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Report of Independent Auditors 

Report of Independent Auditors 

To the Board of Directors and Management of 
Colonial Farm Credit, ACA 

We have audited the accompanying consolidated financial statements of Colonial Farm Credit, ACA and its 
subsidiaries (the “Association”), which comprise the consolidated balance sheets as of December 31, 2018, 2017 
and 2016, and the related consolidated statements of income, comprehensive income, changes in members’ 
equity and cash flows for the years then ended.  

Management's Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of the consolidated financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes the 
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
consolidated financial statements that are free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on the consolidated financial statements based on our audits.  We 
conducted our audits 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 
consolidated financial statements are free from material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements.  The procedures selected depend on our judgment, including the assessment 
of the risks of material misstatement of the consolidated financial statements, whether due to fraud or error.  In 
making those risk assessments, we consider internal control relevant to the Association's preparation and fair 
presentation of the consolidated financial statements in order to design audit procedures that are appropriate in 
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Association's 
internal control.  Accordingly, we express no such opinion.  An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by 
management, as well as evaluating the overall presentation of the consolidated financial statements.  We believe 
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Colonial Farm Credit, ACA and its subsidiaries as of December 31, 2018, 2017 and 2016, and 
the results of their operations and their cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

Miami, Florida 

March 13, 2019 

PricewaterhouseCoopers LLP, 333 SE 2nd Avenue, Suite 3000, Miami, FL 33131 
T: (305) 375 7400, F:(305) 375 6221, www.pwc.com/us 

www.pwc.com/us
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Notes to the Consolidated Financial Statements 
(Dollars in thousands, except as noted) 

Note 1 — Organization and Operations 

A. Organization:  Colonial Farm Credit, ACA (Association) 
is a member-owned cooperative that provides credit and 
credit-related services to qualified borrowers in the 
counties of Amelia, Amherst, Appomattox, Brunswick, 
Buckingham, Campbell, Caroline, Charles City, Charlotte, 
Chesterfield, Cumberland, Dinwiddie, Essex, Fluvanna, 
Gloucester, Goochland, Greensville, Hanover, Henrico, 
Isle of Wight, King and Queen, King George, King 
William, James City, Lancaster, Louisa, Lunenburg, 
Mathews, Mecklenburg, Middlesex, New Kent, 
Northumberland, Nottoway, Powhatan, Prince Edward, 
Prince George, Richmond, Southampton, Surry, Sussex, 
Westmoreland, York, and the cities of Chesapeake, 
Newport News, Suffolk and Virginia Beach in the state of 
Virginia and the counties of Anne Arundel, Calvert, 
Charles, Prince George’s and Saint Mary’s in the state of 
Maryland. 

The Association is a lending institution in the Farm Credit 
System (System), a nationwide network of cooperatively 
owned banks and associations.  It was established by Acts 
of Congress and is subject to the provisions of the Farm 
Credit Act of 1971, as amended (Farm Credit Act).  The 
System specializes in providing financing and related 
services to qualified borrowers for agricultural and rural 
purposes. 

The nation is served by three Farm Credit Banks (FCBs) 
and one Agricultural Credit Bank (ACB), (collectively, the 
System Banks) each of which has specific lending 
authorities within its chartered territory.  The ACB also has 
additional specific nationwide lending authorities. 

Each System Bank serves one or more Agricultural Credit 
Associations (ACAs) that originate long-term, short-term 
and intermediate-term loans, Production Credit 
Associations (PCAs) that originate and service short- and 
intermediate-term loans, and/or Federal Land Credit 
Associations (FLCAs) that originate and service long-term 
real estate mortgage loans. These associations borrow a 
majority of the funds for their lending activities from their 
related bank. System Banks are also responsible for 
supervising the activities of associations within their 
districts.  AgFirst (Bank) and its related associations 
(Associations or District Associations) are collectively 
referred to as the AgFirst District.  The District 
Associations jointly own substantially all of AgFirst’s 
voting stock. As of year end, the District consisted of the 
Bank and nineteen District Associations.  All nineteen 
were structured as ACA holding companies, with PCA and 
FLCA subsidiaries.  FLCAs are tax-exempt while ACAs 
and PCAs are taxable. 

The Farm Credit Administration (FCA) is delegated 
authority by Congress to regulate the System banks and 
associations.  The FCA examines the activities of the 

associations and certain actions by the associations are 
subject to the prior approval of the FCA and the 
supervising bank. 

The Farm Credit Act also established the Farm Credit 
System Insurance Corporation (Insurance Corporation) to 
administer the Farm Credit Insurance Fund (Insurance 
Fund). The Insurance Fund is required to be used (1) to 
ensure the timely payment of principal and interest on 
Systemwide debt obligations (Insured Debt), (2) to ensure 
the retirement of protected borrower capital at par or stated 
value, and (3) for other specified purposes. The Insurance 
Fund is also available for discretionary uses by the 
Insurance Corporation to provide assistance to certain 
troubled System institutions and to cover the operating 
expenses of the Insurance Corporation. Each System bank 
has been required to pay premiums, which may be passed 
on to the Association, into the Insurance Fund, based on its 
average adjusted outstanding Insured Debt until the assets 
in the Insurance Fund reach the “secure base amount.”  The 
secure base amount is defined in the Farm Credit Act as 2.0 
percent of the aggregate insured obligations (adjusted to 
reflect the reduced risk on loans or investments guaranteed 
by federal or state governments) or such other percentage of 
the aggregate obligations as the Insurance Corporation at its 
sole discretion determines to be actuarially sound.  When 
the amount in the Insurance Fund exceeds the secure base 
amount, the Insurance Corporation is required to reduce 
premiums and may return excess funds above the secure 
base amount to System institutions. However, it must still 
ensure that reduced premiums are sufficient to maintain the 
level of the Insurance Fund at the secure base amount.   

B. Operations:  The Farm Credit Act sets forth the types of 
authorized lending activity and financial services that can 
be offered by the Association, and the persons eligible to 
borrow. 

The Associations borrow from the Bank and in turn may 
originate and service short- and intermediate-term loans to 
their members, as well as long-term real estate mortgage 
loans. 

The Bank primarily lends to the District Associations in the 
form of a line of credit to fund the Associations’ earning 
assets.  These lines of credit (or Direct Notes) are 
collateralized by a pledge of substantially all of each 
Association’s assets.  The terms of the Direct Notes are 
governed by a General Financing Agreement (GFA) 
between the Bank and Association.  Each advance is 
structured such that the principal cash flow, repricing 
characteristics, and underlying index (if any) of the advance 
match those of the assets being funded.  By match-funding 
the Association loans, the Associations’ exposure to interest 
rate risk is minimized. 

In addition to providing funding for earning assets, the 
Bank provides District Associations with banking and 
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Notes to the Consolidated Financial Statements (continued) 

support services such as accounting, human resources, 
information systems, and marketing.  The costs of these 
support services are included in the cost of the Direct Note, 
or in some cases billed directly to certain Associations that 
use a specific service. 

The Association is authorized to provide, either directly or 
in participation with other lenders, credit, credit 
commitments, and related services to eligible borrowers.  
Eligible borrowers include farmers, ranchers, producers or 
harvesters of aquatic products, rural residents, and farm-
related businesses.   

The Association may sell to any System borrowing 
member, on an optional basis, credit or term life insurance 
appropriate to protect the loan commitment in the event of 
death of the debtor(s).  The sale of other insurance 
necessary to protect a member’s farm or aquatic unit is 
permitted, but limited to hail and multi-peril crop insurance, 
and insurance necessary to protect the facilities and 
equipment of aquatic borrowers. 

Note 2 — Summary of Significant Accounting Policies 

The accounting and reporting policies of the Association 
conform with accounting principles generally accepted in the 
United States of America (GAAP) and prevailing practices 
within the banking industry.  The preparation of financial 
statements in conformity with GAAP requires management to 
make estimates and assumptions that affect the amounts 
reported in the Consolidated Financial Statements and 
accompanying notes.  Significant estimates are discussed in 
these footnotes, as applicable.  Actual results may differ from 
these estimates. 

The accompanying consolidated financial statements include 
the accounts of the ACA, PCA and FLCA. 

Certain amounts in the prior year financial statements have 
been reclassified to conform to the current period presentation.  
Such reclassifications had no effect on net income or total 
members’ equity of prior years.   

A. Cash:  Cash represents cash on hand and on deposit at 
banks. 

B. Loans and Allowance for Loan Losses:  The Association 
is authorized to make long-term real estate loans with 
maturities of 5 to 40 years and certain short- and 
intermediate-term loans for agricultural production or 
operating purposes with maturities of not more than 10 
years. 

Loans are carried at their principal amount outstanding 
adjusted for charge-offs, premiums, discounts, deferred 
loan fees or costs, and derivative instruments and hedging 
valuation adjustments, if any.  Interest on loans is accrued 
and credited to interest income based upon the daily 
principal amount outstanding.  The difference in the total 
investment in a loan and its principal amount may be 
deferred as part of the carrying amount of the loan and the 
net difference amortized over the life of the related loan as 

an adjustment to interest income using the effective interest 
method. 

Impaired loans are loans for which it is probable that all 
principal and interest will not be collected according to the 
contractual terms of the loan and are generally considered 
substandard or doubtful, which is in accordance with the 
loan rating model, as described below.  Impaired loans 
include nonaccrual loans, restructured loans, and loans past 
due 90 days or more and still accruing interest. A loan is 
considered contractually past due when any principal 
repayment or interest payment required by the loan 
instrument is not received on or before the due date. A loan 
remains contractually past due until the entire amount past 
due, including principal, accrued interest, and penalty 
interest incurred as the result of past due status, is collected 
or otherwise discharged in full. A formal restructuring may 
also cure a past due status. 

Loans are generally classified as nonaccrual when principal 
or interest is delinquent for 90 days (unless adequately 
collateralized and in the process of collection) or 
circumstances indicate that collection of principal and/or 
interest is in doubt. When a loan is placed in nonaccrual 
status, accrued interest deemed uncollectible is reversed (if 
accrued in the current year) or charged against the 
allowance for loan losses (if accrued in the prior year).  

When loans are in nonaccrual status, payments are applied 
against the recorded investment in the loan asset. If 
collection of the recorded investment in the loan is fully 
expected and the loan does not have a remaining 
unrecovered prior charge-off associated with it, the interest 
portion of payments received in cash may be recognized as 
interest income.  Nonaccrual loans may be returned to 
accrual status when principal and interest are current, prior 
charge-offs have been recovered, the ability of the 
borrower to fulfill the contractual repayment terms is fully 
expected, and the loan is not classified “doubtful” or “loss.” 
Loans are charged off at the time they are determined to be 
uncollectible. 

In cases where a borrower experiences financial difficulties 
and the Association makes certain monetary concessions to 
the borrower through modifications to the contractual terms 
of the loan, the loan is classified as a restructured loan.  A 
restructured loan constitutes a troubled debt restructuring 
(TDR) if for economic or legal reasons related to the 
debtor’s financial difficulties the Association grants a 
concession to the debtor that it would not otherwise 
consider. If the borrower’s ability to meet the revised 
payment schedule is uncertain, the loan is classified as a 
nonaccrual loan. 

The allowance for loan losses is maintained at a level 
considered adequate by management to provide for 
probable and estimable losses inherent in the loan portfolio 
as of the report date.  The allowance for loan losses is 
increased through provisions for loan losses and loan 
recoveries and is decreased through loan charge-offs and 
allowance reversals.  A review of individual loans in each 
respective portfolio is performed periodically to determine 
the appropriateness of risk ratings and to ensure loss 
exposure to the Association has been identified.  The 
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allowance for loan losses is a valuation account used to 
reasonably estimate loan losses as of the financial statement 
date. Determining the appropriate allowance for loan losses 
balance involves significant judgment about when a loss 
has been incurred and the amount of that loss. 

The Association considers the following factors, among 
others, when determining the allowance for loan losses: 

 Changes in credit risk classifications 
 Changes in collateral values 
 Changes in risk concentrations 
 Changes in weather-related conditions 
 Changes in economic conditions 

A specific allowance may be established for impaired loans 
under Financial Accounting Standards Board (FASB) 
guidance on accounting by creditors for impairment of a 
loan. Impairment of these loans is measured based on the 
present value of expected future cash flows discounted at 
the loan’s effective interest rate or, as practically expedient, 
at the loan’s observable market price or fair value of the 
collateral if the loan is collateral dependent. 

A general allowance may also be established under FASB 
guidance on accounting for contingencies, to reflect 
estimated probable credit losses inherent in the remainder 
of the loan portfolio which excludes impaired loans 
considered under the specific allowance discussed above. 
A general allowance can be evaluated on a pool basis for 
those loans with similar characteristics.  The level of the 
general allowance may be based on management’s best 
estimate of the likelihood of default adjusted for other 
relevant factors reflecting the current environment. 

