year.

This report is the final step in FCA’s annual planning process. The process begins when
we develop the Strategic Plan, which describes FCA'’s strategic goals and objectives along
with the level of performance we expect to achieve. Next, we develop an Annual
Performance Plan, which provides detailed information about how the Agency will
achieve the goals and objectives outlined in the Strategic Plan and then measure the
results. Embodied in these documents are not only the principles of safety and sound-
ness, but of customer service, product quality, effective and efficient operations, and
clear communication. Finally, we prepare this report, which spells out what we have
done and how well we have carried out our mission during the year, for Congress, the
Office of Management and Budget, our stakeholders, and the public.

We welcome your comments
on the content and
presentation of this report.

They may be sent to:

Office of Congressional and
Public Affairs
Farm Credit Administration
1501 Farm Credit Drive
McLean, VA 22102-5090

or
E-mail Address:
info-line@fca.gov



March 11, 2001

My Fellow Citizens:

As Chairman and Chief Executive Officer of the Farm Credit Administration, | invite you to review our fiscal year
2000 Accountability Report, which outlines the Agency’s goals and objectives and the measures we employ to gauge
our success.

The congressionally mandated role and responsibility of the Farm Credit Administration (FCA) is to ensure that
the Farm Credit System (System) remains a safe and sound, competitive, and dependable source of credit for
agriculture and rural America.

The Agency has performed admirably while experiencing a net reduction in staffing levels during this past year.
For example, the Agency acted upon 93 corporate charter applications involving 117 System associations—a record
level of activity. The bulk of these requests dealt with organizational and structural changes designed to minimize
risk, improve efficiency, and promote customer service. The Agency also approved a record issuance of $362 bil-
lion in System securities and developed 13 regulations focusing on the reduction or elimination of unnecessary
regulatory burden, reduction of risk, and improving statutory compliance. All this was accomplished at the lowest
basis points assessed to System borrowers since FCA became an arm’s length regulator in 1985.

The System is a self-help mechanism through which farmers and ranchers have organized themselves into lending
cooperatives that provide their owner-borrowers a permanent and reliable competitively priced source of credit and
related services through a network of over 1,100 offices across America. About 20 percent of American farmers
and ranchers own the System, having invested billions of their own capital in these institutions and devoting their
energy and effort to manage, control, and direct them as well.

Today the System is financially strong, with capital levels at historic highs, good asset quality, and solid earnings.
Currently, no System institution is operating under an enforcement action. While we are pleased with these
indicators, it is important to note that there are a number of emerging risks that bear watching over the coming
year. These include continued low commodity prices, higher production costs, increasingly concentrated agricul-
tural markets, and uncertain government support programs and their impacts on the underlying land values, to
mention just a few.

The System is critical to the well-being of agriculture and rural America. The men and women of this Agency will
remain ever vigilant in their efforts to ensure that the System remains financially viable and mission focused for
generations of farmers and ranchers to come. We welcome your comments on ways we can continue to improve
our operations and, hence, better fulfill our role and responsibility. If you have questions, comments, and or
concerns, please give me a call at (703) 883-4005.

All the Best!

Michael M. Reyna
Chairman and CEO
Farm Credit Administration
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Overview

Farm Credit Administration

The Farm Credit Administration, an
independent agency in the executive
branch of the U.S. Government, regulates
and examines the banks, associations, and
related entities that constitute the Farm
Credit System (FCS or System), including
the Federal Agricultural Mortgage Corpo-
ration (Farmer Mac). Created by an
Executive order of President Franklin D.
Roosevelt in 1933, the Agency derives its
powers and authorities from the Farm
Credit Act of 1971, as amended (Farm
Credit Act). Congressional oversight of
the System and FCA is provided by the
U.S. Senate Committee on Agriculture,
Nutrition, and Forestry and the U.S.
House of Representatives Committee on
Agriculture. FCA also annually examines
the National Consumer Cooperative Bank
(NCB). The report of examination of this
institution is presented to the U.S. Senate
Committee on Banking, Housing, and
Urban Affairs and the U.S. House of
Representatives Committee on Banking
and Financial Services.!

FCA issues regulations to implement the
Farm Credit Act and examines FCS
institutions for compliance with applicable
statutes, regulations, and safe and sound
banking practices. If an institution
violates statutes or regulations or operates
in an unsafe or unsound manner, the
Agency has several supervisory options to
bring about corrective action.

The Agency is headquartered in McLean,
Virginia. It has field offices in Bloom-
ington, Minnesota; Dallas, Texas; Denver,
Colorado; and Sacramento, California.

Farm Credit Administration
Board

FCA policy making is vested in a full-

time, three-person Board appointed by the

President with the advice and consent of
the U.S. Senate.2 FCA Board members
serve a six-year term and may not be
reappointed after serving a full term or
three or more years of a previous
member’s term. The President designates
one of the members as Chairman of the
Board, who serves until the conclusion of
that member’s term. The Chairman also
serves as the Agency’s chief executive
officer (CEO).

