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INDEPENDENT AUDITORS’ REPORT

Participants and Trust Committee

Farm Credit Foundations Benefit Plans -
Health & Welfare Benefits

St. Pauil, Minnesota

We have audited the accompanying statement of net assets available for benefits and benefit
obligations of Farm Credit Foundations Benefit Plans - Health & Welfare Benefits as of December 31,
2007, and the related statement of changes in net assets available for benefits and benefit obligations
for the year then ended. These financial statements are the responsibility of the Plan's management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

fn our opinion, the financial statements referred to above present fairly, in all material respects, the
financial status of Farm Credit Foundations Benefit Plans - Health & Welfare Benefits as of
December 31, 2007, and for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Fanmihon CLP

LarsonAllen LLP

Minneapolis, Minnesota
Qctober 3, 2008

JA\ LatsonAllen LLP isa member of Nexia Interaational, a worldwide neework of independeat accounting and consulting firms,
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Farm Credit Foundations Benefit Plans - Health & Welfare Benefits
Notes to Financial Statements
December 31, 2007

1. Description of the Plans

The Medical Plan, the Dental Pian, the Retiree Life Benefit Plan, the Life and AD&D Plan, the
Flexible Spending Account, the Vision Plan, and the Long-Term Disability Plan {the “Plans™)
represent seven of the plans comprising the Farm Credit Foundations Benefit Plans - Health and
Welfare. The Farm Credit Foundations Benefit Plans provide health and welfare benefits to cligibie
member employers. The following description provides general information regarding the Plans.
Refer to the respective pian decuments, including the Employse Handbock, for a complete
description of plan provisions.

Plan Provisions

Effective January 1, 2007, the member employers of the Farm Credit Foundations Benefit Plans
include AgriBank, FCB and its atfiliated Associations, Northwest Farm Credit Services, ACA, FCE
Credit Union, and U.S. AgBank, FCB and its affifiated Associations (the “Employers™. Except as
discussed below, ail full-time and part-time employees of the Employers working an average of 20
hours or more per week are eligible to participate in the Plans.

Prior fo January 1, 2007, the AgriBank, FCB and its affiliated Associations, Northwest Farm Credit
Services, ACA and FCE Credit Union were member employers of the Farm Credit Consolidated
Benefit Plans — Health and Welfare Benefits,

Prior to January 1, 2007, U.S. AgBank, FCB and its affiliated Associations and the employees of the
former Ninth Farm Credit District were member employers of the Ninth Farm District Flexible
Welfare Benefits Plan.

Plan Governance

The Farm Credit Foundations Plan Sponsor and Trust Cemmittees provide consideration and
oversight of the benefit plans offered by participating employers of the AgriBank District, U.S.
AgBank District, and Northwest, FCS as defined by the Farm Credit Foundations Administrative
Agreement. There are 49 participating employers across 26 states with over 6500 active
employees. The governance committees are either elected or appointed representatives (senior
leadership and/or Board of Director members) from the participating organizations. The Plan
Sponsor Committee is responsible for decisions regarding benefits at tha direction of the
participating employers. The Trust Commitiee is responsible for fiduciary and plar administrative
functions.

Medical Plan

The Medical Plan provides hospital and health care benefits to all eligible active and retired
employees. The cost of medical coverage for active employees and retirees is shared by the
Employers and plan participants. Employees and retirees may make contributions to obtain
ceverage for themselves and/or dependents.

The Employers have purchased specific excess loss insurance on the self-insured PPO features
through the Farm Credit System Association Captive Insurance Company. Under the terms of the
policy, the insurer will reimburse 100 percent of eligible expenses in excess of $300.000 per
coverad person for 2007. The Medical Plan is administered by Biue Cross Blue Shieid of filinots and
Caremark Prescription Services.

A Supplemental Cancer Plan is being oifered and provides suppfemental coverage for certain
specified conditions for employees, their spouse and family. The cost of the plan is borne by
employees. The insurance coverage is provided by AFLAC.

Dental Plan
The Dental Plan is self-insured which provide employees with the option of preventive or
comprehensive dental coverage. The preventive program covers routing annual expenses such as
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examinations, X-rays and ¢leanings. The comprehensive program covers ail expenses provided for
by the preventive plan as well as basic, major and orthodentia treatment. The Employers and
employees share the cost of the plan. The Dental Plan is administered by Delta Dental of Kansas.