The credit risk rating methodology is a key component of 
the Association’s allowance for loan losses evaluation, and 
is generally incorporated into the institution’s loan 
underwriting standards and internal lending limit.  The 
Association uses a two-dimensional loan rating model 
based on internally generated combined system risk rating 
guidance that incorporates a 14-point risk rating scale to 
identify and track the probability of borrower default and a 
separate scale addressing loss given default over a period 
of time.  Probability of default is the probability that a 
borrower will experience a default within 12 months from 
the date of the determination of the risk rating.  A default is 
considered to have occurred if the lender believes the 
borrower will not be able to pay its obligation in full or the 
borrower is past due more than 90 days. The loss given 
default is management’s estimate as to the anticipated 
economic loss on a specific loan assuming default has 
occurred or is expected to occur within the next 12 months. 

Each of the 14 categories carries a distinct percentage of 
default probability.  The 14-point risk rating scale provides 
for granularity of the probability of default, especially in 
the acceptable ratings.  There are nine acceptable 
categories that range from a borrower of the highest quality 
to a borrower of minimally acceptable quality.  The 
probability of default between 1 and 9 is very narrow and 
would reflect almost no default to a minimal default 
percentage. The probability of default grows more rapidly 
as a loan moves from a “9” to other assets especially 

mentioned and grows significantly as a loan moves to a 
substandard (viable) level.  A substandard (non-viable) 
rating indicates that the probability of default is almost 
certain. 

C. Loans Held for Sale:  Loans are classified as held for sale 
when there is intent to sell the loans within a reasonable 
period of time.  Loans intended for sale are carried at the 
lower of cost or fair value. 

D. Other Property Owned (OPO):  Other property owned, 
consisting of real estate, personal property, and other assets 
acquired through a collection action, is recorded upon 
acquisition at fair value less estimated selling costs.  Any 
initial reduction in the carrying amount of a loan to the fair 
value of the collateral received is charged to the allowance 
for loan losses.  Revised estimates to the fair value less cost 
to sell are reported as adjustments to the carrying amount of 
the asset, provided that such adjusted value is not in excess 
of the carrying amount at acquisition. Income, expenses, 
and carrying value adjustments related to other property 
owned are included in Gains (Losses) from Other Property 
Owned, Net in the Consolidated Statements of Income. 

E. Premises and Equipment:  Land is carried at cost. 
Premises and equipment are carried at cost less 
accumulated depreciation.  Depreciation is provided on the 
straight-line method over the estimated useful lives of the 
assets.  Gains and losses on dispositions are reflected in 
current earnings.  Maintenance and repairs are charged to 
expense and improvements are capitalized. Premises and 
equipment are evaluated for impairment whenever events or 
circumstances indicate that the carrying value of the asset 
may not be recoverable. 

From time to time, assets classified as premises and 
equipment are transferred to held for sale for various 
reasons. These assets are carried in Other Assets at the 
lower of the recorded investment in the asset or fair value 
less estimated cost to sell based upon the property’s 
appraised value at the date of transfer. Any write-down of 
property held for sale is recorded as a loss in the period 
identified. 

F. Investments:  The Association may hold investments as 
described below. 

Equity Investments in Other Farm Credit System 
Institutions 
Investments in other Farm Credit System institutions are 
generally nonmarketable investments consisting of stock 
and participation certificates, allocated surplus, and 
reciprocal investments in other institutions regulated by the 
FCA.  These investments are carried at cost and evaluated 
for impairment based on the ultimate recoverability of the 
par value rather than by recognizing temporary declines in 
value. 

Investment Income 
Dividends from Investments in Other Farm Credit 
Institutions are generally recorded as patronage income and 
included in Noninterest Income. 
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Notes to the Consolidated Financial Statements (continued) 

Other Investments 
As discussed in Note 8, certain investments, consisting 
primarily of mutual funds, are held in trust and investment 
accounts and are reported at fair value.  Holding period 
gains and losses are included within Noninterest Income on 
the Consolidated Statements of Income and the balance of 
these investments, totaling $933, is included in Other 
Assets on the accompanying Consolidated Balance Sheets 
as of December 31, 2018. 

G. Voluntary Advance Conditional Payments:  The 
Association is authorized under the Farm Credit Act to 
accept advance payments from borrowers.  To the extent 
the borrower’s access to such advance payments is 
restricted; the advanced conditional payments are netted 
against the borrower’s related loan balance. Amounts in 
excess of the related loan balance and amounts to which the 
borrower has unrestricted access are presented as other 
liabilities in the accompanying Consolidated Balance 
Sheets. Advanced conditional payments are not insured. 
Interest is generally paid by the Association on such 
accounts. 

H. Employee Benefit Plans:  The Association participates in 
District and multi-District sponsored benefit plans.  These 
plans may include defined benefit final average pay 
retirement, defined benefit cash balance retirement, defined 
benefit other postretirement benefits, and defined 
contribution plans. 

Defined Contribution Plans 
Substantially all employees are eligible to participate in the 
defined contribution Farm Credit Benefit Alliance (FCBA) 
401(k) Plan, subsequently referred to as the 401(k) Plan, 
which qualifies as a 401(k) plan as defined by the Internal 
Revenue Code. Employee deferrals are not to exceed the 
maximum deferral as determined and adjusted by the 
Internal Revenue Service. Company contributions to the 
401(k) Plan are expensed as funded. 

Additional information may be found in Note 9. 

Multi-Employer Defined Benefit Plans 
Substantially all employees hired before January 1, 2003 
may participate in the AgFirst Farm Credit Retirement Plan 
(Plan), which is a defined benefit plan and considered 
multi-employer under FASB accounting guidance.  The 
Plan is noncontributory and includes eligible Association 
and District employees.  The “Projected Unit Credit” 
actuarial method is used for financial reporting purposes. 

In addition to pension benefits, the Association provides 
certain health care and life insurance benefits for retired 
employees (other postretirement benefits) through a multi-
District sponsored retiree healthcare plan.  Substantially all 
employees are eligible for those benefits when they reach 
early retirement age while working for the Association. 
Authoritative accounting guidance requires the accrual of 
the expected cost of providing these benefits to an 
employee, their beneficiaries and covered dependents 
during the years the employee renders service necessary to 
become eligible for benefits. 

Since the foregoing plans are multiemployer, the 
Association does not apply the provisions of FASB 
guidance on employers’ accounting for defined benefit 
pension and other postretirement plans in its stand-alone 
financial statements.  Rather, the effects of this guidance 
are reflected in the Annual Information Statement of the 
Farm Credit System. 

Additional information may be found in Note 9 and in the 
Notes to the Annual Information Statement of the Farm 
Credit System. 

Single Employer Defined Benefit Plans 
The Association also sponsors a single employer defined 
benefit supplemental retirement plan and offers a FCBA 
supplemental 401(k) plan for certain key employees.  
These plans are nonqualified; therefore, the associated 
liabilities are included in the Association’s Consolidated 
Balance Sheets in Other Liabilities. 

The foregoing defined benefit plan is considered single 
employer, therefore the Association applies the provisions 
of FASB guidance on employers’ accounting for defined 
benefit pension and other postretirement plans in its stand-
alone financial statements.  See Note 9 for additional 
information. 

I. Income Taxes: The Association evaluates tax positions 
taken in previous and current years according to FASB 
guidance. A tax position can result in a permanent 
reduction of income taxes payable, a deferral of income 
taxes otherwise currently payable to future years, or a 
change in the expected realizability of deferred tax assets. 
The term tax position also encompasses, but is not limited 
to, an entity’s status, including its status as a pass-through 
entity or tax-exempt entity. 

The Association is generally subject to Federal and certain 
other income taxes.  As previously described, the ACA 
holding company has two wholly-owned subsidiaries, a 
PCA and a FLCA.  The FLCA subsidiary is exempt from 
federal and state income taxes as provided in the Farm 
Credit Act.  The ACA holding company and the PCA 
subsidiary are subject to federal, state and certain other 
income taxes. 

The Association is eligible to operate as a cooperative that 
qualifies for tax treatment under Subchapter T of the 
Internal Revenue Code. Accordingly, under specified 
conditions, the Association can exclude from taxable 
income amounts distributed as qualified patronage refunds 
in the form of cash, stock or allocated surplus.  Provisions 
for income taxes are made only on those taxable earnings 
that will not be distributed as qualified patronage refunds. 
The Association distributes patronage on the basis of book 
income. 

The Association accounts for income taxes under the asset 
and liability method, recognizing deferred tax assets and 
liabilities for the expected future tax consequences of the 
temporary differences between the carrying amounts and 
tax bases of assets and liabilities.  Deferred tax assets and 
liabilities are measured using enacted tax rates expected to 
apply to taxable income in the years in which those 
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temporary differences are expected to be realized or 
settled. 

The Association records a valuation allowance at the 
balance sheet dates against that portion of the Association’s 
deferred tax assets that based on management’s best 
estimates of future events and circumstances, more likely 
than not (a likelihood of more than 50 percent) will not be 
realized. The consideration of valuation allowances 
involves various estimates and assumptions as to future 
taxable earnings, including the effects of the expected 
patronage program, which reduces taxable earnings. 

J. Due from AgFirst Farm Credit Bank:  The Association 
records patronage refunds from the Bank and certain 
District Associations on an accrual basis. 

K. Valuation Methodologies: FASB guidance defines fair 
value as the exchange price that would be received for an 
asset or paid to transfer a liability in an orderly transaction 
between market participants in the principal or most 
advantageous market for the asset or liability. This guidance 
also establishes a fair value hierarchy, which requires an 
entity to maximize the use of observable inputs and 
minimize the use of unobservable inputs when measuring 
fair value. It prescribes three levels of inputs that may be 
used to measure fair value. 

Level 1 inputs to the valuation methodology are unadjusted 
quoted prices for identical assets or liabilities in active 
markets. 

Level 2 inputs to the valuation methodology include quoted 
prices for similar assets and liabilities in active markets; 
quoted prices in markets that are not active; and inputs that 
are observable, or can be corroborated, for substantially the 
full term of the asset or liability. 

Level 3 inputs to the valuation methodology are 
unobservable and supported by little or no market activity. 
Valuation is determined using pricing models, discounted 
cash flow methodologies, or similar techniques, and could 
include significant management judgment or estimation. 
Level 3 assets and liabilities also could include instruments 
whose price has been adjusted based on dealer quoted 
pricing that is different than a third-party valuation or 
internal model pricing. 

The Association may use the Bank, internal resources or 
third parties to obtain fair value prices. Quoted market 
prices are generally used when estimating fair values of 
any assets or liabilities for which observable, active 
markets exist. 

A number of methodologies may be employed to value 
items for which an observable active market does not exist. 
Examples of these items include: impaired loans, other 
property owned, and certain derivatives, investment 
securities and other financial instruments. Inputs to these 
valuations can involve estimates and assumptions that 
require a substantial degree of judgment. Some of the 
assumptions used include, among others, discount rates, 
rates of return on assets, repayment rates, cash flows, 
default rates, costs of servicing, and liquidation values. 

The use of different assumptions could produce 
significantly different asset or liability values, which could 
have material positive or negative effects on results of 
operations. 

Additional information may be found in Note 8. 

L. Off-Balance-Sheet Credit Exposures:  The credit risk 
associated with commitments to extend credit and letters of 
credit is essentially the same as that involved with 
extending loans to customers and is subject to normal 
credit policies. Collateral may be obtained based on 
management’s assessment of the customer’s 
creditworthiness. 

Commitments to extend credit are agreements to lend to 
customers, generally having fixed expiration dates or other 
termination clauses that may require payment of a fee. 

Letters of credit are commitments issued to guarantee the 
performance of a customer to a third party. These letters of 
credit are issued to facilitate commerce and typically result 
in the commitment being funded when the underlying 
transaction is consummated between the customer and third 
party. 

M. Revenue Recognition: The Association generates income 
from multiple sources. 

Financial Instruments 
The largest source of revenue for the Association is Interest 
Income. Interest income is recognized on an accrual basis 
driven by nondiscretionary formulas based on written 
contracts, such as loan agreements or securities contracts. 
Credit-related fees, including letter of credit fees, finance 
charges and other fees are recognized in Noninterest 
Income when earned. Other types of noninterest revenues, 
such as service charges, professional services and broker 
fees, are accrued and recognized into income as services 
are provided and the amount of fees earned is reasonably 
determinable. 

