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I.  Introduction

The Farm Credit System Insurance Corporation was established by the Agricultural Credit Act of 1987 (1987 Act) as an independent U.S. Government-controlled corporation.  The 1987 Act pro​vided for all Farm Credit System banks to be insured.  The Corporation’s primary purpose is to ensure the timely payment of principal and interest on insured notes, bonds, and other obligations issued on behalf of Farm Credit System banks.  The Farm Credit System is a nationwide system of cooperatively owned banks and affiliated associations that serve borrowers and related entities in the agricultural sector.  By ensuring the repayment of insured debt securities to investors, the Corpo​ration helps to maintain a dependable source of funds for the System’s borrowers.

The Corporation operates with no appropriated funds.  The Corporation collects insurance pre​miums from each Farm Credit System bank that issues insured obligations.  These premiums and the income from the Corporation’s investments provide the funds to fulfill its mission.

II.  Mission Statement and Assumptions

Mission Statement

As an independent entity, the Farm Credit System Insurance Corporation (Corporation) shall:

· Protect investors in Farm Credit System (FCS or System) insured obligations and taxpayers through sound administration of the Insurance Fund.

· Exercise its authorities to minimize loss to the Insurance Fund.

· Help ensure the future of a permanent system for delivery of credit to agricultural borrowers.

Strategic Plan Assumptions

Key External Factors

External factors affecting the Corporation’s insurance program are grouped in three broad areas: (1) Conditions in Agricultural and Financial Markets; (2) Government Policy Factors; and (3) Farm Credit System Factors.  These factors are monitored on an ongoing basis.  As conditions change, refinements of strategies are considered.
1.  Conditions in Agricultural and Financial Markets

· Agricultural exports will continue to be an important component of farm income.

· Small specialty and large corporate farms will increase in number with a decline in midsize farms.

· The trend toward vertical integration of agricultural production/delivery systems will continue.

· Farm debt levels will be influenced by the trend in direct government payments and the direction of interest rates.

· Adverse weather and other environmental conditions will continue to pose risks to agricultural lenders.

· Expansion of non-traditional lending processes such as automated credit scoring, Internet delivery systems and electronic banking pose both new opportunities and risks for financial service-providers.

2. Government Policy Factors

· Federal fiscal deficits will affect financial markets, agency debt issuers and investors that rely on Treasury interest rates as a benchmark for pricing debt issuances.

· Environmental regulation will have an increasing influence on agriculture.

· Technical innovations to agriculture present opportunities and new forms of risk.

· Government policy toward GSEs may affect future agency market liquidity and funding costs.

· Government payments to farmers will likely continue, however payment levels may be vulnerable due to increasing budget deficits and competing national priorities.

3.  Farm Credit System Factors

· Farm Credit System institutions may continue to consolidate and strategically realign territories and operations. 

· Competition from an increasing variety of sources will exert pressure on the System.

· More institutions will enter strategic alliances both within and outside the System.

· Financial pressures and market complexities have increased use of financial instruments by System institutions and borrowers.  The use of these instruments increases the complexity of risk evaluation for transactions and institutions.

· The FCS will offer an expanded array of non-credit related services.

· The System will continue to operate as a Government Sponsored Enterprise in the foreseeable future.

· The System’s voluntary risk management programs, Market Access and Contractual Interbank Performance Agreements, are important tools that help preserve its financial strength for the future.

· Investment activities by System institutions will likely increase.

· Improvements in the quantity and quality of System association’s capital has strengthened their capacity to face a changing risk environment.

· The overall amount of insured debt will continue to increase.

· Joint and Several Liability and access to capital Systemwide will likely play an important role in maintaining investor confidence.

· Modeling to determine optimal capital levels presents both opportunities and risks.

· Rapid loan growth can increase risk if internal resources and controls do not keep pace.

Key Internal Factors
· The Corporation’s objective is to maintain the Insurance Fund at the statutory Secure Base level.  Excess Insurance Fund balances will be allocated to System institutions in accordance with the statute.

