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Overview

The Farm Credit System’s (System) overall mission is to provide sound and dependable credit and
related services to agriculture and rural America. This mission is derived primarily from Section 1.1 of
the Farm Credit Act of 1971, as amended (the Act), which identifies the policy and objectives of
Congress for the System. The Farm Credit Administration (FCA) has also emphasized the importance of
mission, addressing it in FCA Board Policy Statement 59 on Regulatory Philosophy and in other
regulatory documents. The credit and related service needs of agricultural producers and rural
America are evolving, and meeting those needs in a safe and sound manner can be a challenge. Within
the bounds of safety and soundness, FCA wants to ensure institutions fulfill their public mission as
government-sponsored enterprises (GSEs).

While it is important for the System to be responsive to the needs of all types of agricultural producers
having a basis for credit, institutions should use caution when expanding into new markets or
products. Institutions should conduct appropriate due diligence and have the necessary resources and
expertise to serve these markets and deliver their products in a safe and sound manner. As discussed
in the procedures below, FCA will evaluate compliance with mission-related regulations and guidance
by assessing the adequacy and administration of programs to provide constructive credit and services
as a GSE, including efforts to strive for diversity and inclusion. This also includes ensuring institutions
meet the needs of young, beginning, and small (YBS) farmers, and that mission-related investments, if
used, help agriculture and rural communities meet their ongoing debt and equity financing needs.

Note: Guidance is currently under development for several of the procedures below.

Examination Procedures and Guidance
General

1. Constructive Credit & Services:

Evaluate the adequacy and success of programs for meeting the System’s public mission to provide
credit and related services to all eligible, creditworthy customers.

Guidance:

Section 1.1 of the Act calls for the System to provide sound, adequate, and constructive credit and
related services to farmers, ranchers, their cooperatives, and to selected farm-related businesses
necessary for efficient farm operations. It sets the congressional policy that System institutions be
responsive to the credit needs of all types of agricultural producers having a basis for credit. Other
provisions of the Act address eligibility and scope of financing, as well as providing sound and
constructive credit to YBS farmers. Collectively, FCA views these objectives in the Act as key

FCA Examination Manual Page 1

Mission Compliance


http://ww3.fca.gov/readingrm/Handbook/Statutes/SEC.%201.01.docx
http://ww3.fca.gov/readingrm/Handbook/FCA%20Board%20Policy%20Statements/Regulatory%20Philosophy.docx
http://ww3.fca.gov/readingrm/Handbook/Statutes/SEC.%201.01.docx

components of the System’s public mission.

The 2012 amendment to FCA Regulation 618.8440 requires that business plans for agricultural credit
banks (ACBs) and direct lender associations include a marketing plan. The marketing plan must
strategically address how the institution will be responsive to the credit needs of all types of
agricultural producers having a basis for credit, with specific outreach toward diversity and inclusion.
In addition, FCA Bookletter BL-066 reinforced the need for lenders to look beyond traditionally
served markets and customers, and towards other eligible customers. In a growing number of areas
around the country, these new markets and potential customers are providing an increasing amount
of food and fiber to consumers.

As set forth in the Act, regulations, and other guidance discussed throughout this section,
institutions must understand their marketplace, reach out to potential eligible and creditworthy
customers, and have board-adopted strategies and actions that clearly demonstrate efforts to fulfill
their mission. Business plans, policies, lending standards, and risk appetite and tolerances should be
structured and aligned in a manner that supports this mission, while balancing with the need to
ensure credit and other risks remain within the institution’s risk-bearing capacity.

Evaluative questions and items to consider when examining an institution’s good faith efforts to
provide constructive credit and services include:

e Market Analysis: Does the market analysis include a description of the chartered territory
by market segment? Does the analysis provide sufficient analytical support for identifying
strategies to reach out to emerging or underserved market segments? Business and
marketing plans are key mechanisms for a board to guide management and staff in
supporting mission-related objectives. To support the guidance contained in these plans,
each institution should study and know its customer base and agricultural marketplace. FCA
Regulation 618.8440(b)(8)(i) requires that ACB and direct lender association marketing plans
include a description of the chartered territory by market segment, including the
characteristics of demography, geography, and types of agriculture practiced. The
institution should use this data to understand the characteristics of its chartered territory.
With this knowledge, the institution can determine whether there may be potential, eligible
customers it can reach through better marketing and outreach methods. The following are
examples of best practices an institution should consider when completing a market
analysis. While not required by regulations, these practices may help an institution develop
meaningful strategies to carry out its mission.