Contracts with Customers 
In May 2014, the FASB issued ASU 2014-09 Revenue 
from Contracts with Customers (Topic 606).  This 
guidance, which became effective January 1, 2018, 
changed the recognition of revenue from contracts with 
customers. The core principle of the guidance is that an 
entity should recognize revenue to reflect the transfer of 
goods and services to customers in an amount equal to the 
consideration the entity receives or expects to receive. The 
guidance also included expanded disclosure requirements 
that result in an entity providing users of financial 
statements with comprehensive information about the 
nature, amount, timing, and uncertainty of revenue and 
cash flows arising from the entity’s contracts with 
customers. Based on input received from stakeholders, the 
FASB issued several additional Updates that generally 
provided clarifying guidance where there was the potential 
for diversity in practice, or address the cost and complexity 
of applying Topic 606. 

The Association maintains contracts with customers to 
provide support services in various areas such as 
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Notes to the Consolidated Financial Statements (continued) 

accounting, lending transactions, consulting, insurance, and 
information technology. The Association does not 
generally incur costs to obtain contracts. As most of the 
contracts are to provide access to expertise or system 
capacity that the Association maintains, there are no 
material incremental costs to fulfill these contracts that 
should be capitalized. 

Transition Information 

 The Association identified ancillary revenues affected 
by this Update and adopted the guidance on January 1, 
2018. 

 The amendments were applied using the modified 
retrospective approach. 

 The Association elected to only apply the guidance to 
contracts that were not completed at the date of initial 
application. 

 Subtopics 610-20 on gains and losses from the 
derecognition of nonfinancial assets, and 340-40 on 
other assets and deferred costs-contracts with customers 
were adopted using the same transition options. 

 Adoption did not have an impact on the Association's 
financial condition or results of operations. 

Gains and Losses from Nonfinancial Assets 
Any gains or losses on sales of Premises and Equipment 
and OPO are included as part of Noninterest Income. These 
gains and losses are recognized, and the nonfinancial asset 
is derecognized, when the Association has entered into a 
valid contract with a noncustomer and transferred control 
of the asset.  If the criteria to meet the definition of a 
contract have not been met, the Association does not 
derecognize the nonfinancial asset and any consideration 
received is recognized as a liability. If the criteria for a 
contract are subsequently met, or if the consideration 
received is or becomes nonrefundable, a gain or loss may 
be recognized at that time. 

N. Accounting Standards Updates (ASUs):  In August 2018, 
the FASB issued ASU 2018-15 Intangibles—Goodwill and 
Other—Internal-Use Software (Subtopic 350-40): 
Customer’s Accounting for Implementation Costs Incurred 
in a Cloud Computing Arrangement That Is a Service 
Contract. The amendments align the requirements for 
capitalizing implementation costs incurred in a hosting 
arrangement that is a service contract with the requirements 
for capitalizing implementation costs incurred to develop or 
obtain internal-use software (and hosting arrangements that 
include an internal use software license). The accounting 
for the service element of a hosting arrangement that is a 
service contract is not affected by the amendments in this 
Update. The guidance is effective for public business 
entities for fiscal years beginning after December 15, 2019, 
and interim periods within those fiscal years. Early 
adoption is permitted, including adoption in any interim 
period, for all entities. The amendments should be applied 
either retrospectively or prospectively to all implementation 
costs incurred after the date of adoption. Adoption of the 
guidance will have no impact on the statements of financial 
condition and results of operations. 

In August 2018, the FASB issued ASU 2018-13 Disclosure 
Framework—Changes to the Disclosure Requirements for 
Fair Value Measurement. The amendments are part of the 
FASB’s disclosure framework project. The project’s 
objective and primary focus are to improve the 
effectiveness of disclosures in the notes to financial 
statements by facilitating clear communication of the 
information required by GAAP that is most important to 
users of each entity’s financial statements. The 
amendments remove, modify or add certain disclosures 
contained in the financial statement footnotes related to fair 
value. Additionally, the guidance is intended to promote the 
appropriate exercise of discretion by entities when 
considering fair value measurement disclosures and to 
clarify that materiality is an appropriate consideration of 
entities and their auditors when evaluating disclosure 
requirements. The amendments are effective for all entities 
for fiscal years, and interim periods within those fiscal 
years, beginning after December 15, 2019. Certain 
amendments should be applied prospectively for only the 
most recent interim or annual period presented in the initial 
fiscal year of adoption. All other amendments should be 
applied retrospectively to all periods presented upon their 
effective date. Entities may early adopt the provisions in 
whole upon issuance or may early adopt any removed or 
modified disclosures upon issuance and delay adoption of 
the additional disclosures until their effective date.  The 
Association has adopted the removed disclosures effective 
with the 2018 Annual Report. 

In July 2018, the FASB issued ASU 2018-09 Codification 
Improvements. The amendments affect a wide variety of 
Topics in the Codification. They apply to all reporting 
entities within the scope of the affected accounting 
guidance. The Board has an ongoing project on its agenda 
about improvements to clarify the Codification or to correct 
unintended application of guidance. Those items generally 
are not expected to have a significant effect on current 
accounting practice. The transition and effective date 
guidance is based on the facts and circumstances of each 
amendment. 

In February 2018, the FASB issued ASU 2018-02 Income 
Statement—Reporting Comprehensive Income (Topic 220): 
Reclassification of Certain Tax Effects from Accumulated 
Other Comprehensive Income. The guidance allows a 
reclassification from accumulated other comprehensive 
income to retained earnings for stranded tax effects 
resulting from the Tax Cuts and Jobs Act. The amendments 
eliminate the stranded tax effects resulting from the Tax 
Cuts and Jobs Act and are intended to improve the 
usefulness of information reported to financial statement 
users. However, because the amendments only relate to the 
reclassification of the income tax effects of the Tax Cuts 
and Jobs Act, the underlying guidance that requires that the 
effect of a change in tax laws or rates be included in 
income from continuing operations is not affected. The 
Update also requires certain disclosures about stranded tax 
effects. The guidance is effective for all entities for fiscal 
years beginning after December 15, 2018, and interim 
periods within those fiscal years. The Association is in the 
process of evaluating what effects the guidance may have 
on the statements of financial condition and results of 
operations. 
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In March 2017, the FASB issued ASU 2017-08 
Receivables—Nonrefundable Fees and Other Costs 
(Subtopic 310-20): Premium Amortization on Purchased 
Callable Debt Securities. The guidance relates to certain 
callable debt securities and shortens the amortization period 
for any premium to the earliest call date. The Update will 
be effective for interim and annual periods beginning after 
December 15, 2018 for public business entities. The 
Association is in the process of evaluating what effects the 
guidance may have on the statements of financial condition 
and results of operations. 

In March 2017, the FASB issued ASU 2017-07 
Compensation—Retirement Benefits (Topic 715): 
Improving the Presentation of Net Periodic Pension Cost 
and Net Periodic Postretirement Benefit Cost related to the 
income statement presentation of the components of net 
periodic benefit cost for an entity’s sponsored defined 
benefit pension and other postretirement plans. The 
amendments were effective January 1, 2018 for the 
Association. Adoption in 2018 did not have a material 
effect on the Association’s financial statements, but did 
require reclassification of certain periodic pension costs to 
Other Operating Expenses. 

In January 2017, the FASB issued ASU 2017-01 Business 
Combinations (Topic 805): Clarifying the Definition of a 
Business. The amendments provide a more robust 
framework to use in determining when a set of assets and 
activities is a business. They also support more consistency 
in applying the guidance, reduce the costs of application, 
and make the definition of a business more operable. The 
ASU was effective January 1, 2018 for the Association. 
The amendments were applied prospectively. Adoption of 
the guidance in 2018 had no impact on the statements of 
financial condition and results of operations of the 
Association. 

In June 2016, the FASB issued ASU 2016-13 Financial 
Instruments—Credit Losses (Topic 326): Measurement of 
Credit Losses on Financial Instruments. This Update, and 
subsequent clarifying guidance issued, is intended to 
improve financial reporting by requiring timelier recording 
of credit losses on financial instruments. It requires an 
organization to measure all expected credit losses for 
financial assets held at the reporting date. Financial 
institutions and other organizations will use forward-
looking information to better estimate their credit losses. 
Additionally, the ASU amends the accounting for credit 
losses on available-for-sale debt securities and purchased 
financial assets with credit deterioration. For public 
companies that are not SEC filers, it will take effect for 
fiscal years beginning after December 15, 2020, and 
interim periods within those fiscal years. Early application 
will be permitted for all organizations for fiscal years, and 
interim periods within those fiscal years, beginning after 
December 15, 2018. The Association is in the process of 
evaluating what effects the guidance may have on the 
statements of financial condition and results of operations. 

In February 2016, the FASB issued ASU 2016-02 Leases 
(Topic 842). This Update, and subsequent clarifying 
guidance issued, requires organizations that lease assets to 
recognize on the balance sheet the assets and liabilities for 

the rights and obligations created by those leases. Leases 
will be classified as either finance leases or operating 
leases. This distinction will be relevant for the pattern of 
expense recognition in the income statement. The 
amendments will be effective for fiscal years beginning 
after December 15, 2018, including interim periods within 
those fiscal years for public business entities. The 
Association will implement the guidance in first quarter 
2019 using the practical expedients and does not expect a 
material impact to the financial statements.  

In January 2016, the FASB issued ASU 2016-01 Financial 
Instruments—Overall (Subtopic 825-10):  Recognition and 
Measurement of Financial Assets and Financial Liabilities. 
The Update, and subsequent clarifying guidance issued, 
was intended to improve the recognition and measurement 
of financial instruments. The new guidance makes targeted 
improvements to existing GAAP. 

Transition Information 

 The Association identified investment securities 
affected by this Update and adopted the guidance on 
January 1, 2018. 

 The amendments related to equity securities without 
readily determinable fair values were applied 
prospectively to equity investments that existed as of 
the date of adoption. 

 Application of the amendments did not require a 
cumulative effect adjustment. 

 Adoption did not have an impact on the Association's 
financial condition or results of operations. 

 The new standard did result in changes to certain 
disclosures. 

Note 3 — Loans and Allowance for Loan Losses 

For a description of the Association’s accounting for loans, 
including impaired loans, and the allowance for loan losses, see 
Note 2 subsection B above. 

Credit risk arises from the potential inability of an obligor to 
meet its repayment obligation which exists in outstanding 
loans. The Association manages credit risk associated with 
lending activities through an assessment of the credit risk 
profile of an individual obligor. The Association sets its own 
underwriting standards and lending policies that provide 
direction to loan officers and are approved by the board of 
directors. 

The credit risk management process begins with an analysis of 
the obligor’s credit history, repayment capacity and financial 
position. Repayment capacity focuses on the obligor’s ability 
to repay the obligation based on cash flows from operations or 
other sources of income, including non-farm income. Real 
estate mortgage loans must be secured by first liens on the real 
estate collateral. As required by FCA regulations, each 
institution that makes loans on a secured basis must have 
collateral evaluation policies and procedures. 

The credit risk rating process for loans uses a two-dimensional 
structure, incorporating a 14-point probability of default scale 
(see further discussion in Note 2 subsection B above) and a 
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Notes to the Consolidated Financial Statements (continued) 

separate scale addressing estimated percentage loss in the 
event of default. The loan rating structure incorporates 
borrower risk and transaction risk. Borrower risk is the risk of 
loss driven by factors intrinsic to the borrower. The transaction 
risk or facility risk is related to the structure of a credit (tenor, 
terms, and collateral). 

The Association’s loan portfolio, which includes purchased 
interests in loans, has been segmented by the following loan 
types as defined by the FCA: 

 Real estate mortgage loans — loans made to full-time or 
part-time farmers secured by first lien real estate mortgages 
with maturities from five to thirty years.  These loans may 
be made only in amounts up to 85 percent of the appraised 
value of the property taken as security or up to 97 percent 
of the appraised value if guaranteed by a federal, state, or 
other governmental agency. The actual percentage of loan-
to-appraised value when loans are made is generally lower 
than the statutory required percentage. 

 Production and intermediate-term loans — loans to full-
time or part-time farmers that are not real estate mortgage 
loans. These loans fund eligible financing needs including 
operating inputs (such as labor, feed, fertilizer, and 
repairs), livestock, living expenses, income taxes, 
machinery or equipment, farm buildings, and other 
business-related expenses. Production loans may be made 
on a secured or unsecured basis and are most often made 
for a period of time that matches the borrower’s normal 
production and marketing cycle, which is typically one 
year or less. Intermediate-term loans are made for a 
specific term, generally greater than one year and less than 
or equal to ten years. 

 Loans to cooperatives — loans for any cooperative purpose 
other than for communication, power, and water and waste 
disposal. 

 Processing and marketing loans — loans for operations to 
process or market the products produced by a farmer, 
rancher, or producer or harvester of aquatic products, or by 
a cooperative. 

 Farm-related business loans — loans to eligible borrowers 
that furnish certain farm-related business services to 
farmers or ranchers that are directly related to their 
agricultural production. 

