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A Message from the AClin~ Chairman 

Dear Reader: 

The Farm 'redit ACI of 107 1, a~ ;lmendcd, require~ Ih > Farm Cred it 

Adm inistrat ion to report annuall y 10 the Congress on the cond it ion of 

the Farm Credi t Sys tem and the extent ro which the law is bei ng 

cdrried Oll t. 


In that regard, w report that the year 1981:\ may have been a pivot:1i 
one for the Farm Credit insti tutions, Aft r posting tOLa l operating 
losses of more than $4.6 bill ion over the past 3 y ars, these instiwLions 
reported net income of $704 million fo r 1988. Wh ile encou rag ing, thi :, 
figure must be viewed with caution because it was made poss ible with 
the aid of a reversal in provlsions fur loan losses of 680 mi llion. In 
the future , pr fits essential for the in stitutions to retum to financ ial 
stability will need to come from operat ion), . Another contributing 
factor was th certificHtion of three financially distr ssed Farm Credi t 
Ban ks to issue a total of $333 million in prefem~d stock to be pu rchased 
by the Farm Credi t Sy tern Fina nc ia l As~istance Corporation and 
fi nanced th rough the sale f bonds guaranteed by the U.S . Treasury. 

The financial condi tion of the Faml Credi t instilutions is reported in 
detai l in the appendix tables to this publication . The figures were 
derived from call r ports .~ubmitted to the agency by th i n ~ti tll ti ol1 s . A 
narrati e ana lysis of the financia l conditioll of Farm Credit institutions 
by agency staff is also induded . 

In fulfilling its stat utory responsibility , the Farm redi t Administmtion 
in 1988 conducted 296 examina tions or Fann Credit ins titut ions ancl 
executed ~omt: 4S enforcem nt documents , which covered nea rly ha lf 
rhe Fam1 Cred it in sti tu ti on~' to tal loans und loan-related a,'se t . 

The agency also i s~ued rinal regu l a t ion ~ implementing major provi ions 
of the gricu lt ural r dit Act of 1987, including Ihose 'overning 
mergers and conso lidation s, borrower ri ghts, and capital adequacy. In 
addi tion, the CA chanered the Farm Credi t System Assistance Board 
and the Fann Credit Sy~tem Financi al Assistance Corporation to 
raci li tate Government- guaranteed fina ncia l ass istance, and the Federal 
Farm Mlmgage Corporat ion was chartered to es tablish a secondary 
market fur agricu lt ura l and rural real e),tate mortgage Inans. 

In 19XY and heyond, the Faml Cred it Admi nistration wi ll contin ue to 
fulfi ll its stnfutory responsib ili ties ensuring that Farm Credit in~t itutions 
operate in compliance with Fedcra1 law and regu lations and promoting 
~afe t y and soundnes~ in t ho~e in ~ t itut ion s. 

Sincere ly, 

~~eP7 
Marv in Duncan 


cti ng Chai mlu ll 

Fann Credit Adm ini stalion Board 
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Farm Credit Admini tratiun Board 

The Funn Cred It Administration 
(FCA) is an independen t 
Federal agem.:y in the Executive 
Branch of the .. Government. 
It ha~ regulatory. examination, 
and supervi'iory responsibilities 
for the banks. assodations, and 
l-eIated inst ituLions chartered 
under the Fam) Credi t Act of 
1971, as amended. which 
collectively cOlllpri~e what is 
known as th Fa rm Credit 
System. 

The aml Credit Administration 
i~ directed by a three-member, 
bipartisan board appointed by 
th President with the adv ice 
and consen t of the enate. The 
board is responsible for Fum1 
Credit dmi nistration policy, 
the promulgation of regulation s. 
enforcement ac tivities. and 
gene ral oversight of opcrat i on~. 

The board's . pecific responsi­
bi lities indude: 

• Approving ru l ~ and r gula­
tions to implement the Fann 
Credit Ac t of I Y7 I. as 
"mended: 

• Providing for the examination 
of the condition and genera l 
regulation of the perfomlunce 
of the powe~. fu nctions, and 
dutie ve~ ted in eaL'h institu ­
tion of the Faml Credit 
System; 

• Providing 	for the perfomlancc 
of the powers. func tion . and 
duties vested in the Farm 
Credit Adminj-,trat ion; and 

• Requ iring suc h reports as it 
deems necessary fro m the 
i nstituti()n~ of the Fann CredIt 
, y~tem . 

The en~ rcement authorities of 
the FA include the power to 
issue cea$e and des ist orden,. 
levy civi l money p naltie ', 
remove officers and di rec tor~ of 
sy~tem institutions , and place 
such in ~ titut ions into con­
"ervatorship r receivership. 
Through its regulatory activity. 
the FCA also protects the rights 
of loan applicants ilnd borrow­
ers . and requ ires full financia l 
disclosur~ by sys tem institu­
tions to qockholders and 
investor '. The ~tatute mandates 
the x..uninat ion of each system 
in.';titutlOn. The agency 
exercises it~ en forcement 
powers to promote safety and 
wundness and to protect the 
public interest. 

In carry ing out its responsibil i­
ties. the Faml Credit Admj nis­
trat ion Board took a number of 
act ions du ring 1988, the more 
signi ficant of wh ich follow . 

t the Februa ry 2. 19811, regular 
meeting of the Fann Credit 
Adm inistration Board , the fol­
lowing official mission state­
ment was adopted. 

"The Fann red i! Adminislnt­
tion is an independent Federal 
financ ial in. ti lutions regulatory 
agency or the United Slates 
Government with regulatory, 
examination , ancl supervisory 
re:-.ponsihilirie· for the Faml 
Cred it System banks, associa­
lion:-.. and related institutions 
chartered under the Fann redit 
Act of 1971 . The Fann Credit 
Administration is directed by a 
three- member Pres iden tiall y 
appoi nted board. This board is 
rc~ponsible for Fann redit 



Administration polic. ' regula­
tion promulga ti on, enforcement 
activities. and general oversight 
of agency operaLion~ . 

"As a financial regulator. rhe 
Farm Cred it Administration is 
resl onsible for promulgating 
reg ul alion~ to implement the 
Faml Credit Act and other 
applicable hws and for promot­
ing the safety and soundnes~ of 
Farm Credit System institu­
tions_ The Farm Credit Admin­
i tration fulfills this responsibil­
ity lhrough such regulatOry 
action~ as the examination of 
system institutions and the 
en forcement of regulation~ . 

"Regulatory act IOns are 
des igned 10 promote adel\uate 
di -closure of the institutions' 
financia l condition, to protect 
the financial i lltere~t of memb r 
stockholders who own the Farm 
Credu System and the investors 
who buy the securities of the 
F<lml Credit Banks_ Where 
neces!;ary, the agency exercises 
enforcement p{)wcr~ to promote 
safety and soundness and to 
protect (he public interest. 

"Where the Fam1 Credit 
AdministratiolJ. through its 
exam ination proce..,;, or through 
other mean~. discover · viola­
lions of law and/or regulat ions. 
or institutions operating in an 
un~are or unSllund manner. the 
agency ha~ the responsibility 
and authorit y to institute 
appropriate forma l enrorcemen t 
act ions to promote the prompt 
correction of the \ituat ion by 
the directors and management 
of thl; institution in question 

"The members of the Fann 
Credit Administration Board 
and Farm Credi t Administration 
personnel do not involve 
themselves in management and 
operaring decisions of the arm 

r di t ystem institutions. 
Rather. the agency affects 
management and operation 
through its examinaLion and 
superv isory process, regulatory 
controls. and leg islatively man­
dated prior approvals of man­
agemen t actions. These are 
carried out in Jccord with Farm 
Credit Administration Board 
approved regulations and 
internal poIicie~ ." 

"arm Credit S~·stcm Financial 
Assblancl' Curpuration 

On January 12, 1988, the FCA 
Board approved the c.:harter and 
articles )\ incnrporation for the 
Fann redit System Financial 
Assis t~lnce Corporation . The 
assistance corporation was 
Lreated by Congress to provide 
capital to Fann Credit System 
insti tutions experiencing 
financ ial diffic ulty and is 
authoriLed to issue up to .54 
billion in IS- year uncollateral­
ized bond obligations gum-an ­
teed by the U.S. Treasury_ 

Farm Credit S}stem 
A..... istance BOllrd 

At its January 12, 1988, regular 
meeting. the FCA Boar 1char­
tereel the Frum Credit System 
Assistance Board , which was 
created by Congress in 1987 to 
cert ify Farm redit System 
in'it ilu tions for fin ancial <Issi~­

lance when their horrower Lock 
falls be low its par value and to 
assist in res tori ng such insti tu­
tions to financial viability. The 
assistance board is comprised of 
the Secretary of Agricul tu re. the 
Secretary of the Treasury, and 
one agricult Ural producer who 
is appoi nted by the Pre"ident. 
In conjunction with the -harter­
ing of the assist<mce board. the 
F A Board revoked th charter 
of the ann Credit System 
Capital Corporati on_ 

( 'apilal Adcquac.\ 

The Agric ultural Credit Ac t of 
19))7 significantl y altered the 
capital ~truCtllrc of Fann Credit 
Sy~tt::m banks and a. sociatlon.s, 
which had rel ied primarily on 
borrower-owned stock for their 
capital base. The 1987 Act 
gave the banks and assoc iations 
greater nexibililY to dt:!crmi ne 
their capital structure ancl 
develop sources of <I t- ri s!.. 
capital. The CA Board held a 
public hearing on this subject 
June 9, 1988. 



On September 2l-l , 1988. th 
F A Board adopted fi na l 
reg ulations goveming the 
capitalization of Farm Credi t 
System banks and assoc iations. 
These regu lations es t ab l i ~ h 

mini mum pennan nt capi ta l 
standards and requir the 
institut ions to adopt capiwl 
adequacy plans 10 meet these 
standards as required by the 
Agri ul tural Credit Act of 19R7. 
Major provi ' ions of these 
regulations fol low. 

• Ench i n~t itut ion must stablish 
a minimum ratio of pemlanen t 
capital to ri sk- wei "hted a~sct~ 
of 7 percent to be achi v d b_ 
1993 . 

• Double counti ng of capital is 
eliminat d between the direc t 
le nder and the Farm Credi t 
Bank by making the elimi na­
tion at the a~sociat ion level 
rathe r than at the bank. This 
allocat ion requires the count­
ing ofuch capital at the inst i­
tution in wh ich there are 
ta ng ib le eaming assets equal 
to capital. Between partiCIpat­
ing institut ions, double­
counted capital is eliminated 
at the origi nator lev l. 
Federa l Land Bank Ass()cia­
tion ~ that are not direct 
lender~ are cons ider d rigina­
tors for this purpose. 

• During the firs t fiv year~ of 
the phase-in . the Fann Cred it 
Bank and ib direct lendi ng 
as~oc i ations wil l be pemli lt d 
to allocate double-counted 
capital for the purpose of 
computing the pennanent 
capItal rat io as they detenninc. 

• A forbearance plan is provided 
to assure institutIons that the 
FCA will not take 1111 enforce­
men t action sol ly for failure 
to m ct the interim cap ital 
standards if ~pecifi 'd forbear­
ance criteria indicating prog­
r ss toward ach ieving thL: 
minimum capital requ irements 
arc met. 

• Provi!-.ions are made for Fann 
Credi t Banl..s and Federal 
Land Bank A~sociati ons that 
are not di rect lenders but have 
loss- sharing agreements witl! 
the bank to a llocate the aSS\:lS 
between them in the ~an e 
prop m ion a:- they have agreed 
to share 11.hSe~. The:-e provi­
sions are for the purpose or 
computing the capital rat io 
on ly. 

• Asset· .Ire weighll.:u on the 
ba"is of credi t ri:,\... inh rent in 
the type of instrument and the 
nature of the obligor. Ol'f­
balance- heet item. are con­~ 

verted to a balance-. heet 
equivalent and the risk is 
weighted on the same hasi;, a~ 

ther as)'ets. 

Hurrcm er Rights 

The Agricultural Credit Act of 
1987 amended thL: Fann Credit 
Act of 1971 by expand ing Ihe 
right s of fann borrower'> from 
Fam1 Credit System institu­
lion ~. The FC BNlrd held a 
public hearing on th is subject 
on June X. 1988. to aid it in 
considerin Ihe revision of reg­
ulations to l:omply with th 
1987 amendments 10 the Al:l. 

The F A reviewed more than 
300 commenl~ in developing 
fina l borrower right~ regu lations . 

On September 6, 1\.)88. the FCA 
Board adopted fi nal regulat ions 
implt!menli ng expanded 
horrower righ ts prov isions of 
the 1987 Act. Major pr )Visions 
of those regulat ions follow. 

• Qual ified lenders must 
provide notice that a dis­
tressed loan may be a candi­
date for re~ t ruc tu ri ng and must 
restructure distressed loans 
when the COSl 0 restructu ring 
is qual to or less than the cos t 
of forec losure. 

• Qualified lenders must 
disclose th~ effective interest 
mte. which incluucs the effect 
of loan orig ination fees . 

• Qw lilied tenders lllust 
disclose that borro wer stock is 
at risk. ith the e.xception of 
eligible borrower 'tocl... under 
,eel ion 4.9A of the Act. 

• Quali fied lender., l11ust pennil 
an app licant or borrower seek­
ing reversal of a credi t deci­
sion or who has been deni d 
restructuring [0 participate in 
the credit review proc ss. 

• Qualified lenders must give 
the right of tina refusa l to 
certa in borrowers to epur­
chuse or lease their fonner 
prop rty a.:quired through 
fore losure or voluntary 
conveyan e. 



Rc~lruclurin1! I' arm ( ' redil 
: .vs!cm In. litutiun<; 

t variou . !tmes throughout the 
year. the FCA Board took 
actions regarding the mandatory 
ilnd voluntary rcstrul:turing of 
Farm Credit. ystem in:,tilUtion~ . 

The bard chanered I I new 
Fann r dit Banks, which were 
created by the legislati vely 
mandated merger of the Federal 
Land Bank and Federal Inter­
mediate Credit Bank in each 

arm redit District. The two 
banks in the Jackson di<; trict did 
not merge because the Federal 
Land Bank of Jackson was in 
receivership. The board also 
approved tinal regulations 
implement ing section 412 of the 
Agricultural Credit Act of 1987. 
which provided for the creation 
of a committee to develop a 
proposal to reduce the number 
f these banks to no fewe r than 

SIX . 

On May 5. IC)RR. the FCA 
Board approved a voluntary 
merger plan for the 13 Banks 
for Cooperative' to rorm either 
a National Bank for 'oopera­
tives. if the stockholders of 
eight or more voted Lo merge, 
or a Unikd Ban" for oopera­
tives, if fewer than ight so 
voted. Based on the SIOC"­

ho lder vore. the FCA chartered 
the ationa l Bank for Coopera­
tive. on December 27. 19H8. 

The F A aho approved fina l 
regulations implementing the 
new reorganiLation authoritic:-. 
or system in~titution:-. and on the 
election of their hoard~ of 
director,. [n aduilion. rinaJ 
regu lations were adopted 

governing the required stock­
holder votes on the merger of 
Federal Land Bank Associa­
tiolls and Production Credit 
As~oc i ati ons that share substan­
tially the same charter d 
territory . 

The FCA adopted several 
policy 'latcment~ relating to 
the reorganization activitks of 
Farm Credit Sy ·tem institu­
tions . One policy statement 
aJdresseJ the retirement of 
equities owned hy an a~so('ia ­

tion transferring from one Farm 
Credi t Bank to another, a 
authorized by section 433 of the 
1997 Act. The polil:y state~ 
that the Fann Credit Bank with 
which an 'l.,soci ' tion was 
previousl y affi Iiated is 
obligated to retire all of the 
transferring association's 
equity. A policy was also 
adopted by the FCA Board 
regarding the grantin o of 
noncxclu~ive charters to 
a~sociatinn s affected by the 
m rger or other association: 
under section 41 I of the 19H7 
Act and whose terri tories are 
inc luded in the chanercd 
territory of the section 4 1 I 
meroer. 

R('gulalllr) cClluu!in",.. 
{'r;ll'! ict:, 

The FCA Board approved fina l 
regulations for the u~e of regu­
latory accounting practices 
(RAP) b) "ystem institutions. 
The Agril:ullural Credit Act of 
19t1 7 xtcnded the authorized 
periou of time that system 
institutions could use RAP to 
defer and capitali7c certain 
expen:-.e-, fr m 19HR to 1992. 
Other provisions of the 1987 
Act have the erfecL r restril:t­
ing the use of RAP. The~e 

provisions require system insti ­
tutions to retire eligible bor­
rower stock at par value 
regardless of the ~t() "'s book 
value under generally accepted 
accounting principles and 
require institution ~ to i""ue 
pennanent capital that must be 
considered an aI-risk invest ­
ment. The tina! RAP regula­
tion~ reflect these require ments. 

