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Carolina Farm Credit, ACA
Report on Internal Control Over Financial Reporting

The Association’s principal executives and principal financial
officers, or persons performing similar functions, are
responsible for establishing and maintaining adequate internal
control over financial reporting for the Association’s
Consolidated Financial Statements. For purposes of this report,
“internal control over financial reporting” is defined as a
process designed by, or under the supervision of the
Association’s principal executives and principal financial
officers, or persons performing similar functions, and effected
by its Board of Directors, management and other personnel.
This process provides reasonable assurance regarding the
reliability of financial reporting information and the
preparation of the Consolidated Financial Statements for
external purposes in accordance with accounting principles
generally accepted in the United States of America.

Internal control over financial reporting includes those policies
and procedures that: (1) pertain to the maintenance of records
that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of the Association,
(2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial information in
accordance with accounting principles generally accepted in
the United States of America, and that receipts and
expenditures are being made only in accordance with
authorizations of management and directors of the Association,
and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use or disposition
of the Association’s assets that could have a material effect on
its Consolidated Financial Statements.

The Association’s management has completed an assessment of
the effectiveness of internal control over financial reporting as
of September 30, 2016. In making the assessment,
management used the framework in Internal Control —
Integrated Framework (2013), promulgated by the Committee
of Sponsoring Organizations of the Treadway Commission,
commonly referred to as the “COSO” criteria.

Based on the assessment performed, the Association’s
management concluded that as of September 30, 2016, the
internal control over financial reporting was effective based
upon the COSO criteria. Additionally, based on this
assessment, the Association’s management determined that
there were no material weaknesses in the internal control over

financial reporting as of September 30, 2016.
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Vance C. Dalton, Jr.
Chief Executive Officer
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Christopher H. Scott
Chief Financial Officer
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Carolina Farm Credit, ACA
Management’s Discussion and Analysis

of Financial Condition and Results of Operations

(dollars in thousands)

The following commentary reviews the financial condition and
results of operations of Carolina Farm Credit, ACA
(Association) for the period ended September 30, 2016. These
comments should be read in conjunction with the accompanying
consolidated financial statements, notes to the consolidated
financial statements and the 2015 Annual Report of the
Association. The accompanying consolidated financial
statements were prepared under the oversight of the Audit
Committee of the Board of Directors.

LOAN PORTFOLIO

The Association provides funds to farmers, rural homeowners
and farm-related businesses for financing of short and
intermediate-term loans and long-term real estate mortgage
loans. The Association’s loan portfolio is diversified over a
range of agricultural commodities in our region, including part-
time farm, poultry, and rural home loans. Farm size varies and
many of the borrowers in the region have diversified farming
operations. This factor, along with the numerous opportunities
for non-farm income in the area, reduces the dependency on a
single agricultural commodity.

The gross loan volume of the Association as of September 30,
2016, was $1,393,768, an increase of $9,548 as compared to
$1,384,220 at December 31, 2015. Net loans outstanding at
September 30, 2016, were $1,386,557 as compared to
$1,376,818 at December 31, 2015. Net loans accounted for
93.86% of total assets at September 30, 2016, as compared to
92.84% of total assets at December 31, 2015. The increase in
loan volume during the reporting period is a result of new loan
volume outpacing principal payments and payoffs.

There is an inherent risk in the extension of any type of credit.
Portfolio credit quality continues to be maintained at an
acceptable level, however, and credit administration remains
satisfactory.

Nonaccrual loans increased from $11,915 at December 31,
2015, to $11,974 at September 30, 2016. This increase is
primarily the result of transfers of loan volume to nonaccrual
being more than regular payments made on nonaccrual loans,
along with nonaccrual loans liquidated or reinstated back to
accrual status.

Association management maintains an allowance for loan losses
in an amount considered sufficient to absorb possible losses in
the loan portfolio based on current and expected future
conditions. The allowance for loan losses at September 30,
2016, was $7,211 compared to $7,402 at December 31, 2015,
and was considered by management to be adequate to cover
probable losses.