 Rural residential real estate loans — loans made to 
individuals, who are not farmers, to purchase a single-family 
dwelling that will be the primary residence in open country, 
which may include a town or village that has a population of 
not more than 2,500 persons. In addition, the loan may be to 
remodel, improve, or repair a rural home, or to refinance 
existing debt. These loans are generally secured by a first 
lien on the property. 

 Communication loans — loans primarily to finance rural 
communication providers. 

 Power loans — loans primarily to finance electric 
generation, transmission and distribution systems serving 
rural areas. 

 Water and waste disposal loans — loans primarily to finance 
water and waste disposal systems serving rural areas. 

 International loans — primarily loans or credit 
enhancements to other banks to support the export of U.S. 
agricultural commodities or supplies. The federal 
government guarantees a substantial portion of these loans. 

 Lease receivables — the net investment for all finance 
leases such as direct financing leases, leveraged leases, and 
sales-type leases. 

A summary of loans outstanding at period end follows:  

Real estate mortgage 
Production and intermediate-term 
Loans to cooperatives 
Processing and marketing 
Farm-related business 
Communication 
Power and water/waste disposal 
Rural residential real estate 
International 

Total loans 

$ 

$ 

2018 
422,749 
172,996 

4,803 
22,008 

5,483 
513 

2,433 
36,287 
2,997 

670,269 

December 31, 
2017 

$ 397,457 
168,323 

6,797 
16,466 

5,868 
602 

3,039 
34,572 
2,995 

$ 636,119 

$ 

$ 

2016 
382,056 
176,051 

7,213 
23,441 
7,414 

520 
2,183 

39,891 
2,993 

641,762 

A substantial portion of the Association’s lending activities is collateralized and the Association’s exposure to credit loss associated with 
lending activities is reduced accordingly.   

The amount of collateral obtained, if deemed necessary upon extension of credit, is based on management’s credit evaluation of the 
borrower.  Collateral held varies, but typically includes farmland and income-producing property, such as crops and livestock, as well as 
receivables. Long-term real estate loans are collateralized by the first liens on the underlying real property. Federal regulations state that 
long-term real estate loans are not to exceed 85 percent (97 percent if guaranteed by a government agency) of the property’s appraised 
value. However, a decline in a property’s market value subsequent to loan origination or advances, or other actions necessary to protect 
the financial interest of the Association in the collateral, may result in loan to value ratios in excess of the regulatory maximum. 
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The Association may purchase or sell participation interests with other parties in order to diversify risk, manage loan volume, and 
comply with FCA regulations.  The following tables present the principal balance of participation loans at periods ended: 

December 31, 2018 
Within AgFirst District Within Farm Credit System Outside Farm Credit System Total 

Participations 
Purchased 

Participatio 
ns Sold 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Real estate mortgage $ 7,973 $ – $ – $ – $ – $ – $ 7,973 $ – 
Production and intermediate-term 13,075 – 2,217 – – – 15,292 – 
Loans to cooperatives 3,847 – 968 – – – 4,815 – 
Processing and marketing 13,719 – 2,693 – – – 16,412 – 
Communication 515 – – – – – 515 – 
Power and water/waste disposal 2,452 – – – – – 2,452 – 
International 3,000 – – – – – 3,000 – 

Total $ 44,581 $ – $ 5,878 $ – $ – $ – $ 50,459 $ – 

December 31, 2017 
Within AgFirst District Within Farm Credit System Outside Farm Credit System Total 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Real estate mortgage $ 7,290 $ – $ – $ – $ – $ – $ 7,290 $ – 
Production and intermediate-term 15,607 – 5,148 – – – 20,755 – 
Loans to cooperatives 6,813 – – – – – 6,813 – 
Processing and marketing 12,778 – – – – – 12,778 – 
Farm-related business 541 – – – – – 541 – 
Communication 603 – – – – – 603 – 
Power and water/waste disposal 
International 

3,057 
3,000 

– 
– 

– 
– 

– 
– 

– 
– 

– 
– 

3,057 
3,000 

– 
– 

Total $ 49,689 $ – $ 5,148 $ – $ – $ – $ 54,837 $ – 

December 31, 2016 
Within AgFirst District Within Farm Credit System Outside Farm Credit System Total 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Participations 
Purchased 

Participations 
Sold 

Real estate mortgage $ 4,541 $ – $ – $ – $ – $ – $ 4,541 $ – 
Production and intermediate-term 21,053 – 911 – – – 21,964 – 
Loans to cooperatives 7,229 – – – – – 7,229 – 
Processing and marketing 18,345 – – – – – 18,345 – 
Farm-related business 570 – – – – – 570 – 
Communication 522 – – – – – 522 – 
Power and water/waste disposal 
International 

2,195 
3,000 

– 
– 

– 
– 

– 
– 

– 
– 

– 
– 

2,195 
3,000 

– 
– 

Total $ 57,455 $ – $ 911 $ – $ – $ – $ 58,366 $ – 

A significant source of liquidity for the Association is the repayments of loans.  The following table presents the contractual maturity 
distribution of loans by loan type at the latest period end: 

December 31, 2018 
Due less Due 1 
than 1 
year 

Through 
5 years 

Due after 
5 years Total 

Real estate mortgage 
Production and intermediate-term 
Loans to cooperatives 
Processing and marketing 
Farm-related business 
Communication 

$ 2,364 
87,035 

– 
6,593 
1,255 

– 

$ 36,427 
64,386 

4,803 
10,116 
2,932 

513 

$ 383,958 
21,575 

– 
5,299 
1,296 

– 

$ 422,749 
172,996 

4,803 
22,008 
5,483 

513 
Power and water/waste disposal 
Rural residential real estate 

– 
8,012 

153 
3,331 

2,280 
24,944 

2,433 
36,287 

International 2,997 – – 2,997 
Total loans $ 108,256 $ 122,661 $ 439,352 $ 670,269 

Percentage 16.15% 18.30% 65.55% 100.00% 

The recorded investment in a receivable is the face amount increased or decreased by applicable accrued interest and unamortized 
premium, discount, finance charges, or acquisition costs and may also reflect a previous direct write-down of the investment. 
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Notes to the Consolidated Financial Statements (continued) 

The following table shows loans and related accrued interest classified under the FCA Uniform Loan Classification System as a percentage 
of total loans and related accrued interest receivable by loan type as of: 

December 31, December 31, 
2018 2017 2016 2018 2017 2016 

Real estate mortgage: Communication: 
Acceptable 96.52% 95.41% 95.68% Acceptable 100.00% 100.00% 100.00% 
OAEM 2.15 2.93 2.34 OAEM – – – 
Substandard/doubtful/loss 1.33 1.66 1.98 Substandard/doubtful/loss – – – 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Production and intermediate-term: Power and water/waste disposal: 
Acceptable 95.95% 93.54% 92.85% Acceptable 100.00% 100.00% 100.00% 
OAEM 3.40 4.54 4.61 OAEM – – – 
Substandard/doubtful/loss 0.65 1.92 2.54 Substandard/doubtful/loss – – – 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Loans to cooperatives: Rural residential real estate: 
Acceptable 100.00% 100.00% 99.52% Acceptable 97.56% 97.32% 96.95% 
OAEM – – – OAEM 0.52 0.46 0.36 
Substandard/doubtful/loss – – 0.48 Substandard/doubtful/loss 1.92 2.22 2.69 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Processing and marketing: International: 
Acceptable 99.72% 99.58% 99.67% Acceptable 100.00% 100.00% 100.00% 
OAEM – – – OAEM – – – 
Substandard/doubtful/loss 0.28 0.42 0.33 Substandard/doubtful/loss – – – 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Farm-related business: Total loans: 
Acceptable 96.18% 95.88% 97.85% Acceptable 96.59% 95.23% 95.23% 
OAEM 2.45 2.37 0.76 OAEM 2.28 3.08 2.69 
Substandard/doubtful/loss 1.37 1.75 1.39 Substandard/doubtful/loss 1.13 1.69 2.08 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

The following tables provide an aging analysis of past due loans and related accrued interest as of: 

December 31, 2018 
Not Past Due 

30 Through or Less Than 
89 Days Past 90 Days or More Total Past 30 Days Past 

Due Past Due Due Due Total Loans 
Real estate mortgage $ 3,271 $ 251 $ 3,522 $ 422,805 $ 426,327 
Production and intermediate-term 1,612 198 1,810 173,299 175,109 
Loans to cooperatives 68 – 68 4,741 4,809 
Processing and marketing – – – 22,064 22,064 
Farm-related business 20 – 20 5,495 5,515 
Communication – – – 513 513 
Power and water/waste disposal – – – 2,435 2,435 
Rural residential real estate 19 37 56 36,411 36,467 
International – – – 3,015 3,015 

Total $ 4,990 $ 486 $ 5,476 $ 670,778 $ 676,254 

December 31, 2017 
Not Past Due 

30 Through 
89 Days Past 

Due 
90 Days or More 

Past Due 
Total Past 

Due 

or Less Than 
30 Days Past 

Due Total Loans 
Real estate mortgage $ 2,715 $ 337 $ 3,052 $ 397,366 $ 400,418 
Production and intermediate-term 1,515 270 1,785 168,222 170,007 
Loans to cooperatives – – – 6,802 6,802 
Processing and marketing – – – 16,496 16,496 
Farm-related business – – – 5,887 5,887 
Communication – – – 602 602 
Power and water/waste disposal – – – 3,041 3,041 
Rural residential real estate 88 – 88 34,636 34,724 
International – – – 3,008 3,008 

Total $ 4,318 $ 607 $ 4,925 $ 636,060 $ 640,985 
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December 31, 2016 
Not Past Due 

30 Through or Less Than 
89 Days Past 90 Days or More Total Past 30 Days Past 

Due Past Due Due Due Total Loans 
Real estate mortgage $ 3,862 $ 346 $ 4,208 $ 380,705 $ 384,913 
Production and intermediate-term 2,064 2,905 4,969 172,729 177,698 
Loans to cooperatives – – – 7,221 7,221 
Processing and marketing – 77 77 23,419 23,496 
Farm-related business 57 – 57 7,387 7,444 
Communication – – – 520 520 
Power and water/waste disposal – – – 2,184 2,184 
Rural residential real estate 115 – 115 39,932 40,047 
International – – – 3,037 3,037 

Total $ 6,098 $ 3,328 $ 9,426 $ 637,134 $ 646,560 

Nonperforming assets (including related accrued interest) and related credit quality statistics were as follows: 

December 31, 
2018 2017 2016 

Nonaccrual loans: 
Real estate mortgage $ 1,808 $ 2,573 $ 2,704 
Production and intermediate-term 783 2,387 3,245 
Processing and marketing 61 69 77 
Rural residential real estate 152 94 238 

Total $ 2,804 $ 5,123 $ 6,264 

Accruing restructured loans: 
Real estate mortgage $ 424 $ 446 $ 120 
Production and intermediate-term 9 14 196 
Rural residential real estate 42 46 60 

Total $ 475 $ 506 $ 376 

Accruing loans 90 days or more past due: 
Total $ – $ – $ – 

Total nonperforming loans $ 3,279 $ 5,629 $ 6,640 
Other property owned 37 – 78 

Total nonperforming assets $ 3,316 $ 5,629 $ 6,718 

Nonaccrual loans as a percentage of total loans 0.42% 0.81% 0.98% 
Nonperforming assets as a percentage of total loans and 

other property owned 0.49% 0.88% 1.05% 
Nonperforming assets as a percentage of capital 1.78% 3.06% 3.82% 

The following table presents information relating to impaired loans (including accrued interest) as defined in Note 2: 

December 31, 
2018 2017 2016 

Impaired nonaccrual loans: 
Current as to principal and interest $ 1,618 $ 3,815 $ 1,725 
Past due 1,186 1,308 4,539 

Total $ 2,804 $ 5,123 $ 6,264 
Impaired accrual loans: 

Restructured $ 475 $ 506 $ 376 
90 days or more past due – – – 

Total $ 475 $ 506 $ 376 
Total impaired loans $ 3,279 $ 5,629 $ 6,640 
Additional commitments to lend $ – $ – $ – 
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Notes to the Consolidated Financial Statements (continued) 

The following tables present additional impaired loan information at period end.  Unpaid principal balance represents the contractual 
principal balance of the loan. 

