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The definitive proxy statement relating to the registrant’s 2011 Annual Meeting of Stockholders (portions of which are
incorporated by reference into Part II and Part III of this Annual Report on Form 10-K as described herein).
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PART I
Item 1. Business

General

The Federal Agricultural Mortgage Corporation (“Farmer Mac” or the “Corporation”) 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 creators or owners of financial
investments, such as the originators of loans, may sell all or part of their interests or otherwise offset, for a fee, some
or all of the inherent risks of holding those investments.  Farmer Mac’s main secondary market activities are:

• 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.

Securities guaranteed by Farmer Mac may be retained by the seller of the underlying assets, retained by Farmer Mac,
or sold to third party investors.

Farmer Mac was established, and continues to exist, under federal legislation first enacted in 1988 and amended as
recently as 2008 – 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 is known as 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 (as defined in the charter) under applicable state law to carry out any activities that otherwise
would be performed directly by the Corporation.  Farmer Mac established its two existing subsidiaries, Farmer Mac II
LLC and Farmer Mac Mortgage Securities Corporation, pursuant to that power.

Farmer Mac is an institution of the Farm Credit System (the “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 (including its
subsidiaries) 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, nor are Farmer Mac’s or its subsidiaries’ debts or obligations guaranteed by the full faith
and credit of the United States.
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Farmer Mac’s two principal sources of revenue are:

• guarantee and commitment fees received in connection with outstanding guaranteed securities and LTSPCs; and
• interest income earned on assets held on balance sheet, net of related funding costs and interest payments and

receipts on financial derivatives.

Farmer Mac funds its “program” purchases of eligible loans and guaranteed securities primarily by issuing debt
obligations of various maturities in the public capital markets.  The proceeds of debt issuance are also used to fund
“non-program” investments that must comply with policies adopted by the Corporation’s board of directors and with
regulations promulgated by FCA, including dollar amount, issuer concentration, and credit quality limitations.  Those
regulations can be found at 12 C.F.R. §§ 652.1-652.45 (the “Liquidity and Investment Regulations”).  Farmer Mac’s
regular debt issuance supports its access to the capital markets, and Farmer Mac’s non-program investment assets
provide an alternative source of funds should market conditions be unfavorable.  As of December 31, 2010, Farmer
Mac had $3.8 billion of discount notes and $4.1 billion of medium-term notes outstanding.  For more information
about Farmer Mac’s program assets and non-program investment assets, 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.”

Secondary Market

Farmer Mac’s activities are intended to provide participants with an efficient and competitive secondary market that
enhances the participants’ ability to offer competitively-priced financing to rural borrowers.  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 those borrowers with the benefits of capital markets pricing and product innovation.  The Farmer Mac
secondary market functions as a bridge between the national capital markets and the agricultural and rural credit
markets by attracting new capital for financing to provide greater liquidity and lending capacity to lenders that extend
credit to agricultural borrowers, rural borrowers and rural utilities cooperatives.  Farmer Mac’s purchases of eligible
loans and obligations secured by eligible loans, as well as Farmer Mac’s guaranteed securities sold to third party
investors, increase the capital and liquidity of primary lenders and provide a continuous source of funding for new
lending.  Farmer Mac’s guaranteed securities that are retained by the seller of the securitized assets, as well as Farmer
Mac’s LTSPCs for eligible loans, result in lower regulatory capital requirements for assets retained by the lenders,
thereby expanding their lending capacity.  By thus increasing the efficiency and competitiveness of rural finance, the
Farmer Mac secondary market has the potential to lower the interest rates paid on loans by rural borrowers.

Programs

Farmer Mac conducts its secondary market activities through three programs—Farmer Mac I, Farmer Mac II and Rural
Utilities.  The loans eligible for the Farmer Mac secondary market include:

•mortgage loans secured by first liens on agricultural real estate and rural housing (encompassing the Farmer Mac I
program);

5
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•certain agricultural and rural development loans guaranteed by the United States Department of Agriculture
(“USDA”) (encompassing the Farmer Mac II program); and

• loans made by cooperative lenders to finance electrification and telecommunications systems in rural areas
(encompassing the Rural Utilities program).

As of December 31, 2010, the total outstanding amount of the eligible loans included in all of Farmer Mac’s programs
was $12.2 billion.

Farmer Mac I

Under the Farmer Mac I program, Farmer Mac purchases or commits to purchase eligible mortgage loans secured by
first liens on agricultural real estate.  Farmer Mac also guarantees securities representing interests in, or obligations
secured by, pools of eligible mortgage loans secured by first liens on agricultural real estate.  The securities
guaranteed by Farmer Mac under the Farmer Mac I program are referred to as “Farmer Mac I Guaranteed
Securities.”  To be eligible for the Farmer Mac I program, loans must meet Farmer Mac’s credit underwriting, collateral
valuation, documentation and other specified standards that are discussed in “Business—Farmer Mac Programs—Farmer
Mac I.”  As of December 31, 2010, outstanding Farmer Mac I loans held by Farmer Mac and loans that either backed
Farmer Mac I Guaranteed Securities or were subject to LTSPCs in the Farmer Mac I program totaled $8.2 billion.

Farmer Mac II

Under the Farmer Mac II program, prior to January 2010, Farmer Mac purchased the portions of certain agricultural,
rural development, business and industry, and community facilities loans guaranteed by the United States Department
of Agriculture pursuant to the Consolidated Farm and Rural Development Act (7 U.S.C. §§ 1921 et seq.)
(“USDA-guaranteed portions” or, when presented on the consolidated balance sheets, “USDA Guaranteed Securities”) and
guaranteed securities backed by those USDA-guaranteed portions (“Farmer Mac II Guaranteed Securities”).  Since
January 2010, all purchases of USDA-guaranteed portions under the Farmer Mac II program (other than purchases of
USDA-guaranteed portions that back Farmer Mac II Guaranteed Securities to be sold to third parties) have been, and
will continue to be, made by Farmer Mac’s subsidiary, Farmer Mac II LLC, which now operates substantially all of the
business related to the Farmer Mac II program.  As of December 31, 2010, outstanding USDA Guaranteed Securities
and Farmer Mac II Guaranteed Securities totaled $1.4 billion.

