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CHAIRMAN OF THE FARM CREDIT ADMINISTRATION
1501 Farm Credit Drive

McLean. Virginia 22102-5090

703 883-4001

Dear Reader:

The Farm Credit Administration (FCA) board is at full strength for the first time

since November 12, 1988. On December 3, 1991, the board welcomed Gary C.

Byrne as its third member. Mr. Byrne brings extensive experience in finance,

administration, and Government to the position, having served as chairman of the

board of a commercial bank, president and chief executive officer of a multi-bank

holding company, and administrator of the U.S. Department of Agriculture's Rural

Electrification Administration.

The condition of the Farm Credit System (FCS) continued to improve during 1991,

with combined net earnings of $811 million for the year. At the end of the year, all

but one Farm Credit Bank and two associations had met the seven percent risk-

weighted capital standard that FCA regulations require all institutions to meet by

January 1, 1993.

On December 31, 1991, there was a total of 290 institutions, including service

organizations and institutions in receivership, that made up the FCS and for which

the FCA has oversight responsibility. With the exception of Federal Land Bank

Associations, the law requires the FCA to examine each FCS institution at least

once each year. In carrying out this responsibility, the FCA conducted 207

examinations during the year.

The improving condition of FCS institutions was further reflected in the number of

enforcement actions taken by the FCA. For the year ended December 31, 1991, the

agency placed only four cease and desist orders and four agreements on FCS
institutions, compared with 12 formal enforcement actions the previous year.

Improving conditions also resulted in enforcement actions being terminated on

five institutions during the year. The agency, however, issued nine supervisory

letters and 49 follow-up letters to institutions operating under existing enforce-

ment documents. At the end of the year, 77 institutions with combined assets of

$50.3 billion were operating under enforcement actions.

Restructuring activity among FCS institutions continued in 1991. The FCA
approved 47 restructuring requests during the year, which included 30 association

mergers, seven transfers of direct lending authority from banks to associations,

three reassignments of associations to adjoining districts, one conversion to an

Agricultural Credit Association, the termination of one association, and several

charter amendments.

In the coming year, the FCA will evaluate ways in which it can more efficiently

carry out its responsibilities under the law, while remaining an effective regulator

and ensuring the safety and soundness of the institutions under its jurisdiction.

Sincerely,

Harold B. Steele

Chairman
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reface

The Farm Credit Administra-

tion (FCA) is an independent

agency in the Executive

Branch of the U.S. Govern-

ment. It is responsible for

the regulation and examina-

tion of the banks, associa-

tions, and related entities

that collectively comprise

what is known as the Farm
Credit System (FCS). Ini-

tially created by an Executive

Order of the President in

1933, the agency now derives

its powers and authorities

from the Farm Credit Act of

1971, as amended. The FCA
promulgates regulations to

implement the act and
examines FCS institutions for

compliance with applicable

statutes, regulations, and
safe and sound banking
practices. If an institution is

found to be in violation of

the statute or regulations or

is operating in an unsafe or

unsound manner, the agency
has several enforcement

options at its disposal to

bring about corrective action.

The management of the

agency is vested in a full-

time, three-person board
whose members are ap-

pointed by the President

with the advice and consent

of the U.S. Senate. The
President designates one of

the members as chairman of

the board. The chairman
also serves as the agency's

chief executive officer. The
FCA has been so managed
since enactment of the Farm

f.

Credit Amendments Act of

1985, which became effective

Jan. 23, 1986.

In addition to the Office of

the Board, the agency
consists of the Office of

Congressional and Public

Affairs, the Office of General

Counsel, the Office of

Examination, the Office of

Regulatory Enforcement, the

Office of Resources Manage-
ment, and the Office of

Inspector General.

The agency's headquarters

are in McLean, Va. It has

regional or field examination

offices in Albany, N.Y.,

Marietta, Ga., Denver, Colo.,

Dallas, Texas, Sacramento,

Calif., St. Louis, Mo., Okla-

homa City, Okla., and
Bloomington, Minn.

The agency's fiscal year 1991

budget was $37.5 million.

The expenses of the Farm
Credit Administration are

paid through assessments

against the institutions under
its jurisdiction. No federally

appropriated funds are

involved.

The Farm Credit System is a

network of borrower-owned
lending institutions and
related service organizations

serving all 50 states and the

Commonwealth of Puerto

Rico. These institutions

specialize in providing credit

and related services to

farmers, ranchers, and
producers or harvesters of

aquatic products. Loans
may also be made to finance

the processing and market-

ing activities of these bor-

rowers. In addition, loans

may be made to rural

homeowners, certain farm
related businesses, and
agricultural, aquatic, and
public utility cooperatives.

On Dec. 31, 1991, the Larm
Credit System was com-
prised of the following

lending institutions.

• Eleven Farm Credit Banks
(FCBs) that make direct

long-term real estate loans

through 86 Federal Land
Bank Associations (LLBAs)
and/ or provide loan funds

to 77 Production Credit

Associations (PCAs), 70

Agricultural Credit Associa-

tions (ACAs) and 25 Federal

Land Credit Associations

(LLCAs). PCAs make short-

and intermediate-term

loans, ACAs make short-,

intermediate-, and long-term

loans, and LLCAs make
long-term loans.

• Three Banks for Coopera-
tives that make loans of

all kinds to agricultural,

aquatic, and public utility

cooperatives.
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• The Federal Intermediate

Credit Bank (FICB) of

Jackson provides short- and
intermediate-term loan

funds to two PCAs, which
serve Alabama, Mississippi,

and Louisiana.

The following FCS entities

are also regulated by the

FCA.

• The Federal Agricultural

Mortgage Corporation,

which provides guarantees

for the timely payment of

principal and interest on
securities representing

interests in, or obligations

backed by, pools of agricul-

tural real estate loans.

• The Federal Farm Credit

Banks Funding Corporation,

which is an entity owned by
the FCBs that markets the

N N U A L

securities they sell to raise

loan funds. FCS institutions

obtain the majority of their

loan funds through the sale

of these securities in the

Nation's capital markets.

These securities, chiefly

bonds and discount notes,

are offered by the funding

corporation through a

nationwide group of securi-

ties dealers and dealer

banks. At the end of 1991,

outstanding securities

totaled $53.4 billion.

• The Farm Credit Leasing

Services Corporation, which
provides leasing and other

services to FCS borrowers,

including agricultural

producers, cooperatives, and
rural utilities.

The Agricultural Credit Act

of 1987 established three

entities to provide financial

assistance to troubled FCS
institutions and to protect

investors in FCS securities.

The Farm Credit System
Financial Assistance Corpo-
ration was chartered to issue

15-year Government-
guaranteed bonds as di-

rected by the Farm Credit

REPORT

System Assistance Board.

The assistance board certifies

institutions to receive funds

and oversees the assistance

granted. As of Dec. 31, 1991,

a total of $1.3 billion in

bonds had been issued. In

addition, the 1987 act

established the Farm Credit

System Insurance Corpora-

tion, primarily to insure the

timely payment of principal

and interest on consolidated

securities issued by one or

more Farm Credit System
banks.

On Dec. 31, 1991, FCS insitu-

tions had $62.5 billion in

assets, including $51.4 billion

in gross loans outstanding.

Their net income for the year

was $811 million.

Note: The combined figures for all

lending institutions of the FCS used here

were obtained from the Federal Farm
Credit Banks Funding Corporation. No
further FCS-wide figures will be used in

this report.
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The FCA is an independent

agency in the Executive

Branch of the U.S. Govern-

ment. It is responsible for

the regulation and examina-

tion of the banks, associa-

tions, and related institutions

chartered under the Farm
Credit Act of 1971, as

amended, which collectively

comprise what is known as

the Farm Credit System.

The Farm Credit Administra-

tion derives its powers and
duties from the Farm Credit

Act of 1971, as amended,
specifically Title V of the act.

The management of the

agency is vested in a three-

member board appointed by
the President of the United

States with the advice and
consent of the U.S. Senate.

The chairman of the board,

who is designated by the

President from among its

members, also serves as the

chief executive officer of the

agency.

The statutory powers of the

hoard include:

• approving the rules and
regulations necessary for the

implementation of the act;

• providing for the examina-
tion and general regulation

of the performance of all the

powers, functions, and
duties vested in each FCS
institution;

• providing for the perfor-

mance of all the powers and
duties vested in the FCA;
and

• requiring such reports as it

deems necessary from
institutions of the FCS.

In carrying out his responsi-

bilities under the act, the

chairman is governed by
general policies adopted by
the board and by such

regulatory decisions, find-

ings, and determinations as

the board may be authorized

by law to make. The chair-

man enforces the rules,

regulations, and orders of

the board. All acts of the

chairman are conclusively

presumed to be in compli-

ance with the board's

regulatory decisions, find-

ings, and determinations.

In carrying out his responsi-

bilities as chief executive

officer, the chairman is

responsible for directing the

implementation of policies

and regulations adopted by
the board.

Meetings of the Farm
Credit Administration
Board
There were 20 meetings of

the FCA Board held during
calendar year 1991, eight

regular meetings and 12

special meetings. Of these 20

meetings, three were com-

E P O R T

pletely open to the public, six

were completely closed to

the public, and 11 were
partially closed to the public.

Exemptions (8), (9), and (10)

of the Government in the

Sunshine Act were the

reasons given for closing of

any portions of any of the

meetings. Additionally,

there were 102 separate

notational votes.

Regulation
Development
The FCA issues regulations

in compliance with the

Administrative Procedures

Act. Within the agency, a

Regulation Development
Group in the Office of

Examination (OE) has

primary responsibility for

coordinating and managing
the development of regula-

tions. Additionally, the

Regulatory and Legislative

Law Branch of the Office of

General Counsel (OGC)
provides legal support for

the development of regula-

tions and coordination of

legislative issues.

Once the FCA Board estab-

lishes a regulatory agenda
and assigns a priority, a

work group is formed to

draft the regulations. Draft

proposed regulations are

circulated to the office

directors before being

presented to the FCA Board.
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After approval by the board,

proposed regulations are

submitted to Congress for

the required 30-day review,

after which they are pub-

lished for public comment in

the Federal Register. The
notice and comment period

is intended to encourage

public participation in the

regulatory process. In

drafting the final regulations,

the work group considers

and addresses all comments
received during the public

comment period. Draft final

regulations are circulated to

the office directors before

being presented to the FCA
Board. After approval by the

board, the final regulations

become effective 30 days
after publication in the

Federal Register, during

which either or both Houses
of Congress are in session.

Regulations
Promulgated
During 1991, the FCA Board
acted on several regulations,

proposed some for public

comment, held public

hearings on others, and
adopted others as final

regulations. Further, for the

first time, the FCA Board
approved the use of negoti-

ated rulemaking to draft a

proposed rule.

The FCA Board took the

following actions during the

year.

• Approved final regulations

concerning the Freedom of

N N U A L

Information Act (FOIA) and
disclosure to shareholders.

The FOIA regulations

establish a new fee schedule

for document requests

processed pursuant to the

FOIA.

• Approved final regulations

regarding requirements for

FCS institutions' annual and
quarterly reports to share-

holders.

• Approved final regulations

concerning eligibility, scope

of financing, insurance

services, and processing and
marketing loans to conform
with changes to the Farm
Credit Act of 1971 that were
required by the 1990 Farm
Bill.

• Approved final personnel

administration regulations,

which eliminated require-

ments for FCA prior ap-

proval of FCS chief executive

officer compensation actions

and FCA prior approval for

bank employee salary scales.

• Conducted public hearings

in Denver, Colo., and
Atlanta, Ga., concerning the

proposed regulations on
lending limits, appraisals,

and participations. The
proposals would revise

regulations addressing FCS
institution loan collateral

REPORT
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appraisal requirements, loan

purchase requirements,

including existing participa-

tion authorities, and lending

limit provisions for existing

and newly created FCS
institutions. One hundred
and twenty-one individuals

provided comments at these

hearings, and more than 700

written comments were
received.

• Approved proposed
investment regulations and
the use of negotiated

rulemaking to formulate the

regulations that will deter-

mine the appropriate for-

mula to assess the FCS
institutions for the opera-

tions of the Farm Credit

Administration. This is the

first time that the FCA Board
has approved the use of

negotiated rulemaking,

which is a process by which
all interested parties are

represented on a committee
that attempts to reach a

consensus on proposed
regulations to be forwarded
to the FCA Board. The pro-

posed investment regula-

tions would revise regula-

tions defining eligible invest-

ment types and purposes for

FCS institutions.

• Approved miscellaneous

technical corrections to some
existing regulations and new
regulations concerning the

termination of small associa-

tions from Farm Credit

System status.

9
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Policies Adopted
The FCA Board took four

actions during 1991 that

resulted in the amendment
or revocation of existing

policy statements or the

creation of new policy

statements.

It adopted a revised policy

concerning travel, acceptance

of gifts and travel-related

expenses, and acceptance of

honoraria, which clarifies

rights and responsibilities of

members of the FCA Board.

This policy emphasizes that

board members may not

accept honoraria, most gifts,

or most travel-related

expenses.

It rescinded four existing

policy statements because

they had been superseded by
statutory or regulatory

amendments. These in-

cluded policy statements

concerning the following.

• Loan Documentation
Related to Borrower Finan-

cial Statements (approved
Aug. 5, 1 986, including

Bookletters 016-OB and 090-

OB).

• Approval of Farm Credit

System Institutions' Salary

Ranges and Compensation of

Chief Executive Officers

(approved July 1, 1987).

N N U A L R E P O R T

• Examination of Federal

Land Bank Associations

(approved Aug. 18, 1987).

• New Capitalization Plans

Governed by Capital Direc-

tive No. 1 (approved Sept. 6,

1988, including Bookletter

177-0AS and Capital Direc-

tive No. 1).

It adopted a new policy

concerning the disclosure of

the issuance and termination

of enforcement documents.
After the general counsel

determines that disclosure

would not adversely affect a

civil or criminal investiga-

tion, then a disclosure would
be made which would
include:

• the type and date of the

action taken;

• the type of institution to

which the action pertains, or

if the action pertains to an
individual or entity, the

relationship between the

individual or entity and the

institution; and

• a description of the

essential facts pertaining to

the action, excluding infor-

mation that would identify

the particular institution

and/or persons involved.