December 31, 2018 Year Ended December 31, 2018 
Unpaid Average Interest Income 

Recorded Principal Related Impaired Recognized on 
Impaired loans: Investment Balance Allowance Loans Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ – $ – $ – $ – $ – 
Production and intermediate-term 486 625 70 710 201 
Processing and marketing – – – – – 
Rural residential real estate – – – – – 

Total $ 486 $ 625 $ 70 $ 710 $ 201 

With no related allowance for credit losses: 
Real estate mortgage $ 2,232 $ 3,110 $ – $ 3,258 $ 925 
Production and intermediate-term 306 986 – 446 127 
Processing and marketing 61 71 – 90 26 
Rural residential real estate 194 345 – 283 80 

Total $ 2,793 $ 4,512 $ – $ 4,077 $ 1,158 

Total impaired loans: 
Real estate mortgage $ 2,232 $ 3,110 $ – $ 3,258 $ 925 
Production and intermediate-term 792 1,611 70 1,156 328 
Processing and marketing 61 71 – 90 26 
Rural residential real estate 194 345 – 283 80 

Total $ 3,279 $ 5,137 $ 70 $ 4,787 $ 1,359 

December 31, 2017 Year Ended December 31, 2017 

Impaired loans: 
Recorded 

Investment 

Unpaid 
Principal 
Balance 

Related 
Allowance 

Average 
Impaired 

Loans 

Interest Income 
Recognized on 

Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ – $ – $ – $ – $ – 
Production and intermediate-term 2,098 3,239 367 3,556 139 
Processing and marketing – – – – – 
Rural residential real estate – – – – – 

Total $ 2,098 $ 3,239 $ 367 $ 3,556 $ 

With no related allowance for credit losses: 
Real estate mortgage $ 3,019 $ 3,941 $ – $ 5,116 $ 201 
Production and intermediate-term 303 955 – 513 20 
Processing and marketing 69 75 – 117 5 
Rural residential real estate 140 327 – 238 9 

Total $ 3,531 $ 5,298 $ – $ 5,984 $ 235 

Total impaired loans: 
Real estate mortgage $ 3,019 $ 3,941 $ – $ 5,116 $ 201 
Production and intermediate-term 2,401 4,194 367 4,069 159 
Processing and marketing 69 75 – 117 5 
Rural residential real estate 140 327 – 238 9 

Total $ 5,629 $ 8,537 $ 367 $ 9,540 $ 374 

139 
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December 31, 2016 Year Ended December 31, 2016 
Unpaid Average Interest Income 

Recorded Principal Related Impaired Recognized on 
Impaired loans: Investment Balance Allowance Loans Impaired Loans 

With a related allowance for credit losses: 
Real estate mortgage $ 47 $ 74 $ 35 $ 53 $ 3 
Production and intermediate-term 2,750 3,672 959 3,067 150 
Processing and marketing – – – – – 
Rural residential real estate 126 167 26 140 7 

Total $ 2,923 $ 3,913 $ 1,020 $ 3,260 $ 160 

With no related allowance for credit losses: 
Real estate mortgage $ 2,777 $ 3,638 $ – $ 3,095 151 
Production and intermediate-term 691 1,072 – 770 38 
Processing and marketing 77 78 – 86 4 
Rural residential real estate 172 305 – 192 9 

Total $ 3,717 $ 5,093 $ – $ 4,143 $ 202 

Total impaired loans: 
Real estate mortgage $ 2,824 $ 3,712 $ 35 $ 3,148 $ 154 
Production and intermediate-term 3,441 4,744 959 3,837 188 
Processing and marketing 77 78 – 86 4 
Rural residential real estate 298 472 26 332 16 

Total $ 6,640 $ 9,006 $ 1,020 $ 7,403 $ 362 

A summary of changes in the allowance for loan losses and period end recorded investment in loans is as follows:  

Real Estate 
Mortgage 

Production and 
Intermediate-

term Agribusiness* Communication 

Power and 
Water/Waste 

Disposal 

Rural 
Residential 
Real Estate International Total 

Activity related to the allowance for credit losses: 
Balance at December 31, 2017 $ 1,287 
Charge-offs (19) 
Recoveries 27 
Provision for loan losses 76 
Balance at December 31, 2018 $ 1,371 

$ 912 
(177) 

51 
(153) 

$ 633 

$ 94 
– 
– 

10 
$ 104 

$ 

$ 

2 
– 
– 
– 
2 

$ 10 
– 
– 

(2) 
$ 8 

$ 112 
– 

14 
(9) 

$ 117 

$ 10 
– 
– 
– 

$ 10 

$ 

$ 

2,427 
(196) 

92 
(78) 

2,245 

Balance at December 31, 2016 $ 1,219 $ 1,503 $ 117 $ 2 $ 7 $ 149 $ 9 $ 3,006 
Charge-offs (8) (306) – – – (1) – (315) 
Recoveries – 69 – – – 4 – 73 
Provision for loan losses 76 (354) (23) – 3 (40) 1 (337) 
Balance at December 31, 2017 $ 1,287 $ 912 $ 94 $ 2 $ 10 $ 112 $ 10 $ 2,427 

Balance at December 31, 2015 $ 1,477 $ 1,983 $ 154 $ 9 $ 5 $ 134 $ – $ 3,762 
Charge-offs (212) (98) – – – (60) – (370) 
Recoveries 233 89 – – – 67 – 389 
Provision for loan losses (279) (471) (37) (7) 2 8 9 (775) 
Balance at December 31, 2016 $ 1,219 $ 1,503 $ 117 $ 2 $ 7 $ 149 $ 9 $ 3,006 

Allowance on loans evaluated for impairment: 
Individually $ – $ 70 $ – $ – $ – $ – $ – $ 70 
Collectively 1,371 563 104 2 8 117 10 2,175 
Balance at December 31, 2018 $ 1,371 $ 633 $ 104 $ 2 $ 8 $ 117 $ 10 $ 2,245 

Individually $ – $ 367 $ – $ – $ – $ – $ – $ 367 
Collectively 1,287 545 94 2 10 112 10 2,060 
Balance at December 31, 2017 $ 1,287 $ 912 $ 94 $ 2 $ 10 $ 112 $ 10 $ 2,427 

Individually $ 35 $ 959 $ – $ – $ – $ 26 $ – $ 1,020 
Collectively 1,184 544 117 2 7 123 9 1,986 
Balance at December 31, 2016 $ 1,219 $ 1,503 $ 117 $ 2 $ 7 $ 149 $ 9 $ 3,006 

Recorded investment in loans evaluated for impairment: 
Individually $ 2,232 $ 792 $ 61 $ – $ – $ 194 $ – $ 3,279 
Collectively 424,095 174,317 32,327 513 2,435 36,273 3,015 672,975 
Balance at December 31, 2018 $ 426,327 $ 175,109 $ 32,388 $ 513 $ 2,435 $ 36,467 $ 3,015 $ 676,254 

Individually $ 3,019 $ 2,401 $ 69 $ – $ – $ 140 $ – $ 5,629 
Collectively 397,399 167,606 29,116 602 3,041 34,584 3,008 635,356 
Balance at December 31, 2017 

Individually 
Collectively 
Balance at December 31, 2016 

$ 400,418 $ 170,007 $ 29,185 $ 602 $ 3,041 $ 34,724 $ 3,008 $ 640,985 

$ 

$ 

2,824 
382,089 
384,913 

$ 

$ 

3,441 
174,257 
177,698 

$ 

$ 

77 
38,084 
38,161 

$ 

$ 

– 
520 
520 

$ 

$ 

– 
2,184 
2,184 

$ 

$ 

298 
39,749 
40,047 

$ 

$ 

– 
3,037 
3,037 

$ 

$ 

6,640 
639,920 
646,560 

*Includes the loan types: Loans to cooperatives, Processing and marketing, and Farm-related business. 
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Notes to the Consolidated Financial Statements (continued) 

A restructuring of a debt constitutes a troubled debt restructuring (TDR) if the creditor for economic or legal reasons related to the 
debtor’s financial difficulties grants a concession to the debtor that it would not otherwise consider.  The following tables present 
additional information about pre-modification and post-modification outstanding recorded investment and the effects of the modifications 
that occurred during the periods presented. 

Year Ended December 31, 2018 
Interest Principal Other 

Outstanding Recorded Investment Concessions Concessions Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage $ – $ 105 $ – $ 105 
Processing and marketing – 63 – 63 

Total $ – $ 168 $ – $ 168 

Post-modification: 
Real estate mortgage $ – $ 107 $ – $ 107 $ – 
Processing and marketing – 64 – 64 – 

Total $ – $ 171 $ – $ 171 $ – 

Year Ended December 31, 2017 

Outstanding Recorded Investment 
Interest 

Concessions 
Principal 

Concessions 
Other 

Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage 
Production and intermediate-term 

$ – 
– 

$ 266 
248 

$ – 
– 

$ 266 
248 

Processing and marketing – 72 – 72 
Total $ – $ 586 $ – $ 586 

Post-modification: 
Real estate mortgage 
Production and intermediate-term 

$ – 
– 

$ 265 
182 

$ – 
– 

$ 265 
182 

$ – 
(66) 

Processing and marketing – 71 – 71 – 
Total $ – $ 518 $ – $ 518 $ (66) 

Year Ended December 31, 2016 
Interest Principal Other 

Outstanding Recorded Investment Concessions Concessions Concessions Total Charge-offs 

Pre-modification: 
Real estate mortgage $ – $ 344 $ – $ 344 
Production and intermediate-term – 501 – 501 

Total $ – $ 845 $ – $ 845 

Post-modification: 
Real estate mortgage $ – $ 343 $ – $ 343 $ – 
Production and intermediate-term – 463 – 463 – 

Total $ – $ 806 $ – $ 806 $ – 

Interest concessions may include interest forgiveness and interest deferment.  Principal concessions may include principal forgiveness, 
principal deferment, and maturity extension.  Other concessions may include additional compensation received which might be in the 
form of cash or other assets. 

There were no TDRs that occurred during the previous twelve months and for which there was a subsequent payment default during the 
periods presented.  Payment default is defined as a payment that was thirty days or more past due. 

The following table provides information at period end on outstanding loans restructured in troubled debt restructurings.  These loans are 
included as impaired loans in the impaired loan table: 

Total TDRs Nonaccrual TDRs 
December 31, December 31, 

2018 2017 2016 2018 2017 2016 
Real estate mortgage 
Production and intermediate-term 
Processing and marketing 
Rural residential real estate 

$ 755 
187 
62 

122 

$ 753 
1,924 

69 
135 

$ 799 
2,634 

– 
158 

$ 331 
178 

62 
80 

$ 307 
1,910 

69 
89 

$ 679 
2,438 

– 
98 

Total loans $ 1,126 $ 2,881 $ 3,591 $ 651 $ 2,375 $ 3,215 
Additional commitments to lend $ – $ – $ – 
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The Association had no foreclosed residential real estate 
properties held as a result of obtaining physical possession and 
no consumer mortgage loans secured by residential real estate 
for which formal foreclosure proceeding were in process at 
December 31, 2018. 

Note 4 — Investments 

Equity Investments in Other Farm Credit Institutions 
Equity investments in other Farm Credit System institutions 
are generally nonmarketable investments consisting of stock 
and participation certificates, allocated surplus, and reciprocal 
investments in other institutions regulated by the FCA. These 
investments are carried at cost and evaluated for impairment 
based on the ultimate recoverability of the par value rather 
than by recognizing temporary declines in value. 

The Association is required to maintain ownership in the Bank 
in the form of Class B or Class C stock as determined by the 
Bank. The Bank may require additional capital contributions 
to maintain its capital requirements.  The Association’s 
investment in the Bank totaled $6,382 for 2018, $6,448 for 
2017 and $6,523 for 2016. The Association owns 2.33 
percent of the issued stock of the Bank as of December 31, 
2018, net of any reciprocal investment.  As of that date, the 
Bank’s assets totaled $33.1 billion and shareholders’ equity 
totaled $2.2 billion. The Bank’s earnings were $306 million 
for 2018. In addition, the Association had investments of 
$427 related to other Farm Credit institutions at December 31, 
2018. 

Note 5 — Real Estate and Other Property 

Premises and Equipment 
Premises and equipment consists of the following:  

December 31, 
2018 2017 2016 

Land $ 481 $ 481 $ 463 
Buildings and improvements 
Furniture and equipment 

2,323 
2,291 

2,305 
2,147 

2,206 
2,164 

5,095 4,933 4,833 
Less: accumulated depreciation 3,214 3,225 3,125 
Total $ 1,881 $ 1,708 $ 1,708 

The Association is obligated under noncancelable operating 
leases. At December 31, 2018, future minimum lease 
payments are as follows. 

2019 $ 41 
2020 28 
2021 17 
2022 18 
2023 – 
Subsequent years – 
Total minimum lease payments $ 104 

Other Property Owned 
Net (gains) losses on other property owned consist of the 
following: 

December 31, 
2018 2017 2016 

(Gains) losses on sale, net $ – $ (1) $ (4) 
Carrying value unrealized (gains) losses – 22 27 
Operating (income) expense, net 3 1 – 
(Gains) losses on other property owned, net $ 3 $ 22 $ 23 

Gains on sales of other property owned were deferred if the 
sales involved financing from the Association and did not meet 
the criteria for immediate recognition.  Deferred gains totaled 
$0, $0, and $3 at December 31, 2018, 2017, and 2016, 
respectively. 

