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MESSAGE FROM THE CHAIRMAN

The financial services industry, the Farm Credit System (FCS or System), and the Farm Credit Administration
(FCA or Agency) continue to experience dramatic change. This change is the result of many factors, includ-
ing significant technological advances, increased competition, the globalization of markets and, for FCA,
Government-wide efforts to downsize agencies and improve operating efficiency. These significant forces of
change are expected to continue.

This volatile environment dictates that for organizations to succeed, they must do an excellent job of plan-
ning strategically. We strongly believe strategic planning to be good business.

FCA has been planning strategically for several years. Our plans have evolved from a focus on shorter term,
tactical issues to longer term, strategic issues and a vision of the future. While there is work still to do, | am

proud of the remarkable results our Agency has achieved during the past 3 years in improved service to our
customers through better rules and rulemaking, risk-based examinations, and improved communication —
and all at less cost to the System.

This Strategic Plan reflects our belief that the Farm Credit System will continue to play an important role in
agriculture in the 21 century. Our responsibility is to provide a regulatory environment that enables the
System to meet rural America’s changing demands for credit and other financial services within the authori-
ties established by Congress. Our primary focus will always remain on safety and soundness, but our rules and
policies will respect market forces to ensure a competitive System.

The principles of customer service, effective operations, clear communication, and product quality are at the
heart of my operating philosophy for the Agency. These principles are consistent with the objectives of the

Government Performance and Results Act of 1993, which encourages organizations to manage for results
and holds executive leadership accountable for effecting programs that achieve desired outcomes.

This Strategic Plan, our framework for the future, is the culmination of a joint effort of the FCA Board and

Agency staff. | believe our goals and objectives provide a firm foundation for FCA's future success and the
success of those we regulate.

Marsha Pyle Martin
Chairman and Chief Executive Officer
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MISSION

The Farm CeditAdministration will promote a safe and sound, competitive Farm Credit System by
creating an environment that enables it to sewrallAmerica as a dependable source of credit and
other financial services within the authorities established by Congress.

LEGISLATIVE MANDATE

The Farm Credit Act of 1971, as amended (Farnment Corporation, which are non-System entities.
Credit Act) clearly states why Congress establishedPresently, the FCS is comprised of 216 Farm Credit
the FCS. Congress determined that the public intebanks and associations and 8 subsidiary service cor-
est was best served by an effective credit delivery sygporations. The Agency issues written reports that
tem dedicated to financing rural America. The FCSevaluate the overall condition and performance of

was established to: these entities.

» Ensure that an adequate supply of credit The Agency examination program is risk-based, con-
is available to all creditworthy produc- centrating resources on institutions having the great-
ers and their cooperatives in both good est risk exposure. FCA continuously identifies, evalu-
times and bad. ates, and proactively addresses risks faced by the en-

tities it examines. FCA also has authority to initiate

» Provide reasonably priced credit to eli- an enforcement action against an FCS institution that
gible borrowers by fostering and main- violates statutory or regulatory requirements or en-
taining competitive markets in rural gages in an unsafe or unsound practice. Enforce-
America. ment actions can include formal agreements, cease

and desist orders, civil money penalties, or orders of
As the independent regulator of the System, FCA igemoval or prohibition.
responsible for protecting and balancing the public’s
interests. FCA's policies and regulations must be&Promulgating Regulations and Public Policies
sound and constructive, use an approach that is pr&=CA has statutory and regulatory authority to estab-
active and preventive, and reflect the continuinglish policy and interpret the Farm Credit Act. As such,
changes and needs of agriculture. A healthy Americthe Agency promulgates policy statements and regu-
requires a strong agriculture. A strong agriculturelations to ensure that the FCS complies with the law
requires a financially viable FCS. and operates in a safe and sound manner. FCA is
also the chartering authority for the FCS and reviews
FCA performs two basic functions to fulfill its mis- and rules on corporate applications for mergers and
sion: consolidations of System entities.

» ldentifies risk and takes corrective actions. To achieve its mission efficiently and effectively, the

Agency engages in a variety of activities that support
» Promulgates regulations and public policies. the two basic functions. These include long-range

planning and budgeting; providing pertinent infor-
Identifying Risk and Taking Corrective Action mation to the Administration, Congress, FCS and the
FCA has statutory authority to examine all FCS insti-general public; legal counsel; economic and finan-
tutions, including the Federal Agricultural Mortgage cial analysis; management of information resources;
Corporation (Farmer Mac), as well as the Nationalmanagement of human resources and training; and
Consumer Cooperative Bank and the NCB Developpayroll and benefits administration.
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CONSTITUENCIES AND GUIDING PRINCIPLES

FCAs constituencies are those who have an interesfo achieve its mission, the Agency will adhere to
in or are potentially affected by Agency activities. the following Guiding Principles:

These include institutions regulated by the Agency,
investors in Farm Credit securities, the Farm Credit
System Insurance Corporation, Congress, individual
borrower/shareholders of the FCS, all other eligible
borrowers, and the public.