And, it approved a statement

to clarify an existing policy

concerning public communi-
cations during a public

rulemaking to make it clear

that the existing policy does
not prohibit the use of

negotiated rulemaking, nor

does it prohibit the

unfettered public discussion

of issues prior to the official

Notice of Proposed
Rulemaking. The statement

is intended to ensure that

open communication be-

tween the FCA Board and
the public continues for as

long as possible without
violating the Administrative

Procedures Act.

Compensation Program
Adopted
Last year, FCA hired an
outside consultant, the Wyatt
Company, to analyze the

agency's pay practices and
those of other financial

regulators and to recom-
mend an equitable job

evaluation and compensa-
tion program that is consis-

tent with practices among
other Federal financial

regulators. In January 1992,

FCA implemented the

agency-specific job evalua-

tion and compensation
program developed in

consultation with the con-

sultant. The agency believes

it would be a mistake to

allow other financial regula-

tors to reap the benefit of

hiring FCA commissioned
examiners after the FCA has
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incurred the cost of training

and developing those

individuals. Therefore, the

new program, which is

based on a pay-for-perfor-

mance system, is targeted to

eventually reach the average

of other Federal financial

regulators.

Other FCA Board
Activities

In March, the FCA Board
terminated the charter of the

California Livestock Produc-

tion Credit Association at its

request. This marks the first

time an FCS institution has

voluntarily terminated its

FCS status while continuing

to operate as a financial

institution.

NNUAL REPORT

In August, the FCA Board
assessed civil money penal-

ties on the directors of an
FCS institution for the first

time. The ability to assess

civil money penalties adds
another means for the

FCA to ensure the safety

and soundness of FCS
institutions.

Management Study
During the latter part of the

year, an operational audit of

the agency was begun by the

independent management
firm Riso and Dempsey. The
study is the result of actions

taken in response to the

reports of the House and
Senate Committees on
Appropriations. The agency
expects the implementation
of recommendations will

help improve operating

efficiency.

New Board Member
On Dec. 3, 1991, Gary C.

Byrne was sworn in as a

member of the board to fill

out a term that expires on
May 26, 1996. The FCA
Board now has three mem-
bers for the first time since

Nov. 12, 1988.
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The mission of the Office of

Examination (OE) is to

provide continual regulation

and oversight of the Farm
Credit System through

examination, supervisory

programs, and regulatory

standards that promote
safe and sound operations

and ensure compliance

with applicable laws and
regulations.

The Office of Examination is

committed to excellence and
efficient operations. Princi-

pal objectives for the OE are

to:

• evaluate each institution's

condition and performance
and cause corrective action

where necessary;

• ensure an appropriate

regulatory framework to

promote safe and sound
operations in compliance
with applicable law;

• develop, motivate, and
retain staff to carry out the

agency's mission;

• communicate effectively;

and,

• efficiently and effectively

manage resources.

The primary method to

accomplish this mission and
principal objectives is

through the recruitment,

training, and retention, of

qualified staff whose work
consistently reflects compe-
tence, objectivity, profes-

sional integrity, and efficiency.

Office Organization
Currently, the Office of

Examination consists of the

Office of the Chief Examiner,

three examination regions,

and the Policy and Risk

Analysis Division (PRAD).
The Office of the Chief

Examiner, PRAD, and the

Eastern Regional Office are

located at the agency's

headquarters in McLean, Va.

The Eastern Region has field

offices in McLean, Va.,

Albany, N.Y., and Atlanta,

Ga., and is primarily respon-

sible for examinations in the

Springfield, Baltimore,

Columbia, and Jackson Farm
Credit Districts. In addition,

the Eastern Region is respon-

sible for the examination of

the National Consumer
Cooperative Bank and the

National Consumer Coop-
erative Bank Development
Corporation in Washington,
D.C. The Eastern Region
also includes the Information

Systems Examination Branch

(ISEB) and the Special

Examinations Branch (SEB).

ISEB conducts examinations

on information systems of all

Farm Credit System banks,

while SEB is primarily

responsible for the examina-
tions and oversight of the
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Federal Farm Credit Banks
Funding Corporation, the

Farm Credit System Finan-

cial Assistance Corporation,

and the Federal Agricultural

Mortgage Corporation.

The Central Regional Office,

St. Louis, Mo., is responsible

for examinations primarily

in the Omaha, Wichita,

Louisville, St. Louis, and St.

Paul Farm Credit Districts,

as well as the Farm Credit

Leasing Services Corporation
in Minneapolis, Minn.
Central Region field offices

are located in St. Louis, Mo.,

Bloomington, Minn., and
Oklahoma City, Okla.

The Western Regional Office,

Denver, Colo., is responsible

for examinations primarily

in the Western, Spokane, and
Texas Farm Credit Districts,

and the National Bank for

Cooperatives in Denver,

Colo. Western Region field

offices are located in Denver,

Colo., Dallas, Texas, and
Sacramento, Calif.

The Policy and Risk Analysis

Division consists of Account-
ing and Reporting, Financial

and Economic Analysis, and
Regulatory Policy. Account-
ing and Reporting develops

and issues accounting and



19 9 1 A

disclosure guidelines and
interprets accounting issues

for the Office of Examina-
tion. It also manages the call

reporting system, which
obtains periodic financial

reports from FCS institu-

tions. Monitoring economic
trends and determining their

effects on the Farm Credit

System are the primary
responsibilities of Financial

and Economic Analysis.

Other duties include con-

ducting economic research

and financial studies to

support FCA Board policies

and agency planning and
developing financial infor-

mation systems to enhance
off-site monitoring and
examination planning.

Regulatory Policy is respon-

sible for leading the develop-

ment of regulations and
policy for the FCA and
interpreting technical issues.

Other major duties include

the prior approval of FCS
funding, institution mergers,

transfers of direct lending

authorities from banks to

associations, and financial

assistance programs.

The Office of Examination
also performs follow-up

investigations on borrower
complaints. Frequently,

such investigations involve

field reviews of loan transac-

tions and the determination

of an institution's compli-

ance with the requirements

of applicable statutes and
regulations. Findings and

N N U A L

conclusions are normally

communicated to complain-

ants by the Office of Con-
gressional and Public

Affairs. In 1991, the OE
completed 80 borrower
complaint investigations.

While some weaknesses
were noted, the results

showed that FCS institutions

are generally complying
with the borrower rights

provisions of the Farm
Credit Act.

Organizational and
Operational Changes
The Office of Examination

implemented several organi-

zational changes during 1991

to further streamline opera-

tions. This included closing

of the field offices in Omaha,
Neb., Louisville, Ky., and
Spokane, Wash., in August
1991. With the new field

office alignment, the portfo-

lio approach to examinations

initiated in 1990 has been
fully implemented. This

approach assigns specific

institutions to the OE field

offices. The assignments

have been established based

on the most cost effective

means of conducting the

examinations and do not

necessarily correspond to the

Farm Credit District bound-
aries. The OE periodically

REPORT

reviews the cost effectiveness

of these assignments and
plans to further study the

field office alignment to

ensure that all possible

efficiencies are gained.

The OE continued to test the

off-site examination program
implemented in 1990.

Results from the three off-

site examinations conducted
in 1991 included significant

reductions in the number of

resources used. While these

results are promising,

additional testing of this

examination approach is

planned during 1992.

Implementation of the off-

site examination program
will allow the transfer of

resources to high-risk

institutions and minimize
examinations of low-risk

institutions.

The Office of Examination
also refined its "risk-based"

examinations and Reports of

Examination. These refine-

ments have allowed the OE
to achieve greater balance

between efficiency and
effectiveness of operations.

Examination procedures are

constantly reviewed in an
effort to identify areas that

will enhance examination

efficiency and improve the

quality of reports.

The Office of Examination
has an off-site monitoring

program that periodically

monitors the performance

and condition of all FCS

13
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institutions. The program
facilitates early recognition

of adverse trends in key
performance areas of an

institution. The monitoring

program is enhanced with

the use of direct computer
networking between the

FCA's McLean headquarters

and all regional and field

offices. This provides

examiners access to periodic

financial reports and loan

portfolio information.

Computer networking
allows examiners to detect

increased risk in a timely

manner and permits early

initiation of corrective

actions in an effort to avert

serious financial problems.

Areas of Emphasis
During 1991, the Office

of Examination continued

to emphasize and intensify

examinations of a number
of areas, including the

following.

« Asset/Liability Manage-
ment— The potential

volatility of interest rates has

increased the importance for

financial institutions to have
adequate asset/liability

policies and procedures

N N U A L

implemented to limit risks

associated with changing

financial markets. An
institution's overall financial

condition is materially

affected by the manner in

which its assets and liabili-

ties are managed. The FCA
provided written guidance

to FCS institutions on
asset/liability management
practices and loan terms

and conditions offered by
institutions. In addition,

examination activities have
been intensified in the

areas of liquidity and
compliance with regulations

concerning investments by
FCS institutions.

• Borrower Rights— The
Office of Examination
continues to review institu-

tions' compliance with FCA
regulations concerning

borrower rights; Regulation

B, Equal Credit Opportunity;

and Regulation Z, Truth in

Lending, which were issued

by the Board of Governors of

the Federal Reserve System.

As noted earlier, the Office

of Examination investigates

alleged violations of bor-

rower rights and Federal

consumer lending regula-

tions in conjunction with the

Office of Congressional and
Public Affairs.

• Non-performing Loans—
The identification of non-
performing loans by FCS
institutions is critical to
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ensure proper management
of loan portfolio risk. The
Office of Examination has

continued its emphasis on
determining whether FCS
institutions have accurately

identified high-risk loans

with appropriate perfor-

mance classifications. The
performance classification

reflects a borrower's ability

to meet the terms of the loan

rather than reliance on
collateral for repayment.

The accurate identification of

nonperforming loans is

important to ensure proper
reporting to shareholders of

their effect on the

institution's financial condi-

tion. During 1991, the FCA
recommended that each FCS
institution adopt policies

incorporating the concepts

set forth in the FCS's High

Risk Accounting Guidelines.

Policy and Risk
Analysis Division
The Policy and Risk Analysis

Division was extensively

involved with the develop-

ment of regulations, corpo-

rate restructuring activities,

accounting practice guides,

and other policy issues in

1991. The most significant

activities included the

following.
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• The issuance of an asset/

liability management
bookletter to FCS institutions

that provides guidance on

the FCA's expectations with

respect to policies, operating

procedures, and controls.

• The issuance of final

regulations that made a

number of technical changes

to existing regulations to

reflect the 1987 amendments
to the Farm Credit Act of

1971, as amended, and other

legislation recently adopted
by Congress. Also issued

were final regulations

permitting small associations

to terminate their status as

FCS institutions and regula-

tions dealing with disclosure

to shareholders, and market-

ing and processing regula-

tions mandated by the 1990

Farm Bill.

• The development of

proposed regulations on FCS
investments establishing

maximum levels that can be

held for liquidity, interest

rate risk, and cash manage-
ment purposes. The regula-

tions also identify those

instruments that qualify as

eligible investments.

• The holding of public

hearings to receive addi-

tional input for proposed
regulations on appraisals,

lending limits, and loan

participations.

N N U A L

• The issuance of bookletters

to FCS institutions outlining

corporate restructuring

procedures for mergers and
transfers of direct lending

authority. In 1991, the FCA
prior approved 47 restructur-

ing requests, which included

30 association mergers,

seven transfers of direct

lending authority from
district banks to associations,

three reassignments of

associations to adjoining

districts, the termination of

FCS status for one small

association, one conversion

to an ACA, and several

charter amendments.

• The evaluation of new
accounting pronouncements
to determine their effect on
FCS institutions and the

interpretation of several

accounting issues, including

high-risk assets, download-
ing of loan assets, troubled

debt restructurings, acquired

property, and the repayment
of Farm Credit System
Financial Assistance Corpo-
ration debt.

• The timely processing of

call reports and other

financial reports from FCS
institutions.
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• The development of an
Early Warning System, Key
Indicators Report, Uniform
Performance Reports, and
various financial projection

models to monitor FCS
performance and enhance
off-site supervision.

• The preparation of quar-

terly reports on the financial

condition and performance
of the FCS banks and asso-

ciations and special studies

on the financial prospects for

several institutions and the

potential impact of the water

supply situation in Califor-

nia on FCS institutions.

Examinations and
Ratings
With the exception of

Federal Land Bank Associa-

tions, the FCA is statutorily

required to examine each

FCS institution no less than

once each year. Each Federal

Land Bank Association must
be examined at least once

every 3 years. The Office of

Examination successfully

carried out this responsibil-

ity by examining 207 institu-

tions during 1991.

Each FCS institution is

assigned a composite rating

upon the completion of its

examination. The FCA
Rating System is similar to

the Uniform Financial

Institutions Rating System
used by most regulators of

financial institutions, but has

been revised to reflect the

15
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non-depository nature of

FCS institutions. Each

institution is assigned a

composite rating, commonly
referred to as a CAMEL
rating, based on an evalua-

tion of its capital adequacy,

asset quality, management,
earnings, and liquidity

position. The ratings are on
a scale of “1" through "5" in

descending order of regula-

tory concern. A rating of “l"

is assigned to well-managed
institutions that are basically

sound in every respect, while

a rating of “5"
is assigned to

institutions with an ex-

tremely high, immediate, or

near-term probability of

failure. Institutions rated
"3" exhibit numerous
weaknesses ranging from
unsatisfactory to moderately

severe. Listed here are the

ratings of the 207 institutions

examined in 1991. The table

does not include institutions

in receivership.

Starting in 1992, the Office of

Examination plans to dis-

close both the composite
rating and the rating of each

element to the chairman of

the board of each institution

examined. While the FCA
Rating System is maintained

to guide the examination and

S’
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Institution 1 2 3 4 5

FCBs, BCs, FICB 5 8 2

PCAs 1 37 24 7

ACAs 1 43 16 2

FLBAs 2 15 12 6

FLCAs 15 9

Other Institutions 1 1

Total 5 116 69 17 0

regulatory response of the

FCA, the CAMEL ratings

will be disclosed to foster

more open and productive

discussions with boards of

directors.

Training
The FCA Examiner Commis-
sioning Program continues

to play an important role in

the development and
training of FCA examiners.

