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FARMER MAC HAS HELPED FUND LOANS TO OVER

86,000
RURAL BORROWERS IN ALL 50 STATES,
WHICH HAS RESULTED IN MORE THAN

$58 BILLION

OF INVESTMENTS IN RURAL AMERICA.

WHO WE ARE
Farmer Mac is the premier secondary market for U.S.
agricultural credit and has been a champion for and
an integral part of this nation’s rural economy for
over 30 years. Guided by our mission—to help build
a strong and vital rural America by increasing the
availability and affordability of credit for the benefit
of American agriculture and rural communities—we
provide lenders access to flexible, low-cost financing
and effective risk management tools to help their
farm, ranch, and rural utilities customers.
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LETTER FROM OUR CEO

BRADFORD T. NORDHOLM
President and
Chief Executive Officer

Over the course of 2019, Farmer
Mac engaged in an extensive
process to sharpen our
organization’s Strategic Plan
to enhance our core lines of
business and better serve our
mission. The process was an
iterative and research-intensive
effort that involved Farmer Mac’s
management team, board of
directors, and employee base, as
well as input from Farmer Mac’s
customers. While I am excited to
share how the early outputs of this
work directly tied into our financial
success in 2019, the unforeseen
challenges presented beginning in
March 2020 will require Farmer Mac
to respond dynamically and stand
committed to support rural America.
Farmer Mac was chartered by
Congress in response to the
national farm crisis of the 1980s

to provide a secondary market for
rural lenders to help increase the
availability and affordability of
credit in rural America through
our access to low cost of funds
and our impressive operating
efficiency. Farmer Mac is intended
to be a resource for financial
institutions serving rural America,
and this is especially true during
times of economic pressure and
uncertainity. No matter what
challenges agricultural and rural
communities face, Farmer Mac
has shown itself to be a durable
and vibrant part of the agricultural
economy, and we are committed
to being a trusted partner to rural
America. We will continue to deliver
on our mission by demonstrating
the value of our products and
solutions to our current and
prospective customers.
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$1.8
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of Rural Infrastructure positions
in early 2019 were intended to
identify key business development
leads for our agribusiness and
rural utilities customers. In turn,
this allowed us to develop a more
dynamic and responsive approach
to customers across all four lines
of our business. These structural
changes were done with an eye

12.9%
TIER 1 CAPITAL RATIO
(AS OF DECEMBER 31, 2019)

toward building and maintaining
strong relationships with our
customers and, ultimately,
identifying and developing the
products and solutions that fit our
customers’ needs as they adjust
to changing market conditions.
We enhanced our capital position
in May 2019 through the issuance
of $100 million of non-cumulative
perpetual Series D preferred stock.
We used this as an opportunity
to redeem $75 million of the
outstanding non-cumulative
Series B preferred stock and to

strengthen our Tier 1 capital position
by a net $25 million. The issuance
and redemption effectively
demonstrated our strong market
access for low cost preferred
stock capital and further enhanced
Farmer Mac’s strong capital base.
Looking ahead as we navigate the
ongoing market volatility, we remain
focused on preserving our strong
access to the capital markets in
order to continue to provide capital
to rural Americans during these
challenging times.

2019 ANNUAL REPORT 3

$0.12

$0.14

2013

2014

2015

2016

2017

2018

2019

2020

NET NEW FARM &
RANCH LOAN PURCHASES ($ IN MILLIONS)

RURAL UTILITIES OUTSTANDING
BUSINESS VOLUME ($ IN BILLIONS)

$500.0

$2.4

$439.6

$450.0

$2.3
$2.2

$400.0
$2.0

$350.0

$1.9

$300.0

$1.8

$1.6

$250.0
$1.6

$200.0
$150.0

$167.7
$129.8

$1.4

$100.0
$1.2

$50.0

$1.0

0

4Q17

4Q18

4Q19

2017

2018

2019

(AS OF DECEMBER 31)

INVESTING IN OUR MISSION
In our annual report last year,
we discussed how we were
challenging ourselves to find
innovative ways to fulfill our
mission. This required working
hand-in-hand with our board of
directors to develop a Strategic
Plan that is consistent with
our mission and our charter.
Our mission and charter provide
focus on the agricultural credit
and rural utilities markets,
which enables Farmer Mac
to offer unrivaled specialization
and expertise.
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162%

INCREASE IN NET FARM &
RANCH LOAN PURCHASES
IN 4Q19 COMPARED TO 4Q18

We spent the first half of 2019
identifying specific multi-year
growth objectives and spent the
latter half of the year discussing
strategic execution. The initiatives
outlined in this strategy
encompassed an increased focus
on customer service, loan process
improvements, and identification
of untapped markets and asset
classes for our foundational

products, with an enhanced focus
on our mission. The successful
early implementation of our
efforts is partly demonstrated in
fourth quarter 2019 results within
our Farm & Ranch line of
business, as we had record
net new Farm & Ranch loan
purchases of $439.6 million
during the quarter.
Our Rural Utilities line of business
experienced similar strength in
2019, as our portfolio of rural
utilities loans increased 78%
to $1.7 billion in 2019 from
$0.9 billion in 2018. This was

LETTER FROM OUR CEO

primarily due to the purchase of
$546 million of seasoned rural
utilities loan participations in first
quarter 2019 from CoBank, a
leading Farm Credit System bank
that previously had never worked
with Farmer Mac. Also noteworthy
was Farmer Mac’s participation
in two solar projects in rural
California in fourth quarter
2019 – our first endeavor in
the renewable energy market.
The significant volume growth
and diversified product mix in
the Rural Utilities line of business
exemplify our ability to be
innovative in acquiring new

43%

YEAR-OVER-YEAR INCREASE IN
OUTSTANDING RURAL UTILITIES
BUSINESS VOLUME

customers and in developing
new products in an increasingly
competitive industry.
We continue to focus our efforts
and make investments in our
business infrastructure to become
more efficient. In early 2019,
we launched AgXpress, a new
scorecard model for our Farm &
Ranch loan purchase solution that
allows for faster-than-ever loan

submissions and decisioning. This
fledgling program leverages data
analytics for decision making and
has already come to represent
30% of loans submitted for
purchase under the Farm & Ranch
line of business. In 2020, we will
continue to make infrastructure
and IT enhancements that will
not only benefit our customers
by making Farmer Mac more
efficient, effective, and easier
to work with, but which will also
codify our internal processes and
systems footprint to become more
lean and agile.
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Farmer Mac’s long-term success depends
on our ability to execute upon our mission
and drive continued shareholder value.

GROWTH AND OUTLOOK
As we progress through 2020,
we continue to focus on the
implementation of our Strategic
Plan by keeping our mission,
customers, and execution efficiency
at the forefront of our minds even
through these times of uncertainty.
Our Farm & Ranch and Rural
Utilities lines of business are
foundational to our business
model. Throughout 2020, we will
continue to build upon our 2019
successes of enhancing customer
experience, developing retention
strategies, creating efficiencies,
and expanding products through
innovation. As we work to enhance
our branding, it is important that
Farmer Mac remains diligent and
strategic in building relationships
with different industry stakeholders.
In conjunction with our Strategic
Plan, we are working to develop
and execute upon a tiered
complementary political strategy
and overall communications strategy.
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At the beginning of 2020, Farmer
Mac hired a new Chief Financial
Officer, Aparna Ramesh, whose
focus for this year is to explore
methods to better align our funding
practices and our disciplined asset
liability management approach
with our sharper product mix and
to use our competitive funding
advantage to provide assistance
to rural America during these times
of uncertainty. We have been
exploring long-term funding
opportunities in the capital markets
and successfully issued our first
25-year bond in 2019 and more
recently issued a 30-year bond.
Looking ahead, we want to build
upon those successes and continue
to explore ways to diversify our
funding while capitalizing on our
funding advantage to help support
and enhance our ability to fulfill
our mission.
Our earnings potential, combined
with a strong capital base, resulted
in a 14% increase in our quarterly

common stock dividend to $0.80
per share beginning in first quarter
2020. This marks the ninth
consecutive year Farmer Mac
has increased its quarterly
dividend and is in line with our
stated dividend payout policy of
~35% of core earnings. We believe
that this most recent increase
aligns us squarely with providing
higher returns to shareholders
while allowing us to fund our
long-term strategic initiatives and
retain sufficient capital to maintain
our safety and soundness.
In 2019, we laid the foundation
for our road ahead as we continue
to focus on the execution of our
Strategic Plan and support rural
America through our core
business lines, new products
and services, improvements
in customer service, continued
operational efficiency, and
deepened commitments to
our customers and mission.
Even during these times of
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MESSAGE FROM OUR CHAIR
It is a privilege to be part of the
Farmer Mac team and to contribute
to this annual report as Board Chair.
I am passionate about Farmer Mac’s
mission of supporting farmers,
ranchers, and rural communities
by providing the best service to
our customers – the lending
institutions and entities that offer
them credit at affordable rates.

LAJUANA S. WILCHER
Board Chair

Farmer Mac delivered record
results in 2019. The entire team
is to be congratulated for focusing
on fulfilling Farmer Mac’s mission,
providing value to stakeholders,
and looking to the future. Toward
that end, Brad has led the company’s
work to broaden business
opportunities, deepen existing
programs and relationships, and
invest in infrastructure and
technology to become even more
efficient and scalable. In the end,
all of these efforts are about service.
Service breeds success, and we
are mindful that our success is
critical to rural communities
throughout the country.
In 2019, agricultural producers and
rural communities faced many
headwinds, including market price
volatility, supply chain disruptions,
global trade uncertainties, and a
changing climate. Throughout these
challenges, Farmer Mac never lost
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sight of its purpose to support
rural communities when they
needed it most.
Nor will we lose sight of our purpose
as we, like the rest of the world,
face those and new challenges in
2020. We will continue to support
our nation’s hard-working farmers
and ranchers and continue to
enable rural communities to thrive
by serving our many valued
customers who lend directly to
rural America. We will explore new
opportunities in corporate
citizenship and social responsibility
and share more information about
the good work that we do.
In closing, I want to thank Lowell
Junkins, long-time Board member
and Chair for over a decade, whose
ongoing service as Vice Chair has
ensured that the Board has continuity
and that I have the benefit of his
experience and insights. I am
looking forward to working with
him, the rest of the Board, and all
of the Farmer Mac family in 2020.
Sincerely,

LAJUANA S. WILCHER
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CORPORATE INFORMATION
CORPORATE HEADQUARTERS
1999 K Street, N.W.
Fourth Floor
Washington, DC 20006
Phone: 202.872.7700
800.879.3276
Website: www.farmermac.com

ANNUAL MEETING OF STOCKHOLDERS
Thursday, May 7, 2020
8:00 a.m.
Farmer Mac
1999 K Street, N.W.
Fourth Floor
Washington, DC 20006

CERTIFICATION
Farmer Mac has included as Exhibit 31 to
its Annual Report on Form 10-K for the fiscal
year ended December 31, 2019 filed with the
SEC the certifications of the Chief Executive
Officer and Chief Financial Officer certifying
the quality of Farmer Mac’s financial disclosures.

STOCK EXCHANGE
Farmer Mac’s Class A voting common stock
and Class C non-voting common stock trade
on the New York Stock Exchange under the
symbols AGM.A and AGM, respectively.

Formal notice of the meeting, the proxy
statement, and the proxy card are being
mailed to each stockholder of record entitled
to vote at the meeting simultaneously with
the mailing of this Annual Report.

FORM 10-K
Stockholders may obtain, without charge, a
copy of Farmer Mac’s 2019 Annual Report on
Form 10-K, as filed with the SEC on February 25,
2020, from Farmer Mac’s website or by
contacting Farmer Mac’s Secretary at
Farmer Mac’s Corporate Headquarters.

TRANSFER AGENT AND REGISTRAR
Continental Stock Transfer & Trust Company
1 State Street
30th Floor
New York, NY 10004
Phone: 212.509.4000
800.509.5586
Website: www.continentalstock.com

INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM FOR THE YEAR ENDED
DECEMBER 31, 2019
PricewaterhouseCoopers LLP
1800 Tysons Boulevard
McLean, VA 22102
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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.
Yes

o

No

x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.
Yes

o

No

x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes

☒

No

☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit such files).
Yes

☒

No

☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
a smaller reporting company, or an emerging growth company. See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange
Act. (Check one):
☐
Accelerated filer
☐
Smaller reporting company
☐
Emerging growth company
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended
transition period for complying with any new or revised financial accounting standards provided pursuant to Section
13(a) of the Exchange Act.
☐

Large accelerated filer
Non-accelerated filer

☒
☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes

☐

No

☒

The aggregate market value of the Class A voting common stock and Class C non-voting common stock held by
non-affiliates of the registrant was $639,482,137 as of June 30, 2019 based upon the closing prices for the
respective classes on June 30, 2019 reported by the New York Stock Exchange. For purposes of this information,
the outstanding shares of Class A voting common stock and Class C non-voting common stock held by directors,
executive officers, and significant stockholders of the registrant, as applicable, as of June 30, 2019 were deemed to
be held by affiliates. The aggregate market value of the Class B voting common stock is not ascertainable due to
the absence of publicly available quotations or prices for the Class B voting common stock as a result of the limited
market for, and infrequency of trades in, Class B voting common stock and the fact that any such trades are
privately negotiated transactions.
As of February 3, 2020, the registrant had outstanding 1,030,780 shares of Class A voting common stock,
500,301 shares of Class B voting common stock, and 9,180,969 shares of Class C non-voting common stock.
DOCUMENTS INCORPORATED BY REFERENCE
The definitive proxy statement relating to the registrant's 2020 Annual Meeting of Stockholders (portions of which
are incorporated by reference into Part III of this Annual Report on Form 10-K)
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Management's expectations for Farmer Mac's future necessarily involve assumptions, estimates, and the
evaluation of risks and uncertainties. Various factors or events, both known and unknown, could cause
Farmer Mac's actual results to differ materially from the expectations as expressed or implied by the
forward-looking statements, including the factors discussed under "Risk Factors" in Part I, Item 1A of this
Annual Report on Form 10-K for the fiscal year ended December 31, 2019, and uncertainties about:
•
•
•
•
•
•

•
•
•
•

the availability to Farmer Mac of debt and equity financing and, if available, the
reasonableness of rates and terms;
legislative or regulatory developments that could affect Farmer Mac, its sources of business, or
the agricultural or rural utilities industries;
fluctuations in the fair value of assets held by Farmer Mac and its subsidiaries;
the level of lender interest in Farmer Mac's products and the secondary market provided by
Farmer Mac;
the general rate of growth in agricultural mortgage and rural utilities indebtedness;
the effect of economic conditions and geopolitics on agricultural mortgage or rural utilities
lending, borrower repayment capacity, or collateral values, including fluctuations in interest
rates, changes in U.S. trade policies, fluctuations in export demand for U.S. agricultural
products, and volatility in commodity prices;
the degree to which Farmer Mac is exposed to interest rate risk resulting from fluctuations in
Farmer Mac's borrowing costs relative to market indexes;
developments in the financial markets, including possible investor, analyst, and rating agency
reactions to events involving government-sponsored enterprises, including Farmer Mac;
the effect of any changes in Farmer Mac's executive leadership; and
other factors that could have a negative effect on agricultural mortgage lending or borrower
repayment capacity, including the effects of weather and fluctuations in agricultural real estate
values.

Considering these potential risks and uncertainties, no undue reliance should be placed on any forwardlooking statements expressed in this report. Farmer Mac undertakes no obligation to release publicly the
results of revisions to any forward-looking statements to reflect new information or any future events or
circumstances, except as otherwise required by applicable law. The information in this report is not
necessarily indicative of future results.
PART I
Item 1.

Business
GENERAL

Farmer Mac is a stockholder-owned, federally chartered corporation that combines private capital and
public sponsorship to serve a public purpose. Congress has charged Farmer Mac with the mission of
providing a secondary market for a variety of loans made to borrowers in rural America. A secondary
market is an economic arrangement in which the owners of financial assets, such as the originators of
loans, may sell all or part of those assets or pay a fee to offset some or all of the inherent risks of holding
the assets. Farmer Mac's secondary market activities include:
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•
•
•
•

purchasing eligible loans (including participations in eligible loans) directly from lenders;
purchasing general obligation securities that are issued by lenders and guaranteed by Farmer Mac
and that are secured by eligible loans, which Farmer Mac refers to as "AgVantage," a registered
trademark of Farmer Mac;
issuing securities guaranteed by Farmer Mac that represent interests in, or obligations secured by,
pools of eligible loans (together with AgVantage, these securities are referred to as "Farmer Mac
Guaranteed Securities"); and
providing long-term standby purchase commitments ("LTSPCs") for eligible loans.

Farmer Mac Guaranteed Securities may be retained by the seller of the underlying loans, retained by
Farmer Mac, or sold to third-party investors.
Farmer Mac was established under federal legislation first enacted in 1988 and amended most recently in
2018 – Title VIII of the Farm Credit Act of 1971 (12 U.S.C. §§ 2279aa et seq.), which is referred to as
Farmer Mac's charter. Farmer Mac is a government-sponsored enterprise ("GSE") by virtue of the status
conferred by its charter. The charter provides that Farmer Mac has the power to establish, acquire, and
maintain affiliates under applicable state law to carry out any activities that Farmer Mac otherwise would
perform directly. Farmer Mac established its two existing subsidiaries – Farmer Mac II LLC and Farmer
Mac Mortgage Securities Corporation – under that power.
Farmer Mac is an institution of the Farm Credit System ("FCS"), which is composed of the banks,
associations, and related entities, including Farmer Mac and its subsidiaries, regulated by the Farm Credit
Administration ("FCA"), an independent agency in the executive branch of the United States
government. Although Farmer Mac is an institution of the FCS, it is not liable for any debt or obligation
of any other institution of the FCS. None of FCA, the FCS, or any other individual institution of the FCS
is liable for any debt or obligation of Farmer Mac or its subsidiaries. The debts and obligations of Farmer
Mac and its subsidiaries are not guaranteed by the full faith and credit of the United States.
Farmer Mac's two main sources of revenue are:
•
•

interest income earned on assets held on balance sheet, net of related funding costs and interest
payments and receipts on financial derivatives; and
guarantee and commitment fees received for outstanding guaranteed securities and LTSPCs.

Farmer Mac funds its purchases of eligible loans and securities primarily by issuing debt obligations of
various maturities in the public capital markets. Farmer Mac also uses the proceeds of debt issuance to
fund liquidity investments that must comply with policies adopted by Farmer Mac's board of directors and
with FCA regulations, which establish limitations on asset class, dollar amount, issuer concentration, and
credit quality. Those regulations can be found at 12 C.F.R. §§ 652.1-652.45 ("Liquidity and Investment
Regulations"). Farmer Mac's regular debt issuance supports its access to the capital markets, and Farmer
Mac's liquidity investments provide an alternative source of funds should market conditions become
unfavorable. As of December 31, 2019, Farmer Mac had $2.2 billion of discount notes and $16.9 billion
of medium-term notes outstanding. For more information about Farmer Mac's eligible loans, securities,
and liquidity investments, as well as its financial performance and sources of capital and liquidity, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations." For more
information about Farmer Mac's debt issuance, see "Business—Financing—Debt Issuance."
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Secondary Market
Farmer Mac's activities are intended to provide lenders with an efficient and competitive secondary market
that enhances these lenders' ability to offer competitively-priced financing solutions to borrowers. This
secondary market is designed to increase the availability of credit at competitive interest rates to America's
rural communities and agricultural sectors, as well as to provide borrowers with the benefits of capital
markets pricing and product innovation. The secondary market provided by Farmer Mac functions as a
bridge between the national capital markets and the agricultural and rural credit markets by attracting new
capital sources for financing rural America and agricultural borrowers.
Farmer Mac's purchases of loans and securities and its sale of guaranteed securities to investors increase
lenders' liquidity and lending capacity and provide a stable source of funding for lenders that extend credit
to the agricultural and rural credit markets. Farmer Mac's issuance of LTSPCs for loans held by lenders
and its issuance of guaranteed securities to lenders in exchange for the related securitized loans could
result in lower regulatory capital requirements and reduced borrower or commodity concentration
exposure for many lenders, thereby expanding their lending capacity. Through providing efficient and
competitive financing solutions, Farmer Mac has the potential to increase lending flexibility for rural
credit markets, which may result in lower interest rates paid on loans made by lenders to rural and
agricultural borrowers.
The current economic and regulatory environment presents Farmer Mac with opportunities to market a
mix of products to lenders in need of capital, liquidity, portfolio diversification, and access to a wide
variety of loan products, including those with long-term fixed rates. As part of its outreach strategy,
Farmer Mac engages with current and prospective lenders to identify their specific needs, with an
emphasis on individual lender meetings, lender road shows, and face-to-face contact at state and national
banking conferences. Farmer Mac also provides wholesale funding for institutional investors in
agricultural assets that qualify as eligible collateral under Farmer Mac's charter. For these potential
issuers, Farmer Mac directs its outreach efforts through its business relationships within the agricultural
community and through executive outreach to institutions whose profile presents opportunity to benefit
from wholesale funding. Farmer Mac seeks to maximize the use of technology to support these business
development efforts.
FARMER MAC'S LINES OF BUSINESS
Farmer Mac conducts its secondary market activities through four lines of business – Farm & Ranch,
USDA Guarantees, Rural Utilities, and Institutional Credit. The loans (and participation interests in those
loans) eligible for Farmer Mac's secondary market include:
•
•
•

mortgage loans secured by first liens on agricultural real estate, including part-time farms and rural
housing (comprising the assets eligible for the Farm & Ranch line of business);
agricultural and rural development loans guaranteed by the United States Department of
Agriculture ("USDA") (comprising the assets eligible for the USDA Guarantees line of business);
and
loans by lenders organized as cooperatives to finance electrification and telecommunications
systems in rural areas (comprising the assets eligible for the Rural Utilities line of business).

Farmer Mac also guarantees and purchases general obligations of lenders that are secured by pools of
these three types of eligible loans (comprising the assets eligible for the Institutional Credit line of
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methodologies to help assess exposures to Farm & Ranch loans, which may include collateral valuation,
financial metrics, and other appropriate borrower financial and credit information. Farmer Mac is
compensated for these activities through net interest income on loans and securities held on balance sheet,
guarantee fees earned on securities issued to third parties, and commitment fees earned on loans in
LTSPCs.
Loan Eligibility
To be eligible for the Farm & Ranch line of business, a loan must:
•
•
•
•

be secured by a fee simple mortgage or a long-term leasehold mortgage with status as a first lien
on agricultural real estate (including part-time farms and rural housing) located within the United
States;
be an obligation of a citizen or national of the United States, an alien lawfully admitted for
permanent residence in the United States, or a private corporation or partnership that is majorityowned by U.S. citizens, nationals, or legal resident aliens;
be an obligation of a person, corporation, or partnership having training or farming experience that
is sufficient to ensure a reasonable likelihood that the loan will be repaid according to its terms;
and
meet the credit underwriting, collateral valuation, documentation, and other specified standards for
the Farm & Ranch line of business. See "—Underwriting and Collateral Standards" and "—
Lenders" for a description of these standards.

Eligible agricultural real estate consists of one or more parcels of land, which may be improved by
permanently affixed buildings or other structures, that:
•
•

is used for the production of one or more agricultural commodities or products; and
either consists of a minimum of five acres or generates minimum annual receipts of $5,000.

Pending a legislative change scheduled to become effective in June 2020, Farmer Mac's charter authorizes
a maximum loan size (adjusted annually for inflation) for an eligible Farm & Ranch loan secured by more
than 1,000 acres of agricultural real estate. That maximum loan size was $13.2 million as of
December 31, 2019. See "Management's Discussion and Analysis of Financial Condition and Results of
Operations—Regulatory Matters" for more information about the pending legislative change that will
apply the charter's maximum loan size to loans secured by more than 2,000 acres rather than loans secured
by more than 1,000 acres.
The charter does not prescribe a maximum loan size or a total borrower exposure for an eligible Farm &
Ranch loan secured by 1,000 acres or less of agricultural real estate, but Farmer Mac does limit the size of
those loans. An internal policy approved by Farmer Mac's board of directors limits the cumulative direct
credit exposure to any one borrower or group of related borrowers on these loans to 10% of Farmer Mac's
Tier 1 capital ($81.5 million as of December 31, 2019). Direct credit exposure to borrowers occurs for
loan purchases, LTSPCs, and Farmer Mac Guaranteed Securities that represent interests in, or obligations
secured by, pools of eligible Farm & Ranch loans and are not AgVantage securities ("Farm & Ranch
Guaranteed Securities").
Guarantees and Commitments. Farmer Mac offers two credit enhancement alternatives to direct loan
purchases through the Farm & Ranch line of business that allow approved lenders the ability to retain the
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cash flow benefits of their loans and increase their liquidity and lending capacity: (1) LTSPCs and
(2) Farm & Ranch Guaranteed Securities. In Farm & Ranch Guaranteed Securities and LTSPC
transactions, the lender effectively transfers the credit risk on their eligible loans because, through Farmer
Mac's guarantee or commitment to purchase, Farmer Mac assumes the ultimate credit risk of borrower
defaults on the underlying loans. Payments made on the underlying loans or participation interests and
liquidation of the related collateral (in the event of default under the terms of those assets) are intended to
protect Farmer Mac against losses.
An LTSPC permits the lender to retain loans in its portfolio until such time, if ever, as the lender elects to
deliver some or all of the loans covered by the LTSPC to Farmer Mac for purchase. Loans subject to an
LTSPC must meet Farmer Mac's standards for eligible loans at the commencement of the LTSPC when
Farmer Mac assumes the credit risk on the loans. As consideration for its assumption of the credit risk on
loans covered by an LTSPC, Farmer Mac receives commitment fees payable monthly in arrears. Some
LTSPCs contain risk sharing arrangements for pools of loans that provide for the counterparty to absorb
up to a specified amount (typically between one and five percent of the original principal balance of the
loan pool) of any losses incurred on the loans in the pool. At a lender's request, Farmer Mac purchases
loans subject to an LTSPC at:
•
•

par if the loans become delinquent for either 90 days or 120 days (depending on the agreement) or
are in material non-monetary default, with accrued and unpaid interest on the defaulted loans
payable out of any future loan payments or liquidation proceeds; or
fair value or in exchange for Farm & Ranch Guaranteed Securities (if the loans are not delinquent),
in accordance with the applicable agreement.

In Farm & Ranch Guaranteed Securities transactions, Farmer Mac guarantees securities representing
interests in eligible Farm & Ranch loans or participation interests in those loans held by a trust or other
entity. Farmer Mac guarantees the timely payment of interest and principal on these securities, which are
either retained by Farmer Mac or sold to third parties. For those securities sold to third parties, the eligible
loans or participation interests are often acquired by Farmer Mac from lenders in exchange for the Farm &
Ranch Guaranteed Securities backed by those assets. As consideration for its assumption of the credit risk
on the assets underlying the Farm & Ranch Guaranteed Securities, Farmer Mac receives guarantee fees
based on the outstanding principal balance of the related securities.
Farmer Mac is obligated under its guarantee on the securities to make timely payments to investors of
principal (including balloon payments) and interest based on the scheduled payments on the underlying
loans, regardless of whether Farmer Mac or the related trust has actually received those scheduled
payments. Farmer Mac's guarantee fees typically are collected out of installment payments made on the
underlying loans until those loans have been repaid, purchased out of the trust, or otherwise liquidated
(generally as a result of default). The aggregate amount of guarantee fees received on Farm & Ranch
Guaranteed Securities depends on the amount of those securities outstanding and on the applicable
guarantee fee rate, which Farmer Mac's charter caps at 50 basis points (0.50%) per year. The amount of
Farm & Ranch Guaranteed Securities outstanding is influenced by the repayment rates on the underlying
loans and by the rate at which Farmer Mac issues new Farm & Ranch Guaranteed Securities. In general,
when the level of interest rates declines significantly below the interest rates on loans underlying Farm &
Ranch Guaranteed Securities, the rate of prepayments is likely to increase. Conversely, when interest
rates rise above the interest rates on the loans underlying Farm & Ranch Guaranteed Securities, the rate of
prepayments is likely to decrease. In addition to changes in interest rates, the timing of principal
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payments on Farm & Ranch Guaranteed Securities also is influenced by a variety of economic,
demographic, and other considerations.
Underwriting and Collateral Standards
As required by Farmer Mac's charter, Farmer Mac has established underwriting, security appraisal, and
repayment standards for eligible loans that consider the nature, risk profile, and other differences between
different categories of eligible loans. The charter prescribes that the following minimum standards must
be applied to agricultural real estate mortgage loans in the Farm & Ranch line of business:
•
•
•
•
•

provide that no loan with a loan-to-value ratio ("LTV") more than 80% may be eligible;
require each borrower to demonstrate sufficient cash flow to adequately service the loan;
require sufficient documentation standards;
protect the integrity of the appraisal process for any loan; and
confirm that the borrower is or will be actively engaged in agricultural production.

In addition to these minimum standards, eligible loans in Farmer Mac's Farm & Ranch line of business are
also typically required to meet more specific underwriting criteria established by Farmer Mac or
demonstrate compensating strength in one or more other underwriting criteria. Farmer Mac relies on the
combined expertise of experienced internal agricultural credit underwriters and loan servicers, along with
external agricultural loan servicing and collateral valuation contractors, to perform the necessary
underwriting, servicing, and collateral valuation functions on Farm & Ranch loans.
Lenders
Lenders that participate in the Farm & Ranch line of business meet criteria that Farmer Mac establishes
for its loan-selling counterparties and which typically include the requirement to:
•
•

•
•

own a requisite amount of Farmer Mac common stock according to a schedule prescribed for the
size and type of institution;
have, in the judgment of Farmer Mac, the ability and experience to make or purchase and sell loans
eligible for Farmer Mac's Farm & Ranch line of business and service those loans in accordance
with Farmer Mac's requirements either through the lender's own staff or through contractors and
originators;
maintain a minimum adjusted net worth; and
enter into a Seller/Servicer Agreement, which requires compliance with the terms of Farmer
Mac's Seller/Servicer Guide, including providing representations and warranties about the
eligibility of the loans and accuracy of loan data provided to Farmer Mac.

Loan Servicing
Farmer Mac generally does not directly service the loans in the Farm & Ranch line of business, although
in some cases Farmer Mac may assume direct servicing for defaulted loans. Farmer Mac contracts with
other institutions to undertake most of the servicing responsibilities for its loans in accordance with
Farmer Mac's specified servicing requirements or in accordance with the servicing standards established
by the servicing institution if the institution's standards are acceptable to Farmer Mac. For these loans, the
servicer may or may not be the same entity as the lender that sold the loans to Farmer Mac, however the
originating lender often retains some servicing responsibility, particularly with direct borrower contact,
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which is referred to as "field servicing." Field servicers may enter into contracts with Farmer Mac's
servicers that specify their field servicing responsibilities.
Loans under LTSPCs are serviced by the holders of those loans in accordance with those lenders'
servicing procedures, which Farmer Mac reviews before entering into those transactions.
The substance of all servicing for loans in the Farm & Ranch line of business is performed in a manner
consistent with Farmer Mac's servicing requirements, with some special servicing for loans purchased
from LTSPCs to collateralize Farm & Ranch Guaranteed Securities, in order to accommodate the
borrower rights regime unique to loans originated by FCS institutions.
USDA Guarantees
Farmer Mac's charter provides that:
•

•

•

USDA-guaranteed portions of loans (which Farmer Mac refers to as "USDA Securities")
guaranteed under the Consolidated Farm and Rural Development Act (7 U.S.C. § 1921 et seq.) are
statutorily included in the definition of loans eligible for the secondary market programs provided
by Farmer Mac;
USDA Securities are exempted from the credit underwriting, collateral valuation, documentation,
and other standards that other loans must meet to be eligible for the secondary market provided by
Farmer Mac, and are exempted from any diversification and internal credit enhancement that may
be required of pools of other eligible loans; and
Farmer Mac is authorized to pool, issue, and guarantee timely interest and principal on securities
backed by USDA Securities ("Farmer Mac Guaranteed USDA Securities").

Since January 2010, nearly all purchases of USDA Securities have been made by Farmer Mac II LLC, a
subsidiary of Farmer Mac that operates substantially all of the business related to the USDA Guarantees
line of business, although Farmer Mac II LLC does not guarantee any USDA Securities it holds or any
Farmer Mac Guaranteed USDA Securities issued by Farmer Mac or Farmer Mac II LLC.
Lenders
Any lender authorized by the USDA to obtain a USDA guarantee on a loan may participate in Farmer
Mac's USDA Guarantees line of business.
Loan Servicing
The lender on each USDA guaranteed loan is required by regulation to retain the unguaranteed portion of
the guaranteed loan, to service the entire underlying guaranteed loan, including the USDA-guaranteed
portion, and to remain mortgagee and/or secured party of record. The USDA-guaranteed portion and the
unguaranteed portion of the loan are to be secured by the same collateral with equal lien priority. The
USDA-guaranteed portion of a loan cannot be paid later than, or in any way be subordinated to, the related
unguaranteed portion.