Retiree Life Benefit Plan

The Retiree Life Benefit Plan provides for a $5,000 payment to the beneficiaries of retired
employees of AgriBank, FCB, and affiliated Associations. To be eligible for participation, a person
must not have attained age fifty-seven on or before May 1, 1974, and must retire on or after that
dale. The participating employers’ bore the cost of the Plan through contributions made to the trust.
As of December 31, 2001, the Plan was frozen to employees hired after January 1, 2002. Insurance
coverage is provided by Minnesota Life. Payments of premiums are made through trust assets for
AgriBank, FCB and its affiliated Associations. All other employers make premium payments directly
to Minnesota Life as requested.

The Retiree life insurance described above is alsc available (o the employees and retirees of
Northwest Farm Credit Services, AGA, the former Western Farm Credit Bank and the Associations
of the Eleventh Farm Credit District, and U.S, AgBank and affiliated Associations. U.S. AgBank no
longer offers this insurance for all active employees as of January 1, 2007, but the policy remains in
effect for current retirees. The amount of benefit varies by employer. The cost is borne by the
individual employers by paying premiums for the iife insurance policies through Minnesota Life.

Life and AD&D Plan

The Employers provide basic iife insurance and accidental death and dismemberment ("AD&D™
coverage to eligibie empioyees equal to one times the employees' totat compensation. The cost of
the plan is borne by the Employers, who make premium payments to the insurance company in
relurn for coverage for the employees. Employees also have the option of purchasing additional life
insurance, additional AD&D coverage, dependent IHe insurance or group universal life insurance.
The cost of these optional policies is borne by the participating employees and remitted o the
insurance company as premium payments. All insurance coverage is provided by Minnesota Life.

Flexible Spending Account

The Flexible Spending Accounts allow employees to set aside pre-tax dollars for out-of-pocket
health care and dependent care expenses. This plan is funded entirely by the employees. Forfeited
contributions are used to pay plan administrative and other expenses.

Vision Plarn

Tha Vision Plan provides comprehensive services that focus solely on eye care. The cost of the
plan is borne by the employees. Employee contrioutions are remitted to the insurance company,
Vision Service Plan, as premium payments. The plan provides coverage for the employee and
eligible family members for eye exams, lenses, frames, and contact lenses. The Vision Pian also
covers laser vision correction surgery at a discounted fee when network providers are used. For
participating providers, services are paid in full after an initial employee copayment. Employees are
given aliowances for services provided by nonparticipating providers.

Long-Term Disability Plan

The Long-Term Disability Plan provides payment of 6 2/3 percent of an employee’s eligible
monthly earnings. Benefits begin on the 181st day after disabiiity, subject to the approval of the
insurance provider, Hartford. The cost of the plan is borne by the Employers, with contributions
remitted to Hartford as premium payments.

Funding Policy
Employers and employees contribute to the various plans in amounts necessary to fund the benefits
provided.
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Postretirement costs of the Medical Pians are shared by the participating employers and retirees. In
addition to deductibles and copayments, contributions are subsidized by the Employers as follows:

M

Retiree Participants Retiree Contribution

Former 7th District Retirees (retired prior to December 31, 1992)

Under age 65 Employer subsidy is 50 percent of total premium
Qver age 65 Employer subsidy is 50 percent of total premium
Former 6th District Retirees {retired prior to December 31, 1992)

Under age 65 Employer subsidy is 75 percent of total premium
Over age 65 Employer subsidy s 75 percent of total premium
Former 4th District Retirees (retired or eligible to retire on December 31, 1892)
Under age 65 Employer subsidy is 33 percent of total premium

Over age 65 Employer subsidy is 10 percent of tolal premium

Current AgriBank, FCB District Retirees (hired prior to January 1, 2002, and retired after
January 1, 1993)

Under age 65 Employer subsidy is based on a formula of $50 x number of
years of service {10 year minimum/3C year maximum)
Over age 65 Employer subsidy is based on a formula of $30 x number of

years of service (10 year minimum/30 year maximum)

Current 11th District Retirees (hired prior to January 1, 2002)

Under age 65 Employer subsidy is 25 percent of total premium
Qver age 65 Employer subsidy is $50 a month for each retiree
Current Northwest Farm Credit Services Retirees (hired prior fo January 1, 2002)

Under age 65 No employer subsidy
Over age 65 No employer subsidy

Current Farm Credit Services of America Retirees (hired prior to January 1, 2002)

Under age 65 Employer subsidy is a percentage of retireg premium, in
excess of active premium, ranging from 0 percent to
100 percent depending on years of service

Over age 65 No employer subsidy

Current U.S. AgBank Retirees (hired prior to January 1, 2004)

Under age 65 Employer subsidy varies by service and retirement date
Over age 65 Employer subsidy varies by service and retirement date

* Note: Employees retiring from Farm Credit Services of Mid-America, an employer in the AgriBank,
FCB District, are not eligible for subsidy; they are charged the total premium.

