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Mr. Chairman and Members of the Subcommittee, thank you for the opportunity to appear today to testify on behalf of the Federal Agricultural Mortgage Corporation known as Farmer Mac.  My name is Michael Gerber and I am the President and Chief Executive Officer of Farmer Mac, headquartered here in Washington D.C.

Farmer Mac provides a secondary market for agricultural real estate, rural housing mortgage loans and some rural utilities loans.  This secondary market increases the availability of long-term credit at stable interest rates to America’s rural communities, including farmers, ranchers and rural residents, and provides those borrowers with the benefits of capital markets pricing and product innovation.  Farmer Mac is a stockholder-owned, federally chartered instrumentality of the United States and part of the Farm Credit System. 

Created by Congress in the aftermath of the agricultural credit crisis of the 1980’s when land values fell, credit policies tightened and there was a wave of farm foreclosures, Farmer Mac helps ensure liquidity and lending capacity for agricultural lenders.   Every day Farmer Mac interacts with all types of rural lenders (banks, Farm Credit System members and insurance companies) throughout the country.  We serve as a bridge between institutional investment pools of capital and main street Rural America.  
Farmer Mac maintains a portfolio of investments to manage risk, liquidity and short term surplus funds.  Last fall, when the global credit crisis adversely affected the values of many securities, Farmer Mac’s portfolio of investments, which at the time included Fannie Mae preferred stock and Lehman Brothers senior debt securities, was dramatically impacted.  Reflecting primarily the severe market declines in these two securities in September, Farmer Mac recognized a total loss of $106 million during 2008, necessitating quick action on the part of its Board of Directors to assure the financial health of the organization and its capabilities to fulfill its ongoing mission to Rural America.  The Board responded by replacing the CEO and beginning a process to revaluate the business model.  In the last eight months management has raised over $124 million of capital to assure it is in capital compliance.  Though challenges exist in the ethanol segment of our loan portfolio, the other segments are performing very well.  As a result, despite the difficult economic times generally, Farmer Mac has continued to provide access to our programs for banks, Farm Credit System members and other agricultural lenders in a sound manner.  
Farmer Mac Programs
Farmer Mac accomplishes its congressional mission of providing liquidity and lending capacity to agricultural and rural utilities lenders by:
· purchasing eligible loans directly from lenders;

· guaranteeing securities representing interests in, or obligations secured by, pools of eligible loans; and 

· providing credit enhancements that enable lenders to transfer risk and enhance their capital position. 
Farmer Mac conducts these activities through three programs—Farmer Mac I, Farmer Mac II and Rural Utilities.  Farmer Mac offers loan products designed to increase the liquidity of agricultural real estate mortgage loans and the lending capacity of financial institutions that originate those loans.  As of December 31, 2008, the total volume in all of Farmer Mac’s programs was $10.1 billion.


Under the Farmer Mac I program, Farmer Mac purchases or commits to purchase eligible agricultural mortgage loans or securities backed by eligible loans.  Loans must meet credit underwriting, collateral valuation, documentation and other specified standards.  Small farms account for 65% of Farmer Mac guarantees and commitments and the average outstanding loan balance for Farmer Mac I loans is $279,000.  


Under the Farmer Mac II program, Farmer Mac purchases the guaranteed portions of loans guaranteed by the U.S. Department of Agriculture.  Eligible USDA-guaranteed portions include Farm Service Agency Guaranteed Farm Ownership and Term Operating Loans and Rural Development Business and Industry and Community Facility Guaranteed Loans.

In May 2008, Congress expanded Farmer Mac’s charter to authorize the Corporation to purchase, and to guarantee securities backed by, loans made by cooperative lenders to cooperative borrowers who have received or are eligible to receive loans under the Rural Electrification Act of 1936 (REA).  These loans are for the financing of electrification and telecommunications systems in rural areas.  This expansion has been very successful, with Farmer Mac working with National Rural Utilities Cooperative Finance Corporation to provide nearly $1.8 billion of funding for electric coops to date.  Last month we created a structure that could provide an additional $1 billion in funding, bringing the potential total of the program up to nearly $3 billion.  We are grateful to the support from Congress in approving this Farm Bill provision.