We are a fair and effective regulator that
provides its constituencies with timely, accu-
rate, and useful communications.

Confidence in FCA promotes confidence in the FCS® We seek a proper balance between costs
Therefore, FCA must demonstrate sound and con- imposed by the Agency and the benefits
structive policymaking that relates directly to its ob- ~ &cCruing to our constituencies, but in no case
jective of controlling risk in the FCS. Through our will we compromise safety and soundness.
actions, there must be no doubt that the FCA Board

and management are effectively and efficiently car We promote teamwork and a positive, produc-
rying out the Agency’smission. tive, and family-friendly work environment.
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VISION STATEMENT AND STRATEGIC GOALS AND OBJECTIVES
VISION STATEMENT

FCAIis a recognized leader in effective and efficient financial regulation.

STRATEGIC GOALS AND OBJECTIVES ¢ Require all System institutions to disclose reli-

able and meaningful financial information to
investors in System securities and their custom-

FCA staff conducted an assessment of the internal ers/shareholders.

and external environment affecting the Agency and

the FCS. Staff from key congressional committees _ - —

were interviewed and asked to assess not only the eff2! 2: Implem::-_?_t regu:jat(;ons agdbﬁ)ollmets thatf

vironment but to offer ideas for FCA improvement. NSUre @ COMpELlive and dependable Sysiem o
L . . .~ credit and financial services for agriculture and

FCS bank and association chief executive offlcer§ ;

L ural America.

were asked to share their vision for the future of the

FCS. Environmental issues and trends ianuencingbbjecﬁves

FCAs future operating environment were identified | Adopt policies and regulations that produce

using this information. A supplemental document, apbpropriate solutions to identified problems
“FCAs Vision 2002,” was also developed that provides aﬁg mpinimize burden. P

more detail of likely internal and external trends for

the next 5 years that may have significant long-range  Evaluate the Farm Credit Act and develop

implications for the Agency. The FCA Board and suggested revisions for Congressional consider-

senior management used this information to formu-  ation that update the Act’s outdated or anti-

late the strategic goals and objectives that follow. The quated provisions.

environmental assessment, including the underlying

planning assumptions, is presented in Appendix A.Goal 3: Enhance FCA's effectiveness, efficiency,
and external relationships.

FCA's strategic goals and objectives are:

Objectives
—— : » Ensure that the Agency’s management processes
Goal 1: Minimize risk to the System’s customers/ are efficient and comply with applicable laws and
shareholders, investors, and Insurance Fund. regulations.
Objectives e Sustain high-quality employee performance and

« Maintain and modify systems to ensure that FCA  productivity in our changing environment.
provides high-quality examinations and oversight
of FCS institutions to accurately identify risk and «  Apply technology to provide easy-to-use informa-
effect corrective action. tion services that improve work flow.

« Proactively identify and address systemic riskss Communicate effectively with key external audi-
affecting the FCS. ences.
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STRATEGIES TO ACHIEVE GOALS AND OBJECTIVES

The strategic goals capture our focus for future ace Evaluating potential risk of legislative

tion. Objectives were developed for each goal, and proposals in light of safety and sound-
strategic actions further identify initiatives and activi- ness issues.

ties the Agency will embark on during the next 5

years. Specific action plans link this Strategic Plarr  Identifying current events and emerging

and shorter term operational plans. Action plans, issues affecting the FCS and FCA.

dynamic in nature, must be adjusted to fit a chang-

ing environment. Timely assignment of personnel,n addition, financial information is critical to inves-
budgeting, and reporting are key ingredients of eackors in System securities and FCS customers/share-
action’ssuccess. The success of the Agency’s actioniolders. Adequate and appropriate information is
will be captured by the performance measures delinvital to keeping the cost of funds as low as possible
eated in the section entitldRkelationship Between Stra- for the System. FCA will, therefore, evaluate the ef-
tegic Goals/Objectives and the Annual Performance Goaldectiveness of the FCS disclosure program.

An overview of our approach to achieve each goal

follows.

Goal 2: Implement regulations and policies that
ensure a competitive and dependable system of
credit and financial services for agriculture and
rural America.

FCA's examination and supervisory programs have

been recognized for their high quality and effectiveA major focus of regulatory and policy development

results. This goal and its objectives focus on mainin the 1990s was reduction of regulatory burden. In

taining this high quality, as well as making still more 1993, the FCA identified policies and regulations that

improvements. were outdated or imposed undue burden on FCS
institutions. Consistent with that effort, the FCA

Areas of emphasis include the following strategic ini-Board established a framework for the development

Goal 1: Minimize risk to the System’s customers/
shareholders, investors, and Insurance Fund.

tiatives: of regulations with the adoption in 1994 of a Policy
Statement on Regulatory Philosophy (modified in
* Evaluating FCS loan underwriting stan- 1995). These Board actions ensured that regulations

dards and compliance to detect deterio-
ration and resulting risk.