12

Rural Utilities
Farmer Mac's charter authorizes the purchase of, and guarantee of securities backed by, loans (including
participation interests in loans) for electric (including renewable electric energy) or telephone facilities by
lenders organized as cooperatives to borrowers that have received or are eligible to receive loans under the
Rural Electrification Act of 1936 ("REA"). The REA is administered by the Rural Utilities Service
("RUS"), an agency of the USDA. Farmer Mac's Rural Utilities line of business encompasses purchases
of eligible Rural Utilities loans and guarantees of securities backed by those loans, as well as LTSPCs for
pools of eligible Rural Utilities loans. To be eligible, Rural Utilities loans must meet Farmer Mac's credit
underwriting and other specified standards. There currently are no guaranteed securities issued under the
Rural Utilities line of business, although the Institutional Credit line of business includes some AgVantage
securities that are secured by Rural Utilities loans. The vast majority of Farmer Mac's business to date
under the Rural Utilities line of business has involved loans made to electric facilities (primarily electric
distribution cooperatives and electric generation and transmission cooperatives). Farmer Mac purchased
one solar renewable energy project finance loan during 2019, and it currently has no telecommunications
loans.
Loan Eligibility
To be eligible for Farmer Mac's Rural Utilities line of business, a Rural Utilities loan (or a participation
interest in a loan) must:
•
•
•

be for an electric or telephone facility by a lender organized as a cooperative to a borrower that has
received or is eligible to receive a loan under the REA;
be performing and not more than 30 days delinquent; and
meet Farmer Mac's underwriting standards described in more detail below.

Underwriting and Collateral Standards
Farmer Mac's charter does not specify minimum underwriting criteria for eligible Rural Utilities loans. To
manage Farmer Mac's credit risk, to mitigate the risk of loss from borrower defaults, and to provide
guidance for the management, administration, and conduct of underwriting to participants in the Rural
Utilities line of business, Farmer Mac has adopted credit underwriting standards that vary by loan product
and by loan type. These standards are based on industry practices for similar Rural Utilities loans and are
designed to assess the creditworthiness of the borrower, as well as the risk to Farmer Mac. Farmer Mac
reviews lenders' credit submissions and analyzes borrowers' audited financial statements and financial and
operating reports to confirm that loans meet Farmer Mac's underwriting standards for Rural Utilities loans.
It is customary in loans to electric distribution cooperatives and electric generation and transmission
cooperatives for the lender or lender group to take a security interest in substantially all of the borrower's
assets. When Farmer Mac purchases a Rural Utilities loan with a pledge of all assets and a lender also has
a lien on all assets, Farmer Mac verifies that a lien accommodation results in either a shared first lien or a
first lien in favor of Farmer Mac. When debt indentures are used, Farmer Mac determines if available
collateral is adequate to support the loan program and Farmer Mac's investment. Loans to renewable
electric energy borrowers are typically secured by the borrower's project equipment, contracts, and land or
leasehold interest, but Farmer Mac's enforcement rights may be subject to tax equity interests in the
borrower's renewable energy project. Farmer Mac also purchases unsecured Rural Utilities loans
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(primarily electric generation and transmission loans) that meet Farmer Mac's underwriting standards for
unsecured Rural Utilities loans.
Lenders and Loan Servicing
Farmer Mac's charter requires eligible Rural Utilities loans to be originated by a lender organized as a
cooperative. Farmer Mac does not directly service the Rural Utilities loans held in its portfolio, because
they are serviced by a designee of Farmer Mac.
Institutional Credit
Under the Institutional Credit line of business, Farmer Mac guarantees and purchases general obligations
of lenders and other financial institutions (including financial funds) that are secured by pools of the types
of loans eligible for purchase under Farmer Mac's Farm & Ranch, USDA Guarantees, or Rural Utilities
lines of business (AgVantage). Typically, Farmer Mac retains these AgVantage securities in its portfolio.
Farmer Mac's guarantee and purchase of AgVantage securities comprise the Institutional Credit line of
business.
Farmer Mac has direct credit exposure to the general credit of the issuers of AgVantage securities and
assumes the ultimate credit risk of an issuer default on the AgVantage securities. Before approving an
institution as an issuer in an AgVantage transaction, Farmer Mac assesses the issuer's creditworthiness as
well as the credit quality and performance of the issuer's loan portfolio. Farmer Mac continues to monitor
the counterparty risk assessment on an ongoing basis after the AgVantage security is issued. In addition to
being a general obligation of the issuer, all AgVantage securities must be secured by eligible loans or
eligible securities guaranteed by Farmer Mac in an amount at least equal to the outstanding principal
amount of the issuer's AgVantage securities. As a result, Farmer Mac has indirect credit exposure to the
loans or guaranteed securities that are pledged to secure the AgVantage securities, which comprise
collateral for Farmer Mac in the event of a default by the issuer.
Loans pledged under AgVantage securities are serviced by the issuers of the securities (or their affiliated
servicing institutions) in accordance with these institutions' servicing procedures. Farmer Mac reviews
these servicing procedures before purchasing AgVantage securities from the issuer. In AgVantage
transactions, the issuer is required to remove from the pool of pledged collateral any loan that becomes
more than 30 days delinquent in the payment of principal or interest and to replace the delinquent loan
with another eligible loan that is current in payment to maintain the minimum required collateralization
level.
For AgVantage securities secured by loans eligible for Farmer Mac's Farm & Ranch line of business,
Farmer Mac currently requires the general obligation to be over-collateralized, either by more eligible
loans or any of the following types of assets:
•
•
•
•

cash;
securities issued by the U.S. Treasury or guaranteed by an agency or instrumentality
of the United States;
other highly-rated securities; or
other instruments approved by Farmer Mac.
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The required collateralization level for the AgVantage securities secured by Farm & Ranch loans currently
ranges from 103% to 125%. The required collateralization level is determined based on credit factors
related to the issuer, is established when the AgVantage facility is entered into with the counterparty, and
does not change during the life of the AgVantage securities issued under the facility unless mutually
agreed by Farmer Mac and the counterparty.
For AgVantage securities that are secured by Farm & Ranch loans, Farmer Mac requires that the loans
meet the minimum standards set forth in the charter for those types of loans with a maximum limit of
$75.0 million in cumulative exposure to any one borrower or related borrowers from a single AgVantage
issuer.
Farmer Mac has tailored a version of its AgVantage product to focus on institutional investors in
agricultural assets that qualify as collateral for the types of loans eligible for the Farm & Ranch line of
business. Farmer Mac refers to this product variation as the Farm Equity AgVantage product. This
product has similar requirements for AgVantage securities secured by Farm & Ranch loans described
above, but Farmer Mac also requires that Farm Equity AgVantage transactions maintain a higher
collateralization level through lower loan-to-value ratio thresholds and contain specified financial
covenants for the life of the related AgVantage security.
AgVantage securities secured by loans eligible for Farmer Mac's Rural Utilities line of business require:
•
•

the counterparty issuing the general obligation to have a credit rating from an NRSRO that is at
least investment grade, or be of comparable creditworthiness as determined through Farmer Mac's
analysis; and
the collateralization (consisting of current, performing loans) to be maintained at the contractually
prescribed level, in an amount at least equal to the outstanding principal amount of the security.

Although Farmer Mac has only indirect credit exposure on the Rural Utilities loans pledged to secure
AgVantage securities, the same underwriting standards that apply to loans made to electric cooperatives
on which Farmer Mac assumes direct credit exposure also apply to loans made to electric cooperatives that
secure the general obligation of the lender in AgVantage transactions. Farmer Mac's charter does not
prescribe a maximum loan size or a total borrower exposure for an eligible Rural Utilities loan, but Farmer
Mac's current limit for AgVantage transactions is $75.0 million for cumulative loan exposure to any one
borrower or related borrowers (with the amount of any direct exposure to a borrower not counting towards
the $75.0 million limit). Farmer Mac also permits up to 20% of Rural Utilities loans pledged to secure
AgVantage securities to be unsecured or secured by less than all of the borrower's assets.
COMPETITION
Farmer Mac is the only Congressionally-chartered corporation established to provide a secondary market
for agricultural mortgage loans, Rural Utilities loans, and USDA Securities. But Farmer Mac does face
indirect competition from many sources. These sources include other financial institutions and other types
of financial entities that purchase, retain, securitize, or provide financing for the types of assets eligible for
Farmer Mac's secondary market activities, including commercial and investment banks, insurance
companies, other FCS institutions, financial funds, and certain government programs. Farmer Mac also
competes indirectly with originators of eligible loans who would prefer to retain the loans they originate
rather than sell them into the secondary market. Farmer Mac is able to compete to acquire eligible loans
due to the variety of products it offers and its ability to offer competitive funding structures and pricing to
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its customers. This enables Farmer Mac to provide flexible financing options and products designed to
meet the varied needs of lending institutions related to capital requirements, liquidity, credit risk, and
management of sector and geographic concentrations and borrower exposure limits. However, the relative
competitiveness of Farmer Mac's loan rates is affected by the overall supply of capital available to the
agricultural and rural utilities sectors, the ability of other lending institutions to compete with Farmer Mac
by price averaging through offering multiple loan and fee based products, or by accepting a lower return
on equity given market dynamics. Farmer Mac's ability to develop business with lending institutions is
also affected by changes in the levels of available capital and liquidity of those institutions, the existence
of alternative sources of funding and credit enhancement for those institutions, the rate of growth in the
market for eligible loans, and demand for Farmer Mac's products.
Farmer Mac's competitive position is also affected by the willingness of originators to offer eligible loans
for sale in the secondary market, as well as the types and variety of products offered by Farmer Mac's
competitors to meet the needs of Farmer Mac's customer base. Farmer Mac's limits on borrower exposure
and loan size, as well as the types of loans that are eligible for Farmer Mac's lines of business, also affect
Farmer Mac's competitive position. Farmer Mac's ability to obtain competitive funding in the debt
markets is essential to its ability to maintain its relative position with its customers. As a result,
competition for debt investors with other debt-issuing institutions, such as the FCS, Federal Home Loan
Banks, Fannie Mae, Freddie Mac, and highly-rated financial institutions, can affect the price and volume
at which Farmer Mac issues debt and therefore its ability to offer savings to customers in the form of
competitive products.
CAPITAL AND CORPORATE GOVERNANCE
Farmer Mac's charter prescribes the company's basic capital and corporate governance structure. The
charter authorizes Farmer Mac to issue two classes of voting common stock, each of which elects onethird of Farmer Mac's 15-person board of directors. The charter also authorizes Farmer Mac to issue nonvoting common stock. The classes of Farmer Mac's outstanding common stock and their relationship to
Farmer Mac's board of directors are described below.
•

Class A voting common stock. The charter restricts ownership of Farmer Mac's Class A voting
common stock to banks, insurance companies, and other financial institutions or similar entities
that are not institutions of the FCS. The charter also provides that five members of Farmer Mac's
15-member board of directors are elected by a plurality of the votes of the Class A stockholders
each year. The charter limits the amount of Class A voting common stock that any one holder may
own to no more than 33% of the outstanding shares of Class A voting common stock. Farmer Mac
is not aware of any regulation applicable to non-FCS financial institutions that requires a minimum
investment in Farmer Mac's Class A voting common stock or that prescribes a maximum
investment amount lower than the 33% limit set forth in the charter. Farmer Mac's Class A voting
common stock is listed on the New York Stock Exchange under the symbol AGM.A.

•

Class B voting common stock. The charter restricts ownership of Farmer Mac's Class B voting
common stock to FCS institutions and also provides that five members of Farmer Mac's 15member board of directors are elected by a plurality of the votes of the Class B stockholders each
year. The charter contains no restrictions on the maximum number or percentage of outstanding
shares of Class B voting common stock that any one holder may own, and Farmer Mac is not
aware of any regulation applicable to FCS institutions that requires a minimum investment in its
Class B voting common stock or that prescribes a maximum amount. Farmer Mac's Class B voting
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common stock, which has a limited market and trades infrequently, is not listed or quoted on any
exchange or other quotation system, and Farmer Mac is not aware of any publicly available
quotations or prices for this class of common stock.
•

Class C non-voting common stock. The charter does not impose any ownership restrictions on
Farmer Mac's Class C non-voting common stock, and shares of this class are freely
transferable. Holders of the Class C common stock do not vote on the election of directors or any
other matter. Farmer Mac's Class C non-voting common stock is listed on the New York Stock
Exchange under the symbol AGM.

•

Presidential director appointments. The remaining five members of Farmer Mac's board of
directors are individuals who meet the qualifications specified in the charter and are appointed by
the President of the United States with the advice and consent of the United States Senate (one of
whom is designated as the chair of the board of directors). These appointed directors serve at the
pleasure of the President of the United States.

The dividend and liquidation rights of all three classes of Farmer Mac's common stock are the same.
Dividends may be paid on Farmer Mac's common stock only when, as, and if declared by Farmer Mac's
board of directors in its sole discretion, subject to compliance with applicable capital requirements and the
payment of dividends on any outstanding preferred stock issued by Farmer Mac. Upon liquidation,
dissolution, or winding up of the business of Farmer Mac, after payment and provision for payment of
outstanding debt of Farmer Mac, the holders of shares of Farmer Mac's currently outstanding 5.875%
Non-Cumulative Preferred Stock, Series A ("Series A Preferred Stock"), 6.000% Fixed-to-Floating Rate
Non-Cumulative Preferred Stock, Series C ("Series C Preferred Stock"), 5.700% Non-Cumulative
Preferred Stock, Series D ("Series D Preferred Stock"), and any other preferred stock then outstanding,
would be paid at par value out of assets available for distribution, plus all declared and unpaid dividends,
before the holders of shares of common stock received any payment. See also "Market for Registrant's
Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities" for more
information about Farmer Mac's common stock, and "Business—Financing—Equity Issuance" for more
information about Farmer Mac's common stock and preferred stock.
Unlike some other GSEs such as other FCS institutions and the Federal Home Loan Banks, Farmer Mac is
not structured as a cooperative owned exclusively by member institutions and established to provide
services exclusively to its members. Rather, Farmer Mac, as a publicly-traded corporation, has a broader
base of stockholders, including those who do not directly participate in the secondary market provided by
Farmer Mac. Farmer Mac therefore seeks to fulfill its mission of serving the financing needs of rural
America in a way that is consistent with providing a return on the investment of its stockholders.
Farmer Mac generally requires financial institutions to own a requisite amount of Farmer Mac common
stock, based on the size and type of institution, to participate in the Farm & Ranch line of business. As a
result of this requirement, coupled with the ability of holders of Class A and Class B voting common stock
to elect two-thirds of Farmer Mac's board of directors, Farmer Mac regularly conducts business with
"related parties," including institutions affiliated with members of Farmer Mac's board of directors and
institutions that own large amounts of Farmer Mac's voting common stock. Farmer Mac has adopted a
Code of Business Conduct and Ethics and related corporate policies that govern any conflicts of interest
that may arise in these transactions. Farmer Mac also requires that any transactions with related parties be
conducted in the ordinary course of business, with terms and conditions comparable to those available to
any other counterparty not related to Farmer Mac. For more information about related party transactions,
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see "Management's Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Related Party Transactions" and Note 3 to the consolidated financial statements.
Capital
Farmer Mac's charter establishes three capital standards for Farmer Mac – minimum capital, critical
capital, and risk-based capital. Farmer Mac must comply with the higher of the minimum capital
requirement and the risk-based capital requirement. Also, in accordance with the applicable FCA
regulation on capital planning, Farmer Mac's board of directors oversees a policy that requires Farmer
Mac to maintain a sufficient level of Tier 1 capital and restricts dividends and bonus payments if Farmer
Mac's Tier 1 capital falls below specified thresholds. For a discussion of Farmer Mac's capital
requirements and its actual capital levels, as well as FCA's role in the establishment and monitoring of
those requirements and levels, see "Business—Government Regulation of Farmer Mac—Capital
Standards," "Management's Discussion and Analysis of Financial Condition and Results of Operations—
Balance Sheet Review—Equity," and "Management's Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources—Capital Requirements."
Regulatory Oversight
Farmer Mac's charter assigns to FCA, acting through the separate Office of Secondary Market Oversight
("OSMO") within FCA, the responsibility for the examination of Farmer Mac and the general supervision
of the safe and sound performance of the powers, functions, and duties vested in Farmer Mac by the
charter. The charter also authorizes FCA, acting through OSMO, to apply its general enforcement powers
to Farmer Mac. Farmer Mac's charter requires an annual examination of the financial transactions of
Farmer Mac and authorizes FCA to assess Farmer Mac for the cost of FCA's regulatory activities,
including the cost of any examination. Farmer Mac is also required to file quarterly reports of condition
with OSMO. As a publicly-traded corporation, Farmer Mac also must comply with the periodic reporting
requirements of the SEC. For a more detailed discussion of Farmer Mac's regulatory and governmental
relationships, see "Business—Government Regulation of Farmer Mac."
EMPLOYEES AND PROPERTY
As of December 31, 2019, Farmer Mac employed 103 people, located primarily at its office at 1999 K
Street, N.W., 4th Floor, Washington, D.C. 20006. Farmer Mac also maintains offices at: (1) 9169
Northpark Drive, Johnston, Iowa 50322; and (2) 5200 N. Palm Avenue, Suite 306, Fresno, California
93704. Farmer Mac's main telephone number is (202) 872-7700.
AVAILABLE INFORMATION
Farmer Mac makes available free of charge, through the "Investors" section of its internet website at
www.farmermac.com, copies of materials it files with, or furnishes to, the SEC, including its Annual
Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy statements,
and any amendments to those filings, as soon as reasonably practicable after electronically filing those
materials with, or furnishing those materials to, the SEC. All references to www.farmermac.com in this
report are inactive textual references only. The information contained on Farmer Mac's website is not
incorporated by reference into this report.
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FUNDING OF GUARANTEE AND LTSPC OBLIGATIONS
The main sources of funding for the payment of Farmer Mac's obligations under its guarantees and
LTSPCs are the fees Farmer Mac receives for its guarantees and commitments, net effective spread,
proceeds of debt issuances, loan repayments, and maturities of AgVantage securities. Farmer Mac has
traditionally satisfied its obligations under LTSPCs and its guarantees by purchasing defaulted loans out of
the LTSPCs or from related securitization trusts under the terms of the respective agreements governing
the LTSPC or guaranteed securities. Farmer Mac typically recovers a significant portion of the value of
defaulted loans purchased either through borrower payments, loan payoffs, payments by third parties, or
foreclosure and sale of the property securing the loans. Net credit losses/(gains) arising from Farmer
Mac's guarantees and commitments include charge-offs/(recoveries) against its allowance for losses, gains
and losses on the sale of real estate owned ("REO"), which consists of real estate acquired through
foreclosure, and fair value adjustments of REOs held.
Farmer Mac's charter requires Farmer Mac to maintain in its accounts a portion of the guarantee fees it
receives from its guarantee activities as a reserve against losses. As of December 31, 2019, this reserve
against losses arising from Farmer Mac's guarantee activities was $90.9 million. Farmer Mac calculates
the amount of this statutorily required reserve against losses arising from its guarantee activities based on
the credit risk component of guarantee fees received on all securities it guarantees, including AgVantage
securities. This amount does not represent either anticipated credit losses or estimated probable credit
losses and does not directly relate to either the allowance for loan losses or the reserve for losses in Farmer
Mac's consolidated balance sheets. Rather, this is the amount of capital that must be exhausted before
Farmer Mac may issue obligations to the U.S. Treasury against the $1.5 billion that Farmer Mac is
statutorily authorized to borrow from the U.S. Treasury to fulfill its guarantee obligations. That borrowing
authority is not intended to be a routine funding source and has never been used. For a more detailed
discussion of Farmer Mac's borrowing authority from the U.S. Treasury, see "Business—Farmer Mac's
Authority to Borrow from the U.S. Treasury."
Farmer Mac's total outstanding guarantees and LTSPCs exceed the total of: (1) the amount held as an
allowance for losses, (2) the amount maintained as a reserve against losses arising from guarantee
activities, and (3) the amount Farmer Mac may borrow from the U.S. Treasury. However, Farmer Mac
does not expect its future payment obligations under its guarantees and LTSPCs to exceed amounts
available to satisfy those obligations, including access to the underlying collateral in the event of
default. For information about Farmer Mac's allowance for losses, see "Management's Discussion and
Analysis of Financial Condition and Results of Operations—Risk Management—Credit Risk – Loans and
Guarantees" and Note 2(g) and Note 8 to the consolidated financial statements.
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FINANCING
Debt Issuance
Farmer Mac's charter authorizes Farmer Mac to issue debt obligations to purchase eligible loans and
securities, USDA Securities, and to maintain reasonable amounts of liquid investments to maintain an
adequate liquidity buffer. Farmer Mac funds its purchases of eligible program assets and liquidity
investment assets primarily by issuing debt obligations of various maturities in the public capital
markets. Farmer Mac also issues debt obligations to obtain funds to finance its obligations under
guarantees and LTSPCs. Farmer Mac's debt obligations include discount notes and medium-term notes,
including callable notes, all of which are unsecured general obligations of Farmer Mac. Discount notes
have original maturities of 1 year or less. Medium-term notes generally have maturities of 6 months to
15.0 years.
The interest and principal on Farmer Mac's debt obligations are not guaranteed by, and do not constitute
debts or obligations of, FCA, the United States, or any agency or instrumentality of the United States other
than Farmer Mac. Farmer Mac is an institution of the FCS but is not liable for any debt or obligation of
any other institution of the FCS. Likewise, neither the FCS nor any other individual institution of the FCS
is liable for any debt or obligation of Farmer Mac. Income to the purchaser of a Farmer Mac discount
note or medium-term note is not exempt under federal law from federal, state, or local taxation. Farmer
Mac's discount notes and medium-term notes are not currently rated by an NRSRO.
Farmer Mac invests the proceeds of its debt issuances in eligible program asset purchases, Farmer Mac
Guaranteed Securities, and liquidity investment assets in accordance with policies established by its board
of directors that comply with FCA's Liquidity and Investment Regulations, which establish limitations on
asset class, dollar amount, issuer concentration, and credit quality. Farmer Mac's regular debt issuance
supports its access to the capital markets, and Farmer Mac's liquidity investment assets provide an
alternative source of funds should market conditions be unfavorable.
For more information about the Liquidity and Investment Regulations, see "Management's Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources." For more
information about Farmer Mac's outstanding investments and indebtedness, see Note 4 and Note 7 to the
consolidated financial statements.
Equity Issuance
Farmer Mac's charter authorizes Farmer Mac to issue voting common stock, non-voting common stock,
and non-voting preferred stock. Farmer Mac may obtain additional capital from future issuances of
common stock and preferred stock.
Common Stock
Only banks, other financial entities, insurance companies, and institutions of the FCS may hold voting
common stock. No holder of Class A voting common stock may directly or indirectly be a beneficial
owner of more than 33% of the outstanding shares of Class A voting common stock. There are no
restrictions on the maximum number or percentage of outstanding shares of Class B voting common stock
that may be held by an eligible stockholder. No ownership restrictions apply to Class C non-voting
common stock, and those securities are freely transferable.
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The United States government does not guarantee payments due on securities guaranteed by Farmer Mac,
funds invested in the equity or debt securities of Farmer Mac, any dividend payments on shares of Farmer
Mac stock, or the profitability of Farmer Mac.
GOVERNMENT REGULATION OF FARMER MAC
General
Farmer Mac was created by federal statute in 1988 in the aftermath of the collapse of the agricultural
credit delivery system. Farmer Mac's primary committees of jurisdiction in Congress – the Committee on
Agriculture of the U.S. House of Representatives and the U.S. Senate Committee on Agriculture, Nutrition
and Forestry – added requirements for Farmer Mac that had not been included in any of the other statutes
establishing other GSEs. Unlike the other existing GSEs at the time, Farmer Mac was required to be
regulated by an independent regulator, FCA, which has the authority to regulate Farmer Mac's safety and
soundness. The statute creating Farmer Mac expressly requires that eligible Farm & Ranch loans meet
minimum credit and appraisal standards that represent sound loans to profitable businesses. The enabling
legislation also did not contain a specific federal securities law exemption as had been given to the
housing GSEs, which had the effect of requiring Farmer Mac to comply with the periodic reporting
requirements of the SEC, including filing annual and quarterly reports on the financial status of Farmer
Mac and current reports when there are significant developments. Farmer Mac's charter also requires
offerings of securities backed by eligible loans and guaranteed by Farmer Mac to be registered under the
Securities Act of 1933 and related regulations (collectively, "Securities Act"), unless an exemption for an
offering is available that is not based on Farmer Mac's status as an instrumentality of the United States.
Since Farmer Mac's creation, Congress has amended Farmer Mac's charter five times:
•
•
•

•
•

in 1990 to create the USDA Guarantees line of business;
in 1991 to clarify Farmer Mac's authority to purchase its guaranteed securities, establish OSMO as
Farmer Mac's financial regulator, and set minimum regulatory capital requirements for Farmer
Mac;
in 1996 to remove certain barriers to and restrictions on Farmer Mac's operations to be more
competitive (e.g., allowing Farmer Mac to buy loans directly from lenders and issue guaranteed
securities representing 100% of the principal of the purchased loans and modifying capital
requirements);
in 2008 to authorize Farmer Mac to purchase, and guarantee securities backed by, loans or interests
in loans by lenders organized as cooperatives to borrowers to finance electrification and
telecommunications systems in rural areas; and
in 2018 to expand the acreage exception to the Farm & Ranch loan amount limitation from 1,000
acres to 2,000 acres, subject to FCA's feasibility assessment (which was completed in June 2019),
and to repeal obsolete provisions and make technical corrections.

Farmer Mac's authorities and regulatory structure were not revised by legislation adopted in 2008 to
regulate other GSEs.
Office of Secondary Market Oversight (OSMO)
As an institution of the FCS, Farmer Mac (including its subsidiaries) is subject to the regulatory authority
of FCA. Farmer Mac's charter assigns to FCA, acting through OSMO within FCA, the responsibility for
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the examination of Farmer Mac and the general supervision of the safe and sound performance of the
powers, functions, and duties vested in Farmer Mac by its charter. The charter also authorizes FCA,
acting through OSMO, to apply its general enforcement powers to Farmer Mac. Farmer Mac (including
its subsidiaries) is the only entity regulated by OSMO, which was created as a separate office in
recognition of the different role that Farmer Mac plays in providing a secondary market, as compared to
the roles of other FCS institutions as primary lenders. The Director of OSMO is selected by and reports to
the FCA board.
Farmer Mac's charter requires an annual examination of the financial transactions of Farmer Mac and
authorizes FCA to assess Farmer Mac for the cost of its regulatory activities, including the cost of any
examination. Each year, OSMO conducts an examination of Farmer Mac to evaluate its safety and
soundness, compliance with applicable laws and regulations, and mission achievement. The examination
includes a review of Farmer Mac's capital adequacy, asset quality, management performance, earnings,
liquidity, and sensitivity to interest rate risk. OSMO may also conduct additional oversight and
examination activities unrelated to its annual examination of Farmer Mac at any other time it determines
necessary. Farmer Mac is also required to file quarterly reports of condition with FCA.
Capital Standards
General Requirements. Farmer Mac's charter establishes three capital standards for Farmer Mac:
•

Statutory minimum capital requirement. Farmer Mac's minimum capital level is an amount of core
capital (stockholders' equity less accumulated other comprehensive income) equal to the sum of
2.75% of Farmer Mac's aggregate on-balance sheet assets, as calculated for regulatory purposes,
plus 0.75% of Farmer Mac's aggregate off-balance sheet obligations, specifically including:
◦
◦
◦

the unpaid principal balance of outstanding loan-backed securities guaranteed by Farmer Mac;
instruments issued or guaranteed by Farmer Mac that are substantially equivalent to securities
guaranteed by Farmer Mac, including LTSPCs; and
other off-balance sheet obligations of Farmer Mac.

•

Statutory critical capital requirement. Farmer Mac's critical capital level is an amount of core
capital equal to 50% of the total minimum capital requirement at that time.

•

Risk-based capital. The charter directs FCA to establish a risk-based capital stress test for Farmer
Mac, using specified stress-test parameters.

Farmer Mac must comply with the higher of the minimum capital requirement and the risk-based capital
requirement.
The risk-based capital stress test promulgated by FCA is intended to determine the amount of regulatory
capital (core capital plus the allowance for losses) that Farmer Mac would need to maintain positive
capital during a ten-year period in which:
•
•

annual losses occur at a rate of default and severity "reasonably related" to the rates of the highest
sequential two years in a limited U.S. geographic area; and
interest rates are shocked by the lesser of 600 basis points or 50% of the ten-year U.S. Treasury
rate, and interest rates remain at such level for the remainder of the period.
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The risk-based capital stress test then adds an additional 30% to the resulting capital requirement for
management and operational risk. Farmer Mac's risk-based capital requirement as of December 31, 2019
was $122.1 million and Farmer Mac's regulatory capital of $828.1 million exceeded that amount by
approximately $706.0 million. See "Management's Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources—Capital Requirements" for a presentation of
Farmer Mac's current regulatory capital position.
Enforcement Levels. Farmer Mac's charter directs FCA to classify Farmer Mac within one of four
enforcement levels to determine compliance with the capital standards established by Farmer Mac's
charter. As of December 31, 2019, Farmer Mac was classified as within level I – the highest compliance
level.
Failure to comply with the applicable required capital level in the charter would result in Farmer Mac
being classified as within level II (below the applicable risk-based capital level, but above the minimum
capital level), level III (below the minimum capital level, but above the critical capital level) or level IV
(below the critical capital level). If Farmer Mac were classified as within level II, III or IV, the charter
requires the Director of OSMO to take specified mandatory supervisory measures and provides the
Director with discretionary authority to take various optional supervisory measures depending on the level
in which Farmer Mac is classified. The mandatory measures applicable to level II and level III include:
•
•
•

requiring Farmer Mac to submit and comply with a capital restoration plan;
prohibiting the payment of dividends if the payment would result in Farmer Mac being reclassified
as within a lower level and requiring the pre-approval of any dividend payment even if the
payment would not result in reclassification as within level IV; and
reclassifying Farmer Mac as within one level lower if it does not submit a capital restoration plan
that is approved by the Director, or the Director determines that Farmer Mac has failed to make, in
good faith, reasonable efforts to comply with such a plan and fulfill the schedule for the plan
approved by the Director.

If Farmer Mac were classified as within level III, then, in addition to the mandatory supervisory measures
described above, the Director of OSMO could take any of the following discretionary supervisory
measures:
•
•
•
•
•

imposing limits on any increase in, or ordering the reduction of, any obligations of Farmer Mac,
including off-balance sheet obligations;
limiting or prohibiting asset growth or requiring the reduction of assets;
requiring the acquisition of new capital in an amount sufficient to provide for reclassification as
within a higher level;
terminating, reducing, or modifying any activity the Director determines creates excessive risk to
Farmer Mac; or
appointing a conservator or a receiver for Farmer Mac.

Farmer Mac's charter does not specify any supervisory measures, either mandatory or discretionary, to be
taken by the Director if Farmer Mac were classified as within level IV.
The Director of OSMO has the discretionary authority to reclassify Farmer Mac to a level that is one level
below its then current level (for example, from level I to level II) if the Director determines that Farmer
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Mac is engaging in any action not approved by the Director that could result in a rapid depletion of core
capital or if the value of property subject to mortgages backing securities guaranteed by Farmer Mac has
decreased significantly.
Capital Adequacy Requirements. Under FCA's rule on capital planning, Farmer Mac must develop and
submit to OSMO for approval annually a plan for capital that considers the sources and uses of Farmer
Mac's capital, addresses capital projections under stress scenarios, assesses Farmer Mac's overall capital
adequacy, and incorporates a Farmer Mac board-approved policy on capital adequacy. In accordance with
this regulation, Farmer Mac's board of directors oversees a policy that requires Farmer Mac to maintain an
adequate level of "Tier 1" capital, consisting of retained earnings, paid-in-capital, common stock,
qualifying preferred stock, and accumulated other comprehensive income allocable to "non-program"
investments that are not included in the Farm & Ranch, USDA Guarantees, Rural Utilities, and
Institutional Credit lines of business. Under this policy, Farmer Mac must maintain at all times a Tier 1
capital ratio of at least 7.0% of risk-weighted assets, calculated using an advanced internal ratings based
asset risk weighting regime that is consistent with current Basel-based principles.
The policy also requires Farmer Mac to maintain a "capital conservation buffer" of additional Tier 1
capital of more than 2.5% of risk-weighted assets. If the capital conservation buffer drops to various
levels at or below 2.5%, as shown in the table below, the policy requires Farmer Mac to restrict
distributions of current quarter Tier 1-eligible dividends and any discretionary bonus payments to an
amount not to exceed the corresponding payout percentage specified in the table below, which represents
the percentage of the cumulative core earnings for the four quarters immediately preceding the distribution
date:
Capital Conservation Buffer

Payout Percentage

(percentage of risk-weighted assets)

(percentage of four quarters' accumulated core earnings)

greater than 2.5%

No limitation

greater than 1.875% to and including 2.5%

60%

greater than 1.25% to and including 1.875%

40%

greater than 0.625% to and including 1.25%

20%

equal to or less than 0.625%

0% (no payout permitted)

These distribution restrictions would remain for so long as the Tier 1 capital conservation buffer remains
at or below the minimum level of 2.5%, and Farmer Mac's board of directors may consider other factors,
such as earnings presented in accordance with generally accepted accounting principles in the United
States ("GAAP") and other regulatory requirements, in determining whether to restrict capital
distributions, including dividends and bonus payments. As of December 31, 2019, Farmer Mac's Tier 1
capital ratio was 12.9%. The calculation of Farmer Mac's Tier 1 capital ratio does not include certain
interest rate risk components of the risk weighting of assets, which reflects the fact that Farmer Mac
pursues an approach to funding its assets with liabilities of similar duration and convexity characteristics
and therefore does not bear material interest rate risk in its portfolio. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—Capital
Requirements" for more information on Farmer Mac's Tier 1 capital ratio.
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Item 1A.