The 3- to 5-year on-the-job

and formal Precommission
Training Program concludes

with a week-long oral and
written test. Once an

individual successfully

completes the test, he or she

is authorized to conduct

examinations of any bank,

association, corporation, or

other institution subject to

examination by the FCA.
Four commissioning tests

were conducted in 1991 at

which 23 examiners received

their commissions. At the

end of 1991, the FCA had 163

commissioned examiners. The
commissioning test is updated
annually and revised to reflect

changes in examination

procedures, statutes, regula-

tions, accounting practices,

and system structure.

While most of the formal

training has been developed
and is carried out by FCA
staff to facilitate its relevance

to the job and ensure cost

efficiency, interagency

training is also an important

aspect of an examiner's

development. FCA examin-
ers are exposed to other

Federal financial institution

regulators through training

courses conducted by the

Federal Financial Institutions

Examination Council. The
FCA is committed to the

training and development of

precommissioned and
commissioned examiners to

ensure that the FCA meets
its regulatory responsibilities

in a professional and compe-
tent manner.
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Office of Regulatory Enforcement

The supervisory and enforce-

ment activities of the FCA
continue to be the primary
responsibility of the Office of

Regulatory Enforcement
(ORE). Those FCS institu-

tions that required more
than normal supervision due
to unsafe or unsound
operating conditions or that

were in violation of the

statute and/or regulations

have generally been placed

under the oversight of the

ORE. In addition, 12 FCS
institutions in receivership

remained a supervisory

responsibility of the ORE.

The goals for carrying out

the ORE's supervisory and
enforcement responsibilities

were consistent with

those of prior years. The
major goals being main-

tained are (1) the application

of consistent and effective

actions on any FCS institu-

tion that is operating in an

unsafe and unsound manner
that poses a threat to itself or

to other FCS institutions and

(2) the utilization of prompt
and specific enforcement
actions for individual

troubled institutions.

Enforcement Actions
Fewer enforcement actions

were executed by the FCA
during 1991 than in previous

years, reflecting the improv-
ing conditions of FCS
institutions. For the 12-

month period ending Dec.

31, 1991, the ORE placed four

orders to cease and desist

and four agreements on
institutions, compared to 12

formal enforcement actions

in 1990.

In 1991, ORE issued nine

supervisory letters and 49

follow-up letters to institu-

tions operating under
existing enforcement actions.

The FCA formally imposed
conditions of merger,

reorganization, or corporate

restructuring on 28 associa-

tions during 1991. These
supervisory conditions were
mainly the result of signifi-

cant changes in the structure

of associations in two Farm
Credit Districts.

Improving financial and
credit conditions, coupled
with the satisfactory compli-

ance with the enforcement

action, resulted in the FCA
terminating the enforcement

actions on five institutions.

There were 77 FCS institu-

tions under enforcement
actions at the end of 1992.

This number represented 27

percent of all institutions.

These institutions repre-

sented $50.3 billion, or 80

percent, of the FCS's total

assets. These statistics also

reflect some improvement,
as there were 88 institutions
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with $52.1 billion in assets

under some form of enforce-

ment action at the end of

1990.

As in previous periods, the

enforcement actions taken by
the FCA were generally

remedial in nature and
required steps to be taken by
an institution to rehabilitate

its problem areas. A civil

money penalty, however,
was levied and collected in

1991 against an institution's

board of directors for

refusing to disclose informa-

tion about a director's loan

that had been classified as a

nonperforming asset.

Violations of law or regula-

tion by an FCS institution

may also result in civil

money penalties and/or
other enforcement actions.

Farm Credit System
Institutions in

Receivership
During 1991, there were 12

FCS institutions in various

stages of receivership. They
were the Federal Land Bank
of Jackson, the Federal Land
Bank Association of Jackson,

six Production Credit

Associations in the Spokane
Farm Credit District, two
Production Credit Associa-

tions in the Texas Farm
Credit District, and two
Production Credit Associa-

tions in the Omaha Farm
Credit District.
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At Dec. 31, 1991, the FLB and
FLBA of Jackson in Receiver-

ship were parties to 18

lawsuits. Litigation and
various other administrative

activities must be concluded

before the FCA Board can

cancel the charters of these

institutions and discharge

their receiver.

The assets of the Richmond
Production Credit Associa-

tion in Receivership,

Sugarland, Texas, remained
at $6.4 million during 1991.

Since Jan. 6, 1989, when the

FCA Board approved the

association board's resolu-

tion to voluntarily liquidate,

a total of 64 percent of the

assets have been disposed of

by the receiver. Efforts to

complete the closing of this

receivership will continue to

concentrate on collections

NNUAL REPORT

and settlements of its re-

maining accounts.

The Coleman Production

Credit Association, Coleman,
Texas, was placed in receiv-

ership on April 26, 1989,

following a determination by
the FCA Board that it was
operating in an unsafe and
unsound manner. The
receivership's assets were
reduced from $1.9 million at

the end of 1990 to $1.3

million at the end of 1991.

Since the inception of this

receivership, the receiver has

disposed of more than 75

percent of the association's

assets, and a partial equity

distribution was made to the

stockholders during the year.

Most necessary requirements
have been met for the FCA
Board to consider canceling

the charters of the O'Neill

Production Credit Associa-

tion and the Valentine

Production Credit Associa-

tion in Nebraska. Such
action is expected to be taken

in 1992.

The six associations that

remain in receivership in the

Spokane Farm Credit

District are the Glendive
PCA, Western Montana
PCA, and Milk River PCA in

Montana; the Willamette

PCA in Oregon; the Southern
Idaho PCA in Idaho, and the

Western Washington PCA in

Washington. These associa-

tions have completed the

regulatory requirements
necessary for the FCA Board
to cancel their charters.

It is expected that action will

be taken in 1992. Stockhold-

ers will have their stock

redeemed at par value as a

result of assistance provided
by the Farm Credit

System Financial

Assistance Corporation.
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Office of General Counsel

The Office of General

Counsel (OGC) provides all

legal advice and services to

the FCA Board, the chair-

man, and agency staff. The
OGC is also responsible for

assisting the agency to

operate in accordance with

statutory and regulatory

authorities and responsibili-

ties. The mission of the OGC
is to provide professional,

comprehensive, and
authoritative legal services of

the highest quality to enable

the FCA to carry out its

responsibilities and meet
its objectives.

The OGC has two divisions:

the Corporate and Adminis-
trative Law Division and the

Litigation and Enforcement
Division.

Corporate and Admin-
istrative Law Division
The Corporate and Adminis-
trative Law Division is

divided into two branches,

the Corporate and Adminis-
trative Law Branch and the

Regulatory and Legislative

Law Branch.

The Corporate and Adminis-
trative Law Branch provides

advice, legal opinions, and
recommendations concern-

ing the formulation and
execution of FCA policies

and actions. This branch
provides legal advice and
support in connection with

agency proposals or actions

involving all aspects of the

operations of FCS institu-

tions including lending,

funding, borrower rights and
capital; the issuance of

charters and charter amend-
ments; mergers, consolida-

tions and other reorganiza-

tions of FCS institutions; and
the implementation and
administration of receiver-

ships. In addition, the

branch provides monitoring

and support for FCA opera-

tions and internal agency
administration in areas such

as the Government in the

Sunshine Act, the Freedom
of Information Act (FOIA),

the Privacy Act, personnel

law, contract and procure-

ment law, and other appli-

cable laws and regulations,

including the identification

of desirable legislative or

regulatory changes, where
needed. Finally, if a con-

tested enforcement matter

were to proceed to an
administrative hearing and
decision by the FCA Board,

this branch would be respon-

sible for advising the FCA
Board in its decision-making

process.
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Subjects addressed by the

Corporate and Administra-

tive Law Branch during 1991

included legal issues related

to:

• repayment of Farm Credit

System Financial Assistance

Corporation (FAC) debt

obligations;

• the Farm Credit System
Insurance Corporation;

• the Federal Agricultural

Mortgage Corporation;

• the Farm Credit Invest-

ment Bond program;

• charter amendments,
mergers, and terminations;

• formation of service

corporations;

• Federal securities law
requirements concerning

Farm Credit System debt and
equity;

• Farm Credit System
institutions' contractual

arrangements concerning

Farm Credit System Assis-

tance Corporation debt;

• authority of receivers;

• extensive FOIA and
Privacy Act requests;

• borrower rights;

• lending authorities;

• board policies;
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® compensation of Farm
Credit System institution

directors; and

• the National Consumer
Cooperative Bank.

During 1991, the Corporate

and Administrative Law
Branch assisted in the pre-

paration of two sets of final

FCA regulations and one set

of proposed regulations.

The Regulatory and Legisla-

tive Law Branch provides

legal support for the devel-

opment and promulgation of

FCA regulations and for

legislative activities, includ-

ing the FCA's 1991 legisla-

tive initiative. It also pro-

vided comments to Congress
on other legislative propos-

als, including legislation

relating to the Federal

Agricultural Mortgage
Corporation, Farm Credit

System institutions, and
lender liability; provided
technical drafting assistance

to congressional staff; and
generally assisted in the

representation of the FCA
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before Congress. In addi-

tion, the branch reviewed
and commented on draft

proposed regulations on
lender liability that were
developed by the Environ-

mental Protection Agency.

During 1991, the Regulatory

and Legislative Law Branch
assisted in issuance of five

sets of final regulations.

In addition to these final

regulations, there were
projects at various stages of

development for which the

branch attorneys provided
legal advice and drafting

support. This branch also

assisted in reviewing com-
ments on proposed regula-

tions pertaining to appraisals

and lending limits and
eligible investments. The
branch helped the FCA
Board conduct four days of

public hearings on regula-

tions in Atlanta, Ga., and
Denver, Colo., in June 1991,

and analyzed the testimony
and comments received.

Litigation and
Enforcement Division
The Litigation and Enforce-

ment Division represents the

agency in enforcement
proceedings initiated by the

FCA, in proceedings before

other administrative bodies,

and in litigation. When
engaged in litigation, the

OGC usually works with the

U.S. Department of Justice.

The division provides advice

and handles proceedings on
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behalf of the FCA in Federal

courts and various adminis-
trative bodies such as the

Merit Systems Protection

Board, the General Services

Board of Contract Appeals,
and the Equal Employment
Opportunity Commission.
This division also represents

the FCA in litigation in

which it is involved as a non-
party, for example, as the

result of a request for

documents that are the

property of the agency. The
division provides advice to

the Office of Regulatory

Enforcement concerning the

preparation and presentation

of enforcement documents to

the FCA Board and an
institution's board of direc-

tors. This division is respon-

sible for handling contested

enforcement matters that

proceed to an administrative

hearing, decision by the FCA
Board, and appeal through
the courts.

At the beginning of 1991,

there were 11 pending
lawsuits involving the Farm
Credit Administration.

During the year, six lawsuits

were initiated against the

agency, and five were
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terminated. All five were
either settled or dismissed in

favor of the agency.

The following is a discussion

of some of the lawsuits

involving the Farm Credit

Administration as a party

during 1991.

Buckeye PCA v. FCA, No. 91-

533-A (E.D. Va. filed April

16, 1991). Plaintiffs allege

that the charter issued to a

competitor institution is

invalid under Section

5.17(a)(2) of the Farm Credit

Act of 1971, as amended.

Chattanooga PCA v. FCA, No.
88-0584 (USDC, DC filed

March 4, 1988); Colorado

Springs PCA v. FCA, No. 88-

0574 (USDC, DC filed March
3, 1988); and Sikeston PCA v.

FCA, No. 88-0583 (USDC,
DC filed March 4, 1988).

These lawsuits challenge the

one-time stock purchase
required by Section 6.29 of

the Act. On Feb. 25, 1991,

the District Court found in

favor of the FCA and upheld
the constitutionality of the

stock purchase. The plain-

tiffs have filed an appeal to

the Court of Appeals for the

D.C. Circuit.

FICB ofJackson v. FCA, No.

J91-01 52(B) (S.D. Miss, filed

April 3, 1991). Plaintiff,

pursuant to the FOIA,
challenges the FCA's denial

of access to certain records.

First South PCA v. FCA, No.
91-1166 (Fourth Circuit filed

June 3, 1989). Plaintiffs

challenge the FCA's determi-

nation that Section 410 of the

Agricultural Credit Act of

1987 required the merger of

the Federal Intermediate

Credit Bank of Jackson and
the Farm Credit Bank of

Texas (FCB). On Feb. 2,

1990, the U.S. District Court
upheld FCA's determination.

On Feb. 19, 1991, the Court
of Appeals reversed the

lower court, holding that

Section 410 did not require a

merger between those two
banks. As of Dec. 31, 1991,

plaintiff's appeal of the

District Court's entry of

judgment was pending.

Public Citizen v. FCA, No. 90-

5290 (D.C. Cir. filed Oct. 17,

1990). On July 28, 1989, the

plaintiff filed a complaint

pursuant to the FOIA
challenging the FCA's denial

of access to reports of

examination of the National

Consumer Cooperative

Bank. On Sept. 6, 1990, the

District Court upheld the

FCA's decision. On July 12,

1991, the Court of Appeals
affirmed the decision hold-

ing that FCA examination

reports are exempt from
release under the FOIA.

PCA of Minnesota Valley v.

FCA, No. 3-91-263 (D. Minn,
filed April 29, 1991). Plain-

tiffs filed a complaint in the

District Court challenging

the FCA's disapproval of a

merger plan proposed by the

plaintiffs. On Nov. 18, 1991,

the District Court found in

favor of the FCA, holding

that the FCA's denial of the

merger plan was a reason-

able exercise of its discretion.
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Office of Congressional and Public Affairs

The Office of Congressional

and Public Affairs (OC&PA)
provides public communica-
tions support and congres-

sional liaison services for the

agency.

In the area of congressional

affairs, the office maintains

an open line of communica-
tions with members of

Congress and their staffs.

The office responds to

congressional inquiries,

arranges briefings and other

meetings, assists with the

preparation of testimony for

congressional hearings, and
monitors legislation that may
affect the FCA or the FCS.

When congressional offices

forward inquiries or com-
plaints from constituents, the

OC&PA coordinates the

work necessary to prepare

the agency's response.