Incorporating the evaluation of sensitiv-
ity of institutions’ exposure to interest
rate risk into the FCA Rating System.

Developing a reserve of commissioned
examiners to prepare for a possible
downturn in the agricultural economy.

Identifying systemic risks and incorpo-
rating these risks into examinations.

were written to implement the law, promote safety
and soundness, support the System’s continued com-
petitiveness in the marketplace, and not impose un-
due burden.

Future regulatory efforts will continue to promote
safety and soundness and a competitive FCS. In ad-
dition, we will focus on improving timeliness of FCAs
rulemaking process and producing more “user-
friendly” rules. We will continue to evaluate and re-
vise our policy development process to improve cus-
tomer communications, involvement, and more
timely services. We will also evaluate our progress in
meeting National Performance Review (NPR) com-
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mitments. Near-term rulemaking activities include RESOURCE NEEDS
reducing burdens in areas such as loan underwrit-
ing, general financing agreements, non-statutonf:
rior approvals, voting and organizational issues, an . - .
Eorrow%? rights. In gddition,gthe Agency will have (1997 |s' $35.9 million, down $4.5 ml!l|on from the
reviewed and be prepared to recommend for con~9€Ncy’s budget for FY 1995. Of this amount, we
gressional consideration needed technical changd¥Ci€ct that approximately 83 percent will be used
to the Farm Credit Act. for Risk Identification and Corrective Actions, one
of our two primary functions. The remaining 17
percent is dedicated to the other primary function,
Promulgate Regulations and Public Policies. More
than 80 percent of the Agency’s budget is cost of per-

Over time, the Agency has identified a number ofsonnel. This plan’s strategic goals and objectives re-
management and communication issues that needdlgct our overall belief that FCA must be a cost-effec-
to be addressed. Many of these issues have been e regulator. So long as the FCS remains healthy
solved. However, in developing this Strategic Planand a viable source of credit for agriculture, FCA's

the FCA Board and Agency staff worked together toresoyrce needs should not increase significantly over
devise a goal with a number of initiatives that would,[he planning horizon.

improve theAgency’s effectiveness and enhance its
ability to accomplish Goals 1 and 2. This goal, there- ) )
fore, brings balance to the Strategic Plan by combin] "€ FCA has reduced its staff and budget require-
ing the internal and external interests of the Agencyments significantly over the past several years. Staff
levels have declined 43 percent from their peak in
The initiatives in the plan cover several areas. Man41988. In 1997, the number of field offices outside
agement systems and internal controls will be reheadquarters was reduced to 4, down from 10 in the
viewed to identify needed improvements and/or efy5te 1980s.
ficiencies. The FCA financial management system

will be enhanced to integrate administrative processe .
and applications, while efficiently fulfilling external i 1994, the Agency conducted a long-range staffing

reporting requirements. study. This strategic effort positioned the Agency to
move into the next century with the right number of
FCA staff is tenured and highly experienced. How-employees, the right mix, and the necessary talent to
ever, future changes in the financial, banking, andiccomplish the FCA's mission, strategic goals, and
agricultural environments will require continuous gbjectives. Since implementing the Five-Year Staff-
profes_sional development to keep employee skills anmg and Structure Plan (Staffing Plan), 67 full-time
expertise state-of-the-art. equivalent (FTEs) positions have been eliminated.

CAs direct obligations budget for fiscal year (FY)

Goal 3: Enhance FCA's effectiveness, efficiency,
and external relationships.

Ongoing changes in technology provide the oppor- _
tunity to develop information systems to enhanceVhen measured in terms of cost to the users of the

management decisionmaking. FCA will take a pro-FCS, the effect of FCAs budget when compared to
active approach to external communications by asthe System’s total assets has been reduced substan-
sessing and monitoring the effectiveness of its comtially. Since 1992, our peak cost year, FCAs cost has
munications and identifying appropriate messages fopeen reduced almost a fourth, from 6.4 basis points
key external audiences. to about 4.8 basis points for FY 1997.
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RELATIONSHIP BETWEEN STRATEGIC GOALS/OBJECTIVES AND
THE ANNUAL PERFORMANCE GOALS