After buying a loan, Farmer Mac can pool the loans together, securitize them, and guarantee the timely payment of interest and principal.  Securities Farmer Mac guarantees are sold to investors in the capital markets, swapped in exchange for the loans and retained by the seller of the loans or held by Farmer Mac. 
Farmer Mac funds its purchases of Farmer Mac Guaranteed Securities and eligible loans primarily by issuing debt obligations of various maturities in the capital markets.  Farmer Mac’s regular debt issuance and non-program investment assets support its access to the capital markets.  While Farmer Mac’s access to the debt markets has been consistent and uninterrupted, the recent turmoil in the financial markets has caused such access to be more challenging.  As lenders seek Farmer Mac’s products and services, favorable loan terms ultimately depend on Farmer Mac’s access to the capital markets.  In the face of these challenges, Farmer Mac has worked to develop new products to meet customer demand.  Further, financial institutions that Famer Mac currently conducts business with face a host of challenges beyond their agricultural lending product lines.  Farmer Mac aspires to position itself as a critical element in delivering solutions to lenders that meet all of the financing needs of Rural America.
Strong Statute and Oversight

When Congress created Farmer Mac in the aftermath of the collapse of the agricultural credit delivery system, the legislators added requirements not previously included in any of the statutes establishing other Government-Sponsored Enterprises (GSEs).

Unlike the other existing GSEs at the time, the initial 1987 legislation required Farmer Mac to be regulated by a separate office (Office of Secondary Market Oversight) of an independent regulator, the Farm Credit Administration, for safety and soundness.  The statute creating Farmer Mac expressly required that qualified loans meet minimum credit and appraisal standards that represent sound loans to profitable farm businesses.  Farmer Mac’s statutory charter (Title VIII of the Farm Credit Act of 1971 as amended), requires offerings of Farmer Mac Guaranteed Securities to be registered under the Securities Act of 1933 unless an exemption for an offering is available.  This provision leads to the requirement that Farmer Mac comply with the periodic reporting requirements of the Securities Exchange Act of 1934, including quarterly reports on the financial status of the Corporation and reports when there are significant developments.  This also put Farmer Mac under the regulatory authority of the Securities and Exchange Commission.

As required by its statutory charter, Farmer Mac has established underwriting, appraisal, and repayment standards for eligible loans taking into account the nature, risk profile, and other differences between different categories of qualified loans.  These standards for agricultural real estate mortgage loans under the Farmer Mac I program at a minimum are intended to: 

· provide that no loan with a loan‑to‑value ratio (“LTV”) in excess of 80 percent be eligible;
· require each borrower to demonstrate sufficient cash-flow to provide adequate debt service on  the loan; and
· protect the integrity of the appraisal process with respect to any loan.

Farmer Mac is required to set aside in a segregated account a portion of the fees it receives from its guarantee activities.  This segregated account must be exhausted before Farmer Mac may issue U.S. Treasury obligations against the $1.5 billion that it is statutorily authorized to borrow in order to fulfill its guarantee obligations.  That borrowing authority is not intended to be a routine funding source and has never been used.  
Focus on Minimizing Financial Market Volatility, Capital Strength, And Access To Debt Markets
As a result of the amount of losses in 2008 on its Fannie Mae and Lehman holdings, Farmer Mac conducted an extensive review of its investment policies and operations with a view to strengthening policies, procedures and oversight of its investment portfolio and related funding strategies.  Farmer Mac is implementing initiatives and controls recommended as a result of this review, with the goals of minimizing the Corporation’s exposure to financial market volatility, preserving capital and supporting the Corporation’s access to the debt markets.

Maintenance of Regulatory Capital Levels 
The Farm Credit Act established capital requirements for Farmer Mac.  Farmer Mac must comply with the higher of the minimum capital or risk-based capital requirement.  Its level of excess capital was $102.4 million at the end of 2005, $69 million in 2006, $40.4 million in 2007, $13.5 million in December of 2008 and $67 million as of March 31, 2009.
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The Farm Credit Act directs the Farm Credit Administration to classify Farmer Mac within one of four enforcement levels for purposes of determining compliance with capital standards.  As of March 31, 2009, Farmer Mac was classified as within level I—the highest compliance level.
Since September of last year, Farmer Mac has been able to raise over $124 million in additional capital through preferred stock offerings with investors representing all segments of our partners – a commercial bank, Farm Credit System institutions, the National Rural Utilities Cooperative Finance Corporation and an institutional investor.  Farmer Mac does not receive appropriated funds and has not received any government assistance through Treasury programs.
To ensure that it has adequate regulatory capital to support new business, in fourth quarter 2008 Farmer Mac began to require that lenders who place pools of loans in excess of $20 million into a Farmer Mac program purchase an equity interest in Farmer Mac in the form of Farmer Mac preferred stock.