RESULTS OF OPERATIONS
For the three months ended September 30, 2016

Net income for the three months ended September 30, 2016,
totaled $6,903, as compared to $5,943 for the same period in
2015, which is an increase of $960, or 16.15 percent.

At September 30, 2016, total interest income increased $132
compared to September 30, 2015. Interest income recognized on
nonaccrual loans was $453 for the three months ended

September 30, 2016, as compared to $405 for the same period in
2015, an increase of $48. Interest expense increased $480 for the
three months ended September 30, 2016, as compared to the same
period in 2015. Consequently, net interest income decreased
$348 for the three months ended September 30, 2016, as
compared to the same period in 2015.

The Association recorded a provision/(reversal) for loan losses of
($395) for the three months ended September 30, 2016 as
compared to a provision/(reversal) of $367 for the same period of
2015. The primary reasons for the reversal in 2016 are improved
credit quality and recoveries on previously charged-off loans.

Noninterest income for the three months ended September 30,
2016, totaled $4,035 as compared to $3,572 for the same period
of 2015, an increase of $461. The increase in noninterest income
is attributed to increases of $214 in loan fees, $40 in patronage
refunds from other Farm Credit institutions, $444 in
gains/(losses) on sales of premises equipment, and $500 in
gains/(losses) on other transactions, when compared to the same
period in 2015. These increases were offset by decreases of $88
in fees for financially-related services, $215 in gains/(losses) on
the sale of rural home loans, and $4 in other noninterest income,
when compared for the same period of 2015.

Noninterest expense for the three months ended September 30,
2016, totaled $9,533 as compared to $9,618 for the same period
of 2015, a decrease of $85. This decrease in noninterest expense
is attributed to increases of $138 in salaries and employee
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benefits, $131 in Insurance Fund premiums, and $117 in other
operating expenses, when compared to the same period in 2015.
These increases were offset by decreases of $6 in occupancy and
equipment, and $465 in (gains)/losses on other property owned,
when compared for the same period of 2015.

The Association recorded a provision/(benefit) for income taxes
of $2 for the three months ended September 30, 2016 as
compared a provision/(benefit) of $0 for the same period of
2015.

For the nine months ended September 30, 2016

Net income for the nine months ended September 30, 2016,
totaled $19,525, as compared to $18,106 for the same period in
2015, an increase of $1,419, or 7.84 percent.

Total interest income increased $1,047 during the nine months
ended September 30, 2016, as compared to the same period in
2015. Interest income recognized on nonaccrual loans was $628
for the nine months ended September 30, 2016, as compared to
$692 for the same period in 2015, a decrease of $64. Interest
expense increased $1,655 for the nine months ended

September 30, 2016, as compared to the same period in 2015.
Consequently, net interest income decreased $608 for the nine
months ended September 30, 2016, as compared to the same
period in 2015.

The Association recorded a provision/(reversal) for loan losses
of (3689) for the nine months ended September 30, 2016 as
compared to a provision/(reversal) of $1,100 for the same period
in 2015. The primary reasons for the reversal in 2016 are
improved credit quality and recoveries on previously charged-
off loans.

Noninterest income for the nine months ended September 30,
2016, totaled $11,836, as compared to $10,788 for the same
period in 2015, an increase of $1,048. The overall increase is
attributed to an increase of $24 in loan fees, $84 in patronage
refunds from other Farm Credit institutions, $415 in
gains/(losses) on sales of premises and equipment, $745 in
gains/(losses) on other transactions, and $48 in other non-
interest income, when compared to the same period in 2015.
These increases were offset by decreases of $114 in fees for
financially-related services, and $154 in gains/(losses) on the
sale of rural home loans, when compared to the same period in
2015.