Rural Utilities

Farmer Mac’s Rural Utilities program was initiated during second quarter 2008 after Congress expanded Farmer Mac’s
authorized secondary market activities to include rural utilities loans.  Farmer Mac’s authorized activities under this
program are similar to those conducted under the Farmer Mac I program—loan purchases, guarantees of securities
(“Farmer Mac Guaranteed Securities – Rural Utilities”) and issuance of LTSPCs—with respect to eligible rural utilities
loans.  To be eligible for the Rural Utilities program, loans must meet Farmer Mac’s credit underwriting and other
specified standards that are discussed in “Business—Farmer Mac Programs—Rural Utilities.”  To date, Farmer Mac has not
issued any LTSPCs with respect to rural utilities loans.  As of December 31, 2010, the aggregate outstanding principal
balance of rural utilities loans held and Farmer Mac Guaranteed Securities – Rural Utilities was $2.6 billion.
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Farmer Mac I Guaranteed Securities, Farmer Mac II Guaranteed Securities and Farmer Mac Guaranteed Securities –
Rural Utilities are sometimes collectively referred to as “Farmer Mac Guaranteed Securities.”  The assets underlying
Farmer Mac Guaranteed Securities include (1) loans or USDA-guaranteed portions eligible under one of Farmer Mac’s
programs and (2) general obligations of lenders secured by pools of eligible loans.  The Corporation guarantees the
timely payment of principal and interest on the resulting Farmer Mac Guaranteed Securities.  AgVantage® is a
registered trademark of Farmer Mac used to designate Farmer Mac’s guarantees of securities related to general
obligations of lenders that are secured by pools of eligible loans.  AgVantage securities are currently issued under the
Farmer Mac I and Rural Utilities programs.  Farmer Mac may retain Farmer Mac Guaranteed Securities in its portfolio
or sell them to third parties.

Capital and Corporate Governance

Farmer Mac’s basic capital and corporate governance structure is prescribed in its charter, which authorizes Farmer
Mac to issue two classes of voting common stock that each elects one-third of Farmer Mac’s 15-person board of
directors, as well as non-voting common stock.

•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 may be owned by one holder to no more than 33 percent 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 Class A voting common stock or that prescribes a maximum amount
lower than the 33 percent limit set forth in the charter.  Farmer Mac’s Class A voting common stock trades 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 15-member board of directors are elected by a
plurality of the votes of the Class B stockholders each year.  The charter does not contain any restrictions on the
maximum holdings of Class B voting common stock, and Farmer Mac is not aware of any regulation applicable to
FCS institutions that requires a minimum investment in Farmer Mac Class B voting common stock or that
prescribes a maximum amount.  Farmer Mac’s Class B voting common stock, which has a limited market and trades
infrequently, is not listed or quoted on any exchange or other medium, and Farmer Mac is not aware of any publicly
available quotations or prices for that class of common stock.

•Class C non-voting common stock.  The charter does not impose any ownership restrictions on Class C non-voting
common stock, and those shares 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 trades on the New York
Stock Exchange under the symbol AGM.
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•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.  These appointed directors serve at the pleasure of the President of
the United States.

The ownership of Farmer Mac’s two classes of voting common stock is currently concentrated in a small group of
institutions.  Approximately 97 percent of the voting power of the Class B voting common stock is held by five
institutions of the FCS.  Approximately 45 percent of the Class A voting common stock is held by three financial
institutions, with 31 percent held by one institution.  Farmer Mac believes that the concentration in such a small group
of holders of Class B voting common stock is a by-product of the limited number of eligible holders of that stock
under the charter and the structure of the FCS.  Farmer Mac believes that the concentration in the Class A voting
common stock is a by-product of trading activity in the stock over time and is not by design under the charter or any
regulatory mandate.

The dividend and liquidation rights of all three classes of the Corporation’s common stock are the same.  Dividends
may be paid on Farmer Mac’s common stock only when, as, and if declared by the Corporation’s board of directors in
its sole discretion, subject to 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 the Corporation, the holders of shares of Farmer Mac preferred stock would be paid in
full at par value, plus all accrued dividends, before the holders of shares of common stock received any payment.  See
“Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities” for
more information regarding Farmer Mac’s common stock.  See “Business—Farmer Mac Programs—Financing—Equity
Issuance” for information regarding Farmer Mac’s preferred stock.

Unlike some other GSEs, specifically 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.  Farmer Mac, as a stockholder-owned, publicly-traded corporation, seeks to fulfill its mission of
serving the financing needs of agriculture and rural America while at the same time providing a return on the
investment of its stockholders, including those who do not directly participate in the Farmer Mac secondary market.

Farmer Mac’s policy is to require financial institutions to own a requisite amount of Farmer Mac Class A or Class B
voting common stock, based on the size and type of institution, to participate in the Farmer Mac I program.  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 voting common stock.  Farmer Mac has adopted a Code of Business Conduct and Ethics that governs any
conflicts of interest that may arise in these transactions, and Farmer Mac’s policy is to require 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 program participant not related to Farmer Mac.  For more information about related party
transactions, 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.
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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, 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 (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 as a secondary market compared to the roles of other FCS institutions as primary lenders.  The
Director of OSMO is selected by, and reports to, the FCA board.  The FCA board approves the policies, regulations,
charters, and enforcement activities applicable to other FCS institutions, which are the only eligible holders of Farmer
Mac’s Class B voting common stock.  FCA has no regulatory authority over the financial institutions that are the
eligible holders of Farmer Mac’s Class A voting common stock.

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.  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.  Farmer Mac is also required
to file quarterly reports of condition with OSMO.  For a more detailed discussion of Farmer Mac’s regulatory and
governmental relationships, see “—Government Regulation of Farmer Mac.”

Regulatory Capital

Farmer Mac’s charter establishes three capital standards for the Corporation—minimum capital, critical capital and
risk-based capital.  Farmer Mac is required to comply with the higher of the minimum capital requirement and the
risk-based capital requirement.  For a discussion of Farmer Mac’s statutory and regulatory capital requirements and its
actual capital levels, and particularly FCA’s role in the establishment and maintenance of those requirements and
levels, see “—Government Regulation of Farmer Mac—Regulation—Capital Standards,” “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Balance Sheet Review—Capital,” “Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—Capital Requirements”
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Regulatory Matters.”