Risk Factors

Farmer Mac's business activities, financial performance, and results of operations are, by their nature,
subject to risks and uncertainties, including those related to the agricultural industry, the rural utilities
industry, access to the capital markets, the regulatory environment, and the level of prevailing interest
rates and overall market conditions. The following risk factors should be considered in conjunction with
"Management's Discussion and Analysis of Financial Condition and Results of Operations" in Item 7 of
this Annual Report on Form 10-K, including the risks and uncertainties described in the "ForwardLooking Statements" section. Because new risk factors likely will emerge from time to time, management
can neither predict all potential risk factors nor assess the effects of those factors on Farmer Mac's
business, operating results, and financial condition or how much any factor, or combination of factors,
may affect Farmer Mac's actual results and financial condition. If any of the following risks materialize,
Farmer Mac's business, financial condition, and/or results of operations could be materially and adversely
affected. Farmer Mac undertakes no obligation to update or revise this risk factor discussion, except as
required by applicable law.
Credit and Counterparty Risk
Factors outside of Farmer Mac's or borrowers' control may negatively affect borrowers' profitability
and ability to repay their loans in Farmer Mac's portfolio, which could have a material adverse effect
on Farmer Mac's financial condition, results of operations, liquidity, or capital levels.
External factors beyond Farmer Mac's or borrowers' control could negatively affect borrowers'
profitability, such as protracted adverse weather; volatility in demand for agricultural products or
electricity in rural areas; variability in borrowers' input costs; protracted regional, domestic, or global
economic stress; legislative or regulatory actions affecting rural borrowers; U.S. trade policy affecting the
demand for agricultural exports or the price of imports required for borrowers' operations; increased
competition among producers due to oversupply or available alternatives; and adverse changes in interest
rates and land values. Any of these factors could put downward pressure on the profitability of a farming
or rural utilities operation, which could then inhibit the related borrower's repayment capacity on one or
more loans that Farmer Mac may have from that borrower in its portfolio.
Farmer Mac assumes the ultimate credit risk of borrower defaults on its agricultural mortgage and rural
utilities loan assets, and Farmer Mac's earnings, which come from net interest income, guarantee fees, and
commitment fees on those assets, depend significantly on their performance. Widespread and sustained
repayment shortfalls on loans in Farmer Mac's portfolio could result in losses, particularly if the available
collateral is insufficient to cover Farmer Mac's exposure, and this could have a material adverse effect on
Farmer Mac's financial condition, results of operations, liquidity, or capital levels.
Concentration in a particular commodity type, geographic region, or collateral type may expose Farmer
Mac to credit risk that could materially and adversely affect its business, operating results, and
financial condition.
Farmer Mac may be subject to credit risk due to concentration in or exposure to a particular commodity
type, geographic region, or collateral type. Widespread weakening in the financial condition of borrowers
within a particular geographic region, commodity type, or collateral type could negatively affect Farmer
Mac’s financial condition if Farmer Mac’s policies on geographic and commodity concentration are not
sufficient to successfully mitigate the risk of concentration in these areas. Farmer Mac's credit risk may
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also increase as a result of its exposure to loans that are adversely affected by a decline in the sale value of
the underlying collateral, particularly if the collateral is single-use or highly improved, such as storage and
processing facilities or permanent plantings. Single-use or highly improved collateral increases the risk of
ultimate losses on a given loan because producers requiring single-use or highly improved collateral are
less able to adapt their operations or switch commodity groups when faced with adverse conditions and
are more likely to be undercollateralized in a default scenario. For example, Farmer Mac's cumulative net
credit losses for loans to borrowers in the Agricultural Storage and Processing category comprise 47.0% of
its cumulative net credit losses for all categories.
Concentrated exposure to a particular borrower or AgVantage counterparty may expose Farmer Mac to
credit risk that could materially and adversely affect its business, operating results, and financial
condition.
Farmer Mac may be subject to credit risk due to concentrated exposure to a particular borrower. Farmer
Mac’s Farm & Ranch portfolio consists of loans varying in size and by borrower, including large
exposures ($25 million or more) to individual borrowers. The default of any one of these borrowers could
negatively affect Farmer Mac's financial condition. Farmer Mac also has concentrated exposures to
individual business counterparties on AgVantage securities, which are general obligations of institutional
counterparties secured by eligible loans held by the issuing institution. Although AgVantage securities are
collateralized by eligible loans in a principal amount equal to or greater than the principal amount of the
securities outstanding, Farmer Mac could suffer losses if the market value of the loan collateral declines
and the counterparty defaults. Taking possession of the loan collateral upon a default by the AgVantage
counterparty could also result in higher current expected credit losses for Farmer Mac's loans held on
balance sheet, as well as increased capital requirements. Most of Farmer Mac's AgVantage exposure is
concentrated in a small number of issuers. As of December 31, 2019, $7.7 billion of the $8.4 billion of
AgVantage securities outstanding had been issued by three counterparties. A default by any of these
counterparties could have a significant adverse effect on Farmer Mac's business, operating results, and
financial condition.
Farmer Mac Guaranteed Securities and LTSPCs expose Farmer Mac to significant contingent
liabilities, and Farmer Mac's ability to fulfill its obligations under its guarantees and LTSPCs may be
limited.
Farmer Mac's guarantee and purchase commitment obligations to third parties, including LTSPCs and
securities guaranteed by Farmer Mac, are obligations of Farmer Mac only and are not backed by the full
faith and credit of the United States, FCA, or any other agency or instrumentality of the United States
other than Farmer Mac. As of December 31, 2019, Farmer Mac had $3.5 billion of contingent liabilities
related to LTSPCs and securities issued to third parties and guaranteed by Farmer Mac, which represents
Farmer Mac's exposure if all loans underlying these LTSPCs and guarantees defaulted and Farmer Mac
recovered no value from the related collateral. If this were to occur, the funds available for payment on
these guarantees and LTSPCs could be substantially less than the aggregate amount of the corresponding
liabilities. As of December 31, 2019, Farmer Mac held cash, cash equivalents, and other investment
securities with a fair value of $3.6 billion that could be used as a source of funds for payment on its
obligations, including its guarantee and LTSPC obligations. Although Farmer Mac believes that it
remains well-collateralized on the assets underlying its guarantee and LTSPC obligations to third parties
and that the estimated probable losses for these obligations remain low relative to the amount available for
payment of claims on these obligations, Farmer Mac's total contingent liabilities for these obligations
could exceed the amount it may have available for payment of Farmer Mac's obligations, including claims
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on Farmer Mac's contingent obligations. See "Management's Discussion and Analysis—Risk
Management—Credit Risk – Loans and Guarantees" for more information on Farmer Mac's management
of credit risk.
Farmer Mac is exposed to counterparty credit risk on its investment securities that could materially and
adversely affect its business, operating results, and financial condition.
Farmer Mac maintains an investment portfolio that can be drawn upon for liquidity needs. This portfolio
consists of cash and cash equivalents, U.S. Treasury securities, investment securities guaranteed by U.S.
Government agencies and GSEs, and asset-backed securities principally backed by U.S. Governmentguaranteed student loans, including auction rate certificates. Farmer Mac regularly reviews concentration
limits to ensure that its investments are appropriately diversified and comply with policies approved by
Farmer Mac's board of directors and with applicable FCA regulations, but Farmer Mac is still exposed to
credit risk from issuers of the investment securities it holds, particularly to issuers to whom Farmer Mac
may have a higher concentration of exposure relative to the rest of Farmer Mac's investment portfolio. For
example, as of December 31, 2019, Farmer Mac held at fair value $1.1 billion of investment securities
guaranteed by GSEs. A default by multiple issuers of investment securities held by Farmer Mac or by a
single issuer of investment securities in which Farmer Mac is more heavily concentrated could have an
adverse effect on Farmer Mac's business, operating results, and financial condition.
Farmer Mac is exposed to counterparty risk on both its cleared and non-cleared swaps transactions that
could materially and adversely affect its business, operating results, and financial condition.
Farmer Mac uses interest rate swap contracts and hedging arrangements to manage its interest rate risk.
Farmer Mac clears a significant portion of its interest rate swaps through a swap clearinghouse and uses
the services of a futures commission merchant to post and receive mark-to-market margin amounts.
Farmer Mac also transacts non-cleared (bilateral) derivative contracts directly with swap counterparties
and posts and receives collateral to secure the market value of those contracts. A failure of any of these
counterparties could cause intra-day disruption for Farmer Mac's swap operations if the failure were to
prompt a termination of all or part of Farmer Mac's swap positions or if Farmer Mac were unable to
quickly access margin or collateral amounts. These conditions could be exacerbated in volatile market
conditions, in which the market could move against Farmer Mac's position before Farmer Mac had time to
reposition its swaps. Farmer Mac's derivative contracts executed before March 2017 have market value
thresholds ranging from $15 to $25 million that must be exceeded before collateral must be posted by
Farmer Mac. Repositioning these swaps under current margin rules if the related counterparty were to fail
could require Farmer Mac to post significant collateral within a short time frame. Any of these factors
resulting from a failure of the swap clearinghouse, futures commission merchant, or any of Farmer Mac's
bilateral swap counterparties could have a negative effect on Farmer Mac's operations and liquidity and
could expose Farmer Mac to additional interest rate risk, which could materially and adversely affect its
business, operating results, and financial condition. As of December 31, 2019, the aggregate notional
balance of Farmer Mac's cleared swaps was $11.0 billion, and the aggregate notional balance of Farmer
Mac's non-cleared swaps was $3.0 billion (including $0.4 billion notional amount of non-cleared swaps
executed before March 2017).
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Strategic/Business Risk
Farmer Mac's business, operating results, financial condition, and capital levels may be materially and
adversely affected by external factors that may affect the demand for Farmer Mac's secondary market,
the price or marketability of Farmer Mac's products, or Farmer Mac's ability to offer its products and
services.
Farmer Mac's business, operating results, financial condition, and capital levels may be materially and
adversely affected by external factors that may affect the price or marketability of Farmer Mac's products
and services or Farmer Mac's ability to offer its products and services, including, but not limited to:
•
•
•
•
•
•
•

disruptions in the capital markets;
competitive pressures in Farmer Mac's loan purchase and guarantee activities or in the issuance of
its debt securities;
changes in interest rates that may increase Farmer Mac's funding costs;
market or customer perception of Farmer Mac's reputation;
legislative or regulatory developments adversely affecting Farmer Mac's ability to offer new
products, the ability or motivation of lenders to participate in Farmer Mac's lines of business, or
the cost of related corporate activities;
reduced demand for agricultural real estate loans or Rural Utilities loans due to regional, domestic,
or global economic conditions; and
expanded funding alternatives available to agricultural and rural utilities borrowers.

An inability to access the equity and debt capital markets could have a material adverse effect on
Farmer Mac's business, operating results, financial condition, liquidity, and capital levels.
Farmer Mac's ability to operate its business, meet its obligations, generate asset volume growth, and fulfill
its statutory mission depends on Farmer Mac's capacity to remain adequately capitalized through the
issuance of equity and debt securities at favorable rates and terms in the U.S. financial markets. Farmer
Mac's potential for growth and future net income depends in part on Farmer Mac's ability to access equity
markets to raise efficient capital. The issuance of debt securities is Farmer Mac's primary source for
repaying or refinancing existing debt, and one of the primary sources of Farmer Mac's revenue is the net
interest income earned from the difference, or "spread," between the return received on assets held and the
related borrowing costs. Farmer Mac's ability to access the debt and equity markets to raise capital, fund
its assets, repay debt, and earn net interest income depends on market perception of Farmer Mac. If
Farmer Mac were unable to access the U.S. financial markets to issue equity or debt securities at favorable
rates and terms, Farmer Mac's business, operating results, or financial condition could be adversely
affected.
The loss of business from key business counterparties or customers, including AgVantage
counterparties, could adversely affect Farmer Mac's business and result in a decrease in its revenues
and profits.
Farmer Mac's business and ability to generate revenues and profits largely depends on its ability to
purchase eligible loans or place eligible loans under guarantees or LTSPCs and to purchase or guarantee
AgVantage securities. Farmer Mac conducts a significant portion of its business with a small number of
business counterparties. This could result in vulnerability as existing assets pay down or mature and the
status and needs of Farmer Mac's business partners evolve. In 2019, ten institutions generated
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approximately 66% of loan purchase volume in the Farm & Ranch line of business. As of December 31,
2019, approximately 92% of the $8.4 billion outstanding principal amount of AgVantage securities under
Farmer Mac's Institutional Credit line of business were issued by three institutions (of which $1.1 billion
and $1.5 billion will be maturing in 2020 and 2021, respectively). As of December 31, 2019, transactions
with two institutions represented nearly all of the business volume under Farmer Mac's Rural Utilities line
of business. Farmer Mac's ability to maintain the current relationships with its business counterparties or
customers and the business generated by those business counterparties or customers is significant to
Farmer Mac's business. As a result, the loss of business from any one of Farmer Mac's key business
counterparties could negatively affect Farmer Mac's revenues and profitability. Farmer Mac may not be
able to replace the loss of business of a key business counterparty or customer with alternate sources of
business due to limitations on the types of assets eligible for the secondary market provided by Farmer
Mac under its charter, which could adversely affect Farmer Mac's business and result in a decrease in its
revenues and profits.
Farmer Mac's efforts to balance fulfilling its Congressional mission with providing a return to its
stockholders may result in business transactions that involve lower returns or higher risk, which could
adversely affect its business, operating results, or financial condition.
Congress created Farmer Mac to provide for a secondary market for agricultural mortgage loans, Rural
Utilities loans, and the guaranteed portions of USDA-guaranteed loans. In pursuing this mission, Farmer
Mac's secondary market activities are designed to:
•
•
•

increase the availability of credit to rural borrowers at stable interest rates;
provide greater liquidity and lending capacity in extending credit to rural borrowers; and
provide an arrangement for new lending by facilitating capital market investments in funding for
rural borrowers, including funds at fixed rates of interest.

Farmer Mac's charter provides that its standards for Farm & Ranch loans shall not discriminate against
small originators or small agricultural mortgage loans that are at least $50,000. The charter also requires
Farmer Mac's board of directors to promote and encourage the inclusion of qualified loans for small farms
and family farmers in the agricultural mortgage secondary market.
Although Farmer Mac strives to undertake its mission-related activities in a manner consistent with
providing an accretive return to Farmer Mac's stockholders, it is possible that these activities may
contribute to a lower return to stockholders than if Farmer Mac's sole purpose were to maximize
stockholder value. If Farmer Mac were to undertake activities involving greater risk to satisfy its
Congressional mission or that generate lower returns or limited in the activities it was allowed to
undertake, Farmer Mac's business, operating results, or financial condition could be adversely affected.
A few stockholders who own large amounts of Farmer Mac voting common stock may seek to influence
Farmer Mac's business, strategy, or board composition, and the interests of these stockholders may
differ from the interests of Farmer Mac or other holders of Farmer Mac's common stock.
The ownership of Farmer Mac's two classes of voting common stock is concentrated in a small number of
institutions. Approximately 44% of Farmer Mac's Class A voting common stock is held by three financial
institutions, with 31% held by one institution. Approximately 97% of Farmer Mac's Class B voting
common stock is held by five FCS institutions (two of which are related to each other through a parentsubsidiary relationship). The holders of Farmer Mac's Class A voting common stock and the holders of
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Farmer Mac's Class B voting common stock each have the right to elect one-third of the membership of
Farmer Mac's board of directors. Many of these holders are rural lenders that may compete directly with
each other. As long as Farmer Mac's Class A and Class B voting common stock is highly concentrated in
a small number of institutions, there is the potential that these institutions will seek to influence, and may
be successful in influencing, Farmer Mac's business, strategy, or board composition in a way that may not
be in the best interests of either Farmer Mac or other stockholders.
Changes in Farmer Mac's board of directors could adversely affect its business, operations, and
strategy.
Farmer Mac's charter prescribes that its board of directors consist of fifteen members. Five members are
elected annually by holders of Farmer Mac's Class A voting common stock, five members are elected
annually by holders of Farmer Mac's Class B voting common stock, and five members are appointed by
the President of the United States with the advice and consent of the United States Senate (one of whom is
designated as the chair of the board of directors). Farmer Mac's Presidentially-appointed members serve
at the pleasure of the President of the United States and therefore could be replaced at any time. If, as a
result of annual elections or new Presidential appointments to the board, Farmer Mac were to experience a
significant turnover in the membership of its board of directors within a short time and the new directors
were not able to become proficient quickly in Farmer Mac's business, operations, and strategies, the
effectiveness of Farmer Mac's board of directors in overseeing the business, affairs, strategies, and
operations of Farmer Mac could be adversely affected. In 2019, four new individuals joined Farmer Mac's
board of directors, two of whom were elected by holders of voting common stock in May 2019, one of
whom was designated by the board in December 2019 to fill a vacancy created by the death of a former
director, and one of whom was appointed by the President of the United States after confirmation by the
U.S. Senate in December 2019 (which director was later designated as chair of the board in January 2020).
Operational Risk
The inadequacy or failure of Farmer Mac's operational systems, cybersecurity plan, internal controls
or processes, or infrastructure, or those of third parties, could have a material adverse effect on Farmer
Mac's business, liquidity, operating results, reputation, or financial condition.
Farmer Mac is exposed to operational risk due to the complex nature of its business operations and the
processes and systems used to undertake its business activities and comply with regulatory requirements.
Operational risk refers to the risk of loss to Farmer Mac or damage to its reputation resulting from:
•
•
•
•
•

inadequate or failed internal processes, systems, cybersecurity plan, or infrastructure;
Farmer Mac's inability to successfully implement enhancements to any of these or migrate to new
systems or infrastructure;
failed execution based on human error;
inadequate or failed internal controls or processes that Farmer Mac has in place to detect or prevent
fraud; or
external events, including a disruption involving physical site access, cyber incidents, catastrophic
events, natural disasters, terrorist activities, or disease pandemics.

Farmer Mac relies on business processes that largely depend on people, technology, and the use of
complex systems and models to manage its business, process a high volume of daily transactions, and
generate the records on which Farmer Mac's financial statements are based. Inadequacies or failures in
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Farmer Mac's internal processes, personnel, systems, cybersecurity plan, or infrastructure could lead to a
significant disruption in its business operations, financial and economic loss, errors in its financial
statements, impairment of its liquidity, liability or service interruptions to its customers, increased
regulatory or legislative scrutiny, or reputational damage.
The potential for operational risk exposure also exists as a result of Farmer Mac's interactions with, and
reliance on, third parties. Farmer Mac's business relies on its ability to process, evaluate, and interpret
significant amounts of information, much of which is provided by third parties. If the financial,
accounting, data processing, backup, information technology, or other operating systems and
infrastructure of third parties with whom Farmer Mac interacts or upon whom it relies fail to operate
properly or are disrupted, then Farmer Mac's operations and its ability to conduct its business in the
ordinary course may be adversely affected. Farmer Mac's ability to implement safeguards preventing
disruption to third party systems or infrastructure is more limited than for its own systems or
infrastructure.
Farmer Mac conducts many of its critical business operations and activities in its main office in
Washington, D.C. This concentration of Farmer Mac's personnel, technology, and facilities increases
Farmer Mac's risk of financial or other loss. Although Farmer Mac routinely reviews, updates, and tests
its business continuity and disaster recovery plans, these plans may not be sufficient to mitigate all
potential business continuity risks. Farmer Mac's recovery capabilities or those of third parties with whom
it interacts or upon whom it relies could be overwhelmed by a disruption in infrastructure or a catastrophic
event outside of its control. If Farmer Mac is not able to resume business operations or its employees are
unable to communicate with each other in the event of a disruption, Farmer Mac may not be able to
successfully implement its continuity and disaster recovery plans, which could have a material adverse
effect on Farmer Mac's business, liquidity, operating results, reputation, or financial condition.
Any significant deficiency, failure, interruption, or breach in Farmer Mac's information systems,
including the occurrence of successful cyber-attacks or a significant deficiency in Farmer Mac's
cybersecurity plan, could result in a loss of business, damage to Farmer Mac's reputation, the
disclosure or misuse of confidential or proprietary information, or increased costs or liability to Farmer
Mac, which could adversely affect Farmer Mac's business, operating results, or financial condition.
Farmer Mac relies heavily on information systems, including from third parties, to conduct and manage its
business operations. These information systems encompass an integrated set of hardware, software,
infrastructure, and trained personnel organized to facilitate the planning, control, coordination, and
decision-making processes occurring within Farmer Mac. As Farmer Mac's reliance on information
systems has increased, so have the risks posed to its systems, including the effect of events that would
threaten the confidentiality, integrity, or availability of Farmer Mac's information resources, known as
cyber incidents. Like many other financial institutions, Farmer Mac faces regular attempts by third parties
to gain unauthorized access to its information systems. Farmer Mac has experienced cyber incidents that
have not had a material effect on its business, operating results, or financial condition, but it is not possible
to predict the effect on Farmer Mac of any future cyber incidents.
Farmer Mac has undertaken preventive measures and devotes what Farmer Mac believes to be adequate
resources to design, manage, monitor, deploy, and assess its information systems and cybersecurity
program consistent with industry best practices. Specifically, Farmer Mac's cybersecurity program
assesses Farmer Mac's cybersecurity risk profile and seeks to ensure there are sufficient measures and
safeguards in place to mitigate the risks identified. However, Farmer Mac may not be able to prevent,
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address on a timely and adequate basis, or fully mitigate the negative effects associated with a successful
cyber-attack on Farmer Mac's or its third-party information systems, which could adversely affect Farmer
Mac's business, operating results, reputation, or financial condition. Because the methods used to launch
cyber-attacks change often or, in some cases, are not recognized until launched, Farmer Mac also may be
unable to implement effective preventative measures or proactively address these methods until they are
discovered. A failure or interruption in any of Farmer Mac's information systems could cause a disruption
or malfunction of its operations, which could adversely affect Farmer Mac's ability to conduct business
with its customers, loan servicers, service providers, or other counterparties, result in financial loss, or
damage Farmer Mac's reputation.
The secure transmission, processing, and storage of Farmer Mac's confidential, proprietary, and other
information assets through Farmer Mac's or its third-party information systems is instrumental to Farmer
Mac's operations. Any action that results in unauthorized access to Farmer Mac's information systems by
third parties, including through viruses, malware, cyber-attacks, or other information system breaches,
could disrupt Farmer Mac's operations, corrupt its data, or cause the misappropriation, unauthorized
release, loss, or destruction of the confidential, proprietary, or other information assets of its customers,
loan servicers, service providers, or other counterparties. Unauthorized access to Farmer Mac's
information systems or sensitive information could cause Farmer Mac to experience prolonged operational
interruption, damage to its reputation, material loss of business, legal liability, or increased costs from
private data exposure, which could adversely affect Farmer Mac's business, operating results, reputation,
or financial condition
Failure by Farmer Mac's third-party loan servicers, information systems providers, and other service
providers to protect confidential information from unauthorized access and dissemination could result
in liability for Farmer Mac or damage Farmer Mac's reputation, which could have a negative effect on
Farmer Mac's business, operating results, or financial condition.
Farmer Mac relies on third parties, including loan servicers, information systems providers, software-as-aservice (SaaS) providers, cloud computing service providers, and other service providers, to perform
various functions for Farmer Mac. In the course of these activities, these third parties collect and have
access to a variety of confidential or proprietary information, including, among others, sensitive financial
information, information presented to Farmer Mac's board of directors, information provided to Farmer
Mac's regulators, information about the lenders that participate in Farmer Mac's lines of business, and
personal financial information about the borrowers with loans in one of Farmer Mac's lines of business.
Any unauthorized access to or cyber incidents affecting the information systems of one of these third
parties, including through viruses, malware, cyber-attacks, or other information system breaches, could
result in the misappropriation and inappropriate release of the confidential or proprietary information
entrusted to Farmer Mac. Prior instances of unauthorized access to Farmer Mac's third parties'
information systems have not resulted in the misappropriation or inappropriate release of the confidential
or proprietary information entrusted to Farmer Mac, although it is not possible to predict the consequences
of any future instances. Any employees or agents of Farmer Mac's third parties that have authorized
access to confidential or proprietary information could also inadvertently or erroneously disseminate the
information to unauthorized third parties. Any unauthorized access to or dissemination of confidential or
proprietary information could result in liability for Farmer Mac or damage Farmer Mac's reputation, either
of which could have a negative effect on Farmer Mac's business, operating results, or financial condition.
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If Farmer Mac's management of risk associated with its loan assets and investment securities based on
model assumptions and output is not effective, its business, operating results, financial condition, or
capital levels could be materially adversely affected.
Farmer Mac continually develops and adapts profitability and risk management models to adequately
address a wide range of possible market developments. Some of Farmer Mac's qualitative tools and
metrics for managing risk are based on its use of observed historical market behavior. Farmer Mac applies
statistical and other tools to these observations to quantify its risks. These tools and metrics may fail to
predict future or unanticipated risk or may not be effective in mitigating its risk exposure in all economic
market environments or against all types of risk, which could expose Farmer Mac to material
unanticipated losses. The inability of Farmer Mac to effectively identify and manage the risks inherent in
its business could have a material adverse effect on its business, operating results, financial condition, or
capital levels.
Market Risk
Farmer Mac is exposed to interest rate risk that could materially and adversely affect its business,
operating results, or financial condition.
Farmer Mac is subject to interest rate risk due to the timing differences in the cash flows of the assets it
holds and the liabilities issued to fund those assets. Farmer Mac's primary strategy for managing interest
rate risk is to fund asset purchases with liabilities that have similar duration and convexity characteristics
so that they will perform similarly as interest rates change. However, the ability of borrowers to prepay
their loans before the scheduled maturities increases the likelihood of asset and liability cash flow
mismatches. In a changing interest rate environment, these cash flow mismatches affect Farmer Mac's
earnings if assets repay sooner than expected and the resulting cash flows must be reinvested in loweryielding investments, particularly if Farmer Mac's related funding costs cannot be correspondingly repaid.
Conversely, if assets repay more slowly than anticipated and the associated debt issued to fund the assets
must be reissued at a higher interest rate, Farmer Mac's earnings could be adversely affected.
Farmer Mac is also subject to repricing risk, which is the risk that Farmer Mac's funding cost relative to a
benchmark index (for example, the London Interbank Offered Rate known as "LIBOR") will increase
from the time the initial funding was issued and the time the liabilities are re-funded. This risk arises from
maturity mismatches between assets and liabilities where assets with longer maturities must be re-funded.
A significant increase in the difference between Farmer Mac's funding cost relative to the benchmark
index, including LIBOR, could compress spread income on the assets Farmer Mac holds and seeks to refund with the higher cost funding. Widespread compression within a short timeframe could have an
adverse effect on Farmer Mac's operating results or financial condition.
Changes in interest rates relative to Farmer Mac's management of interest rate risk through derivatives
may cause volatility in financial results and capital levels and may adversely affect Farmer Mac's net
income, liquidity position, or operating results.
Farmer Mac enters into financial derivatives transactions to hedge interest rate risks inherent in its
business and carries its financial derivatives at fair value in its consolidated financial statements.
Although Farmer Mac's financial derivatives provide economic hedges of interest rate risk, changes in the
fair values of financial derivatives can cause volatility in net income and in capital, particularly if those
financial derivatives are not designated in hedge accounting relationships or if there is any ineffectiveness
in a hedge accounting relationship. As interest rates increase or decrease, the fair values of Farmer Mac's
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derivatives change based on the position Farmer Mac holds relative to the specific characteristics of the
derivative. Farmer Mac's core capital available to meet its statutory minimum capital requirement can be
affected by changes in the fair values of financial derivatives, as noted above. Adverse changes in the fair
values of Farmer Mac's financial derivatives that are not designated in hedge accounting relationships and
any hedge ineffectiveness that results in a loss would reduce the amount of core capital available to meet
this requirement. In 2019 and 2018, Farmer Mac recorded gains of $10.1 million and $8.0 million,
respectively, from changes in the fair values of its financial derivatives as a result of movements in interest
rates during those years. In addition, Farmer Mac recorded losses of $7.9 million and gains of $4.9
million in 2019 and 2018, respectively, related to ineffectiveness in hedge accounting relationships.
Changes in interest rates have required, and in the future may require, Farmer Mac to post cash or
investment securities to collateralize its derivative exposures due to corresponding changes in the fair
market values of these derivatives. If changes in interest rates were to result in a significant decrease in
the fair value of Farmer Mac's derivatives, Farmer Mac would be required to post cash, cash equivalents,
or investment securities, possibly within a short period of time, to satisfy its obligations under its
derivatives contracts. As of December 31, 2019, Farmer Mac posted $0.5 million of cash and $131.7
million of investment securities as collateral for its derivatives in net liability positions. If Farmer Mac is
required to fully collateralize a significant portion of its derivatives in an adverse interest rate
environment, it could have a material adverse effect on Farmer Mac's liquidity position or operating
results.
The reform, replacement, or discontinuation of the LIBOR benchmark interest rate could adversely
affect Farmer Mac's business, operating results, or financial condition.
In July 2017, the United Kingdom's Financial Conduct Authority, which regulates LIBOR, announced that
it will no longer persuade or compel banks to submit rates for the calculation of LIBOR after 2021 and
will support the LIBOR indexes through 2021 to allow for a transition to any alternative reference rates.
This announcement indicates that the continuation of LIBOR in its current form will not be guaranteed
after 2021, and it appears likely that LIBOR will be discontinued or modified by 2021. Farmer Mac is
evaluating the potential effect on its business of the replacement of the LIBOR benchmark interest rate,
including the possibility of replacement benchmark interest rates. As of December 31, 2019, Farmer Mac
held $5.1 billion of floating rate assets in its lines of business and its investment portfolio, had issued $3.8
billion of floating rate debt, and had entered into $13.8 billion notional amount of interest rate swaps, each
of which reset based on LIBOR. In addition, Farmer Mac's Series C Preferred Stock will be indexed to
LIBOR after July 17, 2024. The market transition away from LIBOR and towards an alternative
benchmark interest rate that may be developed is expected to be complicated and may require the
development of term and credit adjustments to accommodate for differences between the benchmark
interest rates. The introduction of an alternative reference rate may also introduce additional re-funding
and repricing risk for Farmer Mac if an alternative benchmark interest rate index is being used along with
LIBOR during a transition period. If LIBOR is discontinued and an alternative benchmark interest rate
does not become widely used or accepted in place of LIBOR, then there may be uncertainty or differences
in the calculation of the applicable interest rate or payment amounts depending on the terms of the
governing instruments for Farmer Mac's assets and liabilities. This could result in different financial
performance for previously booked transactions, require different hedging strategies, or require
renegotiation of previously booked transactions, and may affect Farmer Mac's existing transaction data,
products, systems, operations and pricing processes, which could adversely affect Farmer Mac's business,
operating results, or financial condition.
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Financial Risk
Incorrect estimates and assumptions by management in preparing financial statements could adversely
affect Farmer Mac's business, operating results, reported assets and liabilities, financial condition,
reputation, or capital levels.
Farmer Mac's accounting policies and methods are fundamental to how it records and reports its financial
condition and results of operations. Some of these policies and methods require management to make
estimates and assumptions in preparing Farmer Mac's consolidated financial statements. Incorrect
estimates and assumptions by management in connection with preparing Farmer Mac's consolidated
financial statements could adversely affect the reported amounts of assets and liabilities and the reported
amounts of income and expenses. For example, as of December 31, 2019, Farmer Mac's assets and
liabilities recorded at fair value included financial instruments valued at $7.2 billion whose fair values
management estimated in the absence of readily observable fair values (in other words, level 3). These
financial instruments measured with significant unobservable inputs represented 33% of total assets and
71% of financial instruments measured at fair value as of December 31, 2019. More information about
fair value measurement is included in "Management's Discussion and Analysis—Critical Accounting
Policies—Fair Value Measurement." If management makes incorrect assumptions or estimates that result
in understating or overstating reported financial results, it could materially and adversely affect Farmer
Mac's business, operating results, reported assets and liabilities, financial condition, reputation, or capital
levels.
Changes in accounting standards or in applying accounting policies could adversely affect Farmer
Mac's business, operating results, financial condition, or capital levels.
Farmer Mac is subject to the requirements of entities that set and interpret the accounting standards
governing the preparation of Farmer Mac's consolidated financial statements. These entities, which
include the Financial Accounting Standards Board ("FASB"), the SEC, and Farmer Mac's independent
registered public accounting firm, may add new accounting standards or change their interpretations of
how those standards should be applied. These changes may be difficult to predict and could affect how
Farmer Mac records and reports its financial condition and results of operations. In some cases, Farmer
Mac could be required to apply a new or revised standard retrospectively, potentially resulting in changes
to previously reported financial results. For example, the FASB issued a new accounting standard in
2016, effective for Farmer Mac for fiscal years beginning after December 15, 2019, that requires entities
to measure credit losses based on an "expected credit loss" approach rather than an "incurred loss"
approach currently required under GAAP. The new approach requires entities to measure all expected
credit losses for financial assets carried at amortized cost and debt securities classified as available-forsale, based on historical experience, current conditions, and reasonable forecasts of collectability. This
new accounting standard could cause increases and more volatility in Farmer Mac's provision for credit
losses and could adversely affect Farmer Mac's business, operating results, financial condition, or capital
levels. See Note 2(o) to the consolidated financial statements for more information about this new
accounting standard.
Changes in the value or composition of Farmer Mac's investment securities could adversely affect
Farmer Mac's business, operating results, financial condition, or capital levels.
Deterioration in financial or credit market conditions could reduce the fair value of Farmer Mac's
investment securities, particularly those securities that are less liquid and more subject to market
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variability. Some securities owned by Farmer Mac, including auction-rate certificates, do not have wellestablished secondary trading markets, making it more difficult to estimate current fair values for those
securities. This requires Farmer Mac to rely on market observations and internal models to estimate the
fair values of its investment securities and to determine whether credit losses exist. However, available
market data may not reflect the actual sale conditions Farmer Mac may face when selling its investment
securities, particularly in adverse financial market conditions. Internal models require Farmer Mac to
exercise judgment about estimates and assumptions used in the models. If Farmer Mac uses unreliable
market data or incorrect estimates or assumptions in its internal models to estimate the fair value of its
investment securities, those estimates could adversely affect results of operations during the reporting
period. Also, if Farmer Mac decides to sell securities in its investment portfolio, the price ultimately
realized will depend on the demand and liquidity in the market at the time of sale, which could be
significantly less than Farmer Mac's estimates for fair value. Failure to accurately estimate the fair value
of Farmer Mac's investment securities could adversely affect Farmer Mac's business, operating results,
financial condition, or capital levels.
The trading price for Farmer Mac's Class C non-voting common stock may be volatile due to market
influences, trading volume, the effects of equity awards for Farmer Mac's officers, directors, and
employees, or sales of significant amounts of the stock by large holders.
The trading price of Farmer Mac's Class C non-voting common stock ("Class C stock") has at times
experienced substantial price volatility and may continue to be volatile. For example, from January 2019
to December 2019, the closing price of the Class C stock ranged from $62.55 per share to $87.65 per
share. The trading price may fluctuate in response to various factors, including short sales, hedging, the
presence or absence of a share repurchase program, stock market influences in general that are unrelated
to Farmer Mac's operating performance, or sales of significant amounts of the stock by large holders.
Farmer Mac typically grants equity awards each year that are based on the Class C stock, including grants
that vest over time or upon the achievement of specified performance goals. Sales of stock acquired upon
vesting or the exercise of equity awards by Farmer Mac's officers, directors, or employees, whether under
an established trading plan or otherwise, could adversely affect the trading price of the Class C stock.
As to the potential effect of sales of significant amounts of the Class C stock by large holders, Farmer Mac
is aware of a regulatory action that could result in significant sales by Zions Bancorporation, National
Association (“Zions”), which held 840,000 shares of Class C stock (approximately 9% of the outstanding
shares) as of December 31, 2019. In a letter granting conditional approval of a proposed merger involving
Zions, the applicable federal regulator found that, although Zions had requested to maintain its ownership
in Farmer Mac’s Class C stock after the merger, the continued ownership of Class C stock (held by Zions'
holding company before the merger) would not be a permissible investment for the surviving national
bank entity of the merger based on then-current precedent. Under the terms of the conditional approval
letter, Zions must divest its ownership of the Class C stock by September 30, 2020 unless the regulator
determines separately that it would be permissible for Zions to retain some or all of those shares or to
divest on a different schedule. If such a separate determination is not made by the regulator and Zions
sells all or a significant amount of its remaining Class C stock, those sales could adversely affect the
trading price of Farmer Mac’s Class C stock. Zions sold approximately 7,000 shares of its Class C stock
between February 3 and February 11, 2020, as reported in Zions’ filings with the SEC. The merger
condition related to Zions’ ownership of Class C stock does not apply to Zions’ ownership of 322,100
shares of Farmer Mac’s Class A voting common stock (approximately 31.25% of the outstanding shares of
that stock as of December 31, 2019). For more information about Zions’ transactions and relationships
with Farmer Mac, see "Management's Discussion and Analysis of Financial Condition and Results of
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Operations—Results of Operations—Related Party Transactions" and Note 3 to the consolidated financial
statements.
All of these factors may be exacerbated during periods of low trading volume for Farmer Mac's Class C
stock, which averaged approximately 40,000 shares daily during 2019, and may have a prolonged negative
effect on its trading price or increase price volatility.
Regulatory and Compliance Risk
Farmer Mac and many of its business partners are subject to comprehensive government regulation,
and changes to the laws and regulations to which Farmer Mac or its business partners are subject
could adversely affect Farmer Mac's business, operating results, reputation, or financial condition.
Farmer Mac was established under a statutory charter that is subject to amendment by the U.S. Congress
at any time and is regulated by various government agencies, including the FCA and the SEC. As a result,
Farmer Mac is exposed to the risk of legal or regulatory penalties; material financial loss including fines,
judgments, damages, and/or settlements; or loss of reputation if it fails to comply with applicable laws,
regulations, rules, regulatory requests, self-regulatory organization standards, or codes of conduct
applicable to its business activities. Future legislative or regulatory actions affecting Farmer Mac's
statutory charter or its business activities, including increased regulatory supervision, and any required
changes to Farmer Mac's business or operations resulting from such actions, could result in a financial loss
for Farmer Mac or otherwise reduce its profitability, impose additional compliance and other costs on
Farmer Mac, limit the products offered by Farmer Mac or its ability to pursue business opportunities in
which it might otherwise consider engaging, curtail business activities in which it is currently engaged,
affect the value of assets that Farmer Mac holds, or otherwise adversely affect Farmer Mac's business,
results of operations, reputation, or financial condition.
The financial services industry, in which most of Farmer Mac's business counterparties and customers
operate, is subject to significant legislation and regulations. Specifically, to the extent that current or
future legislation, regulations, or supervisory activities affect the activities of banks, insurance companies,
other rural lenders, derivatives counterparties, clearinghouses, securities dealers, or other regulated entities
that constitute a large portion of Farmer Mac's business counterparties or customers, Farmer Mac could
experience loss of business or business opportunities, increased compliance costs, disadvantageous
business terms in its dealings with counterparties, and unfavorable changes to its business practices or
activities. As a result, Farmer Mac's business, operating results, reputation, or financial condition could be
adversely affected.
Farmer Mac is subject to capital requirements that are subject to change, and failure to meet those
requirements could result in supervisory measures or the inability of Farmer Mac to declare dividends,
or otherwise materially and adversely affect Farmer Mac's business, operating results, or financial
condition.
Farmer Mac is required by statute and regulation to maintain certain capital levels. Any inability by
Farmer Mac to meet these capital requirements could result in supervisory measures by FCA, adversely
affect Farmer Mac's ability to declare dividends on its common and preferred stock, or otherwise
materially and adversely affect Farmer Mac's business, operating results, or financial condition. Also, as
required by an FCA regulation on capital planning, Farmer Mac has adopted a policy to maintain a
sufficient level of Tier 1 capital and to restrict paying Tier 1-eligible dividends if Tier 1 capital falls below
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specified thresholds. For more information about Farmer Mac's capital requirements, including the Tier 1
capital requirement, see "Business—Government Regulation of Farmer Mac—Regulation—Capital
Standards." Factors that could adversely affect the adequacy of Farmer Mac's capital levels in the future,
and which may be beyond Farmer Mac's control, include:
•
•
•
•
•