OC&PA staff members
frequently visit with con-

gressional staff to explain

proposed regulations, give

the agency's views on
legislation, or address

concerns members of Con-
gress may have.

The FCA presented legisla-

tive recommendations to the

House and Senate Agricul-

ture Committees during May
in response to their concern
for the future of the FCS,
with special consideration

being given to the safety and
soundness of FCS institu-

tions and the possible risk to

the Government that could

be posed by losses. The

agency outlined five catego-

ries in which legislative

changes in the Farm Credit

Act of 1971, as amended,
would improve the effi-

ciency and the safety and
soundness of Farm Credit

System institutions.

The first would enhance the

permanence of capital and
promote its accumulation at

the point of primary risk—
the association level. This

recommendation was based

on the belief that the primary
protection for the taxpayer

and the best hope for the

long-term health of the Farm
Credit System are ad-

equately capitalized and
soundly managed institu-

tions. Such institutions are

also the best hope for a

consistent source of reason-

ably priced credit for their

borrowers.

To enhance the permanence
of capital, the FCA said it

needed the flexibility Con-
gress has given all other

Federal regulators of finan-

cial institutions to determine
what instruments would be

counted toward capital

requirements and what
weight would be given to

them. In short, the agency
asked for the authority to

define permanent capital by
regulation.

To promote the accumula-
tion of capital at the associa-

tion level, however, the

agency believes the disincen-

tives for doing so must be
removed. Capital has

historically been accumu-
lated at the bank level, where
it is not taxable, rather than

at the association level. This

results in the control of

critical aspects of the opera-

tions of the associations

being vested in the banks,

which reduces local control

and association autonomy.

The FCA said that Congress
could promote the accumu-
lation of capital at the

primary point of risk by
equalizing the tax status of

the Farm Credit Banks and
their affiliated associations

so that there are no tax

incentives to accumulate

capital at the banks rather

than at the associations. At a

minimum. Congress could

provide a one-time opportu-

nity to transfer capital from
the banks to the associations.

The second FCA recommen-
dation involved strengthen-

ing the Farm Credit System
Insurance Corporation so

that all capital of FCS
institutions would be

available before the Govern-
ment was exposed to risk.

The Department of the

Treasury recommended
putting in place higher

insurance premiums as a

means of protecting against

loss. The FCA's alternative

0*0
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was to authorize the insur-

ance corporation to levy

supplemental premiums on
banks if the need arose and
require the banks to pass on

the cost to the associations.

The agency, however, did

not recommend that such

authority be given without

limit, but that the circum-

stances under which the

supplemental premiums
could be levied be specified

and a limit set on their

amount. The agency further

recommended that the

insurance corporation be

authorized to modify its

premium structure by
regulation to better reflect

the relative risk of all assets

and the funding of those

assets.

Third, the FCA offered to

support legislation that

would require territorial

realignment so that the

remaining FLBAs and PCAs
serve the same territories

and then require those

institutions to present

plans of merger to their

stockholders.

The banks would remain as

funding mechanisms and
could exercise some over-

sight over the lending

activities and asset/ liability

management of the associa-

tions in their capacity as

creditors. The agency also

expressed its belief that there

may be benefits in reducing

the number of banks and
that the principle of local
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control would be enhanced
by making the banks whole-

salers of credit to the associa-

tions and eliminating their

supervisory authority.

The fourth recommendation
made by the FCA would
ensure that the repayment of

obligations related to finan-

cial assistance was provided

for. The agency wants these

obligations reflected in the

financial statements of the

banks and not only on the

consolidated statements

used by the Federal Farm
Credit Banks Funding
Corporation.

The fact that the individual

banks do not report certain

of these obligations results in

financial statements that are

not prepared in accordance

with Generally Accepted
Accounting Principles. In

recommending this change,

the agency recognized that it

would affect the capital

levels of some institutions.

Therefore, the agency also

recommended that it be

authorized or directed to

forbear from any enforce-

ment actions based solely on
the change in the financial

condition of an institution

that resulted from the

recording of obligations

related to financial assistance.
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Finally, for safety and
soundness reasons, the FCA
sought lending limit regula-

tion changes and general

rulemaking authority over

the Federal Agricultural

Mortgage Corporation.

The OC&PA's primary
responsibility in the area of

public affairs is to effectively

communicate the agency's

positions and actions to

various audiences and
accurately respond to

requests for information.

Avenues of communication
include the preparation of

speeches, news releases and
media advisories; arranging

for media interviews;

responding to media and
public inquiries; and the

writing and preparation of

printed materials. The office

also responds to requests

under the Freedom of

Information Act and Privacy

Act, publishes the FCA
Bulletin and FCA Annual
Report, and handles internal

communications through a

weekly employee newsletter

and electronic mail bulletins.

During 1991, the OC&PA
responded to 500 inquiries

from the general public; 350

inquiries from FCS borrow-
ers, members of Congress
and the White House; and 67

requests under the Freedom
of Information Act.
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Office ofInspector General

The Office of Inspector

General (OIG) is an indepen-

dent office established by
law to:

• conduct, supervise, and
coordinate audits, investiga-

tions, and operations re-

views relating to FCA's
programs and operations;

• review existing and
proposed legislation and
regulations and to make
recommendations to the

Congress concerning the

impact on the economy and
efficiency of programs and

operations administered by
FCA or the prevention and
detection of fraud and abuse;

• recommend and review
policies promoting economy
and efficiency or preventing

and detecting fraud and
abuse; and

• keep the Chairman of the

FCA and the Congress fully

and currently informed.

The inspector general may
receive and investigate

complaints or information

concerning violations of law,

rules, or regulations; mis-

management or waste; abuse
of authority; or danger to

health or safety. Such
violations should be re-

ported in writing to the

Inspector General, c/o Farm
Credit Administration,

McLean, VA 22102-5090, or

by calling the OIG HOTLINE
(800) 437-7322. Such matters

and information are treated

confidentially.
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Office of Resources Management

The responsibilities of the

Office of Resources Manage-
ment (ORM) fall into three

distinct categories: (1)

providing services to the

agency; (2) providing the

focal point for services and
programs on behalf of the

agency to external audiences;

and (3) ensuring that the

FCA complies with Govern-
ment regulations applicable

to the agency. The total

scope of activity includes

physical facilities, fiscal

management, procurement,

contracting, human re-

sources programs, training,

information resources, and
computer and office automa-
tion programs.

The office director partici-

pates with agency senior

management in long-range

planning, goal setting, and
management of the agency.

The director also oversees

provision of administrative

resources to the agency in

the areas of human re-

sources; fiscal management;
budget and accounting;

support services, such as

contracting and procure-

ment; employee training and
development; information

resources; and electronic

data processing (EDP). The
director also serves as the

agency's Budget Officer,

Freedom of Information Act

Appeals Officer, Senior

Contracting Officer, and
Senior Information Resources

Management Official.

Equal Employment
Opportunity
Under the direct supervision

of the director of the Office

of Resources Management,
the Equal Employment
Opportunity (EEO) Manager
advises the chairman on EEO
matters and administers the

agency's EEO program.

Fifteen collateral duty EEO
counselors, the collateral

duty Federal Women's
Program manager, and the

EEO Manager focus on
prevention of discrimination

complaints through a formal

program of education and
information and informal

personal intervention.

Information Resources
Planning
The planning staff for

information resources is

responsible for short- and
long-range information

resources management
(IRM) plans, IRM policies

and procedures, the com-
puter security program, the

IRM budget, and coordi-

nated IRM contracting. It

also administers the agency's

Emergency Preparedness

Program.
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Human Resources
Division
The Human Resources

Division administers

• the agency's human
resources management
program, except for training;

• the provisions of the Ethics

in Government Act;

• the agency's personnel

security program; and

• the agency's payroll.

Division personnel also

conduct appropriate staff

work for the FCA Board on
compensation management
activities in Farm Credit

System institutions that

require prior approval by the

board.

Fiscal Resources
Division
The Fiscal Resources Divi-

sion is responsible for the

FCA's budget. It is also

responsible for the authori-

zation and payment of FCA
travel expenses and the

accounting for FCA activi-

ties. The division partici-

pates in the design, develop-

ment, and maintenance of

automated fiscal and ac-

counting systems for the

agency.
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Administrative

Resources Division
The Administrative Re-

sources Division is a support

service organization serving

the agency with mail han-

dling, supply services and
property administration,

design and graphics support,

duplicating services, and
document processing. The
division's Contracting and
Procurement Branch is

responsible for administer-

ing a variety of contract

instruments and various

types of agreements. The
division chief is the principal

FCA liaison with the FCS
Building Association for

matters concerning the

physical space occupied by
the FCA.

Training Resources
Division
The Training Resources

Division administers an
agency-wide training

program. It develops and
conducts in-house programs
and contracts with training

vendors. It manages the

examiner training and
manages the Examiner
Commissioning Program,
including the development,
validation, and administra-

tion of the FCA Examiner
Commissioning Test.

Information Resources
Division
The Information Resources

Division is responsible for

the design, development,

technical management, and
administration of the

agency's computer-based
information system. It is

responsible for the agency's

central files and records and
the FCA Library. The
division is responsible for

computer and microcom-
puter management, software

development, database

administration, hardware
and software.

Farm Credit

Administration Budget
The Farm Credit Administra-

tion operates on a fiscal year

beginning on Oct. 1 and
ending on Sept. 31. The
agency's budgetary process

is set forth in Section 5.15 of

the Farm Credit Act of 1971,

as amended. The act re-

quires that prior to the first

day of each fiscal year, the

FCA shall determine:

• the cost of administering

the act for the subsequent
fiscal year, including ex-

penses for official functions;
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• the amount of assessments

that will be required to pay
such administrative ex-

penses, taking into consider-

ation the funds contained in

the Farm Credit Administra-

tion Administrative Expense
Account, and maintaining a

necessary reserve; and

• the amount of assessments

that will be required to pay
the cost of supervising and
examining the Federal

Agricultural Mortgage
Corporation.

On the basis of determina-

tions made, the Farm Credit

Administration is required

to:

• apportion the amount of

the assessment among FCS
institutions on a basis

determined to be equitable

by the FCA;

• assess and collect such

amounts from time to time

during the fiscal year; and

• assess and collect from the

Federal Agricultural Mort-

gage Corporation from time

to time during the fiscal year

the amount determined to be

necessary.

The amounts collected are

deposited in the Farm Credit

Administration Expense
Account and are maintained

by the U.S. Treasury. The
funds contained in the
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expense account shall be

available without regard to

the Balanced Budget and
Emergency Deficit Control

Act of 1985 or any other law

to pay the expenses of the

FCA. The funds contained in

this account are not con-

strued to be Federal Govern-
ment funds or appropriated

funds.

Farm Credit Administration
Administrative Expense
(Dollars in Millions)

Object Class
FY 1991

Actual
FY 1992

Estimated

Personnel Compensation

Full-time Permanent $22,740* $24,729

Other Personnel Compensation 1,188 1,207

Personnel Benefits 5,515 6,359

Total Personnel Compensation 29,443 32,295

Travel and Transportation of Persons 2,980 3,354

Transportation of Things 110 104

Communications, Utilities

and Other Rent 1,011 918

Printing and Reproduction 136 157

Other Services 1,734 2,417

Supplies and Materials 675 653

Equipment 1,263 392

Insurance Claims and Indemnities 152

Total Obligations $37,504 $40,290

* The official "Budget of the U.S. Government, Fiscal Year 1993" erroneously reflected Personnel

Compensation, Full-time Permanent, at $20,804.
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The Economic Environment

Farm Credit System institu-

tions are largely single

industry lenders, serving the

Nation's agricultural com-
munity through loans to its

farmers, ranchers, aquatic

producers, and their coop-

eratives. This means that

loan demand and repayment
capacity of their borrowers

are shaped by a host of

influences affecting the

agricultural sector of the U.S.

economy.

The Economy of 1991

in Retrospect
The general economy was
marked by weakness in 1991.

Gross Domestic Product fell

at an annual rate of 2.5

percent during the first

quarter, and the decline for

the year was 0.7 percent.

The absence of major infla-

tionary concerns induced the

Federal Reserve to expand
the money supply and
reduce interest rates to

promote greater economic
growth. Although short-term

rates fell sharply as a result

of this action, long-term rates

proved to be more stubborn.

Thus, the yield curve steep-

ened significantly as the year

progressed.

The shape of the yield curve

reflects investor concerns

about structural changes in

the global economy, persis-

tently large U.S. budget
deficits, and a possible

rekindling of inflation.

These concerns are impor-

tant to agriculture because

they not only directly affect

borrowing costs of farmers,

but also influence the

demand for farm products.

The Agricultural

Economy
The agricultural economy,
which affects the lending

activities of FCS institutions,

is influenced by several

forces, most beyond the

control of the institutions or

their borrowers. Among
these influences are climatic

conditions. Government
policy, international trade

and politics, credit condi-

tions, and the U.S. farm
commodity situation.

Climatic Influences
Weather played a prominent
role in the agricultural

economy during 1991.

Lingering effects of a severe

December 1990 freeze in the

West had both negative and
positive effects on grower
incomes, causing a surge in

some fruit prices and boost-

ing fruit marketing receipts.

California also benefited

from March storms that

greatly eased problems from

5 years of drought. Else-

where, a wet spring in much
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of the Nation's mid-section

turned to drought over the

Eastern Corn Belt as the

growing season progressed.

As the year ended, formation

of El Nino conditions in the

South Pacific led to specula-

tion about a quick end to

California's drought, as well

as the potential of drought in

the Nation's mid-section

during either the 1992 or

1993 growing season.

Weather disruptions else-

where in the world also

influenced American farmers

by boosting demand for U.S.

exports, particularly wheat
and soybeans. Grain yields

were generally lower, with
notable shortfalls in the

former Soviet republics and
southern Africa. At the same
time, there were record large

world oilseed and cotton

crops. Nonetheless, exports

of United States' soybeans
surged in the fall of 1991,

aided by a short 1990-91

soybean crop in Argentina.

Government Policy

Influence
The 1990 Farm Bill was in its

first full year of operation

during 1991. Farmers were
attempting to assess the most
complex farm programs ever

put forth. The revamped
programs offer participants a

new freedom to respond to

market prices without losing
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part of their base acreage.