Employees and Property

As of December 31, 2010, Farmer Mac employed 58 people, located primarily at its principal executive offices at
1133 Twenty-First Street, N.W., Suite 600, Washington, D.C. 20036.  Farmer Mac also maintains an office at 5408
NW 88th, Suite 120, Johnston, Iowa 50131.  Farmer Mac’s main telephone number is (202) 872-7700.
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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 U.S. Securities and Exchange Commission
(the “SEC”), including Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K,
proxy statements and amendments, if any, to those filings, as soon as reasonably practicable after electronically filing
such materials with, or furnishing such materials to, the SEC.  Please note that all references to www.farmermac.com
in this Annual Report on Form 10-K are inactive textual references only and that the information contained on Farmer
Mac’s website is not incorporated by reference into this Annual Report on Form 10-K.
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FARMER MAC PROGRAMS

The following tables present the outstanding balances and annual activity under Farmer Mac’s three programs—Farmer
Mac I, Farmer Mac II, and Rural Utilities.

Outstanding Balance of Loans, Loans Underlying Farmer Mac
Guaranteed Securities and LTSPCs, and USDA Guaranteed Securities

As of December 31,
2010 2009

(in thousands)
On-balance sheet:
Farmer Mac I:
Loans $ 972,206 $ 733,422
Loans held in trusts:
Beneficial interests owned by Farmer Mac 3,697 5,307
Beneficial interests owned by third party
investors 821,411 -
Farmer Mac Guaranteed Securities -
AgVantage 941,500 48,800
Farmer Mac II:
USDA Guaranteed Securities 1,297,439 -
Farmer Mac Guaranteed Securities 39,856 1,164,996
Rural Utilities:
Loans 339,963 28,644
Loans held in trusts:
Beneficial interests owned by Farmer Mac 400,228 412,948
Farmer Mac Guaranteed Securities -
AgVantage 1,887,200 1,675,000
Total on-balance sheet $ 6,703,500 $ 4,069,117

Off-balance sheet:
Farmer Mac I:
Farmer Mac Guaranteed Securities -
AgVantage $ 2,945,000 $ 2,945,000
LTSPCs 1,754,597 2,165,706
Farmer Mac Guaranteed Securities 750,217 1,492,239
Farmer Mac II:
Farmer Mac Guaranteed Securities 48,103 34,802
Rural Utilities:
Farmer Mac Guaranteed Securities -
AgVantage 15,292 14,240
Total off-balance sheet $ 5,513,209 $ 6,651,987
Total $ 12,216,709 $ 10,721,104
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Farmer Mac Loan Purchases, Guarantees and LTSPCs
For the Year Ended December 31,

2010 2009 2008
(in thousands)

Farmer Mac I:
Loans $ 382,669 $ 195,318 $ 196,622
LTSPCs 263,741 234,166 530,363
Farmer Mac Guaranteed Securities -
AgVantage 900,000 - 475,000
Farmer Mac II:
USDA Guaranteed Securities 437,751 - -
Farmer Mac Guaranteed Securities 20,124 346,432 303,941
Rural Utilities:
Loans 313,028 28,644 -
Farmer Mac Guaranteed Securities -
AgVantage 652,924 1,711,009 1,560,676
Total purchases, guarantees and
commitments $ 2,970,237 $ 2,515,569 $ 3,066,602

The following sections describe Farmer Mac’s activities under each program.

Farmer Mac I

Under the Farmer Mac I program, Farmer Mac assumes, for a fee, the credit risk on agricultural real estate mortgage
loans by (1) guaranteeing the timely payment of principal and interest on securities representing interests in, or
obligations secured by, pools of eligible mortgage loans, or (2) issuing LTSPCs to acquire designated eligible
mortgage loans.  Farmer Mac also may assume the credit risk on eligible mortgage loans by purchasing and retaining
them.

Loan Eligibility

To be eligible for the Farmer Mac I program, a loan is required to:

•be secured by a fee simple mortgage or a long-term leasehold mortgage, with status as a first lien on agricultural
real estate or rural housing (as defined below) 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 majority-owned 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 Farmer Mac I credit underwriting, collateral valuation, documentation and other specified standards.  See
“—Underwriting and Collateral Valuation (Appraisal) Standards” and “—Sellers” 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
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• either consists of a minimum of five acres or generates minimum annual receipts of $5,000.

Farmer Mac’s charter authorizes a maximum loan size of $9.8 million (adjusted annually for inflation) for a Farmer
Mac I eligible loan secured by more than 1,000 acres of agricultural real estate.  Although the charter does not
prescribe a maximum loan size for a Farmer Mac I eligible loan secured by 1,000 acres or less of agricultural real
estate, Farmer Mac currently limits the size of those loans to:

•$22.5 million for transactions involving direct exposure to credit risk on loans (e.g., loan purchases, LTSPC
transactions, and non-AgVantage Farmer Mac Guaranteed Securities, which are not backed by a general obligation
of a lender); and

•$50.0 million in AgVantage transactions, which involve the general obligation of a lender that is in turn secured by
eligible loans, resulting in indirect exposure to credit risk on those loans.

For the rural housing portion of the Farmer Mac I program, an eligible loan must be secured by a mortgage on a one-
to four-family, owner-occupied, moderately priced principal residence located in a community with a population of
2,500 or fewer.  The current maximum purchase price or current appraised value for a dwelling, excluding the land to
which the dwelling is affixed, that secures a rural housing loan is $269,807 (effective January 1, 2011).  That limit is
adjusted annually based on changes in home values during the previous year.  In addition to the dwelling itself, an
eligible rural housing loan can be secured by land associated with the dwelling having an appraised value of no more
than 50 percent of the total appraised value of the combined property.  Rural housing loans do not represent a
significant part of Farmer Mac’s business, with a total of $5.6 million of those loans in Farmer Mac’s portfolio as of
December 31, 2010.

Summary of Farmer Mac I Transactions

During the year ended December 31, 2010, Farmer Mac purchased or placed under guarantee or LTSPC $1.5 billion
of loans under the Farmer Mac I program.  As of December 31, 2010, loans held and loans underlying Farmer Mac I
Guaranteed Securities and LTSPCs in the Farmer Mac I program totaled $8.2 billion.

The following table summarizes loans purchased or newly placed under guarantees or LTSPCs under the Farmer Mac
I program for each of the years ended December 31, 2010, 2009 and 2008.