The results achieved by the Agency, through theting a “balanced” set of measures requires not only
Goals, Objectives, and Initiatives identified in this having measures for each desired outcome, but hav-
plan, will be reported on by an integrated perfor-ing measures that assess the outputs created and in-
mance measurement system. This system is predputs used to achieve the desired outcomes. For ex-
cated on four desired outcomes, or results, for thample, while achieving the desired outcome or goal
Agency’s operations, which closely link to the is important, consideration must be given to the cost
Agency'’s three strategic goals. Agency-level perfor{inputs) and the accuracy and integrity of the prod-
mance measures have been developed for each ouwtets (outputs such as examination reports, regula-
come. The performance measures, as identified betions, etc.) used to achieve the outcome. Otherwise,
low, will be influenced by the initiatives associated the desired result may be obtained, but in a cost-pro-
with each goal. However, many measures are indihibitive, or possibly inappropriate, manner. A bal-
rectly linked to initiatives in the other goals and will anced group of measures allows management to as-
be influenced by this relationship as well. For in-sess the totality of the Agency’s operations and pro-
stance, a regulation or policy-related initiative in Goalvides the needed information from which future stra-
2 will often relate to the safety and soundness of théegic decisions will be made.
FCS, which would affect measures listed under Goal 1.

Development of performance measures was accom-
In addition to the Agency-level measures, each FCAlished with input from all Agency offices and the
operating unit has developed performance measurdsCA Board and management. Currently, employees
for its responsibilities. These measures are linked terom each Agency office are developing plans that
the Agency-level measures and will be linked to allensure the needed data will be available to accurately
staff’s individual performance standards. By linking measure the Agency’s performance. FCA will include
the Agency’s goals to performance measures and thethe measures, along with the accompanying perfor-
linking those measures to staff performance stanmance goals, in its FY999 Annual Performance Plan.
dards, every employee in the Agency is encouragedihat plan will be submitted to the Office of Manage-
to work toward achieving FCAs goals and objectives.ment and Budget (OMB) along with the FY 1999

budget. The following table depicts the linkage be-
Development of theAgency’s performance measures tween the Agency'gjoals and outcomes, and lists the
was guided by the balanced scorecard concept. Creaeasures developed to monitor FCAs performance.

Minimize Risk to the System’s Customers/Shareholders, Investors, and Insurance Fund

Desired Outcome: Effective Risk Identification and Corrective Action

Measures To Be Employed:

1. The health of the FCS, as depicted by the percentage of FCS institution assets assigned to each of the 5
numeric CAMEL (capital, asset quality, management, earnings, and liquidity) ratings, i.e. 1 through 5
with 5 representing the poorest rating.

2. The number of direct-lender institutions with adversely classified assets to risk funds less than 100 per-
cent divided by the total number of direct-lender institutions.
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The total assets of direct-lender institutions with adversely classified assets to risk funds less than 100
percent divided by the total assets of direct-lender institutions.

The total assets of direct-lender institutions complying with all minimum capital ratios (permanent capi-
tal ratio, total surplus ratio, core surplus ratio, net collateral ratio) divided by the total number and total
assets of direct-lender institutions.

The 3-year average Return onefageAssets of FCS institutions.

The percentage of examinations of FCS institutions meeting statutory examination freggranicy-
ments.

Customer acceptance of FCAs examination and supervisory programs through the average of the ratings
received on the following survey questions (1 to 5, with 1 being the highest):

« The board and management believe the findings of the examination will assist (or have
assisted) the institution in correcting identified weaknesses.

 The board and management believe the actions required by the enforcement document will
assist (or have assisted) the institution in correcting identified weaknesses.

(GO /A L 2

Implement Regulations and Policies that Ensure a Competitive and Dependable System of Credit and
Financial Services for Agriculture and Rural America

Desired Outcome: Effective Regulation and Public Policy

Measures To Be Employed:

1.

The percentage of regulatory projects completed compared with projects included in the Board-approved
annual Regulatory Plan.

The percentage of regulations completed that utilized “special” customer service focus or features.

The percentage of regulations that customers believe meet the regulation’s original objectives.

! Special customer service focus or features include “fast-track,” interim and “direct” final rules, Advance Notice of Proposed
Rulemaking actions, meetings with or use of customer “focus groups” prior to proposing new rules, town meetings, hearings,
negotiated rulemakings (Reg-Neg), etc.
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(GO /A L 3 1

Enhance FCA's Effectiveness, Efficiency, and External Relationships

Desired Outcome: Effective and Hicient Agency Administration

Measures To Be Employed:
1. Opinion received on FCAss financial statements is Unqualified versus Qualified, Disclaimer, or Adverse.

2. Number of material weaknesses noted in the Federal Managers’ Financial Integrity Act letter from the
Agency Chairman/CEO to the President.

3. The percentage of surplus between the Board-approved budget and actual expenditures.

4. Cost of FCA to FCS borrowers (FCAs actual expenses divided by average total System assets expressed as
basis points).

Desired Outcome: Effective External Relationships

Measures To Be Employed:
1. The percentage of inquiries and complaints from Congress and the general public that:

* Are answered within specified timeframes (e.g., 30 days).
Do not require supplemental responses due to inaccurate or incomplete information.