The regu lalions conti nue to 
allow system in~titutions to use 
RAP. among other factors. to 
evaluate interest fates charged 
on loans. Those other factors 
include the institution \ cost of 
fund~, overhead, expected 
losses. margin to provide for 
adequate capital. and return to 
. tockholdcrs. [n no ase. 
however. mayan in , titulion use 
R \P to charge rates be low the 
competition . 

Lhl III' I-inal I{cgulalilln'i 

The final regulat ions promul­
gated by the Fann Credit 
Administration during 1988 are 
shown on the following page. 
This listing contains the part of 
the regUlation. the loubject of its 
content. [he Federal Regisrer 
citat ion. and Ihl: date publi~hed . 

Fe,\ ( ' hairm:m l{esil!l1. 
,\ctinl! Chairman . 'amt'd 

On ovember I I, 19X8. FCA 
Chairman rank W. aylor. Jr.. 
resigned to enler the private 
snctor. Marvin R. Duncan. a 
mcmber or the board, W.1S 

named acting chainnan and 
chief executive officer. 



Part Suhjl'ct 
Fcderal Hegister 
Citalinn 

Date 
Puhlished 

62( , 02 1 Disclosure to hareholders; 
Cont nl of Annual Reports to Sharehold rs 

53 FR 3335 - 333g 02/05/88 

611 Organ iza ti on: Farm Credi t 53 FR 12 140 04/13/88 
System Capital Corporation 

61 5 	 Funuing and Fi'ca l Affairs; 53 FR 12140- 12141 04/1 3/88 
Loan Pol icies and perat ion ~; 

Book Entry Procedures 

600 FCA Organization 	 53 FR 16693 - 16695 05/11/ 8 

620 Disclosure to Shareholders 	 53 R 16696 - 16697 05/ 11/88 

606 Enforcemenl of onuiscriminalion 53 FR 19R84 - 19892 00/01 /88 
on the Basis of Handicap in the F A 

61 2 Personne l Adminislra ti n, Simultaneous Service: 53 FR 22134 - 22137 06/1 4/88 
Standards of onduc! for Directors an J mpJoyees 

622 	 53 FR 27284 - 27285 07/1 9/8'11 

611. 6 17 OrganiLation; Examinat ions and Investigations 53 FR 27 155 - 27 156 07/ 19/88 

61 5 	 Funding and Fiscal Affair ; 53 FR 271 56 07/19/8 R 
Loan Polic ies and Operal ion_: 
Book Entry Procedures 

611 Organization; 53 FR 29445 - 29446 08/05/88 
Consolidation of Farm Credi l Banks 

18 Gcn' ral Provisions: Member Insurance 53 FR ]5303 - 35306 09/i V88 

61 4,615.618 Loan Policies and O perations; 53 FR 35427 - 3545H 09/14/R8 
Borrower Rights 

611 Organizat ion; Mergers/Consolidations 53 FR 39079 - 3908 1 10/05/S8 

615. 618 Funding and Fiscal Affairs: 53 FR 39229 - 39250 IO/06/X8 
Capital dClj uacy 

615 Funding and Fiscal Affairs: 53 FR 40033 - 40049 IO/ 13/RS 
Capita l dequacy Re lated 

624 Regulalory ccounting Practice!. 	 53 FR 40049 - 4005 I 10/13/88 

611,612. Organization: Mergers/Consol idat ions 53 5038 I - SO-l-OO 12/15/RR 
618,620 
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Federal Land Bank of Ja(:ks()n Placed in Receivership 

The F deral Land Bank of 
lad,son and the Fede ral Land 
Bank Asso(; iation of Jackson 
with ilS 90 se rv ice centers in 
Alabama . Louisiana. and 
Mississ ippi were simultan· 
eous ly closed at 4 :30 p.m. 
(CDT), May 20. 1988, fo llow­
ing the appoin tme nt by the 
Fann Cred it Admin istrat ion 
Board of REW Ent rp ri se~. 

Inc .. as rece iver. T he clos ing 
was undertaken by more than 
350 staff members of the Fann 
Credit Administ ration, the 
Federal Deposi t Ins urance 
Corporation (FDIC). and the 
receiver. The assistance of the 
FDI . W;l<; gained throu gh a 
contractual arrangement. 

Financial Cunditiun 'ritical 

he bank and associat ion had 
experienced criti cal credit and 
financial problems beginning 
early in 1986. The bank 
in itia lly r ported its insolvency 
on D cember 3 I, 1986, but 
contin ued operat ions by using 
r gulatory accounting prac tices 
authori zed by the Farm Cred it 
Act Amendments of J9i\6. The 
bank had rece ived ini tial 
fi nancial assi 'lance from the 
Fann rcclit System Capita l 
Corporati n and later rece ived 
interim a s s i ~ tance from the 
Farm Credit System Financial 
Assistance Corporation as 
authoriL.t:d by the Paml Credit 
System Ass istance Board. 

In December 198 7, the bank 
ceased the retireme nt of 
bon'ower-owned capital stock 
and ~topped accept ing appl ica­
ti ons for ne w loans. Prior to the 
closing, it was losing approxi­
mate ly $6.0 mil lion a month. 
Loan vo lume had dropped by 
almost hal!, from $ .2 bil lion in 
1984 to $ 1.7 billion in 1987 . At 
the time of the closing. the bank 
and association had total ~ sets 
of slightly more than $1.9 
bill ion and were serving some 
18.500 borrowers in the three 
states. 

Financial t\~si~tance Dcnil'd, 
Kcceher ppoinled 

The Farm Credit System Assis­
tane Board rejected a request 
for further ass istance in May 
1988 and then requested the 
Farm Credit Administration 
Board to appoi nt a receiver. 
Thereafte r, fo llowi ng a determi­
nation that grounds for the 
appointment of a rece iver 
ex isted . in a cordance with 
I} .S.c. 218 , the PCA Board 
,Ippoimed a recei er and placed 
the institu tions in liq uidati on. 

Pursuant to the FeA order. the 
rece iver took possession of the 
asseLs of both institutions for 
the purpose of liquidating those 
assets, payi ng their cred itors. 
and wi nding up thei r busin ss 
affa irs. The FCA fur h r 
di rec ted the receiver to offer the 
loan assets to other Falm Credit 
System insti tu tions before 
aLtem pti n<J to sell th se assets 10 

olhers . Mean whi le, the FCA 
appro d temporary ~ rvi cing 
agreements betwe n the 
recc i ver and the Fann Cr dit 
Banks of Colum bia and Texas 
to restore long-term agricultu ral 
real estate cred it ~e rv i ces to the 
t rritory . 



Loan Assets Sold 

To facilitate the sale of assets, 
the receiver allowed Faml 

redit Sy .. tem inst itutions to 
review relevant data regarding 
the assets from July 5. 19118, to 
October 4, J988 . This made it 
possible for the interested 
institutions to make a more 
infomled evaluation of Lhe 
a~set~ before formulat ing lheir 
resp Cl ive bid." 

On October 31. 19X8, the 
receiver delivered to the inter­
ested institutions of lhe Fann 
Credit System un offering of 
loan asset for !>ule com prised 
of more than [8,000 loan~ with 
balances totaling in excess of 
$ 1.4 bil lion. This offering 
represented more than 75 per­
cent of all assets of the receiv­
ership, On December 7. 1988, 
three offerl> were delivered to 
the receiver. The rece iver 
analyzed the hids and submitted 
iu.. recommendation to the F A 
for approva l. The FCA board 
,ma lyzcd the receiver's recom­
mendation based on separate 
a.na1y~is by FCA staff. 

At its meeting on December 21. 
1981<, the FC'A Board approved 
the receiver ' ~ recommendation 
that the bId offered by the Farm 
Credit Bank of Texa~ be 
,I(,' cpted. Coincidental to that 
acceptance. the FCA Board 
upproved an anlendmenl tl) the 
charter of the Farm Credit Bank.. 
of Texa<; to include the a.uthur­
ity to prOVIde lOn<1-teml credit 
service in the states of 
Alabama. L()ui~iana, and 
Mjs~is~ippi. The actual tran~fer 
of the~e loan asscL'i Wa!; 

l:ond uded in carl y I 9!N . 
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Examination ctivitiest 

The O ffi ce of Examinat ion 
consi IS of th Ch ief Exam­
ine r 's Office and fiv uivision 
offices . T he agency ' s head­
qUllrters in Mclean. Va .. houses 
the Chief Exam iner's Office, 
the Special Examinati n Div i­
sion (SED), and the ort hcast 
Reg ional Office. 

The SED is primari ly respon­
sible for the exami nation o f the 
Fann C redit System 's se rvi ce 
organ izations, which incl ud 
the Federal Fam1 redit Banks 
Funding Corporati on , the Farm 
Credit Corporation of America , 
and the Farm Credit Leas ing 
Serv ices Corporat ion. In 
add ition, the SED is respo nsible 
for the examination of the Farm 
C red it. ystem Financial 
Assi 'rance Corporat ion and the 

edera l Agricu ltura l Mortgage 
Corporation. both of which 
were c reated as federa lly 
chartered instrumentalities of 
the Un ited States and institu­
tions of the Farm Credit System 
pursuant to the Ag ricultu ral 
Credit Act of 1987. T he SED 
conducted an examination of 
the ass ist nce corporation 
during 1988 and has scheduled 
an examination of the mortgage 
corporation in 1989. The SED 
al so pr vides support functions 
for t he Office f Exami nation. 

The ortheast Regiona l Office 
is responsible fo r the examina­
tion of Faml Credi t System 
instituti ons in the Springfield, 
Baltimore, and Lou isvi lle Farm 
Credi t District>. 

The o ther three divisions 
consist of the Sou thea t 
Regiona l ffice in Marie tt a, 
Ga., which exam ines institu­
tions in the Colum bia, Jackson, 
and Texas d ist ri c ts; the Cen tral 
Reg ional Office in SI. Louis, 
Mo., which xamin s institu­
tions in the St. Louis, Omaha. 
and Wic hi ta districts ' and the 
Weste rn Regional Of Ice in 
Bloomi nglOn, Minn., which 
examines institut ion in the 
SI. Paul, Spokane, and Sacra­
menlo di tricts . 

Other Regulator) Acti\ities 

1n addition to examining a ll 
system institut ions, O ffice of 
Exami nation staff participa ted 
in a num ber of othe r acti ities 
during 1988 resulting from the 
Agricu ltural C redit Act of 1987. 

igni ficant staff resources were 
dev oted to analyzi ng and 
eval uating the qua lity of the 
re411ired fi nancial d isc losure 
information prov ided stock­
holders of sys tem inst itution '> 
rel ati ve to 67 merger req ues ts 
received by the agency during 
the year. Cons iderable staff 
time was al so req uired to draft 
new regula tions and re i 'e 
ex isting regul ations--activities 
that were neces. ita ted by the 
s tatute . 

C hanges and addi tions to the 
FCA Examinat ion Manual were 
also necessary because of the 
new legislation and regulations. 
Conside rable w rk was done to 
provide improved guidance in 
examination techniq ues, finan­
c ial anal s is, investment 
securities management, wire 
transfers, and evaluat ing 
compl ian e with consumer 
regulat io ns . 

I J 



A comprehensive tra ini ng 
program was estab li~hed in 
1987 to prepare examiners for 
commiss ioning and prov ide 
con tinuing professional 
development . Extens ive 
trai ning wus provided in 1988. 
and the development of the 
FCA cxam in r commissioni ng 
test will be completed in 1989. 
Four t st dates have been 
establi shed and testing will 
occur during the first six 
months of the year. 

Approximately one- half of the 
pro re~siona I examination staff 
was temp rari ly assigned to the 
closing of the Federal Land 
Bank and Federal Land Bank 
As~ocia[ion of Jackson . Staff 
support continued afl r the 
closing to aid the receiver in the 
disposit ion of the instituti ons' 
affairs and to establish an 
interim agreement to provid~ 
credi t serv i ce~ t borrowers in 
the terri tory . 

('(lmpulel'" . 'et" orkjn~ 

A network of direct computer 
communication was e ·lJblished 
between FCA ht:adq llarters in 
Mclean, Va. , and all field 
offices during L 988. The 
computer net work allows all 
FCA offices to access manage­
ment infornlation data cmd data 
bases on system institution 
financ ial rep rts and loan 
portfolios. 

The loan informati n sys tem 
descri be. each loan and 
loan- related asset of the institu­
tions. The system is used 
primarily as <In examination 
support tool to faci litate exami­
nation phmning and improve 
productivi ty in the exami nat ion 
process . The system al so pro­
vides loan details that allow for 
numerous comparisons and/or 
special studies segregated by 
district, a .. ociation. serv ice 
cenler. and main account num­
be r. Financia l reports, based on 
call re porls, provide informa­
tion on each system institution , 
inclu di ng comprehensi w fi nan­
cial and loan performance infor­
matio n. The management 
infomlation capabi lities in tude 
the abi!it to track examination 
scheduling and staffi ng alloca­
tion and project staffin needs 
based on historical information, 
both of whi h are part of the 
Office f E amination 's 
strategic planning process 
developed in !9R8 . Other 
capabilit ies incl ude electronic 
mail, word processing. and 
sharin g of prec~dent ial docu­
ments. 

Recruiting <lnd Stallinn 

The FCA's college recruitment 
program, whIch began in 1986. 
was successfu l in 1987 and 
again in 1988. The candidatt:s 
interv iewed were high cali ber 
students and the acceptance rate 
of offers extended Willi high . 

One positi ve influencc in 
attracting good examiner~ is Ihe 
FCA examiner commiss ioning 
program. The purpose of the 
program is to dev .Iop and 
mainla in a ~tall of thoroughly 

competent, commissioned 
examiners and ( 0 encourage and 
provi de training, development, 
and equal opportunity for all 
FCA e aminers to become 
commissioned. The program 
includ s three to fou r years of 
on- the-job and fonnul training, 
culminating in a week-long oral 
and written examination. Most 
of the formal training ha . be n 
dev loped and i ' instruc ted by 
FCA staff to achieve ma>-il11 l1rn 
rell: anc to the job and be cost 
fficient. 

Although a t remendou~ amou nt 
of ,taff resources was de oted 
to other than direct examination 
wor],. , the office r mained 
withi n its ceiling of 382 full­
ti me employees as approved by 
the FCA Board. On Decem­
ber 3 1, 19~8, the work force of 
the offie was compos d of 363 
fu ll- time anel I I part- time 
employees . 

Stalling LC\l~b U) Regiun 
and at McLean Headquarter 
December 31, 198R 

Fulf- Parl­
OrriJ.:e lime lime 

McLean 21 

orthl:a~t Region 68 

Southeast Region 83 

Central Region 96 

Western Region 95 2 

I :' 

2 

3 
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Regioll Regional Oflicc:-. Field Ofticc~ 

Jleadq uarters McLean, Va. 

Northeast Region McLean. Va. Albany, .Y. 
Lou isvi lle. Ky. 

Marietta. Ga. Dallas. Texas 

Central Region SI. Loui s, Mo. 	 Omaha, cb. 
Oklahom.t City , Ok la . 
Denv r. Colo.'" 

Western Region Bloomington. Minn. Spokane. Wa h. 
Sacramento, Cal L 

"The Office of Examinat ion opened a branch offi ce in D.:nver. Colorado. in 
1988. It is affilia ted with the Ok lahoma City Fie ld Offic e and responsible 
fo r the exam ination of inst itutions in the Wichita di ~t r i c l. The branch office 
afford' the Wichita tcam increased travel amI resource e Friciency in 
conduc ting certain examinations in the Ji ~lr ict and also lends ilse lf to more 
efficient .:xamination ot the Nati onal Ban k for Coopcru t i ve~ , which ha~ its 
hcaJlJuartc rs in Denve r. 

Rating Farm Credil ",,,,,tern 
Instilu LillO" 

Upon complet ion of each 
examinati on r a Farnl Cred it 
System i n~ t i t ut ion , and at other 
times a'j deemed appropri ate. 
the ag ncy a'~ ign . a rating to 
the inst itllti on. The rating is 
based on a modified version of 
the niform Financ ial Insti tu­
tion. Rati ng System. It is 
called the F A Ra ting: System 
and ral ·s instit ut ion, on a ~ca l e 

of I to 5 in descending order. 
The relevant factors considered 
in giv ing a rating are apital 
adequacy, asset qua lity. qual ity 
and quantity of earnings. 
liquid ity , amt management 
resu lt'; in al l operational area, 
with in the inst it ution . 

FolI o illg are the ra ting!) of 296 
i nsL i t ulion ~ examined . 