For the Year Ended December 31,
2010 2009 2008

(in thousands)

Loans $ 382,669 $ 195,318 $ 196,622
LTSPCs 263,741 234,166 530,363
Farmer Mac Guaranteed Securities - AgVantage 900,000 - 475,000
Total $ 1,546,410 $ 429,484 $ 1,201,985
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The following table presents the outstanding balances of Farmer Mac I loans held, loans held in trusts and loans
underlying Farmer Mac I Guaranteed Securities and LTSPCs as of the dates indicated:

As of December 31,
2010 2009

(in thousands)

On-balance sheet assets:
Loans $ 972,206 $ 733,422
Loans held in trusts:
Beneficial interests owned by Farmer Mac 3,697 5,307
Beneficial interests owned by third party investors 821,411 -
Farmer Mac Guaranteed Securities - AgVantage 941,500 48,800
Total on-balance sheet $ 2,738,814 $ 787,529

Off-balance sheet assets:
Farmer Mac Guaranteed Securities - AgVantage $ 2,945,000 $ 2,945,000
LTSPCs 1,754,597 2,165,706
Farmer Mac Guaranteed Securities 750,217 1,492,239
Total off-balance sheet $ 5,449,814 $ 6,602,945

Total $ 8,188,628 $ 7,390,474

Loan Purchases

Farmer Mac offers loan products designed to increase the secondary market liquidity of agricultural real estate
mortgage loans and the lending capacity of financial institutions that originate those loans.  Farmer Mac enters into
mandatory delivery commitments to purchase loans and offers rates for such commitments daily.  Farmer Mac also
purchases portfolios of newly originated and seasoned loans on a negotiated basis.  Farmer Mac purchases both fixed
and adjustable rate loans that have a variety of maturities and often include balloon payments.  Loans purchased or
subject to purchase commitments may include provisions that require a yield maintenance payment or some other
form of prepayment penalty in the event a borrower prepays a loan (depending upon the level of interest rates at the
time of prepayment).  Of the $382.7 million of loans purchased in the Farmer Mac I program during 2010, 73 percent
included balloon payments and less than 1 percent included yield maintenance prepayment protection.  By
comparison, of the $195.3 million of loans purchased in the Farmer Mac I program during 2009, 54 percent included
balloon payments and 1 percent included yield maintenance prepayment protection.

Guarantees and Commitments

Farmer Mac offers two Farmer Mac I credit enhancement alternatives that allow approved lenders the ability to retain
the cash flow benefits of their loans and increase their liquidity and lending capacity:  (1) LTSPCs and (2) Farmer
Mac I Guaranteed Securities.  Prior to the adoption of new accounting guidance on January 1, 2010 related to the
consolidation of off-balance sheet assets, both of these products resulted in the creation of off-balance sheet
obligations for Farmer Mac in the ordinary course of its business.  Effective January 1, 2010, securitization trusts
where Farmer Mac is judged to be the primary beneficiary, as described in Note 2(q) to the consolidated financial
statements, are consolidated on-balance sheet and the Farmer Mac I Guaranteed Securities are presented as “Loans held
for investment in consolidated trusts.”  LTSPCs and securitization trusts where Farmer Mac is not judged to be the
primary beneficiary still result in the creation of off-balance sheet obligations for Farmer Mac.
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Both types of transactions permit a seller to nominate from its portfolio a segregated pool of loans for participation in
the Farmer Mac I program, subject to review by Farmer Mac for conformance with its applicable standards.  In both
types of transactions, the seller effectively transfers the credit risk on those loans upon Farmer Mac’s approval of the
eligible loans because, through its guarantee or commitment to purchase, Farmer Mac assumes the ultimate credit risk
of borrower defaults on the underlying loans and, in the case of AgVantage securities, issuer default on the underlying
obligations that are backed by eligible loans.  That transfer of risk reduces the seller’s credit and concentration risk
exposures and, consequently, its regulatory capital requirements and its loss reserve requirements.  The loans
underlying LTSPCs and Farmer Mac I Guaranteed Securities may include loans with payment, maturity and interest
rate characteristics that differ from the loan products that Farmer Mac offers for purchase on a daily basis, but all the
loans are subject to the applicable underwriting standards described in “—Underwriting and Collateral Valuation
(Appraisal) Standards.”  See also “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Risk Management—Credit Risk – Loans.”

LTSPCs.  An LTSPC commits Farmer Mac to a future purchase of eligible loans from a segregated pool of loans that
met Farmer Mac’s standards at the time the loans first became subject to the LTSPC and Farmer Mac assumed the
credit risk on the loans.  The LTSPC structure, which is not a guarantee of loans or securities, permits the seller to
retain the segregated loan pool in its portfolio until such time, if ever, as the seller elects to deliver some or all of the
segregated loans to Farmer Mac for purchase under the LTSPC.  As consideration for its assumption of the credit risk
on loans underlying an LTSPC, Farmer Mac receives commitment fees payable monthly in arrears in an amount
approximating what would have been the guarantee fees if the transaction were structured as Farmer Mac I
Guaranteed Securities.  Some LTSPCs provide that the underlying loans can be converted into Farmer Mac I
Guaranteed Securities at the option of the seller with no conversion fee paid to Farmer Mac.

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 provisions of the
applicable 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 as received;

•a mark-to-market price or in exchange for Farmer Mac I Guaranteed Securities (if the loans are not delinquent and
are standard Farmer Mac I loan products); or

•either (1) a mark-to-market negotiated price for all (but not some) loans in the pool, based on the sale of Farmer
Mac I Guaranteed Securities in the capital markets or the funding obtained by Farmer Mac through the issuance of
matching debt in the capital markets, or (2) in exchange for Farmer Mac I Guaranteed Securities (if the loans are not
delinquent for either 90 days or 120 days, depending on the provisions of the applicable agreement).

15

Edgar Filing: FEDERAL AGRICULTURAL MORTGAGE CORP - Form 10-K

20



In 2010, Farmer Mac entered into $263.7 million of LTSPCs, compared to $234.2 million in 2009.  In 2010, LTSPCs
remained the preferred credit enhancement alternative for new off-balance sheet transactions, and they continue to be
a significant portion of the Farmer Mac I program.  During 2010, there were $351.8 million in conversions of LTSPCs
into Farmer Mac I Guaranteed Securities.  As of December 31, 2010, Farmer Mac’s outstanding LTSPCs covered
5,153 mortgage loans with an aggregate principal balance of $1.8 billion.  See “Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Results of Operations—Business Volume.”