Noninterest expense for the nine months ended September 30,
2016, totaled $28,141 as compared to $27,324 for the same
period of 2015, an increase of $817. This increase in noninterest
expense is attributed to increases of $889 in salaries and
employee benefits, $296 in Insurance Fund premiums, and $336
in other operating expenses, when compared to the same period
in 2015. These increases were offset by decreases of $78 in
occupancy and equipment, and $626 in (gains)/losses on other
property owned, when compared for the same period in 2015.

The Association recorded a provision/(benefit) for income taxes
of (86) for the nine months ended September 30, 2016 as
compared a provision/(benefit) of $1 for the same period of 2015.

FUNDING SOURCES

The principal source of funds for the Association is the
borrowing relationship established with AgFirst through a
General Financing Agreement. The General Financing
Agreement utilizes the Association’s credit and fiscal
performance as criteria for establishing a line of credit on which
the Association may draw funds. The funds are advanced by the
Bank to the Association in the form of notes payable. The notes
payable is segmented into variable rate and fixed rate sections.
The variable rate note is utilized by the Association to fund
variable rate loan advances and operating funds requirements.
The fixed rate note is used specifically to fund fixed rate loan
advances made by the Association. The total notes payable to
the Bank at September 30, 2016, was $1,118,678 as compared to
$1,132,911 at December 31, 2015. The decrease during the
period is primarily attributable to a slight increase in loan
volume, offset by the payment of AgFirst patronage to the
Association in January 2016.

The Association has no lines of credit outstanding with third
parties as of September 30, 2016.

CAPITAL RESOURCES

Total members’ equity at September 30, 2016, increased to
$313,806 from the December 31, 2015, total of $305,558. The
change in capital is primarily attributable to net earnings in the
current year, offset by the redemption of allocated surplus in
September 2016.

Farm Credit administration (FCA) regulations require all Farm
Credit institutions to maintain minimum permanent capital, total
surplus and core surplus ratios. These ratios are calculated by
dividing the Association’s permanent capital, total surplus and
core surplus as defined in FCA regulations, by a risk-adjusted
asset base. As of September 30, 2016, the Association’s total
surplus ratio and core surplus ratio were 21.33% and 18.94%,
respectively, and the permanent capital ratio was 21.93%. All
three ratios were well above the minimum regulatory ratios of
7.00 percent for permanent capital and total surplus ratios and
3.50 percent for the core surplus ratio.

REGULATORY MATTERS

On March 10, 2016, the FCA adopted a final regulation to
modify the regulatory capital requirements for System banks and
associations. The stated objectives of the rule are as follows:

e  To modernize capital requirements while ensuring that
institutions continue to hold sufficient regulatory
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capital to fulfill their mission as a government-
sponsored enterprise,

e  To 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, but also to ensure

that the rules recognize the cooperative structure and
the organization of the System,

e  To make System regulatory capital requirements more
transparent, and

e  To meet the requirements of section 939A of the Dodd-
Frank Wall Street Reform and Consumer Protection
Act (Dodd-Frank Act).

The final rule will replace existing core surplus and total surplus requirements with Common Equity Tier 1, Tier 1 and Total Capital risk-

based capital ratio requirements. The final rule will also replace the existing net collateral ratio with a Tier 1 Leverage ratio and is

applicable to all banks and associations. The Permanent Capital Ratio will remain in effect with the final rule. The following sets forth

the new regulatory capital ratios:

Ratio Primary Components of Numerator

Minimum  Minimum Requirement with

Denominator Requirement Conservation Buffer

Unallocated retained earnings/surplus (URE), Common

I . T . o o

Common Equity Tier 1 (CET1) Capital Stock (subject to certain conditions) Risk-weighted assets 4.5% 7.0%

Tier 1 Capital CET]1 Capital, Non-cumulative perpetual preferred stock Risk-weighted assets 6.0% 8.5%

Total Capital Tier 1 Capltal', A llowgnce for L,O an‘Losses, cher equity Risk-weighted assets 8.0% 10.5%
securities not included in Tier 1 Capital

Tier 1 Leverage Tier 1 Capital (1.5% must be URE or URE equivalents) Total assets 4.0% 5.0%

On July 28, 2016, the FCA published the final regulation in the
Federal Register, and the effective date of the new capital
requirements will be January 1, 2017, with a three-year phase-in
of the capital conservation buffer applied to the risk-adjusted
capital ratios. District institutions are expected to be in
compliance with the new requirements at adoption.