Michael M. Reyna was appointed to the
FCA Board by President Clinton on

October 22, 1998, for a term that expires
May 21, 2004. He was designated Chair-

man by the President on January 13, 2000.

As prescribed by statute, he will serve as
Chairman and CEO until the end of his
term.

Before his appointment to the FCA Board,
Mr. Reyna served as the director of the
U.S. Department of Agriculture’s (USDA)
Rural Development (formerly known as
Farmers Home Administration) in
California from November 1993 to
October 1998. In this capacity, he was
responsible for growing and managing a
diversified portfolio of housing, business,
and infrastructure loans totaling more
than $2.6 billion. He implemented a
number of significant initiatives in
California on behalf of the Clinton-Gore
Administration, including the Northwest
Economic Adjustment Initiative, the Rural
Empowerment Zone-Enterprise Commu-

Michael M. Reyna
Chairman and CEO

. The Federal Reports Elimination and Sunset Act

of 1995 (Sunset Act) eliminated the requirement
for FCA to submit Reports of Examination of the
NCB to Congress. On December 12,2000, FCA
notified these congressional committees that,
absent any request to the contrary, it would no
longer routinely submit these reports.

. The third position on the FCA Board, which has

aterm that expires on October 13,2006, is vacant.
In a recess appointment, President Clinton
named Michael V. Dunn to the Board on Decem-
ber 21,2000. Mr. Dunn resigned his position on
the FCA Board on January 12, 2001, to accept a
position as Director of the Office of Policy and
Analysis.



nity program, the AmeriCorps program,
and several Reinventing Government
initiatives.

Previously, Mr. Reyna served as a principal
advisor to the California State Legislature
for 11 years, working on financial service
industry regulation and a wide range of
issues, including housing, economic
development, local government finance,
and political reform. He was an ap-
pointed member of several local commis-
sions, including the Sacramento City
Planning Commission, for which he
served as Chairman in 1993. In addition,
he was a founding board member of
Meadowview Community Action, a local
nonprofit agency. Prior to that, he served
as a private consultant to the Texas 2000
Project, an initiative of the Governor’s
Office of Budget and Planning. In that
capacity, he developed and implemented a
computer-based simulation model of the
Texas economy, which estimated employ-
ment and population trends through the
year 2000.

In 1996, Mr. Reyna received Vice President
Al Gore’'s Hammer Award for helping to
reinvent the USDA Rural Development
Business and Industry Loan Guarantee
Program. In 1998 and 1999, he received
awards from the California Rural Builders’
Council, the Rural California Housing
Corporation, the California Coalition for
Rural Housing, and the Valley Small
Business Corporation in recognition of his
leadership and commitment to rural
America. He was also acknowledged by
the California State Legislature for his
many contributions while on staff.

Mr. Reyna holds a bachelor’s degree in
business administration from the Univer-
sity of Texas at Austin and a master’s

degree in public policy and administration
from the LBJ School of Public Affairs at
the University of Texas at Austin.

Ann Jorgensen was appointed to the FCA
Board by President Clinton on May 27,
1997, for a term that expires May 21, 2002.
She also serves as Chairman of the Board
of Directors of the Farm Credit System
Insurance Corporation (FCSIC). Elected
to this position in January 2000, she is the
first woman to serve as Chairman. She
brings to her position extensive experience
in production agriculture and accounting.

In 1963, she started farming in partner-
ship with her husband. Their farming
operation now includes a cropping
operation, Jorg-Anna Farms, and a hog
operation, Timberland Hogs Ltd.

Mes. Jorgensen also worked for 10 years as
a tax accountant and for seven years as a
licensed commodity broker. In 1981, she
started Farm Home Offices, a mail-order
catalog company that markets farm
management products designed to help
farmers improve their financial and
production management systems.

She served on a number of governing
boards for the state of lowa, including, for
six years, the Board of Regents. The
Board of Regents is responsible for the
state’s three universities, including the
University of lowa Hospital, a world-
renowned teaching hospital, and its
affiliated clinics. Ms. Jorgensen is a
coauthor of a producer’s guide entitled
The Farmer’s Guide to Total Resource
Management and is the author of a book,
Put Paperwork in Its Place. She was
honored as the Outstanding Young
Woman for the State of lowa in 1976 and
was inducted into the lowa Volunteer Hall
of Fame in 1989. Ms. Jorgensen and her

Ann Jorgensen
Board Member



husband were recognized by Farm Futures
magazine in 1983 as the owners of one of
the Top 10 Best Managed Farms. In 1997,
she was one of the national agricultural
leaders named by Alpha Zeta, the national
honorary agricultural fraternity, to its
Centennial Honor Roll. In June 2000, she
was named a member of the Farm
Foundation’s Bennett Agricultural Round
Table. This provides a forum for discus-
sion and dialogue among agricultural,
agribusiness, government, academic, and
interest group leaders on issues of impor-
tance to agriculture and rural America. A
native of lowa, she holds a B.A. from the
University of lowa.