Farmer Mac I Guaranteed Securities.  In Farmer Mac I Guaranteed Securities transactions, Farmer Mac either (1)
guarantees securities representing interests in, or obligations secured by, eligible loans held by a trust or other entity
established by a seller or (2) acquires eligible loans from sellers in exchange for Farmer Mac I Guaranteed Securities
backed by those loans.  Farmer Mac guarantees the timely payment of interest and principal on the securities, which
are either retained by Farmer Mac or sold to third parties.  As consideration for its assumption of the credit risk on
loans underlying the Farmer Mac I Guaranteed Securities, Farmer Mac receives guarantee fees based on the
outstanding principal balance of the related Farmer Mac I Guaranteed Securities.  The Farmer Mac I Guaranteed
Securities representing the general obligations of issuers secured by eligible loans are referred to as AgVantage
securities.  See “—AgVantage 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 or obligations,
regardless of whether the related trust has actually received such scheduled payments.  Farmer Mac’s guarantee fees
typically are collected out of installment payments made on the underlying loans or obligations until those loans or
obligations 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 Farmer Mac I Guaranteed Securities depends upon the amount of
such securities outstanding and on the applicable guarantee fee rate, which Farmer Mac’s statutory charter caps at 50
basis points (0.50 percent) per annum.  The amount of non-AgVantage Farmer Mac I Guaranteed Securities
outstanding is influenced by the repayment rates on the underlying loans and by the rate at which Farmer Mac issues
new Farmer Mac I Guaranteed Securities.  In general, when the level of interest rates declines significantly below the
interest rates on loans underlying Farmer Mac I Guaranteed Securities, the rate of prepayments is likely to increase;
conversely, when interest rates rise above the interest rates on the loans underlying Farmer Mac I Guaranteed
Securities, the rate of prepayments is likely to decrease.  In addition to changes in interest rates, the timing of principal
payments on Farmer Mac I Guaranteed Securities also is influenced by a variety of economic, demographic and other
considerations, such as yield maintenance provisions that may be associated with loans underlying Farmer Mac I
Guaranteed Securities.  For more information regarding yield maintenance provisions, see “Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Risk Management—Interest Rate Risk.”

For each of the years ended December 31, 2010 and 2009, Farmer Mac sold non-AgVantage Farmer Mac I
Guaranteed Securities in the amounts of $8.6 million and $28.7 million, respectively.  No gains or losses resulted from
these sales in either 2010 or 2009.  As of December 31, 2010, Farmer Mac’s outstanding non-AgVantage Farmer Mac
I Guaranteed Securities, which may or may not be consolidated on-balance sheet depending on the primary
beneficiary determination described above, were backed by 6,871 mortgage loans with an aggregate principal balance
of $1.6 billion.  See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results
of Operations—Business Volume.”  See “—AgVantage Securities” for information about Farmer Mac’s AgVantage
transactions, which are a form of Farmer Mac Guaranteed Securities.
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AgVantage Securities

Each AgVantage security is a general obligation of an institution approved by Farmer Mac, which obligation is also
secured by a pool of eligible loans under one of Farmer Mac’s programs.  Farmer Mac guarantees those securities as to
the timely payment of principal and interest and may retain AgVantage securities in its portfolio or sell them to third
parties in the capital markets as Farmer Mac Guaranteed Securities.  For information on AgVantage Securities in
Farmer Mac’s Rural Utilities program, see “—Rural Utilities—Summary of Rural Utilities Transactions.”

Before approving an institution as an issuer in a Farmer Mac I AgVantage transaction, Farmer Mac assesses the
institution’s agricultural real estate mortgage loan performance as well as the institution’s creditworthiness.  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 issuing institution, each Farmer Mac I AgVantage security must be
secured by eligible agricultural real estate mortgage loans in an amount at least equal to the outstanding principal
amount of the security.  In the Farmer Mac I program, Farmer Mac currently requires the general obligation to be
overcollateralized, 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; or

• other highly-rated securities.

The required collateralization level for a Farmer Mac I AgVantage security currently ranges from 103 percent to
150 percent, with higher collateralization levels generally required for securities issued by institutions without
long-term debt ratings from a nationally recognized statistical rating organization (“NRSRO”).  See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Risk Management—Credit Risk – Institutional.”

In all AgVantage transactions, Farmer Mac can require the issuer 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.  As of December 31, 2010,
Farmer Mac had not experienced any credit losses, nor had it been called upon to make a guarantee payment to third
parties, on any of its AgVantage securities.

As of December 31, 2010 and 2009, the outstanding principal amount of Farmer Mac I AgVantage securities held by
Farmer Mac was $941.5 million and $48.8 million, respectively.  As of December 31, 2010 and 2009, the aggregate
outstanding principal amount of off-balance sheet AgVantage securities issued under the Farmer Mac I program
totaled $2.9 billion.  See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Results of Operations—Business Volume” and “—Risk Management—Credit Risk – Institutional.”
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Underwriting and Collateral Valuation (Appraisal) Standards

As required by Farmer Mac’s charter, Farmer Mac has established underwriting, security appraisal, and repayment
standards for eligible loans taking into account the nature, risk profile, and other differences between different
categories of qualified loans.  The minimum underwriting standards for agricultural real estate mortgage loans under
the Farmer Mac I program prescribed by the charter:

Ÿ provide that no loan with a loan-to-value ratio (“LTV”) in excess of 80 percent may be eligible;
Ÿ require each borrower to demonstrate sufficient cash-flow to adequately service the loan;

Ÿ protect the integrity of the appraisal process with respect to any loan; and
Ÿ confirm that the borrower is or will be actively engaged in agricultural production.

In addition, loans purchased, subject to an LTSPC, or underlying Farmer Mac I Guaranteed Securities (other than
loans securing Farmer Mac I AgVantage securities) are also typically required to meet the underwriting standards set
forth below.

Farmer Mac uses experienced internal agricultural credit underwriters and loan servicers along with external
agricultural loan servicing and collateral valuation contractors to perform those respective functions on loans that
come into the Farmer Mac I program.  Farmer Mac believes that the combined expertise of its own internal staff and
those third-party service providers provides the Corporation adequate resources for performing the necessary
underwriting, collateral valuation and servicing functions.

Underwriting.  To manage its credit risk, to mitigate the risk of loss from borrower defaults and to provide guidance
concerning the management, administration and conduct of underwriting to all participating sellers and potential
sellers in its programs, Farmer Mac has adopted credit underwriting standards for the Farmer Mac I program that vary
by type of loan and program product under which the loan is brought to Farmer Mac.  These standards were developed
based on industry norms for similar mortgage loans and are designed to assess the creditworthiness of the borrower, as
well as the risk to Farmer Mac as the guarantor of mortgage-backed securities representing interests in, or obligations
secured by, pools of such mortgage loans.  Furthermore, Farmer Mac requires sellers of agricultural real estate
mortgage loans to make representations and warranties regarding the conformity of eligible mortgage loans to these
standards and any other requirements the Corporation may impose from time to time.  Farmer Mac has the ability to
require repurchase of the loan by the seller upon a material breach of these representations and warranties.