Note 6 — Debt 

Notes Payable to AgFirst Farm Credit Bank 
Under the Farm Credit Act, the Association is obligated to 
borrow only from the Bank, unless the Bank approves 
borrowing from other funding sources.  The borrowing 
relationship is established with the Bank through a General 
Financing Agreement (GFA).  The GFA utilizes the 
Association’s credit and fiscal performance as criteria for 
establishing a line of credit on which the Association may draw 
funds. The GFA has a one year term which expires on 
December 31 and is renewable each year.  The Association has 
no reason to believe the GFA will not be renewed upon 
expiration. The Bank, consistent with FCA regulations, has 
established limitations on the Association’s ability to borrow 
funds based on specified factors or formulas relating primarily 
to credit quality and financial condition.  At December 31, 
2018, the Association’s notes payable were within the specified 
limitations.   

The Association’s indebtedness to the Bank represents 
borrowings by the Association to fund its earning assets.  This 
indebtedness is collateralized by a pledge of substantially all of 
the Association’s assets and the terms of the revolving lines of 
credit are governed by the GFA.  Interest rates on both variable 
and fixed rate advances are generally established loan-by-loan, 
based on the Bank’s marginal cost of funds, capital position, 
operating costs and return objectives.  In the event of 
prepayment of any portion of a fixed rate advance, the 
Association may incur a prepayment penalty in accordance 
with the terms of the GFA, which will be included in interest 
expense.  The interest rate is periodically adjusted by the Bank 
based upon an agreement between the Bank and the 
Association. 

The weighted average interest rates on the variable rate 
advances were 3.42 percent for LIBOR-based loans and 3.46 
percent for Prime-based loans, and the weighted average 
remaining maturities were 2.0 years and 0.8 years, 
respectively, at December 31, 2018.  The weighted-average 
interest rate on the fixed rate and adjustable rate mortgage 
(ARM) loans which are match funded by the Bank was 3.48 
percent, and the weighted average remaining maturity was 12.2 
years at December 31, 2018. The weighted-average interest 
rate on all interest-bearing notes payable was 3.47 percent and 
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Notes to the Consolidated Financial Statements (continued) 

the weighted-average remaining maturity was 10.0 years at 
December 31, 2018.  Gross notes payable consists of 
approximately 20.99 percent variable rate and 79.01 percent 
fixed rate portions, representing a match-funding of the 
Association’s loan volume at December 31, 2018. Notes 
payable to AgFirst Farm Credit Bank, as reflected on the 
Consolidated Balance Sheets, also includes a credit which 
reduces the notes payable balance and corresponding interest 
expense. The weighted average maturities described above are 
related to matched-funded loans.  The direct note itself has an 
annual maturity as prescribed in the GFA. 

Note 7 — Members’ Equity 

A description of the Association’s capitalization requirements, 
protection mechanisms, regulatory capitalization requirements 
and restrictions, and equities are provided below: 

A. Capital Stock and Participation Certificates:  In 
accordance with the Farm Credit Act and the Association’s 
capitalization bylaws, each borrower is required to invest 
in Class B stock for agricultural loans, or participation 
certificates in the case of rural home and farm-related 
business loans, as a condition of borrowing. The initial 
borrower investment, through either purchase or transfer, 
must be in an amount equal to $1 thousand or two percent 
of the loan amount, whichever is less.  The Board of 
Directors may increase the amount of investment if 
necessary to meet the Association’s capital needs.  Loans 
designated for sale or sold into the Secondary Market on or 
after April 16, 1996 will have no voting stock or 
participation certificate purchase requirement if sold within 
180 days following the date of designation. 

The borrower acquires ownership of the capital stock or 
participation certificates at the time the loan is made, but 
usually does not make a cash investment.  The aggregate 
par value is generally added to the principal amount of the 
related loan obligation. The Association retains a first lien 
on the stock or participation certificates owned by 
borrowers.  Retirement of such equities will generally be at 
the lower of par or book value, and repayment of a loan 
does not automatically result in retirement of the 
corresponding stock or participation certificates. 

B. Regulatory Capitalization Requirements and 
Restrictions: An FCA regulation empowers it to direct a 
transfer of funds or equities by one or more System 
institutions to another System institution under specified 
circumstances.  The Association has not been called upon 
to initiate any transfers and is not aware of any proposed 
action under this regulation. 

There are currently no prohibitions in place that would 
prevent the Association from retiring stock, distributing 
earnings, or paying dividends per the statutory and 
regulatory restrictions, and the Association has no reason 
to believe any such restrictions may apply in the future. 

Effective January 1, 2017, the regulatory capital 
requirements for System Banks and associations were 
modified. The new regulations ensure that the System’s 
capital requirements are comparable to the Basel III 
framework and the standardized approach that the federal 
banking regulatory agencies have adopted.  New regulations 
replaced core surplus and total surplus ratios with common 
equity tier 1 (CET1) capital, tier 1 capital, and total capital 
risk-based ratios. The new regulations also include a tier 1 
leverage ratio and an unallocated retained earnings (URE) 
and URE equivalents (UREE) leverage ratio. The permanent 
capital ratio (PCR) remains in effect.   

The ratios are calculated using three-month average daily 
balances, in accordance with FCA regulations, as follows: 

 The CET1 capital ratio is the sum of statutory minimum 
purchased borrower stock, other required borrower stock 
held for a minimum of 7 years, allocated equities held for 
a minimum of 7 years or not subject to revolvement, 
unallocated retained earnings, paid-in capital, less certain 
regulatory required deductions including the amount of 
investments in other System institutions, divided by 
average risk-adjusted assets. 

 The tier 1 capital ratio is CET1 capital plus non-
cumulative perpetual preferred stock, divided by average 
risk-adjusted assets. 

 The total capital ratio is tier 1 capital plus other required 
borrower stock held for a minimum of 5 years, 
subordinated debt and limited-life preferred stock greater 
than 5 years to maturity at issuance subject to certain 
limitations, allowance for loan losses and reserve for 
unfunded commitments under certain limitations less 
certain investments in other System institutions under the 
corresponding deduction approach, divided by average 
risk-adjusted assets. 

 The permanent capital ratio is all at-risk borrower stock, 
any allocated excess stock, unallocated retained earnings, 
paid-in capital, subordinated debt and preferred stock 
subject to certain limitations, less certain investments in 
other System institutions, divided by PCR risk-adjusted 
assets. 

 The tier 1 leverage ratio is tier 1 capital, divided by 
average assets less regulatory deductions to tier 1 capital. 

 The URE and UREE leverage ratio is unallocated 
retained earnings, paid-in capital, and allocated surplus 
not subject to revolvement less certain regulatory 
required deductions including the amount of allocated 
investments in other System institutions divided by 
average assets less regulatory deductions to tier 1 capital. 
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The following sets forth the regulatory capital ratios which were effective January 1, 2017: 

Ratio 
Minimum 

Requirement 

Capital 
Conservation 

Buffer* 

Minimum Requirement 
with Capital 

Conservation Buffer 
Capital Ratios as of December 31,  

2018 2017 
Risk-adjusted ratios: 

CET1 Capital 4.5% 1.25% 5.75% 26.17% 25.94% 
Tier 1 Capital 6.0% 1.25% 7.25% 26.17% 25.94% 
Total Capital 8.0% 1.25% 9.25% 26.52% 26.38% 
Permanent Capital 7.0% 0.0% 7.0% 26.26% 26.05% 

Non-risk-adjusted ratios: 
Tier 1 Leverage 4.0% 1.0% 5.0% 27.85% 27.72% 
URE and UREE Leverage 1.5% 0.0% 1.5% 27.93% 27.85% 

* The capital conservation buffers have a 3 year phase-in period and will become fully effective January 1, 2020.  Risk-adjusted ratio minimums 
will increase 0.625% each year until fully phased in.  There is no phase-in period for the tier 1 leverage ratio. 

If the capital ratios fall below the minimum regulatory 
requirements, including the buffer amounts, capital 
distributions (equity redemptions, dividends, and patronage) 
and discretionary senior executive bonuses are restricted or 
prohibited without prior FCA approval. 

C. Description of Equities: The Association is authorized to 
issue or have outstanding Class C Preferred Stock, Classes 
A, B, and D Common Stock, Participation Certificates and 
such other classes of equity as may be provided for in 
amendments to the bylaws in such amounts as may be 
necessary to conduct the Association’s business.  All stock 
and participation certificates have a par or face value of 
five dollars ($5.00) per share. 

The Association had the following shares outstanding at 
December 31, 2018: 

Shares Outstanding 
Aggregate 

Class Protected Number Par Value 
C Common/Voting No 898,215 $ 4,491 
Participation Certificates/Nonvoting No 111,159 556 
Total Capital Stock 

and Participation Certificates 1,009,374 $ 5,047 

Protected common stock and participation certificates are 
retired at par or face value in the normal course of 
business. At-risk common stock and participation 
certificates are retired at the sole discretion of the Board at 
book value not to exceed par or face amounts, provided the 
minimum capital adequacy standards established by the 
Board are met. 

Retained Earnings 

The Association maintains an unallocated retained earnings 
account and an allocated retained earnings account. The 
minimum aggregate amount of these two accounts is 
determined by the Board.  At the end of any fiscal year, if 
the retained earnings accounts otherwise would be less than 
the minimum amount determined by the Board as 
necessary to maintain adequate capital reserves to meet the 
commitments of the Association, the Association shall 
apply earnings for the year to the unallocated retained 
earnings account in such amounts as may be determined 
necessary by the Board.  Unallocated retained earnings are 

maintained for each borrower to permit liquidation on a 
patronage basis. 

The Association maintains an allocated retained earnings 
account consisting of earnings held and allocated to 
borrowers on a patronage basis.  In the event of a net loss for 
any fiscal year, such allocated retained earnings account will 
be subject to full impairment in the order specified in the 
bylaws beginning with the most recent allocation. 

The Association has a first lien and security interest on all 
retained earnings account allocations owned by any 
borrowers, and all distributions thereof, as additional 
collateral for their indebtedness to the Association.  When 
the debt of a borrower is in default or is in the process of 
final liquidation by payment or otherwise, the Association, 
upon approval of the Board, may order any and all retained 
earnings account allocations owned by such borrower to be 
applied on the indebtedness. 

Allocated equities shall be retired solely at the discretion of 
the Board; provided, however, that minimum capital 
standards established by the FCA and the Board are met. 

 Dividends 

The Association may declare noncumulative dividends on 
its capital stock and participation certificates provided the 
dividend rate does not exceed 20 percent of the par value 
of the respective capital stock and participation certificates. 
Such dividends may be paid solely on Class C Preferred 
Stock or on all classes of stock and participation 
certificates. 

The rate of dividends paid on Class C Preferred Stock for 
any fiscal year may not be less than the rate of dividend 
paid on Classes A, B, and D Common Stock or 
participation certificates for such year.  The rate of 
dividends on Classes A, B, and D Common Stock and 
participation certificates shall be at the same rate per share. 

Dividends may not be declared if, after recording the 
liability, the Association would not meet its capital 
adequacy standards.  No dividends were declared by the 
Association for any of the periods included in these 
Consolidated Financial Statements. 
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Notes to the Consolidated Financial Statements (continued) 

Patronage Distributions 

Prior to the beginning of any fiscal year, the Board, by 
adoption of a resolution, may obligate the Association to 
distribute to borrowers on a patronage basis all or any 
portion of available net earnings for such fiscal year or for 
that and subsequent fiscal years.  Patronage distributions 
are based on the proportion of the borrower’s interest to the 
amount of interest earned by the Association on its total 
loans unless another proportionate patronage basis is 
approved by the Board.  

If the Association meets its capital adequacy standards 
after making the patronage distributions, the patronage 
distributions may be in cash, authorized stock of the 
Association, allocations of earnings retained in an allocated 
members’ equity account, or any one or more of such 
forms of distribution.  Patronage distributions of the 
Association’s earnings may be paid on either a qualified or 
nonqualified basis, or a combination of both, as determined 
by the Board.  A minimum of 20 percent of the total 
qualified patronage distribution to any borrower for any 
fiscal year shall always be paid in cash.   

Transfer 

Class C Preferred, Classes A, B, and D Common Stocks, 
and Participation Certificates may be transferred to persons 
or entities eligible to purchase or hold such equities.  

Impairment 

Any net losses recorded by the Association shall first be 
applied against unallocated members’ equity.  To the 
extent that such losses would exceed unallocated members’ 
equity, such losses would be applied consistent with the 
Association’s bylaws and distributed pro rata to each share 
and/or unit outstanding in the class, in the following order: 

1. Classes A, B, and D Common Stock and Participation 
Certificates 

2. Class C Preferred Stock 

Liquidation 

In the event of liquidation or dissolution of the Association, 
any assets of the Association remaining after payment or 
retirement of all liabilities should be distributed to the 
holders of the outstanding stock and participation 
certificates in the following order: 

1. Class C Preferred Stock 
2. Classes A, B, and D Common Stock and Participation 

Certificates 
3. Holders of allocated retained earnings pro rata, until 

an amount equal to the total account has been 
distributed. 