Any employee hired after January 1, 2002 has access to retiree medical coverage provided they
retire at age 55 or later with ten or more years of service, howaver there will be no employer
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subsidy. U.S. AgBank and its affiliated (former 9" District) Associations eliminated the retiree
medical subsidy for all active employees as of September 30, 2007. Access to Retiree Medical
Insurance at age 55 or later with ten or more years of service is still available.

Regulatory Compliance

The Department of Labor has determined the Plans to be governmental plans; theretfore, the Pians
are not subject to the provisions of the Employee Retirement Income Security Act of 1874, as
amended ("ERISA".

Plan Administration

The Plans provide that an employee of a participating employer who has adopted the Plans, and
who has satisfied the eligibility requirements of the Plans, has rights 1o benefits under the Plans.
AgriBank, FCB serves as Pian Administrator under the Plans. The Trust Committee has primary
responsibifity for administration and interpretation of the Plans and investment cf the assets of the
Plans.

Wells Fargo is the primary custodian for the invested assets of the Pians and is the investment
manager for the Plans. As the invesiment manager, Wells Fargo supervises and administers all
investments and related activities including such functions as purchases, sales, reinvestment,
coilection of interest, dividends and other forms of income and voting.

Plan Termination

Although it has not expressed any intention to do so, the Plan sponsor has the right under the Plans
to modify the benefits provided, to discontinue its contributions at any time, and to terminate the
Plans. Upon such termination, assets will be used t¢ pay benefits under the terms of the Plans and
coverage for all covered persons wouid end.

2. Summary of Significant Accounting Policies
A description of the Plans’ significant accounting policies follows:

Basis of Accounting

The accounts of the Plans are maintained 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.

Investment Valuation and Income Recognition
investments are stated at fair market value, generally by reference to guoted prices in an active
market. The mutual fund is valued at the published net asset value of the fund.

Purchases and sales of investments are recorded on a trade date basis. Interest income is accrued
based cn the terms of the underlying instrument and dividend income is recorded on the ex-
dividend date.

insurance Contracts

Insurance carriers provide coverage under the Medical Plans, Retiree Life Insurance Plan, Life and
AD&D Plans, Vision Plan, and Long-Term Disabitity Plan. Under the terms of the contracts with
each respective carrier, the insurer has received premium payments and has a legal obfigation to
make all benefit payments. As such, these insurance contracts are excluded from plan assets.

Benefits and Expenses

All benefits under the Life and AD&D Plans, Vision Plan, and Long-Term Disability Plan as well as
certain benefits under the Medical Plans and Retiree Life Insurance Plan are paid by the insurance
companies to which the Employers and/or employees pay premiums. All other benefit payments are
paid from plan assets and are recorded upon distribution.

9
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Administrative and other expenses of the Plans are generally paid from plan assets. The
Employers, however, may pay directly certain administrative expanses of the Plans. Costs paid
directly by the Employers are nct recorded in the statement of changes in net assets,

tJse of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management (o make estimates and assumptions that affect the reported amounts of
assets, liabilittes, and changes therein, disclosure of contingent asseis and liabilities, and the
actuarial present value of benefit abligations at the date of the financial statements. Actual results
could differ from those estimates.

income Tax Status

A trust was established under the Plans to hold plan assets. The Plans have not chtained a
determination lettar from the Internal Revenue Service, but management is of the opinion that the
Plans and refated trusts are operating in compliance with applicable sections of the internal
Revenue Code (IRC) and are exempt from Federai income taxes.