Farmer Mac I credit underwriting standards require that the original LTV of any loan not exceed 70 percent, with the
exception that a loan secured by a livestock facility and supported by a contract with an approved integrator may have
an original LTV of up to 80 percent.  Rural housing loans and agricultural real estate mortgage loans secured
primarily by owner-occupied residences may also have original LTVs of up to 80 percent.  The original LTV of a loan
is calculated by dividing the loan’s principal balance at the time of guarantee, purchase or commitment by the lower of
the appraised value or the purchase price at the date of loan origination or, when available, updated appraised value at
the time of guarantee, purchase or commitment.

18

Edgar Filing: FEDERAL AGRICULTURAL MORTGAGE CORP - Form 10-K

23



In the case of newly-originated farm and ranch loans, among other criteria set forth in Farmer Mac’s credit
underwriting standards, borrowers typically meet the following ratios on a pro forma basis:

• total debt service coverage ratio, including farm and non-farm income, of not less than 1.25:1;
• debt-to-asset ratio of 50 percent or less;

• ratio of current assets to current liabilities of not less than 1:1; and
• cash flow debt service coverage ratio on the mortgaged property of not less than 1:1.

Farmer Mac evaluates and adjusts these standards on an ongoing basis based on current and anticipated market
conditions, while adhering closely to its core underwriting standards for repayment capacity, working capital (current
ratio), and leverage (debt-to-asset ratio).

For loans secured by agricultural real estate with building improvements other than a residence contributing more than
60 percent of the appraised value of the property (referred to by Farmer Mac as facility loans), the credit underwriting
standards are the same as for farm and ranch loans but more stringent with respect to two ratios, requiring:

• total debt service coverage ratio, including farm and non-farm income, of not less than 1.35:1; and
• ratio of current assets to current liabilities of not less than 1.25:1.

Loans secured by eligible collateral with original LTVs not greater than 55 percent made to borrowers with high credit
scores and adequate financial resources may be accepted without further underwriting tests being
applied.  Agricultural real estate mortgage loans secured primarily by owner-occupied residences and rural housing
loans are underwritten to industry norms for conforming loans secured by primary residences, with fully verified
repayment capacity and assets and liabilities.  Applicants’ credit scores are obtained and used in the underwriting
process.

In addition, Farmer Mac’s underwriting standards provide for the acceptance of a loan that, in the judgment of the
Farmer Mac underwriter, is a sound loan with a high probability of repayment in accordance with its terms even
though the loan does not meet one or more of the underwriting ratios usually required for loans of that type.  In those
cases, Farmer Mac permits exceptions to applicable underwriting standards when a loan:

•exceeds minimum requirements for one or more of the underwriting standards to a degree that compensates for
noncompliance with one or more other standards, referred to as compensating strengths; and

• is made to a producer of particular agricultural commodities or products in a segment of agriculture in which such
compensating strengths are typical of the financial condition of sound borrowers in that segment.

Despite these underwriting approvals based on compensating strengths, no loan will be approved if it does not at least
meet all of the minimum underwriting standards prescribed by the charter, as described at the beginning of this
section.
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Farmer Mac’s use of compensating strengths is not intended to provide a basis for waiving or lessening the
requirement that eligible mortgage loans under the Farmer Mac I program be of consistently high quality.  In fact,
loans approved on the basis of compensating strengths are fully underwritten and have not demonstrated a
significantly different rate of default, or loss following default, than loans that were approved on the basis of
conformance with all applicable underwriting ratios.  During 2010, $326.5 million (52.6 percent) of the loans
purchased or added under LTSPCs were approved based upon compensating strengths ($0.5 million of which had
original LTVs of greater than 70 percent).  As of December 31, 2010 a total of $1.9 billion (44.3 percent) of the
outstanding balance of loans held and loans underlying LTSPCs and Farmer Mac I Guaranteed Securities (excluding
AgVantage securities) were approved based upon compensating strengths ($88.1 million of which had original LTVs
of greater than 70 percent).

In the case of a seasoned loan, Farmer Mac considers sustained historical performance to be a reliable alternative
indicator of a borrower’s ability to pay the loan according to its terms.  A seasoned loan generally will be deemed an
eligible loan if:

• it has been outstanding for at least five years and has an LTV of 60 percent or less;
• there have been no payments more than 30 days past due during the previous three years; and

• there have been no material restructurings or modifications for credit reasons during the previous five years.

A seasoned loan that has been outstanding for more than one year but less than five years must substantially comply
with the applicable underwriting standards for newly originated loans as of the date the loan was originated by the
lender.  The loan must also have a payment history that shows no payment more than 30 days past due during the
three-year period immediately prior to the date the loan is either purchased by Farmer Mac or made subject to an
LTSPC.  There is no requirement that each loan’s compliance with the underwriting standards be re-evaluated after
Farmer Mac accepts the loan into its program.

Farmer Mac performs due diligence before purchasing, guaranteeing securities backed by, or committing to purchase
seasoned loans, including:

•evaluating loan database information to determine conformity to the criteria set forth in the preceding paragraphs;
• confirming that loan file data conform to database information;
• validating supporting credit information in the loan files; and

• reviewing loan documentation and collateral valuations.

Farmer Mac performs these and other due diligence procedures using methods that consider the size, age, leverage,
industry sector, and nature of the collateral for the loans.

Required documentation for all Farmer Mac I loans includes a first lien mortgage or deed of trust, a written
promissory note and assurance of Farmer Mac’s lien position through either a title insurance policy or title opinion
from an experienced real estate attorney in geographic areas where title insurance is not the industry practice.
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As Farmer Mac develops new Farmer Mac I credit products, it establishes underwriting guidelines for them.  Those
guidelines result in industry-specific measures that meet or exceed the statutory underwriting standards and provide
Farmer Mac the flexibility to deliver the benefits of a secondary market to farmers, ranchers and rural homeowners in
diverse sectors of the rural economy.