But there are no direct

payments on that protected

base acreage. Most farmers

found no attractively priced

alternative crop into which
to shift their newly estab-

lished 15-percent of base

"flex acreage". In other

words, they continued to

produce the program crop

on their flex acreage because

it was the best option, even
with no deficiency payment.

Wheat growers in particular

experienced reduced in-

comes. They had to idle 10

percent more acres, received

no deficiency payment on
their flex acres, and sold

most of their harvest at low
prices before the wheat
market rallied late in the

year. At the same time,

some farmers were able to

shift flex acres into cotton

and lock in favorable cotton

prices early in the season. By
the end of 1991, this situation

had largely reversed. Pros-

pects for 1992 are much
improved for wheat growers
and less favorable for cotton

producers.

International

Influences
There was much talk but

little outward evidence of

progress in key trade nego-

tiations. Most notably, there

was little progress, other

than for extending the final

stage, in the Uruguay round
of negotiations on the

General Agreement on

N N U A L

Tariffs and Trade (GATT).
Meanwhile, even as the

United States and Canada
started assessing their

recently implemented free

trade arrangement, talks

began on a three-way pact

with Mexico. Work to

establish a North American
Free Trade Agreement
(NAFTA) started in June
1991. Both NAFTA and
GATT are proceeding under
Congressional "fast-track

authority."

The more significant interna-

tional developments affect-

ing U.S. agriculture early in

1991 were changes taking

place in Eastern Europe. By
mid to late summer, con-

cerns over a poor Soviet

grain harvest began affecting

U.S. grain markets. This was
soon overshadowed by a

quickly changing political

situation that led to the

dissolution of the former

Soviet Union into a weakly
aligned Commonwealth of

Independent States. Hopes
for increased exports turned

to speculation about the size,

composition, and duration of

aid and credit packages for

the newly formed republics.
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Credit Influences
Changes in credit conditions

affected farm borrowers, as

well as the profitability and
growth of FCS institutions.

The farm debt market ended
a 6-year, $55 billion decline

during 1991 as total debt

climbed about $3 billion to

near $148 billion on Decem-
ber 31. Lower farm incomes
and expansion among
livestock producers contrib-

uted to the rise in farm debt

held by farmers and ranch-

ers. Most of the loan volume
growth was captured by
commercial banks; they

completed 10 years of

market share growth and 4

years of volume increases.

In addition, commercial
banks as a group were well

positioned at year end to

continue expanding their

service to the farm sector.

Farm Credit System institu-

tions also had a strong

earnings year, and many
were able to improve their

balance sheets. As a group,

they saw slight growth in

their volume of non-real

estate loans. But a dip in real

estate loans lowered their

total outstanding farm loans

to $34.3 billion. This meant
another dip in market share.

Overall market share has

declined to 24.7 percent from
a year end peak of 34.8

percent in 1981. Total FCS
outstanding loans to farmers

is off 47 percent from a year

end 1984 peak of $64.7 billion.
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Interest rates on loans to

farmers were slow in coming
down during 1991. Through
much of the year, farm
lending rates at commercial
banks averaged about 10

percent. Typical rates at

large banks (over $500

million in assets) were
between 9 and 9.5 percent.

At other hanks the farm
lending rate held near 11.5

percent. By the middle of

the final quarter, large banks
had lowered their farm rate

to near 8 percent and other

banks had come down to

about 10.7 percent. Rates

charged farm borrowers by
FCS institutions averaged
about midway between
those of the two bank size

categories.

Thus, the declines seen by
farm borrowers lagged the

steep money market drops
discussed earlier. This

meant that both commercial
banks and FCS institutions

operated with fairly wide
spreads. Competitive

pressures will likely force

commercial agricultural

lenders to operate with
narrower spreads in 1992.

Farm Commodity
Situation
By mid-1991, fortunes within

the farm sector shifted away
from livestock producers to

N N UHHH A L R E P O R T

crop producers. Fundamen-
tals became fairly strong for

most of the major crops, due
to short grain crops around
the globe and a reduced
Southern Flemisphere

soybean harvest in early

1991. Cotton was a notable

exception as large world
supplies depressed prices.

But as noted earlier, the

Soviet Union breakup and
economic malaise among the

new republics has created

much uncertainty for inter-

preting crop supply/ use
relationships. Suddenly,

what had been a highly

variable but important

commercial market for U.S.

grains and soybeans no
longer exists. In the near-

term, grain and soybean
prices became highly depen-
dent on the amount and
composition of aid and credit

guarantees to the former
Soviet republics.

The early season feedgrain

market has been a prime
example of a crop situation

being less positive than one
might expect given the short

world crop. The major
weakness for U.S. corn

markets is that export

demand is down from the

former Soviet Union and
Mexico. In addition, China
has managed to fill some of

the Asian market that the

U.S. has normally served.

Flowever, drought condi-

tions in Southern Africa

means that the area, which
normally has exported corn.

may need to import corn,

which could make for a more
bullish market as the 1991-92

season progresses.

Good profits for cattle and
hog producers ended in

early 1991, as both producer
groups finally responded to

strong price signals to

expand herds. This resulted

in a record large per capita

supply of beef, pork, and
poultry reaching the market
at a time of weak consumer
demand. Cattle feedlot

operations experienced

negative margins during the

latter half of 1991. Farrow-
to-finish hog operations also

saw margins virtually

vanish. Similar conditions

developed for poultry, with
turkey margins going
negative during the fourth

quarter. Meanwhile, egg
producers had an unprec-

edented 3-year string of

positive margins.

Dairy prices bottomed in the

spring of 1991 and gradually

recovered, exceeding year

earlier levels by the final

quarter. The slow but steady

improvement in dairy

producer margins took some
of the pressure off proposed
dairy legislation to boost

milk price supports. The
dairy bills lingered and
finally died in November.
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Financial Condition and Performance

ofFarm Credit System Institutions

Farm Credit System institu-

tions are required by FCA
regulations to make disclo-

sures to their stockholders.

Disclosure to investors of the

combined financial condition

and performance of all FCS
institutions is made by the

Federal Farm Credit Banks
Funding Corporation

through quarterly and
annual information state-

ments to investors and
bondholders. The funding

corporation also produces a

quarterly Summary Report of

Condition and Performance of

the Farm Credit System, which
provides a detailed discus-

sion of the financial results

and additional data for

individual banks.

Farm Credit Banks
Total assets of the Farm
Credit Banks were $45.3

billion on Dec. 31, 1991, a

decrease of $2.0 billion or 4.2

percent from a year earlier.

Gross loan volume de-

creased 2.6 percent from
$38.6 billion at the end of

1990 to $37.6 billion at the

end of 1991. Marketable

investments also declined,

falling from $7.1 to $6.1

billion.

Overall, earning assets as a

percentage of total assets

increased from 92.6 to 93.0

percent. Interest earning

assets decreased in total

dollars from $47.2 billion on
Dec. 31, 1990, to $42.1 billion

on Dec. 31, 1991. Other high

risk loans declined from $4.1

to $3.4 billion, a decrease

from 10.2 to 8.9 percent of

the loan portfolio. Non-
accrual loans dropped for

the fifth straight year to $1.7

billion, or 4.4 percent of

gross loan volume, from $2.0

billion, or 5 percent of gross

loan volume. Restructured

loans also dropped $679

million during 1991, from

$1,738 million at the end of

1990 to $1,059 million at the

end of 1991, or 2.7 percent of

the loan portfolio down from

4.4 percent. Net acquired

property increased from
$281.4 to $316.5 million, or

0.7 percent of assets.

The combined net income of

the banks increased from

$264.3 million on Dec. 31,

1990, to $383.5 million on
Dec. 31, 1991. Net income
increased primarily due to

an increase in net interest

income. Average returns on
the FCBs' loan portfolio

declined in 1991 as did all

interest rates. However, net

interest spreads, the amount
an FCB charges in excess of

its cost of funds, increased as

FCBs were able to lower

their interest rates more
slowly than the average cost

of their funds declined.

As of Dec. 31, 1991, the total

net worth of the 11 Farm
Credit Banks, the Federal

Intermediate Credit Bank of

Jackson, and the Federal

Land Bank of Jackson in

Receivership was $3.88

billion, 8.6 percent of total

assets. This was a decrease

of $320 million in total

dollars and a 0.3-percent

decrease as a percentage of

total assets from a year

earlier. Total net worth
declined despite increased

earnings, primarily due to a

continued shift of direct

loans and associated stock to

direct lender associations.

The quality of net worth has

also improved. Protected

capital stock, at $22.9 million

at the end of 1988, had
dropped to $3.9 million at

the end of 1991. Earned net

worth or surplus rose to 2.92

percent of total assets on
Dec. 31, 1991, from 1.35

percent on Dec. 31, 1988.

Unallocated retained earn-

ings represented 34.1 percent

of total capital at the end of

1991 as compared to 25

percent a year earlier.

Associations With
Direct Lending
Authority
Due to the substantive

changes during 1991 in both

the numbers of direct

lending institutions and the

assets they control, year to

year comparisons can be

misleading. The reader is

cautioned to avoid making
firm judgments without first

examining financial trends
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on a districtwide consoli-

dated basis. The following

data reflects trends only on
direct lending institution

activities.

On Dec. 31,1991 there were
172 active Farm Credit

System associations with

direct lending authority.

Seventy-seven were Produc-

tion Credit Associations, 70

were Agricultural Credit

Associations, and 25 were
Federal Land Credit Associa-

tions.

Combined assets of direct

lending associations grew by
$6.2 billion in 1991 from
$19.3 billion at Dec. 31, 1990

to $25.5 billion at Dec. 31.

1991. This increase was due
principally to an increase of

$6.0 billion in gross loans.

Loan volume increased at

the direct lender level in

large part due to continuing

downloading from district

banks.

Net income reached $272.7

million in 1991, a significant

improvement from $126.7

million in 1990. Improved
net interest margins were
mostly responsible for this

increase. Total gross loan

volume increased from $17.2

billion in 1990 to $23.3 billion

in 1991, or by 34.9 percent,

while net interest margins
increased by 45.9 percent.
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Direct lending associations

were able to reduce their

interest rates charged on
loans more slowly than their

own cost of funds decreased.

This allowed association net

income to increase more
rapidly than the growth in

loan volume would normally

provide. Average interest

spreads for PCAs increased

0.4 percent, 0.57 percent for

FLCAs, and 0.41 percent for

ACAs.

Non-accrual loans increased

from $577.5 million on Dec.

31, 1990, to $688.6 million on
Dec. 31, 1991. This is 17.9

percent higher than 1990

levels. However, as a

percentage of gross loans,

non-accrual loans fell 0.4

percent reflecting modest
improvement in the credit

quality of the loan portfolio.

Non-accrual loans decreased

for PCAs but increased for

ACAs and FLCAs.

Combined total net worth for

direct lending associations

climbed by 34.1 percent

during 1991, increasing from
$2.8 billion on Dec. 31, 1990

to $3.8 billion on Dec. 31,

1991. The increase was due
in part to increasing loans

and in larger part due to net

income increasing more
rapidly than growth in total

assets. Net worth as a

percentage of total assets

increased to 15.0 percent in

1991 from 14.7 percent in

1990. The ratio for PCAs
was 19.1 percent, 14 percent

for ACAs, and 12.4 percent

for FLCAs. ACAs and
FLCAs, which were formed
within the last 3 years, are in

the process of building their

capital levels.

Capital stock increased

$475.0 million during 1991 to

$1.4 billion at Dec. 31.

Protected stock increased $68

million, primarily due to

loans transferred to the

associations from the Farm
Credit Banks. Protected

stock now represents 5.1

percent of total net worth
and will eventually be

phased out by at-risk stock.

Federal Land Bank
Associations
The financial performance of

the Federal Land Bank
Associations must be inter-

preted very carefully be-

cause they serve as lending

agents for the Farm Credit

Banks. Most of their revenue
is servicing fees from the

banks. Some share in losses

on loans, others do not.

On Dec. 31, 1991, there were
86 active associations,

compared with 140 a year

earlier. During the year, five

more FLBAs became FLCAs,
receiving a transfer of direct

lending authority from their
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respective Farm Credit

Banks. Only five of an

original 12 Farm Credit

Districts have FLBAs.

Combined net income for

1991 totaled $18 million

compared with $55 million

in 1990. The reduction in

1991's net income reflects a

reduction of $78 million in

loan fee and compensation
income received from district

banks.

Total net worth of the FLBAs
was $633 million as of Dec.

3L 1991, versus $1.48 billion

on Dec. 31, 1990. This

reflects the trend of FLBAs to

become direct lenders. It

also reflects a $523 million

decrease in protected stock

and an overall lower mini-

mum capitalization require-

ment for new loans of 2

percent versus 5 percent

enacted as part of FCS
reforms in 1988. On Dec. 31,

1991, total net worth as a

percentage of assets was 89.8

percent. This ratio has fallen

annually since 1988, when it

was 93.3 percent of total

assets. In 1991, the composi-

tion of net worth improved
when earned net worth
increased to $213.7 million,

or 30.3 percent of assets.

This represents a slight

increase from 1990's level of

29 percent.

Banks for Cooperatives
There are three Banks for

Cooperatives. However, the

performance of the National

Bank for Cooperatives

dominates the financial

results of the BCs because its

assets are approximately 88

percent of the combined
assets.

Total combined assets of the

BCs were $14.5 billion at

Dec. 31, 1991. This repre-

sented no change from Dec.

31, 1990. Gross loan volume
increased from $11,079

billion in 1990 to $11,463

billion in 1991 or $383.5

million. Marketable invest-

ments fell from $3,098 billion

in 1990 to $2,822 billion in

1991.

Total net worth of the BCs
was $984.8 million on Dec.

31, 1991, an increase of $51.5

million from a year earlier.

Total net worth as a percent-

age of assets increased from

6.45 percent at Dec. 31, 1990,

to 6.8 percent a year later.

Unallocated retained earn-

ings increased from 1.17

percent of total assets to 1.43

percent.

Net income as of Dec. 31,

1991 was $120 million as

compared to $71.8 million as

of Dec. 31, 1990. This

represented an increase of 67

percent. The primary reason

for this increase stems from a

33 percent increase in net

interest margins. Total non-

interest expenses increased

15 percent in 1991, but rose

less quickly than net interest

margins.