credit losses or other-than-temporary impairment charges;
adverse changes in interest rates or credit spreads;
the need to increase the level of the allowance for losses on loans;
legislative or regulatory actions that increase Farmer Mac's capital requirements; and
changes in GAAP.

Political Risk
Farmer Mac is a GSE that may be materially and adversely affected by legislative or political
developments that may affect the ongoing operations or continued existence of GSEs.
Farmer Mac is a GSE that is governed by a statutory charter, which is subject to amendment by the U.S.
Congress at any time, and regulated by government agencies, including the FCA and the SEC. Although
Farmer Mac is not aware of any pending legislative proposals that would adversely affect the way Farmer
Mac conducts its business or the status of Farmer Mac as a GSE, Farmer Mac's ability to effectively
conduct its business is subject to risks and uncertainties related to legislative or political developments that
may affect the status or operations of GSEs generally. Farmer Mac cannot predict whether or when
legislative initiatives (including any relating to housing GSEs) may commence that, if successful, could
negatively affect the status of Farmer Mac as a GSE or how Farmer Mac operates, and which could have a
material and adverse effect on Farmer Mac's business, operating results, financial condition, or capital
levels. See "Business—Government Regulation of Farmer Mac" for more information about the rules and
regulations governing Farmer Mac's activities.
Human Capital Risk
Farmer Mac's ability to attract and retain motivated and qualified employees is critical to the success of
its business, and significant or sustained disruption in the continuity of Farmer Mac's employees or
executive leaders may materially adversely affect Farmer Mac's business performance, operations,
financial condition, or reputation.
Farmer Mac relies on its employees' breadth and depth of knowledge of Farmer Mac and the industries in
which it operates to run its business operations successfully. If Farmer Mac is unable to continue to retain
and attract motivated and qualified employees or does not have adequate human capital to achieve its
business objectives, Farmer Mac's business performance, operations, financial condition, or reputation
could be materially adversely affected. A significant disruption in the continuity of Farmer Mac's
employees or any significant executive leadership change could also result in a loss of productivity and
affect Farmer Mac's ability to successfully execute business strategies by creating uncertainty or instability
or requiring Farmer Mac to divert or expend more resources to replace personnel. For example, after the
termination of employment of Farmer Mac's former President and Chief Executive Officer in December
2017, Farmer Mac expended significant resources and attention to identify his successor. Loss of key
leadership personnel could also damage the public or market perception of Farmer Mac or result in the
departure of other executives or key employees. Any of these factors could materially adversely affect
Farmer Mac's business performance, operations, financial condition, or reputation.
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Any of the risks described in this section could materially and adversely affect Farmer Mac's business,
operating results, financial condition, reputation, capital levels, and future earnings. For more information
about Farmer Mac's risk management, see "Management's Discussion and Analysis of Financial Condition
and Results of Operations—Risk Management" in Item 7 of this Annual Report on Form 10-K.
Item 1B.

Unresolved Staff Comments

None.
Item 2.

Properties

Farmer Mac maintains its principal office at 1999 K Street, N.W., 4th Floor, Washington, D.C. 20006,
under a sublease that began on October 1, 2011 and ends on August 30, 2024. Farmer Mac also maintains
two other office locations: (1) 9169 Northpark Drive, Johnston, Iowa 50322, under a lease that began on
October 1, 2017 and ends on June 30, 2023; and (2) 5200 N. Palm Avenue, Suite 306, Fresno, California
93704, under a lease that began on January 1, 2017 and ends on February 28, 2021. Farmer Mac believes
that its offices are suitable and adequate for its current and anticipated needs for the near future.
Item 3.

Legal Proceedings

None.
Item 4.

Mine Safety Disclosures

Not applicable.
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PART II
Item 5.

Market for Registrant's Common Equity, Related Stockholder Matters, and Issuer
Purchases for Equity Securities

(a)
Farmer Mac has three classes of common stock outstanding – Class A voting common stock, Class
B voting common stock, and Class C non-voting common stock. Ownership of Class A voting common
stock is restricted to banks, insurance companies, and other financial institutions or similar entities that are
not institutions of the FCS. Ownership of Class B voting common stock is restricted to institutions of the
FCS. There are no ownership restrictions on the Class C non-voting common stock. In the original public
offering of the Class A and Class B voting common stock, Farmer Mac reserved the right to redeem at
book value any shares of either class held by an ineligible holder.
Farmer Mac's Class A voting common stock and Class C non-voting common stock are listed on the New
York Stock Exchange under the symbols AGM.A and AGM, respectively. The Class B voting common
stock, which has a limited market and trades infrequently, is not listed or quoted on any exchange or other
quotation system, and Farmer Mac is not aware of any publicly available quotations or prices for that class
of common stock.
As of February 3, 2020, Farmer Mac had 909 registered owners of the Class A voting common stock,
77 registered owners of the Class B voting common stock, and 853 registered owners of the Class C nonvoting common stock.
The dividend rights of all three classes of Farmer Mac's common stock are the same, and dividends may
be paid on common stock only when, as, and if declared by Farmer Mac's board of directors in its sole
discretion, subject to compliance with applicable capital requirements and payment of dividends on any
outstanding preferred stock. On February 28, 2018, Farmer Mac's board of directors declared a quarterly
dividend of $0.58 per share on Farmer Mac's common stock payable for first quarter 2018. That dividend
was paid quarterly through fourth quarter 2018. On February 19, 2019, Farmer Mac's board of directors
declared a dividend of $0.70 per share on Farmer Mac's common stock payable for first quarter 2019.
That dividend was paid quarterly through fourth quarter 2019. On February 24, 2020, Farmer Mac's board
of directors declared a dividend $0.80 per share on Farmer Mac's common stock payable for first quarter
2020. See "Business—Financing—Equity Issuance" for more information on Farmer Mac's common
stock.
The quarterly dividend of $0.80 per share on all three classes of common stock for first quarter 2020
represents an increase of $0.10 per common share, or 14%, over the quarterly dividend payout in 2019 and
reflects the board's goal to maintain Farmer Mac's common stock dividend payout target as a percentage
of annual core earnings at 35%. In deciding to maintain Farmer Mac's common stock dividend and payout
target, the board of directors considered Farmer Mac's strong capital position and the consistency of and
outlook for earnings, balanced against the need for capital to fund the significant growth objectives
identified in the company's strategic plan and to meet regulatory requirements and metrics established by
the board of directors. These actions are also consistent with Farmer Mac's goal of providing a
competitive return on its common stockholders' investments through the payment of cash dividends.
Farmer Mac's payout ratio of core earnings is also in line with those of its financial institution peers within
the S&P Financial Index and NASDAQ Bank Index, many of which have significantly increased their
common stock dividends during the past two years.
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The declaration and payment of future dividends to holders of Farmer Mac's common stock are, however,
at the discretion of Farmer Mac's board of directors and depend on many factors, including Farmer Mac's
financial condition, actual results of operations and earnings, the capital needs of Farmer Mac's business,
regulatory requirements, and other factors that Farmer Mac's board deems relevant. Farmer Mac's ability
to pay dividends on its common stock is also subject to the payment of dividends on its outstanding
preferred stock. Applicable FCA regulations also require Farmer Mac to provide FCA with 15 days'
advance notice of certain capital distributions. Farmer Mac's ability to declare and pay dividends could be
restricted if it were to fail to comply with applicable capital requirements. See Note 9 to the consolidated
financial statements for more information about Farmer Mac's capital position and see "Business—
Government Regulation of Farmer Mac—Regulation—Capital Standards" and "Management's Discussion
and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—
Capital Requirements" for more information on the capital requirements applicable to Farmer Mac.
Information about securities authorized for issuance under Farmer Mac's equity compensation plans
appears under "Equity Compensation Plans" in Farmer Mac's definitive proxy statement to be filed on or
about April 6, 2020. That portion of the definitive proxy statement is incorporated by reference into this
Annual Report on Form 10-K.
Farmer Mac is a federally chartered instrumentality of the United States, and its common stock is exempt
from registration under Section 3(a)(2) of the Securities Act. One type of transaction related to Farmer
Mac's common stock occurred during fourth quarter 2019 that was not registered under the Securities Act
and not otherwise reported on a Current Report on Form 8-K:
•

On October 2, 2019, consistent with Farmer Mac's policy that permits directors of Farmer Mac to
elect to receive shares of Class C non-voting common stock in lieu of their cash retainers, Farmer
Mac issued an aggregate of 232 shares of Class C non-voting common stock to the four directors
who elected to receive such stock in lieu of a portion of their cash retainers. The number of shares
issued to the directors was calculated based on a price of $81.66 per share, which was the closing
price of the Class C non-voting common stock on September 30, 2019, the last business day of the
third quarter, as reported by the New York Stock Exchange.

Performance Graph. The following graph compares the performance of Farmer Mac's Class A voting
common stock and Class C non-voting common stock with the performance of the New York Stock
Exchange Composite Index ("NYSE Comp") and the Standard & Poor's 500 Diversified Financials Index
("S&P 500 Div Fin") over the period from December 31, 2014 to December 31, 2019. The graph assumes
that $100 was invested on December 31, 2014 in each of: Farmer Mac's Class A voting common stock;
Farmer Mac's Class C non-voting common stock; the NYSE Composite Index; and the S&P 500
Diversified Financials Index. The graph also assumes that all dividends were reinvested into the same
securities throughout the past five years. Farmer Mac obtained the information in the performance graph
from S&P Global Market Intelligence.

44

(;@.8&2@A>:$2>3;>9.:02



$F<=P19DM=















!9JE=J(9;D9KK"(
.+AN!AF





!9JE=J(9;D9KK"(
)4. GEH

/@AKH=J>GJE9F;=?J9H@K@9DDFGL:=<==E=<LG:=KGDA;ALAF?E9L=JA9DGJLG:=>AD=<OAL@L@=.  9F<
L@AKH=J>GJE9F;=?J9H@K@9DDFGL:=AF;GJHGJ9L=<:QJ=>=J=F;=AFLG9FQG>!9JE=J(9;K>ADAF?KMF<=JL@=
.=;MJALA=K;LGJL@=.=;MJALA=K P;@9F?=;LG>9F<J=D9L=<J=?MD9LAGFK GJ9FQGL@=J<G;ME=FL 
O@=L@=JE9<=:=>GJ=GJ9>L=JL@=<9L=G>L@AKJ=HGJL9F<<=KHAL=9FQ?=F=J9DAF;GJHGJ9LAGFD9F?M9?=
;GFL9AF=<AF9>ADAF?GJ<G;ME=FL=P;=HLLGL@==PL=FL!9JE=J(9;KH=;A>A;9DDQAF;GJHGJ9L=KL@AKK=;LAGF
:QJ=>=J=F;=AFLG9>ADAF?GJ<G;ME=FL 
:

)GL9HHDA;9:D=

;

)GF=

@29

'2820@216:.:06.8.@.

/@=K=D=;L=<;GFKGDA<9L=<>AF9F;A9D<9L9HJ=K=FL=<:=DGOAKKMEE9JAR=<>JGE!9JE=J(9;K;GFKGDA<9L=<
:9D9F;=K@==L<9L99KG>=;=E:=J 9F<L@=>AN= Q=9JH=JAG<L@=F=F<=< 9KO=DD9KK=D=;L=<J=KMDLK
G>GH=J9LAGFK<9L9>GJL@=>AN= Q=9JH=JAG<L@=F=F<=</@AK<9L9K@GMD<:=J=NA=O=<AF;GFBMF;LAGFOAL@
L@=9M<AL=<;GFKGDA<9L=<>AF9F;A9DKL9L=E=FLK9F<J=D9L=<FGL=K9F<OAL@(9F9?=E=FLKAK;MKKAGF9F<
F9DQKAKG>!AF9F;A9DGF<ALAGF9F<-=KMDLKG>*H=J9LAGFKAFL@AKFFM9D-=HGJLGF!GJE &





KG>=;=E:=J

'A99.>E;36:.:06.8;:16@6;:













*411'78/39.4:8'3*8

9K@9F<;9K@=IMAN9D=FLK



 



 



 



 

   

$FN=KLE=FLK=;MJALA=K

  

  

  

  

  

!9JE=J(9;"M9J9FL==<.=;MJALA=K

  

  

  

  

  

0..=;MJALA=K

  

  

  

  

  

'G9FK F=L

  

  

  

  

  

/GL9D9KK=LK

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

 

 

 

 

 

W

W

W





)GL=KH9Q9:D=
M=OAL@AFGF=Q=9J
M=9>L=JGF=Q=9J
/GL9DDA9:ADALA=K
.LG;C@GD<=JK=IMALQ


)GF ;GFLJGDDAF?AFL=J=KL
.<6@.8

.L9LMLGJQEAFAEME;9HAL9DJ=IMAJ=E=FL



 



 



 



 



 

GJ=;9HAL9D

 

 

 

 

 

9HAL9DAF=P;=KKG>EAFAEME;9HAL9DJ=IMAJ=E=FL

 

 

 

 

 

'2820@216:.:06.8&.@6;?
-=LMJFGF9N=J9?=9KK=LK
-=LMJFGF9N=J9?=;GEEGF=IMALQ
N=J9?==IMALQLG9KK=LK


N=J9?=LGL9D=IMALQLG9KK=LK


/A=J;9HAL9DJ9LAG








 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

/@AK:9D9F;=J=D9L=KLG?1AKGJQ !9JE=J(9;K>GJE=JE9BGJALQ GOF=<KM:KA<A9JQO@GK=HJAF;AH9D9;LANALQO9KLG9HHJ9AK=9?JA;MDLMJ9D
J=9D=KL9L=*F(9Q  !9JE=J(9;LJ9FK>=JJ=<ALK=FLAJ=GOF=JK@AHAFL=J=KLAF?1AKGJQ:9;CLGL@=DAEAL=<DA9:ADALQ
;GEH9FQ9K9;GEH9FQJ=<=EHLAGF
9D;MD9L=<9KF=LAF;GE=9LLJA:ML9:D=LG;GEEGFKLG;C@GD<=JK<ANA<=<:QL@=KAEHD=9N=J9?=G>:=?AFFAF?9F<=F<AF?LGL9D9KK=LK
9D;MD9L=<9KF=LAF;GE=9LLJA:ML9:D=LG;GEEGFKLG;C@GD<=JK<ANA<=<:QL@=KAEHD=9N=J9?=G>:=?AFFAF?9F<=F<AF?KLG;C@GD<=JK
=IMALQ F=LG>HJ=>=JJ=<KLG;C 9LJ=<=EHLAGFN9DM=9F<9;;MEMD9L=<GL@=J;GEHJ=@=FKAN=DGKK AF;GE= F=LG>L9P
9D;MD9L=<9KL@=KAEHD=9N=J9?=G>:=?AFFAF?9F<=F<AF?KLG;C@GD<=JK=IMALQ<ANA<=<:QL@=KAEHD=9N=J9?=G>:=?AFFAF?9F<=F<AF?
LGL9D9KK=LK
9D;MD9L=<9KL@=KAEHD=9N=J9?=G>:=?AFFAF?9F<=F<AF?KLG;C@GD<=JK=IMALQ9F<FGF ;GFLJGDDAF?AFL=J=KL<ANA<=<:QL@=KAEHD=
9N=J9?=G>:=?AFFAF?9F<=F<AF?LGL9D9KK=LK
$F !9JE=J(9;9<BMKL=<L@=;9D;MD9LAGFG>ALK/A=J;9HAL9DJ9LAGLG=DAEAF9L=;=JL9AFAFL=J=KLJ9L=JAKC;GEHGF=FLKG>L@=JAKC
O=A?@LAF?G>9KK=LKLGJ=>D=;LL@=>9;LL@9L!9JE=J(9;HMJKM=K9F9HHJG9;@LG>MF<AF?ALK9KK=LKOAL@DA9:ADALA=KG>KAEAD9J<MJ9LAGF9F<
;GFN=PALQ;@9J9;L=JAKLA;K9F<L@=J=>GJ=<G=KFGL:=9JE9L=JA9DAFL=J=KLJ9L=JAKCAFALKHGJL>GDAG/@=K=AFL=J=KLJ9L=JAKC;GEHGF=FLK@9N=
FGL:==F=DAEAF9L=<AFL@=;9D;MD9LAGF>GJL@=/A=J;9HAL9DJ9LAG>GJL@=Q=9J=F<=<=;=E:=J !GJEGJ=AF>GJE9LAGF9:GML
!9JE=J(9;K/A=J;9HAL9DJ9LAG K==(9F9?=E=FLKAK;MKKAGF9F<F9DQKAKG>!AF9F;A9DGF<ALAGF9F<-=KMDLKG>*H=J9LAGFKW
'AIMA<ALQ9F<9HAL9D-=KGMJ;=KW9HAL9D-=IMAJ=E=FLK





!GJL@=4=9J F<=<=;=E:=J

'A99.>E;3#<2>.@6;:?













/39.4:8'3*8+=)+595+78.'7+'24:398

$FL=J=KL$F;GE=



)=LAFL=J=KLAF;GE=9>L=JHJGNAKAGF>GJDG9FDGKK=K



 



 



 







 

  

)GF AFL=J=KLAF;GE=
"M9J9FL==9F<;GEEALE=FL>==K
"9AFKDGKK=K GF>AF9F;A9D<=JAN9LAN=K @=<?AF?9;LANALA=K9F<
LJ9<AF?9KK=LK
'GKK=K ?9AFKGF9KK=LK9D=K9F<<=:LJ=HMJ;@9K=K
'GKK=K ?9AFKGFL@=K9D=G>J=9D=KL9L=GOF=<

 

 

 

 

 

 

 



 

 



W







W



 





 

 



 

 

)GF AFL=J=KLAF;GE=

 

 

 

 

 

)GF AFL=J=KL=PH=FK=

 

 

 

 

 

$F;GE=:=>GJ=AF;GE=L9P=K

 

 

 

 

 

*L@=JAF;GE=

$F;GE=L9P=PH=FK=
)=LAF;GE=

 

 

 

 

 

 

 

 

 

 

W

W





 

 

 

 

 

 

 

W

W

W

 

'=KK)=LDGKKAF;GE= 9LLJA:ML9:D=LGFGF ;GFLJGDDAF?
AFL=J=KL
+J=>=JJ=<KLG;C<ANA<=F<K
'GKKGFJ=LAJ=E=FLG>HJ=>=JJ=<KLG;C
)=LAF;GE=9LLJA:ML9:D=LG;GEEGFKLG;C@GD<=JK



 



 



 



 





 







 



 



 

88;C.:023;> ;??2?0@6B6@E
+JGNAKAGF>GJDGKK=K



)=L;@9J?= G>>K









 

F<AF?:9D9F;=

 

 

 

 

 

.>:6:4?$2>;99;:'5.>2.:16B612:1?
9KA;=9JFAF?KH=J;GEEGFK@9J=





















ADML=<=9JFAF?KH=J;GEEGFK@9J=











GEEGFKLG;C<ANA<=F<KH=J;GEEGFK@9J=











@29

!.:.4292:@?6?0A??6;:.:1:.8E?6?;36:.:06.8;:16@6;:.:1&2?A8@?;3
#<2>.@6;:?

!AF9F;A9DAF>GJE9LAGFAF;DM<=<AFL@AKJ=HGJLAK;GFKGDA<9L=<LGAF;DM<=L@=9;;GMFLKG>!9JE=J(9;9F<ALK
LOGKM:KA<A9JA=KV!9JE=J(9;(GJL?9?=.=;MJALA=KGJHGJ9LAGF9F<!9JE=J(9;$$''/@=9;;GMFLK
G>GFLGMJ19DM9LAGF.=JNA;=K ''O@A;@:=?9F<GAF?:MKAF=KK9K?1AKGJQ<MJAF?>AJKLIM9JL=J 
?1AKGJQ !9JE=J(9;K>GJE=JE9BGJALQ GOF=<KM:KA<A9JQ 9J=9DKGAF;DM<=<L@JGM?@%MF= 
!9JE=J(9;J=<==E=<ALKGOF=JK@AHAFL=J=KLAF?1AKGJQGF(9Q /@AK<AK;MKKAGF9F<9F9DQKAK
G>>AF9F;A9D;GF<ALAGF9F<J=KMDLKG>GH=J9LAGFKK@GMD<:=J=9<LG?=L@=JOAL@!9JE=J(9;K;GFKGDA<9L=<
>AF9F;A9DKL9L=E=FLK9F<L@=J=D9L=<FGL=KLGL@=;GFKGDA<9L=<>AF9F;A9DKL9L=E=FLK>GJL@=>AK;9DQ=9JK
=F<=<=;=E:=J   9F<



Overview
The discussion below of Farmer Mac's financial information includes "non-GAAP measures," which are
measures of financial performance that are not presented in accordance with generally accepted
accounting principles in the United States ("GAAP"). For more information about the non-GAAP
measures Farmer Mac uses, see "Management's Discussion and Analysis of Financial Condition and
Results of Operations—Use of Non-GAAP Measures."
Net Income and Core Earnings
Our net income attributable to common stockholders for 2019 was $93.7 million, compared to $94.9
million for 2018 and $71.3 million for 2017.
The $1.2 million decrease in net income attributable to common stockholders for 2019 compared to 2018
was due to a $2.5 million after-tax increase in the provision for loan losses, a $1.6 million after-tax
increase in operating expenses, a $1.0 million after-tax decrease in net interest income, and a $0.8 million
increase in preferred stock dividends. These factors were partially offset by a $7.1 million after-tax
increase in the fair value of undesignated financial derivatives due to fluctuations in long-term interest
rates.
The $23.6 million increase in net income attributable to common stockholders for 2018 compared to 2017
was primarily due to: (1) an $18.4 million decrease in income tax expense due to the reduction in the
federal corporate income tax rate resulting from the enactment of new federal tax legislation known as the
Tax Cuts and Jobs Act; and (2) a $13.3 million after-tax increase in net interest income. This year-overyear increase was partially offset in part by: (1) an increase of $3.5 million in net after-tax losses on our
financial derivatives; (2) an increase in general and administrative ("G&A") expenses of $3.0 million
after-tax; and (3) an increase in compensation and employee benefits expenses of $2.6 million after-tax.
Core earnings and core earnings per share are non-GAAP measures that principally differ from net income
attributable to common stockholders and earnings per common share, respectively, by excluding the
effects of fair value fluctuations as well as the effects of specified infrequent or unusual transactions. Our
core earnings for 2019 were $93.7 million, compared to $84.0 million in 2018 and $65.6 million in 2017.
The $9.7 million increase in core earnings was primarily due to a $13.8 million after-tax increase in net
effective spread driven by higher business volume, partially offset by a $2.5 million after-tax increase in
the provision for loan losses and a $1.6 million after-tax increase in operating expenses related to
continued investments in technology and business infrastructure as well as increases in compensation and
employee benefits expenses.
The $18.4 million increase in core earnings for 2018 compared to 2017 was primarily due to a $16.8
million decrease in income tax expense resulting from the lower federal corporate income tax rate and a
$7.8 million after-tax increase in net effective spread resulting primarily from an increase in outstanding
business volume. The increase to core earnings were partially offset by a $3.0 million after-tax increase in
G&A expenses related to continued investments in Farmer Mac's technology and business infrastructure
and a $2.6 million after-tax increase in compensation and employee benefits expenses.
For more information about net income attributable to common stockholders, the composition of core
earnings, and a reconciliation of net income attributable to common stockholders to core earnings, see
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"Management's Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations." For more information about the non-GAAP measures Farmer Mac uses, see "Management's
Discussion and Analysis of Financial Condition and Results of Operations—Use of Non-GAAP
Measures."
Net Interest Income and Net Effective Spread
Net interest income was $173.1 million for 2019, compared to $174.4 million for 2018 and $157.6 million
for 2017. The overall net interest yield was 0.87% for 2019, compared to 0.96% for 2018 and 0.94% for
2017.
The $1.3 million decrease in net interest income in 2019 compared to 2018 was due to a $12.8 million
decrease in net fair value changes from fair value hedge accounting relationships and a $5.2 million
increase in funding and liquidity costs. These factors were partially offset by $15.1 million in net new
business volume across all lines of business and the composition of existing Institutional Credit business
volume and $1.6 million in various interest income fluctuations primarily related to prepayment activity.
The 9 basis point decrease was primarily attributable to a 6 basis point decrease in net fair value changes
from fair value hedge accounting relationships and a 5 basis point increase in funding and liquidity costs,
partially offset by a 1 basis point increase from business volume.
The $16.8 million increase in net interest income for 2018 compared to 2017 was primarily due to net
growth in on-balance sheet AgVantage securities, Farm & Ranch loans, and USDA Securities, which
contributed to a $10.1 million increase in net interest income. Another factor contributing to the increase
were the fair value changes on financial derivatives and corresponding financial assets and liabilities in
fair value hedge relationships, which contributed $4.9 million in net interest income during 2018. Lastly,
there was an increase in the amount of cash basis interest income recognized on non-accrual Farm &
Ranch loans, which contributed $1.5 million in net interest income during 2018. The year-over-year
increase in net interest income was partially offset by the full amortization of the remaining $2.0 million in
premium of an interest-only security held in Farmer Mac's investment portfolio (the "Interest-Only
Amortization") because the issuer called the security upon full prepayment of the underlying mortgage
loan that collateralized the security.
Farmer Mac uses net effective spread, a non-GAAP measure, as an alternative to net interest income
because management believes it is a useful metric that reflects the economics of the net spread between all
the assets owned by Farmer Mac and all related funding, including any associated derivatives, some of
which may not be included in net interest income. Net effective spread was $168.6 million in 2019,
compared to $151.2 million in 2018 and $141.3 million in 2017. In percentage terms, net effective spread
was 0.91% for each of the years ended December 31, 2019, 2018, and 2017, respectively.
The $17.4 million increase in net effective spread in dollars for 2019 compared to 2018 was due to a
$14.2 million increase from net new business volume across all lines of business and the composition of
existing Institutional Credit business volume, a $1.6 million increase in various interest income
fluctuations primarily related to prepayment activity, and a $1.6 million decrease in non-GAAP funding
costs. In percentage terms, net effective spread remained at 0.91% in both 2019 and 2018 primarily
because the increase from the absence of the Interest-Only Amortization was offset by the decrease from
narrower spreads on liquidity investment securities.
The $9.9 million increase in net effective spread in dollars for 2018 compared to 2017 was primarily due
to: (1) growth in outstanding business volume, which increased net effective spread by approximately
49