FCA Number or 
Rating Jn~titlltion.., 

10 

2 	 93 

3 	 59 

4 	 67 

5 	 67 



Enforcement and Supervision 

On Decemher 30. 1988, 
Marvin R. Duncan, acting 
chaimlan and chief execut ive 
officer of the Farm Credit 
Administration. announced an 
intcmal reorganization 10 

improve the efficiency of 
operations within the agency. 
An Offi ce of Regu latory 
Enlo rcemeot was created, 
composed of an Enforcemen t 
Div ision and a Spec ial Proj cts 
Divis i n. The Enforcement 
Division staff wi ll be that of the 
former Supervision Division of 
the Office of Allalys i ~ and 
Supervis ion. The Special 
Projects Division, among olher 
thi ngs, will handle liquidations . 
The Office of Fi nanc ial 
Analysis and Superv ision was 
renamed the Office of Financial 
An alysis . The former organ iza­
tional slru ture was in place at 
the end of the year becau~e the 
reorganizat ion did not take; 
effect unt il January I, 1989. 

Supenis()r~ Obj cthes 

Duri ng 1988, the upcrv ision 
Div ision was the focal point for 
all the agency's enforcement 
activities for institutions requir­
ing more than n )rmal supcrvi ­
~ory attention . The divis ion has 
two basic objective . . 

1. 	To apply consistent and 
effective enforcement 
actions to any insti tution that 
demonstrates instabi l ity or 
whose cond ition poses a 
threat to lh institution or the 
Farm Credit Sy~tem. 

2. 	 To cause problem ins ti tu­
tions to be rehabil itated 
through prompt and effec tive 
enforcement actions. 

Both of these object ives are 
designed to ensure that the 
institutions operate within 
statutory and regulatory 
re4u i rcment~ and uti lize safe 
and sound banking practices. 
Enforcement actions, however. 
are taken only at the direction 
of the Fam Credit Admin istra­
tion Board. 

Enfun·tmcnl clium TaKen 

During (he year ended Decem­
ber 31, 1988. the agency 
executed 4S enforcement 
documents wit h sy~tern banks 
ilnd associatiolll> . Twenty- five 
were cease and desist orders 
and _0 were agreement'>. These 
enforcemeI1I documents 
covered $25.0 bill ion of the 
sys tem'~ assets, nearly hal f the 
system' <; total loans and 
loan- related aSl>ct~. 

The agency also placed '\upervi ­
sory onditionli on 27 proposed 
mergers . The conditions of 
merger were nece 'sury because 
in each case one or more of the 
merging institutions was 
operating under an existing 
enforcement document. 

[-<ollow ing are three examples of 
enforcement ac ti ons taken by 
the FCA during 1988 . 

The firs t involved a districtwide 
Production Credit Association 
PCA ). An examination l.!is­

closed that the PCA was in 
'rilical tinallcial condition with 
u n~atisfactory levels of capital, 
eamings, and liquidity. Exces~ 

sive leve ls of adversely tla~~i ­

fied loans anl.! noneaming asset~ 
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were identi fied . Cred it admin­
istration was seriously weak , 
with deficienci e:" in the ga ther­
ing. verification, and analysis of 
cred it and col late ral inforn1a­
lion. A lso. loan se rv ic ing was 
inadeq uate or nonexisten t. The 
P A 's in ternal credit rev iew 
program was unrel iable . with 
incorrect loan class ifications 
and assessments of risk. Addi ­
tionally ' the PCA's process fo r 
determining its allowance for 
loan losses was fla wed and the 
amount of ~pec ifi c rese rves on 
individual assets was inadequate. 

A cease and desist o rder wa 
issued that required the PCA to: 

• Establi h a 3-yl:ar business 
plan to restore financial 
viability; 

• Im plement a program 
des igned to improve the 
qual ity of its adver'c ly 
class ified assets and to 
elimi nate no nearning assets; 

• Correct credit 	ad mi ni strat ion 
de ficiencies ane! estab li sh 
proced ures to prevent fu ture 
defic ie ncies: 

• De velop and impl 	ment a 
comprehens ive and rel iable 
internal credit r~view pro­
gram; and 

• Correct the deficiencies in the 
process for determini ng the 
allowance and increase lhe 
amount of spec ific reserves on 
certa in loans. 

T he .- ccond example of an 
enfo rcement act ion invo lved a 
Farm Credi t Bank (FCB). T he 
FCB resul ted from the merger 
of the Federal Intermediate 
C redit Bank and Federal Land 
Bank in the district as mandated 
by the Agric ultural C redit Ac t 
of 1987. Both ins titut ions had 
been ope rating under enforce­
ment documents. An exam ina­
tion showed that weaknesses 
were ev ide nt in the ban k" 
proced ures for mon itoring its 
financial manageme nt and 
bus iness plan. The bank' ., asse t 
qu al ity remained unsatisfac tory, 
even though some improvement 
was noted. Weaknesses con­
ti nued to exist in the bank's 
admi ni strat ion of cr d it and 
, cr icing o f past due loans. 
The bank's new ioan account­
ing and management info n11a ­
tion system had not performed 
up to expectations . These 
weaknesses notwithstanding, 
the bank had made impro e­
ments in its prior approval loan 
program, the ad ministrat ion of 
its "cHher fi nancing institu tion" 
loan program , the in ternal credit 
rev ie w funct ion, the internal 
audit program , and in its 
accounting for acq uired 
property. 

An agreement was executed 
be tween the bank's board of 
directors and the age ncy that 
required the bank to: 

• De 	c lop and implemen t ade­
qua t procdu res ror mOlli tor­
ing the bank ' s financial man­
agement and business plan; 

• Deve lop a plan to impro ve the 
q ua lity of the bank' , assets; 

• Correct de fi cienc ies in the 
ad mi nistration of credit and 
improve Ihe servicing of past 
due loan account .; and 

• Develop a plan f r the correc ­
tion of deficienc ies ill the 
bank '" loan accountrng and 
management infomlation 
system. 

The th ird example involved the 
supervisory cond itions of 
me rge r il>sued by the agc nc to 
27 in.-titutions proposing 
mergers . These were issued 
because one or more of the 
merging i n~titulion$ W ,l ' 

ope ra ti ng under an existing 
enforcement document. In 
order 10 mai ntain conti nu ity of 
supervis ion regarding the 
problems existing in individual 
merg ing institutions, the agency 
issued supervisory conditions of 
merger to the con tinu ing ent ity 
to ensure the problems of 
m~ rging insti lu tions would be 
addressed by the continuing 
ent ity. T he propos d me rgers 
res ulted from. fo r ex ample. the 
merger of the Federal Land 
Bank and Federa l ln te rm diat 
Credit Bank in each Faml 
Credit District, severa.l adjoin ­
ing PCAs Iecting to merge, 
and fnim PCAs and Federal 
Land Bank Associations sharing 
predominan tl the same terril · 
tory bei ng all owed to merge 
under the statut and form Agri­
cu ltural Cred it A~soc iation s . 

As prev iously mention ·d. l)lhcr 
enfor ement ac tions the agency 
has at its disposal are temporary 
ccase and desist order', the 
Ie ying o f civil money penal · 
tics, the su p nsion or removal 
o f office rs and directors, and 
the plac ing of an institu tion in 
c nservatorsh ip or rece ivership. 
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Pending Litigation 

t the b g inni ng of 19R8, there 
were 21 pending lawsui ts 
involving the Farm C red it 
Ad mini stration with regard to 
the authority o f the Fann C red it 
System Capita l Corporat ion , 
wh ich was created by the Farm 
Credit Amendments Act of 
1985, FC A's capita l corporati on 
regul ations, and FeA 's Capital 
Di rective No. I. These suits 
generally sought t ) prevent the 
transfer of fu nds from finan ­
cially stronger in. titutions to 
those in need of financ ia l 
ass istance . A ll but one of the 
suits were d ismiss d with 
enactment of the Agricultu ra l 
Cred it Act o f 1987, wh ich 
di ssolved the capi tal corpora­
ti on and re:' ulted in the rec ision 
of the assessment regu lati ons . 
(Sec th 1987 Annual Report of 
the Farm C redit Admin istration 
for more infonnation on the 
Agricultural C redit Ac t of 1987.) 

Followi ng are some of the 
remai ning lawsuits as of Dec­
ember 31, 1988, involving the 
Farm Credit dmi ni stration. 
Cases are alphabetically 
arranged in groups accordi ng to 
issue, and each listing includes 
the case number and courl 
where the su it was filed . 

Amarillu Pruducliun l redit 
r\ssm:iatiun \, F( 'A 

o. CA-5-X6-0t)x' 

U.S. District Court for the 
orthem Distri ct of re xal> , 

Lubbock Division. Plaint iff 
seeks review of the FCA' . 
den ial of the assoc iation ' s 
request to li quidate and reor­
gan ize as an independent 
agric ultura l credi t corporation. 

T he following three law 'ui ts 
challenge the constitutionality 
of the one- time stock purchase 
required by provis ions of the 
Agricultural redi t ct of 1987 
to stablish the Farm C redit 
System Financi al Assi ·tance 
Corporation T rust Fund and the 
im position of civil money 
pe nalt ies for violation of the 
one imc stoc k purchase sta tute. 
T he three lawsu its have been 
consolidated for tria l. 

( 'hattanooga J>ruducliCln 
Credit As ucialion. et al. \. 
F 'A and Farm Credit . ystcm 
Financial AS'iblance 
•nrpClral iUD, 

o. XR-05X4. 

U.S. Distric t Court for the 
District of Columbia. 

(, 'nlurado Spring' Production 
('redit A.,sudution, et al. h 

F( ', anti tb~ Farm . rcdit 
S~'tcm Financial A,sj"tanct' 
Curporation. 
l ' 0. HIW157~. 

U. S. Di !Tict Court for the 
Distr ict of Columbia 

• ike tlln Pr()ductiun Credit 
Associatioll. ct al. ,. Fe ' \ 
and thl' Farm (redit S)stem 
Finundal h!>.i'itann' 
Curpnrali()n, 

n. XR-IlS1B. 

U.S . District Court for the 
District of Columbia 
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The following four lawsuits 
address borrower rights is. ues. 

l.cckhaml. ~t al. ~ . . ayillr. cl al. 
C\ .'-8~1('7 . 

U.S. District Court for Minne­
sota. The lawsuit chal lenges 
provisions of the Agricultural 
Credit Ac t of 1987 dea ling wi th 
borrower rights and right of first 
refusa l. 

Kul'llcnderfer Farm". lnc. \ . 
FCA. cl al . 
• (I . ( '86--4X I O. . 

lJ .S. Di lrict Court for the 
onhem District of OhIO. 

Eastern Division. The su it 
challenges the FCA ' ~ alleged 
fa ilure to issue borrower rights 
regu lations. 

Il.L. Riche &' ,'011. Inc., 
~t al. v. I 1anning cl al. 
AdH'r'iuQ o. ~8--{)501 

U.S. Bankruptcy Court, Oregon. 
The sui t claims a violat ion of 
borrower righ ts statute . . 

\\) ell . \ . Duncan, cl al. 
('i\. I ' 0 . ' IV HX 22tH P. 

U.S . District Court for 
Okl homa. The uit daims a 
violation of borrower rights 
statu tes . 



Farm Credit Administration Budgec 

For budgetary purposes. the 
Faml Credi t Administration 
operates on a fiscal year 
beginnin T on October I and 
ending on September 30. The 
FCA 's budgetary pr cess is set 
forth in the Faml redit Act of 
1971. as amended. ection 5.15 
of the Act req ui res lhat prior to 
the rirst day of each fiscal year. 
the Faml Credit Adminis tration 
shall determine: 

• The cost of administering the 
Act for the subsequem fiscal 
year. including expen. es for 
official functions; 

• The amount of asst:ssmcnts 
that will be required to pay 
such adm inistrative expenses, 
taking in to cons ideration the 
funds comained in the Faml 
Credi t Administration Admin­
istrati e Expense Account, 
and maintain a necessary 
reserve; and 

• The amount of expenses that 
wi ll be required to pa the 
costs of supervising and exam­
ining the Federal Agri cultural 
Mortgage orporalion . 

On the basis of the determina­
tions made. the Faml Credit 
Administration ).hal!: 

• Apponion the amount of the 
assessments among Faml 
Credi t System inslitution~ on 
a bll,is that is determined 10 

be equitable by the Farm 
Credit Admini"tration; 

• Assess and collect such 
apport ioned amounlS from 
time to time duri ng the fiscal 
year: and 

• Asse!>s and coIlect from the 
Federal Agricultural Mongage 
Corporatio n from ti me t time 
Juring the fiscal year the 
amount detemli ned necessary . 

The amounts collected are 
depo 'jted in the Farm Credit 
Administration Administrative 
Expense ccount and are 
mainta ined by the .S. Trea­
sury. The fund ' contained in 
the expense account shall be 
available without regard to the 
Balanced Budgel and Emer­
gen y Defici t Control Act of 
1985 or any otller law to pay 
the xp nses of the Farm Credil 
Administration. The fLlnd ' 
contained in the expense 
accoLln t shall not be construed 
to be Federal Government 
funds or aprr priated moneys. 
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Farm Credit .\dmini ... tration 
Admini..trali e li:xp 'n l' 

(Doll ar amou nts in thousand!)) 

Objet'! Class 
FY II)XX 

ACILIal 
FY I l)X9 

blimaled 

Personnel Compensation 
Ful l-time Pennanent 
Other Personnel Compensation 
Per<;onnel Benefi t!'. 

$ 18 .1)75 
659 
328 

$21 .230 
721 
478 

Total Personnel Compensation 19.962 22,429 

Travel and Transpol1alion of Persons 4.205 3,R56 

Transporation of Things 345 114 


ti li lies, and Other Rent 1,260 923 

Printing and Reprod uction 227 184 

Other Services 2.2XX 2,0 17 

upplies and Materiab 583 5 11 

quipment 901 284 

Tota l Obligation. $33.492 $34,983 
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Financial A.-si. tance IU the Farm ' redit Sy:lem* 

Th~ aml Credit System 
Assistance Board. as lIuthorized 
by the Agricultural Credi t Act 
of 1987, was chartered on 
January 12, 1988. Its purpose is 
to provide financ ial assistance 
to troubled Fann Credit System 
insti tutions, hel p res t re them 10 

economic viabil ity, and pennit 
th m t prov ide credi t at 
reasonable and competit ive 
rates . It als authorizes the 
redemption at par va lue of 
b rrower-owned stock of 
i n),l i t ution~ in liquidation, thus 
protecLing s[oc"ho lder~ from 
loss . 

Bond Sales 1 otal '(,'JU l\1i11ion 

The money to aid troubled insti­
tutions and protect borrower 
stock comes from the sale by 
the Farm Credi t System 
Financial Ass istance Corpora­
tion of I)- year bonds ouamn­
teed by the U.S. Treasury. The 
assistance corporation was 
chartered on ] alluury 12. 1985. 
Inte re st on these bonds is paid 
by the Treasury for the first live 
years, hal f by the Treasury and 
half by the system for the 
second we years, and entir Jy 
by the system for the third five 
y ars. After the end of the 
I5-year period, principal and 
interest previously paid by the 
Trea ury is due and payable by 
the assisted instiLUlions. 

The tirs{ 15-year bonds totaling 
$450 mill ion were delivered 
July 22, 1988. They were non­
ca ll able , carried a coupon of 
9.375 percent. and were priced 
at 99.50 for a ~pread o f 32 hasis 
point~ over similar Tr a~ ury 
securities to yie ld 9.44 percent. 

The second and las t sale of the 
year occurred in November 
19RR. This sale consisted of 
$240 million in 15- year bonds 
de livered on November 23, 
which wi ll be callable after 10 
years. The coupon rate was 
9.45 percent. They were priced 
at par for 36.5 basis points 
above similar Treasury issues 
plus 9 ba!o,is points for the call 
feature, effecti e ly yielding 
9.47 percent 

Stock Purchase Heing 
( ' hallenged 

The 1987 Act requi red system 
institution' to make a one-lime 
purchase or stock in th 
ass is tance corporation. Th is 
stock purchase capital ized the 
assistance corporation and 
funded th legislativcJy 
mandated Financial Assistance 
Corporation Tru~ l Funu to be 
held in reserve for m.e if the 
system fails LO meet its deht 
obligations. he tOlal amount 
of stock purchased was 
approximately $1 77 mill ion . 
System banb w re required to 
pu rchase "lock in <Ul amount 
equal to their unaJIocated 
retluned earn ings that t:xceeded 
:') percent of Ihei r a~<;ets on 
December 31. 1996. As-;oci.l­
lions wcre required to pu rchase 
slock in an amount elJua l to 
their unallocated retained 
earni ngs that exceeded 13 per­
cen t of their assels on Decem­
ber 3 I, 19R6. Lit igation by 
several associations challenging 
Lhis one-time stock purchase is 
pending. 
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Cunditi(ln, III Recehing 
Assi. lance 

A system institution rece ives 
assistance only after being cert i­
fied as eligible by the assistance 
board. Once certified, the in~ti ­
tution issue preferred ' tock in 
an amount authorized by the 
as~ i stance board and which is 
pu rchased by the assistlmce cor­
poration using the proceeds 
from the sale of the 15-year 
bonds. 