Office Functions

The FCA Board is responsible for
approving Agency policy, regulations,
charters, and enforcement activities. It
also provides for the examination and
supervision of the FCS, including Farmer
Mac, and oversees the FCS Building
Association (FCSBA).

The Secretary to the Board processes all
matters that go to FCA Board members,
ensures compliance with public disclosure
laws, and manages the day-to-day opera-
tions of the Office of the Board.

The Office of Chief Executive Officer
operates in accordance with the policies
established by the FCA Board. The CEO
enforces the rules, regulations, and orders
of the FCA Board and is responsible for
planning, organizing, directing, coordinat-
ing, and controlling Agency operations.

The Office of Chief Operating Officer
(OCOO) has broad responsibility for
planning, organizing, and directing a wide
range of Agency functions. It manages
the day-to-day operations of the Agency
and serves as liaison to the FCA Board for
development of regulations and Board
policies. The OCOO supervises the
development and implementation of
operating plans and budgets and ensures
that program results fulfill approved
budgets and plans and reflect effective and
efficient operations.

The Office of Congressional and Public
Affairs coordinates and disseminates
Agency information to Congress, FCS
institutions, employees, federal agencies,
the media, and others. It develops and
monitors legislation pertinent to the FCA
and the FCS, serves as the Agency’s
congressional liaison, and prepares
testimony for the Chairman and other
Agency officials. It also manages the
content of the Agency’s Web site and
provides publication and graphic design
services to the Agency.

The Office of Examination provides
regulation and oversight of FCS institu-
tions through examination, supervisory
programs, and regulatory standards that
promote safe and sound operations and
ensure compliance with applicable laws
and regulations; directs a program of
examination policy formulation; and
manages the Agency’s enforcement
activities.



The Office of General Counsel provides
the FCA Board and Agency with legal
counsel. It supports the Agency in its
development and promulgation of
regulations, civil litigation, enforcement of
applicable laws and regulations, and
implementation of conservatorships and
receiverships. It also fulfills the Agency’s
responsibilities under the Freedom of
Information Act and the Privacy Act and
provides guidance on general corporate,
personnel, ethics, and administrative
matters.

The Office of Inspector General provides
independent and objective oversight of
Agency programs and operations through
audits, inspections, investigations, and the
review of proposed legislation and
regulations.

The Office of Policy and Analysis de-
velops regulations and policy statements
that support FCA’s mission to implement
statutes and to promote the safety and
soundness of the FCS. It provides
economic and risk analyses of factors
affecting the FCS. It also manages the
chartering, corporate approval, and other
statutory and regulatory approval activi-
ties on behalf of the FCA Board, and
manages the data collection activities from
FCS institutions.

The Office of Chief Administrative
Officer oversees and administers the
Agency’s Human Resources Management
Program and provides administrative
services that include training, payroll,
contracting and procurement, mail
management, and supply and property
management.

The Office of Chief Information Officer
(OCIO) oversees all activities related to
planning, managing, and administering
FCA'’s information technology. It provides
office automation software, database
administration, systems development,
customer assistance, and network, Web,
and e-business services. OCIO also
provides records management and library
Services.

The Office of Chief Financial Officer
provides financial services to the Agency
and other customers, which include
financial systems operations, periodic
financial reports, and processing payments
to vendors.

The Office of Secondary Market Over-
sight provides for the examination and
general supervision of Farmer Mac’s safe
and sound performance of its powers,
functions, and duties.

The Equal Employment Opportunity
program provides leadership in an effort
to achieve and manage a diverse work-
force in FCA, encourages awareness of and
respect for diversity in the workplace, and
focuses on preventing employment
discrimination and processing employee
discrimination complaints.

Figure 1 on page 7 depicts FCA’s organiza-
tional structure as of September 30, 2000.



Figure 1

Farm Credit Administration
Organizational Structure

As of September 30, 2000

Farm Credit Administration
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Michael M. Reyna, Chairman
Ann Jorgensen, Member
Vacant
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Executive Officer

Michael M. Reyna
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Marsha Pyle Martin served as Chairman and
CEO until her death January 9, 2000. Michael
M. Reyna was designated Chairman by President
Clinton onJanuary 13,2000, and, by statute, also
serves as CEO.

Vivian L. Portis served as Secretary to the Board
until July 1, 2000.

Cheryl Tates Macias was named Chief Operat-
ing Officer on July 2, 2000.

Eileen M. McMahon served as Director, Office
of Congressional and Public Affairs, until her res-
ignation on July 15, 2000. Miguel A. Gonzalez
served as Acting Director, OCPA, from July 16 to
August 26, 2000.

Following a reorganization, effective October 1,
2000, three divisions within the Office of Re-
sources Management were designated as offices
and the Office of Resources Management was
abolished. The Human and Administrative Re-
sources Division was redesignated the Office of
Chief Administrative Officer; the Information
Resources Division was redesignated the Office
of Chief Information Officer; and the Fiscal Re-
sources Division was redesignated the Office of
Chief Financial Officer.