$10.1 million; and (2) a $1.5 million increase in the amount of cash basis interest income received from
non-accrual Farm & Ranch loans. This increase in net effective spread was partially offset by the InterestOnly Amortization described above. In percentage terms, net effective spread remained at 0.91% in both
2018 and 2017 primarily because the increase from cash basis interest income was offset by the decrease
from the Interest-Only Amortization.
For more information about Farmer Mac's use of net effective spread as a financial measure, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Use of NonGAAP Measures." For a reconciliation of net interest income to net effective spread, see Table 6 in
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Net Interest Income."
Business Volume
Our outstanding business volume was $21.1 billion as of December 31, 2019, a net increase of $1.4 billion
from December 31, 2018, after taking into account all new business, maturities, and paydowns on existing
assets. This net increase was across all four lines of business: $0.7 billion in Rural Utilities, $0.5 billion in
Farm & Ranch, $0.1 billion in USDA Guarantees and $0.1 billion in the Institutional Credit line of
business.
For more information about Farmer Mac's business volume, see "Management's Discussion and Analysis
of Financial Condition and Results of Operations—Results of Operations—Business Volume."
Capital
As of December 31, 2019, our core capital level was $815.4 million, which was $196.7 million above the
minimum capital level required by our statutory charter. As of December 31, 2018, our core capital level
was $727.6 million, which was $182.6 million above the minimum capital requirement. The increase in
capital above the minimum capital level was due to the Board-authorized issuance of the Series D
Preferred Stock in May 2019 and an increase in retained earnings, which were partially offset by more
capital required to support growth in our outstanding business volume and the redemption of the Series B
Preferred Stock in June 2019.
Credit Quality
As of December 31, 2019, Farmer Mac's allowance for losses was $12.6 million (0.16% of the Farm &
Ranch portfolio), compared to $9.2 million (0.13% of the Farm & Ranch portfolio) as of December 31,
2018. The $3.4 million increase in the total allowance for losses in 2019 was primarily due to a specific
reserve on a single specialized poultry loan, a decrease in overall credit quality, and net portfolio growth.
As of December 31, 2019, Farmer Mac's substandard assets were $310.0 million (4.0% of the Farm &
Ranch portfolio), compared to $232.7 million (3.2% of the Farm & Ranch portfolio) as of December 31,
2018. The increase of $77.3 million in substandard assets during 2019 reflected an overall deterioration in
the credit quality of the portfolio with more loans migrating into the substandard classification than
migrating or paying off from the substandard classification. The percentage of substandard assets within
the portfolio was at the historical average as of December 31, 2019. For an analysis of current loan-tovalue ratios across substandard and other internally assigned risk ratings see Table 17 in "Management's
Discussion and Analysis of Financial Condition and Results of Operations—Risk Management—Credit
Risk - Loans and Guarantees."
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As of December 31, 2019, Farmer Mac's 90-day delinquencies were $61.0 million (0.78% of the Farm &
Ranch portfolio), compared to $26.9 million (0.37% of the Farm & Ranch portfolio) as of December 31,
2018. Across all of Farmer Mac's lines of business, 90-day delinquencies represented 0.29% of total
outstanding business volume as of December 31, 2019, compared to 0.14% as of December 31, 2018.
For more information about Farmer Mac's credit metrics, including 90-day delinquencies, the total
allowance for losses, and substandard assets, see "Management's Discussion and Analysis of Financial
Condition and Results of Operations—Risk Management—Credit Risk – Loans and Guarantees."
Critical Accounting Policies and Estimates
The preparation of Farmer Mac's consolidated financial statements in conformity with GAAP requires the
use of estimates and assumptions that affect the amounts reported in the consolidated financial statements
and related notes for the periods presented. Actual results could differ from those estimates. Farmer Mac
views the allowance for losses and fair value measurement as critical accounting policies. Both policies
require complex and subjective judgments and are important to the presentation of Farmer Mac's financial
condition and results of operations.
Allowance for Losses
Farmer Mac maintains an allowance for losses to cover estimated probable losses incurred as of the
balance sheet date on loans held for investment ("allowance for loan losses") and loans underlying offbalance sheet Farmer Mac Guaranteed Securities and LTSPCs ("reserve for losses") based on available
information. For purposes of this accounting policy, the allowance for loan losses and the reserve for
losses are described collectively as the "allowance for losses" because the estimation methodology is
identical for loans that are held for investment and for loans underlying off-balance sheet Farmer Mac
Guaranteed Securities and LTSPCs. Disaggregation by commodity type is performed, where appropriate,
in analyzing the need for an allowance for losses.
The allowance for loan losses increases through periodic provisions for loan losses that are charged
against net interest income. The reserve for losses increases through provisions for losses that are charged
to non-interest expense. Both the allowance for loan losses and reserve for losses decrease by charge-offs
for actual losses, net of recoveries. Charge-offs represent losses on the outstanding principal balance, any
interest payments previously accrued or advanced, and expected costs of liquidation. Negative provisions,
or releases of allowance for losses, occur when the estimate of probable losses as of the end of a period is
lower than the estimate at the beginning of the period.
The total allowance for losses consists of a general allowance for losses and a specific allowance for
individually identified impaired loans.
General Allowance for Losses
Farm & Ranch
Farmer Mac's methodology for determining its general allowance for losses incorporates Farmer Mac's
automated loan classification system. That system scores loans based on criteria such as historical
repayment performance, indicators of current financial condition, loan seasoning, loan size, and loan-to-
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value ratio. For purposes of the loss allowance methodology, the loans in Farmer Mac's portfolio of loans
and loans underlying off-balance sheet Farm & Ranch Guaranteed Securities and LTSPCs have been
scored and classified for each calendar quarter since first quarter 2000. The allowance methodology
captures the migration of loan scores across concurrent and overlapping three-year time horizons and
calculates loss rates separately within each loan classification for (1) loans held for investment and
(2) loans underlying off-balance sheet Farm & Ranch Guaranteed Securities and LTSPCs. The calculated
loss rates are applied to the current classification distribution of unimpaired loans in Farmer Mac's
portfolio to estimate probable losses, based on the assumption that the historical credit losses and trends
used to calculate loss rates will continue in the future. Management evaluates this assumption by
considering many relevant factors, including:
•
•
•
•
•
•

economic conditions;
geographic and agricultural commodity/product concentrations in the portfolio;
the credit profile of the portfolio;
delinquency trends of the portfolio;
historical charge-off and recovery activities of the portfolio; and
other factors to capture current portfolio trends and characteristics that differ from historical
experience.

Management believes that this methodology produces a reasonable estimate of probable losses, as of the
balance sheet date, for all loans included in the Farm & Ranch line of business, including loans held for
investment and loans underlying off-balance sheet Farm & Ranch Guaranteed Securities and LTSPCs.
Rural Utilities
Farmer Mac separately evaluates the Rural Utilities loans it holds for investment and loans underlying
LTSPCs to estimate any probable losses inherent in those assets. Farmer Mac has not provided an
allowance for losses for the portfolio segment related to the Rural Utilities line of business based on the
performance of the loans and the quality of the collateral supporting rural utilities assets.
Specific Allowance for Impaired Loans
Farmer Mac individually analyzes certain loans in its portfolio for impairment. Farmer Mac's individually
identified impaired loans generally include loans 90 days or more past due, in foreclosure, restructured, in
bankruptcy, and certain performing loans that have previously been delinquent or are secured by real
estate that produces agricultural commodities or products that have been identified as under stress.
For individually identified impaired loans with an updated appraisal, other updated collateral valuation, or
management's estimate of discounted collateral value, this analysis compares the measurement of the fair
value of the collateral to the total recorded investment in the loan. The total recorded investment in the
loan includes principal, interest, and advances, net of any charge-offs. If an individually analyzed loan's
collateral value does not equal or exceed its total recorded investment, Farmer Mac provides a specific
allowance for loss in the amount of the difference between the recorded investment and fair value, less
estimated costs to liquidate the collateral. Estimated selling costs are based on historical selling costs
incurred by Farmer Mac or management's best estimate of selling costs for a particular property. For
individually identified impaired loans without updated valuations, this analysis is performed in the
aggregate considering similar risk characteristics of the loans and historical statistics. Farmer Mac
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considers appraisals that are more than two years old as of the reporting date not to be updated for
purposes of individually analyzing loans.
Farmer Mac uses a risk-based approach in determining the need to obtain updated appraisals on impaired
loans. For example, larger exposures associated with highly improved and specialized collateral will
generally receive updated appraisals once the loans are identified as impaired. Also, updated appraisals
are always obtained during the foreclosure process. Depending on the risk factors associated with the loan
and underlying collateral, which can vary widely depending on the circumstances of the loan and
collateral, this can occur early in the foreclosure process, while in other instances this may occur just
before the transfer of title. As part of its routine credit review process, Farmer Mac often will exercise
judgment in discounting an appraised value due to local real estate trends or the condition of the property
(e.g., following an inspection by Farmer Mac or the servicer). A property's appraised value may also be
discounted based on the market's reaction to Farmer Mac's asking price for the sale of the property.
More information about the allowance for losses is included in "Management's Discussion and Analysis of
Financial Condition and Results of Operations—Risk Management—Credit Risk – Loans and Guarantees"
and Note 2(g) to the consolidated financial statements.
Fair Value Measurement
A significant portion of Farmer Mac's assets consists of financial instruments that are measured at fair
value in the consolidated balance sheets. For financial instruments that are complex in nature or for which
observable inputs are not available, the measurement of fair value requires management to make
significant judgments and assumptions. These judgments and assumptions, as well as changes in market
conditions, may have a material effect on the consolidated balance sheets and statements of operations.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date (also referred to as an exit price) and
establishes a hierarchy for ranking fair value measurements. In determining fair value, Farmer Mac uses
various valuation approaches, including market and income approaches. The fair value hierarchy requires
an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. When available, the fair value of Farmer Mac's financial instruments is based on
quoted market prices, valuation techniques that use observable market-based inputs, or unobservable
inputs that are corroborated by market data. Pricing information obtained from third parties is internally
validated for reasonableness before use in the consolidated financial statements.
When observable market prices are not readily available, Farmer Mac estimates fair value using
techniques that rely on alternate market data or internally developed models using significant inputs that
are generally less readily observable. Market data includes prices of financial instruments with similar
maturities and characteristics, interest rate yield curves, measures of volatility, and prepayment rates. If
market data needed to estimate fair value is not available, Farmer Mac estimates fair value using
internally-developed models that employ a discounted cash flow approach. Even when market
assumptions are not readily available, Farmer Mac's assumptions reflect those that market participants
would likely use in pricing the asset or liability at the measurement date.
Farmer Mac's assets and liabilities presented at fair value in the consolidated balance sheets on a recurring
basis include investment securities, Farmer Mac Guaranteed Securities, and financial derivatives. The
changes in fair value from period to period are recorded either in the consolidated statements of
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comprehensive income as other comprehensive (loss)/income, net of tax or in the consolidated statements
of operations as gains/(losses) on financial derivatives, net interest income, or gains/(losses) on trading
assets.
The fair value hierarchy ranks the quality and reliability of the information used to determine fair
values. The hierarchy gives highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities and the lowest priority to unobservable inputs. The hierarchy has the following three
levels to classify fair value measurements:
Level 1
Level 2
Level 3

Unadjusted quoted prices in active markets that are accessible at the measurement date for
identical, unrestricted assets or liabilities.
Quoted prices in markets that are not active or financial instruments for which all
significant inputs are observable, either directly or indirectly.
Prices or valuations that require unobservable inputs that are significant to the fair value
measurement.

As of December 31, 2019, Farmer Mac's assets and liabilities recorded at fair value included financial
instruments valued at $7.2 billion whose fair values were estimated by management in the absence of
readily determinable fair values (i.e., level 3). These financial instruments measured as level 3
represented 33% of total assets and 71% of financial instruments measured at fair value as of
December 31, 2019.
See Note 13 to the consolidated financial statements for more information about fair value measurement.
Use of Non-GAAP Measures
In the accompanying analysis of its financial information, Farmer Mac uses "non-GAAP measures," which
are measures of financial performance that are not presented in accordance with GAAP. Specifically,
Farmer Mac uses the following non-GAAP measures: "core earnings," "core earnings per share," and "net
effective spread." Farmer Mac uses these non-GAAP measures to measure corporate economic
performance and develop financial plans because, in management's view, they are useful alternative
measures in understanding Farmer Mac's economic performance, transaction economics, and business
trends.
The non-GAAP financial measures that Farmer Mac uses may not be comparable to similarly labeled nonGAAP financial measures disclosed by other companies. Farmer Mac's disclosure of these non-GAAP
measures is intended to be supplemental in nature and is not meant to be considered in isolation from, as a
substitute for, or as more important than, the related financial information prepared in accordance with
GAAP.
Core Earnings and Core Earnings Per Share
Core earnings and core earnings per share principally differ from net income attributable to common
stockholders and earnings per common share, respectively, by excluding the effects of fair value
fluctuations. These fluctuations are not expected to have a cumulative net impact on Farmer Mac's
financial condition or results of operations reported in accordance with GAAP if the related financial
instruments are held to maturity, as is expected.
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Core earnings and core earnings per share also differ from net income attributable to common
stockholders and earnings per common share, respectively, by excluding specified infrequent or unusual
transactions that we believe are not indicative of future operating results and that may not reflect the
trends and economic financial performance of Farmer Mac's core business. For example, we have
excluded from core earnings the loss on retirement of preferred stock and the re-measurement of the
deferred tax asset. For a reconciliation of Farmer Mac's net income attributable to common stockholders to
core earnings and of earnings per common share to core earnings per share, see "Management's
Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations."
Net Effective Spread
Farmer Mac uses net effective spread to measure the net spread Farmer Mac earns between its interestearning assets and the related net funding costs of these assets. Net effective spread differs from net
interest income and net interest yield because it excludes: (1) the amortization of premiums and discounts
on assets consolidated at fair value that are amortized as adjustments to yield in interest income over the
contractual or estimated remaining lives of the underlying assets; (2) interest income and interest expense
related to consolidated trusts with beneficial interests owned by third parties, which are presented on
Farmer Mac's consolidated balance sheets as "Loans held for investment in consolidated trusts, at
amortized cost"; and (3) the fair value changes of financial derivatives and the corresponding assets or
liabilities designated in a fair value hedge accounting relationship.
Farmer Mac excludes from net effective spread the premiums and discounts on assets consolidated at fair
value because they either do not reflect actual cash premiums paid for the assets at acquisition or are not
expected to have an economic effect on Farmer Mac's financial performance if the assets are held to
maturity, as is expected. Farmer Mac also excludes from net effective spread the interest income and
interest expense associated with the consolidated trusts and the average balance of the loans underlying
these trusts to reflect management's view that the net interest income Farmer Mac earns on the related
Farmer Mac Guaranteed Securities owned by third parties is effectively a guarantee fee. Accordingly, the
excluded interest income and interest expense associated with consolidated trusts is reclassified to
guarantee and commitment fees in determining Farmer Mac's core earnings. Farmer Mac also excludes
from net effective spread the fair value changes of financial derivatives and the corresponding assets or
liabilities designated in fair value hedge relationships because they are not expected to have an economic
effect on Farmer Mac's financial performance, as we expect to hold the financial derivatives and
corresponding hedged items to maturity.
Net effective spread also principally differs from net interest income and net interest yield because it
includes the accrual of income and expense related to the contractual amounts due on financial derivatives
that are not designated in hedge accounting relationships ("undesignated financial derivatives"). Farmer
Mac uses interest rate swaps to manage its interest rate risk exposure by synthetically modifying the
interest rate reset or maturity characteristics of certain assets and liabilities. The accrual of the contractual
amounts due on interest rate swaps designated in hedge accounting relationships is included as an
adjustment to the yield or cost of the hedged item and is included in net interest income. For undesignated
financial derivatives, Farmer Mac records the income or expense related to the accrual of the contractual
amounts due in "Gains/(losses) on financial derivatives" on the consolidated statements of operations.
However, the accrual of the contractual amounts due for undesignated financial derivatives are included in
Farmer Mac's calculation of net effective spread.
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Net effective spread also differs from net interest income and net interest yield because it includes the net
effects of terminations or net settlements on financial derivatives, which consist of: (1) the net effects of
cash settlements on agency forward contracts on the debt of other GSEs and U.S. Treasury security futures
that we use as short-term economic hedges on the issuance of debt; and (2) the net effects of initial cash
payments that Farmer Mac receives upon the inception of certain swaps. The inclusion of these items in
net effective spread is intended to reflect our view of the complete net spread between an asset and all of
its related funding, including any associated derivatives, whether or not they are designated in a hedge
accounting relationship.
For a reconciliation of net interest income and net interest yield to net effective spread, see Table 6 in
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Net Interest Income."
Results of Operations
Farmer Mac's net income attributable to common stockholders for 2019 was $93.7 million ($8.69 per
diluted common share), compared to $94.9 million ($8.83 per diluted common share) for 2018, and $71.3
million ($6.60 per diluted common share) for 2017. Farmer Mac's non-GAAP core earnings for 2019
were $93.7 million ($8.70 per diluted common share), compared to $84.0 million ($7.82 per diluted
common share) for 2018, and $65.6 million ($6.08 per diluted common share) for 2017. For more
information about the changes in net income attributable to common stockholders and core earnings, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Overview—
Net Income and Core Earnings."
Reconciliations of Farmer Mac's net income attributable to common stockholders to core earnings and
core earnings per share are presented in the following tables along with information about the composition
of core earnings:
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(3)
(4)

Excludes interest expense of $53.2 million, $47.8 million and in $38.8 million 2019, 2018, and 2017, respectively, related to consolidated trusts with
beneficial interests owned by third parties.
Includes the effect of consolidated trusts with beneficial interests owned by third parties.

For 2019 compared to 2018, the $1.3 million decrease in net interest income was due to a $12.8 million
decrease in net fair value changes from fair value hedge accounting relationships, a $5.2 million increase
in funding and liquidity costs and a $1.7 million decrease in cash-basis interest income. These factors
were partially offset by:
1) $15.1 million from business volume, including:
• $12.3 million in new business volume,
• $1.9 million from the refinancing of existing Institutional Credit business volume at higher
spreads,
• and $0.9 million from consolidated trusts; and
2) $3.4 million in interest income fluctuations, including:
• the absence of $2.0 million from the Interest-Only Amortization, and
• the receipt of a $1.4 million prepayment penalty.
The 9 basis point decrease was primarily attributable to a 6 basis point decrease in net fair value changes
from fair value hedge accounting relationships and a 5 basis point increase in funding and liquidity costs,
partially offset by a 1 basis point increase from business volume.
The $16.8 million increase in net interest income for 2018 compared to 2017 was driven by net growth in
on-balance sheet AgVantage securities, Farm & Ranch loans, and USDA Securities, which contributed to
a $10.1 million increase in net interest income. Another factor contributing to the increase were the fair
value changes on financial derivatives and corresponding financial assets and liabilities in fair value hedge
relationships, which contributed $4.9 million in net interest income during 2018. Also contributing to the
year-over-year increase in net interest income was an increase in the amount of cash basis interest income
recognized on non-accrual Farm & Ranch loans, which contributed $1.5 million in net interest income
during 2018. The increase was offset in part by the $2.0 million negative effect of the Interest-Only
Amortization during 2018. The 2 basis point year-over-year increase in net interest yield was primarily
driven by an increase in the aforementioned fair value changes on financial derivatives and corresponding
financial assets and liabilities in fair value hedge relationships, offset in part by the effect of the InterestOnly Amortization.
The following table sets forth information about changes in the components of Farmer Mac's net interest
income prior to consolidation of certain trusts for the periods indicated. For each category, information is
provided on changes attributable to changes in volume (change in volume multiplied by old rate) and
changes in rate (change in rate multiplied by old volume). Combined rate/volume variances, the third
element of the calculation, are allocated based on their relative size.
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updated collateral valuations, or discounted values. For the remaining $159.1 million of impaired assets
for which updated valuations were not available, Farmer Mac evaluated them in the aggregate in
consideration of their similar risk characteristics and historical statistics. Farmer Mac recorded specific
allowances of $6.5 million for undercollateralized assets as of December 31, 2019. Farmer Mac's general
allowance was $6.1 million as of December 31, 2019.
The total provision for losses recorded during 2018 decreased by $1.4 million compared to 2017 primarily
due to decreased year-over-year loan growth and modestly improved credit quality in the Farm & Ranch
portfolio.
The provision for the allowance for loan losses recorded during 2017 was due to: (1) an increase in the
general allowance due to overall net volume growth in on-balance sheet Farm & Ranch loans; and (2) an
increase in the specific allowance for certain impaired on-balance sheet crop and permanent planting loans
resulting from both an increase in the outstanding balance of such loans and downgrades in risk ratings on
some of those loans. The increase in the provision was offset in part by a modest decline in loss rates used
to estimate probable losses. The provision for the reserve for losses recorded during 2017 was primarily
due to an increase in the general reserve due to downgrades in risk ratings on certain unimpaired
Agricultural Storage and Processing loans underlying LTSPCs. The increase in the general reserve for
losses was offset in part by a net decrease in the balance of loans underlying LTSPCs and off-balance
sheet Farmer Mac Guaranteed Securities. The charge-offs recorded during 2017 were primarily related to
two impaired crop loans (with one borrower) that were foreclosed and transitioned to REO during first
quarter 2017. Farmer Mac had previously recorded a specific allowance of $0.2 million on these impaired
crop loans as of December 31, 2016. During second quarter 2017, Farmer Mac sold the related properties
for $5.4 million and recognized a $0.8 million gain on sale of REO.
See Note 8 to the consolidated financial statements and "Management's Discussion and Analysis of
Financial Condition and Results of Operations—Risk Management—Credit Risk – Loans and
Guarantees."
Guarantee and Commitment Fees. Guarantee and commitment fees, which compensate Farmer Mac for
assuming the credit risk on loans underlying off-balance sheet Farmer Mac Guaranteed Securities and
LTSPCs, were $13.7 million for 2019, compared to $14.0 million and $14.1 million for 2018 and 2017,
respectively.
In Farmer Mac's presentation of core earnings, guarantee and commitment fees include interest income
and interest expense related to consolidated trusts owned by third parties to reflect management's view that
the net interest income Farmer Mac earns is effectively a guarantee fee on the consolidated Farmer Mac
Guaranteed Securities. As adjusted for the core earnings presentation, guarantee and commitment fees
were $21.3 million for 2019, compared to $20.7 million and $20.4 million for 2018 and 2017,
respectively.
For more information about net income attributable to common stockholders, the composition of core
earnings, and a reconciliation of net income attributable to common stockholders to core earnings, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations." For more information about the non-GAAP measures Farmer Mac uses, see "Management's
Discussion and Analysis of Financial Condition and Results of Operations—Use of Non-GAAP
Measures."
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Other Income. Other income totaled $1.9 million during 2019, compared to $1.4 million and $0.8 million
during 2018 and 2017, respectively. Other income includes late fees of $1.1 million and other ancillary
fees of $0.8 million on Farm & Ranch loans during 2019, compared to late fees of $1.3 million and other
ancillary fees of $0.1 million during 2018. The increase in other income for 2018 compared to 2017 was
primarily due to the collection of $1.3 million and $0.5 million, respectively, in late fees received on Farm
& Ranch loans. The increase was offset in part by the absence in 2018 of the recognition of $0.4 million
of appraisal fees received by Farmer Mac's former consolidated appraisal company subsidiary, AgVisory,
that occurred in 2017. As of May 1, 2017, Farmer Mac transferred its entire 65% ownership interest in
AgVisory back to the limited liability company. Farmer Mac recognized a loss of approximately $0.1
million upon the transfer.
Compensation and Employee Benefits. Compensation and employee benefits were $28.8 million in 2019,
compared to $27.5 million and $24.2 million in 2018 and 2017, respectively. The increase in
compensation and employee benefits in 2019 compared to 2018 was primarily due to hiring of executives
and related employee health insurance costs. The increase in compensation and employee benefits in 2018
compared to 2017 was due to an increase in headcount and related employee health insurance costs and
higher payouts of variable incentive compensation resulting from actual performance exceeding certain
performance target amounts during 2017, which was paid in 2018. Another significant factor contributing
to the increase in compensation expense in 2018 compared to 2017 was the absence in 2018 of the
recoupment of approximately $1.3 million in compensation costs related to the forfeiture of unvested
equity awards and annual variable incentive compensation resulting from the termination of employment
of Farmer Mac's former President and Chief Executive Officer in December 2017.
General and Administrative Expenses. General and administrative ("G&A") expenses were $20.3 million
in 2019, compared to $19.7 million and $16.0 million in 2018 and 2017, respectively. The increase in
G&A expenses in 2019 compared to 2018 was due to various growth, strategic, and compliance initiatives
in 2019. The increase in G&A expenses for 2018 compared to 2017 was primarily due to higher expenses
related to: (1) continued technology and business infrastructure investments; (2) an increase in headcount
and the search process for Farmer Mac's current President and Chief Executive Officer; and (3) new leases
for office space entered into during 2017.
Regulatory Fees. Regulatory fees, which consist of the fees paid to the Farm Credit Administration
("FCA"), an independent agency in the executive branch of the United States government that regulates
Farmer Mac, were $2.8 million for 2019, compared to $2.6 million and $2.5 million for 2018, and 2017,
respectively. FCA has advised Farmer Mac that its estimated fees for the federal government fiscal year
ending September 30, 2020 would increase to $2.9 million ($0.725 million per federal government fiscal
quarter). After the end of a federal government fiscal year, FCA may revise its prior year estimated
assessments to reflect actual costs incurred, and has issued both additional assessments and refunds in the
past.
Income Tax Expense. Income tax expense was $29.1 million for 2019, compared to $27.9 million and
$46.4 million for 2018 and 2017, respectively. The effective federal tax rate for 2019 closely approximates
the 21.0% statutory federal corporate tax rate. The decrease in income tax expense for 2018 compared to
2017 was primarily due to a lower effective federal corporate tax rate under the Tax Cuts and Jobs Act
enacted in December 2017. The effective federal tax rate for the year ended December 31, 2018 was
slightly lower than the statutory federal corporate tax rate due to the effect of exercises of share-based
compensation awards during 2018.
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Business Volume. Our outstanding business volume was $21.1 billion as of December 31, 2019, a net
increase of $1.4 billion from December 31, 2018, after taking into account all new business, maturities,
and paydowns on existing assets. This net increase was across all four lines of business: $0.7 billion in
Rural Utilities, $0.5 billion in Farm & Ranch, $0.1 billion in USDA Guarantees, and $0.1 billion in the
Institutional Credit line of business.
The $0.7 billion net growth in our Rural Utilities line of business during 2019 was primarily due to the
purchase of a $0.5 billion portfolio of participations in seasoned Rural Utilities loans in February of 2019.
The $0.5 billion net increase in our Farm & Ranch line of business was comprised of a $0.7 billion net
increase in outstanding loan purchase volume, partially offset by a $0.1 billion net decrease in loans under
LTSPCs. The $0.7 billion net increase in loan purchase volume includes the purchase of a pool of 34
dairy loans in the aggregate amount of $0.1 billion. The net decrease of $0.1 billion of loans under
LTSPCs reflects the fact that repayments exceeded new loans under LTSPCs. Our net growth of 15.0% in
Farm & Ranch loan purchases over the twelve months ended December 31, 2019 compared favorably to
the 2.3% net growth of the overall agricultural mortgage loan market over the twelve months ended
September 30, 2019 (based on our analysis of bank and Farm Credit System call report data).
Our USDA Guarantees line of business grew by $0.1 billion in 2019. The 2019 increase was lower
compared to the increase in 2018 primarily due to the government shutdown that began in late December
2018 and extended into 2019. In the second half of 2019, we adjusted our product structure to more
effectively meet customer demands in an increasingly competitive environment and increased loan limits
mandated by the 2018 Farm Bill described in "Management's Discussion and Analysis of Financial
Condition and Results of Operations—Outlook" in this report.
For more information about potential growth opportunities in Farmer Mac's lines of business, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Outlook" in
this report.
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investors, Farmer Mac's customer base and product set continue to expand, which may generate
more demand for Farmer Mac's products from new sources.
Consolidation within the agricultural finance industry, coupled with Farmer Mac's relationships
with larger regional and national lenders, continue to provide opportunities that could influence
Farmer Mac's loan demand and increase the average transaction size within Farmer Mac's Farm &
Ranch line of business.
Expansion opportunities for agricultural producers that have benefited from a decrease in interest
rates have resulted in increased financing requirements for mergers and acquisitions, consolidation,
and vertical integration across many sectors of the agricultural industry, which may also generate
demand for Farmer Mac's loan products.