· Significant structural changes in the FCS, or other factors, may require reevaluation of the level of the secure base amount and the insurance structure.

· In the spirit of Office of Management and Budget (OMB) Circular A-76 the Corporation will continue to use private and public sector contractors to achieve economy and enhance productivity.

· The Corporation will continue to assess the level and quality of services available from outside sources.

· Management succession will be an important consideration over the next five years.

III.  Program Goals

The Corporation’s legislative mandate to insure investors in Farm Credit System debt securities translates into three fundamental program areas:

· Building and managing the Insurance Fund to protect investors;

· Detecting, evaluating and managing insurance risk; and

· Maintaining the capability to act as receiver or conservator should the need arise.

Each of these program areas’ related goals and strategies can be found in the Program Strategies section.  Activities related to corporate mission support are shown as a contributor to each of the three program goals.
IV.  Linkage of Program Goals And Performance Measures

The Corporation has implemented performance measures to assist in the evaluation of the effectiveness of these program goals.  The Government Performance and Results Act of 1993 (GPRA) requires all Federal Government organizations to report on the results of program performance.  Performance goals and information are included in regular reports to the 

Board of Directors and are summarized in the Corporation’s Annual Report.

These performance measures are evolutionary and they may require future refinement.  Some of the measures use management estimates that may be affected by the performance and condition of Farm Credit System institutions.  Also, unforeseen events may have a material effect on a performance measure over time.

Performance Measures – Building and Managing the Fund to Protect Investors

The viability of the Insurance Fund depends on the Corporation using its authorities for adjusting insurance premium assessments when appropriate and effectively managing all assets to ensure  investment returns are maximized while maintaining appropriate liquidity to carry out its mission. Congress established a statutory requirement for the Insurance Fund to be maintained at a secure base amount equal to 2 percent of outstanding insured obligations or such other percentage as the Corporation determines to be actuarially sound.

The Corporation assesses the effectiveness of its performance in achieving this goal using the following three indicators:

·  Reviewing semiannually the need for adjustments to insurance premium assessments;

·  Measuring investment performance by comparing the portfolio’s average yield with peer investment funds, which have similar investment parameters for quality and maturity; and

·  Maintaining the statutory secure base amount, 2 percent or such other percentage as the Corporation determines to be actuarially sound, of out​standing insured obligations.

Maintaining the Insurance Fund at the secure base amount may be affected by events beyond the control of the Corporation such as insurance losses that arise from troubled Farm Credit System institutions.

Performance Measures – Protecting the Fund from Losses

Program effectiveness is measured by the extent that emerging problems are promptly detected and insurance losses are minimized.  This includes the effective use of financial indicators to monitor conditions and trends, and effective analysis and reporting before any need to reserve for losses.

In periods of probable or actual insurance claims, the ratio of estimated losses, as a percentage of actual losses is an indicator of the Corporation’s ability to assess prospective loss exposure.  Management uses criteria specified in its Allowance for Loss procedure and Financial Accounting Standard No. 5 as guidance.
  Timely evaluation of the Fund’s risk exposure is critical to the determination of steps needed to preserve the Fund’s viability.  The Corporation utilizes Farm Credit Administration examiners and reports to evaluate risks to the Insurance Fund.  The Corporation may independently examine and require information from System institutions.  

Performance Measure – Receivership/Conservatorship

The Corporation has a statutory requirement to serve as receiver or conservator when appointed by the Farm Credit Administration.  This goal requires that corporate readiness be maintained, through periodic staff training and evaluation of contractors’ capabilities, to ensure that qualified resources can be employed should the need arise. 

The effectiveness of receivership operations will be measured by: 

· Completing initial processing of all claims within a period to be specified in accordance with the size and complexity of the individual case.  

· Operating costs as a percentage of total assets.

· Actual asset recovery returns as a percentage of net realizable asset values.