2. Congressional rejection of final FCA regulations and proposed legislative initiatives, or request for delay
in FCA Board action on regulations.

3. Percentage of thAgency’s annual budget request approved by Congress without conditions.

4. Percentage of external reports issued on time per Publication Schedule.
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KEY EXTERNAL FACTORS AFFECTING STRATEGIC GOAL

ACHIEVEMENT

Planning is based on imperfect knowledge about keEFCONOMIC

factors that can determine success or failure. There-
fore, business strategies must rely on predictions angd
probabilities. Success is a function of controlling
those factors that are within an organization’s power
and wisely managing around those that are not.

In developing this Strategic Plan, FCA identified sev-
eral external factors that could significantly affect
achievement of one or more strategic goals. These
factors are categorized into two areas —legislative and
economic.

LEGISLATIVE

e Financial Modernization—Proposals to repeal
the Glass-Steagall Act, which for more than 60
years has separated banking from commerce,
combined with other reform measures, will likely
convert the banking charter into what will be es-
sentially a financial services charter. Without
counterbalancing measures for the FCS to main-
tain a level playing field, its viability and, thus, its
safety and soundness could be threatened.

e New Funding Sources—Giving commercial
banks greater access to either the Federal Home
Loan Bank System or the FCS as a source of funds
poses a competitive threat to the System. This
ultimately may raise safety and soundness con-
cerns for the FCS.

e Eliminating Government-Sponsored Enterprise
(GSE) Status for the FCS—Within the context
of financial reform, a move to eliminate GSE sta-
tus without significant reform measures for the
System and other GSEs, while extending new
powers to commercial banks, could seriously
erode the System’s competitive position in rural
credit markets and increase the cost to farmers
and ranchers.

Globalization Trends—The natural boundaries
for the world’s commodity and financial markets
are evaporating due to technological break-
throughs in the communication and production
areas, as well as new and enhanced trade agree-
ments. The new market environment for U.S.
farmers will be characterized by greater price and
income volatility and likely changes in the com-
parative advantage for some commodities. These
developments suggest greater risk for agricultural
lenders.

Fiscal and Monetary Policy—arge swings in Fed-
eral spending for farm support programs — or
their complete elimination — coupled with sig-
nificant changes in the money supply can affect
income levels and interest rates, leading to finan-
cial hardships for farmers and loan losses for
lenders.

Recession-A major economic recession, espe-
cially one that is worldwide, would be very dam-
aging to agriculture as falling demand decreases
price and income levels with no Federal safety
net for protection. Trouble for agriculture could
cause the FCS to be the only lender willing, and
with a mandate, to finance agriculture.

Natural Forces—Because the climate is unpre-
dictable, world production levels are subject to
wide swings, leading to occasional gluts and short-
ages, with closely associated peaks and valleys in
prices. Boom-bust economics is a precursor for
land price surges and relaxed lending standards,
only to be followed by painful adjustments later.
Thus, the health of agriculture and the FCS is
inextricably connected to the environment and
the earth’s natural resources.
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PROGRAM EVALUATIONS

Information gathering is an important part of thetor General, as a member of the Agency’s Executive
planning process continuum. In gathering the indeadership &am, uses that forum to keep program
formation necessary to develop FCAs Strategic Plangvaluation issues before Agency management. In ad-
we relied on numerous sources of information, bothdition, the Inspector General's Semiannual Reports
internal and external, to help develop the strategito the Congress (March 31 and September 30) pro-
goals and objectives for the Agency. Some examplegide a vehicle to evaluate any issue, disagreement, or
are staff studies on systemic risk issues, outreach prether problem identified by program evaluations.
grams with System institutions, and Government reEvaluations by FCAs Inspector General have influ-
ports on the agricultural economy. For performancenced improvements in Agency operations. Current
measurement information, the Agency has systemand upcoming program evaluations include the fol-
to produce reliable performance and cost data to sébwing:

performance goals and evaluate results. Several of-

fice-specific systems exist, and more will be developed Implementation of the legislative change permit-
as needs are identified in this initial year of imple- ting 18-month examination intervals for direct-
menting performance measures. lender Farm Credit System institutions.

Three types of Agency audits are a primary source of Effectiveness of FCA's enforcement activities.
information in planning development: self assess-
ments, audits by the Agency’s Inspector General, aned Effectiveness of FCAs rulemaking processes.
audits from external parties, such as the General
Accounting Office (GAO) or the Agency'sxternal ¢ Agency performance measures and related in-
auditor. OMB guidance is used to periodically re- formation systems. This evaluation will answer
view and report on the Agency’s systems for internal  the following questions:
controls, financial management, information re-
sources management, and budget control. Signifibo measures exist for all material activities?
cant findings or identified weaknesses are integrated
into the strategic planning process so that a clear linklave metrics been established for satisfactory per-
exists between these evaluation activities and the goafsrmance?
and objectives of the Strategic Plan.