3. Investments
Significant investments

The following table identifies the individual investments that represent 5 percent or more of the
Plans' net assets at December 31, 2007:

2007

Description
Medical Plan
Wells Fargo Cash Investment Fund $ 6,112,757
Dental Plans
Wells Fargo Cash Investment Fund 468,758
Supple mental Death Benefit Plan
Wells Farge Stable income Fund (A} 6,887,364
Flexible Spending Plan
Weils Fargo Cash investment Fund 451,501

{A) Administrator Ciass

Appreciation (Depreciation) of Investments

The nef{ appreciation or depreciation in fair value of investments includes the realized gains and
losses on investments that were soid during the year and the increase or decrease in unrealized
appreciation or depreciation on invesiments held at year-end. Net depreciation for the year ended
December 31, 2007, is summarized below:

2007
Retiree Life Benefit Plan
Mutual Fund $  (46,880)

4. Benefit Obligations

Postretirement Benefit Obligations-Medical Plans, Dental Plan, Retiree Life Benefit Plan and
Life and AD&D Plans

The amount reported as the postretirement benefit obligation represents the actuarial present value
of those estimated future benefits that are attributed by the terms of the FPlan to employees’ service
rendered to the date of the financial statements, reduced by the actuarial present value of

10
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contributions expected {o be received in the future from current plan participants. Postretirament
benefits inciude future benefits expected to be paid to or for {1) currently retired or terminated
employees and their beneficiaries and dependents and (2) active employees and their beneficiaries
and dependents after retirement from service with participating employers. The postretirement
benefit obligation represents the amount that is to be funded by contributions from the Plan’s
participating employers and from existing plan assets. Prior to an active empioyee’s full eligibility
date, the postretirement benefit obligations is the portion of the expected postratirement benefit
chiigations that is attributed to that emplayees service rendered to the vajuation date.

The actuarial present value of accumulated plan benefits is determined by the pian’s actuaries 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 vaiuations as of December 31, 2007, are detailed in the
following table:

Average retirement age Graduated rate beginning at age 55 with the 100%
retirement assumption varying by employer and
ranging from age 62 up to age 67

Mortality RP-2000 Table

Interest rate 6.40 % per annum

The foregoing 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 the postratirement benefit obligation.

For measurement purposes with regard to the Medical Plans, the following annual rates of increase
in the per capita cost of covered health care benefits were assumed for 2007:

AgriBank, FCB District participants 9.00% grading to 6.00% by 2011
FCS of America and Northwest participants  9.00% grading to 6.00% by 2011
Former Eleventh District participants 16.00% grading to 8.00% by 2011
rormer Ninth District participants 11.00% grading to 6.00% by 2011

AgBank, AgVantis and certain Associations also offer heaith care and other postretirement benefits
to eligible retired employees through the Retiree Medical Plan. These plans are contributory and
noncontributory. The anticipated costs of these benefits were accrued during the period of the
employee’s active service. Prior to 2007, employees of the former Ninth District who were hired
before 2004 could become eligible for employer subsidies under a predecassor plan to the Retiree
Medical Plan. Beginning in 2007, the Retiree Medical Plan was amended to continue employer
subsidized benefits only for current retirees. Accrued balances as of September 30 for eligible
employees were converted to present value and an equivalent amount was contributed to the Ninth
Pension Plan and/or Spinoff Pensicn Plan as an additional pension benefit, This amendment
resulted in & decrease of in the postretirement banefit obligation of approximately $4.0 million,

The weighted average health care cost trend rate assumption has a significant effect on the
amounts reported in the accompanying financial statements. If the assumed rates increased by one
percentage point in each year, it wouid increase the obligation by $1.9 million as of December 31,
2007.

Liability for Claims Incurred But Not Reported

The estimated liabilities for claims incurred but not reported for the Medical and Dental Plans at
December 31, 2007, were estimated by the Plan’s actuary in accordance with accepted actuarial

11
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principles based on actual claims reported through March of the following year and prior year
experience.

5. Risks and Uncertainties

The Plans provide for investments in investment funds. In general, investments are exposed 1o
various risks, such as interest rate, credit and overalt 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 account
balances and the amounts reported in the statements of net assets available for benefits.

Plan contributions are made and the estimated fiability for claims incurred but not reported and
postretirement benefit obligations are reported based on certain assumptions pertaining o interest
rates, inflation rates and employee demographics, all of which are subject to change. Due to
uncertainties inherent in the estimations and assumptions process, it is at least reasonably possible
that changes in these estimates and assumptions in the near term would be material to the financial
statemeants.
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