We believe that these growth opportunities will be important in replacing income earned on our loans and
other assets as they mature, pay down, or are reinvested at potentially lower spreads.
Expense Outlook. Farmer Mac continues to expand its investments in human capital, technology, and
business infrastructure to increase capacity and efficiency as it seeks to accommodate its growth
opportunities and achieve its long-term strategic objectives. Accordingly, Farmer Mac expects continued
increases in its operating expenses over the next several years. Our operating expenses (compensation and
employee benefits, G&A expenses, and regulatory fees) for the year ended December 31, 2019 increased
by less than what we had expected at the end of 2018 because we are in the early stages of modernizing
our infrastructure and hiring personnel. In particular, personnel whom we had planned to hire in 2019 are
being hired and on-boarded in 2020. We expect these efforts to continue and increase through 2020 as we
innovate and grow our business.
Agricultural Industry. The agricultural industry includes many diverse sectors that respond in different
ways to changes in economic conditions. Those individual sectors often are affected differently,
sometimes positively and sometimes negatively, by prevailing domestic and global economic factors and
regional weather conditions. This results in cycles where one or more sectors may be under stress while
others are not. The profitability of agricultural sectors is also affected by the demand for and supply of
agricultural commodities and products on a domestic and global basis, which can vary largely as a result
of global production trends, international trade policies, weather patterns, access to water supply, and
harvest conditions.
Net cash income, one of the USDA's benchmark measures of economic activity in the agricultural
industry, has leveled off near the long-run, inflation-adjusted historical average for the sector. However,
changes in farm profitability are largely localized and depend on producer region and commodity
production type. The USDA forecasts that aggregate net cash income levels increased significantly in
2019, primarily due to higher government support payments from crop insurance as well as trade-related
Market Facilitation Program payments. The USDA projects that net cash income will fall by 9.9% in
2020 due to a pullback in government program payments and higher farm expenses, partially offset by
higher commodity prices and steady demand.
Farmland values continue to increase, rising at approximately the rate of inflation. Data released in 2019
by the USDA indicates an average decrease in farm real estate values of 0.2% in 2019 in Corn Belt states
(Illinois, Indiana, Iowa, Missouri, and Ohio), but an increase of 2.8% in Northern Plains states (Kansas,
Nebraska, North Dakota, and South Dakota). In all other regions, farmland value averages are reported to
be flat to increasing. While regional averages for farmland values provide a good barometer for the overall
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movement in U.S. farmland values, economic forces affecting land markets are highly localized and some
markets may experience greater volatility than state or national averages indicate.
Over the past few decades, the U.S. agricultural industry has become increasingly connected to global
trade, and agricultural export demand depends significantly on trading relationships in numerous foreign
markets, as well as on foreign exchange rates. A slowdown in global economic growth or continued
tightening in trade policies and agreements could adversely affect the demand for certain U.S. agricultural
exports, which may result in downward pressure on commodity prices. For example, the series of
reciprocal import tariffs placed on various agricultural products by China and the U.S. during 2018 and
2019 has materially affected the export sales for these products, particularly soybeans produced in the U.S.
Also, the strength of the U.S. dollar relative to trading-partner currencies has been elevated since 2016 (as
measured by the U.S. Dollar Index). A strong U.S. dollar decreases the competitiveness of U.S.
agricultural exports by raising U.S. prices relative to other countries' producers.
U.S. agricultural trade was disrupted between 2018 and 2019 as a result of different trade disputes with
Canada, Mexico, and China, the three largest foreign markets for U.S. agricultural products. The
retaliatory tariffs each country placed on a variety of U.S. farm products reduced the competitiveness of
U.S. goods and in many cases lowered local prices for producers. The USDA has issued nearly $20 billion
in direct payments to producers between 2018 and 2019 through the Market Facilitation Program, a
program designed to offset farmer financial losses from the lower commodity prices driven by the trade
disputes. However, the outlook for trade improved significantly in late 2019 and early 2020. In December
2019, the U.S. and Japan signed a free trade agreement lowering tariffs rates across many agricultural
products, primarily animal proteins like beef and pork. In January 2020, President Trump signed into law
the United States-Mexico-Canada Agreement, which removed uncertainty around North American trade
relations. The U.S. and China also signed the first phase of an economic and trade agreement in January
2020. Although the agreement did not lower tariffs between the two countries, it stopped them from
adding additional goods and services to the tariff list. The improved trade outlook has prompted the
USDA to signal no additional rounds of Market Facilitation Program payments in 2020, but USDA is
expected to pay the final tranche of the 2019 payments in early 2020.
In addition to global trade disruptions, many U.S. farmers and ranchers experienced difficult weather
conditions during the first half of 2019. Due to excessive soil moisture, record-setting precipitation, and
cool temperatures early in the growing cycle, many corn and soybean growers throughout the Midwest
were either significantly delayed or prevented from planting their intended crop for 2019. According to
USDA data, nearly 90% of all U.S. corn and soybean acres planted between 2016 and 2018 were enrolled
in federal crop insurance programs, and most policies include a provision that allows for insurance
payment claims on acres that were prevented from planting due to inclement weather. Farmer Mac
estimates that about 85% of outstanding Farm & Ranch loan volume to borrowers growing some corn or
soybeans in the affected states likely maintain federal crop insurance coverage. Although planting
conditions were difficult in 2019, Farmer Mac believes that there are enough risk mitigators in its grain
portfolio to offset the short-term pressure to grain profitability related to adverse weather.
In recent years, the 90-day delinquencies and credit losses in Farmer Mac's portfolio have remained low
compared to historical averages. However, the volume of Farmer Mac's substandard assets has generally
increased since 2015. To date, the fluctuations in 90-day delinquencies and the increase in substandard
assets have not yet translated into rising credit losses. Farmer Mac believes that any losses associated with
the current agricultural credit cycle will be moderated by the strength and diversity of its portfolio, which
Farmer Mac believes is adequately collateralized. Farmer Mac believes that its portfolio remains
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sufficiently diversified, both geographically and by commodity, and that its portfolio has been
underwritten to high credit quality standards. Farmer Mac, therefore, believes that its portfolio is wellpositioned to endure reasonably foreseeable volatility in farmland values and commodity prices. Farmer
Mac also continues to closely monitor sector profitability, economic and weather conditions, and
agricultural land value and geographic trends to tailor underwriting practices to changing conditions. For
more information about the loan balances, loan-to-value ratios, 90-day delinquencies, and substandard
asset rate for the Farm & Ranch loans in Farmer Mac's portfolio as of December 31, 2019, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Risk
Management—Credit Risk – Loans and Guarantees."
Farmer Mac continues to monitor the establishment and evolution of legislation and regulations, as well as
the status of various international trade agreements and partnerships, that could affect farmers, ranchers,
rural lenders, and rural America in general. The Agricultural Improvement Act of 2018, also referred to as
the "Farm Bill," was signed into law in December 2018. Many provisions in the Farm Bill are a
continuation of existing federal agricultural policies in effect under the previous farm bill, including those
affecting crop insurance, commodity support programs, and other aspects of agricultural production. We
will continue to monitor the effects of any altered federal agricultural policies as the USDA adopts final
regulations implementing the 2018 Farm Bill.
The Farm Bill included a provision that amends Farmer Mac's charter to expand the acreage exception to
the loan amount limitation on Farm & Ranch loans (currently $13.2 million) from 1,000 acres to 2,000
acres, subject to FCA's assessment of the feasibility of the change. FCA submitted its assessment to
Congress on June 18, 2019. In that assessment, FCA concluded that increasing the acreage exception
from 1,000 to 2,000 acres is feasible, would not raise any safety and soundness concerns, and would
provide additional farming operations unconstrained access to Farmer Mac’s secondary market.
Accordingly, the acreage exception will increase to 2,000 acres on June 18, 2020, meaning that the
statutory loan amount limitation will not apply to Farm & Ranch loans secured by 2,000 acres of
agricultural real estate or less. Farmer Mac will continue to evaluate this future increase in the acreage
limitation to determine the potential benefits to Farmer Mac's customers and the related effects on our
business.
Under the Farm Bill, the authorized limit for the amount of new guarantees issued by the USDA under the
Consolidated Farm and Rural Development Act (which are eligible for Farmer Mac's USDA Guarantees
line of business) was increased from $3.026 billion to $7.0 billion for each government fiscal year through
September 2023. Also, the limit for the size of individual loans to which these guarantees are applied was
increased from $1.399 million to $1.75 million, which thereby increases the authorized amount of the
USDA-guaranteed portion for an individual loan. These higher loan limits likely contributed to additional
growth in the USDA Guarantees purchased by Farmer Mac during 2019, and they could result in more
increases in new business volume in our USDA Guarantees line of business in the future.
Farmer Mac also continues to monitor state legislation and regulations that could impact U.S. agriculture.
For example, groundwater management regulations, including in California, may result in tighter
restrictions on groundwater usage that could affect agricultural producers in the future. Farmer Mac will
monitor the effects that any changes in legislation or regulation (federal or state) could have on Farmer
Mac or its customers.
Farmer Mac's marketing and brand awareness initiatives directed towards the Farm & Ranch line of
business focus on lenders that have demonstrated a commitment to agricultural lending based on their
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lending history. Farmer Mac conducts its outreach efforts to these lenders through leveraging new
technology initiatives as well as direct personal contact. Outreach is facilitated through Farmer Mac's
frequent participation in state and national banking conferences, its alliances with the American Bankers
Association and the Independent Community Bankers of America, and its business relationships with
members of the Farm Credit System. As institutional investment in agricultural assets continues to grow,
Farmer Mac believes that it is in a unique position to help increase access to capital for these types of
counterparties and thereby provide a new source of capital to benefit agricultural borrowers and rural
America. Farmer Mac believes there is opportunity to expand this type of business as both the trend
toward institutional investment in agricultural assets and awareness of Farmer Mac's AgVantage and other
secondary loan product offerings continue to grow. For more information about the AgVantage products,
see "Management's Discussion and Analysis of Financial Condition and Results of Operations—Risk
Management—Credit Risk – Institutional."
Rural Utilities Industry. Prospects for loan growth within the rural utilities industry overall appear to be
moderate in the near term due to generally flat demand for capital, as capital expenditures for large
generation assets have decreased and increased revenues for electrical cooperatives have driven a deleveraging trend. Farmer Mac's future growth opportunities for lending to the electrical cooperative
industry may be affected by the demand for electric power in rural areas, capital expenditures by electric
cooperatives driven by regulatory or technological changes, the continuation of a low interest rate
environment, and competitive dynamics within the rural utilities cooperative finance industry. The
retirement of coal generation assets, growth in renewable energy generation, deployment of energy storage
technologies, expansion of broadband service in rural areas, and the deepening of relationships with new
and existing counterparties, all may provide new business opportunities for Farmer Mac. To address some
of these trends, Farmer Mac has deployed new financing products tailored to the renewable energy sector,
which represents a new market opportunity for Farmer Mac. Under this new program, Farmer Mac
purchased a participation interest in a solar project financing in late 2019 and anticipates further growth in
this area during 2020.
Balance Sheet Review
Assets. Farmer Mac's total assets as of December 31, 2019 were $21.7 billion, compared to $18.7 billion
as of December 31, 2018. The increase in total assets was primarily attributable to the net growth in our
outstanding business volume across all lines of business.
As of December 31, 2019, Farmer Mac had $0.6 billion of cash and cash equivalents and $3.0 billion of
investment securities, compared to $0.4 billion of cash and cash equivalents and $2.3 billion of investment
securities as of December 31, 2018. The increase in investment securities was primarily due to an
increase in the liquidity investment portfolio to support our program asset growth and due to the early
reinvestment of maturing U.S. Treasury Securities.
As of December 31, 2019, Farmer Mac had $8.6 billion of Farmer Mac Guaranteed Securities, $7.0 billion
of loans, net of allowance, and $2.2 billion of USDA Securities. This compares to $8.1 billion of Farmer
Mac Guaranteed Securities, $5.5 billion of loans, net of allowance, and $2.2 billion of USDA Securities as
of December 31, 2018.
Liabilities. Farmer Mac's total liabilities were $20.9 billion as of December 31, 2019, compared to $17.9
billion as of December 31, 2018. The increase in total liabilities was primarily due to an increase in total
notes payable to support our program asset growth.
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Equity. As of December 31, 2019, Farmer Mac had total equity of $799.3 million, compared to $752.6
million as of December 31, 2018. The increase in total equity was primarily due to the issuance of Series
D preferred stock and net income attributable to Farmer Mac, partially offset by the redemption of the
Series B preferred stock and other comprehensive losses, net of tax.
Risk Management
Credit Risk – Loans and Guarantees. Farmer Mac's direct credit exposure to Farm & Ranch loans held
and loans underlying Farm & Ranch Guaranteed Securities and LTSPCs as of December 31, 2019 was
$7.8 billion across 48 states. For more information about Farmer Mac's underwriting and collateral
valuation standards for Farm & Ranch loans, see "Business—Farmer Mac's Lines of Business—Farm &
Ranch—Underwriting and Collateral Valuation (Appraisal) Standards."
Farmer Mac's direct credit exposure to Rural Utilities loans held and loans underlying LTSPCs as of
December 31, 2019 was $2.3 billion across 43 states, of which $1.8 billion were loans to electric
distribution cooperatives and $0.5 billion were loans to generation & transmission cooperatives. For more
information about Farmer Mac's underwriting and collateral valuation standards for Rural Utilities loans,
see "Business—Farmer Mac's Lines of Business—Rural Utilities—Underwriting." As of December 31,
2019, there were no delinquencies in Farmer Mac's portfolio of Rural Utilities loans. Based on this
performance, Farmer Mac excludes the loans in the Rural Utilities line of business from the credit risk
metrics it discloses.
Farmer Mac has indirect credit exposure to the Farm & Ranch loans and Rural Utilities loans that secure
AgVantage securities included in the Institutional Credit line of business. As of December 31, 2019,
Farmer Mac had not experienced any credit losses on any AgVantage securities. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations—Risk Management—Credit
Risk – Institutional" for more information about Farmer Mac's credit risk on AgVantage securities.
The credit exposure on USDA Securities, including those underlying Farmer Mac Guaranteed USDA
Securities, is covered by the full faith and credit of the United States. Therefore, Farmer Mac believes that
we have little or no credit risk exposure in the USDA Guarantees line of business because of the USDA
guarantee. As of December 31, 2019, Farmer Mac had not experienced any credit losses on any business
under the USDA Guarantees line of business and does not expect to incur any such losses in the future.
Farmer Mac considers a loan's original loan-to-value ratio as one of many factors in evaluating loss
severity. Loan-to-value ratios depend on the market value of a property, as determined in accordance with
Farmer Mac's collateral valuation standards. As of December 31, 2019 and December 31, 2018, the
average unpaid loan balances for loans outstanding in the Farm & Ranch line of business was $683,000
and $640,000, respectively. Farmer Mac calculates the original loan-to-value ratio of a loan by dividing
the original loan principal balance by the original appraised property value. This calculation does not
reflect any amortization of the original loan balance or any adjustment to the original appraised value to
provide a current market value. The original loan-to-value ratio of any cross-collateralized loans is
calculated on a combined basis rather than on a loan-by-loan basis. The weighted-average original loan-tovalue ratio for Farm & Ranch loans purchased during 2019 was 51%, compared to 54% for loans
purchased during 2018. The weighted-average original loan-to-value ratio for all Farm & Ranch loans
held and all loans underlying off-balance sheet Farm & Ranch Guaranteed Securities and LTSPCs was
51% as of both December 31, 2019 and December 31, 2018. The weighted-average original loan-to-value
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ratio for all 90-day delinquencies was 53% and 52% as of December 31, 2019 and December 31, 2018,
respectively.
The weighted-average current loan-to-value ratio (the loan-to-value ratio based on original appraised value
and current outstanding loan amount adjusted to reflect loan amortization) for Farm & Ranch loans held
and loans underlying off-balance sheet Farm & Ranch Guaranteed Securities and LTSPCs was 45% as of
both December 31, 2019 and December 31, 2018. See Table 17 for more information.
For more information about the credit quality of Farmer Mac's Farm & Ranch portfolio and the associated
allowance for losses please refer to Note 8 to the consolidated financial statements.
Activity affecting the allowance for loan losses and reserve for losses is discussed in "Management's
Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations—
Provision for and Release of Allowance for Loan Losses and Reserve for Losses."
Farmer Mac's 90-day delinquency measure includes loans 90 days or more past due, as well as loans in
foreclosure and non-performing loans where the borrower is in bankruptcy. As of December 31, 2019,
Farmer Mac's 90-day delinquencies were $61.0 million (0.78% of the Farm & Ranch portfolio), compared
to $26.9 million (0.37% of the Farm & Ranch portfolio) as of December 31, 2018. Those 90-day
delinquencies were comprised of 57 delinquent loans as of December 31, 2019, compared to 47 delinquent
loans as of December 31, 2018. The increase in 90-day delinquencies as a percentage of the Farm &
Ranch portfolio compared to December 31, 2018 was across various commodities and primarily arose
from loans greater than $10.0 million.
Farmer Mac's 90-day delinquencies have historically fluctuated from quarter to quarter, both in dollars and
as a percentage of the outstanding Farm & Ranch portfolio, with higher levels generally observed at the
end of the first and third quarters and lower levels generally observed at the end of the second and fourth
quarters of each year as a result of the annual (January 1st) and semi-annual (January 1st and July 1st)
payment terms of most Farm & Ranch loans. Farmer Mac believes that it remains adequately
collateralized on its delinquent loans. Farmer Mac expects that over time its 90-day delinquency rate will
revert closer to Farmer Mac's historical average, and possibly exceed it (which it did in third quarter
2017), due to macroeconomic factors and the cyclical nature of the agricultural economy. Farmer Mac's
average 90-day delinquency rate as a percentage of its Farm & Ranch portfolio over the last 15 years is
approximately 1%. The highest 90-day delinquency rate observed during that period occurred in 2009 at
approximately 2%, which coincided with increased delinquencies in loans within Farmer Mac's then-held
ethanol loan portfolio that Farmer Mac no longer holds.
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Another indicator that Farmer Mac considers in analyzing the credit quality of its Farm & Ranch portfolio
is the level of internally-rated "substandard" assets, both in dollars and as a percentage of the outstanding
Farm & Ranch portfolio. Assets categorized as "substandard" have a well-defined weakness or
weaknesses, and there is a distinct possibility that some loss will be sustained if deficiencies are not
corrected. As of December 31, 2019, Farmer Mac's substandard assets were $310.0 million (4.0% of the
Farm & Ranch portfolio), compared to $232.7 million (3.2% of the Farm & Ranch portfolio) as of
December 31, 2018. Those substandard assets were comprised of 353 loans as of December 31, 2019 and
318 loans as of December 31, 2018.
The increase of $77.3 million in substandard assets during 2019 reflected a deterioration in the credit
quality of the portfolio with more loans migrating into the substandard classification than migrating or
paying off from the substandard classification. The percentage of substandard assets within the portfolio is
at the historical average. The deterioration in the credit quality of the portfolio was across almost all
commodity groups, which reflects general headwinds in the agricultural economy. Although many
commodities continue to operate in a lower pricing environment, farm incomes have held fairly steady
during 2019 as a result of government-sponsored programs rather than improved economic conditions.
There has not been a significant change in the commodity composition of the substandard assets with the
top three commodities including oilseeds, feed grains, and cattle and calf operations, which account for
approximately 50% of the total substandard assets. Regionally, the substandard assets are concentrated in
the Southwest and Mid-North regions with the Mid-North accounting for the largest volume of
substandard assets, which reflects its share of the overall portfolio of loans.
Farmer Mac's average substandard assets as a percentage of its Farm & Ranch portfolio over the last 15
years is approximately 4%. Due to macroeconomic factors and the cyclical nature of the agricultural
economy, we believe that the substandard rate will remain near or even slightly above the historical
average of 4% in the short-term. The highest substandard asset rate observed during that period occurred
in 2010 at approximately 8%, which coincided with an increase in substandard loans within Farmer Mac's
then-held ethanol portfolio that Farmer Mac no longer holds. If Farmer Mac's substandard asset rate
increases from current levels, it is likely that Farmer Mac's provision to the allowance for loan losses and
the reserve for losses will also increase.
Although some credit losses are inherent to the business of agricultural lending, Farmer Mac believes that
losses associated with the current agricultural credit cycle will be moderated by the strength and diversity
of its portfolio, which Farmer Mac believes is adequately collateralized.
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central servicer. Farmer Mac also can proceed against the central servicer in arbitration or exercise any
remedies available to it under law. During the previous three years ended December 31, 2019, Farmer
Mac had not exercised any remedies or taken any formal action against any central servicers. For more
information about Farmer Mac's servicing requirements, see "Business—Farmer Mac's Lines of Business
—Farm & Ranch—Servicing" and "Business—Farmer Mac's Lines of Business—Rural Utilities—
Servicing."
Credit Risk – Institutional. Farmer Mac is exposed to credit risk arising from its business relationships
with other institutions, which include:
•
•
•

issuers of AgVantage securities;
approved lenders and servicers; and
interest rate swap counterparties.

Farmer Mac approves AgVantage counterparties and manages institutional credit risk related to those
AgVantage counterparties by requiring them to meet Farmer Mac's standards for creditworthiness for the
particular counterparty type and transaction. The required collateralization level is established when the
AgVantage facility is entered into with the counterparty and does not change during the life of the
AgVantage securities issued under the facility without Farmer Mac's consent. In AgVantage transactions,
the corporate obligor is required to remove from the pool of pledged collateral any loan that becomes
more than 30 days delinquent in the payment of principal or interest and to substitute an eligible loan that
is current in payment to maintain the minimum required collateralization level. In the event of a default
on the general obligation, Farmer Mac would have recourse to the pledged collateral and have rights to the
ongoing borrower payments of principal and interest. For Farm Equity AgVantage counterparties and
smaller financial funds or entities, Farmer Mac also requires that the counterparty generally (1) maintain a
higher collateralization level through lower loan-to-value ratio thresholds than required for traditional
AgVantage securities and (2) comply with specified financial covenants for the life of the related
AgVantage security to avoid default. For a more detailed description of AgVantage securities, see
"Business—Farmer Mac's Lines of Business—Institutional Credit."
The unpaid principal balance of outstanding on-balance sheet AgVantage securities secured by loans
eligible for the Farm & Ranch line of business totaled $5.5 billion as of December 31, 2019 and $5.3
billion as of December 31, 2018. The unpaid principal balance of on-balance sheet AgVantage securities
secured by loans eligible for the Rural Utilities line of business totaled $2.9 billion as of December 31,
2019 and $2.8 billion as of December 31, 2018. The unpaid principal balance of outstanding off-balance
sheet AgVantage securities totaled $7.6 million as of December 31, 2019 and $0.3 billion as of
December 31, 2018. A $0.3 billion off-balance sheet AgVantage revolving line of credit facility was
terminated during fourth quarter 2019.
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Farmer Mac's liquidity and investment regulations and internal policies require that investments held in
Farmer Mac's investment portfolio meet the following creditworthiness standards: (1) at a minimum, at
least one obligor of the investment must have a very strong capacity to meet financial commitments for
the life of the investment, even under severely adverse or stressful conditions, and generally present a very
low risk of default; (2) if the obligor whose capacity to meet financial commitments is being relied upon to
meet the standard set forth in subparagraph (1) is located outside of the United States, the investment must
also be fully guaranteed by a U.S. government agency; and (3) the investment must exhibit low credit risk
and other risk characteristics consistent with the purpose or purposes for which it is held.
Farmer Mac's liquidity and investment regulations and internal policies also establish concentration limits,
which are intended to limit exposure to any single entity, issuer, or obligor. Farmer Mac's liquidity and
investment regulations limit Farmer Mac's total credit exposure to any single entity, issuer, or obligor of
securities to 10% of Farmer Mac's regulatory capital ($82.8 million as of December 31, 2019). However,
Farmer Mac's current policy limits this total credit exposure to 5% of its regulatory capital ($41.4 million
as of December 31, 2019). These exposure limits do not apply to obligations of U.S. government agencies
or GSEs, although Farmer Mac's current policy restricts investing more than 100% of regulatory capital in
the senior non-convertible debt securities of any one GSE.
Although the Liquidity and Investments Regulations do not establish limits on the maximum amount,
expressed as a percentage of Farmer Mac's investment portfolio, that can be invested in each eligible asset
class, Farmer Mac's internal policies set forth asset class limits as part of Farmer Mac's overall risk
management framework.
Interest Rate Risk. Farmer Mac is subject to interest rate risk on all assets retained on its balance sheet
because of timing differences in the cash flows of the assets and related liabilities. This risk is primarily
related to loans, loan participation interests, Farmer Mac Guaranteed Securities, and USDA Securities due
to the ability of borrowers to prepay their loans before the scheduled maturities. Cash flow mismatches in
a changing interest rate environment can reduce the earnings of Farmer Mac if assets repay sooner than
expected and the resulting cash flows must be reinvested in lower-yielding investments when
Farmer Mac's funding costs cannot be correspondingly reduced. Alternatively, Farmer Mac could see a
drop in income if assets repay more slowly than expected in a rising interest rate environment and the
associated debt must be replaced by higher-cost debt.
Interest Rate Risk Management
The goal of interest rate risk management at Farmer Mac is to create and maintain a portfolio that
generates stable earnings and value across a variety of interest rate environments. Recognizing that
interest rate sensitivity may change with the passage of time and as interest rates change, Farmer Mac
assesses this exposure regularly and, if necessary, readjusts its portfolio of assets and liabilities.
Farmer Mac's objective is to ensure exposure to interest rate risk is within appropriate limits, as approved
by Farmer Mac's board of directors. Farmer Mac's management-level Asset and Liability Committee
("ALCO") is tasked with oversight and approval of strategies to ensure interest rate risk remains within the
board-established limits.
Farmer Mac's primary strategy for managing interest rate risk is to fund asset purchases with liabilities that
have similar duration and convexity characteristics so that they will perform in a similar fashion as interest
rates change. As part of the liability issuance strategy, Farmer Mac seeks to issue a blend of liabilities
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across a variety of maturities to help better align the liability cashflows with the asset cashflows. Along
with the liability issuance strategy, Farmer Mac uses interest rate derivatives to minimize its economic
exposure to cashflow mismatches.
Farmer Mac issues discount notes and both callable and non-callable medium-term notes across a
spectrum of maturities to execute its liability issuance strategy. Callable debt is issued to minimize
prepayment risk associated with assets held on balance sheet. By using a blend of liabilities that includes
callable debt, the interest rate sensitivities of the liabilities tend to increase or decrease as interest rates
change in a manner similar to changes in the interest rate sensitivities of the assets. Farmer Mac uses
financial derivatives, primarily interest rate swaps, as another tool to better match the durations of Farmer
Mac's assets and liabilities, thereby reducing overall interest rate sensitivity.
Taking into consideration the prepayment provisions and the default probabilities associated with its loan
assets, Farmer Mac uses prepayment models when projecting and valuing cash flows associated with these
assets. Because borrowers' behaviors in various interest rate environments may change over time, Farmer
Mac periodically evaluates the effectiveness of these models compared to actual prepayment experience
and adjusts and refines the models as necessary to improve the precision of future prepayment forecasts.
Changes in interest rates may affect loan prepayment rates which may, in turn, affect durations and values
of the loans. Declining interest rates generally increase prepayment rates, which shortens the duration of
these assets, while rising interest rates tend to slow loan prepayments, thereby extending the duration of
the loans.
Farmer Mac is subject to interest rate risk on loans that Farmer Mac has committed to acquire but has not
yet purchased (other than delinquent loans purchased through LTSPCs or loans designated for
securitization under a forward purchase agreement). When Farmer Mac commits to purchase these loans,
it is exposed to interest rate risk between the time it commits to purchase the loans and the time it issues
debt to fund the purchase of those loans. Farmer Mac manages the interest rate risk related to these loans
by using futures contracts involving U.S. Treasury securities and other financial derivatives. Farmer Mac
uses U.S. Treasury futures contracts as a hedge against the level of interest rates.
Farmer Mac's $0.6 billion of cash and cash equivalents mature within three months and are funded with
discount notes having similar maturities. As of December 31, 2019, $2.9 billion of the $3.0 billion of
investment securities (96%) were floating rate securities with rates that adjust within one year or fixed rate
securities with original maturities between three months and one year. Those securities are funded with
effectively floating rate debt that closely matches the rate adjustment dates of the associated investments.
Interest Rate Risk Metrics
Farmer Mac regularly stress tests its portfolio for interest rate risk and uses a variety of metrics to quantify
and manage its interest rate risk. These metrics include sensitivity to interest rate movements of market
value of equity ("MVE") and projected net effective spread ("NES") as well as duration gap analysis.
MVE represents management's estimate of the present value of all future cash flows from on- and offbalance sheet assets, liabilities, and financial derivatives, discounted at current interest rates and
appropriate spreads. However, MVE is not indicative of the market value of Farmer Mac as a going
concern because these market values are theoretical and do not reflect future business activities. MVE
sensitivity analysis is used to measure the degree to which the market values of Farmer Mac's assets and
liabilities change for a given change in interest rates. Because this analysis evaluates the effect of interest
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reduced the duration of Farmer Mac's assets relative to its liabilities, thereby widening Farmer Mac's
duration gap.
Financial Derivatives Transactions
The economic effects of financial derivatives are included in Farmer Mac's MVE, NES, and duration gap
analyses. Farmer Mac enters into the following financial derivative transactions principally to protect
against risk from the effects of market price or interest rate movements on the value of assets, future cash
flows, credit exposure, and debt issuance, not for trading or speculative purposes:
•
•
•

"pay-fixed" interest rate swaps, in which Farmer Mac pays fixed rates of interest to, and receives
floating rates of interest from, counterparties;
"receive-fixed" interest rate swaps, in which Farmer Mac receives fixed rates of interest from, and
pays floating rates of interest to, counterparties; and
"basis swaps," in which Farmer Mac pays variable rates of interest based on one index to, and
receives variable rates of interest based on another index from, counterparties.

As of December 31, 2019, Farmer Mac had $14.0 billion combined notional amount of interest rate swaps,
with terms ranging from less than one year to thirty years, of which $5.7 billion were pay-fixed interest
rate swaps, $5.6 billion were receive-fixed interest rate swaps, and $2.7 billion were basis swaps.
Farmer Mac enters into interest rate swap contracts to more closely match the cash flow and duration
characteristics of its assets with those of its liabilities. Interest rate swaps paired with the issuance of
short-term debt can create effectively fixed rate funding that provides a similar duration match with the
corresponding assets being funded. Farmer Mac evaluates the overall cost of using the swap market as a
funding alternative and uses interest rate swaps to manage interest rate risks across the balance sheet.
Certain financial derivatives are designated as fair value hedges of fixed rate assets classified as available
for sale or liabilities to protect against fair value changes in the assets or liabilities related to a benchmark
interest rate (e.g., LIBOR). Also, certain financial derivatives are designated as cash flow hedges to
mitigate the volatility of future interest rate payments on floating rate debt.
As discussed in Note 6 to the consolidated financial statements, all financial derivatives are recorded on
the balance sheet at fair value as derivative assets or as derivative liabilities. Changes in the fair values of
financial derivatives are reported in "Gains/(losses) on financial derivatives" in the consolidated
statements of operations. For financial derivatives designated in fair value hedge accounting relationships,
changes in the fair values of the hedged items related to the risk being hedged are reported in "Net interest
income" in the consolidated statements of operations. Interest accruals on derivatives designated in fair
value hedge relationships are also recorded in "Net interest income" in the consolidated statements of
operations. For financial derivatives designated in cash flow hedge accounting relationships, the
unrealized gain or loss on the derivative is recorded in other comprehensive income. Because the hedging
instrument is an interest rate swap and the hedged forecasted transactions are future interest payments on
variable rate debt, amounts recorded in accumulated other comprehensive income are reclassified to "Total
interest expense" in conjunction with the recognition of interest expense on the debt. All of Farmer Mac's
financial derivatives transactions are conducted under standard collateralized agreements that limit Farmer
Mac's potential credit exposure to any counterparty. As of December 31, 2019, Farmer Mac had no
uncollateralized net exposures. As of December 31, 2018, Farmer Mac had uncollateralized net exposures
of $1.4 million to three counterparties.
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Re-funding and repricing risk
In addition to being exposed to the risk of asset and liability cash flow mismatches, Farmer Mac is
exposed to the risk related to changes in its cost of funds relative to floating rate market indexes (such as
LIBOR) on many of the floating rate assets it holds. This exposure is referred to as "re-funding and
repricing risk." Re-funding and repricing risk arises from the potential changes in funding costs when
Farmer Mac funds floating rate, or synthetic floating rate, assets with floating rate liabilities with shorter
maturities. Changes in Farmer Mac's funding costs relative to the benchmark rate the assets are indexed to
can cause changes to income from funding those assets.
Farmer Mac is subject to re-funding and repricing risk on any floating rate assets that are not funded to
contractual maturity. In addition, many of Farmer Mac's floating rate assets have the ability to prepay
before the contractual maturity date. Farmer Mac is also subject to re-funding and repricing risk on some
of its fixed rate assets as a result of its use of pay-fixed receive-floating interest rate swaps that effectively
convert the required funding needed from fixed rate to floating rate. These fixed rate assets are then
effectively synthetically floating rate assets that require floating rate funding.
Farmer Mac can meet floating rate funding needs in several ways, including:
•
•
•
•

issuing short-term discount notes with maturities that match the reset period of the assets;
issuing floating rate medium-term notes with maturities and reset frequencies that match the assets
being funded;
issuing non-maturity matched, floating rate medium-term notes with reset frequencies that match
the assets being funded; or
issuing non-maturity matched, fixed-rate discount notes or medium-term notes swapped to match
the interest rate reset dates of the assets as an alternative source of effectively floating rate funding.

To meet floating rate funding needs, Farmer Mac frequently uses shorter-term floating-rate medium-term
notes or fixed rate medium-term notes paired with an interest rate swap because these options generally
provide a lower cost of funding while generating an effective interest rate match. As funding for these
floating rate assets matures, Farmer Mac seeks to refinance the debt associated with these assets in a
similar fashion to achieve an appropriate interest rate match in the context of Farmer Mac's overall
liability issuance and liquidity management strategies.
However, if the funding cost of Farmer Mac’s discount notes or medium-term notes were to deteriorate
relative to LIBOR (or some other market index to which the assets are being funded) during the time
between when these floating rate assets were first funded and when Farmer Mac refinanced the associated
debt, Farmer Mac would be exposed to a commensurate reduction in its net effective spread on the
associated assets. Conversely, if the funding cost on Farmer Mac’s discount notes or medium-term notes
were to improve relative to LIBOR during that time, Farmer Mac would benefit from a commensurate
increase in its net effective spread on those assets.
Farmer Mac's liability issuance strategy targets balancing liquidity risk and re-funding and repricing risk
while maintaining an appropriate liability management profile that is consistent with Farmer Mac's risk
tolerance. ALCO regularly reviews Farmer Mac's liability issuance strategy to ensure that re-funding and
repricing risk is appropriately managed.
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As of December 31, 2019, Farmer Mac held $6.4 billion of floating rate assets in its lines of business and
its investment portfolio that reset based on floating rate market indexes, primarily one-month and threemonth LIBOR. As of the same date, Farmer Mac also had $5.7 billion of interest rate swaps outstanding
where Farmer Mac pays a fixed rate of interest and receives a floating rate of interest.
Throughout 2019, Farmer Mac's funding relative to LIBOR deteriorated to levels less favorable than
historical experience. Farmer Mac regularly adjusts its funding strategies to mitigate the effects of this
variability from time to time and seeks to maintain an effective funding cost in the context of its overall
liability management and liquidity management strategies.
Discontinuation of LIBOR
As described in "Risk Factors—Market Risk," Farmer Mac faces risks associated with the reform,
replacement, or discontinuation of the LIBOR benchmark interest rate and the transition to an alternative
benchmark interest rate. We are currently evaluating the potential effect on our business of the
replacement of the LIBOR benchmark interest rate, including the possibility of replacement benchmark
interest rates. As of December 31, 2019, Farmer Mac held $5.1 billion of floating rate assets in its lines of
business and its investment portfolio, had issued $3.8 billion of floating rate debt, and had entered into
$13.8 billion notional amount of interest rate swaps, each of which reset based on LIBOR. In addition,
our Non-Cumulative Series C Preferred Stock currently pays a fixed rate of interest until July 17, 2024. It
becomes redeemable at our option on July 18, 2024 and thereafter pays interest at a floating rate equal to
three-month LIBOR plus 3.260%. The market transition away from LIBOR and towards an alternative
benchmark interest rate that may be developed is expected to be complicated and may require the
development of term and credit adjustments to accommodate for differences between the benchmark
interest rates. The transition may also result in different financial performance for previously booked
transactions, require different hedging strategies, or require renegotiation of previously booked
transactions. During 2019, we issued $765 million in medium-term notes based on the Secured Overnight
Financing Rate (SOFR), a potential alternative benchmark interest rate.
Liquidity and Capital Resources
Farmer Mac's primary sources of funds to meet its liquidity and funding needs are the proceeds of its debt
issuances, guarantee and commitment fees, net effective spread, loan repayments, and maturities of
AgVantage securities. Farmer Mac regularly accesses the capital markets for funding, and Farmer Mac
has maintained access to the capital markets at favorable rates throughout 2018 and 2019. Farmer Mac
funds its purchases of eligible loan assets, USDA Securities, Farmer Mac Guaranteed Securities, and
investment assets and finances its operations primarily by issuing debt obligations of various maturities in
the public capital markets. As of December 31, 2019, Farmer Mac had outstanding discount notes of $2.2
billion, medium-term notes that mature within one year of $7.8 billion, and medium-term notes that
mature after one year of $9.1 billion. Through November 2019, Farmer Mac's board of directors had
authorized the issuance of up to $20.0 billion of discount notes and medium-term notes. In November
2019, Farmer Mac's board of directors revised the applicable board policy to authorize the issuance of debt
in accordance with the most recent liability maturity management plan approved by the board and with the
funding strategy approved by the management ALCO.
Assuming continued access to the capital markets, Farmer Mac believes it has sufficient liquidity and
capital resources to support its operations for the next 12 months and for the foreseeable future. Farmer
Mac also has a contingency funding plan to manage unanticipated disruptions in its access to the capital
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differing statutory authorities, business models, and large proportions of volume in lines of business that
the other is not engaged in." In comparing capital requirements, FCA concluded that "[t]here are
important differences in capital requirements that are driven by the two GSEs' differing statutory purposes,
lending authorities, and asset composition, among other factors"; that Farmer Mac's Basel approach was
"appropriate for Farmer Mac’s unique rural-focused secondary market business model and the product
mix in its program portfolio"; and that "[d]ifferences in authorities, business mode[l]s, and business
practices, as well as the magnitude of those differences as measured by credit metrics, support the GSEs’
differing capital requirements, both statutory and regulatory." Overall, FCA noted that "the major
differences between the two GSEs’ statutory authorities, business models, and portfolio contents result in
different risk profiles"; that "the practical reality of both GSEs’ capital requirements is that they generally
follow the Basel framework"; and that "both GSEs' capital provisions make appropriate adjustments to the
Basel framework consistent with the differences in their business models and risk profiles."
In the second component of the study, FCA concluded that increasing the acreage exception from 1,000 to
2,000 acres is feasible, would not raise any safety and soundness concerns, and would provide additional
farming operations unconstrained access to Farmer Mac’s secondary market. Accordingly, the acreage
exception will increase to 2,000 acres on June 18, 2020, meaning that the statutory loan amount limitation
will not apply to Farm & Ranch loans secured by 2,000 acres of agricultural real estate or less. Farmer
Mac will continue to evaluate this future increase in the acreage limitation to determine the potential
benefits to Farmer Mac's customers and the related effects on our business.
Consistent with Congress’ guidance in the 2018 Farm Bill Conference Report, FCA also examined
alternatives to the acreage rule (whether 1,000 or 2,000 acres). FCA concluded that the acreage rule does
not result in Farmer Mac safety and soundness protections and considered alternatives focused on the risk
of exposure concentrations in individual borrowers. FCA's report recommends that Congress direct FCA
to use its regulatory authorities to establish exposure concentration limits to replace both the dollar limit
and the acreage exception to the limit in Farmer Mac's charter.
Other Matters
The expected effects of recently issued accounting pronouncements on the consolidated financial
statements are presented in Note 2(o) to the consolidated financial statements.
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Item 7A.