Collateral Valuations (Appraisals and Evaluations).  Farmer Mac has adopted collateral valuation standards for newly
originated loans purchased or underlying Farmer Mac I Guaranteed Securities or LTSPCs.  Those standards require,
among other things, that a current valuation be performed, or has been performed within the preceding 12 months,
independently of the credit decision-making process.  In addition, Farmer Mac requires appraisals to conform to the
Uniform Standards of Professional Appraisal Practice promulgated by the Appraisal Standards Board.

Farmer Mac’s collateral valuation standards require that the valuation function be conducted or administered by an
individual meeting specific qualification and competence criteria who:

• is not associated, except by the engagement for the collateral valuation, with the credit underwriters making the loan
decision, though the appraiser or evaluator and the credit underwriter may be directly or indirectly employed by a
common employer;

•receives no financial or professional benefit of any kind by virtue of the report content, valuation or credit decision
made or based on the valuation report; and

• has no present or contemplated future direct or indirect interest in the property serving or to serve as collateral.

Farmer Mac’s collateral valuation standards require uniform reporting of reliable and credible opinions of the market
value based on analyses of comparable property sales, including consideration of the property’s income producing
capacity and, if relevant, the market’s response to the cost of improvements, as well as information regarding market
trends.  For seasoned loans, Farmer Mac obtains collateral valuation updates as considered necessary in its assessment
of collateral risk determined in the due diligence process.  If a current or updated collateral valuation is required for a
seasoned loan, the collateral valuation standards described above would apply.

           Portfolio Diversification

It is Farmer Mac’s policy to diversify its portfolio of loans held and loans underlying Farmer Mac I Guaranteed
Securities and LTSPCs, both geographically and by agricultural commodity/product.  Farmer Mac directs its
marketing efforts toward agricultural lenders throughout the nation to achieve commodity/product and geographic
diversification in its exposure to credit risk.  Farmer Mac evaluates its credit exposure in particular geographic regions
and commodities/products, adjusted for the credit quality of the loans in those particular geographic regions or
commodity/product groups relative to the total principal amount of all outstanding loans held and loans underlying
Farmer Mac I Guaranteed Securities and LTSPCs.
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Farmer Mac is not obligated to purchase, or commit to purchase, every loan that meets its underwriting and collateral
valuation standards submitted by an eligible seller.  Farmer Mac may consider other factors, such as its overall
portfolio diversification, commodity and farming forecasts and risk management objectives, in deciding whether to
accept the loans into the Farmer Mac I program.  For example, if industry forecasts indicate possible weakness in a
geographic area or agricultural commodity or product, Farmer Mac may decide not to purchase or commit to purchase
an affected loan as part of managing its overall portfolio exposure to areas of possible heightened risk
exposure.  Because Farmer Mac effectively assumes the credit risk on all loans under an LTSPC, Farmer Mac’s
commodity/product and geographic diversification disclosures reflect all loans under LTSPCs and any loans that have
been purchased out of LTSPC pools.  For information regarding the diversification of Farmer Mac’s existing portfolio,
see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Risk Management—Credit
Risk – Loans” and Note 8 to the consolidated financial statements.

Sellers

As of December 31, 2010, Farmer Mac had 381 approved loan sellers eligible to participate in the Farmer Mac I
program, ranging from single-office to multi-branch institutions, spanning community banks, FCS institutions,
mortgage companies, commercial banks and insurance companies.  The increase in the number of approved Farmer
Mac I loan sellers from 307 as of December 31, 2009 is the result of Farmer Mac’s partnerships with major banking
industry groups and lender informational seminars Farmer Mac conducts in key regional locations and through the
internet as well as lending institutions’ need to improve their capital and liquidity.  In addition to participating directly
in the Farmer Mac I program, some of the approved loan sellers facilitate indirect participation by other lenders in the
Farmer Mac I program by managing correspondent networks of lenders from which the approved loan sellers purchase
loans to sell to Farmer Mac.  As of December 31, 2010, 246 lenders were participating in one or both of the Farmer
Mac I or Farmer Mac II programs.

To be considered for approval as a Farmer Mac I seller, a financial institution must meet the criteria that Farmer Mac
establishes.  Those criteria include the following requirements:

•own a requisite amount of Farmer Mac Class A or Class B voting 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 the
Farmer Mac I program and service such loans in accordance with Farmer Mac requirements either through its own
staff or through contractors and originators;

• maintain a minimum adjusted net worth; and
•enter into a Seller/Servicer agreement to comply with the terms of the Farmer Mac Seller/Servicer Guide, including

representations and warranties regarding the eligibility of the loans and accuracy of loan data provided to Farmer
Mac.

Servicing

Farmer Mac generally does not directly service loans held in its portfolio, although it does act as “master servicer” for
loans underlying Farmer Mac I Guaranteed Securities.  Farmer Mac also may assume direct servicing for defaulted
loans.  Loans held by Farmer Mac or underlying Farmer Mac Guaranteed Securities (other than AgVantage securities)
are serviced only by Farmer Mac-approved entities designated as “central servicers” that have entered into central
servicing contracts with Farmer Mac.  Sellers of eligible mortgage loans sold into the Farmer Mac I program have a
right to retain certain “field servicing” functions (typically direct borrower contacts) and may enter into contracts with
Farmer Mac’s central servicers that specify such servicing functions.  Loans underlying LTSPCs and AgVantage
securities are serviced by the holders of those loans in accordance with those lenders’ servicing procedures, which are
reviewed and approved by Farmer Mac before entering into those transactions.
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Farmer Mac II

General

The Farmer Mac II program was initiated in 1991 and is authorized under sections 8.0(3) and 8.0(9)(B) of Farmer
Mac’s statutory charter (12 U.S.C. §§ 2279aa(3) and 2279aa(9)(B)), which provide that:

•USDA-guaranteed portions of loans 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 Farmer Mac’s secondary market
programs;

•USDA-guaranteed portions are exempted from the credit underwriting, collateral valuation, documentation and
other standards that other loans must meet to be eligible for Farmer Mac programs, and are exempted from any
diversification and internal credit enhancement that may be required of pools of other loans eligible for Farmer Mac
programs; and

•Farmer Mac is authorized to pool and issue Farmer Mac Guaranteed Securities backed by USDA-guaranteed
portions.

Prior to January 2010, all USDA-guaranteed portions held by Farmer Mac were held in the form of Farmer Mac II
Guaranteed Securities.  Since January 2010, nearly all purchases of USDA-guaranteed portions under the Farmer Mac
II program have been, and will continue to be, made by Farmer Mac’s subsidiary, Farmer Mac II LLC, which operates
substantially all of the business related to the Farmer Mac II program.  Farmer Mac operates only that part of the
Farmer Mac II program that involves the issuance of Farmer Mac II Guaranteed Securities to investors other than
Farmer Mac or Farmer Mac II LLC.

