MEMORANDUM , _ AN

FARM CREDIT SYSTEM INSURANCE CORPORATION

February 19, 2016

To: Chairman, Board of Directors
Chief Executive Officer
Each Farm Credit System Institution

From:  Dallas Tonsager W/-:\\

Chairman

Subject: Board Approves Premiums for 2016

The Farm Credit System Insurance Corporation (Corporation or FCSIC) Board has
approved an increase in insurance premium rates for 2016. As a result of significantly
higher than anticipated growth for 2015 and the prospect for continued growth during
the coming year, the Board of Directors approved an insurance premium assessment
rate on adjusted insured debt of 16 basis points for the first half and 18 basis points for
the second half of 2016, up from 13 basis points in 2015. The Board also approved
continuing the assessment of 10 basis points on nonaccrual loans and other-than-
temporarily impaired investments.

The Federal Farm Credit Banks Funding Corporation reports that outstanding insured
debt obligations increased by 8.0 percent ($18.1 billion) from $225.1 billion at yearend
2014 to $243.2 billion at yearend 2015. This was driven by a 5.2 percent increase
($12.1 billion) in outstanding insured obligations in the fourth quarter of 2015, with a
single month increase in December 2015 of 2.4 percent ($5.7 billion). At December 31,
2015 the unallocated Insurance Fund was at 1.87 percent, or $290 million below the

2 percent secure base amount (SBA).

The Board considered the following factors in setting premiums:

e Current level of the Insurance Fund and projections for growth in insured
obligations;
Likelihood and probable amount of any losses to the Insurance Fund;
Financial condition of the Farm Credit System banks and associations;
Health and prospects for the agricultural economy; and,
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¢ Risks in the financial environment that could cause problems, including volatility
of interest rates, increased competition, and use of sophisticated investment
securities and derivatives.’

On October 1, 2015, | issued a memorandum indicating that the Board of Directors had
decided that, for planning purposes, the insurance premium rate on adjusted insured
debt would likely range from 11 to 13 basis points for 2016. This decision was based on
our survey of Farm Credit System banks, who advised us of an anticipated moderate
rate of growth in insured debt obligations for the remainder of 2015 and a rate of 3.5 to
5.0 percent for 2016. As noted above, the actual growth rate for 2015 was 8.0 percent.
This is the second consecutive year in which actual growth was significantly greater
than the projected growth reported to us by the System banks (2014 growth was 8.8%).
In January 2016, we updated our survey of System banks. The updated survey resulted
in a weighted average growth estimate of 4.5 percent for 2016.

At December 31, 2015, outstanding insured debt obligations were $243.2 billion, up
$18.1 billion from yearend 2014, which is about $8.9 billion more than projected. Also,
deductions for government-guaranteed investments and loans have decreased as a
percentage of outstanding insured debt obligations (from 12.3 percent to 11.3 percent),
which increases the SBA.

As noted above, the unallocated Insurance Fund finished the year at 1.87 percent, or
$290 million below the 2 percent SBA. If FCSIC continued to charge premiums of 13
basis points for 2016, it would yield revenue of approximately $273 million -- which
would be insufficient to cover the existing shortfall and would not cover any 2016
growth. Rather than assess the full amount of premiums provided for in the statute (20
basis points), the Board has decided to assess 16 basis points for the first half of 2016
and 18 basis points for the second half. A premium accrual for 2016 of 17 basis points
should result in the Insurance Fund making progress towards the SBA by yearend.
However, the Board anticipates that rates will need to rise to the maximum 20 basis
points for 2017 if growth continues to outpace assessments. The Board will meet again
in June 2016 to review growth in insured obligations and premium rates.

If you have questions concerning these matters please contact Emily Dean, FCSIC'’s
Chief Financial Officer, at 703-883-4387 or deanew@fcsic.gov.

Attachment 1:Trend Analysis of Outstanding Insured Obligations
Attachment 2:Trend of the Unallocated Insurance Fund Relative to the 2% Secure Base
Amount

! The Farm Credit Administration’s Office of Examination reports that while the overall financial condition
and performance of the System remains fundamentally sound, U.S. agriculture is entering a period of
lower net farm income that may lead to lower farmland values, and certain sectors may become
financially stressed. The broader risk environment also remains elevated due to significant market
volatility and uncertain global economic conditions. The Corporation’s most recent allowance for loss
review of all banks and associations concluded that no allowances are recommended at this time.