The loan quality of the BCs
showed deterioration in

1991. Non-accrual loans

increased from $100.5

million on Dec. 31, 1990, to

$113.5 million on Dec. 31,

1991. Non-accrual loans

represented 1 percent of

gross loans as of Dec. 31,

1991. All categories of non-

performing loans totaled 3.2

percent as of Dec. 31, 1991

.

This represents no change
from 1990. Delinquent loans

as a percentage of gross

loans showed improvement,
decreasing from 0.96 percent

at the end of 1990 to 0.29

percent at the end of 1991.
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Permanent Capital Ratios
As of December 31

<7% 7-15% 15-25% 25-50% >50%

System 1990 1991 199C1 1991 199Cl 1991 1990 1991 1990 1991

FCB’s 1 4 1 7 10 1 1 — — — —
BCs —1 — 2 3 — — — — — —
PCA’s2 — — 19 16 55 35 28 26 — —
ACAs 1 1 29 52 8 15 2 2 — —
FLBAs3-4 1 — 25 15 22 30 6 2 85 38

FLCAs 4 1 2 14 — 3 1 7 — —
Total 11 3 84 110 86 84 37 37 85 38

includes the FICB ofJackson and excludes the FLB ofJackson in receivership.

2Excludes PCAs in receivership.

Excludes the FLBA ofJackson in receivership.

Excludes the FLBA of the Midlands (FLBAM) due to a loss-sharing agreement with the FCB ofOmaha that resulted in zero resk-adjusted assets to the

FLBAM, making permanent capital ration meaningless.

Financial Assistance
The Farm Credit System
Assistance Board and the

Farm Credit System Finan-

cial Assistance Corporation

(FAC) are required by the

Agricultural Credit Act of

1987 to carry out a program
to provide assistance to

troubled Farm Credit System
institutions. The assistance

board and the FAC were
established with distinct

responsibilities. The assis-

tance board will be termi-

nated on Dec. 31, 1992.

Among other things, the

FAC, at the direction of the

assistance board, is autho-

rized to issue up to $4 billion

in Government-guaranteed
15-year bonds to fund
financial assistance to

stressed FCS institutions, but
no bonds may be issued after

Sept. 30, 1992. As of Dec. 31,

1991, debt securities issued

by the FAC totaled $1,261

billion. No new debt was

issued after 1990, and all

debt matures by 2005.

The $1,261 billion of FAC
debt securities were issued

primarily to purchase
preferred stock from finan-

cially distressed FCS banks,

pay the banks' 1986 third

quarter Capital Preservation

Agreement accruals, retire

eligible borrower stock of

liquidating FCS institutions,

and pay FAC debt issuance

costs and operating expenses

of the assistance board and
the FAC.

A total of $419 million was
issued to assist four Farm
Credit Banks via the pur-

chases of preferred stock by
the FAC. The FCB of Louis-

ville received $90 million, the

FCB of Omaha received $107
million, the FCB of St. Paul

received $133 million, and
the FCB of Spokane received

$89 million. The assistance

was needed primarily to

facilitate the restructuring of

a portion of their high cost

debt and strengthen their

capital.

Also, a total of $388 million

of preferred stock was
purchased from the Federal

Land Bank of Jackson in

Receivership. The proceeds

were used to retire eligible

borrower stock and fund
maturing debt obligations.

Another $417 million was
issued to fund the Capital

Preservation Agreement
accruals, and $16 million was
used to redeem eligible

borrower-owned stock in

liquidating institutions. The
remaining $21 million was
issued to fund debt issuance

costs and various current
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and future operating ex-

penses of the FAC and the

assistance board.

Repayment of

FAC Debt
The statute prescribes a

general mechanism that

allocates the responsibility

for funding the interest

payments and repaying the

principal of FAC debt

securities among FCS
institutions and the U.S.

Treasury. The methods
prescribed for allocation of

debt obligations vary signifi-

cantly, depending on the

type of assistance provided,

the type of institution, the

financial condition of the

institution, and whether the

repayment is for principal or

interest. Ultimately, the FCS
is responsible for the pay-

ment of all principal and
interest of all FAC debt.

In brief, the 1987 act requires

each FCS bank that received

assistance by issuing pre-

ferred stock to the FAC to

repay the principal of debt

securities issued for that

purpose. All FCS institu-

tions, however, are obligated

to repay the interest on the

same debt. Also, all banks
are required to repay the

N N U A L

principal and interest on
FAC debt issued to fund the

Capital Preservation Agree-

ment accruals, based on the

percentage of each bank's

accruing loan volume to the

total loan volume of all

banks. The repayment of

debt issued to redeem
eligible borrower stock and
to fund debt issuance costs

and the operating expenses

of the FAC and the assis-

tance board is the responsi-

bility of all institutions.

Excluding interest on the

debt obligations relating to

the Capital Preservation

Agreement accruals, the act

further requires that the U.S.

Treasury pay 100 percent of

the interest due in the first 5

years and 50 percent of

interest due in the second 5

years. FCS institutions are

obligated to pay all other

interest when due. After

maturity of the debt, the

amount paid by the Treasury

must be paid back by the

institutions on a fair and
equitable basis as deter-

mined by the FCA.

The act expressly provides

an allocation formula that

uses a 15-year average

performing loan volume of

FCS institutions for deter-

mining individual institu-

tions' proportional obliga-

tion for repayment of the

FAC debt obligations and
interest not paid by the

Treasury. In accordance

REPORT

with the act, for determining

an allocation method for

repayment of Treasury-paid

interest, the FCA is autho-

rized to set the payment
levels and dates for FCS
institutions. However, the

FCA, in consultation with

the Treasury, must also

determine the financial

viability of the institutions

before repayment begins.

No institution is to be

required to make payments
for Treasury-paid interest in

a manner that would impair

its stock or jeopardize its

ability to meet minimum
capital standards.

The provisions of the act

bear two significant implica-

tions on accounting for

reporting of FAC debt

securities. First, the act

requires all FCS banks to pay
the interest and principal of

FAC debt securities issued to

fund the Capital Preserva-

tion Agreement accruals.

However, the act prohibits

each bank from reporting the

principal amount due as a

liability in its financial

statements until maturity of

the debt. As a result, the

principal amount of the debt

can only be disclosed by
each bank in the accompany-
ing notes to its financial
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statements. The statutory

prohibition deviates from the

requirements of generally

accepted accounting prin-

ciples (GAAP) and has

resulted in the banks'

external auditors issuing

qualified opinions on the

banks' financial statements.

Interest payments on the

FAC debt obligations for the

Capital Preservation Agree-

ment accruals are properly

recorded as expenses by each

bank since recognition of

such interest payments in the

financial statements are not

subject to the aforemen-

tioned statutory prohibition.

Second, with respect to

allocation of the obligation

for repayment of Treasury-

paid interest among FCS
institutions, the act requires

the FCA to consider vari-

ables (e.g., financial viability

and capital structure) that

will change over time. As a

result, the FCA is unable to

develop a methodology
assuring that the allocation

will not eventually jeopar-

dize individual institutions'

financial viability. Since

there is no method of

allocation, FCS institutions

have been prevented from
reporting their obligation for

Treasury-paid interest as a

liability in their financial

statements. During 1991,

however, the FCS proposed
an interim method to allocate

the Treasury-paid interest

among the FCS institutions,

thereby enabling each

institution to accrue the

liability in its financial

statements.

The FCS has continually

voiced its commitment to

repay all of its obligations. It

developed an interim

formula that allocates the

obligation for repayment of

Treasury-paid interest

among its institutions based

on average accruing retail

loan volume. Most FCS
institutions have accrued a

liability for their estimated

amount of the Treasury-paid

interest in their 1991 finan-

cial statements under the

FCS-developed allocation

method. The accrual has

resulted in a reduction of

earnings by individual FCS
institutions and could slow
the pace by which the

institutions accumulate
capital from earnings in the

future.

The FCA concluded that this

proposal to provide for

eventual repayment to the

Treasury was a reasonable

allocation method for

estimating the liability under
GAAP. However, since the

FCA by statute must ulti-

mately determine the final

allocation, adjustments to the

liability accruals recorded in

accordance with the pro-

posed repayment method
may be required. The FCA
also advised the FCS that the

act requires the obligation

for repayment of Treasury-

paid interest to reside with

each institution. Farm Credit

Banks cannot "absolve," by
agreement or otherwise, any
institutions in their districts

from this statutory liability.

%
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Funding the Farm Credit System

The Farm Credit Banks and
the Banks for Cooperatives

obtain the majority of their

loan funds from the sale of

Federal Farm Credit Banks
Consolidated Systemwide
Bonds and Discount Notes
through the Federal Farm
Credit Banks Funding
Corporation. In recent years,

they have also expanded
their use of specialized

funding activities, including

a medium-term note pro-

gram as well as the use of

hedging, swaps, and other

financing mechanisms.

The majority of the proceeds

from sales of systemwide
debt securities in 1991 were
used to fund maturing debt

obligations. Conditions in

the financial markets in 1991

were characterized by a

reduction in short-term

interest rates that influenced

the funding decisions of the

banks of the Farm Credit

System as they concentrated

on their issuance of shorter

term maturities and discount

notes. The FCS raised $660

million in new money
through systemwide dis-

count notes and paid down
$2.04 billion in bonds and
other forms of debt. Thus,

the net paydown was $1.38

billion.

The Federal Farm Credit

Banks Funding Corporation

issued a total of $168.6

billion of bonds, medium-
term notes and discount

notes in 1991. Of this total,

new 3-month bond sale

participations were $13.4

billion, and 6-month bond
participations amounted to

$9.5 billion. Of a total of $9

billion of term debt, the FCS
issued $3.6 billion in callable

bonds, taking advantage of

the narrow yield premiums
on callable agency debt.

Discount note issues were
$131.1 billion. Their average

term was 43 days, and they

represented 78 percent of the

total debt issued in 1991.

FCS banks also use the

funding corporation for

specialized funding transac-

tions that provide greater

flexibility for the issues of

securities with longer term

maturities. Of the total

issues, specialized funding

issuance was $4.6 billion,

medium-term notes were
$2.4 billion, and underwrit-

ten transactions amounted to

$2.2 billion. Swaps negoti-

ated on behalf of FCS banks
totaled $940 million, a

significant decline from the

$4.1 billion in 1990 that is

explained by the reduced
advantage of issuing fixed

rate debt to swap into

synthetic LIBOR-indexed
floating-rate debt because of

REPORT

the tighter swap curve.

LIBOR is the acronym for

London Interbank Offering

Rate.

Other specialized funding
activities included the

placement of $184.1 million

directly with investors, the

issuance of $78 million

through reopening outstand-

ing bond issues, and $570
million in Master Note
Agreements.

Short-term market interest

rates fell significantly and
the spreads of FCS debt over

Treasury securities also

narrowed in 1991, which
reduced the average coupon
rates of new issues and
lowered the average cost of

FCS debt outstanding.

The average coupon rates in

1991 for new issues of 3-

month bonds, 6-month
bonds, and term debt were
5.86, 5.99, and 6.47 percent,

respectively, compared with

8.0, 8.08, and 8.14 percent in

1990. The average interest

rate on discount notes

dropped from 7.92 percent in

1990 to 5.58 percent in 1991

.

The use of specialized

funding also allowed the

FCS to reduce the average
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Farm Credit System : Debt Outstanding and Average Costs
(Dollar Amounts in Millions)

FCB 1 BC Total2

As of December 31 1991 1990 1991 1990 1991 1990

Bonds3 $30,882 $32,827 $5,898 $6,413 $37,184 $39,232

Discount Notes 9,191 8,679 6,904 7,058 16,249 15,583

Total Debt 40,073 41,506 12,956 13,317 53,433 54,815

Average Cost

Bonds Outstanding 7.27% 8.68% 7.81% 8.69% 7.36% 8.68%

Average Cost Discount

Notes Outstanding 4.90% 7.55% 4.73% 7.58% 4.83% 7.56%

Average Cost of

Debt Outstanding 6.74% 8.44% 6.14% 8.10% 6.59% 8.36%

'FCB includes FICB ofJackson.
2Total includes consolidated bank and other bonds outstanding.
3Bonds include medium-term notes.

interest rate to 5.72 percent

for all new debt issued in

1991 from an average rate of

7.99 percent in 1990.

The continued recovery in

the farm economy, the

stronger financial condition

of the FCS, and investor

preference for higher quality

short-term debt were favor-

able to the funding activities

of the FCS. Yield spreads

between FCS short-term

issues and comparable U.S.

Treasury securities narrowed
in 1991 compared to the

average spreads in 1990. The
average spread over Trea-

sury securities for 3-month

bonds dropped from 20 basis

points to 15 basis points. The
spread for the 6-month
issues also declined from 14

to 9 basis points.

However, the average spread

over Treasury securities for

term bonds widened from
the very low 6-basis-point

spread in 1990 to a spread of

13 basis points due to

stronger competition and a

large supply of term debt in

financial markets during
1991.

Average cost of the out-

standing debt of the Farm
Credit Banks fell from 8.44

percent at the end of 1990 to

6.74 percent at the end of

1991. Banks for Coopera-
tives' average debt cost

dropped from 8.10 to 6.14

percent in 1991. The com-
bined average cost of out-

standing debt for FBCs and
BCs was reduced from 8.36

percent in 1990 to 6.59

percent in 1991.
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Young, Beginning, and Small Farmers

Each Federal Land Bank
Association, Production

Credit Association, Federal

Land Credit Association, and
Agricultural Credit Associa-

tion is required by law,

under policies established by
each Farm Credit District

Board, to prepare a program
for furnishing sound and
constructive credit and
related services to target

groups of young, beginning,

and small farmers.

Programs for these farmers

generally consist of public

relations efforts aimed at

young farmers, support for

the 4-H and Future Farmers
of America, educational

projects, and assistance in

making use of existing credit

programs. Some districts

also offer insurance pro-

grams tailored to the needs
of young, beginning, and
small farmers.

Educational programs tend

to focus on the need for and
use of good farm records and
sound management prac-

tices. These programs
consist of seminars, counsel-

ing sessions, and other

meetings with target groups.