V.  Resource Needs

The Corporation operates with a small core staff.  This core group leverages its resources by purchasing support services from the FCA and contractors to ensure cost-effective administration of its programs.  Support services purchased from the FCA and other contractors include examination support, personnel, audit, accounting and other administrative services.

VI.  Program Evaluation

The Board of Directors reviews program activities and results on an ongoing basis.  The Corporation has adopted a Policy of Internal Controls and Audit Coverage that requires an independent accounting firm to audit financial and operating results.  The Board serves as the “audit committee” in overseeing the execution of the policy.  An Audit Charter was adopted in 1999 to provide a framework for the committee’s oversight responsibilities.  To evaluate the effectiveness of program activities, periodic operational reviews are performed.  Recommendations arising from the annual audit and periodic operational reviews are incorporated into the Strategic Plan.

VII.  Program Strategies

A.  Program Area:  Insurance Fund Management


Goal:  Manage the Insurance Fund to maintain the secure base amount level necessary to provide adequate protection for the investor and taxpayer against identified risks.

Strategies and Actions

1. Manage investment program to ensure adequate liquidity while optimizing investment returns.








         Quarterly

2. Manage issues related to Corporation authorities for premium collection, refund and determination of the Insurance Fund secure base amount.  Execute the Board Policy on Adjustment of Insurance Premiums.
Semiannually
March and September

3. In response to recent and contemplated consolidation within the FCS, evaluate the need for additional actuarial tools to provide effective insurance protection to System investors.


     









2004
4. Evaluate effect on Insurance Fund of FAC payout.




     2004
5. Contract for periodic external review of the Corporation’s investment program.
     2006
6. Study trends in financial disclosure including those of the GSEs and regulated financial institutions.

· Monitor the recent agreement between Fannie Mae and Freddie Mac, the Securities Exchange Commission and the Office of Federal Housing Enterprise Oversight applying the disclosure requirements of the Securities Exchange Act of 1934 to these GSEs.









     2004

· Review the current presentation of the Insurance Fund in the combined financial statements of the System banks in light of recent disclosure and accounting changes.  
2005

· Model various scenarios of growth and risk to determine the feasibility of establishing a range for Insurance Fund adequacy while seeking to avoid large swings in premium rates.
2004
7. Refine the Corporation’s Policy Statement on the Secure Base Amount and Allocated Insurance Reserve Accounts.
2005
B.  Program Area:  Risk Analysis/Management
Goal 1:  
Monitor, evaluate and report risks that could generate losses to the Insurance Fund.

Strategies and Actions

1. Consult with FCA regarding funding requests from any undercapitalized System banks and restructuring requests from banks and large associations.

As Required

2. Study emerging trends in agency debt markets including new types of funding instruments, derivatives and the development of new investor markets.

Ongoing

3. Work with FCA to share information and develop better data access in the following areas:  

· Institutions’ loan databases






     2005

· CRS/LARS Databases, economic modeling, i.e. Basel II


                2004

· Large borrower concentrations throughout the System


                2005

· New organizational structures





           Ongoing
4. Develop and maintain an array of financial and other information for System banks and selected large associations.






2005 & Ongoing

5. Evaluate establishing an interagency roundtable to share information on emerging risks and risk management processes.





2004 & Ongoing
6. Analyze and recommend Allowances for Insurance Fund Losses in accordance with criteria established in the Corporation’s policy.



         Quarterly
7. Report to the Board the FCS conditions and trends that may impact insurance risk.

Quarterly

8. Evaluate the effect of emerging alternative forms of System financing (e.g. preferred stock, subordinated debt) on the Insurance Fund.




     2004
9. Study the recent structural changes in the System to determine whether they have resulted in different risks to the Insurance Fund.





     2005
10. Review the Allowance for Loss Procedure to determine whether additional actuarial tools will improve assessment of Fund adequacy.





     2006
Goal 2:  
Develop and execute approaches that minimize the Fund’s exposure to Financial Assistance Corporation (FAC) obligations.

