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Farm Credit System Insurance Corporation

February 26, 2004

Chairman, Board of Directors

Chief Executive Officer

Each Farm Credit System Institution

Allocated Insurance Reserve Accounts 

At December 31, 2003, the Farm Credit System Insurance Fund again attained the 2% Secure Base Amount (SBA) finishing the year at 2.006%, or approximately $5 million higher than the SBA.
The Farm Credit Act and the FCSIC Board’s policy statement on the Secure Base Amount and Allocated Insurance Reserve Accounts (AIRAs), requires the Corporation to determine whether an excess Insurance Fund balance exists for allocation to the AIRAs.  If there is any excess in the Insurance Fund at yearend, the statute requires that the SBA be recalculated using an average daily balance method.  This Systemwide average daily debt amount is then compared with the yearend Insurance Fund balance adjusted downward by prospective insurance and operating expenses for 2004.  This calculation results in an excess Insurance Fund balance of approximately $40 million to be allocated to the AIRAs.  
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$ in Millions

(unaudited)

$40

(2.6)

(14.4)

Excess for allocation to AIRA 

accounts

Less:  

2004 FCSIC Operating Budget

2004 FAC Accrual

57

5

Amount over SBA

1,823

1,823

Yearend Insurance Fund 

Balance

1,766

1,818

Secure Base Amount (2%)

Average Daily Balance Method for 

2003

$88,288

Point

-

in

-

time method as 

of December 31, 2003

$90,887

Adjusted Insured Debt


The statute requires the Corporation to establish separate AIRA accounts for each of the insured System banks and an additional account for the holders of FAC stock.  The statute also requires the first 10% of excess funds be allocated to the FAC stockholders account, with the remaining 90% prorated between the banks based on a 3-year look-back of daily accrual loan balances.  We will be contacting each of the banks to verify historical information in the near future.  

The statute states that AIRAs are to be the first funds used to absorb any insurance losses and that the Board has discretion to restrict or limit any future AIRA payments.  The first possible payout date is April 2006.
Application of the statutory formula and allocation of the calculated excess to the AIRA accounts results in an Allocated Insurance Fund balance of $39.9 million, an Unallocated Insurance Fund Balance of $1.78 billion or 1.96% of the SBA.  For presentation of the AIRA balances please see the attached Statement of Financial Condition.

If you have any questions please contact Rick Pfitzinger, Chief Financial Officer at 703-883-4388.

Sincerely, 

Mary Creedon Connelly

Chief Operating Officer
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	Statement of Financial Condition as of December 31, 2003 and 2002
	
	
	
	

	
	
	
	
	

	($ in thousands)
	
	
	
	

	
	
	2003
	
	2002

	Assets
	
	
	
	

	
	
	
	
	

	     Cash and Cash Equivalents
	$
	186
	$
	81,107

	
	
	
	
	

	     Investments in U.S. Treasury Obligations
	
	1,899,095
	
	1,702,681

	
	
	
	
	

	     Accrued Interest Receivable
	
	28,807
	
	28,642

	
	
	
	
	

	     Premiums Receivable
	
	105,079
	
	26,355

	
	
	
	
	

	     Other Receivable
	
	              4
	
	              0

	
	
	
	
	

	Total Assets
	$
	2,033,171
	$
	1,838,785

	
	
	
	
	

	
	
	
	
	

	Liabilities and Insurance Fund
	
	
	
	

	
	
	
	
	

	     Accounts Payable and Accrued Expenses
	$
	361
	$
	261

	
	
	
	
	

	     Liability for Estimated Insurance Obligations
	
	209,802
	
	196,077

	
	
	
	
	

	  Total Liabilities
	$
	210,163
	$
	196,338

	
	
	
	
	

	
	
	
	
	

	Farm Credit Insurance Fund
	
	
	
	

	
	
	
	
	

	     Allocated Insurance Reserve Accounts
	$
	39,888
	$
	0

	
	
	
	
	

	     Unallocated Insurance Fund Balance
	
	1,783,120
	
	1,642,447

	
	
	
	
	

	Total Farm Credit Insurance Fund
	$
	1,823,008
	$
	1,642,447

	
	
	
	
	

	
	
	
	
	

	  Total Liabilities and Insurance Fund
	$
	2,033,171
	$
	1,838,785
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AIRA Allocation for 2003

 $ in Millions

(unaudited)

		


Adjusted Insured Debt		Point-in-time method as of December 31, 2003

$90,887		Average Daily Balance Method for 2003

$88,288

		Secure Base Amount (2%)		1,818		1,766

		Yearend Insurance Fund Balance		1,823		1,823

		Amount over SBA		5		57

		Less:  
2004 FCSIC Operating Budget

2004 FAC Accrual
		
(2.6)

(14.4)

		Excess for allocation to AIRA accounts		$40



