D. Accumulated Other Comprehensive Income (AOCI): 

Changes in Accumulated Other Comprehensive income by Component (a) 
For the Years Ended December 31, 

2018 2017 2016 
Employee Benefit Plans: 
Balance at beginning of period $ (44) $ (14) $ 32 

Other comprehensive income before reclassifications 36 (30) (46) 
Amounts reclassified from AOCI – – – 

Net current period OCI 36 (30) (46) 
Balance at end of period $ (8) $ (44) $ (14) 

Reclassifications Out of Accumulated Other Comprehensive Income (b) 
2018 2017 2016 Income Statement Line Item 

Defined Benefit Pension Plans: 
Periodic pension costs $ – $ – $ – See Note 9. 
Amounts reclassified $ – $ – $ – 

(a) Amounts in parentheses indicate debits to AOCI. 
(b) Amounts in parentheses indicate debits to profit/loss. 

Note 8 — Fair Value Measurement 

Fair value is defined as the exchange price that would be 
received for an asset or paid to transfer a liability in an orderly 
transaction between market participants in the principal or most 
advantageous market for the asset or liability. 

Accounting guidance establishes a hierarchy for disclosure of 
fair value measurements to maximize the use of observable 
inputs, that is, inputs that reflect the assumptions market 
participants would use in pricing an asset or liability based on 
market data obtained from sources independent of the 

reporting entity.  The hierarchy is based upon the transparency 
of inputs to the valuation of an asset or liability as of the 
measurement date.  A financial instrument’s categorization 
within the hierarchy tiers is based upon the lowest level of 
input that is significant to the fair value measurement. 

Estimating the fair value of the Association’s equity 
investments in the Bank and Other Farm Credit Institutions is 
not practicable because the stock is not traded.  The net 
investment is a requirement of borrowing from the Bank and is 
carried at cost.   
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The classifications within the fair value hierarchy (See Note 2) 
are as follows: 

Level 1 
Assets held in trust funds, related to deferred compensation 
plans, and assets held in mutual funds, related to the 
Association’s Corporate Giving Fund, are classified as Level 1. 
The trust funds include investments in securities that are 
actively traded and have quoted net asset value prices that are 
directly observable in the marketplace. 

For cash, the carrying value is primarily utilized as a 
reasonable estimate of fair value. 

Level 2 
The Association had no Level 2 assets and liabilities measured 
at fair value on a recurring basis. 

Level 3 
Because no active market exists for the Association’s accruing 
loans, fair value is estimated by discounting the expected 
future cash flows using the Association’s current interest rates 
at which similar loans currently would be made to borrowers 
with similar credit risk.  The loan portfolio is segregated into 
pools of loans with homogeneous characteristics based upon 
repricing and credit risk.  Expected future cash flows and 
interest rates reflecting appropriate credit risk are separately 
determined for each individual pool.   

Fair values of loans in a nonaccrual status are estimated to be 
the carrying amount of the loan less specific reserves.  Certain 
loans evaluated for impairment under FASB guidance have fair 
values based upon the underlying collateral, as the loans were 
collateral-dependent. Specific reserves were established for 
these loans when the value of the collateral, less estimated cost 
to sell, was less than the principal balance of the loan.  The fair 
value measurement process uses independent appraisals and 
other market-based information, but in many cases it also 
requires significant input based on management's knowledge of 
and judgment about current market conditions, specific issues 
relating to the collateral and other matters. 

Notes payable are segregated into pricing pools according to 
the types and terms of the loans (or other assets) which they 
fund. Fair value of the notes payable is estimated by 
discounting the anticipated cash flows of each pricing pool 
using the current rate that would be charged for additional 
borrowings.  For purposes of this estimate it is assumed the 
cash flow on the notes is equal to the principal payments on the 
Association’s loan receivables.  This assumption implies that 
earnings on the Association’s interest margin are used to fund 
operating expenses and capital expenditures. 

Other property owned is classified as a Level 3 asset.  The fair 
value is generally determined using formal appraisals of each 
individual property.  These assets are held for sale.  Costs to 
sell represent transaction costs and are not included as a 
component of the fair value of other property owned.  Other 
property owned consists of real and personal property acquired 
through foreclosure or deed in lieu of foreclosure and is carried 
as an asset held for sale, which is generally not its highest and 
best use.  These properties are part of the Association's credit 
risk mitigation efforts, not its ongoing business.  In addition, 

FCA regulations require that these types of property be 
disposed of within a reasonable period of time. 

For commitments to extend credit, the estimated market value 
of off-balance-sheet commitments is minimal since the 
committed rate approximates current rates offered for 
commitments with similar rate and maturity characteristics; 
therefore, the related credit risk is not significant. 

There were no Level 3 assets and liabilities measured at fair 
value on a recurring basis for the periods presented.  The 
Association had no transfers of assets or liabilities into or out of 
Level 1 or Level 2 during the periods presented. 
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Notes to the Consolidated Financial Statements (continued) 

Fair values are estimated at each period end date for assets and liabilities measured at fair value on a recurring basis.  Other Financial 
Instruments are not measured at fair value in the statement of financial position, but their fair values are estimated as of each period end 
date. The following tables summarize the carrying amounts of these assets and liabilities at period end, and their related fair values. 

December 31, 2018 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair 
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds $ 933 $ 933 $ – $ – $ 933 
Recurring Assets $ 933 $ 933 $ – $ – $ 933 

Liabilities: 
Recurring Liabilities $ – $ – $ – $ – $ – 

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

416 
37 

453 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

416 
45 

461 

$ 

$ 

416 
45 

461 

Other Financial Instruments 
Assets: 
Cash 
Loans 
Other Financial Assets 

$ 

$ 

66 
668,924 
668,990 

$ 

$ 

66 
– 

66 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
656,761 
656,761 

$ 

$ 

66 
656,761 
656,827 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank $ 484,103 $ – $ – $ 476,749 $ 476,749 
Other Financial Liabilities $ 484,103 $ – $ – $ 476,749 $ 476,749 

December 31, 2017 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair 
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds 
Recurring Assets 

$ 
$ 

1,044 
1,044 

$ 
$ 

1,044 
1,044 

$ 
$ 

– 
– 

$ 
$ 

– 
– 

$ 
$ 

1,044 
1,044 

Liabilities: 
Recurring Liabilities $ – $ – $ – $ – $ – 

Nonrecurring Measurements 
Assets: 
Impaired loans 
Other property owned 
Nonrecurring Assets 

$ 

$ 

1,731 
– 

1,731 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
– 
– 

$ 

$ 

1,731 
– 

1,731 

$ 

$ 

1,731 
– 

1,731 

Other Financial Instruments 
Assets: 
Cash 
Loans 
Other Financial Assets 

$ 

$ 

66 
633,096 
633,162 

$ 

$ 

66 
– 

66 

$ 

$ 

– 
– 
– 

$ 

$ 

– 
625,427 
625,427 

$ 

$ 

66 
625,427 
625,493 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank $ 456,390 $ – $ – $ 452,761 $ 452,761 
Other Financial Liabilities $ 456,390 $ – $ – $ 452,761 $ 452,761 
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December 31, 2016 
Total 

Carrying 
Amount Level 1 Level 2 Level 3 

Total Fair 
Value 

Recurring Measurements 
Assets: 
Assets held in trust funds $ 957 $ 957 $ – $ – $ 957 
Recurring Assets $ 957 $ 957 $ – $ – $ 957 

Liabilities: 
Recurring Liabilities $ – $ – $ – $ – $ 

Nonrecurring Measurements 
Assets: 
Impaired loans $ 1,903 $ – $ – $ 1,903 $ 1,903 
Other property owned 78 – – 90 90 
Nonrecurring Assets $ 1,981 $ – $ – $ 1,993 $ 1,993 

Other Financial Instruments 
Assets: 
Cash $ 63 $ 63 $ – $ – $ 63 
Loans 640,420 – – 631,036 631,036 
Other Financial Assets $ 640,483 $ 63 $ – $ 631,036 $ 631,099 

Liabilities: 
Notes payable to AgFirst Farm Credit Bank $ 467,883 $ – $ – $ 462,272 $ 462,272 
Other Financial Liabilities $ 467,883 $ – $ – $ 462,272 $ 462,272 

SENSITIVITY TO CHANGES IN SIGNIFICANT 
UNOBSERVABLE INPUTS 

Discounted cash flow or similar modeling techniques are 
generally used to determine the recurring fair value 
measurements for Level 3 assets and liabilities. Use of these 
techniques requires determination of relevant inputs and 
assumptions, some of which represent significant unobservable 
inputs as indicated in the tables that follow. Accordingly, 
changes in these unobservable inputs may have a significant 
impact on fair value. 

Certain of these unobservable inputs will (in isolation) have a 
directionally consistent impact on the fair value of the 
instrument for a given change in that input. Alternatively, the 
fair value of the instrument may move in an opposite direction 
for a given change in another input. Where multiple inputs are 
used within the valuation technique of an asset or liability, a 
change in one input in a certain direction may be offset by an 
opposite change in another input having a potentially muted 
impact to the overall fair value of that particular instrument. 
Additionally, a change in one unobservable input may result in 

a change to another unobservable input (that is, changes in 
certain inputs are interrelated with one another), which may 
counteract or magnify the fair value impact. 

Inputs to Valuation Techniques 
Management determines the Association’s valuation policies 
and procedures. The Bank performs the majority of the 
Association’s valuations, and its valuation processes are 
calibrated annually by an independent consultant.  The fair 
value measurements are analyzed on a quarterly basis.  For 
other valuations, documentation is obtained for third party 
information, such as pricing, and periodically evaluated 
alongside internal information and pricing that is available. 

Quoted market prices are generally not available for the 
instruments presented below.  Accordingly fair values are 
based on judgments regarding anticipated cash flows, future 
expected loss experience, current economic conditions, risk 
characteristics of various financial instruments, and other 
factors. These estimates involve uncertainties and matters of 
judgment, and therefore cannot be determined with precision.  
Changes in assumptions could significantly affect the estimate. 

Quantitative Information about Recurring and Nonrecurring Level 3 Fair Value Measurements 
Fair Value Valuation Technique(s) Unobservable Input Range 

Impaired loans and other property owned $ 461 Appraisal Income and expense * 
Comparable sales * 
Replacement costs * 
Comparability adjustments * 

* Ranges for this type of input are not useful because each collateral property is unique. 

Information about Other Financial Instrument Fair Value Measurements 

Valuation Technique(s) Input 
Cash Carrying Value Par/Principal and appropriate interest yield 
Loans Discounted cash flow Prepayment forecasts 

Probability of default 
Loss severity 

Notes payable to AgFirst Farm Credit Bank Discounted cash flow Prepayment forecasts 
Probability of default 
Loss severity 
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Notes to the Consolidated Financial Statements (continued) 

Note 9 — Employee Benefit Plans 

The Association participates in three District sponsored benefit 
plans. These plans include a multi-employer defined benefit 
pension plan, the AgFirst Farm Credit Retirement Plan, which 
is a final average pay plan (FAP Plan).  In addition, the 
Association participates in a multi-employer defined benefit 
other postretirement benefits plan (OPEB Plan), the Farm 
Credit Benefits Alliance Retiree and Disabled Medical and 
Dental Plan, and a defined contribution 401(k) plan. The risks 
of participating in these multi-employer plans are different from 
single-employer plans in the following aspects: 

1. Assets contributed to multi-employer plans by one 
employer may be used to provide benefits to 
employees of other participating employers. 

2. If a participating employer stops contributing to the 
plan, the unfunded obligations of the plan may be 
borne by the remaining participating employers. 

3. If the Association chooses to stop participating in 
some of its multi-employer plans, the Association 
may be required to contribute to eliminate the 
underfunded status of the plan. 

The District’s multi-employer plans are not subject to ERISA 
and no Form 5500 is required. As such, the following 
information is neither available for nor applicable to the plans: 

1. The Employee Identification Number (EIN) and 
three-digit Pension Plan Number 

2. The most recent Pension Protection Act (PPA) zone 
status. Among other factors, plans in the red zone are 
generally less than 65 percent funded, plans in the 
yellow zone are less than 80 percent funded, and 
plans in the green zone are at least 80 percent funded. 

3. The "FIP/RP Status" indicating whether a financial 
improvement plan (FIP) or a rehabilitation plan (RP) is 
either pending or has been implemented. 

