The Seventh Farm Credit 

District Retirement Plan

Financial Statements

December 31, 2006 and 2005

[image: image1.wmf]2006

2005

Assets

Investments, at fair value except as noted

Insurance contract, at contract value

11,582,296

$           

 

12,315,577

$           

 

Short-term investment funds and cash

1,982,517

             

 

640,872

                

 

Master trust interests

519,592,928

483,618,940

Total investments

533,157,741

          

 

496,575,389

          

 

Dividend, interest and other receivables

8,304

2,960

Total assets

533,166,045

496,578,349

Liabilities

Administrative and other expenses payable

20,397

24,671

Disbursements in excess of receipts

18,332

                 

 

-

Total liabilities

38,729

                 

 

24,671

                 

 

Net assets available for benefits

533,127,316

$         

 

496,553,678

$         
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Net assets available for benefits, beginning of year

496,553,678

$        

 

412,272,831

$    

 

Net investment income

Master trust income 

59,457,107

           

 

29,084,809

       

 

Net appreciation in fair value of investments

-

                     

 

1,146

              

 

Interest

563,942

               

 

539,736

           

 

Dividends

4,872

                  

 

311

                 

 

Less:  Investment expenses

(23,447)

               

 

(24,575)

           

 

60,002,474

           

 

29,601,427

       

 

Contributions

Employer 

-

75,000,000

-

75,000,000

Deductions

Benefits paid to participants

(23,200,104)

         

 

(19,743,443)

     

 

Administrative and other expenses

(228,732)

              

 

(236,954)

          

 

(23,428,836)

         

 

(19,980,397)

     

 

Net increase

36,573,638

           

 

84,621,030

       

 

Transfer of assets to another plan

-

                     

 

(340,183)

          

 

Net assets available for benefits, end of year

533,127,316

$        

 

496,553,678

$    

 


1. Description of the Plan

The following description of the Seventh Farm Credit District Retirement Plan (the “Plan”) provides general information regarding the Plan. Refer to the Plan document for a complete description of plan provisions.

Plan Provisions

The Plan is a noncontributory defined benefit pension plan offered to eligible employees of AgriBank, FCB and the Seventh Farm Credit District Associations, excluding Farm Credit Services of America (collectively, the “Employers”). Generally, all full-time and part-time employees of the Employers hired before January 1, 2007, are eligible to participate in the Plan. All Plan participants are fully vested after completing five years of credited service. Credited Service includes all years of employment as a benefits eligible employee of the Employers. The Plan was frozen on January 1, 2007. Employees hired on January 1, 2007 and later are not eligible to participate in the Plan, rather they are eligible for enhanced benefits under the Farm Credit Foundations Defined Contribution / 401(k) Plan. 
Plan benefits for employees hired between October 1, 2001 and December 31, 2006 are based on a cash balance formula. Cash balance retirement benefits are calculated based on salary and credited service and adjusted for interest earned. Benefits for employees hired prior to October 1, 2001 who did not elect the cash balance formula are based on a final average pay formula. Final average pay retirement benefits are calculated based on credited service and a percentage of final average pay, subject to certain limitations. Retirement benefits are paid from plan assets with several benefit payment options available, as defined in the Plan document. 
Plan Governance

The Plan is governed by a Plan Sponsor Committee and a Trust Committee, which are made up of representatives from the participating employers. The Plan Sponsor Committee is responsible for decisions regarding benefits. The Trust Committee is responsible for fiduciary and plan administrative functions.

Funding Policy
The Employers contribute amounts necessary on an actuarial basis to provide the Plan with sufficient assets to meet the benefits to be paid to participants. The Employer makes contributions as are necessary to meet the minimum funding requirements of the Internal Revenue Code. 
Regulatory Compliance

The Department of Labor has determined the Plan to be a governmental plan; therefore, the Plan is not subject to the provisions of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”).

Plan Administration

The Plan provides that an employee of a participating employer who has adopted the Plan, and who has satisfied the Plan's eligibility requirements, will have rights to benefits under the plan. AgriBank, FCB serves as Plan Administrator of the Plan. The Trust Committee has primary responsibility for administration and interpretation of the Plan and investment of the Plan assets.

Wells Fargo is the trustee for the Plan assets invested in the master trust. The trustee supervises and administers all investments and related activities, including such functions as purchases, sales, reinvestment and collection of investment income. Certain income and expense items of the investments in the master trust are recorded at the master trust level. These include investment expenses, interest income and dividends.