An institu tion may apply to the 
assistance board for certifica­
tion to issue prererred stock and 
receive fi nancial assistance 
when the book va lue of its ~tock 
is less than par und r generally 
accepted account ing principles. 
An imaitution must, however. 
apply for certification if the 
book value of its stock falls 
be low 75 percent of par. 

Before approv ing financial 
as istance , the ass isnmce board 
conside rs the ability of the 
instituLion 's board and manage ­
ment to take the steps necessary 
for the institution to regain 
long- term fi nancial viability. 
The applicanr institution must 
submit a realistic busines~ plan 
and recovery plan with the full 
support f its dir ctorate and 
management. This plan mus t 
inc lude act ions aimed at 

reducing noneaming as. cts, 
operating, and fundi ng costs; 
adhering to .;ound, prudent 
lending and management 
practices; and offering 
competitive and innovati ve 
lending products and services. 
Any assistance provided is then 
tai lored to the fi nan 'inl and 
operational problems of the 
institut ion and is des igned to 
achieve long- term financial 
viability in conj unction wi th 
prudent board and ma nagement 
pract ices. 

Institutions Certified During 
lW!8 

During the year ended 
De ember 31 . 198R, the 
ass istance board certi fi d the 
folio ing institutions for 
financial assistance. 

• The Federal Land Bank of 
Jackson was granted approx i­
mately $37 million in interim 
as~ i stance to provide collateral 
and otherwise as:-ist in 
meeti ng the maturing debt 
obligations ror which it was 
primari ly liable. The assis­
tance board req uested the 
Fann Credit Adm inistration to 
place the bank in receive r~hip 

as no acceptable plan to 
restore financ ial viabil ity was 
devctopcd. Ass istance was 
also granted to retire 
borrower-owned stock at par . 

• The Farm Credi t Bank of 
Louisville Will certified to 
issue up to $90 mill ion in 
preferred stock. primarily to 
reduce the cost of its ou tstand­
ing debt. 

• The Fam1 Credit Bank of 
Omaha was certitied to i'sue 
up to $ [ 10 million in preferred 
stock to implement its busi­
ness and recovery plan and to 
red u e the (;ost of its out tand­
ing debt. 

• The 	Fam1 Credit Bank of 
St. Paul was certified to issue 
up to $ 133 million in preferred 
stock to providc apital to the 
bank ,md di stressed associa ­
tions and to reduce fun ding 
(;osts through the r ,purchase 
of high-cos t debt. 

• Approximately $21 million in 
assistance was provided to 
receivers r r six Producti n 
Credit A!)sociation . in liquida­
tion in the Spokane and 
Omaha Farm Credit D istricts 
so lhey ould reti re 
borrower-owned stock at par 
value . 

The certification of the Fann 
redit Banks of Louisville, 

Omaha, ;lnu St. Paul also made 
lhc acquired propenic ,> of those 
banks elig ible for participation 
in the Fam1ers Home Adminis ­
tration demonstration project. 

,., 




Farm Credit S)sfcm Financial Assistance Corporatiun 
F\:pcnditure 
(Dollar amounts in mill ions) 

Third quarter 1986 capital preserv lion cash out'> $ 258 .4 
for Lou isville , St. Pau l. Omaha, and Jackson 

Pro ide Financial Assi~tance 370,6 

2,0 

Reti rement of Borrower-Owned Stock 2 1.0 

Naticmal Sptcial . ~el 

C(lundl Formed 

In accordance with the provi ­
sions of the 1987 Ac!. the 
assistance board established a 

ational SpeCial Asset Council 
to: 

• Monitor compliance by sys ­
tem lenders certified to issue 
preferred slock and by their 
special asset groups with cer­
tain statutury loan restruct:ur­
ing requirements, and 

Interest on Promissory otes Payable 	 0.6 

Discount on Fir~t Bond Sale 	 2,2 

Pr fundi ng 	 35,2 

Total 	 $ 690.0 

Terrilnrial 'hanges Snuj.!hl 

In Octob r 1988, the ass istance 
board gave preliminary, condi ­
tional approval for the Produc­
tion red it Associatlons of 
Albuquerque, Southern New 
Mex ico. and Eastern ew 
Mexico to be reas~igned fro m 
the Wichi ta Farm Credit 
District to the exa Farm 
Credit District. These requests, 
if approved by all necessary 
parties, wou ld pem1it thl: 
associations to transfer thei r 
luans to, and becc me a part of, 
the Texas District, pu r~uant to 
sec tion 4 3 of the 1987 Act. 
The Farm Credit Bank of Texas 
has approved the reques t. 

The as~i tance board' s tinal 
approval is conditioned on: 
(I) approval of the pro po ed 
reass ignments by the assoc ia ­
tions' stockholder~: (2) the 
absence of any material change 

in the fi nanc ial condition of the 
assoc iati ns, the Farm Credit 
Banks or Wichita and Texas , or 
other in~titutions in the Wichita 
District that would have an 
effect Oil lht: basis of the 
prelim inary approval: and 
(3) clearance of the 
associat ions' disclosure 
material with respect to the 
assi 'Lance board's pre lim inary 
approval. In addit ion to 
approval by the respt:cti ve 
stockholder" and the as istance 
board, the requests must also be 
approved by the Farm Credi t 
Adm inistration. 

Pet itions from several other 
association. to transfer their 
affil iations to adjoining districts 
have been recei ved by the FCA. 

• Rev iew a sampl 	 of determi ­
nations by each ~pecial a~ser 
group that di str ssed I ans 
will nOI be resLflICt:u red. 

An executive secretary carries 
out the administrative functions 
of the National Special Asset 
Counci I. manages its opera ­
tions. and acts a~ liaison 
between the council. special 
asset grou ps, cert ified institu ­
tions, and others invo lved in 
loan restructuring. 

In carrying oul it· responsibili­
ties. the council reviews the 
findingi; of FC eXami ners 
relating to the im plementation 
of loan restruc turing provi!>ions, 
The council also reviews 
monthly activity reports from 
the special ruise t groups , which 
detail the grollP~ ' decision~ on 
applications to restructure 
troubled loans. ubsequent ly, 
the council i nforl11~ the groups 
of any problems 10 their com­
pliance with t11e restructuring 
provjsion~ . 

., u lf"ornut iull contained in th i!. 
~ection was obtained Irom the 
Farm 'n:d it Sy~tem As~istam;e 

Boarti, 



Federal Agricultural Murtgage Curporation 

The AgriculTural Cr dit Ac t of 
1987 established the Federa l 
Agricul tural Mortgage Corpora­
tion (FAMe) as a federa ll y 
chartered insrrumentality of the 
United Stales and as a Farm 
Credit System i n~tilUtion. Its 
purpose i~ to fac il itate the 
development of a secondary 
market for agricu ltural real 
estate mortgage;; . The FAMC 
is to accomplish this act ion hy 
guaranteeing the payment of 
principal and interest in , or 
obligations backed by, pools of 
qualified loans. 

Simply .' tated , in thi s secondary 
market, qualified loans will b 
sold on a nonrecourse basis by 
loan original rs to certified 
agricultural market ing facili[ie~ 
called p()oler~. The poolers will 
package the loans into pools 
thaI serve as collateral for 
securities guaranteed by the 
FAMC and sold to Lhe inve~ting 
public. 

In addit ion to provid ing guaran­
tees, the FAMC has two other 
primary objcuives that are 
statulUrily mandated. It is to 
establish uniform redit under­
writing, security appraisal. and 
repayment standard!> for quali­
fied loans made by originators. 
It is also to detcmlinc the 
el igibility of certified fac ili ties 
10 contract with it or the pro-
vi ' ion of guarantees ror specific 
pools of lluulified loans. 

Interim Board . amed. Stock 
Issued. Permanent Buard 
Elections Sci 

On June 16, J988, the nme­
member interim board of 
dire tors of the FAMC 
appointed by Pres ident R nald 
Reagan was swom in by the 
Secretary of Agriculture . As 
required by rhe Agric llltural 
Credit Act of 1997, three 
mem ber. represented Faml 
Credi t Sy~tem inst itutions. three 
member~ repr'sented banks. 
other financ ial in. titutions or 
entities and insurance 
companies, two members 
represented famlers and 
ranchers, and one member 
represented the general pUblic . 

The interim board was r spon­
sib le for arranging Lhe FAMC's 
ini tia l capitaliLatlon and it com­
pleted Lhe initial public offeri ng 
of common stock in December 
19l'l8. rais ing more than $20 
million in capital. It will 
manage the FAMe's operations 
until Lhe FAMC'. permanent 
board firs t meets with a quorum 
present. 

The pcmlanent board will 
consist of 15 m'mbers, live 
elected by the Farm Credit 
System inst itutions that arc 
holders of Class B FAMC 
common stock . five elected by 
insurance ompanies, banks. or 
other financial insti tutions or 
ent it ies thaI are holders of Class 
!\. 'AMC common stock, ilnd 
five appoin ted by the Pres ident 
with the advice and consent of 
the .S. Senate. 



At yearend 198X. four of the 
five Prcsidemiilily-appointed 
pcmlanent board membe rs had 
been named and confinned by 
the Senate, and the fifth ~uch 
member received a recess 
appointme nt. These appointed 
members served at the pleasure 
of the Pres ident. The elect ion 
of rhe permanent board mem­
bers representing luxs A and 
Class B stockholder~ was 
~chedu led to occur at the 
FAMC's first an nllal meeting to 
be held in March 1989. 

Within 120 days after the elec ­
tion and appoin tment of its per­
manent board, the FAMC is 
requ ired to estab l i ~ h uniform 
underwriting secu ri ty appraisal 
and repayment standards for 
quali fied loans. It is expecled 
that the tirsl FAM -guaranteed 
securilie~ will he issued before 
the end of 1989. 

Alt hough the FAM . is a Farm 
rcdll System insti tution. it is 

nol liable for any debl or obli­
gation of any other Farm redil 

ystem institut ion. Conversely, 
Faml Credi t System inxtitu ­
tions. whether considered 
indi vidually or a~ a whole , will 
not be liable for any debt or 
obliaalion of the FAMC. 

. \ 



Fann Credit S. stem Restructuring 

The year 1988 was marked by 
organi zational change among 
the lend ing institutions of the 
Farm Cred it System in accor­
dance with provisions contained 
in the Agricu ltural Credit Act of 
1987, whic h was signed in to 
law January 6, 1988. 

The Federal Land Bank and 
Fede ral Intermediate Credit 
Bank in 1J of the J2 Falm 
C red it Di tricts merged on 
July 6. 1988. to become Farm 

red it Banks. The merger was 
required by statute . and the 
resulting Farm redit Banks 
have all the powers granted to , 
and are subject to all the obliga­
tions imposed on , their constitu ­
ent ins titut ions . The Federal 
Land Bank of Jackson (Missis­
sippi) was placed in receiver­
ship on May 20, 1988 , and did 
not merge with the Federal 
In termed iate Cred it Bank of 
Jackson . 

h'"ciutiun 1l'rgcr ' 
, ulUnlar) 

There was also considerable 
vol untary merger acti vity 
among Federal Land Bank 

ssoc iat ions (FLBAs) and 
Production Credit A 'sociation 
(P As). On January J, 1987. 
there ere 233 LBAs and 155 
peAs. During the year, 
stockholders in a number o f 
these assoc iations voted fnr 
mergers that reduced the 
num ber of associations to J54 
F BA~ and 94 PC s. Although 
the stock holder:s of the assoc ia­
tions voted to approve these 

mergers in 1988. the merg rs 
d id not become effec tiVe until 
January 1, 1989. In add ition. 
stockholders of 38 FLBAs and 
38 peAs serving substanlia lly 
the same territories voted for 
mergers that formed 33 Agri­
cultural Cr dit Assoc iations 
(ACAs). 

L(!ndin~ .\uthorif,\ I in l'cJ til 
Structure 

O n December 31 . 1988, there 
were II Fam1 Credi t Banks. 
Thes banks are authorized to 
make loans of fro m S to 40 
years secured by first mortgages 
on farm or ru ral real estate 
through Federa l Land Bartk 
Associations or provide the 
funds for such loans to Ao ricul ­
tural Credit Associations wh ich 
are the di rec t lenders . Loans 
may b made to farmers, 
ranchers, rural homeowners. 
commerc ial li shermen. and 
certai n farm- re lated businesses . 
Loans may not exceed 8S 
percent of the appmised market 
value f the reaJ estate securi ty 
or 97 percent if the loan is 
guaranteed by a governmental 
agency . Though the tatutory 
aut hority ex ists for Federal 
Land Bank Associat ion~ to 
become direct agric ul tural and 
ru ral r al sLate mortgage 
lenders. no such authority had 
been transferred as of Decem­
ber 1 1, 1988. Trans fer o f 
authority r yui res the approval 
of the Farm redit dministra· 
tion, the boards of directors 
of the Farm Cred it Bank and 
the Federal Land Bank Associ a­
tion. and a majority vote of 
the stoc kho lders of bo th 
ins tit uti ons. 



The Fann Credit Banks are abo '\!'!~ol'ia'i(Jn SI ructur . One assoc iation. the Amarillo 
authorized to provide shon- and I (Texas ) Production Credit Asso­
intemled iate-term loan fu nds to Oi\lIict FLBA PC;\ ACA ciation . is seeking approval t{) 
Production Credit A soc iations, liquidate. relinq ui~h its Fed ral 
Agricu ltura l Credit Assoc ia ­ Springfield 13 charter, and reorgan ize a:-, an 
l ion~, and other fina nc ing inSli­ Baltimore 18 independent agricultural credit 
tulions (OAs serving eligible 
borrowers. Generally speak ing . Columbia 20 

corporalion under state law. 

PCA~ may make loans wiLh Louisville 9 5 As provided in the statUle . a 
tem1S of up [Q 10 years (1 5 Jad.son 2 special committee has been 
years if the loan is made I 
c.:ommercial fishcnnen for SI. LOll is 21 4 

named to develop a proposa l 
by which the number of arm 

major capital cxpendiLur s). SI. Paul 26 23 Credit Districts. and hence 
PCAs are aUlhorized to make 
loans to fanners. ranchers. rural 

Omaha [ Fann Credit Banks. will be 
reduced to no fewer lhan six. 

homeowners. commercia l fish · Wichita 15 16 
ennen. and cenain fann-related Texas 44 23 
businesses. ACAs are all tho­
nzed to operate a~ direct Sacramento 16 [6 2 

Eleven Ranks ror 
Cuopcrali\e!. "ule III Meree 

lenders. ACAs have bOlh short­ Spokane I 2 
and long-Lenn lend ing author ity . Totab 154 94 33 Sto\:khold..::r.:; of J0 or the 12 

di~trict Banks for Cooperatives 
A~ indicated earlier. U1C Federa l and stockholders of the Central 
Land Bank of lackson is in Further adjustmcnt~ will occu r Bank for Cooperatives voted to 
receiv rship. The Federal in 19R9. incl ud ing po&siblc merge their institUlion into a 
Intem1ediatc redit Bank of rea~signmenL or associations \0 National Bank for Cooperat ives 
lachon conti nues to provide adjoining di~tricts. adjustment effective January I, 1989. The 
loan funds to PCA s and OFls in of association territories. and atiunal Bank for Cooperatives 
its territory. and the Farm additional acrions in associa­ has its headquarter~ in Denver. 
CrediL Bank of Texas ha~ been tions to combine Of as::. ume Colorado, with regional offices 
d1artercd to provide long-term direcllending authority . It is in the locations of its constitu­
-redi! in the territory fonnt:r1y possible that some of these ent banks . Stockholders of the 

<;erved by the Federal Land actions will ft:sult in nonexclu­ Springfield (Massachusetts) 
Bank of Jackson. sive territorial charter" and. Bank for Cooperatives, which 

thus, direct competition ncompasscs New England. 
A number of Farm Credit between or among associations. e\l, York. and ew Jersey. and 
Banks. Federal Land Bank If that happens. it is th policy the SI. Pau l (Minne ota) Bank 
Associations and Production of the 'ann Credit Admi ni stra­ for Cooperati e!.. which cover 

redit Associations under com­ tion Board that any affected Minnesota. Michigan, orth 
mon management. and Agricu l­ associations should be provided Dakota, and Wi~consin. vott:d 
tural Credit Association& do a reasonable period of time in to remain independent. 
busmess as Farm Credit 'ervice which to seek and complete the 
or Faml Credit Serv ice:- . proces~ 01 conven ing to Agri­ Each of the three Banks for 

cultural redit A~sociations Cooperatives is authoriLcd to 
before the implementation of make loans of all kinds to 
competitive credit services by el igible agricultural, aquatic. 
ass ciations Ih at have been and puhlic utility cooperative, 
given nonexclusive charters in in all 50 stales and Puerto Rico. 
thei r territory. 