Current Credit Conditions
As of March 31, 2009 Farmer Mac’s ethanol portfolio consisted of loan participations with a cumulative unpaid principal amount of $293.3 million, with exposure to 29 different plants in 11 states.  At the end of 2008 adverse developments in its ethanol portfolio caused a substantial increase in Farmer Mac’s delinquencies and non-performing assets.  However, other than the delinquent ethanol loans, the vast majority of loans underlying the Corporation’s guarantees and commitments continue to perform well, with delinquencies on non-ethanol loans remaining near historically low levels consistent with the strength of the U.S. agricultural economy through the end of the year.  Agriculture is a cyclical, weather driven business.  At this time, the segment of the loan portfolio we are watching most closely is dairy.  In addition, we are focused on non-irrigated loans in the west that continue to be pressured by water supply issues exacerbated by drought conditions.  
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It is Farmer Mac’s policy to diversify its portfolio of loans held and loans underlying Farmer Mac I products, both geographically and by agricultural commodity/product.  Farmer Mac directs its marketing efforts toward agricultural lenders throughout the nation to achieve commodity/product and geographic diversification in its exposure to credit risk.  Farmer Mac evaluates its credit exposure in particular geographic regions and commodities/products, adjusted for the credit quality of the loans in those particular geographic regions or commodity/product groups relative to the total principal amount of all outstanding loans held and loans underlying Farmer Mac I products.
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Program Growth

Farmer Mac’s business experienced positive developments during 2008.  Farmer Mac added a record $3.1 billion of new program volume, compared to $2.3 billion in 2007.  Farmer Mac’s total outstanding program volume as of December 31, 2008 was $10.1 billion, compared to $8.5 billion as of December 31, 2007 and $7.2 billion as of December 31, 2006.  
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The Farm Bill, which expanded Farmer Mac’s authority to include providing a secondary market for rural electric and telecommunications loans made by cooperative lenders to cooperative borrowers, resulted in $1.8 billion of new program volume for Farmer Mac to date.  This volume contributed greatly to the record level of $3.1 billion in new growth in 2008 and contributed additional diversification when compared with the agricultural loans in Farmer Mac’s portfolio.
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During 2008, Farmer Mac achieved growth in its guarantee and commitment fees associated with its core business.  Guarantee and commitment fees increased to $28.4 million for 2008.   Farmer Mac also maintained access to the capital markets at favorable rates throughout 2008, as the Corporation’s short-term borrowing costs were significantly lower than historical levels.  Consequently, Farmer Mac’s net interest income was significantly higher during 2008 than in previous years.  For 2008, net interest income including (expense)/income related to financial derivatives was $61.7 million. 

Relationships

As of December 31, 2008, more than 370 lenders were participating in one or both of the Farmer Mac I or Farmer Mac II programs.  Farmer Mac has initiated partnerships with the American Bankers Association and the Independent Community Bankers of America to increase participation by banks.  We have continued our long standing relationships with many Farm Credit System institutions and our ongoing relationship with National Rural Utilities Cooperative Finance Corporation is providing new products to help rural electric cooperatives improve their financing.  Our business partners are the conduits to providing the benefits of Farmer Mac programs to farmers, ranchers, rural utilities and rural residents and we will continue our efforts to expand these relationships.

Conclusion

Our focus since last fall has been on assuring the strength of our business, mitigating the risk on our balance sheet and enhancing our capital position.  We are succeeding in our efforts, and we are beginning to realize the benefits.  

While lenders in both the agricultural and rural utilities sectors continue to face both capital markets and challenges brought on by these economic times, Farmer Mac is continuing to work with its partners to provide products to respond to their needs.  As evidenced through our commitment to meet the challenge Congress put before us just last year in the form of expanded authority for rural utilities lending, we stand ready to support additional expectations.

 
We thank you for the opportunity to present Farmer Mac to you today.  We look forward to working with Members of Congress and our partners to fulfill our mission of bringing liquidity and the benefits of the secondary market to Rural America. 
�
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Core Capital vs Statutory Minimum Capital
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Microsoft_Office_Excel_Worksheet1.xlsx

Sheet1


			Year			Excess Capital			Minimum Capital			Series 3


			12/31/05			102.4			142.4


			12/31/06			69			174.5


			12/31/07			40.4			186


			12/31/08			13.5			193.5


			3/31/09			67.4			182.9


						To resize chart data range, drag lower right corner of range.
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