Lincoln National Life Insurance Company (“Lincoln”) holds the Plan’s insurance contract investment. 
Plan Termination

In the event of Plan termination, the present value of benefits due to participants would be distributed to participants. Plan assets in excess of obligations would be returned to the Employers. Obligations and liabilities in excess of assets would be the responsibility of the Employers.

As the Plan is not subject to ERISA, the Plan’s benefits are not insured by the Pension Benefit Guaranty Corporation. Accordingly, the amount of accumulated benefits that participants would receive in the event of the Plan’s termination is contingent on the sufficiency of the Plan’s net assets to provide benefits at that time.

2. Summary of Significant Accounting Policies

A description of the Plan’s significant accounting policies follows:

Basis of Accounting

The accompanying financial statements are prepared on the accrual basis of accounting in accordance with accounting principles generally accepted in the United States of America. Accordingly, income is recorded in the year earned and expenses are recorded in the year incurred.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of additions and deductions during the reporting period. Actual results could differ from those estimates.

Investment Valuation and Income Recognition

Investments are stated at fair market value as determined by the custodian, generally by reference to quoted prices in an active market. Master trust interests are valued at the accumulation unit value, which is calculated based on the fair market value of the underlying investments and other net assets of the master trust.

Purchases and sales of investments are recorded on a trade date basis. Interest income is accrued based on the terms of the underlying investment.

The Plan’s investment in an insurance contract with Lincoln is stated at contract value, which approximates fair value, as reported to the Plan by Lincoln. The contract value represents contributions made, plus interest at the contract rate, less funds used to pay benefits, administrative expenses and investment expenses charged by Lincoln.
Benefits and Expenses

Benefit payments to participants are recorded upon distribution. All benefit payments, investment management fees and eligible administrative expenses are paid from Plan assets. Administrative and other expenses of the Plan consist of legal, actuarial and auditing fees. 
Income Tax Status

The Internal Revenue Service (“IRS”) has issued a favorable determination letter regarding the Plan’s current nontaxable status. The Plan received its latest determination letter in March 2007. 
Plan management is of the opinion that the Plan continues to comply with the applicable sections of the Internal Revenue Code, and that the related trust, which forms a part of the Plan, is exempt from income tax. Accordingly, no provision has been made for federal or state income taxes.

3. Investments

Interests in Master Trust

A significant portion of the Plan’s investments are in a master trust which holds the investment assets of the Plan, The Eleventh Farm Credit District Employees’ Retirement Plan and The Northwest Farm Credit Services Retirement Plan. Each plan’s share of the master trust is determined by the use of accumulation units, with each unit representing an undivided interest in the master trust. The plans are credited with units purchased and charged with units to be paid or forfeited at the monthly accumulation unit value. Net assets, net investment income, gains and losses and administrative expenses are allocated to the participating plans based upon the weighted average units held during the period. The Plan’s interest in the master trust was approximately 71% at December 31, 2006 and 72% at December 31, 2005.
The following table presents the fair values of investments for the master trust as of 

December 31, 2006 and 2005:
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Short-term investments

86,617,018

$  

 

3,919,880

$    

 

Bond funds

210,681,604

195,995,624

Common stock

120,619,176

117,825,853

Collective/group trust funds

-

117,721,084

Equity mutual funds

316,684,311

237,407,224

734,602,109

$

 

672,869,665

$

 


Investment income during 2006 and 2005 for the master trust is as follows:
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Net appreciation in fair value of investments:

Mutual funds

23,879,376

$  

 

14,207,457

$  

 

Common stocks

13,923,546

9,038,953

Collective funds

27,735,437

7,252,022

Total net appreciation

65,538,359

30,498,432

Interest

397,983

185,943

Dividends

18,319,235

12,087,798

Less investment management expenses

2,173,298

1,861,176

82,082,279

$  

 

40,910,997

$  

 


Unallocated Insurance Contract

In May 1974 the Plan entered into a guaranteed interest group annuity contract (“annuity contract”) with Lincoln National Life Insurance Company. Lincoln National maintains the contributions to the annuity contract in an unallocated fund to which it adds interest at the stated interest rate. Such stated rate resets annually. The interest rate earned was 3.85% for 2006 and 2005.
Appreciation (Depreciation) of Investments
The net appreciation or depreciation in fair value of investments includes the realized gains or losses on investments that were sold during the year and the increase or decrease in unrealized appreciation or depreciation on investments held at year-end. Net appreciation (depreciation) for the years ended December 31, 2006 and 2005, is summarized below:
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Corporate debt securities