Officials

Michael M. Reyna®
Kelly Mikel Williams*
Cheryl Tates Macias®
Hal C. DeCell 1118
Roland E. Smith

Jean Noonan

Eldon W. Stoehr
Thomas G. McKenzie
Philip Shebest
Stephen G. Smith

W. B. Erwin

Carl A. Clinefelter
Eric Howard

Chairman and Chief Executive Officer

Secretary to the Board

Chief Operating Officer

Director, Office of Congressional and Public Affairs
Chief Examiner and Director, Office of Examination
General Counsel

Inspector General

Director, Office of Policy and Analysis

Chief Administrative Officer’

Chief Information Officer’

Chief Financial Officer’

Director, Office of Secondary Market Oversight
Director, Equal Employment Opportunity

Farm Credit System Insurance Corporation

The FCSIC was established by the Agricultural Credit Act of 1987 to ensure the timely
payment of principal and interest on insured notes, bonds, and other obligations issued
on behalf of FCS banks and to act as conservator or receiver of FCS institutions. By
ensuring the repayment of FCS securities to investors, FCSIC helps maintain a depend-
able source of funds for farmers, ranchers, and other FCS borrowers. FCA Board
members serve ex officio as the Board of Directors for FCSIC. The FCA Board Chair-
man may not serve as the FCSIC Board Chairman.

Farm Credit System

The FCS is a network of borrower-owned cooperative financial institutions and related
service organizations, which serves all 50 States and the Commonwealth of Puerto Rico.
It is the oldest of the Government-sponsored enterprises (GSES) and was created by
Congress in 1916 to provide American agriculture with a dependable source of credit.
System institutions specialize in providing credit and related services to farmers,
ranchers, producers and harvesters of aquatic products, and farmer-owned cooperatives.
They make loans for agricultural processing and marketing activities; rural housing;
certain farm-related businesses; agricultural, aquatic, and public utility cooperatives; and
foreign and domestic entities in connection with international trade. The System raises
its loan funds by selling securities in the national and international money markets with
FCA approval. These securities are not guaranteed by the U.S. Government. The funds
are channeled to rural America through the FCS lending institutions.



As of January 1, 2001, the System was composed of 147 institutions. Seven Farm Credit
banks provide loan funds to 56 Agricultural Credit Association (ACA) parent organiza-
tions,®2 11 ACAs, 28 Production Credit Associations (PCAs), and 38 Federal Land Credit
Associations (FLCAs). ACAs make short-, intermediate-, and long-term loans; PCAs
make short- and intermediate-term loans; and FLCAs make long-term loans.

One of the banks is an Agricultural Credit Bank (ACB), which also makes loans to
agricultural, aquatic, and public utility cooperatives, and other persons or organizations
owned by or having transactions with such cooperatives. The ACB finances U.S.
agricultural exports and provides international banking services for farmer-owned
cooperatives. In addition to making loans to cooperatives, the ACB provides loan funds
to four ACA parent organizations, which serve New York, New Jersey, Connecticut,
Rhode Island, Maine, Massachusetts, New Hampshire, and Vermont.

In addition to the banks and associations described above, FCA examines and regulates
the following three entities.

The Federal Farm Credit Banks Funding Corporation (Funding Corporation)
markets debt securities that the banks sell to raise loan funds. The Funding Corpora-
tion is owned by the System banks.

The Farm Credit System Financial Assistance Corporation (FAC), chartered in 1988,
provided needed capital to the System through the sale of $1.3 billion in 15-year bonds
to the capital markets and the purchase of preferred stock. This stock was issued by
certain System institutions that received financial assistance as authorized by the Farm
Credit System Assistance Board.

The Federal Agricultural Mortgage Corporation® provides a secondary market for
agricultural real estate and rural housing mortgages. Farmer Mac guarantees the timely
payment of principal and interest on securities representing interests in, or obligations
backed by, mortgage loans secured by first liens on agricultural real estate or rural
housing (the Farmer Mac | Program), and on securities backed by the “guaranteed
portions” of farm ownership and operating loans, rural business and community
development loans, and certain other loans guaranteed by the U.S. Department of

The ACA is the parent company with two wholly
owned subsidiaries, a Production Credit Associa-
tion (PCA) and a Federal Land Credit Associa-
tion (FLCA). Although legally separated, the
ACA,PCA,and FLCA operate an integrated lend-
ing business with loans made through the sub-
sidiaries appropriate to the authority of each sub-
sidiary. The ACA,PCA, and FLCA are jointly and
severally liable on the full amount of the indebt-
edness to the bank under the bank’s General Fi-
nancing Agreement. In addition, the three asso-
ciations agree to guarantee each other’s debtsand
obligations, pledge their respective assets as se-
curity for the guarantee, and share each other’s
capital. The three institutions have a common
board and management and a common set of
shareholders. Under the Farm Credit Act, the
FLCA is exempt from Federal income taxes.
Farmer Mac is established in law as a part of the
Farm Credit System. However, Farmer Mac has
no liability for the debt of any other System in-
stitution, and the other System institutions have
no liability for Farmer Mac debt. Farmer Mac is
organized as an investor-owned corporation, not
amember-owned cooperative. Investors in vot-
ing stock may include commercial banks, insur-
ance companies, other financial organizations,
and FCS institutions. Nonvoting stock may be
owned by any investor. Farmer Mac is regulated
by the Farm Credit Administration through the
Director, Office of Secondary Market Oversight,
who reports to the FCA Board for policy.