Quantitative and Qualitative Disclosures About Market Risk

Farmer Mac is exposed to market risk from changes in interest rates. Farmer Mac manages this market
risk by entering into various financial transactions, including financial derivatives, and by monitoring and
measuring its exposure to changes in interest rates. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations—Risk Management—Interest Rate Risk" for more
information about Farmer Mac's exposure to interest rate risk and its strategies to manage that risk. For
information about Farmer Mac's use of financial derivatives and related accounting policies, see Note 6 to
the consolidated financial statements.
Item 8.

Financial Statements

Management's Report on Internal Control over Financial Reporting
The management of Farmer Mac is responsible for establishing and maintaining adequate internal control
over financial reporting, as defined in Exchange Act Rule 13a-15(f). Internal control over financial
reporting is a process designed under the supervision of Farmer Mac's Chief Executive Officer and Chief
Financial Officer to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of Farmer Mac's financial statements for external purposes in accordance with accounting
principles generally accepted in the United States of America.
Farmer Mac's internal control over financial reporting includes those policies and procedures that:
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of Farmer Mac; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of Farmer Mac are being
made only in accordance with authorizations of management and directors of Farmer Mac; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of Farmer Mac's assets that could have a material effect on the consolidated financial
statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.
Under the supervision and with the participation of Farmer Mac's Chief Executive Officer and Chief
Financial Officer, Farmer Mac's management assessed the effectiveness of Farmer Mac's internal control
over financial reporting as of December 31, 2019. In making this assessment, Farmer Mac's management
used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) in Internal Control - Integrated Framework (2013). Based on its evaluation under the COSO
criteria, management concluded that Farmer Mac's internal control over financial reporting as of
December 31, 2019 was effective.
Farmer Mac's independent registered public accounting firm, PricewaterhouseCoopers LLP, has audited
the effectiveness of Farmer Mac's internal control over financial reporting as of December 31, 2019, as
stated in their report appearing below.
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholders
of the Federal Agricultural Mortgage Corporation:
Opinions on the Financial Statements and Internal Control over Financial Reporting
We have audited the accompanying consolidated balance sheets of the Federal Agricultural Mortgage
Corporation and its subsidiaries (the “Company”) as of December 31, 2019 and 2018, and the related
consolidated statements of operations, comprehensive income, equity and cash flows for each of the three
years in the period ended December 31, 2019, including the related notes (collectively referred to as the
“consolidated financial statements”). We also have audited the Company's internal control over financial
reporting as of December 31, 2019, based on criteria established in Internal Control - Integrated
Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO).
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of the Company as of December 31, 2019 and 2018, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2019 in
conformity with accounting principles generally accepted in the United States of America. Also in our
opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2019, based on criteria established in Internal Control - Integrated
Framework (2013) issued by the COSO.
Basis for Opinions
The Company's management is responsible for these consolidated financial statements, for maintaining
effective internal control over financial reporting, and for its assessment of the effectiveness of internal
control over financial reporting, included in the accompanying Management’s Report on Internal Control
over Financial Reporting. Our responsibility is to express opinions on the Company’s consolidated
financial statements and on the Company's internal control over financial reporting based on our audits.
We are a public accounting firm registered with the Public Company Accounting Oversight Board (United
States) (PCAOB) and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement, whether due to error or fraud, and whether effective internal
control over financial reporting was maintained in all material respects.
Our audits of the consolidated financial statements included performing procedures to assess the risks of
material misstatement of the consolidated financial statements, whether due to error or fraud, and
performing procedures that respond to those risks. Such procedures included examining, on a test basis,
evidence regarding the amounts and disclosures in the consolidated financial statements. Our audits also
included evaluating the accounting principles used and significant estimates made by management, as well
as evaluating the overall presentation of the consolidated financial statements. Our audit of internal control
over financial reporting included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other
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procedures as we considered necessary in the circumstances. We believe that our audits provide a
reasonable basis for our opinions.
Definition and Limitations of Internal Control over Financial Reporting
A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.
Critical Audit Matters
The critical audit matter communicated below is a matter arising from the current period audit of the
consolidated financial statements that was communicated or required to be communicated to the audit
committee and that (i) relates to accounts or disclosures that are material to the consolidated financial
statements and (ii) involved our especially challenging, subjective, or complex judgments. The
communication of critical audit matters does not alter in any way our opinion on the consolidated financial
statements, taken as a whole, and we are not, by communicating the critical audit matter below, providing
a separate opinion on the critical audit matter or on the accounts or disclosures to which it relates.
General Allowance for Losses - Farm & Ranch Loan Classification System Methodology
As described in Notes 2 and 8 to the consolidated financial statements, the Company maintains an
allowance for loan losses in the Farm & Ranch loan portfolio, representing the estimate of probable losses
incurred on the portfolio. As of December 31, 2019, the Farm & Ranch on-balance sheet loan portfolio of
$5.1 billion, collectively evaluated for impairment, had an allowance for loan losses of $4.3 million (“the
general allowance”). The general allowance for loan losses is determined using the Company’s automated
loan classification system, which scores loans based on underlying loan level criteria such as historical
repayment performance, indicators of current financial condition, loan seasoning, loan size and loan-tovalue ratio. The loss rates calculated within each loan classification are applied to the current classification
distribution of the loan portfolio collectively evaluated for impairment to estimate the general allowance,
on the assumption that the historical credit losses and trends used to calculate losses will continue in the
future.
The principal considerations for our determination that performing procedures relating to the loan
classification system methodology used in the calculation of the general allowance for losses for the Farm
& Ranch loan portfolio is a critical audit matter are the high level of audit effort necessary to perform
procedures and evaluate the audit evidence related to the loan classification system methodology. In
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addition, the audit effort involved the use of professionals with specialized skill and knowledge to assist in
evaluating the audit evidence obtained from these procedures.
Addressing the matter involved performing procedures and evaluating audit evidence in connection with
forming our overall opinion on the consolidated financial statements. These procedures included testing
the effectiveness of controls relating to the Company’s allowance for loan losses, including controls over
the Company’s loan classification system methodology. These procedures also included, among others,
evaluating the appropriateness of the loan scores generated by the system and testing management’s
process for determining the allowance. In addition, professionals with specialized skill and knowledge
were used to assist in evaluating the appropriateness of the loan classification system methodology used in
the calculation of the general allowance.

/s/PricewaterhouseCoopers LLP
McLean, Virginia
February 25, 2020
We have served as the Company’s auditor since 2010.
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FEDERAL AGRICULTURAL MORTGAGE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.

ORGANIZATION

The Federal Agricultural Mortgage Corporation ("Farmer Mac") is a stockholder-owned, federally
chartered instrumentality of the United States established under Title VIII of the Farm Credit Act of 1971,
as amended (12 U.S.C. §§ 2279aa et seq.), which is sometimes referred to as Farmer Mac's
charter. Farmer Mac was originally created by the United States Congress to provide a secondary market
for a variety of loans made to borrowers in rural America. This secondary market is designed to increase
the availability of long-term credit at stable interest rates to America's rural communities and to provide
rural borrowers with the benefits of capital markets pricing and product innovation.
Farmer Mac's secondary market activities include:
•
•
•
•
2.

purchasing eligible loans directly from lenders;
providing advances against eligible loans by purchasing obligations secured by those loans;
securitizing assets and guaranteeing the payment of principal and interest on the resulting
securities that represent interests in, or obligations secured by, pools of eligible loans; and
issuing long-term standby purchase commitments ("LTSPCs") for eligible loans.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of Farmer Mac conform with accounting principles generally
accepted in the United States of America ("generally accepted accounting principles" or "GAAP"). The
preparation of consolidated financial statements in conformity with generally accepted accounting
principles requires management to make certain estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities as of the date of the
consolidated financial statements and the reported amounts of income and expenses during the reporting
period. Actual results could differ from those estimates. The following are the significant accounting
policies that Farmer Mac follows in preparing and presenting its consolidated financial statements:
(a) Principles of Consolidation
The consolidated financial statements include the accounts of Farmer Mac and its two subsidiaries during
the year: (1) Farmer Mac Mortgage Securities Corporation ("FMMSC"), whose principal activities are to
facilitate the purchase and issuance of Farmer Mac Guaranteed Securities; and (2) Farmer Mac II LLC,
whose principal activity is the operation of substantially all of the business related to the USDA
Guarantees line of business – primarily the acquisition of USDA Securities. The consolidated financial
statements also include the accounts of Variable Interest Entities ("VIEs") in which Farmer Mac
determined itself to be the primary beneficiary. The accounts of Contour Valuation Services, LLC (which
began doing business as AgVisory during first quarter 2016) ("AgVisory"), Farmer Mac's former
majority-owned subsidiary, are also included through June 30, 2017. Farmer Mac redeemed its ownership
interest in AgVisory on May 1, 2017.
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(b) Investment Securities, Farmer Mac Guaranteed Securities, and USDA Securities
Securities for which Farmer Mac has the intent and ability to hold to maturity are classified as held-tomaturity and are carried at amortized cost. Securities for which Farmer Mac does not have the positive
intent and ability to hold to maturity are classified as available-for-sale or trading and are carried at
estimated fair value. Unrealized gains and losses on available-for-sale securities are reported as a
component of accumulated other comprehensive income in stockholders' equity. For securities classified
as trading, unrealized gains and losses are included in earnings. Gains and losses on the sale of availablefor-sale and trading securities are determined using the specific identification cost method.
Farmer Mac determines the fair value of investment securities using quoted market prices, when available,
and evaluates the securities for other-than-temporary impairment. Farmer Mac determines the fair values
of certain investment securities for which quoted market prices are not available, Farmer Mac Guaranteed
Securities, and USDA Securities based on the present value of the associated expected future cash
flows. In estimating the present value of the expected future cash flows, management is required to make
estimates and assumptions. The key estimates and assumptions include discount rates and collateral
repayment rates. Premiums, discounts, and other deferred costs are amortized to interest income using the
effective interest method.
Farmer Mac generally receives compensation when loans with yield maintenance provisions underlying
Farmer Mac Guaranteed Securities prepay. These yield maintenance payments mitigate Farmer Mac's
exposure to reinvestment risk and are calculated such that, when reinvested with the prepaid principal,
they should generate substantially the same cash flows that would have been generated had the loans not
prepaid. Yield maintenance payments are recognized as interest income in the consolidated statements of
operations upon receipt.
(c) Loans
Loans for which Farmer Mac has the positive intent and ability to hold for the foreseeable future are
classified as held for investment and reported at their unpaid principal balance, net of unamortized
purchase discounts or premiums. Loans for which Farmer Mac does not have the positive intent and
ability to hold for the foreseeable future are classified as held for sale and reported at the lower of cost or
fair value determined on a pooled basis. Farmer Mac de-recognizes sold loans, and recognizes any
associated gain or loss, when they have been isolated from Farmer Mac, the buyer has the right to pledge
or exchange them, and Farmer Mac does not maintain effective control over them. When Farmer Mac
consolidates a trust, it recognizes the loans underlying the trust in the consolidated balance sheets as
"Loans held for investment in consolidated trusts, at amortized cost." See Note 2(n) for more information
on the accounting policy related to consolidation.
Non-accrual Loans
Non-accrual loans are loans for which it is probable that Farmer Mac will be unable to collect all amounts
due according to the contractual terms of the loan agreement and include all loans 90 days or more past
due. When a loan becomes 90 days past due, interest accrual on the loan is discontinued and interest
previously accrued is reversed against interest income in the current period. The interest on such loans is
accounted for on the cash basis until a loan qualifies for return to accrual status. Loans are returned to
accrual status when all the principal and interest payments contractually due are collected and certain
performance criteria are met.
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Troubled Debt Restructuring ("TDR")
A modification to the contractual terms of a loan that results in granting a concession to a borrower
experiencing financial difficulties is considered a TDR. Farmer Mac has granted a concession when, as a
result of the restructuring, it does not expect to collect all amounts due in a timely manner, including
interest accrued at the original contract rate. In making its determination of whether a borrower is
experiencing financial difficulties, Farmer Mac considers several factors, including whether (1) the
borrower has declared or is in the process of declaring bankruptcy, (2) there is substantial doubt as to
whether the borrower will continue to be a going concern, and (3) the borrower can obtain funds from
other sources at an effective interest rate at or near a current market interest rate for debt with similar risk
characteristics. Farmer Mac evaluates TDRs similarly to other impaired loans for purposes of the
allowance for losses.
(d) Securitization
Securitization involves the transfer of financial assets to another entity in exchange for cash and/or
beneficial interests in the assets transferred. Farmer Mac or third parties transfer agricultural real estate
mortgage loans, Rural Utilities loans, or USDA securities into trusts that are used as vehicles for the
securitization of the transferred financial assets. The trusts issue Farmer Mac Guaranteed Securities that
are beneficial interests in the assets of the trusts, to either Farmer Mac or third party investors. Farmer
Mac guarantees the timely payment of principal and interest on the securities issued by the trusts and
receives guarantee fees as compensation for its guarantee. Farmer Mac recognizes guarantee fees on the
accrual basis over the terms of the Farmer Mac Guaranteed Securities, which generally coincide with the
terms of the underlying loans. As such, no guarantee fees are unearned at the end of any reporting
period.
Farmer Mac is required to perform under its guarantee obligation when the underlying loans for the offbalance sheet Farmer Mac Guaranteed Securities do not make their scheduled installment
payments. When a loan underlying a Farm & Ranch Guaranteed Security becomes 90 days or more past
due, Farmer Mac may, in its sole discretion, repurchase the loan from the trust and generally does
repurchase such loans, thereby reducing the principal balance of the outstanding Farm & Ranch
Guaranteed Security. When Farmer Mac purchases a delinquent loan underlying a Farmer Mac
Guaranteed Security, Farmer Mac stops accruing the guarantee fee upon loan purchase.
If Farmer Mac repurchases a loan that is collateral for a Farmer Mac Guaranteed Security, Farmer Mac
would have the right to enforce the terms of the loan, and in the event of a default, would have access to
the underlying collateral. Farmer Mac typically recovers its investment in the defaulted loans purchased
either through borrower payments, loan payoffs, payments by third parties, or foreclosure and sale of the
property securing the loans.
Farmer Mac has recourse to the USDA for any amounts advanced for the timely payment of principal and
interest on Farmer Mac Guaranteed USDA Securities. That recourse is the USDA guarantee, a full-faithand-credit obligation of the United States that becomes enforceable if a lender fails to repurchase the
USDA-guaranteed portion from its owner within 30 days after written demand from the owner when
(a) the borrower under the guaranteed loan is in default not less than 60 days in the payment of any
principal or interest due on the USDA-guaranteed portion, or (b) the lender has failed to remit to the
owner the payment made by the borrower on the USDA-guaranteed portion or any related loan subsidy
within 30 days after the lender's receipt of the payment.
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(e) Financial Derivatives
Farmer Mac enters into financial derivative transactions principally to protect against risk from the effects
of market price or interest rate movements on the value of certain assets, future cash flows or debt
issuance, not for trading or speculative purposes. Farmer Mac enters into interest rate swap contracts to
adjust the characteristics of its short-term debt to match more closely the cash flow and duration
characteristics of its longer-term loans and other assets, and also to adjust the characteristics of its longterm debt to match more closely the cash flow and duration characteristics of its short-term assets, thereby
reducing interest rate risk and, often times, deriving an overall lower effective cost of borrowing than
would otherwise be available to Farmer Mac in the conventional debt market.
Accounting for financial derivatives differs depending on whether a derivative is designated in a hedge
accounting relationship. Derivative instruments designated in fair value hedge accounting relationships
mitigate exposure to changes in the fair value of assets or liabilities. Derivative instruments designated in
cash flow hedge accounting relationships mitigate exposure to the variability in expected future cash flows
or other forecasted transactions. In order to qualify for fair value or cash flow hedge accounting
treatment, documentation must indicate the intention to designate the derivative as a hedge of a specific
asset, or liability, or a future cash flow. Effectiveness of the hedge is assessed before the end of the
quarter of inception and monitored over the life of the hedging relationship.
Beginning in first quarter 2018, changes in the fair values of financial derivatives not designated as cash
flow or fair value hedges were reported in "(Losses)/gains on financial derivatives" in the consolidated
statements of operations. For financial derivatives designated in fair value hedge accounting relationships,
changes in the fair values of hedged items related to the risk being hedged are reported in "Net interest
income" in the consolidated statements of operations. Interest accruals on derivatives designated in fair
value hedge relationships are also recorded in "Net interest income" in the consolidated statements of
operations. For financial derivatives designated in cash flow hedge relationships, the unrealized gain or
loss on the derivative is recorded in other comprehensive income. Because the hedging instrument is an
interest rate swap and the hedged forecasted transactions are future interest payments on variable rate debt,
amounts recorded in accumulated other comprehensive income are reclassified to "Total interest expense"
in conjunction with the recognition of interest expense on the debt. Before 2018, gains and losses on
financial derivatives were included in "Gains/(losses) on financial derivatives" whether or not they were
designated in hedge accounting relationships.
See Notes 6 and 13 for more information on financial derivatives.
(f) Notes Payable
Notes payable are classified as due within one year or due after one year based on the length of time
remaining to their contractual maturities. Debt issuance costs and premiums and discounts are deferred
and amortized to interest expense using the effective interest method over the contractual life of the related
debt.
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(g) Allowance for Loan Losses and Reserve for Losses
Farmer Mac maintains an allowance for losses to cover estimated probable losses incurred as of the
balance sheet date on loans held ("allowance for loan losses") and loans underlying LTSPCs and offbalance sheet Farmer Mac Guaranteed Securities ("reserve for losses") based on available
information. Disaggregation by: commodity type, portfolio, and risk rating; is performed, where
appropriate, in analyzing the need for an allowance for losses.
The allowance for losses increases through periodic provisions for loan losses that are charged against net
interest income and the reserve for losses increases through provisions for losses that are charged to noninterest expense, and decreases by charge-offs for realized losses, net of recoveries. Negative provisions,
or releases from the allowance for losses, generally occur when the estimate of probable losses as of the
end of a period is less than the estimate at the beginning of the period. In certain circumstances, for
example, when a defaulted loan is purchased out of a guaranteed security or pursuant to an LTSPC, the
related reserve for losses is released and a corresponding amount is provided to the allowance for loan
losses.
The total allowance for losses consists of a general allowance for losses and a specific allowance for
individual impaired loans.
Charge-offs
Farmer Mac records a charge-off against the allowance for losses principally when a loss has been
confirmed through the receipt of assets, generally the underlying collateral, in full satisfaction of the loan.
The loss equals the excess of the recorded investment in the loan over the fair value of the collateral less
estimated selling costs.
General Allowance for Losses
Farmer Mac's methodology for determining its allowance for losses incorporates Farmer Mac's automated
loan classification system. That system scores loans based on criteria such as historical repayment
performance, indicators of current financial condition, loan seasoning, loan size and loan-to-value
ratio. The allowance methodology captures the migration of loan scores across concurrent and
overlapping 3-year time horizons and calculates loss rates separately within each loan classification for
(1) loans underlying LTSPCs and (2) loans held and loans underlying Farm & Ranch Guaranteed
Securities. The calculated loss rates are applied to the current classification distribution of unimpaired
loans in Farmer Mac's portfolio to estimate inherent losses, on the assumption that the historical credit
losses and trends used to calculate loss rates will continue in the future.
Management evaluates this assumption by considering many relevant factors, including:
•
•
•
•
•
•

economic conditions;
geographic and agricultural commodity/product concentrations in the portfolio;
the credit profile of the portfolio;
delinquency trends of the portfolio;
historical charge-off and recovery activities of the portfolio; and
other factors to capture current portfolio trends and characteristics that differ from historical
experience.
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Management believes that its use of this methodology produces a reasonable estimate of probable losses,
as of the balance sheet date, for all loans held in the Farm & Ranch portfolio and loans underlying offbalance sheet Farm & Ranch Guaranteed Securities and LTSPCs.
Farmer Mac separately evaluates the Rural Utilities loans it owns to determine if there are any probable
losses inherent in those assets.
Specific Allowance for Impaired Loans
Farmer Mac also analyzes certain loans in its portfolio for impairment in accordance with accounting
guidance on measuring impairment of individual loans. Farmer Mac's impaired loans include loans 90
days or more past due, in foreclosure, restructured, in bankruptcy and certain performing loans that have
previously been delinquent or are secured by real estate that produces agricultural commodities or
products currently under stress.
Farmer Mac uses a risk-based approach in determining the necessity of obtaining updated appraisals on
impaired loans. For example, larger exposures associated with highly improved and specialized collateral
will generally receive updated appraisals once the loans are identified as impaired. Updated appraisals are
always obtained during the foreclosure process. Depending on the risk factors associated with the loan
and underlying collateral, which can vary widely depending on the circumstances of the loan and
collateral, this can occur early in the foreclosure process, while in other instances this may occur just
before the transfer of title. As part of its routine credit review process, Farmer Mac often will exercise
judgment in discounting an appraisal value due to local real estate trends or the condition of the property
(e.g., following an inspection by Farmer Mac or the servicer). A property appraisal value may also be
discounted based on the market's reaction to Farmer Mac's asking price for sale of the property.
For loans with an updated appraised value, other updated collateral valuation or management's estimate of
discounted collateral value, this analysis includes the measurement of the fair value of the underlying
collateral for individual loans relative to the total recorded investment, including principal, interest, and
advances and net of any charge-offs. In the event that the collateral value, less estimated costs to sell,
does not support the total recorded investment, Farmer Mac specifically provides an allowance for the
loan for the difference between the recorded investment and its fair value, less estimated costs to liquidate
the collateral. Estimated selling costs are based on historical selling costs incurred by Farmer Mac or
management's best estimate of selling costs for a particular property. For the remaining impaired assets
without updated valuations, this analysis is performed in the aggregate in consideration of the similar risk
characteristics of the assets and historical statistics. Farmer Mac believes this methodology that uses loan
classification scores and historical loss experience is a better indication of impairment for these collateraldependent loans than other valuation methods.
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recognized is then measured at the largest amount of tax benefit that is greater than 50% likely to be
realized upon settlement with the taxing authority, considering all information available at the reporting
date. Farmer Mac's policy for recording interest and penalties associated with uncertain tax positions is to
record them as a component of income tax expense. Farmer Mac establishes a valuation allowance for
deferred tax assets if it is more likely than not that some portion or all of the deferred tax assets will not be
realized.
(j) Stock-Based Compensation
Farmer Mac accounts for its stock-based employee compensation plans using the grant date fair value
method of accounting. Farmer Mac measures the cost of employee services received in exchange for an
award of equity instruments based on the grant-date fair value of the award determined using the BlackScholes option pricing model. The cost is recognized over the period during which an employee is
required to provide service in exchange for the award. For performance-based grants, Farmer Mac
recognizes the grant-date fair value over the vesting period as long as it remains probable that the
performance conditions will be met. If the service or performance conditions are not met, Farmer Mac
reverses previously recognized compensation expense upon forfeiture.
Farmer Mac recognized $2.3 million, $2.5 million, and $2.7 million of compensation expense related to
stock options, SARs, and non-vested restricted stock awards for 2019, 2018, and 2017, respectively.
(k) Comprehensive Income
Comprehensive income represents all changes in stockholders' equity except those resulting from
investments by or distributions to stockholders, and is comprised of net income and unrealized gains and
losses on available-for-sale securities, certain held-to-maturity securities transferred from the availablefor-sale classification, and cash flow hedges, net of related taxes.
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projected discount rates are derived using a Monte Carlo simulation model. The guarantee obligation and
corresponding asset are later amortized into guarantee and commitment fee income in relation to the
decrease in the unpaid principal balance on the underlying agricultural real estate mortgage and Rural
Utilities loans.
See Note 2(g) for Farmer Mac's policy for estimating probable losses for LTSPCs.
(m) Fair Value Measurement
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. In determining fair value, Farmer Mac
uses various valuation approaches, including market and income based approaches. When available, the
fair value of Farmer Mac's financial instruments is based on quoted market prices, valuation techniques
that use observable market-based inputs, or unobservable inputs that are corroborated by market
data. Pricing information obtained from third parties is internally validated for reasonableness before use
in the consolidated financial statements.
Fair value measurements related to financial instruments that are reported at fair value in the consolidated
financial statements each period are referred to as recurring fair value measurements. Fair value
measurements related to financial instruments that are not reported at fair value each period but are subject
to fair value adjustments in certain circumstances are referred to as nonrecurring fair value measurements.
Fair Value Classification and Transfers
The fair value hierarchy ranks the quality and reliability of the information used to determine fair
values. The hierarchy gives highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities and the lowest priority to unobservable inputs. The following three levels are used to
classify fair value measurements:
Level 1
Level 2
Level 3

Unadjusted quoted prices in active markets that are accessible at the measurement date
for identical, unrestricted assets or liabilities.
Quoted prices in markets that are not active or financial instruments for which all
significant inputs are observable, either directly or indirectly.
Prices or valuations that require unobservable inputs that are significant to the fair value
measurement.

Farmer Mac performs a detailed analysis of the assets and liabilities carried at fair value to determine the
appropriate level based on the transparency of the inputs used in the valuation techniques. In certain
cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In
such cases, an instrument's level within the fair value hierarchy is based on the lowest level of input that is
significant to the fair value measurement. Farmer Mac's assessment of the significance of a particular
input to the fair value measurement of an instrument requires judgment and consideration of factors
specific to the instrument. While Farmer Mac believes its valuation methods are appropriate and
consistent with those of other market participants, using different methodologies or assumptions to
determine fair value could result in a materially different estimate of fair value for some financial
instruments.
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The following is a description of the fair value techniques used for instruments measured at fair value as
well as the general classification of those instruments under the valuation hierarchy described above.
Recurring Fair Value Measurements and Classification
Available-for-Sale and Trading Investment Securities
The fair value of investments in U.S. Treasuries is based on unadjusted quoted prices in active
markets. Farmer Mac classifies these fair value measurements as "Level 1."
For a significant portion of Farmer Mac's investment portfolio, including most asset-backed securities,
senior agency debt securities, and Government/GSE guaranteed mortgage-backed securities, fair value is
primarily determined using a reputable and nationally recognized third-party pricing service. The prices
obtained are non-binding and generally representative of recent market trades. The fair value of certain
asset-backed and Government guaranteed mortgage-backed securities are estimated based on quotations
from brokers or dealers. Farmer Mac corroborates its primary valuation source by obtaining a secondary
price from another independent third-party pricing service. Farmer Mac classifies these fair value
measurements as "Level 2."
For certain investment securities that are thinly traded or not quoted, Farmer Mac estimates fair value
using internally-developed models that employ a discounted cash flow approach. Farmer Mac maximizes
the use of observable market data, including prices of financial instruments with similar maturities and
characteristics, interest rate yield curves, measures of volatility, and prepayment rates. Farmer Mac
generally considers a market to be thinly traded or not quoted if the following conditions exist: (1) there
are few transactions for the financial instruments; (2) the prices in the market are not current; (3) the price
quotes vary significantly either over time or among independent pricing services or dealers; or (4) there is
limited availability of public market information. Farmer Mac classifies these fair value measurements as
"Level 3."
Available-for-Sale and Trading Farmer Mac Guaranteed Securities and USDA Securities
Farmer Mac estimates the fair value of its Farmer Mac Guaranteed Securities and USDA Securities by
discounting the projected cash flows of these instruments at projected interest rates. The fair values are
based on the present value of expected cash flows using management's best estimate of certain key
assumptions, which include prepayment speeds, forward yield curves, and discount rates commensurate
with the risks involved. Farmer Mac classifies these fair value measurements as Level 3 because there is
limited market activity and therefore little or no price transparency. On a sample basis, Farmer Mac
corroborates the fair value of its Farmer Mac Guaranteed Securities and USDA Securities by obtaining a
secondary valuation from an independent third-party service.
Financial Derivatives
The fair value of exchange-traded U.S. Treasury futures is based on unadjusted quoted prices for identical
financial instruments. Farmer Mac classifies these fair value measurements as Level 1.
Farmer Mac's derivative portfolio consists primarily of interest rate swaps and forward sales contracts on
the debt of other GSEs. Farmer Mac estimates the fair value of these financial instruments primarily
based upon the counterparty valuations. Farmer Mac internally values its derivative portfolio using a
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discounted cash flow valuation technique and obtains a secondary valuation for certain interest rate swaps
to corroborate the counterparty valuations. Farmer Mac also regularly reviews the counterparty valuations
as part of the collateral exchange process. Farmer Mac classifies these fair value measurements as Level 2.
Certain basis swaps are non-standard interest rate swap structures and are therefore internally modeled
using significant assumptions and unobservable inputs, resulting in Level 3 classification. Farmer Mac
uses a discounted cash flow valuation technique, using management's best estimate of certain key
assumptions, which include prepayment speeds, forward yield curves, and discount rates commensurate
with the risks involved.
See Note 13 for more information regarding fair value measurement.
(n) Consolidation of Variable Interest Entities
Farmer Mac has interests in various entities that are considered to be VIEs. These interests include
investments in securities issued by VIEs, such as Farmer Mac agricultural mortgage-backed securities
created pursuant to Farmer Mac's securitization transactions and mortgage and asset-backed trusts that
Farmer Mac did not create. The consolidation model uses a qualitative evaluation that requires
consolidation of an entity when the reporting enterprise both: (1) has the power to direct matters which
significantly impact the activities and success of the entity, and (2) has exposure to benefits and/or losses
that could potentially be significant to the entity. The reporting enterprise that meets both these conditions
is deemed the primary beneficiary of the VIE. Upon consolidation of a VIE, Farmer Mac accounts for the
incremental assets and liabilities initially at their carrying amounts.
The VIEs in which Farmer Mac has a variable interest are limited to securitization trusts. The major
factor in determining if Farmer Mac is the primary beneficiary is whether Farmer Mac has the power to
direct the activities of the trust that potentially have the most significant impact on the economic
performance of the trust. Generally, the ability to make decisions regarding default mitigation is evidence
of that power. Farmer Mac determined that it is the primary beneficiary for the securitization trusts related
to most Farm & Ranch and all Rural Utilities securitization transactions because of its rights as guarantor
under both programs to control the default mitigation activities of the trusts. For certain securitization
trusts created when loans subject to LTSPCs were converted to Farm & Ranch Guaranteed Securities,
Farmer Mac determined that it was not the primary beneficiary since the power to make decisions
regarding default mitigation was shared among unrelated parties. For these trusts, the shared power
provisions are substantive with respect to decision-making power and relate to the same activity (i.e.,
default mitigation). For similar securitization transactions where the power to make decisions regarding
default mitigation was shared with a related party, Farmer Mac determined that it was the primary
beneficiary because the applicable accounting guidance does not permit parties within a related party
group to conclude that the power is shared. In the event that a related party status changes, consolidation
or deconsolidation of these securitization trusts could occur.
For those trusts that Farmer Mac is the primary beneficiary, the assets and liabilities are presented on the
consolidated balance sheets as "Loans held for investment in consolidated trusts, at amortized cost" and
"Debt securities of consolidated trusts held by third parties," respectively. These assets can only be used
to satisfy the obligations of the related trust.
For those trusts in which Farmer Mac has a variable interest but is not the primary beneficiary, Farmer
Mac's interests are presented as either "Farmer Mac Guaranteed Securities," "USDA Securities," or
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(o) New Accounting Standards
Recently Adopted Accounting Guidance
Standard
ASU 2016-02, Leases
(Topic 842)

ASU 2018-15,
Intangibles - Goodwill
and Other Internal-Use
Software (Subtopic
350-40): Customer's
Accounting for
Implementation Costs
Incurred in a Cloud
Computing Arrangement
That is a Service
Contract

Effect on Consolidated Financial
Description
Date of Adoption
Statements
This Update provides new guidance intended
January 1, 2019 The adoption of this Update did not have a
to improve financial reporting about leasing
material effect on Farmer Mac's financial
transactions. This Update requires
position, results of operations, or cash flows.
organizations that lease assets to recognize on
the balance sheet the assets and liabilities for
the rights and obligations created by those
leases. It also requires new disclosures to help
investors and other financial statement users
better understand the amount, timing, and
uncertainty of cash flows arising from leases.
The amendments in this Update align the
requirements for capitalizing implementation
costs incurred in a hosting arrangement that is
a service contract with the requirements for
capitalizing implementation costs incurred to
develop or obtain internal-use software (and
hosting arrangements that include an internaluse software license).