On November 30, 2015, the FCA, along with four other federal
agencies, published in the Federal Register a final rule to
establish capital and margin requirements for covered swap
entities as required by the Dodd-Frank Act. See below for
further information regarding the Dodd-Frank Act. This rule is
not expected to have a material impact for District institutions.

On July 25, 2014, the FCA published a proposed rule in the
Federal Register to revise the requirements governing the
eligibility of investments for System banks and associations.
The public comment period ended on October 23, 2014. The
FCA expects to issue a final regulation in 2016. The proposed
investment regulations are expected to have a minimal impact
for District institutions. The stated objectives of the proposed
rule are as follows:

e  To strengthen the safety and soundness of System
banks and associations,

e  To ensure that System banks hold sufficient liquidity
to continue operations and pay maturing obligations in
the event of market disruption,

e  To enhance the ability of the System banks to supply
credit to agricultural and aquatic producers,

e  To comply with the requirements of section 939A of
the Dodd-Frank Act,

e  To modernize the investment eligibility criteria for
System banks, and

e  To revise the investment regulation for System
associations to improve their investment management
practices so they are more resilient to risk.

FINANCIAL REGULATORY REFORM

See discussion of the Dodd-Frank Act in the Financial
Regulatory Reform section of the Association’s 2015 Annual
Report.

RECENTLY ISSUED ACCOUNTING
PRONOUNCEMENTS

Please refer to Note 1, “Organization, Significant Accounting
Policies, and Recently Issued Accounting Pronouncements”, in
the Notes to the Financial Statements, and the 2015 Annual
Report to Shareholders for recently issued accounting
pronouncements.

NOTE: Shareholder investment in the Association is materially
affected by the financial condition and results of operations of
AgFirst Farm Credit Bank. Copies of AgFirst’s annual and
quarterly reports are available upon request free of charge by
calling 1-800-845-1745, ext. 2832, or writing Susanne
Caughman, AgFirst Farm Credit Bank, P.O. Box 1499, Columbia,
SC 29202. Information concerning AgFirst Farm Credit Bank
can also be obtained at their website, www.agfirst.com. Copies
of the Association’s annual and quarterly reports are also
available upon request free of charge by calling 1-800-521-9952,
or writing Christopher H. Scott, CFO, Carolina Farm Credit,
ACA, P.O. Box 1827, Statesville NC 28687-1827, or accessing
the website, www.carolinafarmcredit.com. The Association
prepares a quarterly report within 40 days after the end of each
fiscal quarter, except that no report need be prepared for the fiscal
quarter that coincides with the end of the fiscal year of the
institution.
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Carolina Farm Credit, ACA
Consolidated Balance Sheets

September 30, December 31,
(dollars in thousands) 2016 2015
(unaudited) (audited)
Assets
Cash $ 2,883 3 7,514
Investment securities:

Held to maturity (fair value of $1,778 and $1,747, respectively) 1,776 1,852
Loans 1,393,768 1,384,220
Allowance for loan losses (7,211) (7,402)

Net loans 1,386,557 1,376,818
Loans held for sale 6,317 5,865
Accrued interest receivable 17,426 14,690
Investments in other Farm Credit institutions 16,989 16,974
Premises and equipment, net 16,077 16,766
Other property owned 5,726 6,069
Accounts receivable 6,756 15,957
Other assets 16,681 20,516