Credit programs for the

target groups typically

involve coordinating regular

loan programs with special

programs offered by Federal,

state, and local agencies.

While these outside pro-

grams are often subsidized,

the programs of the FCS
institutions are not. The
chief contribution of the FCS
institutions is to highlight

existing programs. The loans

extended are expected to

meet normal underwriting

standards.

The continued restructuring

of the Farm Credit System
affected the number of loans

and the new money loaned

by the different types of

associations in 1991. While
the number of FLCAs and
ACAs rose as a result of

restructuring activities the

number of PCAs and FLBAs
was correspondingly reduced.

The ACA group experienced

significant growth in gross

new money loaned in the

year ended Dec. 31, 1991,

and the absolute amount of

new money going to target

groups also increased

significantly for the ACAs.
The total volume of ACA
loans outstanding rose from
$9.31 billion in 1990 to $16.69

billion in 1991, and the loans

outstanding to young,

beginning, and small farmers

rose by $1.1 billion during
1991 to $3.2 billion. The
gross new money loaned by
the ACAs going to target

groups, for example, in-

creased 13.1 percent, rising

from $1.35 billion in 1990 to

$1.53 billion in 1991.

The total portfolio of PCA
loans outstanding fell from
$6.94 billion to $4.87 billion

during the year. The gross

new money loaned by the

PCAs to the target groups
fell from $1.29 billion in 1990

to $1.13 billion in 1991. But

since the total in gross new
money loaned by PCAs fell

from $7.38 billion in 1990 to

$5.2 billion in 1991, the

proportion of new money of

the total of the gross new
money loaned by PCAs to

target groups rose from 17.4

to 21.6 percent.

The volume of FLBA and
FLCA gross new money
loaned to the target groups
during 1991 was $274.3

million compared with

$480.6 million in 1990. The
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total amount of loans

outstanding to the target

groups fell from $2.27 billion

at the end of 1990 to $1.35

billion at the end of 1991.

The ACAs lent the largest

dollar volume of new loans

— $1.53 billion — to target

groups. The PCAs followed

with a loan volume of $1.13

billion and the FLBAs/
FLCAs with $274.3 million.

N N U A L R E P O R T

These results taken together

for all types of associations

indicate that target groups'

share of gross new money
loaned fell by $189.4 million

and outstanding loans

dropped by $191.37 million

in 1991 compared with 1990.

Greater statistical details for

the young, beginning, and
small farmers program may
be found in Table 13 of

Appendix A to this Annual
Report.

FLBAs process and service

loans for FCBs, but are

considered lenders for

purposes of this program.
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Appendix A—Financial Tables

Notice to the Reader
The financial tables and
related graphs included

herein have been developed

by the Farm Credit Adminis-
tration (FCA) from Call

Report data submitted by
each Farm Credit System
(FCS) institution. The Call

Report information submit-

ted to the FCA is routinely

reviewed for completeness

and verified for accuracy.

Although the FCA performs

periodic examinations of

each FCS institution, there is

no assurance that the exami-

nations were conducted at

the date of the financial

reports. While the FCA
believes the Call Report data

to be reliable, the financial

data submitted by each FCS
institution and contained in

the Call Reports has not been

audited by the FCA, nor

does the FCA express an

opinion on their content.

In addition, because of the

significant intercorporate

relationships that exist

between and among FCS
institutions, it is not possible

to add financial data for

each group of like entities

presented in this report

and obtain data for com-
bined FCS.

REPORT

Before such "systemwide"
data could be developed,

significant intercorporate

eliminations and combina-
tions of the financial data of

selected service organiza-

tions that are not included as

a part of this report would be
required. Accordingly,

caution should be exercised

in performing further

analysis of or in attempting

to draw additional conclu-

sions regarding the FCS
from the financial data

presented in this report. This

report is prepared and
presented for informational

purposes only.
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Table 1

Farm Credit Banks Combined Statement of Financial Condition
(Dollars in Millions)

As of December 31, 1991 1990 1989 1988 1987

Assets

Loans $38,628.2 $39,824.2' $40,463.9 $42,210.1 $44,816.6

Less: Allowance for Losses 746.0 902.1 987.2 1,254.0 2,187.0

Net Loans 37,882.2 38,922.1' 39,476.7 40,956.1 42,629.6

Cash and Investments in Securities 6,388.9 7,318.6 8,057.2 5,736.4 6,472.1

Net Acquired Property 316.5 281.4 385.5 578.3 764.7

Other Assets-Net 681.6 709.2 596.5 572.9 565.7

Total Assets 45,269.2 47,231.3' 48,515.9 47,843.7 50,432.1

Liabilities

Consolidated Systemwide and

Other Bonds 30,671.9 32,872.6' 34,936.2 34,110.8 36,538.8

Consolidated Systemwide Notes 8,786.3 8,197.3' 7,209.3 6,495.3 6,547.1

Other Liabilities 1,928.0 1,958.1' 2,663.7 3,261.9 3,977.3

Total Liabilities 41,386.2 43,028.0' 44,809.2 43,868.0 47,063.2

Net Worth
Capital

Capital Stock and Participation

Certificates—Protected 3.8 5.6 9.6 22.9 3,326.1

Capital Stock and Participation

Certificates—Unprotected 1,858.5 2,687.3 2,818.7 3,595.1 0.0

Preferred Stock—FAC 807.3 807.3 370.6 375.6 0.0

Other Capital (113.1) (346.2) (278.1) (585.1) (702.2)

Total Capital 2,556.5 3,154.0 2,920.8 3,408.5 2,623.9

Earned Net Worth 1,326.5 1,049.3' 785.9 567.2 745.0

Total Net Worth 3,883.0 4,203.3' 3,706.7 3,975.7 3,368.9

Total Liabilities and Net Worth $45,269.2 $47,231.3' $48,515.9 $47,843.7 $50,432.1

Note: Totals may not add due to rounding.

’Revised.
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Table 2

F^rra Credit Banks Combined Statement of Income and Expense
(Dollars in Millions)

For the Year Ended December 31, 1991 1990 1989 1988 1987

Interest Income

Loans $3,408.1 $3,823.1 $4,116.8 $4,088.3 $4,304.4

Investments and Other 405.9 610.6 579.9 443.7 489.7

Total Interest Income 3,814.0 4,433.7 4,696.7 4,532.0 4,794.1

Interest Expense

Consolidated Bonds 2,444.3 3,109.3 3,386.6 3,435.8 4,022.3

Notes and Other 565.5 608.9 715.2 683.4 590.9

Total Interest Expense 3,009.8 3,718.2 4,101.8 4,119.2 4,613.2

Net Interest Income (Loss) 804.2 715.5 594.9 412.8 180.9

Less: Provision for Loan Losses (127.3) (58.3) (141.1) (651.4) (92.3)

Net Interest Income (Loss) after

Provision for Loan Losses 931.5 773.8 736.0 1,064.2 273.2

Other Income 69.1 46.7 128.0 559.7 154.8

Operating Expenses

Salaries and Employee Benefits 119.7 123.1 140.6 137.9 135.9

Occupancy and Equipment Expenses 35.2 37.2 37.5 34.6 38.2

Other Operating Expenses 389.8 283.8 287.0 284.2 289.0

Total Operating Expenses 544.7 444.1 465.1 456.7 463.1

Other Expenses 72.4 101.2' 56.1 44.7 92.8

Extraordinary Items 0.0 (10.9) 173.3 (373.0) 0.0

Net Income (Loss) $ 383.5 $ 264.3 1
$ 516.1 $ 749.5 ($ 127.9)

Note: Totals may not add due to rounding.

'Revised

.
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Table 3

Farm Credit Banks Combined Trends in Selected Financial Measures
(Dollars in Millions)

As of December 31, 1991 1990 1989 1988 1987

Loan Performance

Performing $32,490.4 $32,034.7' $32,719.7 $32,178.1 $31,801.5

Formally Restructured 1,019.6 1,693.3 2,096.7 1,960.0 1,745.7

Other Restructured or

Reduced Rate 3.4 45.3 28.5 16.5 28.3

Other High Risk 3,429.5 4,053.3' 3,469.7 5,093.6 7,211.4

Nonaccrual 1,702.2 2,014.3' 2,164.9 3,001.4 4,476.0

Net Chargeoffs on Loans $ 28.7 $ 26.8 $ 125.7 $ 281.1 $ 422.3

Selected Ratios

Return on Assets 0.84% 0.56% 1.10% 1.54% -0.24%

Return on Equity 9.78% 6.71% 13.41% 19.39% 3.67%

Net Interest Margin 1.89% 1.63% 1.37% 0.94% 0.38%

Capital as a Percentage of Assets 8.58% 8.90% 7.64% 8.31% 6.68%

Debt-to-Capital Ratio (:1) 10.66 10.24 12.09 11.03 13.97

'Revised.
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Table 4

Banks for Cooperatives Combined Statement of Financial Condition
(Dollars in Millions)

As of December 31, 1991 1990 1989 1988 1987

Assets

Loans $11,621.5 $11,301.9' $10,676.4 $10,195.8 $ 8,386.5

Less: Allowance for Losses 147.5 151.2 128.3 128.5 141.0

Net Loans 11,474.0 11,150.7' 10,548.1 10,067.3 8,245.5

Cash and Investments in Securities 2,832.1 3,114.7 3,192.3 2,936.6 2,749.4

Net Acquired Property 1.2 1.6 1.5 6.9 11.4

Other Assets-Net 177.0 192.5 203.9 164.1 131.7

Total Assets 14,484.3 14,459.6' 13,945.8 13,174.9 11,138.0

Liabilities

Consolidated Systemwide and

Other Bonds 6,270.4 6,413.4' 4,564.0 5,501.1 4,132.0

Consolidated Systemwide Notes 7,029.1 6,903.7' 7,989.5 6,122.3' 5,441.8

Other Liabilities 200.0 209.T 446.2 543.

1

1 529.3

Total Liabilities 13,499.5 13,526.2' 12,999.7 12,166.5 10,103.1

Net Worth

Capital

Capital Stock and Participation

Certificates—Protected 279.2 404.3' 537.2 730.2 697.5

Capital Stock and Participation

Certificates—Unprotected 496.3 356.8' 244.5 96.1 0.0

Preferred Stock—FAC 0.0 0.0 0.0 0.0 0.0

Other Capital 0.0 0.0 0.0 0.0 0.0

Total Capital 775.5 761.1' 781.8 826.3 697.5

Earned Net Worth 209.3 172.2' 164.3 182.0' 337.4

Total Net Worth 984.8 933.3 946.1 1,008.3 1,034.9

Total Liabilities and Net Worth $14,484.3 $14,459.6' $13,945.8 $13,174.9 $11,138.0

Note: Totals may not add due to rounding.

’Revised.
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Table 5

Banks for Cooperatives Combined Statement ofIncome and Expense
(Dollars in Millions)

For the Year Ended December 31, 1991 1990 1989 1988 1987

Interest Income

Loans $ 875.5 $1,021.5 $1,009.3 $ 853.9 $ 658.0

Investments and Other 198.8 240.4 265.9 206.0 163.5

Total Interest Income 1,074.2 1,261.9 1,275.3 1,059.9 821.5

Interest Expense

Consolidated Bonds 409.5 475.5 491.8 412.1 360.4

Notes and Other 407.1 592.7 608.8 486.7 332.3

Total Interest Expense 816.6 1,068.2 1,100.6 898.8 692.7

Net Interest Income (Loss) 257.6 193.7 174.7 161.1 128.8

Less: Provision for Loan Losses

Net Interest Income (Loss) after

24.4 27.9 (8.6) 11.0 (6.7)

Provision for Loan Losses 233.3 165.8 183.3 150.0 135.5

Other Income 8.7 9.0 12.9 12.2 1 8.3

Operating Expenses

Salaries and Employee Benefits 35.0 31.3 27.0 28.1 29.2

Occupancy and Equipment Expenses 7.8 7.4 5.7 6.5 7.5

Other Operating Expenses 22.1 24.3 22.8 21.5 19.8

Total Operating Expenses 64.9 63.0 55.5 56.1 56.5

Other Expenses 57.7 40.0 34.4 20.4 1
7.6

Extraordinary Items 0.6 0.0 0.0 0.0 0.0

Net Income (Loss) $ 119.9 $ 71.8 $ 106.3 $ 85.8 $ 79.8

Note: Totals may not add due to rounding.
1Revised

.
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Table 6

Banks for Cooperatives Combined Trends in Selected Financial Measures
(Dollars in Millions)

As of December 31, 1991 1990 1989 1988 1987

Loan Performance

Performing $11,157.0 $10,836.3* $10,406.2 $10,307.1 $7,933.6

Formally Restructured

Other Restructured or

11.8 92.6 85.8 76.1 67.3

Reduced Rate 0.0 0.5 0.0 2.8 14.7

Other High Risk 340.2 273.6* 171.7 36.4 72.8

Nonaccrual 113.5 100.5 12.5 14.7 10.8

Net Chargeoffs on Loans $ 28.1 $ 5.0 ($ 8.4) $ 22.9 ($ 2.0)

Selected Ratios

Return on Assets 0.86% 0.51% 0.80% 0.67% 0.77%

Return on Equity 11.16% 6.74% 10.02% 6.24% 7.53%

Net Interest Margin 1.92% 1.41% 1.34% 1.22% 1.26%

Capital as a Percentage of Assets 6.80% 6.45% 6.78% 7.65% 9.29%

Debt-to-Capital Ratio (:1) 13.71 14.49* 13.74 12.07 9.76

'Revised

.
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Table 7

Direct Lenders Combined Statement of Financial Condition 1

(Dollars in Millions)

As of December 31, 19912 19902 19892 1988 1987

Assets

Loans $23,816.7 $17,692.93 $15,475.

8

3
$ 9,459.9 $ 9,675.4

Less: Allowance for Losses 553.8 388.03 376.03 416.23 574.5

Net Loans 23,263.0 17,304.93 15,099.93 9,043.8 3 9,100.9

Cash and Investments in Securities 82.4 72.1 70.5 49.4 37.4

Net Acquired Property 93.7 63.

6

3 75.7 83.4 110.5

Other Assets—Net 2,084.6 1,865.

6

3
1,893.83 1,962.63 2,018.4

Total Assets 25,523.6 19,306.