Fundin~ the Farm Credit System 

The Faml Credi t Bunks, which 
for fun ling purposes include the 
Banks for Cooperatives, oblain 
the majority of the ir loan funds 
through the sale of securities 
through lhe Federal Farm Credit 
Banks Funding Corporation. 
The securities are Federal Farm 
Credi t Banks Conso lidated 
Systemwide Bonds and Federal 
Farm Credit Bank. Conso li­
dated Systemwide Notes. 

The funding of the Farm Credit 
Banks during the year ended 
Decem ber 31, 19118. wa' char­
acterized by a r d uct ion in their 
debt portfolio. a continued 
paydown of long-term Jebt, 
some reducti on 10 uverage 
costs, lower spreads over 
Trea ury issue~ of comparable 
malurity , and a greater use of 
term issues. In an effon to 
cont rol average costs. the Faml 
Credit Banks also continued to 
use discount notes on a larger 
sca le in the LOtal portfolio . 

The in plementa tion of the 
Agricultura l Credit Ac t of 19~7 
coincided with a significant 
recovery in the farm economy. 
growth in farm income, and a 
stabi lization of land val ues . 
These improvements in the 
cond iLion of U.S. agriculture 
and financia l assistance to the 
weaker in, {itution:; in the Farm 
Cn:dit System had a favorable 
effec t on (he system' !> financial 
perfomlanc:e . There was also 
an improved perc:eption of Farm 
Cn:dit Bank debt in The finan ­
c ial markets. which wall 
reflected in lower ~preads over 
Treasury securities. For 
example, the spread fo r the 
3-month bond-whi Ie varyi ng 
from mon th to month-fell from 
119.5 ba~i~ poims in January to 
a ll)w or 3 ba~is points at the 
end of the year. 

Though the spreads over 
T rea. ury i ~, ues declined in 
19l58, average rates paid on 
3-month and 6-month bonds :l. 
well as term issues actua ll y 
increased because average rates 
on Treasury securiti s were 
about 80-R5 bas is point~ higher 
{han in 1987. However, with 
the reduc tion in spreads and the 
greater use of di~count notes, 
average debt costs for the Farm 
Credit Banks declined 2 bas i., 
poinL", from 9.36 percent to 
9.34 percen t. Discount notes 
are used to improve portfolio 
liquidity, but they can abo be 
used to reduce funding o<;Ls . 
Whi le the shape of (he yie ld 
curve favored the use o f 
disc unt notes throughout most 
of the year. by the end of 1988. 
the occasional inversions of the 
yield curve were resulting in 
fundin g pena lties. 

As r 4ui red by the Agri cultural 
Credit Act of 1987. the Federal 
Land Bank and Federal Inter­
mediate Cred it Bank in I 1 of 
The 12 Faml Credit Di'itri L'> 
merged into Farm Credit Banks 
on July 6, 1988. The merger 
d id not o(.;cur in the Fifth Faml 
Credit District because the 
Federal Land Bank of Jackson 
wa~ placed in receivership on 
May 20, IY8R. Through lhe end 
o f 19118, the newly fomled 
Farm redit Banks partic ipated 
in issues of $8.1 billion in 
3-month bonds, $12.2 billion in 
6-month bonds, and $6.3 billion 
in new term bondll wi th matu­
rities of one to three years. 
Du ring 1988. the Bllilks for 

ooperatives partic ipated in 
i ss ue~ of $2.2 billion in 
3-month bonds, $2.6 billion in 
6-month bomb, and $1 .2 billion 
in term bonds with malUrities of 
one and two year~ . 

~l) 
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Joarm 'n'dit ' ) ~Il'," Dl'Il1 Out<;lundin~ anLl 
III Dcn mh~r . 1 

(Doll ar amounts in mill ions) 

FL 13/ J;1\: \..sOil 

FCB folC'B F1CB BC' Tota l ,' 
lYNX IYX7 lYNN lYNX IYN7 IYXN 19K7 

Bond. $33,762 $36,466 $358 $ 4,950 $3.864 $39,070 $40.501 
otes 6,859 7 , 191 18 6,211 5.596 14, 162 14,736 

Total Debt $40,621 $43,657 $376 $ 11. 16 1 $9,460 $53.232 54.736 

New Mone y (paydown) ($2,5 80) ($79) $1,70 I ( 1,504) 

Average Bond Cost 9.75% 10.20% ~t92% 8.96% 8.94% 9.64% 10.02% 
Average Note Cost 8. 52% 7.50% 7.47% 8.5 3% 7.50% 8.5 3% 7.48% 
A verage Debt C ost 9.54 % 10. 13 1'0 8 .85 % 8.72% 8.09% 9.34% 9.36% 

" Total s include discount notes and Faon Credit System Funding Reserve. 

ote: Table lakl'! s into considerat ion the merger of the Federal Land Banks and Federal Intennediate Credit Banks on 
July 6, 19R~. except for tho~e in Jackson . 

l t: 01 Sp~ 'iali/cd (·unding 

Farm Credit inst itut ions have 
expanded their usc of var iable 
rate loans , in tere. t rate swaps, 
and othe r specia lized fu nding 
and fin anci ng mechanisms to 
al ter the effective reprici ng 
charact ris tics of their funding 
sources. A I. 0, the inslitutions 
have atlempted to improve their 
nl: t interest income wh ile 
li miti ng exposu re to in terest 
ra te risk by adj usting the inter­
est rate and maturity mi x of 
their assets and liabi lities . 

Among the programs used in 
1988 were interna l debt 
trans fers. interes t ra te swaps, 
di rect placemen ts, debt reopen­
ings. debt repurch<e;es, and 
float ing rate no tes. Altogether, 
these speciali zed fundi ng pro­
grams amounted (0 $7.1 billion. 

The specia lized fun d ing pro­
g rams w re ini tialed t ) better 
m et the fun ding n cds o f the 
institut ions with res pect to 
ma tu rities and int res t rate 
s tructures. to achi eve a better 
matc h between assets and 
liab i Ii ties with respect to 
interesl fa te sensi tiv ity , and to 
provide pro tection against 
changing intere t rates fo r 
fut ure debt issues. As of 

December 3 1. 1988. Faml 
C redit insti tutions were gener­
all y asset sens itive since the 
I am; cou ld be repriced in 
advance of the borrowi ngs used 
to funLl the loans. Because lhe 
banks and association are 
subject to volatile interest rates 
and [he risks that arise from 
different repricing characteris­
ti cs of loan as<;eL and liabili­
lies, the use of !.pecia li l ed fund­
ing programs is expected to 
g row in the future . 

Il 



Cundition in the Farm , t:ctnr 

Agricultura l economic condi ­
tions have 'hown sub tantial 
improvement over the last few 
years. and thi s has been 
r fleeted in the repayment 
capacity of farm borrowers. 
Agricultural exports are on a 
more solid footing for growth. 
and domestic land values are 
better aligned with earnings. 
Among the key factors underly­
ing th posit ive changes in the 
farm sector are: large Govern­
ment payments emanating from 
the 1985 farm legislation , lower 
inflation and interest rates, 
more favorable U.S. exchange 
rates, impro ed economic 
condit ions abroad. and wcathcr­
related production shortfa lls in 
var ious nation ' which have 
reduced worldwide grain tocks. 
Prospects are fav rable for a 
continuation of these develop­
ments, though Federa l budget 
consideration~ wi ll likely cause 
farmers to be increas ingly de ­
pendent on the marketplace 
rather than th Government for 
income support. 

Id cd~ III' Ihe IlJ!<X IIrnu~hl 

The adverse effects of the 
drought plagued many individ­
ua l operators in the Midwest. 
whi le others prospered a ' a 
result of higher commodi ty 
prices a~sociated with reduce 
stocks. Meanwhile, severa l 
bill ions of dollars in farm 
program ~ ,\V in g. were chan­
neled into Government 
drought-rel ief efforts . 

Because of the drought , many 
farmers experienced sharply 
lower crop yield~ in 1988. The 
farm sector's net cash income. 
however. edged to a record $58 
bi llion. By drawing down crop 
inventorie . . the sector main­
tained its overall ability to 
service debt. An increa, e in 
crop price' combined with sales 
oUl of current production and 
inventories more than offset 
lower yields to raise crop 
marketing receipts by nearly 
15 percen t. Many operat rs in 
drought- stricken areas were 
able to mitigate losses via a 
combination of crop insurance, 
drought assistance. and the sale 
of prev;ously accumulated 
SlOcks . 

Alt hough the drought greatly 
improved inventory structures 
for major grain crops and 
soybeans, the livestock sector 
had t cont nd with risin 
expenses. particularly for feed 
ingredients and forage . A 
record high level of per I:apita 
meat supplies put some down ­
ward pres~ure on hog and 
poul try prices. A~ a result, pork 
producer:.. saw their feed 
margins largely evaporate, 
while broiler margins narrowed 
but remained PO 'ilive. 

(;m l'rllm~nt PH) ments 
'mJlurlllnt ,- aelur 

Direct GovcrnmcnL payment~ 
continued to playa significant 
mit: in the financial stabi lity of 
the farm sector In 1988, with 
IOtal outlays approaching thc 
record of $16.8 billion regis­
tered in 1987. Government 
payment<;. excluding net 
Commodity Credit Corporation 



loans. comprised about 8 pe r­
cen t of gro::.s cash income in 
1988 and slightly more than 
10 percent in 1987. This com ­
pares wi th an a erage of abou t 
o percent from I \:184 to 1986. 
Higher crop prices led to signif­
ica nt savi ngs in deficiency 
payments in 1988 . bu t a good 
portion or those !>av ings was 
redirec\t:d to as: i!>l fa rme rs who 
had crop loss s du to the 
drought. 

Farm Sedur Balance Shed 
I mpru\ e~ 

Last Yl:ar mark 'J the second 
straight y ar of improvement in 
the balance sheet of the farm 
sec tor. With an est imated rise 
of 6 percent in farmland values 
and continued debt liquidation. 
e~tima!es by the U.S. Depart ­
ment of Agricu lt ure indjc aLe 
that equity improved about 
$38 bi llion to mor than $600 
bi ll ion. The decl ine in farm 
debt to $13l) bi II ion represented 
a 3-percen t drop and was the 
smalle!:>t since 19R4. When 
combined with improved as.; 

values and cash income. plus 
expanded p lan ti ng~ in 1989. th is 
could signal a turnaround in the 
demand for agricultural credit 
in the near furure. Farmers' 
overal l retum on equ ity aver­
aged 4.6 percent in 1988. a 
slight drop from 1987. The past 
tw ycar~ , huwtvl:f. n;pre~ 'nt 
<; ignifican t improvements over 
the negat ive rales of return from 
1980 I ) 1986. 

Outlook l lncerlain 

Though weather and the current 
Faml ACl have com bi ned to 
buoy econom i..: pro1:>pec t~ in 
agriculture, these improvement,; 
must be viewed wi th caution. 
In the foreign area. the produc­
tion of feed grains, wheat, and 
soyb ans ubr ad hus inc reased 
only abOllt I percent per year 
duri ng the last three years. I >s~ 
than half of what it had aver­
aged frOIll 1':172-85 . onsulllp­
lion growth worldwide ha" 
averaged abollt 2.5 percent per 
year (double the rate of 
1980-85) and world trade in 
these com mod iLi s has been 
growing arou nd 4 p !'cen t 
anlllIa ll y in contra ... 1 to a "light 
downtrend during the prior five 
years. These arc encouragi ng 
shifts ; but the period is shorl, 
and weather disruptions may 
accoun t for some of what 
appear (0 be significant ~upp l y 

and demand responses 10 lowe r 
world prices assoc iated wi th the 
1985 Fann A..: l. 

Two related area-; to watc h over 
thl! nex t year or so arc nc~ [arm 
program legislation and interna­
ti onal trade negotiations. The 
favorable growth prospects for 
the domestic raml sect r are 
predicated on assumptions that 
v orld markets will grow and 
that U.S . famlers will be able to 
..:ompclt' more fr~c l y in that 
Clfl:na. History has shown that 
many countries feel a need to 
support their fa rm industry . 
largely 10 assure at lea~t some 
self-sufficiency in ag riculture. 
Simi larl y, ranners have demon­
stra ted a tendency to over­
produce when domesti..: farm 
polic ies push prices above 
rnarkc t-clearing levels. 

Planted acreage will expand in 
1989 os domestic farm pro­
gram' are adjusted to bui Id 
back ~tocks rnat were depleted 
by the drought ill I t)88. Thus, 
whde the volume of production 
financ ing is expected to 
increase significantly. commod­
ity prices may be subject to 
unusual volatil ity based on 
wealha deve lopments whIch 
could inl:rL'asc credi t ri~ks for 
lender<;. Furthernlore. Govern­
ment rayment~ arc forecast to 
drop by about $3 hi llion to 
$\0-$ 11 billion in calendar year 
1989. and prowam adjustments 
are needed to cui an additional 
$ 1. I oillion in spendin~ during 
fist.:al 1990. 

The ullook for recen tl) 
restructured 10~l!Is hangs in the 
ba lance. Problem~ could ari~e 
due to unusual weather or the 
eff 'cb of either monetary or 
lradc policy. caus ing new prob­
km~ with restru tu red loans 
and a recurr nee of nonaccrual 
loans. Thus. credit l.juality wi ll 
need to be monitored very 
dose ly in the period ahead. 

From a l o ng~r tem1 pcr~pec ti ve . 
somt.: analysts arc eoncerned 
thai the recent improvement 
within the sector may induce 
farn1l::rs to int.:rt.:a~e the ir usc of 
debt financing toO rapidly, 
r su iting in another artificia l 
hidding up of asset values. 
Moreover. some lender\ are 
inclined to push loans aggres­
si vely in th is env ironment as a 
v..ay of growing out of their 
recent period of tinan.:ial diffi ­
CU lty. While mem( ries of 
recenl problems in [am finance 
shoulJ guard against impruJem 
behavior. a throw-caution-to ­
the-wind alti tude ould calise 
history LO rcpeal itse lf. 



:Financial Condition and Pcrt'nrm::mcc ot Farm Credit 1"- titutions in 1988 

Improvements in fam) iOl:ome, 
rising land values. stronger agri­
l:ultura l exports. debt redw.: ­
tions, and significant t;conom ic 
and Finan lal assistance 
strengthened the faml economy 
in \988 . Inese developments. 
together with the implementa­
tion of the Agricultura l Credit 
ACl of 19H7. contributed to the 
improved performance of Faml 
Credit institutions. An encollr­
aglOg development in 1988 was 
th . return tl) overal l profitahil­
ity . On a cautionary note. 
however, almo~t all of the net 
earnings wen.:: accoun ted for by 
reversals in loan los!; prov i­
sion~. Interes t income was ~ li\l 
large enough t cover interest 
costs and Olher expenses by a 
small margin . In addition , mos t 
Faml Credit institutions experi ­
enced a s tabil ization or im ­
provement in the cred it qua lity 
of their loan port rolio~. A 
mntinuation of these trends 
over the nex t few ye,us w uld 
put t.he banks and assuciations 
firmly on the road to financial 
recovery. 

Though the outlook for Farm 
Credit institut ions is brighter. 
the picture is louded by lhe 
one-lime nalure of some of the 
events of the pa~ t year as we ll 
as the uncertainly ~um)lJnding 
the new secondary market for 
farm real estate morlgage~ . The 
bulk of 19H8 profits stemmed 
from a $681 million rever~u l in 
the loan lo:.s provision and a 
$69 million ga in from tile 

dispos it ion of acquired prop­
erty . ParI o f this income was 
offset by an extraordinar 
charge related to the restructur­
ing of high-<:ost debt by three 
FCBs and losses from the FLB 
or Jackson. which was placed in 
receivership. Beeau:e these 
adjustment!> reflect unusual 
events that occurred in 1988, 
future income will depend 
inc:reasingly on the ability of 
lhe banks and u:.sociations to 
reduce operating expenses and 
improv their operating spreaus. 

The recent improvement in net 
interest income must continue if 
the banks alld association, are 
to rebuild their capital bases 
anu meet minimum regulatory 
"tandards. However, the abil ity 
to increase nel income ill be 
c nstra ined by competitive 
forces and future deve lopment~ 
in credi t quality . Although 
cr dit quality im proved in 1988 
U'i a result of loan restructurings 
and a ~lronger farm economy, 
tOla l high- risk loans and 
acquired prop rty were st ill 14 
percent o f total assets at year­
end. New adver. itic~ in the 
farm economy in 1989 could 
weaken restructured loan~, 
resu lti ng in more nonaccrual 
loans . additional provision for 
loan losses. and less net 
earnings. When coupled with 
the advent of Fanner lac and 
lhe tasks of rebuilding capital 
and cV t: llIually repay ing the 
financial as~istance that has 
been received . lh Fam1 Credit 
Banks and u\,ociat ions face a 
daunting fULure. The road to 
recovery will require good plan­
ning. and management. as well 
a, careful attention to operat ing 
efficiellcy. 