.J-ﬂv#. o

[ JuoWYRENY

s .
v S e gt g

‘anjea Jed e podal suonedijqo 1qop wasAs uoneiodio)) Suipung :ejep pud-sapienb Lrsunuraud pus Ajguopy
*SILMODSIP pue sumiaid Jo uoneznloure apn|oul Yomym suodal [[eo YD :BIEp pud-1auend)

'S98°'T €IrE9L
6'L8T01 TSIS'Y6

9'91¥'L8

~ SI0ZALVA OL YVIA )

2nog .,
8'995'LET TIETENT » SNOILYOINgo
viol
S'L88'LI L'90T'81 8904 svx3alL
9'959°201 T°€0LPOT YNVE0D
90Z+'68 T9EE'T6 MNVEROV
1'709'LT 7066'LT 1s¥149v
S107 S107
AON-0€ 2g-I¢ YNvE

(suoyiA uI §)

STOT ‘I€ 19quIdA(Y Suipuy SYIuolA 71
suonegqQ poinsuj suipuelsinQ Jo SisA[euy puda g,




¢ JRWYPEYY

‘2102 Ae Ut s1apjoyjunoode ay} o} pied pue S|y au} 0} pallajsuel) aiem uoljiw zzz$ 1o vas

8y} aA0qe spuny sSa9X8 ‘| L 0Z PUa-1eaA )y "S19PIOUN00]S D4 Pue Syueg JIpal) Wie4 ay) o} juswAed sesingsip uonelodio) ay}

[un suonebijqo soueinsul Ajsies 0} a|qe|ieA. Si pue pund ssueinsuj sy} Jo Led se papiodal S| aouejeq Syy|V @Yl "Siepjoyjunosoe

ay} o} pled sem osje 6002 Ul SV U} 0} paLiajsuel} sem jey} uoljliw $'G9L$ au} ‘010z 1Mdy U] 'siepjoyjunodde ayj o} pled sem

€002 Ul SYy|V 8U} 0} pauiajsuel} Sem Jey} Uolfiw 6°'6€$ 843 ‘0102 Alenigad uj "(SyH|y) SIUNoooy SaAIasay aoueInsu| pajeso|y

3y} 0} paLIgjsuUel} a1aMm UOKIW $'S91$ JO YES 84} 2A0qe Spun) SSaoxa [euonippe ‘600z pua-leak jy ‘suonebijqo painsul pajsnipe
JO %2 SE 1oV Upai) Wied ay} ul pauyap s Yoiym ygs oy} Buiuiejuiew jo aanoafqo ayy yym pessasse ale swniwaid aoueinsu| (z)

"SUBO| pasjuelenb-aje}s pue |eJapa4 Jo} PAsSN Jey} 0} JejiIS JSUUBW B Ul \YgS Sy} Wolj
sjuswjsanul pasjuesenb-ajels pue |eJapa4 Jo uononpap ay} smojie Abojopoyjawl ayl "800z 40 10y ABiaug pue uoleAlasuo) ‘poo4
8y} ui papnjoul sem uoljesodior) aouelnsuj ay) Aq paysanbal ABojopoyisw uonenojes (yYgs) Junowe aseq aindas ay} ul sbueyo v ()

w ww Wy W w 0L W L WW
2L R RRLRRLBRRLBLURBRLRBRLLLLARBRORBRY geRYBLERBRRRRY
ODZH0N> ) 4 MEUNCZUNL20NL20NC20N0=20N0=00NeE 5 M,ONML=00UDO0O0O0
ao%an«nlne.WMaeaenMeanMaaanvaean,eananaaanuaane WMawaenMaeaaaava
PTFRRTEITAITTIVVINRTINRPITORIIQPIINQPINQP IS FTIFTIQPITOLREOY QT
[ L QT N QRS N YPRE QK QS QS QI L QR QI Qe QT AL I Q. QS UL QIS QUL QU Qi g Qi g g g g gk Ve Yo Yo oo e el o) [e¥eololeoleololeoleoleololeleoleYele]
QOO NCTANANUONDBDABRWWWWNNNN A a0 00OOOOMMOMMOMO OERONNNNOOAERON -

Gl

g9l

Ll

8

6'L

0¢

1'¢

A4

192Q pansy|
Jojuaolad

G102 ‘L€ 1aquadeq
jJunowy aseg 8in29s

%Z 9} 0} dAIje|ay pung adueinsuj pajesojjeun ayj} jo puail