0 When describing the characteristics of the territory and each market segment,
include trend information on production units by size, type, or other characteristics
that can help guide future marketing and outreach decisions.

0 Address eligible market segments such as farm-related service businesses,
processing or marketing operations, and rural homes. When analyzing these,
management could consider factors such as how well the marketplace is already
meeting customer needs in a particular segment, and the resources and expertise
needed to serve that segment.

0 Consult with legal counsel to ensure that data gathering and analysis complies with
applicable laws.

e Impediments to Fulfilling Public Mission: Do values, culture, or practices pose any
impediments to meeting the public mission, and if so, has the institution undertaken any
strategies or actions to address these impediments? The institution’s mission statement,
core values, and general organizational culture and practices should be consistent with the
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System’s mission as outlined in Section 1.1 of the Act and the other criteria documents
referenced in this guidance. This also includes items such as policies, processes,
underwriting standards, lending approach, risk tolerances, staffing, and compensation
systems that can all influence behaviors or practices that may promote or impede the
institution from achieving its mission. Management should analyze lending programs and
practices, service delivery mechanisms, and staff skills to serve the various market segments
and ensure there are no unnecessary barriers to providing credit to eligible, creditworthy
customers. For example, such barriers could include a lack of employee training,
appropriate loan products, appropriate creditworthiness standards, or outreach toward
certain populations or geographic areas. When these barriers exist, management should
take appropriate actions to address them. However, management should ensure they
understand the inherent risks associated with such actions or any new initiatives, and that
appropriate risk management practices are in place.

e Lending Authorities: Is the institution appropriately using its available lending authorities
to carry out its mission? If not, was reasonable and thoughtful consideration given for not
using certain authorities? While the mission focus is on credit and services aimed at eligible
agricultural producers, the institution’s actual and intended use of authorities such as farm-
related service businesses, processing or marketing operations, rural home, and similar
entity should also be considered. While there are no specific requirements that an
institution use these authorities, management should consider how these authorities may
contribute to accomplishing the institution’s mission. As a best practice, institutions should
complete a thoughtful analysis as a basis for any business decisions to not actively use
available lending authorities.

e Strategies and Actions: Has the institution developed appropriate strategies and actions
to market the institution’s products and services to all eligible and creditworthy
customers? FCA Regulation 618.8440(b)(8)(ii) requires the business plan for each ACB and
direct lender association to include a marketing plan. This marketing plan must include
strategies and actions to market the institution’s products and services to all eligible and
creditworthy customers, with specific outreach toward diversity and inclusion within each
market segment. The plan should reflect the chartered territory’s geographic and
demographic diversity, and address the accessibility of the institution’s products and
services to all potential customers. In developing strategies, institutions should make a good
faith effort to identify how they can reach out to potential eligible and creditworthy
customers who may not have previously had access to credit for various reasons. The
institution’s approach to developing strategies should be thoughtful, deliberative,
supported, and documented. Once strategies are established, institutions should develop
actions that outline how the strategies will be implemented. Actions should have enough
specificity to ensure they will reasonably accomplish the intended strategies. To ensure
accountability, institutions should craft the strategies and actions in a way that will enable
reporting on the progress made in accomplishing them. However, institutions are not
expected to quantify results obtained from accomplishing the strategies and actions related
to diversity and inclusion. Note: YBS programs have additional criteria related to
establishing quantifiable goals that go beyond the expectations outlined in FCA
Regulation 618.8440(b)(8). Refer to FCA Regulation 614.4165 and FCA Bookletters BL-040
and BL-066 for details.

e Implementation: Were marketing plan strategies and actions effectively implemented?
Strategies and actions must be effectively implemented for the marketing plan to be
successful. Management and staff should make a good faith effort to implement all
strategies and actions. Any material deviation from the plan should be reported to the
board. The board should hold management accountable for implementation and should