Deta il s about the finan cial 
condition and p rfonnance o f 
Faml redit in · t i tut ion~-hy 

institutional groups and on . 
combined basi~-are prov ided in 
the following ~ection~ . A ord 
of caution is in order: in most 
cases. the figures for individual 
insti tu ti onal group will not add 
up to the fi nanc ial results shown 
on a combined basi~ . S( me of 
the ligu res for a given group 
we aft cted by mergers. 
financ ial ass istance. reversals of 
assessments, and other financial 
trans fers among insti tutions . 
On a combined basi~, however. 
many of these adjus tments 
nelled oul to lero. 

Several signi fi cant changes 
have been made in the man ner 
in wh i h fi nancial data is 
presented in the tables in the 
f llowi ng ~ec ti on:-.. Some of the 
changes were made neces~ary 
by r qrucLUrin n:!4uir men t ~ of 
the Agricult ura l Cred it Ac t of 
1987. II fina ncial tables have 
been streamlined 10 better 
renect the Fann Credi t S I~tem 
as a whole and the indiv idual 
lending groups. Finan ial 
in fonnation on in li vi jual Farm 

recli t District institution. 
reported in previous ann ual 
reports ha. been omitlcd . 

rann Credit System institution~ 
are req uired to mal-.e the ir own 
quarterly disclosur ~ to sLOeI-. · 
holder~ and investors. They 
have i s~ued quarter! reports 

since the quart r cmkd June 30, 
j 9R6. Disclosure to in eSlor~ is 
don through the Federal rarm 

red it Banks Fundlllg orpora­
lion and to others through 
reports of individual banks and 
associations and combined 
reports i~~ue hy the Farm 
Cred it Corporation of America 
Ihrough it!> I.j uart r1 y "Summary 
R port of oncl ition and 
P .rfomlance of the Farm Credit 
System. " This report provides 
a detai led discll~sion of finan­
cial re~u lt., and additional daLa 
for individual banks. 

( "mnhintd rinand;Jl Ucuh 
"I I arm (r~dil III ..ritlllinns 

Total asset:. cont inued 10 
decl ine l a~ t year hut at a slower 
ra te, fa ll ing . lightl y from 6'2 .2 
bi ll ion in 1987 to $6 1.6 bill ion 
at yearend 1988. How ver. Ih 
combin d vo lume of gross loan\ 
out~tanding at Farll1 redit 
institut ions fell from 52.5 
billion in 1987 to, 5 1.4 billion 
ill 1988, a 2-pcn: ' nt drop. 
Dec li nc~ of 9.9 perc nt and 
16.n percent were po,ted for 
1987 and 1980, respecti ve ly. 
The improvement in credit 
4uality was retlected in a 
reduction of the al low,lI1ce f r 
loan lo~ses, \ hich del'rea~ect 
from $2.9 bi ll ion in 1987 to 

1.8 billi n in 19X8 . TIli' 
adju~tm nt contributed to a 
~mall increase in ne t loans 
outstandin ' from $49.5 billion 
in 1987 ro$49.6billion in 1988. 

The volume of nonperfonn ing 
Inans , a m U1>ure of a~set 
qual ity, declined from $ 10.8 
hill ion in 1<)87 to $7.9 billion in 
1988. At the nd of 1988, ::'3 .3 
bi ll ion of the towl portfolio as 

lassilied nonaccnlal , and $2.6 
billion wa" das~ i fied as Olher 
hi gh-risk loan~ . A year earlier, 
the figures were 5.2 billion in 
nonaccrual loans and $4. 3 bil ­
lion of other high- risk loans. 
The process of loan r structur­
ing continued at a faster pace in 
1988 as res tnlctured loan\ 
increased to $'2 .0 hill ion from 
$1.3 billion in 19l57. (;t 
chargeoffs fe ll from $488 mil­
I ion in l '1lS 7 to $413 million in 
11)88, retl cti ng reductions in 
loan deli nl.juenc i e ~" non accrual 
loan~, and undercollaterali 7cd 
loan,. 

'arm Credit institutions 
realized a combined net income 
of $704,4 million in 1988, 
wh ich vas a significant 
improvement from net losses of 
$17.5 million in 1'187. S l. l) bil­
lion in 1986, and $2.7 billion in 
1985. In 1988, Fann Credit 
institu tions incurred an ext raor­
dinary expense of $1 74 million 
for lo~s on the repu rt:ha~e of 
high coupon debt: however. net 
inwme was aided significant ly 
by a 5681 million reversal of 
loan loss provi<;ioll . 

Other elements which con trib­
uted to a positi c net income in 
1988 were a 69 mill ion gain 
on other property owned and an 
incre,L\e of $278 million in net 
intere"t in ome. 

Over the past four years . 
changes in net income at Faml 
Credit institutions have been 
\trong ly correlated to changes 
in credit quality and "dju~t­
men l\ to the provision for loan 
losses. In 1987, the rcversal of 



loan loss provisio ns of 196 
miUion reduced losses to $ 17.5 
million. However. the large lIe t 
losses rea lized in 1986 and 
1985 n;l1ec ted increases in loan 
loss provisions of $ 1.8 bill ion 
and $3.0 billion, resp~cti vc ly. 

Net intercst income increased to 
. 7'd7 million in 1988 from £509 
million in 1987 , after tailing 
from $78 1 million in 1986 and 
S1.3 billion in 1985. The rat io 
of net interest income to aver­
age earn ing ass 'ts increased to 
IJ percen t in 1988, up from 
0.79 percent in 1987 and 1.08 
pncent in 1986. 

The im proved financia l per­
formance in 1988 re fl ected a 
more stable loan volume. 
Accrui ng loan volu me was 94 
percent of gross loans as com­
pared with 90 percent at the end 
of 1987. The reduction in 
nonac L: rual loans in 1988 
increased the spread on 
interest-hearing funds and 
boosted the n: tums on average 
assets. 

The return on average assets of 
Farm Credit in ~ti tu tiuns recov ­
ered to 1.1 3 percen t followi ng 
losses of 0.03 percent ill 19))7 
and 2.55 percent in 1986. 
COlllbinet.! earnet.! net worth 
increased to 1.8 billion at the 
end of 1988. as compared with 
$lJ billion on Decem ber 31, 
19R7; unallocated reta ined 
earnings (surplus) increased 
from $ I.3 bill ion in 1987 to 
$I.~ hillion in 19RR . 

Dur ing 19!18. th l: capita l posi­
ti on of Farm Credi t insti tutions 
increased by $270.6 mi llion. 
The $SJ bill ion of tOlal ne t 
worth included $3.2 bi llion of 
protected borrower stock and 
$2.1 bil lion of ot her capital. 
Total net worth was $5.0 billion 
on December 3 I . 19R7, of 
which $..7 bil lion became 
protecled as a resul t of the 
Agri cultural redi t Acl of J987. 

The increase in capi tal and the 
decrease in loan olurne 
improved capital- to-asset and 
debt- to-capi tal ratios. The 
return on c4ui ty (average 
protected bon'ower capital and 
other capital) rose to I . . 6 
pe rcent from losses of 0.04 
percent in I n7 and 26.1 
percent in 1986. The ra tio of 
to la l capi tal to ave rage assets 
increased to H.6 pe rcent in 11188 
as comparcJ with 8.1 percent in 
both 1987 and 1986. The 
debt-t 'api tal rat io dropped to 
10.6 percent in 19!1H as com­
pared with I 1.4 perc II I in each 
of the previous two years. 

Nonperform ing loans as a per­
centage of total capita l dec lined 
fro m 2 15 percent in 1987 to 14:1 
percent in 1988. Wh ile show­
ing improvcmenl~ over the last 
three ears, these ra tios . ti ll 
indicate that Farm Credi t banks 
and assoc iations face a signi fi­
cant financi al burd n and an 
earn ings drain. 

farm Crl!dil 111m"., 

The mandatory merge rs in 
miu- IC 88 of the Federal Land 
Banks ( -LB .) alld the Federal 
Intenned iate Credi t Banks 
(FICBs) (i n al l di Iricts exe pt 
Jackson) into Faml Credi t 

Banks (FCBs) combined the 
vcry different seasonal !cnding 
activiti es and r 'payment sched­
ul es of thl:! two ins titut ions. 

The FCB~ had $42.2 billion in 
total loans ou t. tandi ng 011 Dec­
ember l, 1988, wh ich was 
$2.6 billion bel ow the yearend 
[987 fig ures for the FLBs and 
FI Bs. Thi s o-pl!r'en t decline 
was re lati ve ly modest when 
compared with the l4- alld 
18- percent decli nes in I lJ87 and 
1986, respec ti vely. Although 
loan volume declined during 
1988, the quality of the FCB 
loan portfolios improved as a 
resul t of loan restrucllI ring, the 
ri sc in collatentl va lues, and the 
recovery in t. he farm economy. 

et l oan ~ outsta nding fell to 
$41.0 bill ion in 1988 from 
$42.6 bi Ilion in 1987. Nonac­
crua l loans decreased 33 .. per­
cenl from $4.5 billion at the end 
of 1987 to S3.0 billion at 
ycarend 198 8. The Farm 
Crcdi t Banks ' volume of 
restruc tured loans increa,,"cci 
frum S 1.8 billion in 1987 to 
$ 1.9 bil lion in 1988. Other 
high-risk loans declined from 
$7.2 bill ion in 1987 to $<; .0 
bi llion in [988 and the allow­
ance for loan losses fe l! from 
$2.2 bi llion in 1987 to $1 .2 
hillion in 198~ . The vO[ llll1e of 
perfornl ing loans inc reased 
from ~3 1. 1 bi lli )ll al the end of 
19)17 to $12.3 bi llion 411 yearenJ 
II1 X8. The FCB. red uced their 
net acqui red property from 
~764.7 million in 1987 to 
$578.3 million in 1988 and 
red uc .d n t chargeoffs from 
$40 .3 mi ll ion in 1987 to $64.0 
mil lion in 1988. 



The In:nds in loan ponfolio~ 
differed from ban/.. to bank . 

et loan volume increased in 
1988 in the F Bs of Spring­
field. Baltimore. anti Omaha 
bu t decreased in the olher 
FeB'i. While nonaccrual loan 
olume decreased in all FCBs 

by substantial amOllnts, the 
FCB of Omaha \ as able to 
lower its vo lume of Ilonaccruah 
by over 70 percent. or . 37H 
million. This decline accounted 
for about 25 p rcent of the tota l 
FCB~' decline in nonaccrua ls. 

In 1988, the FeB:.. reported 
improvements in several hey 
indicators of financial perform­
ance. Relllm nn assets rose to 

1.54 percent in 1988 from a 
negative 0.24 percent in 1987. 
after negative ROAs of 2.22 
nnd 2.90 percent In 1986 amI 
1985. re~pectively . Return on 
eq uity rose to 19.39 percent in 
1988 from 3.67 percent in 1987. 
as compared with negative 
ROEs of 28.06 and 29.-1-5 
percen t in I l)85 and 19>16. 
respectively. 

Tota l capiLal of lh FCBs rose 
::\0.0 percent from $26 billion 
in 1987 to 3..+ billion in 1\188. 
Impaired capital was reduced 
from. 702.2 million to $585 . I 
million dunng lhe same period. 

The reduction in impaired 
capita l and a $576 million 
lInd i ~tributed surplus increased 
the tota l neL worth of the FCEs 
by J 8 percent. fron , '3.4 bill Ion 
in 19>17 to $4.0 billion In 1988. 
The ratio of tota l l:apita l to 
assets im:reascu from 6.7 
perl:c nt in 1987 to 8 .3 percent 

in 1988. while the uebt-I<Hotal 
l.:apitu l ratio droppetl from 14 
percent in 1987 to a still high 
II percent in 1988. 

In 198R. inl rest income for the 
FCBs was $.+.5 bJi lion and 
inrercst expenses were $4 . 1 
bi Ilion, rcsulting in net interest 
income of $4 12.8 million. Net 
imac),t margin and the reversal 
in loan loss prov ision ... or 
$fl5 1.4 million ammll1tcd to 

t. I hillion. or n.9 percent of 
average eaming assets. 

Towl noninlerc~t expen~es fell 
10 percent from $555.9 mi llion 
in 1987 to $50 1.4 million in 
1988. Thus. neL im:ome for Ihe 
FCBs was $750 million in 1988 
as compan:d with a loss of $ 128 
million for the reviow, year. 

Althoug.h the FLB of Jackson. 
which ""as placeu in rcceiver­
.,hip in May anti i~ no longer :m 
ongoing ent ity. post\.:d a net loss 
of $29 1 million in 1988. the 
rem<l in ing. banb recorded net 
income increases. The FeB of 
Omaha sh )wed the largest 
in rease. pO'lling a net income 
of )166 million. comparcd to ~I 

1987 Ims of .'590 million. The 
FCBs 01 Louisville. Omaha. 
lUld SI. Paul plus the FLB or 
Jac/..son in Receivership 
recorded extraordinary losses 
on buyback~ of high-cost t.!cht 
made in conjunction wit h 
assistance granted by thc Faml 
Credit System A. sistance Board. 

Pruduclion Credit 
A."ociatiClns 

t the dose 01 1988, net loan~ 
out ·tanding at the Production 
Credi t Associations (PCAs) 
slood at $9.04 bIllion. a dedint: 
of less than I percent from the 

9.1 billion in loans ou~tanding 
a year earlier. Although 
nonaccrual loans fell $280. 1 
million during 1l)Ii>l, they stil l 
amounted to '4X5 .H million at 
yearend. The allowance for 
loan losset. declined by $ 157.8 
million in 1988 LO reach $416.7 
million . ct acquired property 
fell 24.5 percent. from $1 IlL5 
million at the l:nu of 19X7 to 
$1<3 .4 mIllion at yearend 19X8. 

TOlal capnal lOck and partici ­
pation certitlcate\ declined 
'Ii 125.8 million in 1988, falling 
I $844.9 million . However. all 
-;tOCh impaimlcnh were elimi­
nated. T tal net worth of the 
PCAs increa ..ed from 52. 1 
billion al (ile begmning of the 
year to. 2.2 billion at yearend. 
a 3.7-percent gai n 

Intere... t income fell 2.5 percent 
to $935 .5 million during 1988 
ant.! intere. t e, penses fell to 
$7408 million . a decrease of 
5.9 percenr. et imerel>( margin 
ro~e 13 percenl to $194.7 
million during 1988. A reduL­
lion of $26.8 million in rerat­
ing expenses and the reversal in 
provi"ion for loan losses of 
5.147 .6 mIllion contributed to an 
increase in net mcome. For the 
year. net income was 235 .2 
mi llion. or $133.7 mi llion 
above 1987. 



Federal Land Hank 
AssIlCial inns 

The Federal Land Bank Asso­
ciations FLB s) generated net 
income of $970 million in IY!:!l( 
compared to a net loss of 
. 234.0 million in 19R7. Opera­
ling expenses totaled $20R.1 
mi llion in 1988. down from 
. 224.9 million in I<)R7 . 

Tbe overall n.:t worth of the 
FLBAs rose 62 percenl in 19XR 
to $2.4 billion. Towl capital 
stock and participation certifi­
cates incr a~ed 33 percent fO 

S1.7 billion in 1988. retlect ing a 
decline in impairments from 
695.5 million to $ 107.5 mil­

lion. The positive net eamings 
contrihuted to a rise in total 
eamed n.:t worth to $674.0 
mi.l lion during 1988 as com­
pared with $189.2 million at Ihe 
beginning of the year. 

The financial performance o r 
the FLBAs mU',t be interpreted 
carefully because most of thei r 
revenue is from patronage 
refunds and cOlllpen:-.ation from 
the dis trict hanks. Intere~t 

illcome is smal l. In addition. 
the 1988 Igures retkct various 
income adjustmeI1ls made in 
conjunction with the hank 
merger)) at midyear ami 
financial assistance. Almost 
$500 million was accounled for 
by retuming ~LOck that had been 
written off e.trlier to its full pro­
tected val uc . 

8ank~ fur Couperati\'c~ 

Net loan vol ume at the 13 
Banks for Cooperatives (BC!» 
~LOod at $ 10.1 billion on Dec­
ember 31 . 19XR. an increase of 
21.1 percent over the $R.2 bil ­
lion outstanding a year earlier. 
Nonperfom1ing loans declined 
21.5 percen t and totaled $ 130 
million allhe end of 19X8. wi lh 
$14.7 million in nonaccrua l 
status. The improved perfom1­
ance of the BCs in 1988 
stemmed from increased loan 
volume and asset quality . 
Gro. s I (~ans increased hy $ 1.8 
billion and the al lowance for 
loan losses decrea~ed from $141 
million in 1987 [() $12X.5 
million at the end of 19R8. 