Total assets $ 1,477,188 $ 1,483,021
Liabilities
Notes payable to AgFirst Farm Credit Bank $ 1,118,678 $ 1,132,911
Accrued interest payable 2,405 2,380
Patronage refunds payable 1,815 12,524
Accounts payable 2,471 2,667
Other liabilities 38,013 26,981
Total liabilities 1,163,382 1,177,463
Commitments and contingencies (Note 8)
Members' Equity
Capital stock and participation certificates 8,286 8,047
Retained earnings

Allocated 176,446 187,593

Unallocated 130,238 111,139
Accumulated other comprehensive income (loss) (1,164) (1,221)

Total members' equity 313,806 305,558
Total liabilities and members' equity $ 1,477,188 $ 1,483,021

The accompanying notes are an integral part of these consolidated financial statements.
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Carolina Farm Credit, ACA
Consolidated Statements of Income

(unaudited)

For the three months For the nine months
ended September 30, ended September 30,
(dollars in thousands) 2016 2015 2016 2015
Interest Income
Loans $ 19,269 $ 19,136 $ 56,693 $ 55,642
Investments 23 24 69 73
Total interest income 19,292 19,160 56,762 55,715
Interest Expense
Notes payable to AgFirst Farm Credit Bank 7,284 6,804 21,627 19,960
Other — — — 12
Total interest expense 7,284 6,804 21,627 19,972
Net interest income 12,008 12,356 35,135 35,743
Provision for (reversal of allowance for) loan losses (395) 367 (689) 1,100
Net interest income after provision for (reversal of allowance for)
loan losses 12,403 11,989 35,824 34,643
Noninterest Income
Loan fees 639 853 2,074 2,050
Fees for financially related services 28 116 99 213
Patronage refunds from other Farm Credit institutions 2,181 2,141 6,681 6,597
Gains (losses) on sales of rural home loans, net 419 634 1,659 1,813
Gains (losses) on sales of premises and equipment, net 467 23 582 167
Gains (losses) on other transactions 265 (235) 607 (138)
Other noninterest income 36 40 134 86
Total noninterest income 4,035 3,572 11,836 10,788
Noninterest Expense
Salaries and employee benefits 6,694 6,556 19,950 19,061
Occupancy and equipment 793 799 1,921 1,999
Insurance Fund premiums 469 338 1,289 993
(Gains) losses on other property owned, net 5 470 63 689
Other operating expenses 1,572 1,455 4,918 4,582
Total noninterest expense 9,633 9,618 28,141 27,324
Income before income taxes 6,905 5,943 19,519 18,107
Provision (benefit) for income taxes 2 — (6) 1
Net income $ 6,903 $ 5,943 $ 19,525 $ 18,106

The accompanying notes are an integral part of these consolidated financial statements.
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Carolina Farm Credit, ACA
Consolidated Statements of

Comprehensive Income

(unaudited)

For the three months For the nine months
ended September 30, ended September 30,
(dollars in thousands) 2016 2015 2016 2015
Net income $ 6,903 $ 5943 $ 19,525 $ 18,106
Other comprehensive income net of tax
Employee benefit plans adjustments 19 20 57 60
Comprehensive income $ 6,922 $ 5963 $ 19,582 $ 18,166

The accompanying notes are an integral part of these consolidated financial statements.
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Carolina Farm Credit, ACA
Consolidated Statements of Changes in

Members’ Equity

(unaudited)

Capital

Stock and

Participation

Retained Earnings

Accumulated

Other Total

Comprehensive  Members'

(dollars in thousands) Certificates  Allocated Unallocated  Income (Loss) Equity
Balance at December 31, 2014 $ 8062 $ 183568 $ 108,928 $ (1,329) $ 299,229
Comprehensive income 18,106 60 18,166
Capital stock/participation

certificates issued/(retired), net 404 404
Retained earnings retired (12,187) (12,187)
Patronage distribution adjustment 1,002 (826) 176
Balance at September 30, 2015 $ 8466 $ 172383 $ 126208 $ (1,269) $ 305,788
Balance at December 31, 2015 $ 8047 $ 187593 $ 111,139 $ (1,221) $ 305,558
Comprehensive income 19,525 57 19,582
Capital stock/participation

certificates issued/(retired), net 239 239
Retained earnings retired (10,846) (10,846)
Patronage distribution adjustment (301) (426) (727)
Balance at September 30, 2016 $ 828 $ 176,446 $ 130,238 $ (1,164) $ 313,806