FCA Examination Manual Page 3

Mission Compliance


http://ww3.fca.gov/readingrm/Handbook/Statutes/SEC.%201.01.docx
http://ww3.fca.gov/readingrm/Handbook/FCA%20Regulation/618.8440.docx
http://ww3.fca.gov/readingrm/Handbook/FCA%20Regulation/618.8440.docx
http://ww3.fca.gov/readingrm/Handbook/FCA%20Regulation/614.4165.docx
http://ww3.fca.gov/readingrm/Handbook/FCA%20Bookletters/BL-040%20REVISED.docx
http://ww3.fca.gov/readingrm/Handbook/FCA%20Bookletters/BL-066.docx

approve any material deviation from the plan. While the institution is not expected to
quantify results related to diversity and inclusion, a best practice would be to quantify
results in meeting other aspects of the marketing plan. A review of the information
discussed above, along with an analysis of loan portfolio composition and loan underwriting
practices, should evidence that the institution is effectively meeting its public mission.

e Board Reporting: Does the board receive sufficient reports on progress made in
accomplishing marketing plan strategies and actions? The reporting should inform the
board of any significant problems, delays, or adjustments needed in implementing strategies
and actions to market the institution’s products and services to all eligible and creditworthy
customers, with specific outreach toward diversity and inclusion within each market
segment. Report content and frequency should be consistent with board policy or process
requirements, and comply with FCA Regulation 618.8440(c)(2). While the regulation
requires board reporting annually, institutions should consider more frequent reporting as
discussed in the Strategic Direction and Business Planning section of The Director’s Role.
More ongoing reporting will enable the board to ensure accountability and formulate new
strategies and actions, if necessary.

Note: As specified in FCA Regulation 618.8440(b)(8), institutions may use other documents as part
of meeting the marketing plan regulatory requirements. However, these documents must be
approved by the board annually, and be summarized and incorporated by reference in the
marketing plan. Also, it is important to remember the FCA business planning regulation does not
require an institution to:

e Establish quotas. It does not require specific outcomes in lending; rather, the focus is on
outreach efforts and strategies and actions.

e Complete redundant plans or actions. An institution may use existing documents to satisfy
these planning requirements, provided the existing documents are approved annually by the
board.

¢ Disclose confidential or sensitive information in public documents.

e Extend credit to any persons who are not eligible, creditworthy, or within the scope of
financing rules.

e Favor any type or group of agricultural producers in its underwriting of credit.

e Gather or record data on customer characteristics not currently legally gathered or
recorded.

e Implement strategies or actions that extend beyond its marketplace.

e Develop marketing plans unless it is exercising title Ill lending authorities or is a direct lender
association.

e Implement strategies or actions inconsistent with existing lending laws and rules or with
safety and soundness standards.

System institutions vary widely in their size, marketplace, agricultural types practiced, producer
demographics, and other areas. A one-size-fits-all approach to compliance with FCA’s business
planning regulations is not appropriate and the regulation does not contemplate quotas or
quantifiable metrics in marketplace service or any specific strategies or actions. Examiners should
not expect specific outcomes or results in diversity and inclusion marketplace service, but will
evaluate the institution’s good faith efforts to implement well thought out strategies and actions
identified in the marketing plan.

Refer to the following documents for additional guidance and information:

e Preamble to the 2012 Business Planning Regulation amendments
e Frequently Asked Questions on Business Planning for Diversity and Inclusion
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e FCA procedures and guidance within the Mission Compliance topic for examining YBS,
mission-related investments, and financially related services programs.

2. YBS:

Examine the adequacy and administration of YBS programs, contribution to meeting the System’s
public mission, and compliance with FCA guidance.

Guidance:

3. Mission-Related Investments:

Examine the adequacy and administration of MRI programs, contribution to meeting the System’s
public mission, and compliance with FCA guidance.

Guidance:

4. Financially Related Services:

Examine the adequacy and administration of financially related services programs, contribution to
meeting the System’s public mission, and compliance with FCA guidance.

Guidance:

5. Audit:

Determine if the institution conducts an effective audit (scope, reporting, and followup) of programs
related to mission compliance.

Guidance:

6. Transaction Testing:

Examine individual assets and applications to assess compliance with the institution’s mission-

related programs and applicable laws and regulations, and to evaluate effectiveness of internal
controls and accuracy of data.

Guidance:
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