Total capita l stock and partici­
pation certificates o f the BCs 
were 5826.3 million on Decem ­
ber 31, 19R8. an increase of 
18.5 percent from $6<}7 .5 
million it year earlier. Total nel 
worth dropped 'ilightly from 
$ 1.015 billion at lhe end f 
19R7 to $1.008 bill ion at the 
end of 198R. The 19X7 drop 
was 39.5 million from $1.074 
billion in 1986. 

While most BCs reponed 
increased loan volume, with the 
Loui~vil!c and St. Louis BCs 
report ing \ubstantial increases 
of 40 ant.! 75 percent, res peL­
lively . the Springfield and 
St. Paul BCs po~ted declines. 
In addition. rour of the BCs­
Baltimore. Jackson. SI. Louis . 
and Sl. Paul-and the Central 
Bank for Cooperative\ recorded 
increases in lotal net wonh. 
The Texa~ BC experienced a 
40--percent ded inc in its LOtal 
net wonh a~ a result of a 
~uhSlantla l net ( perating loss 
for 198R. 

Total interest income of the 13 
BCs increased from $82 1.5 mil­
lion in 1987 to $1.06 billion in 
1988, while their towl inte res t 
co~ls increased from 5692.7 
million to 898.X million . After 
provisions for loan losses of $1 1 
million. net interes t inwme in­
creast:d to 150 millIon in 11)88 
from . 135.:') million in 19R7. 
Net earning~ increased to 585.8 
million in 1988, us compared 
with net earnings of 79.X 
million in 1987. However. 
beC(lU~C (IsseIS grew faster than 
earnings. return on average 
assets dropped from 0.75 
percent in 1'187 10 0.67 percent 
in 1988. 

et income varied substantially 
acroSl> the banks . Two BCs­
Louisvill and Omaha­
recorded ~izable increases of 75 
and 280 percent. respectively . 
Four BCs-Bal! imore, Colum­
hia, Texas . and Sacramento­
posted declines. with the Texas 
BC recording a ' 12.6 mill ion 
loss. compared to an income of 
$2.9 million in 1987. The 
Texas BC Joss was tlle re sult of 
a $ I 7 million prov;:'.ion for loan 
losses. This provision far 
exceed d the ~um of the provi ­
~ions of the remaining BCs and 
the CBC. 
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YnUIlJ.!, Jt:'gillninJ!. an mull F lrm 'I' 

Each Federal Land Bank Asso­
ciat ion and Production Cred it 
As~ociar i on is requi red by law , 
under po lic ies established by 
each Farm reu it Dist rict 
board, to prepare a program for 
furnishing 'iouml anu construc­
tive c red it and re lated serv ices 
t yo ung. beginning. and smull 
famler~ and ranchers . 

Program!> for ou ng. beginni ng, 
and sm.tll famlers during I~H 8 
w re large ly unchanged from 
those prev iously uoc umented. 
Beyond a host o f publ ic 
re lations effo rts ai med at o utll 
and young farmers. specific 
program~ general ly fa ll int:> two 
main catcgories-cducationa l 
and ass isting in credit exten­
sion. Tht: laller typ icull y 
involves coordinating efforts 
wit h programs av aila ble 
throu;h Federal. <;late. ;lI1d loca l 
age nc ies. Educational pro­
gram~ tend to emphasize the 
need for, and th u:e of, goon 
records as well as sound man­
agement pr:J ctice~. 

After retreating fo r several 
years, credi t ('xten~ion ac ti vities 
under these programs increased 
somewhat d Iri ng 1987 and 
1995 due [ 0 an overall increa. e 
in lending ac ti v ity and an 
improved economic env iron ­
ment. Certainly. e onom ic 
incentives ove r the pas t two 
ye<lr~ have been more favorable 
for those desiring to enler 
famli ng )r to expand to 
full- time operat ion... 

About 26 percent o f $2.4 bi lion 
in new money loaned b the 
Fcderu l Land Bank Assoc ia­
tions (FLBAs) in It)gg went [0 

borrower.. who mel one o r more 
01 the target group cri teria. 

Nearly $ 121 m illion, or 5 per­
cent, wen t 10 borrowt:n. who 
met two or more o f the cri teria. 
Of thl! nearly $32.0 billion in 
outstanding 1" lIl5. abou t J.5 
pe rcent was assoc iated wi th 
borrower" m ting 1 0 or more 
criteria unu anot he r 12 percent 
was held by those me ting just 
one of the three crih:r ia . arly 
22 percen t of Iho,'(' hav ing loans 
out~ tand ing met one or more 
cri te ria, with ahout half of these 
4ualify ing because of their 
small sales "\nd asset posi tion . 

The data for Prod uction Cr di! 
Associat i ns (PC As ) showed 
l e~s acti ity in tcmlS of ne w 
money loaned but more in 
lemlS of outstandings associated 
with young. b gi nni ng. dnd 
sma ll famlers than for the 
FLBAs. Of the to tal amo unt of 
new money loaned ($6.45 b tl ­
lion) , abou t 17 perce nt was to 
PCA borrow ~ r~ meeting one o r 
more c ri ter ia. but such bOITO\\> ­
er.~ he ld 22 pe rcent of the oUI­
!>wndings and accounted for 
nea rl y 4 1 percent of the 
member-borrower.. . As w ith 
th FLBA borroweL. smal lness 
of the farming operati ons. 
rather than age and years in 
fat1l1 ing. <\ \ what qualified the 
larg.est number of borrower~ as 
members at' the target group. 

1'1 
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Income from Operation· of Farm Credit Institutions. 1984 - 1988 
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A: el Quality of Farm Credit Institutions, 19H4 - 19H8 
A . of December 31 
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Loans and Assets of Farm Credit In. litution, . 1984· 1988 
As of December 31 

Total Loans and Assets for Total Loan by 
Combined Institutions Farm Credit Institution Group 
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Table 1 
Farm Credit System Combined Statement of Condition 

(Dollar amounts in millions) 

As of December 31 

A sets 
Loans , Less Al lowance for Loan Loss s of 

$ 1.857.5. 52,95 1.0. 53.635 .3 and $3. 18lJ.6 
in 1988. 1987, 191)6 and J985 , respectively 

Cash and Inve!>tment Securities 
Total Earning Assets 

ccrued Intere~ t Rece ivable on Loans 
Other Property Owned 
Premise' and Equipment, 

Less Accumulated Appreciat ion 
Other Assets and Deferred Cha rges 

Total Assets 

Liabilities 
Con ~ lidated System wid and Other Bonds 
Consolidated ystemwide Ole. 
Financial Ass i ~tance Corporation Bonds 

ores Payab le and Other Interest-Beari ng Liahilit ics 
Accrued Interes t Payab l 
Othe r Liabili tie~ 

Total Liabilities 

Net Worth 
Capita l 

Capita l Stock anll Part ic ipation C rtiricate~­
Protected 

Capi tal tock and Participation Certificates­
. Unprotected 

Total Capital Stock 

Earned et Worth 

Allocated Surplus 

Earned et Worth 


Total Earned Net Worth 

Total Net Worth 

Total Liabilities and Net Worth 

l\ote : Tota ls may n add Jue to rounding. 

J988 

$-+9.570.5 
8,940.8 

58,511.3 

1.693 .9 
662.5 

414.3 
334.2 

61,616.2 

39.502. 1 
14,430.7 

68 7.8 
! 10.6 

1.122.5 
46 1.8 

56,31-.5 

3.243 .1 

2'27.2 
3,..170.3 

45.5 
1.784.9 
1,830.4 

5,300.7 

$61,616.2 

1987 

$49,547 .1 
9.408. ­

58,955.6 

1.64 1.5 
876.5 

447.3 
317.6 

62,238.5 

40,842.9 
14,43 1.9 

0.0 
253.6 

1, 187.3 
492.7 

57,208,4 

0.0 

3.683 .9 
3,683.9 

0.0 
1.346.2 
1,346.2 

5,030.1 

$62,238.5 

1986 

$54.6 14.3 
1j ,413 .0 
66,027.3 

2,20 1.0 
1,101.5 

494.3 
276.5 

70,100.6 

4R.734. 
13,743.9 

0.0 
197.7 

1.434.4 
349 .3 

64,459.6 

0.0 

4.188. 1 
.t,188.1 

0.0 
1,452.9 
1,452.9 

5,641.0 

$70,100.6 

1985 

$66,615 .1 
8, 29 .0 

74,9.t-'.1 

3,070.3 
927.8 

567.3 
323 .0 

79,832.5 

58.2640 
10,587.0 

0.0 
334.2 

1,936.0 
341 .5 

71,462.7 

0.0 

4.969.2 
4.969.2 

0.0 
3,4 .6 
3,400.6 

8,369.8 

$79,832.5 

'il 



Table 2 
Farm redit System Comhined Statement of Operations 

(Dollar amounts in mill ions ) 

For the Year Ended Deeember 31 J988 1987 J986 1985 

In teres t Income 
Loans $5. 182 .0 $5 , 17 1. 8 ·6 .63S .2 . 8,58 1.0 
Investmenl Securi ties 639 .7 6 11. 5 53 1. 2 31)2.6 

Total Intere t Income 5.821.7 5,783.3 7,169.4 8,973.6 

In terest Ex p~nse 
Consolidat 'c1 Sy'>temwid Bond~ 3,745.7 4 .1 72.9 5312.7 6,705.4 
on~ol i da t ed Bank and Othe r Bonds 125 . 1 2 16.5 2XO.7 388 .9 

Consolidated Systemwide oles 1, 117.8 862. 6 770 .0 540.9 
Financial J\~sistance Corporation Bom}, 17 .9 0 .0 0 .0 0 .0 
Note~ Payable anJ Other 

Lnte n.:~ t -Bea r i llg Liabil llies 28. 5 22 .4 25 .4 43.8 
Total Interest Expense 5,035.0 5.274A 6,388.8 7,679.0 

Ne t Int rest Incom 78 6.7 508.9 780. 6 1.294.6 
Pro ision fo r Loan Los"e~ (680.6) ( 195 .9) 1,797.7 2.968.8 

et Inte re~t Income (Loss ) 
aft r Provision for Losses 1,467. 3 704.8 (1,017. 1 ) ( 1,674.2) 

Othe r Income 121. 6 97.3 129.4 152 .5 

Other Expenses 
Salaries and Employee enefits 453.2 486 .0 497. 1 534 .4 
Occupancy and .quipment Expense 7'1.9 88.4 88.7 86 .5 
Other Operat ing Expense ! C)2. 6 2 11.7 224. 1 275.0 
Misc lI aneou!> (1 5.1 ) 33.5 215 .2 271.2 

Total Other Expense 710.6 819.6 1.025.1 1,167.1 

Income (Loss) befnrc xtraordinary Item 878.3 ( 17.5 ) ( 1.91 2.8) (2,688 .8) 
Ext raordinary Item ( 173.9) 0 .0 0 .0 0 .0 

Net Income (Loss) $ 70"'.4 $ (17.5) $( 1.912.8) $(2,688.8) 

Note: Totals may nOl add due to ro unu ing . 
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Table 3 
Farm Credit System Combined Trends in Selected Financial Measures 

(Dollar amounts in mill ions) 

For the Year Ended December 31 1988 1987 1986 1985 

Loan Performance 
Pcrfolming $43,533.0 $41,670.0 $45.078.0 $60.227.0 
Res tructured 1.980.0 1.32 l.0 363.0 227.0 
Other High Risk 2.5 86.0 4.273 .0 5,742.0 4,028 .0 
Nonaccrua l 3.329"0 5.234.0 7.066.0 5. 23.0 

Net Chargcoff~ on Loans 5. 41 3.0 $ 488.0 $ 1.35 2.0 $ 1,105.0 

Se lected Ruti o~ 

Retum on Assets 1.13% (O.OWn ) (2.55~. ) (3.35 %) 
R tum on Eq ui ty 13.60% (0.04%) (26. 1 O'"j( ) (1 6.07%) 
Net Interest Mar in 1.28% 0.79% 1. 08 Ii 1.720/(· 
Capi ta l as a Percentage of Assets 8.60% 8.10% ~U O"l( 10.48% 
Debt-to-Cap ital Ratio (: I ) 10.60 11.40 11.40 8.54 

:\1 



Table 4 
rarm Credit Banks Combined St~ltement of Condition 

(Dollar amounts in millions) 

As of December 31 

Assets 
Loans 
Less: Allowance for Losses 

et Loan ' 

Cash and Investments in S curities 
et A(;quired Prop rty 

Oth r Assets- Net 

Total Assets 

Liabilitie . 
Consolidated Systemwide and Other Bonds 
Con 'olidated Syslemwid , otes 
Other Liabilities 

Total Liabilities 

Net Worth 
apit ::!1 

C' pita l lock and Participation Cerlificates­
Protect d 

Capi tal Stock and Part icipation Certi ficatcs­
Unprotcclcd 

Preferred Slock- Financ ia l ssistam:e Corp. 
Other apital 

Total Capital 

Eamed et Worth 

Total Net Worth 

Total Liabilities and let Worth 

. Ole : Totab may not add due [0 rou nding. 

1988 

$42 ,2 10. J 

1,154.0 
40,956.1 

5,736.4 
5711 .3 
572.9 

47,8-13.7 

34, 110.8 
8,008.4 
1,748.8 

43,868.0 

3Y9,5 

3,11 8.5 
375.6 

(585 .1) 
3,-108.5 

576.2 

3,975.7 

$47,843.7 

1987 

$44,8 16.6 
1, 1~7.0 

42,629.6 

6.472. 1 
764 .7 
565 .7 

50,432.J 

36,538.8 
6,547.1 
3,977.3 

47,063.2 

3,326. 1 

0 .0 
0 .0 

(702.2) 
2,623.9 

74 5.0 

3,368.9 

$50,·02.1 

1986 

$51,0 12.3 
2,70 1.8 

49.31 0,5 

8,913 .6 
37 .4 

727.4 

59,888.9 

44,481 ,5 
7,930 ,2 
3,669 .7 

56,082.4 

3,6 14 .6 

0.0 
0.0 
0.0 

3,614.6 

191.9 

3,806. ­

$59,888.9 

1985 

$6 ,432.4 
2,262.5 

61. 169.9 

5,967 ,3 
744.5 
6 10.5 

68,492.3 

54,074.8 
5,021.8 
3,775.0 

62,871.6 

3,994.l) 

0,0 
0.0 
0.0 

3,994.9 

1,625.8 

5,620.7 

$68,492.3 



Table 5 
arm Credit Banks 'ombined tatement of Operation 

(Dollar amounts in mill ions) 

For the Year Ended December 31 

Interest Income 
Loans 
Investments and Olh r 

Total Interest Income 

Interes t Expense 
Consolidated Bonds 

Oles and Oth r 
Total Intcrest Expense 

Net Interest Income (Loss) 

Le ~: Prov ision for Loan Losses 


Net Interest Inc me (Loss) 
after Provision for Loan osses 

Other Income 

Operating Expenses 
Salaries and Employee Benefits 
Occupancy and Equi pment Expe nses 
Other Operating xpens s 

Total Operating Expenses 

Othe r Ex penses 

Ext raord inary Items 

Net Income (Loss) 

Note: Totals may not add due to rounding. 