The accompanying notes are an integral part of these consolidated financial statements.
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Carolina Farm Credit, ACA
Notes to the Consolidated Financial Statements

(dollars in thousands, except as noted)
(unaudited)

Note 1 — Organization, Significant Accounting Policies,
and Recently Issued Accounting Pronouncements

Organization

The accompanying financial statements include the accounts of
Carolina Farm Credit, ACA and its Production Credit
Association (PCA) and Federal Land Credit Association
(FLCA) subsidiaries (collectively, the Association). A
description of the organization and operations, the significant
accounting policies followed, and the financial condition and
results of operations for the Association as of and for the year
ended December 31, 2015, are contained in the 2015 Annual
Report to Shareholders. These unaudited interim consolidated
financial statements should be read in conjunction with the
latest Annual Report to Shareholders.

Basis of Presentation

In the opinion of management, the accompanying consolidated
financial statements contain all adjustments necessary for a fair
statement of results for the periods presented. These
adjustments are of a normal recurring nature, unless otherwise
disclosed.

Certain amounts in the prior period’s consolidated financial
statements have been reclassified to conform to the current
period presentation. Such reclassifications had no effect on the
prior period net income or total capital as previously reported.

The results of any interim period are not necessarily indicative
of those to be expected for a full year.

Significant Accounting Policies

The Association’s accounting and reporting policies conform
with U.S. generally accepted accounting principles (GAAP)
and practices in the financial services industry. To prepare the
financial statements in conformity with GAAP, management
must make estimates based on assumptions about future
economic and market conditions (for example, unemployment,
market liquidity, real estate prices, etc.) that affect the reported
amounts of assets and liabilities at the date of the financial
statements, income and expenses during the reporting period,
and the related disclosures. Although these estimates
contemplate current conditions and expectations of change in
the future, it is reasonably possible that actual conditions may
be different than anticipated, which could materially affect
results of operations and financial condition.

Management has made significant estimates in several areas,
including loans and allowance for loan losses (Note 2, Loans
and Allowance for Loan Losses), investment securities and

other-than-temporary impairment (Note 3, Investments), and
financial instruments (Note 6, Fair Value Measurement).
Actual results could differ from those estimates.

For further details of significant accounting policies, see
Note 2, Summary of Significant Accounting Policies, from the
latest Annual Report.

Accounting Standards Updates (ASUs) Issued During the
Period

The following ASUs were issued by the Financial Accounting
Standards Board (FASB) since the most recent Annual Report:

e In August, 2016, the FASB issued ASU 2016-15
Statement of Cash Flows (Topic 230): Classification of
Certain Cash Receipts and Cash Payments (a consensus
of the Emerging Issues Task Force). Stakeholders had
indicated there was diversity in practice in how certain
cash receipts and cash payments are presented and
classified in the statement of cash flows. The Update
addresses eight specific cash flow issues with the
objective of reducing the existing diversity in practice.
The amendments are effective for public business
entities for fiscal years beginning after December 15,
2017, and interim periods within those fiscal years. For
all other entities, the amendments are effective for fiscal
years beginning after December 15, 2018, and interim
periods within fiscal years beginning after
December 15, 2019. Early adoption is permitted,
including adoption in an interim period. An entity that
elects early adoption must adopt all of the amendments
in the same period. The amendments are to be applied
using a retrospective transition method to each period
presented.