10

Gyt b b sty AL E

Yo

=

Agriculture (the Farmer Mac Il Program). Farmer Mac also purchases or commits to
purchase qualified loans or securities backed by qualified loans directly from lenders
through the Farmer Mac | Program.

FCA also examines and regulates the following service corporations organized under
Section 4.25 of the Farm Credit Act.X®

The Farm Credit Finance Corporation of Puerto Rico uses tax incentives offered to
investors to provide low-interest funding (other than that from the Funding Corpora-
tion) to Puerto Rico Farm Credit, ACA.

The Farm Credit Leasing Services Corporation (Leasing Corporation) provides
equipment leasing services to eligible borrowers, including agricultural producers,
cooperatives, and rural utilities. The Leasing Corporation is owned primarily by two
System banks — CoBank, ACB and AgFirst FCB. The other banks are nonvoting
stockholders.

Farm Credit Financial Partners, Inc., provides support services to the four associations

affiliated with CoBank, ACB and 13 of the 21 associations affiliated with the Western
10. Section 4.25 of the Farm Credit Act provides that FCB.
one or more FCS banks and/or associations may

i i tion to perform func- - - : o .
organize a service corporation 1o periorm unc=rhe £og Byjlding Association acquires, manages, and maintains facilities to house
tions and services on their behalf. These feder-

ally chartered service corporations are prohib- ~ FCA’S headquarters and field office staff. The FCSBA was forme_d in 1981 and is_ owned
ited from extending credit or providing insur- Dy the FCS banks. The FCA Board oversees the FCSBA’s activities on behalf of its
ance services. owners.
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Farm Credit System’s
Accomplishment of Its Public

Policy Mission

Congress established the System as a
Government-sponsored enterprise to
provide a permanent, reliable source of
credit and related services to agriculture
and aquatic producers, their cooperatives,
and related businesses in rural America.
Congress intended that the farmer-owned
cooperative FCS improve the income and
well-being of American farmers and
ranchers by supplying sound, adequate,
and constructive credit at competitive
rates. It further encouraged farmer- and
rancher-borrower participation in the
management, control, and ownership of
these cooperative institutions to help them
remain focused on serving members’
needs. Eligible borrowers include all types
of agricultural producers, their coopera-
tives, and rural home buyers having a
basis for credit. In addition, the System’s
lending authority extends to certain
agricultural marketing and processing
operations, farm-related businesses, certain
rural utilities, and activities in support of
international agricultural trade. Thus, the
System’s purpose is to serve a broad public
need by ensuring the presence of competi-
tive rural credit markets and by serving all
the nation’s farm and rural areas in both
good and bad economic times.

The sections that follow assess the
System’s financial strength and its service
to rural America. Our discussion relies on
commonly used measures, such as volume
by lending type, market share, loans to
young, beginning, and small (YBS)
farmers and ranchers, and coordination
with government guarantee programs.

FCA seeks to ensure that FCS institutions
operate in a safe and sound manner
without undue risk to taxpayers, buyers of
System securities, or to System borrower-
stockholders. Because the System is a

single sector lender, with only limited
opportunities to manage industry and
commodity concentration or geographical
risks, this task presents huge challenges.
However, the System currently is finan-
cially strong.

Financial Condition of the Farm
Credit System?

As of September 30, 2000, the System’s
loan asset quality, risk-bearing capacity,
earnings performance, and capital levels
collectively indicate that the System has
rebuilt its financial strength and improved
its management systems. Despite various
external factors affecting agriculture, such
as reduced export demand, adverse
weather conditions, and low commodity
prices, the System’s strong financial
position will help it weather adverse
effects from potential deterioration in the
agricultural economy. However, federal
direct payments to farmers in 2000 totaled
$22.1 billion, or almost half of net farm
income. This support allowed farmers to
continue to meet their financial obliga-
tions. A loss of or reduction in Govern-
ment payments to farmers coupled with a
continuation of last year’s farm economic
conditions would have a serious impact
on many agricultural producers, likely
resulting in upsurges in credit quality
problems at System institutions.