Is reliable information available to support the mea-
On a broader scale, FCA's Inspector General andurements?
external auditors routinely evaluate significant pro-
grams within the Agency and issue reports on thd-inally, the Agency has an extensive set of internal
findings. AnAgency audit follow-up program, per- controls it uses to monitor its operations. Findings
fected in 1996, assures that timely decisions are madeom all of these operational assessments are consid-
and actions are taken to correct problems and implesered in the development of goals and objectives of
ment improvements identified in audits. The Inspecthe FCA Strategic Plan.

FCASTRATEGICPLANFY1997-2002



FCA BOARD AND EXECUTIVE LEADERSHIP TEAM
CONCURRENCE

FCA is managed by a three-member Board and an Executive Leadership Team comprised of directors for all
major operational areas. Members of the Executive Leadership Team below are charged by the Board to
carry out the mandate of the FCA and implement programs as provided for in the statute and this Strategic
Plan.

We, the Board and senior management of FCA, are committed to working with the employees of our Agency
and with our constituents to make this Strategic Plan a reality.

The FCA Board: The Executive Leadership Team:

Marsha Pyle Martin, Chairman Donald P. Clark, Director
Office of Resources Management

Doyle L. Cook, Member Thomas G. McKenzie, Director
Office of Policy Development and Risk Control

Ann Jorgensen, Member Eileen MicMahon, Director
Office of Congressional and Public Affairs

Jean Noonan, Director
Office of General Counsel

Roland E. Smith, Chief Examiner
Office of Examination

Eldon W. Stoehr, Inspector General
Office of Inspector General
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APPEND|X A and consolidations in the FCS. The speed of these
changes will depend on such things as whether Agri-
cultural Credit Associations are permitted a bifur-
cated tax structure and are granted new authorities

ENVIRONMENTALASSESSMENT for lending and financial services and technological
advancements in the agricultural and financial indus-

The most significant environmental trends affectingtries. Although consolidatiowill result in fewer FCS

FCAs mission are discussed below. These trends aridstitutions at both the wholesale and retail levels,

the assumptions that follow were the foundation forthe workload for FCA may not decrease proportion-

formulating the goals and objectives in this Strategicately over the planning period because larger, more

Plan. complex institutions will likely require closer super-
vision. Consolidation is a key issue for FCA, as risk
Financial Industry and Marketplace becomes concentrated into fewer, larger, and more

complex institutions at the bank and association level.
During the planning period, agricultural lenders will
face a changed lending environment and a new sdiechnological Changes
of risks. These risks will arise because of the increased
reliance of farm income on world market conditionsThe explosion of data communication networks will
and greater volatility in commodity prices as a resultcontribute to the gradual disappearance, through-
of the Federal Agriculture Improvement and Reformout this planning period, of the “data center” as it is
Act of 1996 (1996 Farm Act) and resulting planting known today. Increasingly, computing resources will
adjustments. Other risks will arise from increasinglybe distributed throughout the organization and will
aggressive competition among traditional and nonfequire new refined electronic controls to replace
traditional lenders for good loans. the traditional paper-based trails used today.

Historic changes to U.S. farm policy in 1996 causedncreased use of electronic banking through the use
agricultural income to depend more on world mar-of worldwide communication networks and sophisti-
ket conditions. Export of agricultural products is vi- cated data management capabilities will make pos-
tal to the economic well-being of the U.S. farm sec-sible a whole new array of services and products for
tor. The year-to-year value of farm exports is subjecfinancial vendors. Similar technology will enable FCA
to forces that are both diverse and unpredictableto regulate the FCS with less paper flow and more
These forces include U.S. foreign policy, monetaryoff-site examination. Opportunities also exist to use
policy, economic conditions, and weather. Risk istechnology to electronically transmit data and/or
increased when growth in mortgage lending is fuele&ommunicate between System institutions and FCA.
by factors other than the income-generating capac-

ity of real estate, such as speculative purchases of reBCA will need to continue to address the risk issues
estate or unsustainable high commodity prices. Fiassociated with the millennium date change, both
nally, the record high feed costs paid by livestock prointernally and with the FCS. FCA has a plan in place
ducers in 1996 are an indication that not all sectorso correct the date change for all information sys-
in the farm economy benefit from high commodity tems prior to the year 2000. The FCS has begun to

prices. deal with the problem; however, many other forward
looking organizations that recognized the problem
Farm Credit System early have found that the year 2000 problem is more

massive and costly than they predicted. The early
Tax law interpretations, new technology, competitiverecognition of the problem by the System offers some
forces, and other developments in the financial serpromise that an effective solution will be found in
vices industry will continue to lead to more mergerstime.
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Major breakthroughs in genetic research and newproject to solicit comments from the public on out-

production methods will not only affect the varietiesdated and burdensome policy and regulatory require-
of agricultural products grown but the way in which ments. Finally, the Farm Credit Act is now 26 years

they are produced and where they are producedld and needs a redesign to effectively address
These developments will change the risk profile ofchanges in agriculture and rural America, clarify

System institutions and pose new challenges for FCAmbiguities, and remove outdated or unnecessarily
examiners. burdensome or antiquated provisions.