Summary of Farmer Mac II Transactions

Farmer Mac guarantees the timely payment of principal and interest on Farmer Mac II Guaranteed Securities backed
by USDA-guaranteed portions.  Farmer Mac does not guarantee the repayment of the USDA-guaranteed portions,
only the Farmer Mac II Guaranteed Securities that are backed by USDA-guaranteed portions.  On January 25, 2010,
Farmer Mac contributed substantially all of the assets comprising the Farmer Mac II program, in excess of
$1.1 billion, to Farmer Mac’s subsidiary, Farmer Mac II LLC.  The assets that Farmer Mac contributed to Farmer Mac
II LLC consisted primarily of USDA-guaranteed portions and also included $35.0 million of Farmer Mac II
Guaranteed Securities.  Farmer Mac did not and will not guarantee the timely payment of principal and interest on the
$1.1 billion of contributed USDA-guaranteed portions.  The contributed USDA-guaranteed portions had previously
been presented as “Farmer Mac Guaranteed Securities” on the consolidated balance sheets of Farmer Mac and are now
presented as “USDA Guaranteed Securities” on the consolidated balance sheets.  The assets of Farmer Mac II LLC will
only be available to creditors of Farmer Mac after all obligations owed to creditors of and equity holders in Farmer
Mac II LLC have been satisfied.
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During the year ended December 31, 2010, Farmer Mac II LLC purchased approximately $435.7 million of
USDA-guaranteed portions, all of which were retained on-balance sheet and are presented as “USDA Guaranteed
Securities” in the consolidated financial statements.  During the years ended December 31, 2010, 2009 and 2008,
Farmer Mac purchased $22.1 million, $346.4 million and $303.9 million, respectively, of USDA-guaranteed
portions.  All of the USDA-guaranteed portions purchased by Farmer Mac in 2010 (which exclude those purchased
directly by Farmer Mac II LLC) were securitized and sold to lenders or other investors in the form of Farmer Mac II
Guaranteed Securities.  Most of the USDA-guaranteed portions purchased by Farmer Mac in 2009 and 2008 were
retained on-balance sheet rather than sold to lenders or other investors.  As of December 31, 2010, 2009 and 2008,
$1.4 billion, $1.2 billion and $1.0 billion, respectively, of Farmer Mac II Guaranteed Securities and USDA
Guaranteed Securities were outstanding.  The following table presents Farmer Mac II program activity for each of the
years indicated:

For the Year Ended December 31,
2010 2009 2008

(in thousands)

Purchased and retained $ 435,744 $ 336,963 $ 291,335
Purchased and sold 22,131 9,469 12,606
Total $ 457,875 $ 346,432 $ 303,941

The following table presents the outstanding balance of USDA Guaranteed Securities and Farmer Mac II Guaranteed
Securities as of the dates indicated:

Outstanding Balance of USDA
and Farmer Mac II Guaranteed
Securities as of December 31,

2010 2009
(in thousands)

On-balance sheet:
USDA Guaranteed Securities $ 1,297,439 $ -
Farmer Mac Guaranteed Securities 39,856 1,164,996
Off-balance sheet:
Farmer Mac Guaranteed Securities 48,103 34,802
Total $ 1,385,398 $ 1,199,798

As of December 31, 2010, Farmer Mac had experienced no credit losses on any of its Farmer Mac II Guaranteed
Securities or USDA Guaranteed Securities.  As of December 31, 2010, Farmer Mac had outstanding $46,000 of
principal and interest advances on Farmer Mac II Guaranteed Securities, compared to $0.6 million as of December 31,
2009 and $0.3 million as of December 31, 2008.
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United States Department of Agriculture Guaranteed Loan Programs

The USDA, acting through its various agencies, currently administers the federal rural credit programs first developed
in the mid-1930s.  The USDA makes direct loans and guarantees portions of loans made and serviced by
USDA-qualified lenders for various purposes.  The USDA’s guarantee is supported by the full faith and credit of the
United States.  USDA-guaranteed portions represent up to 95 percent of the principal amount of guaranteed
loans.  Through its Farmer Mac II program, Farmer Mac is one of several competing purchasers of USDA-guaranteed
portions of farm ownership loans, farm operating loans, business and industry loans, community facilities loans and
other loans that are fully guaranteed as to principal and interest by the USDA.

USDA Guarantees.  Each USDA guarantee is a full faith and credit obligation of the United States and 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:

• 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

• 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.

If the lender does not repurchase the USDA-guaranteed portion as provided above, the USDA is required to purchase
the unpaid principal balance of the USDA-guaranteed portion together with accrued interest (including any loan
subsidy) to the date of purchase, less the servicing fee, within 30 days after written demand upon the USDA by the
owner.  While the USDA guarantee will not cover the note interest to the owner on USDA-guaranteed portions
accruing after 90 days from the date of the original demand letter of the owner to the lender requesting repurchase,
Farmer Mac has established procedures to require prompt demand on the USDA to purchase USDA-guaranteed
portions that have not been repurchased by the lender.

If, in the opinion of the lender (with the concurrence of the USDA) or in the opinion of the USDA, repurchase of the
USDA-guaranteed portion is necessary to service the related guaranteed loan adequately, the owner will sell the
USDA-guaranteed portion to the lender or USDA for an amount equal to the unpaid principal balance and accrued
interest (including any loan subsidy) on such USDA-guaranteed portion less the lender’s servicing fee.  Federal
regulations prohibit the lender from repurchasing USDA-guaranteed portions for arbitrage purposes.

Lenders.  Any lender authorized by the USDA to obtain a USDA guarantee on a loan may be a seller in the Farmer
Mac II program.  During 2010, 197 sellers, consisting mostly of community and regional banks, sold
USDA-guaranteed portions to Farmer Mac under the Farmer Mac II program, as compared to 158 sellers that did so
during 2009.  In the aggregate, 246 sellers were actively participating directly in one or both of the Farmer Mac I or
Farmer Mac II programs during 2010.
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Loan Servicing.  The lender on each 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
underlying guaranteed loan are to be secured by the same security with equal lien priority.  The USDA-guaranteed
portion cannot be paid later than, or in any way be subordinated to, the related unguaranteed portion.
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