Strategies and Actions

1. Monitor annuity payments by System banks to FAC providing for future repayment of FAC issued bonds and Treasury paid interest.



         2004-2005
2. Review FAC management of Trust Fund Investments and evaluate any effect on Corporation FAC liability.






         2004-2005
3. Extinguish Corporation FAC liability in June 2005.




     2005
C.  Program Area:  Receivership/Conservatorship

Goal:  
Maintain capability to manage potential receivership/conservatorship.

Strategies and Actions

1. Monitor legislation, regulations, legal cases, and environmental issues that could impact receivership/conservatorship operations.




           Ongoing
2. Monitor and plan for potential conservator/receivership activity.

     As Required
3. Conduct a biennial training exercise to maintain staff’s proficiency in conservator/receivership operations.




          2005 / 2007 / 2009
4. Conduct a comprehensive evaluation of public and private sector contractor capabilities to provide receivership support.  This would include a cost-benefit comparison of identified options.








     
     2007
5. Develop scenarios for institution failures that may result in Insurance Fund liability or Corporation involvement.  Share these scenarios with the System as requested.

2005

6. Monitor developments of other Federal insurers in conservator/receivership management.

Ongoing

7. Revise the Type II, Pre-Resolution Special Examination Guidelines in view of changes in FCS structure and new lines of business.





     2006

8. Continue dialog with the System on appropriate uses of the Corporation’s assistance authority and monitor any legislative initiatives.



           Ongoing
9. Develop an educational program for receivership support staff.  Successful completion of course work and obtaining a passing grade on cumulative examination would result in commissioning.
2005
D.  Program Area:  Corporate Mission Support

Mission support encompasses several key area including:

· Responding to external legislative and regulatory initiatives affecting the Corporation,

· Communicating with stakeholders, and

· Managing human and other corporate resources effectively to achieve the mission.

Strategies and Actions

1. Monitor legislative initiatives that affect the System, FCA and the Corporation.

· Evaluate proposals that could affect the Corporation’s statutory authorities.

As Necessary

· Monitor efforts to attach “non-mission related” uses to the Insurance Fund.

Continuing

2. In cooperation with the Funding Corporation, communicate benefits of insurance program to stakeholders.

· Identify and implement methods to reach out to selling group and investors.

· Identify and pursue dialogue with System leadership on issues of mutual concern.

· Expand contacts and information sharing with other organizations that have knowledge in areas that can benefit the Corporation.


        2004-2005

3. Identify and study the potential effects on the Insurance Corporation of changes in status and authorities of Government Sponsored Enterprises.


     As Required
4. Continue staff cross training and versatility to ensure adequate back up in key corporate programs.








          Annually

5. Monitor FCA initiatives that affect the Corporation and provide input during their development.








     As Required

6. Promote the development of guidance/standards for optimum capitalization levels for System institutions that include the banks’ Joint and Several responsibilities.

Ongoing

7. Identify technology risks and opportunities for data sharing with System institutions including the Funding Corporation.






     2004
8. Use contractor resources to effectively leverage staff efforts.

           Ongoing
9. Partner with FCA and the System to review the Joint & Several Liability process to consider the need for any changes to enhance operation.
    

         2004-2005
10. Develop a personnel succession/transition strategy for the Corporation and evaluate alternatives for meeting Corporation’s ongoing needs.



     2004
11. Periodically review all Corporation policies during the Strategic Plan cycle.  This will include but is not limited:

· A review of the continued need for the policy. 

· The impact of the policy on stakeholders.

· Whether the policy is written in “plain language”.

 2004-2009

12. Review and update the Corporation’s Disaster Recovery Plan to ensure effective continuity of operations.







     2004
13. Evaluate cost-effective alternatives for obtaining accounting and financial reporting requirements of the Corporation.  Staff will periodically review alternatives to the current accounting software, which is not being re-certified by the JFMIP.

         2004-2006



�Financial Accounting Standard Number 5, Accounting for Contingencies, provides guidance regarding recording        allowances for loss and impairment of assets.
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