Asset Quality

The quality of the System’s loan portfolio
remained generally favorable despite
continued adverse economic conditions in
the agricultural sector and a slight
deterioration in the performance of
certain loans to cooperatives. Signs of
deterioration have yet to materialize in the
System’s loan portfolio, and early warning
indicators are much more positive than in

11. The information presented in this section
includes all Farm Credit Banks and the Agricul-
tural Credit Bank and their affiliated associations.
The data used in the overall FCS analysis were
provided by the FCS institutions to the FCA or
to the Federal Farm Credit Banks Funding Cor-
poration. The analysis in this report is based on
publicly available information and, except where
noted, is based on the 12-month period ended
September 30, 2000. See the Appendix (Tables 4
and 5) for System measures of financial condi-
tion.



12. Nonperforming loans consist of nonaccrual
loans, accruing restructured loans, and accruing
loans 90 days or more past due.

13. While ACAs are not exempt from Federal taxes,
they may restructure, with the necessary approv-
als of their stockholders and the FCA, to operate
their long-term mortgage lending activities
throughan FLCA subsidiary, which is tax exempt,
and their short- and intermediate-term lending
activities through a taxable PCA subsidiary. The
net effect is increased capital at the association
level.

14. Total capital includes protected capital and re-
stricted capital. Protected capital ($56 million at
September 30, 2000) consists of borrower stock,
participation certificates, and allocated equities
that were outstanding as of January 6, 1988, or
were issued or allocated before October 8, 1988.
Protection of certain borrower capital is provided
under the Farm Credit Act, which requires FCS
institutions, when retiring protected borrower
capital, to retire such capital at par or stated value
regardless of its book value. Restricted capital
($1.6 hillion at September 30, 2000) represents
the total assets under the control of the Farm
Credit System Insurance Corporation, including
assets that have been identified for estimated in-
surance obligations and the Farm Credit Insur-
ance Fund balance.

Figure 2

Nonperforming Loans in the Farm Credit System, 1995-2000

As of September 30
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Source: Federal Farm Credit Banks Funding Corporation, Quarterly Information Statements, Third Quarter.

the mid-1980s, when the System and other
lenders to agriculture last experienced
serious asset quality problems.

Loan volume continues to grow, while
levels of nonaccrual and nonperforming
loans'? remain low, at 1.3 percent and 1.5
percent of total loans, respectively, as of
September 30, 2000 (see Figure 2). The
allowance for loan losses continues to
keep pace with the System’s increased loan
volume, and delinquencies (accrual loans
more than 90 days past due) remain
minimal.

Earnings

The repayment capacity of the borrowers
in the agricultural sector remains strong,
buoyed in part by record government
support. The System’s $1.0 billion in net
income for the nine months ended
September 30, 2000, was up $114 million
from the same period the previous year.
Although competitive pressures increased,
net interest margins were stable with a
Systemwide net interest margin of 2.74
percent as of September 30, 2000, com-
pared with 2.75 percent a year earlier. The
annualized return on average assets (ROA)
improved from the previous year, rising
from 1.47 percent to 1.57 percent. Asso-

ciation operating expenses as a percentage
of loan volume declined slightly, reflecting
a leveling of efficiency gains over the past
five years and the one-time expenses of

recent reorganizations and consolidations.

The Federal Farm Credit Banks Funding
Corporation reported that the 2000
provisions for income taxes were favorably
influenced by the ongoing restructurings
of ACAs and the recognition of $20
million of income as a result of a model
settlement agreement reached with the
Internal Revenue Service during the third
quarter of 2000.13

Capital™

The System continues to build capital
through increased loan volume and
earnings. Total capital ($14.1 billion) as a
percentage of total assets ($90.8 billion)
has increased from 14.0 percent as of
September 30, 1995, to 15.6 percent as of
September 30, 2000, while the minimal
amount of protected borrower capital
continued to decline (see Figure 3). All
institutions met their regulatory core
surplus ratio requirement at September 30,
2000. Permanent capital ratios at FCS
banks ranged from a low of 10.1 percent
to a high of 22.2 percent.



13

Borrowers Served

One way to measure how well the System
is fulfilling its mission is to review the use
of its authorized lending authority. The
System’s initial authority in 1916 was to
provide credit for long-term real estate
loans. In 1923, it was granted authority to
establish a short- and intermediate-
lending structure for agriculture. And in
1933, it received authority to develop a
lending structure for farmer-owned
agricultural cooperatives. Since then, its
authorities have been expanded to include
lending to rural utility cooperatives, rural
water and waste facilities, and financing
for agricultural exports.

Agricultural producers represent, by far,
the System’s largest group of borrowers,
with $54.5 billion, or almost three-
quarters of the dollar amount of loans,
outstanding as of September 30, 2000.
Borrowers are also stockholder-owners of
System institutions. As of September 30,
2000, the 420,000 System stockholders
represented about 20 percent of U.S.
farms.®® The stockholder numbers have
been declining, mostly due to the merger

Figure 3

of PCAs with FLCAs or FLBAs. (Follow-
ing a merger, a stockholder of both
merging associations becomes a stock-
holder of only one association.) Another
way to look at service to borrowers is to
review market share data maintained by
USDA. The System’s share has been stable
during the past decade (see page 15).