2

3 17,139.

8

3
11,139.

3

3 11,267.2

Liabilities

Consolidated Systemwide and

Other Bonds 0.0 0.0 0.0 0.0 0.0

Consolidated Systemwide Notes 0.0 0.0 0.0 0.0 0.0

Other Liabilities 21,707.2 16,459.

6

3 14,494.

1

3 8,949.93 9,149.1

Total Liabilities 21,707.2 16,459.

6

3 14,494.

1

3 8,949.

9

3 9,149.1

Net Worth

Capital

Capital Stock and Participation

Certificates—Protected 193.6 125.4 3 173.0 659.8 994.0

Capital Stock and Participation

Certificates—Unprotected 1,168.1 761.

3

3 639.

0

3 167.8 0.0

Preferred Stock—FAC 0.0 0.0 0.0 0.0 0.0

Other Capital 107.2 123.0 121.3 3 0.8 (23.3)

Total Capital 1,469.0 1,009.7 933.2 828.4 970.7

Earned Net Worth 2,347.5 1,836.93 1,712.5 1,361.

0

3 1,147.4

Total Net Worth 3,816.4 2,846.63 2,645.7 2,189.43 2,118.1

Total Liabilities and Net Worth $25,523.6 $19,306.

2

3 $17,139.

8

3 $11,139.33 $11,267.2

Note: Totals may not add due to rounding.

’Includes Production Credit Associations (PCAs), Agricultural Credit Associations (ACAs) and Federal Land Credit Associations (FLCAs).
21991, 1990, and 1989 figures are not comparable to previous years due to mergers of Federal Land Bank Associations (FLBAs) and Production

Credit Associations (PCAs) into Agricultural Credit Associations (ACAs) and creation of Federal Land Credit Associations (FLCAs) and down-

loading offarm real estate loans from Farm Credit Banks (FCBs).
3Revised

.
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Table 8

Direct Lenders Combined Statement of Income and Expense 1

(Dollars in Millions)

For the Year Ended December 31, 19912 19902 19892 1988 1987

Interest Income

Loans $2,110.5 $1,743.

1

3 $1,558.1 $ 931.5 $ 958.8

Investments and Other 8.2 9.9 17.8 2.6’ 0.3

Total Interest Income 2,118.7 1,753.0’ 1,575.9 934.1’ 959.1

Interest Expense

Consolidated Bonds 0.0 0.0 0.0 0.0 0.0

Notes and Other 1,496.7 1,326.

6

3 1,248.3 738.1’ 787.0

Total Interest Expense 1,496.7 1,326.6’ 1,248.3 738.1’ 787.0

Net Interest Income (Loss) 621.9 426.4’ 327.5’ 196.0’ 172.1

Less: Provision for Loan Losses 50.0 10.9’ (64.7)’ (148.0) (83.6)

Net Interest Income (Loss) after

Provision for Loan Losses 572.0 415.53 392.2’ 344.0’ 255.8

Other Income 231.4 101.43 101.5 167.0’ 118.0

Operating Expenses

Salaries and Employee Benefits 260.6 194.1 3 185.2 144.4 163.1

Occupancy and Equipment Expenses 32.2 25.6 24.6 21.0 23.3

Other Operating Expenses 144.7 103.4 90.1 59.8 65.6

Total Operating Expenses 437.5 323.1 299.9 225.2 252.0

Other Expenses 99.2 72.53 83.6’ 61.0’ 20.4

Extraordinary Items 6.1 5.43 13.7 20.2 0.1

Net Income (Loss) $ 272.7 $ 126.7’ $ 124.0 $ 245.1 $ 101.5

Note: Totals may not add due to rounding.
1Includes Production Credit Associations (PCAs), Agricultural Credit Associations (ACAs) and Federal Land Credit Associations (FLCAs).
2
1991, 1990, and 1989 figures are not comparable to previous years due to mergers of Federal Land Bank Associations (FLBAs) and Production

Credit Associations (PCAs) into Agricultural Credit Associations (ACAs) and creation of Federal Land Credit Associations (FLCAs) and down-

loading offarm real estate loans from Farm Credit Banks (FCBs).
3Revised

.
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Table 9

Direct Lenders Combined Trends in Selected Financial Measures 1

(Dollars in Millions)

As of December 31, 19912 19902 19892 1988 1987

Loan Performance

Performing $21,582.6 $15,916.

8

3 $13,803.

7

3 $8,127.6 $7,867.9

Formally Restructured 357.5 415.43 439.43 321.1 367.2

Other Restructured or

Reduced Rate 5.4 3.73 10.9 20.1 29.0

Other High Risk 1,190.8 779.

8

3 711.93 520.3 645.4

Nonaccrual 680.6 577.53 511.4 485.1 765.9

Net Chargeoffs on Loans $ 20.0 $ 9.6 3
$ 10.8 oo $ 40.1

Selected Ratios

Return on Assets N/A N/A N/A 2.19%3 0.84%

Return on Equity N/A N/A N/A 11.49%3 4.55%

Net Interest Margin N/A N/A N/A 2.26%3 1.97%

Capital as a Percentage of Assets 14.95% 14.74% 15.44% 19.65% 18.76%

Debt-to-Capital Ratio (:1) 5.69 5.78 5.48 4.09 4.33

1Includes Production Credit Associations, Agricultural Credit Associations (ACAs) and Federal Land Credit Associations (FLCAs).
21991, 1990, and 1989 figures are not comparable to previous years due to mergers of Federal Land Bank Associations (FLBAs) and Production

Credit Associations (PCAs) into Agricultural Credit Associations (ACAs) and creation of Federal Land Credit Associations (FLCAs) and down-
loading offarm real estate loans from Farm Credit Banks (FCBs).
3Revised

.
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Table 10

Federal Land Bank Associations Combined Statement of
Financial Condition
(Dollars in Millions)

As of December 31, 1991 1 1990 1 1989’ 1988 1987

Assets

Loans2 N/A N/A N/A N/A N/A
Less: Allowance for Losses3 N/A N/A N/A N/A N/A

Net Loans N/A N/A N/A N/A N/A
Cash and Investments in Securities $ 224.7 $ 241.9 $ 211.0 $ 352.4 $ 220.2

Net Acquired Property 0.0 0.3 0.3 N/A N/A
Other Assets—Net 480.2 1/339.74

1,466.3 2,185.64
1,459.64

Total Assets 705.0 1,581.94
1,677.6 2,538.

0

4 1,679.84

Liabilities

Consolidated Systemwide and

Other Bonds 0.0 0.0 0.0 0.0 0.0

Consolidated Systemwide Notes 0.0 0.0 0.0 0.0 0.0

Other Liabilities3 71.9 103.94 97.3 169.44 227.54

Total Liabilities 71.9 103.94 97.3 169.4 4 227.

5

4

Net Worth

Capital

Capital Stock and Participation

Certificates—Protected 189.9 712.7 958.7 1,774.44
1,958.6

Capital Stock and Participation

Certificates—Unprotected 229.5 305.

0

4 215.8 60.94 0.0

Other Capital 0.0 0.0 (33.5) (107.5) (696.2)
4

Total Capital 419.4 1,017.6 1,141.0 1,727.84
1,262.44

Earned Net Worth 213.7 460.4 439.3 640.8 189.94

Total Net Worth 633.0 1,478.0 1,580.3 2,368.

6

4 1,452.3

Total Liabilities and Net Worth $ 705.0 $1,581.94 $1,677.6 $2,538.

0

4 $1,679.

8

4

1 1991 , 1990, and 1989 figures are not comparable to previous years due to mergers of Federal Land Bank Associations (FLBAs) and Production

Credit Associations (PCAs) into Agricultural Credit Associations (ACAs) and creation of Federal Land Credit Associations (FLCAs) and down-
loading offarm real estate loans from Farm Credit Banks (FCBs).
2The FLBAs act as agents for the FCBs (formerly Federal Land Banks) in the lending process, but do not hold loans themselves.
3FLBAs in some districts Iwve liability for losses on FCB (formerly Federal Land Bank) loans. Because FLBAs do not make loans, the FLBA
allowance for loan losses is included in FLBA liabilities.
4Revised.
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Table 11

Federal Land Bank Associations Combined Statement of Income and
Expense
(Dollars in Millions)

For the Year Ended December 31,
1991i 1990 1 19891 1988 1987

Interest Income

Loans $ 0.1 $ 0.6 $ 1.2 $ 0.72 $ 0.0

Investments and Other 2.7 1.8 1.3 7.1 2 13.7

Total Interest Income 2.8 2.4 2.5 7.T 13.7

Interest Expense

Consolidated Bonds N/A N/A N/A N/A N/A
Notes and Other N/A N/A N/A N/A N/A

Total Interest Expense N/A N/A N/A N/A N/A

Net Interest Income (Loss) 2.8 2.4 2.5 IT- 13.7

Less: Provision for Loan Losses

Net Interest Income (Loss) after

5.1 5.8 3.2 10.3 (10.7)

Provision for Loan Losses (2.3) (3.4) (0.7) (2.6)
2 24.4

Other Income 125.1 234.52 277.42 1,114.82 222.8

Operating Expenses

Salaries and Employee Benefits 60.6 108.9 2 103.8 2 143.4 153.5

Occupancy and Equipment Expenses 7.9 15.22 14.0 19.0 19.2

Other Operating Expenses 31.1 46.0 35.8 45.8 46.32

Total Operating Expenses 99.6 170.

0

2 153.62 208.2 219.02

Other Expenses 5.2 6.0 0.2 10.0 261.

9

2

Extraordinary Items 0.0 0.0 (21. 1)
2 55.

6

2 0.0

Net Income (Loss) $ 18.0 $ 55.0 $ 101.92
$ 949.

6

2
($ 233.7)

2

Note: Totals may not add due to rounding.
' 2992 , 1990, and 1989 figures are not comparable to previous years due to mergers of Federal Land Bank Associations (FLBAs) and Production
Credit Associations (PCAs) into Agricultural Credit Associations (ACAs) and creation of Federal Land Credit Associations (FLCAs) and down-
loading offarm real estate loans from Farm Credit Banks (FCBs).
2Revised.
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Table 12

Federal Land Bank Associations Combined Trends in Selected

Financial Measures
(Dollars in Millions)

As of December 31, 1991 1 1990 1 1989 1 1988 1987

Loan Performance

Performing — — — — —
Formally Restructured — — — — —
Other Restructured or

Reduced Rate — — — — —
Other High Risk — — — — —
Nonaccrual — — — — —

Net Chargeoffs on Loans $4.1 $6.7 $5.5 $6.8 $3.9

Selected Ratios

Return on Assets 1.97% 3.39% 5.57%2 47.29%2 -12.36%2

Return on Equity 2.19% 3.61%2 5.96%2 51.68%2 —14. 17%2

Net Interest Margin N/A N/A N/A N/A N/A
Capital as a Percentage of Assets 89.80% 93.43%2 94.20% 93.33%2 86.46%2

Debt-to-Capital Ratio (:1) 0.11 0.07 0.06 0.07 0.162

'1991, 1990, and 1989 figures are not comparable to previous years due to mergers of Federal Land Bank Associations (FLBAs) and Production

Credit Associations (PCAs) into Agricultural Credit Associations (ACAs) and creation of Federal Land Credit Associations (FLCAs) and down-

loading offarm real estate loans from Farm Credit Banks (FCBs).
1Revised

.
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Table 13

Young, Beginning; and Small Farmers: Loans Outstanding and New
Money Loaned, by Type of Association, Year Ended 12/31/91
(Dollar Amounts in Thousands)

For the Year Ended
December 31, 1991

Total
Portfolio

Young,
Beginning
and Small

Farmers 1

Young
Farmers 2

Beginning
Farmers3

Small
Farmers4

Other
Farmers

Federal Land Bank Associations and

Federal Land Credit Associations

Total Number of Loans Outstanding

Percentage Distribution

Total Amount of Loans Outstanding

Percentage Distribution

Gross New Money Loaned

Percentage Distribution

222,893

100.00

$17,810,032

100.00

$ 1,442,323

100.00

2,730

1.22

$138,302

0.78

$ 34,156

2.37

5,881

2.64

$440,876

2.48

$ 93,129

6.46

4,703

2.11

$547,527 $

3.07

$132,972 $

9.22

6,734

3.02

222,924

1.25

14,015

0.97

202,845

91.01

$16,460,403

92.42

$ 1,168,051

80.98

Agricultural Credit Associations

Total Number of Loans Outstanding 300,192 16,347 17,436 5,759 48,174 212,476

Percentage Distribution 100.00 5.43 5.79 1.91 16.01 70.78

Total Amount of Loans Outstanding $16,693,683 $566,926 $981,213 $588,324 $1,058,608 $13,498,612

Percentage Distribution 100.00 3.40 5.88 3.52 6.34 80.86

Gross New Money Loaned $ 6,190,297 $377,692 $524,824 $312,458 $ 317,900 $ 4,657,423

Percentage Distribution 100.00 6.10 8.48 5.05 5.14 75.24

Production Credit Associations

Total Number of Loans Outstanding 88,372 3,935 9,461 4,914 5,441 64,621

Percentage Distribution 100.00 4.45 10.71 5.56 6.16 73.12

Total Amount of Loans Outstanding $ 4,865,136 $102,403 $409,911 $295,821 $ 124,587 $ 3,932,414

Percentage Distribution 100.00 2.10 8.43 6.08 2.56 80.83

Gross New Money Loaned $ 5,211,006 $120,820 $427,644 $358,414 $ 219,903 $ 4,084,225

Percentage Distribution 100.00 2.32 8.21 6.88 4.22 78.38

'Meet two or more criteria.
2Less than 35 years old.
3Less than 6 years' farming experience.
4Farming assets less tlwn $100,000 and agricultural sales less than $40,000.
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Appendix B—Graphs
Loans and Assets of Farm Credit System Institutions
December 31, 1987-1991
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Farm Credit Institution Group
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~HB

Net Income of Farm Credit System Institutions
December 31, 1987-1991
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Asset Quality of Farm Credit System Institutions
December 31, 1987-1991
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icame from Operations of Farm Credit System Institutions
December 31, 1987-1991

Farm Credit Banks
$ In Billions
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