Legislative and Regulatory Initiatives Budget and Staffing Issues

The 1996 Farm Act introduced an entirely new pricerca will continue to consider cost reduction mea-
and income support structure for agriculture by of-g\;res and respond to the Government's streamlin-
fering fixed payments to prodgcefS f0f_7 Years, rejng initiatives under the NPR. In 1996, FCA imple-
gardless of current market prices. This legislation,enteq a Staffing Plan which is responsive to the NPR
ellmlnateq all deﬂuepcy payments and set-as_@g acrer'eport(:reating a Government that Works Better and Costs
age requirements, giving prloducers the' fI_eX|b|I|ty O ess The Staffing Plan identified many changes that
grow whatever they want with few restrictions. Thewill enable the Agency to function more efficiently.

rfifutlit gf tfhlrsVlvshipﬁt?:rétflhaddlt\l/or:ail L'f': to tzo?be”i'tn'Several offices were restructured, and 67 positions
sttutions 10 ch PLA has OVersignt responsibiiity. 4 5 management layers have been eliminated.
FCA must be ever vigilant in its monitoring and as-

sessment of additional risk. FCA, however, must continue to consider FCS cor-

Iporate restructuring applications; examine and regu-
late larger, more complex institutions; and imple-

FCA's regulatory and policymaking agenda duringment aPp“’p”at? and ”e_ede?‘ reg.ulatu.)r}s. A ‘?'eep
the planning period. Emphasis will continue to he€CONOMIC recession, a major financial crisis, or wide-
placed on reducing regulatory burden, client ano:spread distress in the agricultural sector could place

customer satisfaction, and the increased use of ele@ acute burden on the Agency’s available resources.
tronic communications technology to encourageTherefore, FCA must remain alert to any threat to its

public participation in the rulemaking process. aPility to carry out its mission and be prepared to
Emphasis will also be placed on developing compre@djust resources as the need arises.
hensive educational tools after the adoption of sig-
nificant regulations. These materials will include keyMaintaining and enhancing employee satisfaction
topic summaries for Congress, congressional staf@nd, consequently, improvinggency productivity is
members, and other targeted audiences. a priority. FCA will utilize its talent base to the maxi-
mum advantage. Cross-training, rotational assign-
The FCA Board will promote innovative approachesments, and new applications of information and com-
to the rulemaking process that will include more usermunication technology will allow the Agency to ad-
friendly regulations that explain complex issues indress changes in the FCS in a timely and effective
layman’s terms. Major regulatory initiatives that themanner and preserve FCA's investment in current
Agency will undertake in the future include a renewedstaff.

Changes in the agricultural economy, the financia
industry, and FCS structure will continue to drive
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PLANNING ASSUMPTIONS Modifications are needed in the Farm Credit Act to
permit greater clarity in interpretation without ex-

FCA used the information in the environmental as-Panding the System’s authorities.

sessment to conduct an analysis of the Agency’s in- ) ] . .

ternal strengths and weaknesses, as well as external Financial and Agricultural Industries

opportunities and threats. This analysis formed the

foundation for the p|anning assumptions listed be_OVera.” net farm income, after adjusting for inﬂation,

low. It also helped define the Agency's goals for theWill stay at a relatively flat level during the planning
future. period, but with significant variations among com-

modity types and geographic areas.
External Assumptions

The riskier environment brought about by a reduced

Legislative and Regulatory Changes Government role will lead to greater year-to-year price

and income volatility, making debt repayment capac-
The FCS will pursue expanded legislative authoritiedty more uncertain. This environment will lead to
to create new business opportunities. increased use of risk management tools, some of

which will be new and will require both farmers and
Commercial bankers will resist any perceived ex-lenders to acquire new skills.
panded authorities by the System.

Reduced trade barriers and growth in foreign mar-
The role of GSEs will continue to be evaluated bykets will promote globalization and provide new and
Congress and the Administration. expanded markets for agriculture.

There will be a need for clear and persuasive explaPortfolio concentrations in the FCS that are sensi-
nations of FCAs regulatory and policy actions andtive to export market or currency fluctuations con-
rationales, and proactive communication to Congresgin inherent risk exposure.
and important publics.