About half of the System’s total loan
volume outstanding as of September 30,
2000, was in long-term real estate loans,
one-quarter in short- and intermediate-
term loans to agricultural producers, and
one-quarter to cooperatives. Rural home
loans (included in long-term real estate
loans) make up about 2 to 3 percent of
total loans. Similarly, loans to finance
exports (included in cooperative loans)
represent 3.5 percent of the overall loan
volume. Lease receivables account for
about 3 percent of the overall System loan
portfolio. The total loan volume out-
standing has grown by 4.7 percent over
the past fiscal year and 27.7 percent over
the past five years, showing a continued
commitment to agriculture, even during
the past few years when commodity prices
have been unusually low (see Table 1).

Farm Credit System Capital as a Percentage of Total Assets,

1995-2000
As of September 30
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15. Some member-borrowersare rural homeowners

Source: Federal Farm Credit Banks Funding Corporation, Quarterly Information Statements, Third Quarter. .
who are not agricultural producers.
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16. OFIs include commercial banks, thrifts, credit
unions, trust companies, agricultural credit cor-
porations, and other agricultural lenders.

Table 1

Farm Credit System Gross Loans Outstanding, 1995-2000

As of September 30
Dollars in Millions

Percentage
Change
Loan from
Category 1995 1996 1997 1998 1999 2000 1995
Long-Term
Real Estatet! $28,151 $29,579 $30,346 $32,009 $34,218 $35,549 26.3
Short- and
Intermediate-Term? 13,804 15,192 16,474 18,162 18,616 18,917 37.0
Domestic
Cooperatives® 12,416 13,414 14,053 13,768 14,549 15,908 28.1
International 2,746 2,724 2,128 2,171 2,274 2,583 (5.9)
Total $57,117 $60,909 $63,001 $66,110 $69,657 $72,957 27.7

1. Includes rural home loans and various loans classified as “other.”
2. Includes a portion of loans classified as “lease receivable” and various loans classified as “other.”
3. Includes loans to rural utilities, rural water and waste facilities, and a portion of loans

classified as “lease receivable.”

Source: Federal Farm Credit Banks Funding Corporation, Quarterly Information Statements.

Another way to examine customer service
to the System’s member-borrowers is to
look at the commodities financed by
System institutions. As seen in Figure 4,
the products produced by FCS borrowers
include the full spectrum of the nation’s
agriculture.

Funding for Other Lenders

System banks also serve as a limited
source of funds for non-System lending
institutions through authority under the
Farm Credit Act to provide short- and
intermediate-term funds to “other financ-
ing institutions” (OFIs).1* On Septem-
ber 30, 2000, 25 OFIs had $260 million in
loans outstanding from System banks.
While outstanding loans to OFIs have
increased by 18 percent over the past five
years, they still represent only one-half of
1 percent of System loans to producers.
In April 2000, FCA issued an advance
notice of proposed rule making seeking
comment on regulatory changes that
would remove impediments for OFls
wishing to obtain System funding and

would encourage greater use of the OFI
authority within the limits of the Farm
Credit Act (see page 29).

Another way in which the System cooper-
ates with other rural lenders is through
participation loans. System institutions
can buy and sell participations with
commercial banks, as well as among
themselves. Participation activity helps
small agricultural banks facing lending
limit restrictions to better serve their
customers and to diversify the risks
inherent in large loans. Some FCS
institutions have high commodity concen-
trations and use participations as a tool to
help manage the concentration risk
inherent in their local lending territory.
Participation transactions between System
and non-System lenders have grown
rapidly in recent years. FCS institutions
reported about $3.3 billion in outstanding
participations purchased from non-System
lenders as of September 30, 2000, com-
pared with about one-third that amount
three years earlier. However, System
institutions have only limited opportunity
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Farm Credit System Loans Outstanding to Agricultural

Producers by Commodity?
As of September 30, 2000
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to reduce concentration risk through
participations with non-System lenders
because of the small number of willing
participation partners.

Market Shares of Farm Debt

The shares of farm debt dollars provided
by various agricultural lenders show wide
cycles and dramatic changes when
considered over a 75-year period. The
willingness and the ability of lenders to
compete for farm debt share over the
period reflect several important factors:

® The cyclic nature of the agricultural
economy, at times leaving some lenders
reluctant to lend when agricultural
stress exists

® Better profit opportunities outside
agriculture (However, System lenders are
required by law to remain with the
agricultural sector.)

® Limits on loan fund sources at non-
System lenders (mostly deposits),
leaving some lenders either with
inadequate liquidity or without competi-

tively priced funding sources

® Difficulty competing because of weak
financial condition, which occurred in
the FCS during the latter part of the
1980s and early 1990s

® Changes in government policy, leading
to a gradual decline in USDA direct
lending since 1985 (USDA now prefers
to guarantee loans on the books of
other lenders.)