4. The expiration date(s) of collective-bargaining 
agreement(s). 

The FAP Plan covers employees hired prior to January 1, 
2003 and includes other District employees that are not 
employees of the Association.  It is accounted for as a 
multiemployer plan. The related net benefit plan obligations 
are not included in the Association’s Balance Sheets but are 
included in the Combined Balance Sheets for the AgFirst 
District. FAP Plan expenses included in employee benefit 
costs on the Association’s Statements of Income were $1,944 
for 2018, $1,572 for 2017, and $2,079 for 2016.  At 
December 31, 2018, 2017, and 2016, the total liability 
balance for the FAP Plan presented in the District Combined 
Balance Sheets is $94,491, $139,104, and $119,000, 
respectively. The FAP Plan is 89.56 percent, 86.41 percent, 
and 86.96 percent funded to the projected benefit obligation 
as of December 31, 2018, 2017, and 2016, respectively.  

In addition to providing pension benefits, the Association 
provides certain medical and dental benefits for eligible 
retired employees through the OPEB Plan.  Substantially all of 
the Association employees may become eligible for the 
benefits if they reach early retirement age while working for 
the Association.  Early retirement age is defined as a 
minimum of age 55 and 10 years of service.  Employees hired 
after December 31, 2002, and employees who separate from 

service between age 50 and age 55, are required to pay the full 
cost of their retiree health insurance coverage.  Employees 
who retire subsequent to December 1, 2007 are no longer 
provided retiree life insurance benefits.  The OPEB Plan 
includes other Farm Credit System employees that are not 
employees of the Association or District and is accounted for 
as a multiemployer plan. The related net benefit plan 
obligations are not included in the Association’s Balance 
Sheets but are included in the Combined Statement of 
Condition for the Farm Credit System. The OPEB Plan is 
unfunded with expenses paid as incurred. Postretirement 
benefits other than pensions included in employee benefit 
costs on the Association’s Statements of Income were $252 
for 2018, $258 for 2017, and $476 for 2016. At December 31, 
2018, the total AgFirst District liability balance for the OPEB 
Plan presented in the Farm Credit System Combined 
Statement of Condition is $181,820. 

During 2017, the method of recording expenses at participating 
District entities for the FAP and OPEB Plans was modified. 
Prior to 2017, expense was recorded based on allocations of 
actuarially-determined costs and any differences between 
recorded expense and actual contributions were recorded in 
Other Assets or Other Liabilities on the Consolidated Balance 
Sheets. For 2017 and future years, participating entities will 
record employee benefit costs based on the actual contributions 
to the Plans. This change caused the Association to modify its 
accounting estimates recorded in Other Assets and Other 
Liabilities since the assets and liabilities do not impact future 
contributions to the Plans. The change in estimate resulted in the 
reduction of Other Liabilities by $4,102 on the Association’s 
Balance Sheets, and a total reduction of noninterest expenses on 
the Association’s Statements of Income of $4,102 during 2017.  

The Association also participates in a defined contribution Farm 
Credit Benefits Alliance (FCBA) 401(k) Plan, which qualifies as a 
401(k) plan as defined by the Internal Revenue Code.  For 
employees hired on or prior to December 31, 2002, the 
Association contributes $0.50 for each $1.00 of the employee’s 
first 6.00 percent of contribution (based on total compensation) up 
to the maximum employer contribution of 3.00 percent of total 
compensation.  For employees hired on or after January 1, 2003, 
the Association contributes $1.00 for each $1.00 of the 
employee’s first 6.00 percent of contribution up to the maximum 
employer contribution of 6.00 percent of total compensation.  
Employee deferrals are not to exceed the maximum deferral as 
determined and adjusted by the Internal Revenue Service.  The 
401(k) Plan costs are expensed as funded. Employer 
contributions to this plan included in salaries and employee benefit 
costs were $380, $356, and $328 for the years ended 
December 31, 2018, 2017, and 2016, respectively. Beginning in 
2015, contributions include an additional 3.00 percent of eligible 
compensation for employees hired after December 31, 2002. 

FASB guidance further requires the determination of the fair 
value of plan assets and recognition of actuarial gains and 
losses, prior service costs or credits, and transition assets or 
obligations as a component of AOCI.  Under the guidance, these 
amounts are subsequently recognized as components of net 
periodic benefit costs over time.  For 2018, 2017, and 2016, 
$36, $(30), and $(46), respectively, have been recognized as a 
net credit and net debits to AOCI to reflect these elements.   

The supplemental retirement plan is unfunded and had a projected 
benefit obligation of $475 and a net under-funded status of $475 at 
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December 31, 2018.  Expenses included in noninterest expenses 
were $19, $21, and $31 for 2018, 2017, and 2016, respectively. 
Assumptions used to determine the projected benefit obligation as 
of December 31, 2018 included a discount rate of 4.40 percent. 

Additional information for the above may be found in the 
Notes to the Annual Information Statement of the Farm Credit 
System. 

Note 10 — Related Party Transactions 

In the ordinary course of business, the Association enters into 
loan transactions with officers and directors of the Association, 
their immediate families and other organizations with which 
such persons may be associated.  Such loans are subject to 
special approval requirements contained in the FCA regulations 
and are made on the same terms, including interest rates, 
amortization schedule, and collateral, as those prevailing at the 
time for comparable transactions with unaffiliated borrowers. 

Total loans to such persons at December 31, 2018 amounted to 
$14,853. During 2018, $9,001 of new loans were made and 
repayments totaled $7,709. Additionally, $444 was added and 
$663 was removed due to changes in directors throughout the 
year. In the opinion of management, none of these loans 
outstanding at December 31, 2018 involved more than a normal 
risk of collectability. 

Note 11 — Commitments and Contingencies 

From time to time, legal actions are pending against the 
Association in which claims for money damages are asserted.  
On at least a quarterly basis, the Association assesses its 
liabilities and contingencies in connection with outstanding 
legal proceedings utilizing the latest information available. 
While the outcome of legal proceedings is inherently 
uncertain, on the basis of information presently available, 
management, after consultation with legal counsel, is of the 
opinion that the ultimate liability, if any, from these actions, 
would not be material in relation to the financial position of the 
Association. Because it is not probable that the Association 
will incur a loss or the loss is not estimable, no liability has 
been recorded for any claims that may be pending. 

In the normal course of business, the Association may 
participate in financial instruments with off-balance-sheet risk 
to satisfy the financing needs of its borrowers.  These financial 
instruments may include commitments to extend credit or 
letters of credit. 

The instruments involve, to varying degrees, elements of credit 
risk in excess of the amount recognized in the financial 
statements.  Commitments to extend credit are agreements to 
lend to a borrower as long as there is not a violation of any 
condition established in the contract.  Commercial letters of 
credit are agreements to pay a beneficiary under conditions 
specified in the letter of credit.  Commitments and letters of 
credit generally have fixed expiration dates or other 
termination clauses and may require payment of a fee. 

Since many of these commitments are expected to expire 
without being drawn upon, the total commitments do not 

necessarily represent future cash requirements.  However, 
these credit-related financial instruments have off-balance-
sheet credit risk because their amounts are not reflected on the 
Consolidated Balance Sheets until funded or drawn upon. The 
credit risk associated with issuing commitments and letters of 
credit is substantially the same as that involved in extending 
loans to borrowers and management applies the same credit 
policies to these commitments.  Upon fully funding a 
commitment, the credit risk amounts are equal to the contract 
amounts, assuming that borrowers fail completely to meet their 
obligations and the collateral or other security is of no value.  
The amount of collateral obtained, if deemed necessary upon 
extension of credit, is based on management’s credit evaluation 
of the borrower. At December 31, 2018, $132,058 of 
commitments to extend credit and commercial letters of credit 
of $569 were outstanding. A related reserve for unfunded 
commitments of $197 is included in Other Liabilities in the 
Consolidated Balance Sheets. 

The Association also participates in standby letters of credit to 
satisfy the financing needs of its borrowers.  These letters of 
credit are irrevocable agreements to guarantee payments of 
specified financial obligations.  At December 31, 2018, 
standby letters of credit outstanding totaled $16 with expiration 
dates ranging from January 1, 2019 to May 1, 2023.  The 
maximum potential amount of future payments that may be 
required under these guarantees was $16. 

Note 12 — Income Taxes 

The provision (benefit) for income taxes follows: 

Year Ended December 31, 
2018 2017 2016 

Current: 
Federal $ 9 $ 7 $ 5 
State 3 3 2 

12 10 7 
Deferred: 

Federal – – – 
State – – – 

Total provision (benefit) for income taxes $ 12 $ 10 $ 7 

The provision (benefit) for income tax differs from the amount 
of income tax determined by applying the applicable U.S. 
statutory federal income tax rate to pretax income as follows: 

December 31, 
2018 2017 2016 

Federal tax at statutory rate $ 3,858 $ 6,810 $ 5,282 
State tax, net 2 1 2 
Patronage distributions (3,384) (3,866) (3,711) 
Tax-exempt FLCA earnings (479) (2,875) (1,504) 
Changes in tax law/rates 139 (8) 
Change in deferred tax asset 

valuation allowance 19 (201) (58) 
Other (4) 2 4 
Provision (benefit) for income taxes $ 12 $ 10 $ 7 

In late December 2017, federal tax legislation was enacted 
which, among other things, lowered the federal corporate tax 
rate from 35% to 21% beginning on January 1, 2018. The 
change to the lower corporate tax rate led to an insignificant 
remeasurement of the deferred tax liabilities and deferred tax 
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Notes to the Consolidated Financial Statements (continued) 

assets in 2017, the period of enactment.  Deferred tax assets 
and liabilities are comprised of the following at: 

December 31, 
2018 2017 2016 

Deferred income tax assets: 
Allowance for loan losses $ 330 $ 311 $ 561 
Other property owned writedown – – – 
Nonaccrual loan interest 92 76 90 

   Fixed assets (asset) 6 11 – 
Gross deferred tax assets 428 398 651 
Less: valuation allowance (291) (272) (472) 
Gross deferred tax assets, net of 

valuation allowance 137 126 179 
Deferred income tax liabilities: 

Depreciation – – (13) 
Loan origination fees (137) (126) (166) 

Gross deferred tax liability (137) (126) (179) 
Net deferred tax asset (liability) $ – $ – $ – 

At December 31, 2018, deferred income taxes have not been 
provided by the Association on approximately $0.9 million of 
patronage refunds received from the Bank prior to January 1, 
1993. Such refunds, distributed in the form of stock, are subject 
to tax only upon conversion to cash.  The tax liability related to 
future conversions is not expected to be material. 

The Association recorded a valuation allowance of $291, $272, 
and $472 as of December 31, 2018, 2017 and 2016, 
respectively.  The Association will continue to evaluate the 
realizability of these deferred tax assets and adjust the valuation 
allowance accordingly. 

There were no uncertain tax positions identified related to the 
current year and the Association has no unrecognized tax 
benefits at December 31, 2018 for which liabilities have been 
established. The Association recognizes interest and penalties, 
if any, related to unrecognized tax benefits as a component of 
income tax expense. The tax years that remain open for federal 
and major state income tax jurisdictions are 2015 and forward. 

Note 13 — Additional Financial Information 

Quarterly Financial Information (Unaudited) 

2018 
First Second Third Fourth Total 

Net interest income $ 4,762 $ 4,942 $ 5,216 $ 6,483 $ 21,403 
Provision for (reversal of allowance for) loan losses 
Noninterest income (expense), net 

(148) 
(1,037) 

(198) 
(1,684) 

310 
(1,628) 

(42) 
1,227 

(78) 
(3,122) 

Net income $ 3,873 $ 3,456 $ 3,278 $ 7,752 $ 18,359 

2017 
First Second Third Fourth Total 

Net interest income $ 4,620 $ 4,737 $ 4,889 $ 4,824 $ 19,070 
Provision for (reversal of allowance for) loan losses (97) 22 161 (423) (337) 
Noninterest income (expense), net (1,920) (1,601) (1,616) 5,177 40 
Net income $ 2,797 $ 3,114 $ 3,112 $ 10,424 $ 19,447 

2016 
First Second Third Fourth Total 

Net interest income $ 4,623 $ 4,892 $ 4,865 $ 4,766 $ 19,146 
Provision for (reversal of allowance for) loan losses (432) (257) 80 (166) (775) 
Noninterest income (expense), net (2,120) (1,642) (1,847) 772 (4,837) 
Net income $ 2,935 $ 3,507 $ 2,938 $ 5,704 $ 15,084 

Note 14 — Subsequent Events 

The Association evaluated subsequent events and determined that, except as described below, there were none requiring disclosure 
through March 13, 2019, which was the date the financial statements were issued. 

Subsequent to December 31, 2018, the Board of Directors at the February 2019 board meeting approved a cash patronage refund to 
customers in the amount of $16,539. This was an increase of $422 from the estimated cash patronage refund of $16,117 accrued at 
December 31, 2018. 
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