1988 

$4 .088.3 
443.7 

4,532.0 

3,435 .8 
683 .4 

4,119.2 

12.8 
(65 1.4) 

1,064.2 

559.7 

137. 
34.6 

284.2 
456,7 

44.7 

(373.0) 

$ 749.5 

1987 

$4 .304.4 
489.7 

4,794.1 

4.022.3 
590.9 

4,613.2 

180.9 
(92.3) 

273.2 

154.8 

154.8 
38. 2 

2ll9.0 
463.1 

92.8 

0.0 

$ (127.9) 

1986 

$5,644.8 
495 .1 

6,139.9 

5.207.9 
516.5 

5,724.4 

4 15.5 
1.443 .6 

( 1,028 . I) 

570.4 

128.6 
34.1 

427 .7 
590.4 

357.3 

0.0 

$( 1,405.4) 

L985 

$7.299.1 
39n.3 

7,695.4 

6,629.5 
357.6 

6,987.1 

708.3 
2,154.6 

(1 .446.3) 

82.7 

133 .1 
32 .3 

229.5 
394.9 

328.0 

0.0 

$(2,086.3) 
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Table 6 
Farm Credit Bank ' Combined Trend<; in Selected Financial Measure 

(Dollar am unts in millions) 

For the Year Ended December 31 1988 1987 1986 1985 

Loan Performance 
Performing $32,25 5.3 $31 ,077.7 $34,326.4 $49.208.5 
Formally Restructured 1,962.7 1.745 .5 998.3 1,024.5 
Other Restructured or Reduced Rate 16.5 3.6 5.6 79.4 
Other II igh Risk 4,98 1.5 7,187.5 5 18.0 7.1 29.1 

onaccrua l 3,001.4 4 ,51 2.4 6,025.7 4.222.3 

Ne t Chargeoffs on Loans $ 64.0 $ 409 .3 'Il 1,062.3 $ 503 .4 

Selected Rat ios 
Return on Assets 1.54 <;{. (0.24o,fJ) (2.22%) (2.90% ) 
Return on Equity 19.39% 3.67% (29 .45%) ( 28 .06~-) 

et Interest Margin . 92% 0.18% 0.74% 1.07 1'• 
Capital as a Percen tage of Assets 8.3 1% 6 .68~ 6.36% ~ . 2 1 % 

Debt- lo-Capital Ratio (: 1) 11.03 13.97 14.73 11.1 9 



Table 7 
Bank. for Cuop ratives 'ombincd Statement of Condition 

(Dollar amou nts in millions) 

A of December 31 

Assets 
Loans 

ess: Allowance for LO'ses 
Net Loans 

Cas h and Investments in ecurities 
el Acquir d Property 

Other AsseL'-Net 

Total Assets 

Liabilities 
Consolidated Sy temwide and Other Bonds 
Consolidated Sy ternwide Notes 
O ther Liabilities 

Total LiabiJities 

Net Worth 
Capital 

Capital Stock and Partic ipation Certificates­
Protec ted 

Capital St(>ck and Participation Certificates­
nprotec ted 

Preferred Stock- F inancial Assistance Corp. 
O ther Capita l 

Total Capital 

Earned , t Worth 

Total Net Worth 

Total Liabilities and Net Worth 

ote: Totals may not add due to rounding. 

1988 

$10,195.8 
128.5 

10,067 .3 

2,936.6 
6.9 

164. 1 

13,174,9 

5,50 l. I 
6.422.4 

24 3.0 

12,166.5 

730.2 

96 .1 
0.0 
0.0 

826.3 

182.0 

1,008.3 

$13,174.9 

1987 

$ 8, 86.5 
14 1.0 

8,245.6 

2,749.4 
11.4 

131.7 

11,138.1 

4, 132.0 
5,441. 8 

529.4 

10,103.2 

697.5 

0.0 
0.0 
0.0 

697.5 

337.4 

1.034.9 

$11.138.1 

1986 

$7,547.3 
145.5 

7,401.8 

2,290.0 
15.5 

103.7 

9,811.0 

3.785.2 
4 277.3 

674. 1 

8,736.6 

728.4 

0.0 
0.0 
0.0 

728.4 

146.1 

1,074.4 

$9,811.0 

1985 

8,311. 1 
130.5 

8,180.6 

2,325.3 
11.2 

100.7 

10,617.8 

4,3 18.0 
4,395.1 

738 .6 

9,451.7 

799. 5 

0.0 
0.0 
0.0 

799.S 

366.6 

1,166.1 

$10,61 7.8 



Table 8 
Bank for Cooperath e . Combined Statement of Operations 

(Dollar amounts in millions) 

For the Year Ended Decemher 31 1988 1987 L986 1985 

Interes t Income 
Loan. $ gS l .9 $658.0 $730.8 $884.4 
Inve<;tme nt<; and Other 205 .9 163 .5 134.1 108 .0 

Total Interest Income 1,059.8 821.5 864.9 993.0 

Jnten~~t xpense 
Cons\ tidal d Bonds 4 12.1 36n.4 410.5 521.6 

Oles and Oth r 486.7 332.3 314.6 303 .9 
Total Interest Expense 898.8 692.7 725.1 825.5 

Ne t Interest Income (Loss) 161.0 128.8 139.8 167.5 
Less: Provision for Loan Losse~ 11 .0 (6 .7) 13.6 24. 1 

Ct Interest Income (Loss) 
after Prov ision for Loan Losses 150.0 135.5 126.2 143.4 

Otller Income 11.8 8.3 11 .0 6.9 

Operating Expe nses 
Salaries amI Employee Benefib 28. 1 29.2 31.3 33.8 
Occupancy and Equ ipm 'nt Exp Il~es 6.5 7.5 7.5 6.8 
Oth T Operating Expense 21.5 19. 8 19. 1 24.2 

Tolal Operating Expenses 56.1 56.5 57.9 64.8 

Other Expenses 19.9 7.6 78.8 18.0 

Extraordi nary Items n.o (j .n (I.n 0.0 

Net Income $ SS.S $ 79.8 $ 0.5 $ 66.9 

Note : Tota ls may not add d ue ( 0 rou nd ing. 



Table 9 

Banks for Cooperatives Combined Trends in Selected Financial Measure. 


(Dollar amounts in million~ ) 

For the Year Ended December 31 

Loan Performance 
Performing 
Formally Restructured 
Other Restructured or Reduced Rate 
Other High Risk 
Nonaccrual 

et Charge IT~ on Loans 

Selected Ratios 
Return on Assets 
Return on Equity 
Net Interest Margin 
Capital as a Percentage of A!)set!) 
Deht-to-Capital Rati (: 1) 

1988 

10,065 .8 
76.1 

2.8 
36 .4 
14.7 

$ 22 .9 

0 .67% 
6.24% 
1.22('/0 
7.65''10 

12.07 

1987 

$7 ,933.6 
67 .3 
14.7 
72.8 
10.8 

$ (2.0) 

0 .75% 
7. 61 % 
1.229t 
9.29% 
9 .76 

1986 1985 

$7.1 11. 5 $7 .680.0 
7 1.0 65 .4 
15.8 0 .9 

171.4 272.0 
48 .0 131.1 

$ ( 1.8) $ 13 .8 

0.01% 0 .66 1h 
O.osey, 5.53 0/" 
10401}( 1.69% 

10.95% 10.98% 
X. 13 8.11 



Table 10 
Production Credit A .. ociati()n~ Combined latement of Cundition 

(Dollar amounts in millions) 

As of December 31 1988 1987 1986 1985 

A sets 
L ans 
Le s: Allowance for Losses 

$ 9 ,459.8 
41 6.7 

$ 9,675.4 
574.5 

$ 11,432.1 
698._ 

14,935.1 
677 .8 

N t Loan .. 9,043. 1 9, 100.9 10,733.9 14 ,257.3 

Cash and Investments in Securitie 49.4 37.4 54.9 28.3 
Net Acquired Property 83 .4 110. 5 156.5 182.5 
Other Assets-Net 1,964.0 2,01 8.4 2,004 .X 1,994.8 

Total Assets Il,B9.9 11,267.2 12,950.1 16,462.9 

Liabilitie. 
C nsolidated Systemwide and Other Bonds 0.0 0.0 0.0 0.0 
Consoli dated , ystemwide otes 25.0 0.0 0.0 0.0 
Other Liahil ities 8.918.9 9,149. 1 10,748.6 13,598.3 

Total Liabilitie 8,943.9 9,149.1 lO,74H.6 13,598.3 

Net Worth 
Capi ta l 

Capital Stock and Participation Certificate -
Protec ted 

Capital Stock and Partic ipation Certificates­
600A 994 .0 1, 171.5 ) ,538.2 

Unprotected 173.3 0.0 0.0 0.0 
Preferred Stock-Financ ial ss is tance Corp. lOA 0.0 0.0 0.0 
Oth r Capital 0.8 (23.3) 0.0 0.3 

Total Capital 844.9 970.7 1,171.5 1,538.5 

Earned et Worth 1,351.2 1, 147.4 1,030. 1.326.1 

Total Net Worth 2,196.1 2,118.2 2,201.5 2,864.6 

Total Liabilities and Net Worth $11,139.9 $11,267.2 . 12,950.1 $16.462.9 

NOle: Total s may not add due to rounding. 

6!1 



Table 11 
Production Credit Associations Combined latement or Operations 

(Dollar amounts in mill ions) 

For the Year Ended December 31 

Interest Income 
Loans 
Investme nts and Ot11er 

Total Interest Income 

Inte rest Expense 
Consolidated Bonds 
Notes and Olher 

Total Interest Expense 

el Intt;r '1 Income (Loss) 
Less: Provision for Loan Losse. 

Net Inter st Income (Loss) 
after Provision for Loan Losses 

Other Income 

Operati ng Expense~ 
Salaries and Employee B nefits 
o cupancy and Equ ipment Ex penses 
Other Operali ng Expenses 

Total Operating Expenses 

Other Expenses 

Ex traordinary Items 


Net Income (Los ) 


Note: Totals may not add d ue to rounding. 

1988 

$931 .6 
3.9 

935.5 

11.4 
729.4 
740.8 

194.7 
(l47.6) 

342.3 

\62.0 

144.4 
2 1.0 
59.8 

225,2 

64.1 

20.2 

$235 .2 

1987 

$958.8 
0. 3 

959.1 

0.0 
787.0 
787.0 

172.1 
(83.6) 

255 .8 

118.0 

163 .1 
23.3 
65.6 

252.0 

20.4 

0.1 

$lO1.5 

1986 1985 

$ 1.336.9 $ 1,9 12.3 
l.8 0.1 

1,338.7 J,912.... 

0.0 0.0 
1,1 65.4 1,61 1.0 
J,]6SA ],611.0 

173.3 301.4 
308 .7 710.1 

( 135.4) (40~ . 7) 

182.2 144.4 

195 .9 231.9 
28 .7 3 1. 1 
74.0 68.6 

298.6 331.6 

37.1 67.2 

O. l 0.1 

$ (289.0) $ (663.0) 



T~,ble 12 
Production C."edit A ', ociatiun ombined 1 rend in Sel cted Financial Measures 

(Dollar ' mounts in milli ons 

For the Year Ended December 31 1988 1987 1986 1985 

Loan Perfonn:.mc 
Perfo nn ing 8.119.6 $7,86 7.9 8,798.3 $12,124.5 
FonnaII y Restructured 320.4 367.2 224.3 :n. 6 
Other Restructured or Reduced R~He 20. 1 29.0 12 .0 20. 1 
Other High Risk 51.- .5 645A 1.025 .8 1.299.2 
Nonaccrual 485.8 765 .9 1,01X.2 891. 5 

et Chargeoffs on Lo ns $ 4.8 $ 46 .5 $ J 37.2 $ 305 .8 

Select d Ratios 
Re turn on Assets 2. 11'fl 0.84'f1 ( 1.95 % ) (1.46%) 
Ret urn on Equity 10.94% 4.55o/t 11.57%) (17 . 53~) 

et Imere '[ Margin 2.26% 1.9 7 :;, 1.46% 1.89% 
Capital as a Percentage f AsscL~ 19.71 % 18 .76~ 17 .000/(. 17 .40% 
Debt -lo-Capital Ratio (: I) 4.07 4.33 5.69 4.75 



T4lble .4 
Federal Land Bank Associatiuns Combined Statement of Op rations 

(Dollar amounts in mi llions) 

For the Year Ended December 31 1988 1987 1986 1985 

Intere I Income 
Loans $ 1.0 $ 0 .0 $ 0. 0 $ 0.0 
Investments and Other 6.9 13.7 26.1 51.9 

Total Interest Income 7.9 13.7 26.1 51.9 

Interest Ex pense 
Consolidated Bonds N.A. N.A. N. A. .A. 
Notes and Other .A. .A. .A . 

Total Interest Expense N.A. N.A. N.A. N.A. 

Net Interest Income (Loss) 7.9 13.7 26.1 5l.9 
Less: Provision fo r Loan Lo:. 'es 10.3 ( 10.7) 14.3 4S.9 

Net Interest Income (Loss) 
after Provi sion for L an Losses (2.4) 24.4 II.S 3.0 

Other Income 1,124.5 222.S 20 l.S 193.4 

Operating Expenses 
Salaries and Employe Benefits 143.4 153 .5 14l. I 141.2 
Occupancy and Equipm nl Ex penses 18.9 19.2 18.7 14.5 
Other Operating Ex p ' nses 45. 8 52.2 120.2 36.5 

Total Operating Expenses 20S.1 224.9 2S0.0 192.2 

Other Expenses 10.0 2'i6 .3 411.6 164.2 

Ex traordinary Ilems 65 .7 0.0 0.0 0.0 

Net Income (Lo. s) $ 969.7 $ (234.0) $ (478.0) $ (160.0) 

Note : Totals may not add du to rounding . 



1985 

Table 15 
Federal Land Bani Associations Combined Trend in Selected Financial Measure 

(Dollar amounts in mill ions) 

For the Year Ended December 31 

Loan Perfonnance 
Pcrfonning 
FonnaUy Restructured 
Other Restructured or Reduced Rate 
Other High Ri sk 
Nonaccrual 

Ne t Chargeoffs on Loa ns 

Selected Ratios 
Return on Assets 
Return on Equ ity 
Net Intere t Margin 
Capita l as a Percentage of Assets 
Debt-to-Capital Ratio (: 1) 

L988 

$6.8 

49.79% 
55 .10% 
N.A. 

93.26% 
0.07 

1987 1986 

$3.9 50.3 

( 12.23%) (3.850/£ ) 

( 12.55%) (4. 10%) 


.A. N.A. 

7R .3 2% 92.45% 


2.64 0.05 

.A. 

( 13.64 Yo) 
( 14.93%) 
NA 

89 .41 % 
0.12 



Table 16 
A tivity - 'ociate<! with Young. Reginnin~. and Small Farmer. 
Federal L.md Bank A sociation. Loans Outstanding and New Mont!' Loaned 

(Dollar amOUnl~ in thousands) 

Young. 
Beginnin/!. 

For the Year Ended Tota l & Small 
December 31, 1988 Porlfolio Farmers 1 

Total umber or Loan~ ut~tanding 43 1,407 12.859 

umber of Loans as a Percentage of 
Total Number of Loan~ Out 'landing 2 .9SC~ 

Total Amounl of Loans Outstanding S31 J07.407 $470.R4X 

Amount of Loans Outstanding as 
a Percentage of 1( tal Amount 01 
Loans Out landing 1.48 'k 

Gros!> ew Money Loaned $ 2,3117,8 12 S 120.883 

Gro ' ew Money Loaned as 
a Percenlage of Total New 
Money Loaned 5.06% 

I Meet, twu Ir more ciritcria. 

2 Les~ than 35 yeaf'i old. 

3 Less than 6 yea~ famling cxpenence. 

4 Fanning a~sets les, than ~ I 00.000 and agricultural ~alc ' less th:tn 'li-HJ.OOO. 


Yuung Beginning . mall 
Farmers 2 Farmer J Farmer. ~ 

21.934 18,550 41 ,07X 

5.0Rch, 4 .3()C'lo 9.51% 

$1.298.927 $1,329.266 $1.121.073 

4.08~ 4.180/( 3.5 2'J< 

$170.59<) . 212.m7 ' 109.393 

7. W it R.88% 4.5R% 



Table 17 
Activit) i s ~{)cic.lted ,ilh Young. lle~inning and Small Farmer. 
Production Credit As 0 iatiuns Loans Outstandin ew Mone~' Luanedand 

(Dollar amounts in thousand~) 

J' or the Year Ended 
December 31,1988 

Total 
PortfoUo 

Young, 
8eginning, 

& Small 
Farmers' 

Young 
Farmers ! 

Beginning 
Farmer~·1 

Small 
Farmer 4 

Tota l umber ( f Loans Outstanding 224,~71 16.962 21,645 13,649 39.349 

umber of Lo~ms as a Percentage of 
Total umber of Loans Outstanding 7 .54'7r 9.63% 6.07% 17 .50Dk 

Total Amount of Loans OUI!>landing $8,9H9. - 72 $267,055 $666.299 $547,1 69 $502.548 

Amount of Loans Out~tanding 
as a Percentage of Total Amount 
of Loans OutstandlI1g 2.97% 7.41 % 6.09% ).59'k 

Gros~ ew Money oaned $6,453.65l $1 HO,959 $429.459 263. 190 $247,709 

Gross ew Money Loanet.! 
as a Percentage )1' Total 

cw Money Loaned 2.80% 6.()5'1o 4.08 % 3.84('/" 

I Mecls 1\ () or more crill: ria. 
2 Le'~ Ihan :t'i year... old . 
3 ess Ihan 6 years farmmg cxpencnce. 
4 Famling a.N~IS less Ihan $1 OO,(}{)O .lnd agricult ural sales le.... s Ihan $40.000. 



Design, luyoul. and typcscuing 
of the 1988 Annual Report were 
completed ex 'I usiv Iy by 
rCA's Document Processing 
Dnd Design Branches using 
desklop publishing. 

Final typograph ic reproductiun 
was generated using a high­
resolution printer. 