-

$                

 

(114)

$           

 

Common stock

-

1,260

-

$                

 

1,146

$          

 


4. Accumulated Plan Benefits

Accumulated plan benefits are those future periodic payments, including lump-sum distributions, that are attributable under the Plan’s provisions to the service employees have rendered. Accumulated plan benefits include benefits expected to be paid to (a) retired or terminated employees or their beneficiaries, (b) beneficiaries of employees who have died, and (c) present employees or their beneficiaries.

The actuarial present value of accumulated plan benefits is determined by the Plan’s actuary by applying actuarial assumptions to adjust the accumulated plan benefits to reflect the time value of money and the probability of payment between the valuation date and the expected date of payment. The significant assumptions used in the valuations as of January 1, 2007 and 2006, are detailed in the following table:


Mortality
RP-2000 Combined Healthy Table


Interest rate
8.0 percent per annum


Compensation increases
5.0 percent per annum


Lump sum interest rate
6.5 percent per annum
The foregoing actuarial assumptions are based on the presumption that the Plan will continue. Were the Plan to terminate, different actuarial assumptions and other factors might be applicable in determining the actuarial present value of accumulated plan benefits.

The actuarial present value of accumulated plan benefits at December 31, 2006 and 2005 is summarized as follows:
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Actuarial present value of accumulated plan benefits

Vested benefits

Participants and beneficiaries currently receiving payments

138,461,856

$  

 

119,359,061

$  

 

Other participants

227,184,134

203,359,989

Total vested benefits

365,645,990

322,719,050

Nonvested benefits

17,009,149

21,437,671

Actuarial present value of accumulated plan benefits

382,655,139

$  

 

344,156,721

$  

 


The change in actuarial present value of accumulated plan benefits for the years ended 
December 31, 2006 and 2005 is summarized as follows:


[image: image7.wmf]2006

2005

Actuarial present value of accumulated plan benefits,

 beginning of year

344,156,721

$  

 

311,502,377

$  

 

Increase (decrease) during the year attributable to

Benefits accumulated and experience changes

27,140,254

23,511,449

Interest

27,532,538

24,920,190

Plan amendments 

101,553

248,086

Changes in actuarial assumptions

6,924,177

3,718,062

Benefits paid

(23,200,104)

(19,743,443)

Net increase

38,498,418

32,654,344

Actuarial present value of accumulated plan benefits, end of year

382,655,139

$  

 

344,156,721

$  

 


The Plan was amended in to increase the IRS 415 limitation on benefits, resulting in a $101,553 increase in accumulated plan benefits in 2006 and a $248,086 increase in accumulated plan benefits in 2005.

In 2006, an assumption was changed to convert unused hours of sick leave and vacation, as of the valuation date, to equivalent service and add those hours to the current service earned for active employees. This change in actuarial assumption resulted in an increase in accumulated plan benefits of $6,924,177 in 2006.

The mortality table was changed to the RP-2000 Combined Healthy Table for 2005 to better reflect the anticipated experience of the Plan. This change in actuarial assumption resulted in an increase in accumulated plan benefits of $3,718,062 in 2005.
5. Transfer of Plan Assets

The Plan was amended effective December 1, 2005 to authorize the trustee to transfer of assets for one participant. Therefore, on December 1, 2005, investments from the Plan in the amount of $340,183 were transferred to another plan.

6. Risks and Uncertainties

The Plan provides for investment in a variety of investment funds. In general, investments are exposed to various risks, such as interest rate, credit and overall market volatility risk. Due to the level of risk associated with certain investments, it is reasonably possible that changes in the values of the investments will occur in the near term and that such changes could materially affect the amounts reported in the statement of net assets available for benefits.

Plan contributions and the actuarial present value of accumulated plan benefits are calculated based on certain assumptions pertaining to interest rates, inflation rates, long-term return on investments and mortality, all of which are subject to change. Due to uncertainties inherent in the estimation process, it is at least reasonably possible that changes in these estimates in the near term would be material to the financial statements.
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