The agricultural industry will see moderate growth
Commercial banks will continue to seek access to FCf |oan demand, reduced repayment capacity mar-

funding—a proposal that would pose new risks, mangins, and gains in real farmland values (i.e., adjusted
agement challenges, opportunities for the FCS, anfbr inflation).

regulatory demands on FCA.
Interest rates will be marked more by short-term vola-

There will be continued pressure on the System tgjjity than by significant upward or downward trends.
advance social purpose programs.

) The traditional customer base of the FCS, the mid-
Expansion of the Federal Home Loan Bank chartegjzeq family farm, will continue to migrate toward a
will intensify competition for the Systenpresenting  pimodal distribution of large and small operators,

challenges to th&ystem and FCA. significantly changing the way the System conducts

S ) its business.
The direction and future of the Farm Services Agency

will continue to_ be debated, raising the possibility Oflncreasing use of new and complex financial instru-
FCS and FCA involvement. ments will continue to present challenges and risks.
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Farm Credit System Consolidation in the commercial banking industry
may, on the other hand, create opportunities for the
Structure FCS to increase market share.

Continued mergers and consolidations in the FCHegjre for growth and market share within the FCS
will concentrate risk in fewer and larger |nst|tut|ons.may cause it to relax lending standards.

Associations will become more independent of Farm

Credit banks, pursue strategic alliances with each Public Information
other, and increasingly become the focal point for . . .
risk in the FCS. An effective, well-rounded education and informa-

tion program will enhance public and constituent
Farm Credit banks will focus on wholesale lendingunderstanding of FCA's role and value as an inde-
and forming strategic alliances with non-System orpendent regulator.
ganizations to provide new financial services to cus-
tomers. FCA will continue to address misinformation about

System authorities and Agency actions.
The majority of structural changes in the System will

involve Federal Land Bank Associations consolidat-
ing and converting to Federal Land Credit Associa-
tions, affecting examination resource needs.

Technological Changes

Technology will continue to develop at a fast pace
Competition with significant advancement in hardware, software,
and telecommunication capabilities.
FCS institutions will face intense competitive pres-
sures from both traditional and nontraditional agri-Secure electronic commerce on the Internet will
cultural lenders, resulting in innovative System re-change the way financial products and services are
sponses and corresponding regulatory challenges.delivered and money is exchanged.

New I_ending_ init_iatives .and relatedlservice programs;rhe FCS will aggressive|y pursue techno|ogy-based’
combined with increasing emphasis on growth, willstreamlined lending practices, many of which will
magnify intra-System competition. challenge existing business lending practices and

require regulatory adjustments
Market Share a g y adl

The FCS's balanced marketing efforts will be crucial Farmer Mac

to its long-term successDuring a stable agricultural

economy, competition for good loans will increaseFarmer Mac’s improved prospects for viability and
significantly for the FCS. Maintaining market shareimplementation of new program authorities will re-
will be difficult. quire increased FCA oversight and resources.
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Internal Assumptions Technological Changes

The Agency’s client/server computer network envi-
ronment will continue to provide opportunities for
increased efficiency and effectiveness; costs and se-
The Agency will continue its commitment to effec- curity risks will be continuing challenges.

tive regulations and policies.

Regulatory and Examination Issues

New technology will provide an opportunity for al-

The Agency will continue to emphasize ongoing, risk-{e"native work environments and cultures.

based examinations and updated practices t0 ensUgg,nanced computer skills will allow improved use
timely identification of risks and efficient use of re- of new technology.
sources.

Technological capabilities will be updated to meet
The Agency will continue to emphasize reliable,business needs.
meaningful disclosure as a means of increasin
management’s and boards of directors’ accountabi
ity to stockholders and to ensure that investors ar
provided the necessary information to keep appro- Human Resources Management
priately informed.

I1iq:‘lectronic access to FCS information will enhance
(tahe examination process

FCA staff will continue to be experienced, talented,
Management Systems and Operations and highly regarded.

Staff skills will need to keep pace with emerging is-
Reliable financial management records and informasues and changing priorities.

tion systems will provide an opportunity for improv-

ing management decisionmaking. Contingency planning will position FCA to respond
to changing conditions

Reengineering of Agency processes will continue t

o . . .
. LT . A competitive compensation level will enable FCA
increase efficiencies and effectiveness.

to attract and retain high quality employees.

Meaningful performance measures will improve Striking a balance between the Agency’s commit-
Agency results and allow accurate and appropriatenent to a family-friendly workplace and Agency
evaluation of the FCA Strategic Plan. needs will present challenges and opportunities.

The effectiveness of the Agency will improve as allEMPloyees who are committed and productive will

employees are involved and better understand the|crOntlnue to be recognized.

roles in implementing the FCA Strategic Plan. Recommendations from employee task forces and

resulting decisions will be vital to ongoing
Public scrutiny of the Agency’s budget will continue. management planning.
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