Over the 75-year period, FCS institutions
and commercial banks have each main-
tained extended periods of market share
leadership. Today, commercial banks have
about 41 percent of the farm debt dollars
on their books, compared with 26 percent
for the FCS. However, in the late 1970s,
when commercial bank liquidity was tight,
the System had the higher market share.
The key point is that regardless of which
lender group happens to have greater
market share, the System’s continued
presence in all geographic markets helps
preserve liquidity and competitive interest
rates in agricultural credit markets. Over
the past decade, the System’s share has
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stayed within a narrow range of 24 to 26
percent, while commercial banks have
gradually increased their market share
from 32 to 41 percent.

Market Share for Real Estate
Debt’

Further evidence of the role played by the
FCS is seen by reviewing lender share
differences between long-term and short-
term agricultural credit markets and
differences by state. Because of its ready
access to long-term debt markets, the FCS
has been the dominant institutional
provider of farm real estate secured debt
since the late 1960s. Although its share
declined slightly during the 1990s, it was
32.2 percent nationally as of the end of
1999. However, commercial banks, which
have aggressively pursued the real estate
secured market since the early 1980s,
increased their share by 50 percent in the
1990s. Their share nationwide is now
only slightly less than the System’s.
Commercial banks hold a higher real
estate market share than the System in 19
states. Historically, individuals providing
seller financing, as well as insurance
companies, have also been important
providers of credit to this market.

17. Real estate loans are defined for System institu-
tions and for commercial banks as loans collat-
eralized by real estate. Loan dollars are some-
times used for short- and intermediate-term pur-
poses even if collateralized by real estate.




17

Market Share for Non—Real Estate
Debt

Commercial banks have always been the
market leader for non-real estate secured
farm debt. Short- and intermediate-term
farm production loans better match the
maturities of deposits, the traditional
funding source of commercial banks. On
December 31, 1999, commercial banks’
market share of this segment stood at 51.1
percent, while that of the FCS was only
19.4 percent. The System increased its
share by about 4 percentage points during
the 1990s, while commercial banks’ share
has been stable. Commercial banks lead
as short-term lenders to agriculture in
states that have the most farm debt.
(They lead in 29 states, mostly in the
Midwest.) But the FCS leads this market
segment in 15 states, mostly those with
much lower agricultural debt. These
markets may be more costly to serve and
therefore less attractive for commercial
banks. Market shares for individuals and
others (dealer, integrator, or contractor
credit) have been increasing in recent
years. Individuals and others lead in six
states, most notably in several eastern
seaboard states, which have large poultry
operations. Both System and commercial
bank shares are likely higher than re-
ported by USDA, due to “point-of-sale”
credit provided by farm input or equip-
ment dealers. Often this credit is funded
through line-of-credit arrangements with
System lenders or commercial banks.

Market Share to Cooperatives

Market share data for lending to agricul-
tural cooperatives is limited. However, a
USDA survey of agricultural cooperatives
found that the System provided about 54
percent of the funds borrowed (FY 1997)

by nearly 2,000 responding cooperatives.
The remaining 46 percent was borrowed
in roughly equal shares from commercial
banks, issues of bonds and notes, and
other sources, including commercial paper.
Among very small and very large coop-
eratives (those with assets of under $1
million and more than $1 billion, respec-
tively), the System provided less than a
quarter of the borrowed funds. The very
small cooperatives obtained 52 percent of
their borrowed funds from commercial
banks, while the largest cooperatives relied
mostly on their own security issues and
access to the money markets. In contrast,
among midsize cooperatives, the System
provided more than 60 percent of the
borrowed funds.

Service to Young, Beginning, and
Small Farmers and Ranchers

FCA believes that providing financially
sound and constructive credit and related
services to borrowers identified as young,
beginning, or small farmers or ranchers
should be a high priority for the System.
Loans to borrowers meeting these charac-
teristics help ensure a smooth transition
of agribusiness to the next generation of
farmers and ranchers and a strong
customer base for the FCS. These loans
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also aid a changing agricultural industry
that includes many new and smaller
farmers and ranchers.

Section 4.19(b) of the Farm Credit Act
and FCA Regulation 614.4165(b) require
each System bank to report yearly on the
operations and achievements under
programs that benefit YBS farmers and
ranchers. In addition, in December 1998,
the FCA Board adopted a policy statement
on YBS farmers and ranchers. The policy
statement emphasized the need for each
direct lender association®® to renew its
commitment to be a reliable, consistent,
and constructive lender for YBS custom-
ers. To implement the policy statement,
FCA also issued a Bookletter to the
System, which provided new definitions
and reporting procedures to be fully
phased in by January 1, 2001. The revi-
sions will improve our capacity to analyze
and report on the System’s service to all
YBS borrowers, as well as the credit and
related service needs of these borrowers.

Table 2
Loans Outstanding at December

Service to YBS farmers was a special focus
area in the examination of FCS institu-
tions in 2000, and it will continue to be
one in 2001. FCA encourages all System
associations to gather demographic
information on farmers within their
lending markets to help each association
assess its own market penetration and the
potential for expanded lending to YBS
groups. If the assessment suggests an
association needs to further penetrate the
YBS market, we encourage 