July 1, 2019

The adoption of this Update did not have a
material effect on Farmer Mac's financial
position, results of operations, or cash flows.

Recently Issued Accounting Guidance, Not Yet Adopted Within Our Consolidated Financial Statements
Standard
ASU 2016-13, Financial
Instruments - Credit Losses
(Topic 326): Measurement
of Credit Losses on
Financial Instruments

Description
This Update will require entities to
measure all expected credit losses for
financial assets held at the reporting date
based on historical experience, current
conditions, and reasonable and
supportable forecasts, as well as require
entities to use forward-looking
information to form their credit loss
estimates.
ASU 2017-08, Receivables The amendments in this Update shorten
- Nonrefundable Fees and the amortization period for certain callable
Other Costs (Subtopic
debt securities held at a premium by
310-20): Premium
requiring the premium to be amortized to
Amortization on Purchased the earliest call date. There is no required
Callable Debt Securities
accounting change for securities held at a
discount in this Update.
ASU 2018-13, Fair Value
Measurement (Topic 820):
Disclosure Framework Changes to the Disclosure
Requirements for Fair
Value Measurement

3.

The amendments in this Update modify
the disclosure requirements on fair value
measurements in Topic 820, Fair Value
Measurements, including the
consideration of costs and benefits.
Certain disclosure requirements were
either removed, modified, or added.

Date of Planned
Adoption
Effect on Consolidated Financial Statements
January 1, 2020 Farmer Mac has completed its models to
estimate lifetime expected credit losses on
financial instruments measured at amortized
cost and on available-for-sale debt securities.
The adoption of this new guidance will not
have a material effect on its financial
condition, results of operations or cash flows.
January 1, 2020

The adoption of this new guidance will not
have a material effect on Farmer Mac's
financial position, results of operations, or cash
flows.

January 1, 2020

The adoption of this new guidance will not
have a material effect on Farmer Mac's
financial position, results of operations, or cash
flows.

RELATED PARTY TRANSACTIONS

Farmer Mac considers an entity to be a related party if (1) the entity holds at least 5% of a class of Farmer
Mac voting common stock or (2) the institution has an affiliation with a Farmer Mac director and conducts
material business with Farmer Mac. As provided by Farmer Mac's statutory charter, only banks, insurance
companies, and other financial institutions or similar entities may hold Farmer Mac's Class A voting
common stock and only institutions of the Farm Credit System may hold Farmer Mac's Class B voting
common stock. Farmer Mac's statutory charter also provides that Class A stockholders elect 5 members of
Farmer Mac's 15-member board of directors and that Class B stockholders elect 5 members of the board of
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AgFirst Farm Credit Bank:
Farmer Mac has a related party relationship with AgFirst Farm Credit Bank ("AgFirst") resulting from
AgFirst being a holder of approximately 16.8% of Farmer Mac's Class B voting common stock.
AgFirst entered into $26.7 million, $26.6 million and $40.0 million of LTSPC transactions in 2019, 2018,
and 2017, respectively, and the aggregate balance of LTSPCs outstanding as of December 31, 2019 and
2018 was $332.4 million and $340.5 million, respectively. Farmer Mac received from AgFirst $1.2
million, $1.2 million, and $1.1 million in commitment fees in 2019, 2018, and 2017, respectively, and had
$0.1 million of commitment fees receivable as of both December 31, 2019 and 2018.
AgFirst owns certain securities backed by rural housing loans. Farmer Mac guarantees the last ten percent
of losses (based on the original principal balance at the time of pooling) from each loan in the pool
backing those securities. As of December 31, 2019 and 2018, the outstanding balance of those securities
owned by AgFirst was $7.0 million and $8.6 million, respectively. Farmer Mac received guarantee fees of
$29,000, $33,000, and $38,000 in 2019, 2018, and 2017, respectively, on those securities.
Farm Credit Bank of Texas:
Farmer Mac has a related party relationship with Farm Credit Bank of Texas resulting from the bank being
a holder of approximately 7.7% of Farmer Mac Class B voting common stock and because a member of
Farmer Mac's board of directors has an affiliation with that entity. Farmer Mac received from Farm Credit
Bank of Texas commitment fees of $1.1 million, $1.0 million, and $1.0 million in 2019, 2018, and 2017,
respectively. The aggregate amount of LTSPCs outstanding with Farm Credit Bank of Texas as of
December 31, 2019 and 2018 was $270.3 million and $226.5 million, respectively. In 2019, 2018, and
2017, Farm Credit Bank of Texas retained $0.1 million, $0.2 million, and $0.2 million, respectively, in
servicing fees for its work as a Farmer Mac central servicer.
Other Related Party Transactions:
The following institutions had a related party relationship with Farmer Mac because a member of Farmer
Mac's board of directors is affiliated with each of those entities.
Farmer Mac purchased $51.4 million, $39.5 million, and $28.5 million in loans from First Dakota
National Bank in 2019, 2018, and 2017, respectively. Farmer Mac entered into $3.2 million, $3.0 million,
and $0.4 million of new USDA Securities in 2019, 2018, and 2017, respectively, with First Dakota
National Bank. In addition, Farmer Mac entered into $3.6 million, $0.0 million, and $0.0 million of new
LTSPCs in 2019, 2018, and 2017, respectively, with First Dakota National Bank. First Dakota National
Bank retained servicing fees of $1.2 million, $1.4 million, and $1.2 million in 2019, 2018, and 2017,
respectively, for its work as a Farmer Mac servicer.
Farmer Mac purchased $4.0 million, $2.0 million, and $5.4 million in USDA Securities from Bath State
Bank in 2019, 2018, and 2017, respectively.
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Farmer Mac posted $0.5 million cash and $131.7 million of investment securities as of December 31,
2019 and posted no cash and $47.0 million investment securities as of December 31, 2018. Farmer Mac
records posted cash as a reduction in the outstanding balance of cash and cash equivalents and an increase
in the balance of prepaid expenses and other assets. Any investment securities posted as collateral are
included in the investment securities balances on the consolidated balance sheets. If Farmer Mac had
breached certain provisions of the derivative contracts as of December 31, 2019 and 2018, it could have
been required to settle its obligations under the agreements, but would not have been required to post
additional collateral. As of December 31, 2019 and 2018, there were no financial derivatives in a net
payable position where Farmer Mac was required to pledge collateral which the counterparty had the right
to sell or repledge.
Of Farmer Mac's $14.0 billion notional amount of interest rate swaps outstanding as of December 31,
2019, $11.0 billion were cleared through the swap clearinghouse, the Chicago Mercantile Exchange
("CME"). Of Farmer Mac's $9.9 billion notional amount of interest rate swaps outstanding as of December
31, 2018, $8.5 billion were cleared through the swap clearinghouse. During 2019, the Company increased
its use of non-cleared basis swaps as it began to prepare for the transition away from the use of LIBOR as
a reference rate.
7.

NOTES PAYABLE

Farmer Mac's borrowings consist of discount notes and medium-term notes, both of which are unsecured
general obligations of Farmer Mac. Discount notes generally have original maturities of 1.0 year or less,
whereas medium-term notes generally have maturities of 0.5 years to 15.0 years.
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available, the updated appraised value at the time of guarantee, purchase, or commitment. Current loanto-value ratios may be higher or lower than the original loan-to-value ratios.
9.

EQUITY

Common Stock
Farmer Mac has three classes of common stock outstanding:
•

•
•

Class A voting common stock, which may be held only by banks, insurance companies, and
other financial institutions or similar entities that are not institutions of the Farm Credit
System. By federal statute, no holder of Class A voting common stock may directly or
indirectly be a beneficial owner of more than 33% of the outstanding shares of Class A voting
common stock.
Class B voting common stock, which may be held only by institutions of the Farm Credit
System. There are no restrictions on the maximum holdings of Class B voting common stock.
Class C non-voting common stock, which has no ownership restrictions.

During 2019, 2018, and 2017, Farmer Mac paid a quarterly dividend of $0.70, $0.58, and $0.36 per share
on all classes of its common stock. Farmer Mac's ability to declare and pay dividends on its common
stock could be restricted if it fails to comply with applicable capital requirements.
Farmer Mac's board of directors approved a share repurchase program during third quarter 2015
authorizing Farmer Mac to repurchase up to $25.0 million of its outstanding Class C non-voting common
stock. The share repurchase program, last modified on March 14, 2019, authorizes Farmer Mac to
repurchase to up to $10.0 million of Farmer Mac's outstanding Class C non-voting common stock. Farmer
Mac did not repurchase any shares during 2019 under this program. As of December 31, 2019, Farmer
Mac had repurchased approximately 668,000 shares of Class C non-voting common stock at a cost of
approximately $19.6 million under the share repurchase program, and has not repurchased any shares
since first quarter 2016. The program expires at the end of March 2021.
Preferred Stock
On May 13, 2019, Farmer Mac issued 4.0 million shares of $5.700% Non-Cumulative Preferred Stock,
Series D ("Series D Preferred Stock"), which has a par value and liquidation preference of $25.00 per
share, or $100.0 million aggregate outstanding.
On June 12, 2019, Farmer Mac used part of the net proceeds from the sale of the Series D Preferred Stock
to redeem and repurchase all $75.0 million aggregate outstanding of Farmer Mac's $6.875% NonCumulative Preferred Stock, Series B ("Series B Preferred Stock"), plus any declared and unpaid
dividends through and including the redemption date. As a result of the retirement of the Series B
Preferred Stock, Farmer Mac recognized $2.0 million of deferred issuance costs, which is presented as
"Loss on retirement of preferred stock" on the consolidated statements of operations
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newly enacted 21% federal corporate income tax rate and thus reduced its value by $1.4 million.
Accordingly, Farmer Mac recorded an increase to income tax expense of $1.4 million, or an increase of
1.04%, in Farmer Mac's effective tax rate for 2017.
As of December 31, 2019 and 2018, Farmer Mac did not identify any uncertain tax positions.
Farmer Mac did not have any unrecognized tax benefits for the years ended December 31, 2019, 2018, and
2017.
Tax years 2017 through 2019 remain subject to examination.
11.

EMPLOYEE BENEFITS

Farmer Mac makes contributions to a defined contribution retirement plan for all of its employees.
Farmer Mac contributed 13.2% of the lesser of an employee's gross salary and the maximum
compensation permitted under the Economic Growth and Tax Relief Reconciliation Act of 2001
("EGTRRA") ($280,000 for 2019, $275,000 for 2018, and $270,000 for 2017), plus 5.7% of the difference
between: (1) the lesser of the gross salary and the amount established under EGTRRA and (2) the Social
Security Taxable Wage Base. Employees are fully vested after having been employed for approximately 3
years. Expenses for this plan for the years ended December 31, 2019, 2018, and 2017 were $1.9 million,
$1.8 million, and $1.5 million, respectively.
Farmer Mac established a Nonqualified Deferred Compensation Plan ("NQDC Plan") for its executive
officers effective May 1, 2017. Under the NQDC Plan, Farmer Mac credits the account of each participant
each calendar year with an amount equal to 18.9% of the difference between: (1) the amount established
under EGTRRA and (2) a participant’s gross annual base salary, which for purposes of calculating
employer credits under the NQDC Plan is capped at $700,000 for Farmer Mac’s Chief Executive Officer
and $500,000 for all other participants. This fixed contribution percentage is the same formula used for
determining employer contributions to Farmer Mac’s defined contribution retirement plan based on an
employee’s gross annual base salary that is above the amount established under EGTRRA for that year.
Expenses for the NQDC Plan were $0.1 million for both of the years ended December 31, 2019 and 2018.
12.

GUARANTEES

Farmer Mac offers two credit enhancement alternatives to direct loan purchases that allow approved
lenders the ability to retain the cash flow benefits of their loans and increase their liquidity and lending
capacity: (1) Farmer Mac Guaranteed Securities, which are available through each of the Farm & Ranch,
USDA Guarantees, Rural Utilities, and Institutional Credit lines of business, and (2) LTSPCs, which are
available through the Farm & Ranch or the Rural Utilities lines of business.
The contractual terms of Farmer Mac's off-balance sheet guarantees and LTSPCs range from less than 1
year to 30 years. However, the actual term of each guarantee or LTSPC may be significantly less than the
contractual term based on the prepayment characteristics of the related loans. Farmer Mac's maximum
potential exposure under these off-balance sheet guarantees and LTSPCs is comprised of the unpaid
principal balance of the underlying loans. Guarantees issued or modified on or after January 1, 2003 are
recorded in the consolidated balance sheets. Farmer Mac's maximum potential exposure was $3.5 billion
and $4.0 billion as of December 31, 2019 and 2018, respectively. Farmer Mac's maximum potential
exposure for guarantees issued before January 1, 2003, which are not recorded on the consolidated balance
sheets, was $15.5 million and $23.8 million as of December 31, 2019 and 2018, respectively. The
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valued by discounting the expected cash flows of these instruments using a yield curve derived from
market prices observed for similar agency securities and are also classified as Level 3. Because the cash
flows of Farmer Mac's financial instruments may be interest rate path dependent, estimated fair values and
projected discount rates for Level 3 financial instruments are derived using a Monte Carlo simulation
model. Different market assumptions and estimation methodologies could significantly affect estimated
fair value amounts.
14.

BUSINESS SEGMENT REPORTING

Farmer Mac's operations consist of four operating segments – Farm & Ranch, USDA Guarantees, Rural
Utilities, and Institutional Credit. The Institutional Credit segment comprises Farmer Mac's purchases and
guarantees of AgVantage securities related to general obligations of lenders that are secured by pools of
eligible loans.
Each segment is based on distinct products and distinct business activities. In addition to these four
operating segments, a corporate segment is presented. That segment represents activity in Farmer Mac's
investment portfolio and other corporate activities. Each operating segment's financial results include
directly attributable revenues and expenses. Corporate charges for administrative expenses that are not
directly attributable to an operating segment are allocated to each segment based on headcount.
Farmer Mac uses core earnings to measure corporate economic performance and develop financial plans
because, in management's view, core earnings is a useful alternative measure in understanding
Farmer Mac's economic performance, transaction economics, and business trends. Core earnings
principally differs from net income attributable to common stockholders by excluding the effects of fair
value fluctuations, which are not expected to have a cumulative net impact on financial condition or
results of operations reported in accordance with generally accepted accounting principles if the related
financial instruments are held to maturity, as is generally expected. Core earnings also differs from net
income attributable to common stockholders by excluding specified infrequent or unusual transactions that
Farmer Mac believes are not indicative of future operating results and that may not reflect the trends and
economic financial performance of Farmer Mac's core business. This corporate economic performance
measure may not be comparable to similarly labeled measures disclosed by other companies.
Farmer Mac uses net effective spread to measure the net spread Farmer Mac earns between its interestearning assets and the related net funding costs of these assets. Net effective spread differs from net
interest income and net interest yield because it excludes: (1) the amortization of premiums and discounts
on assets consolidated at fair value that are amortized as adjustments to yield in interest income over the
contractual or estimated remaining lives of the underlying assets; (2) interest income and interest expense
related to consolidated trusts with beneficial interests owned by third parties, which are presented on
Farmer Mac's consolidated balance sheets as "Loans held for investment in consolidated trusts, at
amortized cost"; and (3) the fair value changes of financial derivatives and the corresponding assets or
liabilities designated in a fair value hedge accounting relationship.
The financial information presented below reflects the accounts of Farmer Mac and its subsidiaries on a
consolidated basis. Accordingly, the core earnings for Farmer Mac's reportable operating segments will
differ from the stand-alone financial statements of Farmer Mac's subsidiaries. These differences will be
due to various factors, including the exclusion of unrealized gains and losses related to fair value changes
of trading assets and financial derivatives, as well as the allocation of certain expenses such as dividends
and interest expense related to the issuance of capital and the issuance of indebtedness managed at the
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Management's Report on Internal Control Over Financial Reporting. See "Financial Statements—
Management's Report on Internal Control Over Financial Reporting" in Item 8 of this Annual Report on
Form 10-K.
Attestation Report of Independent Registered Public Accounting Firm. See "Financial Statements—
Report of Independent Registered Public Accounting Firm" in Item 8 of this Annual Report on Form 10K.
Changes in Internal Control Over Financial Reporting. There were no changes in Farmer Mac's internal
control over financial reporting during the three months ended December 31, 2019 that have materially
affected, or are reasonably likely to materially affect, Farmer Mac's internal control over financial
reporting.
Item 9B.
(a)

None.

(b)

None.

Other Information

PART III
Item 10.

Directors, Executive Officers, and Corporate Governance

The information required by this Item is incorporated by reference to Farmer Mac's definitive proxy
statement to be filed on or about April 6, 2020.
Item 11.

Executive Compensation

The information required by this Item is incorporated by reference to Farmer Mac's definitive proxy
statement to be filed on or about April 6, 2020.
Item 12.

Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

The information required by this Item is incorporated by reference to Farmer Mac's definitive proxy
statement to be filed on or about April 6, 2020.
Item 13.

Certain Relationships and Related Transactions and Director Independence

The information required by this Item is incorporated by reference to Farmer Mac's definitive proxy
statement to be filed on or about April 6, 2020.
Item 14.

Principal Accountant Fees and Services

The information required by this Item is incorporated by reference to Farmer Mac's definitive proxy
statement to be filed on or about April 6, 2020.
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PART IV
Item 15.
a.

(1)

Exhibits and Financial Statement Schedules
Financial Statements.

Refer to Item 8 above.
(2)

Financial Statement Schedules.

There are no schedules because they are not applicable, not required, or the information required to be set
forth therein is included in the consolidated financial statements or in notes thereto.
b.

Exhibits

*

3.1

—

Title VIII of the Farm Credit Act of 1971, as most recently amended by the Agricultural
Improvement Act of 2018 (Previously filed as Exhibit 3.1 to Form 10-K filed February 21, 2019).
Amended and Restated By-Laws of the Registrant (Previously filed as Exhibit 3.1 to Form 8-K filed
May 9, 2019).
Specimen Certificate for Farmer Mac Class A Voting Common Stock (Previously filed as Exhibit
4.1 to Form 10-Q filed May 15, 2003).
Specimen Certificate for Farmer Mac Class B Voting Common Stock (Previously filed as Exhibit
4.2 to Form 10-Q filed May 15, 2003).
Specimen Certificate for Farmer Mac Class C Non-Voting Common Stock (Previously filed as
Exhibit 4.3 to Form 10-Q filed May 15, 2003).
Specimen Certificate for 5.875% Non-Cumulative Preferred Stock, Series A (Previously filed as
Exhibit 4.4.1 to Form 10-Q filed May 9, 2013).
Certificate of Designation of Terms and Conditions of 5.875% Non-Cumulative Preferred Stock,
Series A (Previously filed as Exhibit 4.1 to Form 8-A filed January 17, 2013).
Specimen Certificate for 6.000% Fixed-to-Floating Rate Non-Cumulative Preferred Stock, Series C
(Previously filed as Exhibit 4.6 to Form 10-Q filed August 11, 2014).
Certificate of Designation of Terms and Conditions of 6.000% Fixed-to-Floating Rate NonCumulative Preferred Stock, Series C (Previously filed as Exhibit 4.1 to Form 8-A filed June 20,
2014).

*

3.2

—

*

4.1

—

*

4.2

—

*

4.3

—

*

4.4

—

*

4.4.1

—

*

4.5

—

*

4.5.1

—

*

4.6

—

Specimen Certificate for 5.700% Non-Cumulative Preferred Stock, Series D (Previously filed as
Exhibit 4.7 to Form 10-Q filed August 1, 2019).

*

4.6.1

—

Certificate of Designation of Terms and Conditions of 5.700% Non-Cumulative Preferred Stock,
Series D (Previously filed as Exhibit 4.1 to Form 8-A filed May 13, 2019).

**

4.7

—

†*

10.1

—

†*

10.2

—

†*

10.2.1

—

†*

10.2.2

—

†*

10.2.3

—

†*

10.2.4

—

†*

10.2.5

—

Description of the Registrant's securities that are registered under Section 12 of the
Securities Exchange Act of 1934.
Employment Agreement dated as of October 15, 2018 between Bradford T. Nordholm and the
Registrant (Previously filed as Exhibit 10.1 to Form 8-K filed October 1, 2018).
Amended and Restated 2008 Omnibus Incentive Plan (Previously filed as Exhibit 10.2 to Form 10Q filed August 9, 2018).
Form of SARs Award Agreement under the 2008 Omnibus Incentive Plan for grants made prior to
April 1, 2012 (Previously filed as Exhibit 10 to Form 8-K filed June 11, 2008).
Form of SARs Award Agreement under the 2008 Omnibus Incentive Plan for grants made from
April 1, 2012 to March 31, 2013 (Previously filed as Exhibit 10.1 to Form 8-K filed April 6, 2012).
Form of SARs Award Agreement under the 2008 Omnibus Incentive Plan for grants made from
April 1, 2013 to March 31, 2015 (Previously filed as Exhibit 10.1 to Form 8-K filed April 5, 2013).
Form of SARs Award Agreement under the 2008 Omnibus Incentive Plan for grants made on or
after April 1, 2015 (Previously filed as Exhibit 10.1 to Form 8-K filed on April 3, 2015).
Form of Restricted Stock Agreement (Officers) under the 2008 Omnibus Incentive Plan for grants
made prior to April 1, 2012 (Previously filed as Exhibit 10.1 to Form 8-K filed June 10, 2009).
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†*

10.2.6

—

Form of Restricted Stock Agreement (Officers) under the 2008 Omnibus Incentive Plan for grants
made from April 1, 2012 to March 31, 2013 (Previously filed as Exhibit 10.2 to Form 8-K filed
April 6, 2012).

†*

10.2.7

—

†*

10.2.8

—

†*

10.2.9

—

†*

10.2.10

—

Form of Restricted Stock Agreement (Directors) under the 2008 Omnibus Incentive Plan
(Previously filed as Exhibit 10.3 to Form 8-K filed April 6, 2012).
Form of Time-Based Restricted Stock Award Agreement for grants made to non-directors from
April 1, 2013 to March 31, 2015 (Previously filed as Exhibit 10.2 to Form 8-K filed April 5, 2013).
Form of Time-Based Restricted Stock Award Agreement for grants made to non-directors on or
after April 1, 2015 (Previously filed as Exhibit 10.3 to Form 8-K filed on April 3, 2015).
Form of Performance-Based Restricted Stock Award Agreement for grants made to non-directors
from April 1, 2013 to March 31, 2015 (Previously filed as Exhibit 10.2 to Form 8-K filed April 5,
2013).

†*

10.2.11

—

†*

10.3

—

†*

10.4

—

†*

10.5

—

†*

10.6

—

†*

10.7

—

†**

10.8

—

*#

10.9

—

*#

10.9.1

—

Amendment No. 1 to Amended and Restated Master Central Servicing Agreement between Zions
First National Bank and the Registrant, dated as of June 1, 2009 (Previously filed as Exhibit 10.11.1
to Form 10-Q filed August 10, 2009).

*#

10.9.2

—

Amendment No. 2 to Amended and Restated Master Central Servicing Agreement between Zions
First National Bank and the Registrant, dated as of August 25, 2010 (Previously filed as Exhibit
10.11.2 to Form 10-Q filed November 9, 2010).

*#

10.10

—

*

10.11

—

*

10.12

—

*

10.13

—

Loan Closing File Review Agreement between Zions First National Bank and the Registrant, dated
as of May 1, 2004 (Previously filed as Exhibit 10.12 to Form 10-Q filed November 9, 2005).
Sublease Agreement between Mayer Brown LLP and the Registrant, dated as of December 6, 2010
(Previously filed as Exhibit 10.43 to Form 10-K/A filed June 1, 2011).
Master Trust, Sale and Servicing Agreement between CFC Advantage, LLC, National Rural
Utilities Cooperative Finance Corporation, U.S. Bank National Association, and the Registrant,
dated as of October 20, 2006 (Previously filed as Exhibit 10.22 to Form 10-Q filed
August 9, 2010).
Registration Rights Agreement Series 2007-1 between CFC Advantage, LLC, National Rural
Utilities Cooperative Finance Corporation, and the Registrant, dated as of February 15, 2007
(Previously filed as Exhibit 10.23 to Form 10-Q filed August 9, 2010).

*

10.14

—

Registration Rights Agreement Series 2007-2 between CFC Advantage, LLC, National Rural
Utilities Cooperative Finance Corporation, and the Registrant, dated as of August 10, 2007
(Previously filed as Exhibit 10.24 to Form 10-Q filed August 9, 2010).

*

10.15

—

Amended and Restated Note Purchase Agreement between Farmer Mac Mortgage Securities
Corporation, National Rural Utilities Cooperative Finance Corporation, and the Registrant, dated as
of March 24, 2011 (Previously filed as Exhibit 10.22 to Form 10-Q filed May 10, 2011).

*

10.15.1

—

Amended and Restated First Supplemental Note Purchase Agreement between Farmer Mac
Mortgage Securities Corporation, National Rural Utilities Cooperative Finance Corporation, and the
Registrant, dated as of January 8, 2015 (Previously filed as Exhibit 10.1 to Form 8-K filed January
13, 2015).

Form of Performance-Based Restricted Stock Award Agreement for grants made to non-directors
on or after April 1, 2015 (Previously filed as Exhibit 10.2 to Form 8-K filed on April 3, 2015).
Federal Agricultural Mortgage Corporation Amended and Restated Executive Officer Severance
Plan (Previously filed as Exhibit 10.1 to Form 8-K filed November 3, 2016).
Form of Participation Agreement to the Federal Agricultural Mortgage Corporation Amended and
Restated Executive Officer Severance Plan (Previously filed as Exhibit 10.2 to Form 8-K filed
November 3, 2016).
Nonqualified Deferred Compensation Plan (effective May 1, 2017) (Previously filed as Exhibit 10.2
to Form 10-Q filed May 10, 2017)
Adoption Agreement of the Nonqualified Deferred Compensation Plan (effective May 1, 2017)
(Previously filed as Exhibit 10.3 to Form 10-Q filed May 10, 2017)
Form of Indemnification Agreement for Directors (Previously filed as Exhibit 10.1 to Form 8-K
filed April 9, 2008).
Description of compensation agreement between the Registrant and its directors, effective
January 1, 2020.
Amended and Restated Master Central Servicing Agreement between Zions First National Bank and
the Registrant, dated as of May 1, 2004 (Previously filed as Exhibit 10.11.2 to Form 10-Q filed
August 9, 2004).
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*

10.15.2

—

*

10.16

—

*

10.17

—

Amended and Restated Master Sale and Servicing Agreement between National Rural Utilities
Cooperative Finance Corporation and the Registrant, dated as of August 12, 2011 (Previously filed
as Exhibit 10.26 to Form 10-Q filed November 9, 2011).

*

10.18

—

Amendment No. 1 to Amended and Restated Master Sale and Servicing Agreement between
National Rural Utilities Cooperative Finance Corporation and the Registrant, dated as of November
28, 2016 (Previously filed as Exhibit 10.17 to Form 10-K filed March 9, 2017).

*#

10.19

—

Credit Support Agreement between National Rural Utilities Cooperative Finance Corporation and
the Registrant, dated as of September 1, 2009 (Previously filed as Exhibit 10.38 to Form 10-Q filed
August 9, 2010).

*

10.20

—

Indenture between National Rural Utilities Cooperative Finance Corporation, U.S. Bank National
Association, and the Registrant, dated as of September 1, 2009 (Previously filed as Exhibit 10.39 to
Form 10-Q filed August 9, 2010).

*

10.21

—

Master Note Purchase Agreement between Farmer Mac Mortgage Securities Corporation, National
Rural Utilities Cooperative Finance Corporation, and the Registrant, dated as of July 31, 2015
(Previously filed as Exhibit 10.1 to Form 10-Q filed November 9, 2015).

*#

10.22

—

*#

10.23

—

Amended and Restated First Supplemental Note Purchase Agreement between Farmer Mac
Mortgage Securities Corporation, National Rural Utilities Cooperative Finance Corporation, and the
Registrant, dated as of March 15, 2016 (Previously filed as Exhibit 10.1 to Form 10-Q filed May 10,
2016).
Second Supplemental Note Purchase Agreement between Farmer Mac Mortgage Securities
Corporation, National Rural Utilities Cooperative Finance Corporation, and the Registrant, dated as
of July 31, 2018 (Previously filed as Exhibit 10.1 to Form 10-Q filed November 8, 2018).

*

10.24

—

*

10.25

—

*

10.26

—

Amendment No. 1 to Long Term Standby Commitment to Purchase between National Rural
Utilities Cooperative Finance Corporation and the Registrant, dated as of May 31, 2016 (Previously
filed as Exhibit 10.1 to Form 10-Q filed August 9, 2016).

*

10.27

—

Loan Participation Servicing Agreement between National Rural Utilities Cooperative Finance
Corporation, National Cooperative Services Corporation, and the Registrant, dated as of September
26, 2019 (Previously filed as Exhibit 10 to Form 8-K filed October 9, 2019).

*

10.28

—

Master Non-Recourse Loan Participation Agreement between CoBank, ACB, CoBank, FCB, and
the Registrant, dated as of February 13, 2019 (Previously filed as Exhibit 10.1 to Form 8-K filed
February 20, 2019).

*

10.29

—

Loan Participation and Servicing Agreement between CoBank, ACB and the Registrant, dated as of
February 13, 2019 (Previously filed as Exhibit 10.2 to Form 8-K filed February 20, 2019).

*

21

—

**

31.1

—

List of the Registrant's subsidiaries (Previously filed as Exhibit 21 to Form 10-K filed March 8,
2018).
Certification of Registrant's principal executive officer relating to the Registrant's Annual Report on
Form 10-K for the year ended December 31, 2019, pursuant to Rule 13a-14(a), as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

**

31.2

—

Certification of Registrant's principal financial officer relating to the Registrant's Annual Report on
Form 10-K for the year ended December 31, 2019, pursuant to Rule 13a-14(a), as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

**

32

—

Certification of Registrant's principal executive officer and principal financial officer relating to the
Registrant's Annual Report on Form 10-K for the year ended December 31, 2019, pursuant to 18
U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Second Amended and Restated First Supplemental Note Purchase Agreement between Farmer Mac
Mortgage Securities Corporation, National Rural Utilities Cooperative Finance Corporation, and the
Registrant, dated as of February 26, 2018 (Previously filed as Exhibit 10.1 to Form 10-Q filed May
10, 2018).
Setoff Rights Letter Agreement between National Rural Utilities Cooperative Finance Corporation,
Farmer Mac Mortgage Securities Corporation, and the Registrant, dated as of March 24, 2011
(Previously filed as Exhibit 10.24 to Form 10-Q filed May 10, 2011).

Second Amended, Restated and Consolidated Pledge Agreement between Farmer Mac Mortgage
Securities Corporation, National Rural Utilities Cooperative Finance Corporation, U.S. Bank
National Association, and the Registrant, dated as of July 31, 2015 (Previously filed as Exhibit 10.3
to Form 10-Q filed November 9, 2015).
Long Term Standby Commitment to Purchase between National Rural Utilities Cooperative
Finance Corporation and the Registrant, dated as of August 31, 2015 (Previously filed as Exhibit
10.4 to Form 10-Q filed November 9, 2015).
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1999 K Street, N.W., Fourth Floor, Washington, DC 20006
Phone: 202.872.7700 or 800.879.3276
www.farmermac.com