e In June, 2016, the FASB issued ASU 2016-13 Financial
Instruments—Credit Losses (Topic 326): Measurement
of Credit Losses on Financial Instruments. The Update
improves 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. Many of the loss estimation techniques
applied today will still be permitted, although the inputs
to those techniques will change to reflect the full
amount of expected credit losses. Organizations will
continue to use judgment to determine which loss
estimation method is appropriate for their
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circumstances. The ASU requires enhanced disclosures
to help investors and other financial statement users
better understand significant estimates and judgments
used in estimating credit losses, as well as the credit
quality and underwriting standards of an organization’s
portfolio. Additionally, the ASU amends the accounting
for credit losses on available-for-sale debt securities and
purchased financial assets with credit deterioration. The
Update will take effect for U.S. Securities and
Exchange Commission (SEC) filers for fiscal years, and
interim periods within those fiscal years, beginning
after December 15, 2019. 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. For all other organizations, the
ASU will take effect for fiscal years beginning after
December 15, 2020, and for interim periods within
fiscal years beginning after December 15, 2021. Early
application will be permitted for all organizations for
fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2018.

In May, 2016, the FASB issued ASU 2016-12 Revenue
from Contracts with Customers (Topic 606): Narrow-
Scope Improvements and Practical Expedients. The
guidance addresses certain issues identified by the
Transition Resource Group (TRG) in the guidance on
assessing collectibility, presentation of sales taxes,
noncash consideration, and completed contracts and
contract modifications at transition. The effective date
and transition requirements for the amendments in this
Update are the same as the effective date and transition
requirements for Topic 606 (and any other Topic
amended by Update 2014-09).

In April, 2016, the FASB issued ASU 2016-10 Revenue
from Contracts with Customers (Topic 606): Identifying
Performance Obligations and Licensing. The Update
clarifies the following two aspects of Topic 606:
identifying performance obligations and the licensing
implementation guidance, while retaining the related
principles for those areas. The effective date and
transition requirements for the amendments in this
Update are the same as the effective date and transition
requirements for Topic 606 (and any other Topic
amended by Update 2014-09).

In March, 2016, the FASB issued ASU 2016-08
Revenue from Contracts with Customers (Topic 606):
Principal versus Agent Considerations (Reporting
Revenue Gross versus Net). The amendments clarify
the implementation guidance on principal versus agent
considerations. The effective date and transition
requirements for the amendments in this Update are the
same as the effective date and transition requirements
for Topic 606 (and any other Topic amended by Update
2014-09).

e  In March, 2016, the FASB issued ASU 2016-07
Investments Equity Method and Joint Ventures (Topic
323): Simplifying the Transition to the Equity Method
of Accounting. To simplify the accounting for equity
method investments, the amendments in the Update
eliminate the requirement that an entity retroactively
adopt the equity method of accounting if an investment
qualifies for use of the equity method as a result of an
increase in the level of ownership or degree of
influence. The amendments require that the equity
method investor add the cost of acquiring the additional
interest in the investee to the current basis of the
investor’s previously held interest and adopt the equity
method of accounting as of the date the investment
becomes qualified for equity method accounting. The
guidance is effective for fiscal years, and interim
periods within those fiscal years, beginning after
December 15, 2016. Earlier application is permitted.
The amendments should be applied prospectively upon
their effective date to increases in the level of
ownership interest or degree of influence that result in
the adoption of the equity method.

ASUs Pending Effective Date
For a detailed description of the ASUs below, see the latest
Annual Report.

Potential effects of ASUs issued in previous periods:

e 2016-02 Leases (Topic 842): In February, 2016, the
FASB issued an update that requires organizations that
lease assets to recognize on the balance sheet the assets
and liabilities for the rights and obligations created by
those leases. The Association is in the process of
evaluating what effects the guidance may have on the
statements of financial condition and results of
operations.

e 2016-01 Financial Instruments — Overall (Subtopic 825-
10) Recognition and Measurement of Financial Assets
and Financial Liabilities: In January, 2016, the FASB
issued an update that is intended to improve the
recognition and measurement of financial instruments.
The Association is in